GOKHALE INSTITUTE OF POLITICS AND ECONOMICS

Publication No. 16

Bombay Finance (1921-1946)

, T. M. Joshi, M.A.
Department of Economics, Fergusson College, Poona

(Price, Rs. 7-8-0 or 15s.)

1947






AUTHOR’S PREFACE

TiE present study was undertaken in 1938 at the instance
of Mr. D. R. Gadgil, and was carried out at the Gokhale Institute
of Politics and Economics under his general guidance and super-
vision. My transfer to Willingdon College, Sangli, in June 1940,
caused a good deal of delay in the completion of the study, as I
could work only during vacations. Tt was not till June 1946 that
I could hand over my manuscript to the Institute which has
kindly agreed to publish it. In the meanwhile 1 was awarded
a scholarship by the Watumul! Foundation of Los Angeles {Calif.),
for advanced studies in the U. S, A, and I left India in July, en-
trusting the task of seeing the bock through the press ic my pupil
and friend, Mr. N. V. Sovani.

While 1 was collecting materials for the present study it was
suggested to me that I should present the financial structure and
developments in the Province with a view to serving the practical
needs of legislators and other public men interested in the financial
process. While, however, I have kept this object in view, my ap-
preach has been primarily analytical rather than descripiive,
Thus, [ have attempted to set forth the financial problems and
policies of the Provincial Government in their wider economic
setting, and have endeavoured, whenever possible, to discover the
relationship between the cyclical movements in prices and incomes -
with the changes in the financial structure. Indeed, in my original
plan, 1 had ‘intended to divide my study into periods corresponding
to the several phases of the economic cycle so as to discover, what
may be called, the “‘cycle-sensitivity” of the Provincial revenue.
and-expenditure system. But as I proceeded in my study, I found
that Provincial Finance did not exhibit any close or direct rela-
tionship with the phases of the economic cycle, except perhaps the
depression phase (1930-35). Such a relationship could, indeed,
be established in the case of the Central Government Finances,
since the chief Central taxes, the Income Tax, Customs and Ex-
cises are highly sensitive to the cyclical changes in the price-and-.
income structure. The sysitem of Provincial Finance, however, is
not responsive to cyclical fluctuations in an equal degree, its main
revenue heads, Land Revenue and Excise, being more dependent
on administrative and political policy than upon price changes.
Yet, these and other revenue heads such as Stamps, Forest, the
Scheduled taxes, etc., show a good deal of influence of the wider
economic movements, and it has been my endeavour to exhibit
this influence a* each period.
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The plan of the work is as follows: In Part I, I have given
a descriptive account of the financial structure of the Province
during the period 1921-22 to 1946-47. It contains a somewhat
detailed survey of the financial relations between the Central and
Provincial Governments. with special reference to the division
of the revenue and expenditure heads. This part also embodies
an account of each tax and expend;ture head of the Provmcml
Government.

Part Il attempis to trace the financial developments in the
Province during the following periods: (i) 1921-22 10 1935-36, the
period of the Reforms; (ii) 1936-37 o 1939-40 the period of
Provincial Autonomy, during the major part of which the popular
ministries were in office; (1il) 1940-41, during which period the
adrhinistration was carried on by the Governor with the help of
his Advisors. In each of these periods, I have set forth financial
problems and policies, and have endeavoured to assess the
achievements by those who were in charge of financial management.

It is not easy for me to express my imtellectual debt to Mr.
D. R Gadgil, who has guided me at all stages in my undertaking.
Nor, again, can I thank adequately my friend, Mr. N. V. Sovani.
who has helped and encouraged me all algng. While, however, I
recogmse my obligations 1o these kind friends, they are, of course,
in no way responsible for any of the facts and opinions stated
herein. I must also thank most warmly Messrs. Dev and Kale,
of the Servants of India Society's Library, and Mr. Pendse, of the
Gokhale Institute, for their unfailing courtesy and assistance. I
should also express my obligations to Mr. Bhide, who, as As-
sistant Keeper of Records, helped me in every way while I was
working at the Government Record Office in 1941.

. I thank the University of Bombay for the substential financial
help it has granted tewards the cost of publication of this book.

Philadelphia (PA), T. M. Josm

University of Pennsylvania,
September 13, 1946.
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I dedicate this book to my parents and to my uncles,
V. M._ Joshi and N. M. Joshi.
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'CHAPTER 1
FINANCIAL RELATIONS

§ 1. Historical: A highly centralised system of government was
established by the Charter Act of 1833 which vested complete
powers of legislation, administration and finance over the entire
territories in India in the Governor-Gemeral in Council at. Fort
William in Bengal. As a result, the Presidencies of Bombay and
Madras lost their independent position and became merely ad-
ministrative agencies. In the field of finance, this meant that the
Presidencies collected the taxes and spent the proceeds in the name
of the Governor-General of India. Such a state of affairs soom
proved to be highly injurious, particularly because it led to “ir-
responsible extravagance™ on the part of Provincial Governments.
It was, therefore, felt that unless the Provincial Governments were
given independent powers in administration and finance, no im-
provement in the situation could be looked for. The necessity of .
relaxing central control was felt particularly strongly after the
Mutiny of 1857, which imposed a severe burden on Indian finances,
and thus rendered the problem of economy in expenditure highly
urgent. In the course of the next decade, schemes for delegating
financial powers to the Provinces were prepared by Mr. Wilson,
the Finance Member, and his successors. Lord Mayo, the Gov-
ernor-General, was convinced of the need for such delegation, and
his famous Resolution of 1870 marks the beginning of a con-
tinuous process of functional and financial devolution from the
Central to the Provincial Governments. Lord Mayo’s scheme,
which came into effect in 1871, provided that certain adminis-
trative departments such as Education, Medical Services, Jails,
Police, etc., should be under the control of the Provincial Gov-
ernments, while the receipts from these departments, plus some
“assignments™ from the Central revenues, were to form the Provin-
cial resources. This arrangement, called by Dr. Ambedkar, “bud.
get by assignments,” lasted till the year 1877. It was found, how-
ever, that it gave rise to glaring inequalities among Provinces,
while it denied them adequate resources for developing the de-

* Ambedkar: “Evolution of Provincial Fisances,” 1925, p. 29.
LF F-2



10 BomBay FiNance, 1921-1946

partments under their charge. During 1877-82, therefore, a new
arrangement was brought into operation at the instance of Sir
John Strachey. It was felt that the Provinces ought to be af-
forded a direct incentive to increase their revenues through an
efficient system of collection, for which purpose, certain revenue
heads ought to be assigned to them. The Provinces, therefoge,
were assigned the following revenue heads: excise, stamps, and
the licence tax. This system of *assigned revenues” was modified
in 1882, when the proceeds of Land Revenue and Income Tax
came to be shared between the Central and Provincial Govern-
ments. This system of “‘divided heads” or “shared revenues” was
made on a quinquennial basis in 1882; it was made quasi-perma-.
nent in 1904, and permanent in 1912,

Though financial decentralization was effected in this way,
the Provinces chafed under the system of minute control which
the Central Government exercised over their budget estimates, tax-
ation, expenditure and borrowing. The Provincial estimates were
incorporated in the Central Government's budget, after being
scrutinized and modified by the Central Finance Department. In
the sphere of taxation and expenditure, the Provinces had no
inherent legal right, as the Acts of 1853 and 1858 gave the Gov-
emment of India complete control over them. All proposals of
fresh taxation and expenditure had to be referred to the Govern-
ment of India and the Secretary of State for approval. In the
matter of routine expenditure also, the Central Government’s con-
trol, exercised through the several “codes of instruction,” was
full and detailed. Further, the Provinces possessed no independent
powers of borrowing, since legally they were not masters of their
revenues. Lastly, accounts, audit, cash balances, ways and means
and resource operations were all under the jurisdiction of the
Central Government.

- The minute control of the Central Government described ahove
was the subject of several protests from the Provincial Govern-
ments in the early years of the present century. In 1909, the
Secretary of State appointed the Royal Commission on Decen-
tralization to go into the whole question of financial relations
between the Central and Provincial Governments and to make recom-
mendations. The Commission, while recognising the evils result-
ing from the system of “divided heads,” was unable to recommend
any sudden or violent change in the system; they, however, sug-
gested that excise and forests should be provincialized by gradual
stages. The Commission thought that as long as the system of
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“divided heads” was in operation, no large or effective relaxation
of Central control over Provincial estimates, taxation, expenditure
and borrowing, could be thought of, since such a devolution of
financial powers would naturally depend vpon the broader changes
in the general constitutional structure. The Decentralization Com-
mission, however, favoured relaxation of Central control in a
large number of minor matters, so as to avoid vexatious inter-
ference with the financial administration in the Provinces. Upon
their recommendation some measure of financial devolution was
effected by Government Resolutions during the years 1919-1917,
but on the whole the financial system remained predominantly
centralized.

§ 2. The Joint Report Scheme: In August 1917, the Secretary of
State for India made an important announcement in which he de-
clared that “the policy of His Majesty’s Government with which
the Government of India are in complete accord, is that of ... the
gradual development of self-governing institutions with a view
to the progressive realization of responsible government in India
as an integral part of the British Empire.”d Mr. Montagu, the
Secretary of State, and Lord Chelmsford, the Viceroy, in their
Joint Report on Constitutional Reforms, pointed out that “the
Provinces are the domain in which the earlier steps towards the
progressive realization of responsible Government should be
taken. Some measure of responsibility should be given at once,
and our aim is to give complete responsibility as soon as condi-
tions permit. This involves at once giving the provinces the
largest measure of independence, legislative, administrative and
financial, of the Government of India, which is compatible with
the due discharge by the latter of its own responsibilities.”
Naturally, the old financial structure, based upon the principle
of detailed control over Provinciel finance by the Central Govern-
ment, seemed grossly unsuited to the new constitutiona! arrange-
ments contemplated. In particular, the system of “divided heads”
obviously needed drastic modification, and even abolition; fon
as the Joint Report observed: :

“If Provincial Autonomy is to mean anything real, clearly
the provinces must not be dependent on the Indian Government for
the means of provincial development. Existing settlements do,
indeed, provide for the ordinary growth of expenditure, but for
any large or costly innovations, provincial governments depend

! “Repart on Indian Conatituticoal Reforms,'” 1919, p. 1.
* Ihid., p. 124,
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upon doles out of the Indian surplus. Our idea is that an es-
mate should first be made of the scale of expenditure for the up-
keep and development of the services which clearly appertain to
the Indian sphere; that resources with which to meet this expen-
diture should be secured to the Indian Government; and that all
other resources should then be handed over to the provincial gov-
ernments, which will thenceforth be held wholly responsible for
the development of all provincial services. This, however, merely
means that the existing resources shall be distributed on a different

»y

basis. ...

The Joint Report recommended that this basis must be the
principle of “separation of revenues.” Under the then existing
scheme, the “divided heads” were: land revenue, stamps, excise,
income-tax, and irrigation. Qut of these, land revenue (and,
along with it, the expenditure on irrigation and famine relief)
must obviously be provincialized, since it is “so intimately con-
nected with the whole administration of rural aress.”® As regards
stamps, the Joint Report recommended their division into two
well-marked sub-heads, viz., general and judicial; the former, in
the interest of uniformity to be central, while the latter, provincial.
The excise revenue was to be made provincial throughout India.
In regard to the income-tax, the Joint Report recommended that
it should be completely centralised for several reasons; among
others, the desirability of uniform rates throughout the country,
and the impossibility of assigning the income-tax proceeds to the
Provinces according to the principle of origin.

Such a scheme of re-allocation of revenues, it was estimsted
by the Joint Report, would give rise to a deficit of Rs. 13,63 lakhs
in. the Central Government’s budget, while it would afford the
Provinces a “gross surplus” of Rs. 15,64 lakhs. It was, therefore,
recommended that the Provinces should surrender 87 per cent of
their “gross surplus” in the form of contributions fo the Central
gpvenues, Table No. 1 gives the relevant figures.

This scheme of allocation of revenues naturally involved the
separation of Central and Provincial Budgets, and a general
relaxation of Central control over Provincial finance. The Joint
Report recommended that Provinces should be given independent
powers in the field of taxation, expenditure and borrowing, con-
sistent with the general responsibility of the Government of India
for the stability of Indian finances.

S Ihid., p. 130.
SIhid., p. 131,
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TABLE NO. 1

GROSS PROVINCIAL SURPLUS AND PROVINCIAL
CONTRIBUTIONS

(Source: Report on Indian Constitutiongl Reforms, p. 134)
(In Lakhs of Rupees)

.-'- :‘:55% ” o B
E !gz EyACEE] :
T e g I .
Gam 255&‘85 2 _
Madras 491 428
= - i g
United Provinces 378 329 @
jab 250 218 32
ma 161 140 21
Bihar and Orism 45 39 [
1 Provinees 41 3% 5
21 18 3

The Joint Report scheme of allocation of revenues met with
considerable oppesition from the Provinces. Industrial provinces,
like Bombay, protested against the centralization of the income-
tax, and claimed a share in its proceeds. Other provinces like
Madras and the United Provinces objected to the disproportionate
burden of contribution which they were called upon to pay. These
protests were repeated at the Simla Conference held in October
1919, and finally, the Government of India decided to submit
the whole question to expert investigation. At their instance, the
Secretary of State appointed the Financial Relations Committee
with Lord Meston as President.

§ 3. The Meston Scheme: The Financial Relations Commiliee

was to advise on:

(a) the contributions to be paid by the various Provinces
to the Central Government for the financial year 1921-22;

(b) the modifications to be made in the Provineial contribu-
tions with a view to their equitable distribution until
there ceases to be an all-India deficit;

{c¢) the future financing of the Provincial Loan Account; -

(d) whether the Government of Bombay should retain any
share of the revenue derived from the income-tax.
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The Committee considered it outside their scope to suggest
any modification of the peneral scheme of redistribution or
revenues suggested by the Joint Report. As regards the centrali-
zation of the income-tax, it agreed with the Joint Report, though it
doubted “if it will be possible permanently to exclude the local
governments from some sort of direct taxation upon the industrial
and commercial earnings of their people.”® As for the centraliza-
tion of General Stamps, the arguments of the Joint Report did not
weigh much with the Meston Committee, and it recommended that
the entire stamp revenue should be provincial.

Under this new arrangement, the amount of the Central defi-
cit was estimated at Re. 10 crores, composed of Rs. 6 crores as
previously estimated by the Government of India, and 4 crores
due to the provincialization of “General Stamps. This Central
deficit, reduced to Rs. 9.83 crores as a result of certain minor
financial adjustments, was to be made good by provincial con-
tributions. These were to be of two types, initial and standard.
The initial contributions were to be fixed with reference to the
immediate needs of the Central Government, but they were not to
be such as to force a Provincial Government to resort to fresh
taxation. The Committee believed that no province should be
forced to do so because of a “purely administrative re-arrange-
ment.” It is not easy to share this enxiety to avoid fresh Prov-
incial taxation, particularly because it compelied the Committee to
abandon the equitable principle of “capacity to pay” as the basis
of contributions. The basis which the Committee adopted was
“increased spending power” obtained by a province as a result
of the new arrangement. This was not really very different from
the Mont-Ford Joint Report basis of *“gross surplus” which the
Committee rejected; but they claimed great virtue for it. Firstly,
“increased spending power” which a province acquired was really
& “windfall,” resulting from the greater measure of devolution,
and therefore, a just basis for contribution. Secondly, “on this
basis the system of contributions appears in a less invidious light.
The Central Government in the course of political reconstruction
gives to each of the local governments some, and to some local
governments a very considerable, increase of spending power.
Finding itself in a deficit as a result of this reconstruction, it
withholds from each province a certain proportion of the increased
resources which it is intended that the provinces should eventually
obtain. The Central Government does not come in as raiding the

1“Report of the Financial Relations Committes,” 1920, p. 4.



: FINANCIAL RELATIONS 15

hard-won surplus of a province; nor ought the Central Govern-
ment to be represented, if our proposals be accepted, as the pen-
sioner of the Provinces.””

The basis of contributions being thus fixed, the next ques.
tion was, What part of “the increased spending power” should
be sliced off for Central purposes? A flat rate on all Provincial
figures was not acceptable to the Committee, because it would
cause hardship to poor Provinces. The Committee, therefore,
proceeded to consider the case of each Province on its own merits
and arrived at the following scheme (Table No. 2): .
TABLE NO. 2

INCREASED SPENDING POWER AND CONTRIBUTIONS
OF PROVINCES

(Source: Report of the Financial Relations Commitsee, p. 8.)
(In Lakhs of Rupees) o -

3 5 o 23
555 M :E b h<=§5
" ge wEY g B

L5 - 2\ Ees 328
Madras 576 348 pr- ]
Bombay 93 56 87
Bengal 104 [ 41
United k74 2;0 157
Punjab 289 125 114
. Burma . 246 o 182
Bihar and Orima -5 —_ 51
Central Provinces 5 n 1
Assam 2 LB 27

—

The Committee frankly admitted that these figures of “initial”
contributions could not be regarded as ideal from the point of
view of financial adjustment. Rather, they were to be looked
upon as representing a workable arrangement based upon “con-
siderations of established programmes of taxation and expenditure,
and of legisiative and administrative expectations and habits that
cannot, without mischief, be guddenly adjusted to a new and more
equitable ratio of contribution.”®

After having arrived at the “initial” contributions, the Meston
Committee proceeded to work out the “standard” contributions.

Tid, p. 7.
SIhid, p. 10,
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In their view, equity required that these latter should be fixed
with reference to two considerations. The first was the indirect
contribution which a province may already be making to the Cen-
tral exchequer by way of customs, income-tax, efc., an estimate
of which was recognised to be a difficult statistical procedure. The
second consideration in fixing the standard contributions was the
“capacity to pay” of each province, which also raised difficult
problems of statistical computation. The Committee claimed to
have made the best use of the available statistical material bear-
ing on these two considerations, and arrived at the results em-
bodied in Table No. 3. ' :

TABLE NO. 3

STANDARD PROVINCIAL CONTRIBUTIONS (PER CENT)
TO THE CENTRAL DEFICIT

(Source: Report of Financial Relations Committee, p. 10)

Madras 17
Ben IY ;g
Unig:d Provinces 18
Bur - %
Urma
Bikar and Orissa lg
. -3
Toul 1097

The Committee further observed that the “process of transi-
tion from the initial to the standard rates should be continuous,
beginning in the second year of contribution and proceeding in
six equal steps.” These are summarised in Table No. 4.

§ 4. Modifications by the Joint Parliamentary Commiitee: The
Meston Scheme described above was generally acceptable to the
Joint Parliamentary Committee which considered the Government
of India Bill of 1919. The Committee, however, suggested two
modifications: ‘

(i) that the Provinces should be given a share in the growth
of revenues from the income-tax, so far as that growth
was attributable to an increase in the amount of the in-
come assessed;

(i) that the initial contributions should in no case be in-
creased, while gradua! reduction should be the means
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of attaining the standard coantributions recommended by
the Financia! Relations Committee.

TABLE NO. 4

PER CENT CONTRIBUTIONS TO DEFICIT IN SEVEN
CONSECUTIVE YEARS, BEGINNING WITH THE FiIRST
YEAR OF CONTRIBUTION '

(Source: Report of Financial Reladons Commitiee, p. 11) .
(Rounded off to Even Halves)

N 1 ™ ha 5
g ] . . H
] a8 138 [38198 |af [glad

Madras 351 21 291 2% 1 e 2 1?
Bombay W 5 1522 7 ” ] 12 g lg lg 172 12 13
Bengal 61/2 812 Wi2 1Ry § 12 19
United Provinces M2 2 2172 2 20 19 18
Punjab 18 16172 lg 32 1 10172 9
Burma 6172 6172 1/2 6172 6172 6172 61/2
Bihar and Orima - 1172 3 5 7 12 10
Central Provinces 2 21/2 3 3172 4 4172
Assam 112 1172 2 2. 2 2 21n

1000, 009  100% 1008 1009 1006 1009

§ 5. The Financial Setilement Under the Government of India
Act, 1919: The Financial Settlement which was finally embodied
in the Devolution Rules framed under Section 45A of the Gov-
ernment of India Act, 1919, may be summarised as follows:

1. The Principal “Central Subjects” were as follows: the
Defence of India; External Relations; Relations with Indian
States; Communications including Railways, Aircraft, Inland
Waterways, Shipping and Navigation; Major Ports; Posts, Tele-
graphs and Telephones including Wireless Installations; Customs,
Cotton Excise Duties, Income-Tax, Salt, and Other Sources of All-
India Revenuve; Currency and Coinage; Public Debt of India;
Audit; Civil Law; Commerce, including Banking and Insurance;
Trading Companies and Other Associations: Control of Production
:*.md Development of Industries such as is expedient in the public
Interest; Opium, Petroleum and Explosives; Geological Survey;
C:ontrOl of Mineral Development; Inventions and Designs; Copy-
right; Emigration; Criminal Law and Procedure; Central Police
Organization; Arms and Ammunitions; Central Agencies and
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‘Institutions of Research; Ecclesiastical Administration; Survey of
India; Archzology; Meteorelogy; Census and Statistics; All-India
Services; Public Service Commission; etc.

11. The Provincial Subjects were divided into two categories,
viz,, Reserved and Transferred, the former being in charge of
Executive Councillors and the latter in that of Ministers respon-
sible to the Legislative Councils.

In the following list of the principal Provincial Subjects, the
transferred subjects are shown by an asterisk: *Local Self-Gov-
ernment; *Medical Administration; *Public Health and Sanita.
tion; “Education; *Public Works; Water Supplies and Irriga-
tion; Land Revenue Administration; Famine Relief; *Agriculture;
*Civi} Veterinary Department; *Fisheries; *Co-operative So-
cieties; *Forests; *Excise on Alcoholic Liquors and Intoxicating
Drugs; Administration of Justice; Judicial and Nen-Judicial
Stamps, subject to Central Legislation; ®*Registration of Deeds and
Documents; “Registration of Births, Deaths, and Marriages;
*Development of Industries and Industrial Matters; *Stores and
Stationery; *Adulteration of Foodstuffs; *Weights and Measures;
Ports; Inland Waterways; Police; Excluded Areas; Criminal
Tribes; Prisons; Sources of Provincial Revenue; Borrowing Money
on the Sole Credit of the Province; etc.

III. The source of Previncial revenue were as under:
{i} Balances stahding at the credit of the Province.

(ii) Receipts in respect of Provincial subjects including Land
Revenue, Excise, Stamps, Forests, Registration, Irriga-
tion, and receipts from fees earned by administrative
departments such as Education, Justice, etc.

(iii} A share in the Income-Tax, to be determined in the
manner provided by Rule 15, introduced at the instance
of the Joint Parliamentary Committee.

Devolution Rule 15 ran:

Whenever the assessed income of any year subsequent to the
year 192021 exceeds in any Governor’s Province or in the
Province of Burma, the assessed income of the year
1920-21, there chall be allocated to the local Govern-
ment of that Province an amount calculated at the rate
of thrce pies in elcll rupee of the amount of such ex-
cess.”

(iv) Recoveries of loans end advances given by the local
government and of interest paid on such loans,
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(v) Payments made to the local government by the Governor-
General in Council or by other local governments, either

for services rendered or otherwise.

(vi) The proceeds of any taxes which may be lawfully im-
posed for provincial purposes.

The Provincial Legislative Councils were empowered to im-
pose, without the sanction of the Governor-General, the following
taxes contained in Schedule I under the Scheduled Taxes Rules:

{1) A tax on land put to uses other than agricultural.

{2) A tax on succession or on acquisition by survivorship
in a joint family. :

(3) A tax on any form of betting or. gambling permitted
by law. : :

(4) A tax on advertisements.

(5) A tax on amusements.

(6) A tax on any specified luxury.
(7) A registration fee.

-(8) A stamp duty other than duties of wﬁich the amount
is fixed by Indian legislation.

The Provincial Legislative Councils were also empowered,
without the previous sanction of the Governor-General, to impose
or to authorize a local authority to impose, any tax contained in
Schedule 1. This included:

(1} A toll. (2) A tax on land or land values. {(3) A tax
on buildings. (4) A tax on vehicles or boats. (5) A
tax on animals. (6) A tax on menials and domestic
servants. {7) An octroi. (8) A terminal tax. (9) A
tax on trades, professions and callings. (10) A tax on
private markets. (11} A tax imposed in return for spe-
cific service rendered, such as: (a) a water rate; {b) a

"i lighting rate; (c) a scavenging, sanitary or sewage rate;

* {d) a drainage tax; (e) fees for the use of markets and
other public conveniences. '

IV. Provincisl Contributions. Under Devolution Rule 17 the
Provincial contributions for the year 1921-22 were fixed as follows:
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. Contribution in Lakhs
Province of Kupees
Madras . ] 348
Bombay 56
Bengal 63
United Provinces 240
Punjab 175
Burma ' , 64
Central Provinces and Berar 22
Assam : 15

. It was further provided by Rule 18 that “from the financial
year 1922-23 onwards, a total contribution of 983 lakhs, or such
smaller sum as may be determined by the GovernoriGeneral in
Council, shall be paid to the Governor-General in Council by the
local governments mientioned in the preceding rule.” It was also
provided that if the total coniribution was less than the sum men-
tioned zbove, the initial provincial contributions would be reduced,
whenever they exceeded the following proportions:

Madres, 17/90ths; Bombay, 13/90ths; Bengal, 19/90ths;
United Provinces, 18/90ths; Punjab, 9/90ths; Burma, 615/90ths;
Central Provinces and Berar, 5/90ths; Assam, 214/90ths.

Rule 19 empowered the Governor-General to ¢all upon any
Province to pay a centribution in excess of that provided under
the foregoing rules, in case of emergency.

V. Famine Insurance. The local governments were to make
the following annual assignments for expenditure upon the relief
of, and insurance ageinst, famine:

Province Rupees
Madras 6,61,000
Bombay ) 63,60,000
Bengal 2,00,000
United Provinces 39,60,000
Punjab 3,81.000
Burma 67,000
Bihar and Orissa 11,62,000
Central Provinces : 47.26.000
Assam 10,000

“The annual assignment shall not be expended save upon the
relief of famine or the construction of protective irrigation works
or other works for the prevention of famine. Any portion of an

1
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assignment which is not 20 spent shall be transferred to the famme
insurance fund of the Province.”

VL. Relaxation of Central control over Provincial financial
administration: The Provinces were given separate budgets, for
the preparation of which Finamce Departments were to be estab-
lished. These departments were charged with the general func-
tion of financial management including loans, the famine insurance
fund, the scrutiny of propesals for fresh taxation and expenditure,
the preparation of the estimates of revenue and expenditure to be
submitted to the legislature, re-appropriation of money from major,
minor or subordinate heads within a grant voted by the legis-
lature, the framing of financial rules for the guidance of other de-
partments, elc.

The Central Government’s control over Provincial expendi-
ture and tzxation was considerably relaxed. In respect of “Trans-
ferred Subjects,” the Governor-General and the Secretary of State
were {ormally divested of their powers of “superintendence, di.
rection and control”; in regard to expenditure on “Reserved Sub-
jects,” these powers were retasined, but exercised infrequently. In
the field of taxation, the Governor-General’s sanction was required
for imposing any new tax, but this condition was waived in the
case of a number of taxes included in the scheduled lists men-
tioned above.

In the matter of borrowing, the Provincial .Governments were
given power to raise loans on the security of revenues allocated
to them, subject to certain rules, called the “Local Government
(Borrowing) Rules.” :

While, however, the Central Government’s control was relaxed
in the fields mentioned above, that Government remained as the
sole custodian of the revenues of the whole of India. It was
provided that “all money derived from sources of provincial
revenue shall be paid into the public fund of which the Governer-
General in Council is custodian, and is credited to the credit of
the Province.” Similarly the Central Government was in charge of
ways and means and resource operations on behalf of the Prov.
inces, and, therefore, controlled the entire cash balances of the
country. Further, the general system of accounts and audlt Te-
mained in charge of the Central Government.

It will be seen from the account of the financial settlement
given above that a good deal of financial devolution was effected
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under the Act of 1919. That part of the settlement which was
based on the Meston Committee’s recommendations, {viz., the al-
location of revenues, and the contributions payable by the Prov-
inces), however, met with considerable opposition from the Prov.
inces during the working of the Reformed Constitution,

§ 6. Criticism of the Financial Setilemeni of 1919. The Meston
Settlement came in for a good deal of criticism. It was said to
have offended against the canons of adeguacy and eguality which
are regarded as basic in any scheme of distribution of revenue be-
tween Central and Provincial governmental units. The test of
adequacy requires that the revenues assigned to the Central and
Provincial governments must be adequate for the functions as-
gigned to them. The canon of equality is satisfied when the sev-
eral Provincial units find themselves in s fairly equal financisl
condition as a result of any settlement. The financial arrange-
ments under the Act of 1919 did not satisfy these principles.

In the first place, some Provinces, particularly the advanced
Provinces like Bengal and Bombay, suffered from a severe in-
adequacy of resources throughout the period of the working of
the reformed constitution. Most of the Provinces had deficit bud-
gets during the initial period and had to resort to retrenchment and
additional taxation.” Bengal had a large deficit in the very first
year, and upon its representation the Government of India granted
that Province a remission of its contribution of Rs. 63 lakhs for
three years. While moving the resolution to this effect in the Cen-
tral Legislative Assembly, Sir Malcolm Hailey, Finance Member
with the Government of India, observed:

“We have examined the case both narrowly and criticallf, and

*The Report of the Indisn Statu s . X
table in lskhs of Fupees: tory Commisios (1927) gives the following

Estimates by
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it appears certain that with every economy Bengal must have a
deficit of not less than Rs. 120 iakhs. Even if we made no allow-
ance for any extra expenditure for improvements in the trans-
ferred subjects such as are desired by Ministers ... Bengal would
have that deficit even if it provided the bare minimum expendi-
ture required to carry on the ordinary administration of the
Province.”?

As a result of the financial stringency, the development of na-
tion-building departments in Bengal was slower than what it could
have been.

In Bombay, also, financial stringency was felt acutely. There
were, of course, several reasons for this, among others, the costly
development programme, increase in the salaries of public serv-
ants, etc. But one of the most important factors that contributed
to the financial dificulties was the fact that the staple revennes
were intrinsicelly inexpansive, while the functions demanded in-
creasing ontlays. This point was stressed by several Finance Mem-
bers in Bombay, particularly by the veteran Sir Henry Lawrence,
who was in charge of Finance for the first six years of the Reform
period. Sir Henry blamed the Meston Committee for having
adopted 8 wrong estimate regarding the trends of the principal
heads of revenue. The Committee took the figures for the period
191213 to 1920-21 and showed that Bombay’s revenues had ex-
panded in the following manner: .

Excise * P 102.57 per cent
General Stamps 11913 = »
Land Revenue 3200 ™ 7
All Provincial Heads 5253 » *

The Meston Committee apparently believed that such a rate
of increase would continue after 1921, and that, therefore, Bom-
bay would experience no difficulty in meeting the increased ex--
penditure which would have to be incurred under the reformed
constitution. The Committee, however, should have taken into ac-
count the fact that the period 1912-13 to 1920-21 was one of rising
prices, and, therefore, the rate of increase in the revenves recorded
in that period could not be regarded as normal and permanent.
How completely the Committee miscalculated the probable trend
of revenues was shown by the continuous decline of Land Revenue,
Stamps and Excise. (Table No. 5.)

» - + . ’
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The decline in the principal heads of revenue described above
compelled Bombay to resort to retrenchment on the one hand and
to additional taxation on the other. We shall describe later the
efforts of that Government in these directions. It will be shown
that the Meston Settlement considerably narrowed the scope of ad-
ditional taxation by centralizing the most fruitful and expanding
sources of revenue, viz., the income-tax and customs. It was
pointed out, particularly by Sir Henry Lawrence, that the province
was making a very large indirect contribution to the Central
revenues by way of income-tax, customs duties, etc., so that its
own field of taxation was considerably restricted. This accounted
to a certain extent for the paucity of additional taxation in Bom-
bay during the Reform period.

TABLE NO. 5

DECLINING RECEIPTS FROM THE PRINCIPAL REVENUE
SOURCES IN BOMBAY DURING THE REFORMS

(Source: Bombay Budget, 1935-36)
(In Lakhs of Rupees)

19212 192829 : 193536

Land Revenue , “431.2 386.9 371.7
Excise 422 g1 "383.4 3]
General Stamm 1644 168.4 1558

The second main-defect of the Meston Settlement was that
it offended against the principle of equality. - It brought into ex-
istence glaring inter-provincial inequalities in respect of the
financial position. Broadly speaking, it gave vastly increased
spending power to the agricultural Provinces like Madras, U. P.,
and the Punjab, while the industrial Provinces like Madras and
Bengal found themselves in financial dificulties.

This inter-provincial disparity was enhanced by two factors:
first, the failure of the Devolution Rule 15 which was meant 1o
afford relief to the industrial Provinces; and, second, the aboli-
tion of Provintial Comtribntions in 1927-28.

(a) We have noted that Devolution Rule 15 was introduced
at the suggestion of the Joint Parliamentary Committee who in-

fi
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tended it to afford relief to industrial Provinces which had suffered
as a result of the centralization of the income-tax. The rule
provided that the Provinces should receive a share of the income.
tax calculated at the rate of three pies in the rupee on the amount
of the assessed income .of any panrticular year over the assessed
income of the year 1920-21. Under this rule Bengal received
Rs. 95,000 in 1921-22, and nothing thereafter. Bombay got Rs. 14.7
lakhs in 1921.22 and Rs. 3 lakhs in 1922-23, and nothing in suhse-
quent years. Obviously the rule failed to afford the intended relief to
the indusirial Provinces. Here again, the real cause of the failure
was the adoption of an unsuitable “datum line” for the purpose of
calculation. For calculating the “excess” of the assessed income,
the basic year adopted was 1920-21, which was the “crest” or the
“peak” of the post-war boom.. h could, therefore, hardly be ex-
pected that the assessed income for subsequent years should
greatly exceed that for the year 1920-21. If some other “datum
line” had been adopted, the Provincial share would have been
much larger, as Table No. 6 shows.

TABLE -NO. 6

THE SHARE OF INCOME-TAX OF THE GOVERNMENT OF
BOMBAY IF THE DATUM LINE HAD BEEN FIXED IN
| THE MANNER SHOWN IN COLUMN 1

(Source: Bombay Government's Memorandum to the Indian -
Statutory Commission, p. 639) :

(In Lakhs of Rupees)

1921.22 1920-2% 192824 1924.35 192526 192627

1

three pre-war B 1908 25 - 64 50 49 L
L s, e Jogme for . OB N 7 M m

War years:
3. Average assessed e for

three post-war years: Ba 3iM - ] = 14 —_— _— —_
4. Average assessed income for .

10 pre-Reform B LM [} [~ 44 20 b1} -]
5. Assessed income for

1919-20: & 50,09. » 40 16 z — —

(b) While, thus, the industrial Provinces could not obtsin
the increased income under the Devolution Rule 15, the agricul-
tural Provinces got a large windfall when the Provincial contribu-
tions were abolished in 1927-28. We have seen that these contribu-
tions were based upon “increased spending power” which the

LY.F-—3
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Provinces had obtained as a result of the financial settlement. In

effect, therefore, they had a tendency to equalize the financial posi-
tion of the severd! Provinces. Thus, the Provinces like Madras,
U. P., and the Punjab, which had obtained large increases in their
upendin’g‘ power, had to pay correspondingly large amounts by
way of contribution to the Centre, while Bombay and Bengdl had
to pay comparatively smaller. amounts. When, therefore, the con-
tributions were remitted in 1927.28. the mequahty among Prov-
inces was enhanced.

. The inter-provincial financial disparities referred to above
were reflected in the expenditure trends. especially in respect of
the “nation-building” departments like Education, Medical and
Public Health, Agriculture, Industries, etc. (Table No. 7.)

TABLE NO. 7

EXPENDITURE ON SOCIAL SERVICES IN PROVINCES
UNDER THE REFORMS

: (Squrce: Growth of Federal Finance in Indig, P. ). Thomas,
1939, p. 517)

(In Lakhs of Rupees)

b4 ) R 3
dl x|k ¢ 3 &
. . i - :
o 19212 " 45 29 % ] m
1933 10 o b 20 6 m
192122 19 51 S T A PR
1935-36 % 4® % 15 15 B
' 1921.22 143 3] 27 20 20 W
1935-36 254 [ 4 B¢ 2
' FaLIES s B w3 - 8w
LiA e ' .
. 1935-36: 202 2 2% 1. W
- (e o om cm oW e 161
1935-36 158 - 10 ¥ 7.
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§ 7. Sir Walter Layion on the Meston Settlement. The two prin-
cipa] defects of the Meston Settiement mentioned above were recog-
nised by Sir Walter Layton, the financial expert attached to the
Simon Commission. He observed: ~

“{a) Although the Provinces have expanding needs, the
sources of revenue assigned to them are insufficient and show no
signs of adequale growth. whereas the Central sources of revenue
which have to meet comparatively stationary needs are expanding
or capable of expansion.

“(b) Tt has trested the Provinces unequally by giving some
of thém a much greater proportionate increase of revenue than
others. :

“(c} Tt has given practically no power to the Provinces to
tax industrial activities, and has, ‘therefore, handicapped the in-
dustrial Provinces as contrasted with the agricultural ones.™**

§ 8. Revision of the Meston Settlement: The Government of
Bombay carried on a ceaseless campaign against the Meston Settle-
ment and emphatically urged its revision on several occasions.
In its well-written Memorandum to the Indian Statutory Commis-
sion, the Government of Bombay set forth its criticisms and pro-
posals of revision of the Settlement in a most convincing manner.
In particular, it stressed its claim for a larger share in the pro-
ceeds of the income-tax. in view of its great contribution to those
proceeds through its industrial and commercial activities. Sir
Walter Lavton recognised this claim in his scheme of federal
finance, in which he recommended that 50 per cent of the income-
tax should be allocated to the Provinces according to the prin-
ciple of “otigin.” The Scheme also embodied some proposals to
assist the poorer Provinces by granting them a share in the Cen-
tral excise revenue, determined with reference to population, The
Lavion Scheme, in spite of its general soundness, was, however,
neglected at the Round Table Conferences, when the Peel and
Percy Committees were appointed to go into the question of federal
finance and to make recommendations. The two Committees con-
cocted a most complicated scheme of distribution of revenues be.
tween the Central and Provincial governments. invélving a system
of contributions and counter-contributions. Though this scheme
did not materially influence the final settlement as embodied in the
Government of India Act of 1935, it recognized categorically the
claim of the Provinces for a substantial share of the income-tax.

1 “Report -of “the Indian Statutory Commission,” Vol. IL, 1928, p. 214.



CHAPTER 11

FINANCIAL RELATIONS UNDER THE NEW CONSTITUTION

§ 1. The Government of India Act, 1935: The Government of
India Act of 1935 embodied a federal constitution based upon the
principle of Provincial Autonomy. It contains a scheme of al-
location of functions and revenues between the Central (Federal)
and Provincial Governments so as to afford a large measure of in-
dependence to the latter, Thiz scheme is examined with special
reference to Bombay in this and the following chapters; this chap-
ter deals with the allocation of revenue and expenditure heads;
and the next, with the question of loans and cash balances.

§ 2. Federal and Provincial Subjects: Under the Act of 1935
governmental functions were divided into three categories: federal,
provincial, and concurrent. The Federal Legislative List includes,
amorig others: Defence, Ecclesiastical Affairs, Currency and Coin-
age, Posts and Telegraphs, Broadcasting, Federal Public Services,
Survey of India, Imports and Exports, Federal Railways, Mari-
time Shipping and Navigation, Arms and Ammunition, Insurance,
Banking, Excise {except on alcoholic drugs and other intoxicants),
Taxation of Income (other than agricultural income), Customs,
Succession Duties (other than those on agricultural land); Stamp
Duties on bills of exchange, Cheques, eic; Terminal Taxes, ete;
and fees in respect of federal matiers.

The following constitute the major items in the Provineial
Legislative List: Public Order, Justice, Police, Local Government,
Public Health and Sanitation, Education, Communications such as
are not mentioned in the Federal Legislative List; Agriculture,
Veterinary and co-operation, Forests, Trade and Commerce within
the Province, Development of Industries, Excise on alcohol, hemp,
opium, etc; Amusements, Gambling and Betting; Land Revenue;
Taxes on Agriculturgl Income; Succession Duties in respect of
agricultural land, etc.

The Concurrent Legislative List contained: Criminal Law
and Procedure, Civil Procedure, Marriage and Divorce, Wills,
Trusts, Contracts, Arbitration, the Professions, Newspapers, Books
and Printing Presses, Lunacy, Prisons, Prevention of Cruelty to
- Animals, Criminal Tribes, etc.

(28]
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§ 3. Federal Revenues: The foregoing three lists were included
in Schedule VII of the Act. The distribution of revenues was con-
tained in Chapter I, Part VII of the Act. Under it the “revenues
of the Federation™ were as follows: '

(i) Taxes on Income other than agricultural income (pro-
vided that a prescribed percentage of the proceeds shall
be assigned to the Provinces).

(ii) Corporation Tax.

(iii) Duties on Salt (if, bowever, an Act of the Federal
- Legislature so provides, the whole or part of the net
proceeds of such duties was to be distributed smong

Provinces and States according to such principles as may
be formulated by the Act). '

(iv) Customs Duties, including export duties (in respect of
the latter, it was provided that half or more of the ex-

port duty on jute was to be assigned to the Provinces in
which jute was grown).

{v) Excise Duties on Tobacco, and other gﬁods manufactured
or produced in India, (except alcobolic liquors, opium,
Indian hemp, etc.) '

(vi) Taxes on the capital value of assets, exclusive of agri-
cultural land,

(vii) Income from Railways, Posis and Telegraphs, the
~ Reserve Buqk, etc,

{viii) Fees in respect of matters coming within the.F
Legislative List. :

§ 4. Provincial Revenues: The several items which constituted
the Provincial revenues could be classified as under:

(A) Provincial share of the taxes levied and collected by the

Federation.

(i) The Provincial share of the income-tax (50 per.cent as
fixed by the subsequent Order-in-Council).

(ii) Provincial share of the Jute Export Duty (6214 per cent
as fixed by the subsequent Order-in-Council).

(iii) Salt duties and other excises except on alcoholic liquors
and narcotic drugs (whole or such part of the net pro-
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ceeds as shall be determined by an Act of the Federal
Legislature).

{B) Taxes levied and collected by the Fedetmon but as
signed to the Provinces:

(i) Duties in respect of property other than agricultural Tand.

(ii) Stamp duties on bills of exchange, chegues, promissory
notes, etc,

(iij) Terminal taxes on goonk and passengers carried by rail-
way or air.

(iv) Taxes on railway fares and freights.

(C) Taxes levied and collected by Provinces: .
(i) Land Revenue and lrrigation receipts.
{ii) Excise duties op—

(a) slcoholic liquors for human consumplit;h.

(b) opium, Indian hemp, and other narcotic drugs and
narcotics, non-narcotic drugs.

{c¢)} medicinal and toilet preparations containing alcebol
or any substance included in (b).

(iii) Taxes on agricultural income.
~ (iv) Taxes on lands and buildings, hearths and windows.
{v) Duties in respect of succession to agricultursl land. -

(vi) Taxes on' mineral rights subject to any limitations im-
posed by any Act of the Federal Legislature relating to
mineral development.

(vii) Capilation taxes.

(vili) Taxes on professions, trades, callings and employ—
ments, subject to the provisions of Section 124 A(l) of
the Government of India Act.

(ix) Taxes on animals and boats.

(x) Cesses on the entry of goods into a local area for con-
sumption, use, or sale therein.
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_(xi) Taxes on luxuries mcludmi taxes on entertainments,
' 1

_amusements, betting and gambling.

{xii) Dues on passengers and goods carried by inland watet-
ways. ’ ) o ‘ :

(xiii) Tolls.

_(xw) Forests. -

(xv) Stamp duties in respect of documcnls other than those
specified in the Federal Legislative List (e.g- bills of ex-
change, cheques, promissory notes, etc.}

(xvi) Taxes on the sale of goods and on advertisements.

(xvii) Fees in respect of any matter, included in the Provin-
cial Legislative Llst. byt not mcludmg fees taken in any
Court.

§ 5. The Niemeyer Award: In January 1936 Sir Otto Niemeyer
was appointed to make recommendations in respect of (a) the al-
location of the Income-Tax to the Provinces: (b) the share of the
Jute Export Duty to be given to the jute-growing Provinces, and
(¢) grants-in-aid to Provinces from the Central revenues. Sir
Otto Niemeyer's recommendations and the effect given to them by
subsequent “Orders-in-Council” are given below.

Sir Otto Niemeyer's inquiry and recommendations were based
upon two fundamental considerations. Om the one hand he recog-
nised that “at the inauguration of Provincial Autonomy each of
the Provinces should be so equipped ad 1o enjoy a reasonable
prospect of meintaining financial equilibrium, and in particular,
that the chronic state of deficit into which some of them had fallen
should be hrought to an end. My first object, accordingly, has
been 10 examine the present and prospective financial position of:
the Provinces and to determine the extent to which special assist.
ance would be needed in order to achieve the above aim,” While
thus it was first necessary to'enable the Provinces to start “on an
even keel,” it was equally important to see that the solvency of
the Central Government was not jeopardised, since “the financial

stability and cnedlt of India as a2 whole must remain the paramount
consideration,”

After laying down the foregoing pnnc:ples Sir Otto proceeded
to éxamine the position of the Provinces so as to find out whether

? Indian: Financial Inquiry Report, 1937, p. 2.
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and to what extent financia} assistance should be given to them
out of Central revenues. In this connexion he noted that certain
Provinces had already gained as a result of the re-arrangement of
the Provinces under the new Constitution. Thus Bombay had re-
ceived an annual relief to the extent of approximately Rs. 90 lakbs
from the separation of Sind;* Madras and Bihar had gained Rs. 20
lakhs and Rs. 8 lakhs respectively from the separation of Orissa.
The newly constituted Provinces, and some older ones, would un-
doubtedly need financial assistance if they were to balance their
budgets. After examining the individual cases, the following

grants were recommended: .

(i} Sind: Rs. 105 Jakhs for the first ten years, to be diminished
by Rs. 25 lakhs a year for the next 20 years, by Rs. 40
_lakhs a year for the next 5 years, by Rs. 45 lakhs. a year
by the next succeeding 5 years. and thereafter until the
whole barrage debt is repaid by Rs. 50 lakhs a year.

.(ii) Orissa: The total assistance proposed was Rs. 57 lakhs
in the first year, Rs. 53 lakhs in the next four years, and
thereafter Rs. 50 lakhs a year.

(iti) Assam: Rs. 45 lakhs a year.

(iv) North-West Frontier Province: The Province had been
receiving an annual subvention of a crore of rupees from
the Central Government since 1932; it was recommended
that this should be raised by Rs. 10 lakhs a year for the
first 5 years.

(v) Other Provinces: Bengal, Rs. 75 lakhs; Bihar, Rs. 25
lakhs; Central Provinces, Rs. 15 lakhs; United Provinces,
Rs. 25 lakhs.

The financial assistance mentioned above was to be given,
in the case of some Provinces, through the cancellation of the pre-
Autonomy debt owed by the Provinceg to the Central Government.
This would mean an annual saving for the Provinces of the fol-
lowing order: Bengal (Rs. 33 lakhs); Bihar (Rs. 22 lakhs);: As-
sam (Rs. 1515 lakhs); North-West Frontier Province (Rs. 12
lakhs}; Orissa (Rs. 914 Iskhs); Central Provinces (Rs. 15 lakhs).

Further, a part of the assistance f:on,templated above was to
be given in the form of an increase in the percentage of the Jute
Export Duty sssigned to the jute-growing Provinces. The Govegn-

3 Ay a matter of fact, ihe gain was only 75 lakhs
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ment of India Act had fixed the Provincial share at 50 per cent;
this was to- be raised to 6214 per cent, as a result of which Ben-
gal would gain Rs. 42 lakhs, Bihar Ra. 215 lakhs, Assam Rs. 215
lakhs, and Orissa slightly over Rs. 14 lakh.

Even after the cancellation of debt and increase in the share
of the Jute Export Duty, some direct help had to be given in some.
cases in order to complete the scheme of assistance outlined above,
For this purpose, Sir Otte Niemeyer recommended the following
direct subventions from the Central Revenues: '

United Provinces: Rs. 25 lakhs, for a fixed period of hve

years.
Assam: ‘Rs. 30 lakhi.

N.-W. F. Province: Rs. 100 lakhs, subject to reconsideration
at the end of five years.

Orissa: Rs. 40 lakhs with Rs. 7 lakhs additional in the first
year, and- 3 lakhs additional in each of the next” four
yeazs. :

Sind: Rs. 105 lakhs for 10 years with Rs. 5 lakhs additional
in the first year, then diminishing as indicated above.

The next question was that of the assignment of & share in
the proceeds of the income4ax to the Provinces. In this - con-
nexion Sir Otto Niemeyer had to balance and reconcile two con-
siderations. “On the one hand, there is the vital necessity of
safeguarding the financial stability of the Centre. On the other
kand, having regard to the obvious future needs of the Provinces
and in order to maintain a reasonable adjustment of relative bur-
dens between the various umits, it is clearly very desirable that
the maximuin practicable distribution should be achieved.”® After
balancing these considerations Sir Otto recommended that 50 per
cent of the income-tax should be assigned to the Provinces.

This being settled, the next question was “what amount of
this 50 per cent and for what periods should temporarily be re-
tained by the Federation” [Section 138(2)]? In this connexion
Sir Otto pointed out that during the initisl period the Central Gov-
ernment would have to make certain financial adjustments arising
out of the inauguration of the new Constitution, such as the Sepa-
ration of Burma, the entry of the States into the Federation, ete.
For this reason the Central Government would be justified in re-

 Ihid., p. 11
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taining a part of the Provincial share of the income-tax for a
period of five years. The sum so reinined might be the whole
of the Provincial shere, or “such sum as is necessary to bring the
proceeds of the 50 per cent share accruing to the Centre, together
with any General Budget receipts from the Railways upto 13
crores, whichever is Jess.”*

The third question relating to the income-tax was thaj of the
distribution of the Provincisl share among the Provinces. In re-
gard to this Sir Otto Nigmeyer pointed out that no particular basis
of distribution suggested (e.g. population, origin, etc.) was com-
pletely satisfzctory. The basis of “origin™ or “residence” would
be favourable to the industrial Provinces, but it would not con-
stitute a scientific criterion for distribution, since residence is
largely a matter of accident. The population basis, on the other
hand, would satisfy the poor Provinces, but would penalise the
more advanced ones. The two bases, therefore, would have to be
properly co-ordinated in a practical and equitable scheme of dis-
tribution of the proceeds of the income-tax among the Provinces.
In view of this. the following percentages were recommended:
Madrag (15); Bombay (20); Bengai (20); United Provinces
{15); Punjab (8); Bihar (10); Central Provinces {5); Assam
(2); North-West Frontier Province (1); Orissa, (2); Sind (2).
These percentages would have to be slightly altered after the en-
try of the States into the Federation.

The foregoing recommendations were brought into effect by‘
“the Government of India (Distribution of Revenues) Order,
1936.” .

§ 6. The Provinces Under the New Settlemens: We have now
described the main features of the allocation of revenues between
the Central and Provincial Governments as laid down by the Gov-
ernment of India Act, 1935, and by the subsequent Orders-in Council
based upon the Niemeyer recommendations. We must now ex-
amine the position of the Provinces in general and of Bombay in
particular under this financial settlement.

It will be noted that the new financial Settlement Feintroduced
the system of “shared revenues,” which was formally given up in
1919. It has been found from our own experience, as well as
that of other federal constitutions, that a clear-cnt separation of
revenues is not always possible. It is well, therefore, that no such

11bid., p. 12,
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attempt was made in the financial arnngements under the new
Constitution.

The new financial Settlement mbodied some changes which
were favourable to the Provinces, especially the industrially ad-
vanced ones. Thus, firstly, the Provincial share of the expanding
central taxation had been increased; and secondly, the Provincial
sphere of taxation had been widened, so as to enable the Provinces
1o lax some of the expanding sources within their territorial Jimits.
While, however, the Provinces generally gained in these two ways,
there were several difficulties in the full realization of this benefit
by the Provinces. These two points are discussed in some detail
below:

L. The first point relates to the increased share of the Prov-
inces in the proceeds of Central taxation. Here we have to note
three things:

{a) The Act laid down’ {Section 140(17)] that duties on
Salt, Federal duties of Excise, shall be levied and col-
lected by the Federation, but if an Act of the Federal
Legislature so provides, the whole, or any part of the
net proceeds of the duties shall be distributed among the
Provinces. Similarly, Section 137 provided that duties
in respect of succession to property other than agricul-
tural land, eertain stamp duties, terminal taxes, and
taxes on railway fares and freights, shall be levied and
collected by the Federation, but that their net proceeds
shall be distributed among the Provinces and States, if
any, in accordance with such principles as may be for-
mulated by an Act of the Federal Legislature. It was
clear, however, that nothing could come out of these
provisions until the Federation part of the Constitn-
tion came into existence.

{b) In regard to the sharing. of the Jute-Export Duty by the
jute-growing Provinces {Section 148(2)], it was made
effective by the Government of India (Distribution of
Revenues) Order of 1936. Under the arrangement the

- Jute-growing Provinces had received the sums as shown
in Table No. 8.

{c¢) The third, and the most important “shared” revenue was
the income-tax. In regard to this, the fixation of the
Provincial share at 50 per cent had been generally well-
received. But most Provinces vomplained about the
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TABLE NO. 8

PROVINCIAL RECEIPTS FROM JUTE EXPORT DUTY
SINCE 1937-38

(Source: Reports on Currency and Finance, Reserve Bank
of India.)

(In Lakhs of Rupees) \
199738 19833, 193940 194041 1ML 19248

23181 z2.27 21.97 159.17 165.35 119.0%

13.66 17.12 19.34 1448 16.14 10.92
1.94 0.92 0.92 0.88 1.00 .|

.75 11.69 13.39 10.39 12.48 9.6¢

|

provision relating to the retention of their share by the
Centre for the first few years. The provision that the
Centre should retain the whole, or such part of the
Provincial share, as together with the Railway contribu-
tion, would bring its share to Rs. 13 crores, was par-
ticularly criticised by the Provinces, since it made the
accrual of their share dependent upon Railway receipts
over which they had no control® As a result of these
protests, the provision was modified with effect from
April 1939, According to the revised Order-in-Council,
the sum which the Central Government might retain out
of the Provincial share was to be Rs. 414 crores a year
during the period 1939-42. This revised order immensely
benefited the Provinces, especially Bombay and Bengal.
as figures in Table No. 9 show.

We now tutn to the second point referred to above, viz., the
widening of the sphere of Provincial taxation. Under the Mes-
ton Settlement, the Provinces, particularly the industrial ones, had
been denied the opportunities of taxing the expanding sources of
income arising out of the professional, industrial and commercial
activities. The Provincial Legislative List under the Act of 1935,
however, mentioned at least two important items of such a nature,
viz.,, taxes on the sale of goods and on advertisements; and taxes
on professions, trades, callings, and employments. These two
types of taxation, however, raised important legal issues regerd-
ing the jurisdiction of Provincial Gevernments,

In 1938 the C. P. and Berar Govermment imposed a tax on
the retail sale of motor spirit and lubricants. The Government of

5 CI. Correspondence between the Local Governments sad the Govermment of

India on the Recommendations of the Nieweyer
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TABLE NO. 9
TOTAL PROVINCIAL RECEIPTS OF INCOME—TAX SINCE
‘ 1937-38

(Source: Reports on Currency and Finance, Reserve Bank of India.)
(In Lakhe of Rupees)

Province 193738 1958-39 199940 194041 194142 19243 1948.44
Bambay - 25.00 36.06 53.80 60.00 147.80 218.00 396.00
mml 25.00 30.00 35.80 60.00 142.80 218.00 390.00

iras 18.75 2250 41.85 43,00 110.85 163.50 292.50
Punjab 10.00 12.00 22.32 24.00 39.12 87.20 156.00
u. P. 1B.75 22.50 41.8% 45.00 110.85 163.50 29230
C. P 6.25 7.50 13.95 15.00 95 .50 97.30
Bihar 12.50 15.00 27.90 30.00 73.90 109.00 193.00
Origya 2.5 3.00 5. 6.00 e 2180 39.00
N-W. F. P. .23 1.50 2.7 3.0 7.8 10.90 19.50
Aszam 230 3.00 5.58 6.00 14 21.80 39.00
Sind 250 3.00 358 8.32 14 21.80 39.00

India, however, objected to this measure on the ground that it
amounted to an excise duty, which, being included within its own
legislative sphere, was ulira vires of the Provincial Legislature.
The Federal Court, however, upheld the right of the Provincial
Government to impose sales taxes, and in this connexion, it made
a distinction between Excise Duties and Sales Taxes. The Federal
Court observed:

“The Central legislature will have the power to impose duties
on excisable articles before they become a part of the general
stock of the Province, that is to say, at the stage of manufecture
or production, and the Provincial legislature an exclusive power
to impose a tax on sales thereafter.”®

The Employment Tax also raised similar controversies in re-
gard to the jurisdiction of the Provincial and Central Governments.
In 1939-40 the United Provinces Legislature imposed a progressive
Employment Tax on all salaries in excess of Rs. 2,500 & year.
Such a tax, obviously, was nothing more or less than a “‘special”
incgme-tax, and as such, coming within the Central sphere. The
point was referred to the Secretary of State, at whose instance, the
Government of India Act of 1935 was modified so as to remove all
doubts regarding the jurisdictions of the Provincial and Centra)
Governments. Provincial Legislative List now includes “taxes on

* B. V. Narsinswami Naidu: The Mndras General Salesy T:
AM.W]E’EI. * ' = Ad,
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professions, trades, callings, ahd employments, subject, however,
to the provisions of Section 124 A(1) of the Government of India
Act.” 'This Section runs: “That the total amount payable in
respect of any person to the Province or to any one municipality,
district board, local board, or other local authorities in the Prov-
ince by way of taxes on professions, trades and callings and em-
ployments shall not after 31st day of March, 1939, exceed Rs. 50
per nnnum

In 1939 Madras and Bombay also imposed sales taxes. The
Madras Sales Tax was objected to by the Central Government
and the issue was taken to the Federal Court. The Federal Court
decided in favour of the Madras Government. [t observed: “The
sales tax on a manufacturer or producer cannot be distinguished
from a tax on other sales and therefore it was within the compe-
tence of the Provincial Legislatures.” (Cf. Federal Law Journsl
of India, Vol. VI, 1945.)

§ 7. Boambay Under the New Setilement: The Government of
Bombay were not satished with the financial arrangements made
under the Act of 1935, and particularly with the recommendations
of Sir Onto Niemeyer. In their telegram to the Government of
India on the Niemeyer Report, they observed:

“While fully accepting paramount need for financial stability
at Centre and necessity for so equipping all Provineces as to give
them a reasonable prospect of reaching and maintaining financial
equilibrium, Government of Bombay feel strongly that case of this
Presidency does not appear to have received the consideration it
merited, inasmuch as no steps have been proposd 1o correct posi-
tien in which Province of Bombay has been involved by reason of
inequity and inherent unsoundness of Meston Settlement including
falsification of forecast made by Meston Committee, the complete
failure of anticipations of Percy Committee, the cost of develop-
ment schemes in Bombay City undertaken at behest of Secretary
of State, and long drain on Presidency proper caused by its as-
sociation with Sind. The financial difficulties caused by these cir-
cumstances and more recent economic disturbances common to all
Provinces have been met by Bombay Government enforcing most
rigid retrenchment supplemented by emergency taxation. The re-
trenchment messures have produced an appreximale immediate
annual saving of some 150 lakhs, but it has been clearly recog-
nized from the beginning that a very large proportion of this
retrenchment is unmaintainable, The additional emergency taxa-
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tion at present vields 7214 lakhs annually in Presidency ex-
cluding Sind.””

Though, in this way, perfect justice could not be said to have
been done to Bombay, il is obvious that, on the whole, the Prov-
ince was much better off under those arrangements than it was
during the Reform period. The two outstending gains to the
Province were the separation of Sind, and the share of the in-
come-tax. The former was wrongly estmated in the Niemeyer
Report at Rs. 90 lekhs; the exact figure contained in the Bombay
Budget for 1936-37 was Rs. 76 lakhs. But the latter was by no
means 8 mean figure, and Bombay had good reason to he grate-
ful for it. In regard to the income-tax, Bombay’s share during
the first three years was not very large. But since 1939, when thé
revised order regarding the retention of the Provincial share by
the Centre came into effect, Bombay's share has been substantial,
as shown in Table No. 9.

A —————e—

¥ Corruspondence, op. cit., p:_ §-



CHAPTER 111
FINANCIAL RELATIONS: LOANS AND CASH BALANCES

"§ 1. Provincial Borrowing: Before the Reforms the Provincial
Governments had no independent borrowing powers. Loans were
given to them by the Central Government out of the Provincial
Loans Account. The Act of 1919 recognised independent borrow-
ing powers on the part of Provinces on the security of their own
revenues. The sanction of the Governor-General was, however, re-
quired for loans raised in India, and that of the Secretary of State
for loans raised abroad. The power of borrowing was to be ex-
ercised in accordance with the so-called “Local Government Bor-
rowing Rules,” framed under the Act of 1919. These rules al-
lowed the Local Governments to raise loans on the security of
their revenues for the following purposes:

(a} To meet capital expenditure on the construction or ac-
quisition (including the acquisition of land, maintenance during
construction and equipment) of any work or permanent asset of a
material character in connexion with a project of lasting public
atility, provided that: (i} the proposed expenditure is o large that
it cannot reasonably be met from current revenues, and (ii) if the
project appears to the Governor-General in Council unlikely to
yield a return of not less than such percentage as he may from
time to time by order prescribe, and arrangements are made for the
amortization of the debt;

{b) to meet any classes of axpendlture on irrigation which had
under the rules in force before the passing of the Act been met from
loan funds;

(c) for the giving of relief and the establishment and main-
tenance of relief works in times of famine or scarcity;

(d} for the financing of the Provincial Loans Account; and

(e} for the repayment and consolidation of loans raised in
accordance with these rules or the repayment of advances made by
the Governor-General in' Council.”

During the first few years of the working of the Reformed
Constitution, many Provinces raised loans under these rules.
Bombay, for instance, borrowed large sums of money for the
development schemes. It was, however, found that the Provinces

- [40]
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. could not borrow on as ecasy terms as the Central Government
could, and hence, the Provinces found it increasingly advantageous
to borrow from the Central Government. In order to regularise
such Provincial loans out of the Central Exchequer, a Provincial
Loans Fund was instituted in 1925. The Provincial Governments,
thereafier, resorted to this Fund for loans, insicad of borrowing in
the open market.

Under the new Constitution, the right of the Provinces to
raise loans on the security of their own revenues had been recog-
nised. The Act of 1935, laid down, under Section 163:

“{1) Subject to the provisions of this section the executive
suthority of a Province extends to borrowing upon the security of
the revenues of the Province within such limits as may from time
to time be fixed by the Act of the Provincial Legislature and to
the giving of guarantees within such limits, if any, as may be so
fixed. '

“(2) The Federation may, subject to such conditions, if any,
as it may think fit to impose, make loans to, and =0 long as any
limits fixed under the last preceding section are not exceeded,
give guarantee in respect of loans raised by, any Province and any
sums required for the purpose of making loans to a Province
shall be charged on the revenues of the Federation.

“(3) A Province ma‘y not without the consent of Federation
bortow outside India, nor without the like consent raise any loan
if there is still outstanding any part of a loan made to the Province
by the Federation or by the Governor-General in Council, or in
respect of which a guarantee has been given by the Federation or
by the Governor-General in Council.

“Its consent under this subsection may be granted subject to
such conditions, if any, as the Federation may think fit to impose.

“(4) A consent required in the last preceding section shall
not be unreasonably withheld, nor shall the Federation refuse, if
sufficient cause is shown, to make a loan to, or give a guarantee in
respect of a loan raised by, a Province, or seek to impose in the
matters aforesaid any condition which is unreasonable and, if
any dispute arises whether a refusal of consent, or a refusal to
make a loan to or give guarantee, or any condition insisted upon,
is not justifiable, the matter shall be referred to the Governor.
General and the decision of the Governor-General in his discretion
shall be fingl” -

LF.F—4
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Under the foregoing rules the Provinces could borrow im-
dependently in the open market. Upon the inauguration of Prov-
incial Autonomy, therefore, the old Provincial Loans Fund was
wound up (31st March, 1937}, and all Provincial debts to the
Central Government were “consolidated” in secordance with the
recommendations of Sir Otto Niemeyer.

At the commencement of Provincial Autonomy, the Bombay
Government owed to the Govermment of India a debt of Rs. 33.15
crores. This was made up as follows: (a) Rs. 10.6] crores bor-
rowed from the Central Government in order to be re-lent to the
Bombey Municipal Corporation. (b) Rs. 4.12 crores borrowed
and then advanced to the Bombay Improvement Trust. This and
the foregoing were the responsibility of the Bombay Corporation.
(c) Rs. 1842 croxes of “pre-Autonomy” debt. The total debt had
been consolidated at the rate of 414 per cent and made repayable
over a period of forty-five years. The -annual debt charge on
account of this comes to a little less than a crore of rmpees. The
principal elements of this debt were: (i) Rs. 7.44 crores of the
Bombay Development loan. (ii} Rs. 4.62 crores on account of
Irrigation works., (iii) Ks. 4.89 crores on aceount of P. W. D.
works such as. buildings, bridges and water-works. (iv) Rs. 147
crores representing advances taken for financing the Provincial
Loans and Advance Account. This was re-llent 1o culuvators,
minor Municipalities and honsing societies.

§ 2. Cash Balances: Besides balancing the total ‘revenue and ex-
penditure for a year, a government has to make arrangements to-
meet expenditure from day to day and month to month at numerous-
different centres. These are called “ways and means” and “re-
source” operations. The expenditure of a government is, generally
speaking, uniformly distributed over the year; the revenue re-
ceipts, on the other hand, tend to be large in some months and
small in others. In India, for instance, from January to June,
_the receipts are fairly heavy, and exceed the normal disburse
ments; for the nem three or four months, the receipts decline and
a deficit has to be faced. In order to enable the government to
meet such a situation, “cash balances” are required to be main
tzined in the interest of solvency. Obviously the size of the bal-
ances must depend upon a variety of considerations, such as the
volume of disbursements, the size of the country, the development
of banking, etc. Financial prudence consists in having a cash
balance which is neither so small as to endanger safety, nor so
large as to involve waste of resources.
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_ Before the inanguration of Provincial Autonomy, the Central
Government was solely responsible for the resources and ways and
means of operations. Through its treasury system, and through
the branches of the Imperial Bank, the Central Government pro-
vided funds at every centre sufficient for its dishursements. Again,
it was the sole custodian of the all-cash balances of the country,
and was resporisible for meeting all expenditures on behalf of
the Central and Provincial Governments. Before the Reforms the
Central Government required the Provincial Governments to main-
tain minimum cash balances at their credit. The latter were not
allowed to have a budget deficit. particularly such as to involve
a reduction of their cash balance below the minimum level. After
the Reforms these restrictions were abolished, but the position of
the Central Government as the custodian of all balances was re-
tained. Thus, Devolution Rule 16 prescribed that all Provincial
revenues were to be paid into the Centra]l Government’s Public
Account, while the “Treasury Orders” framed under Rule 16 laid
down the procedure regarding the payment, withdrawal, transfer,
and dishursement of public funds. Further, under Devolution
Rule 29, the Provinces were required to maintain the Statutory
Famine Fund with the Central Government. All these funds,
along with others such as the revenue surpluses of past years, the
anexpended balances of loans, Depreciation Funds, Road and
Rural Development Fund, etc. formed the “Treasury Balances” of
the Government of India. Further, the Government also held cash
in the Gold Stendard Reserve and the Paper Currency Reserve.

The size of the Indian Tressury balances has long been a
much-discussed topic. In the early years of the present century,
the Government was severely criticised for holding unduly large
cash balances in their treasuries and in the Presidency Banks.
The Chamberlain Commission of 1913 also held that the halances
were unusually large, but that there were “accidental” causes to
explain this. The fact, however, was undoubtedly responsible for
monetary stringency and consequent high level of money rates.
The situation was a bit improved when, after the inauguration of
the Imperial Bank, the Central Government transferred the major
part of its Treasury balances to that institution, which was al-
lowed to use them under certain restrictions. Similarly, in 1923,
the Controller of Currency was authorised to issue currency notes
of the value of 12 crores of rupees sgainst bona fide “hundis”
when the bank rate rose to 6 per cent or more.

With the inauguration of Provincial Autonomy, the Central
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Government divested itself of the responsibility for ways and
-means and resource operations on behalf of the Provinces. The
Provinces, therefore, have been required to make their own ar-
rangements in this regard. Naturally there followed a “decen-
tralization of balances,” i.e. the Central Government turned over to
the Provincial Governments all the cash balantes which it held
on their behalf, including their Famine Funds, Depreciation Funds,
the unspent amounts of the Road and Rural Development Funds,
and several other deposits. The Provinces are now required to
make their own arrangements regarding the custody and manage-
ment of their cash balances with the Reserve Bank. Under these
arrangements the Provincial Governments had to keep a minimum
balance with the BReserve Bank, and to maintain cash or “tll
money” in their treasuries. The remaining balances were used
for writing off 2 part of the Provincial debt as recommended by
Sir Otto Niemeyer. Arrangements were also made for obtaining
“ways and means” advances from the Reserve Bank whenever there
was a shortage of funds. Under such circumstances. the Provineial
Governments were also empowered to issue Treasury Btlls, or to
raise Joans of a more permanent character.

Under this new arrangement Bombays cash balance position
has been as follows: The Government is required to keep a
minimum balance of Rs. 30 lakhs with the Reserve Bank, and
another Rs. 14 lakhs as “iill money” in the treasuries. Besides
these, the Bombay Government holds a number of earmarked bal-
ances, of which the amounts at the commencement of Provincial
Autonomy were as follows:

Lakhs of Rupees
1. Central Road Development Fund . . 41.29
-2, Provincial Road Fund 4.24
3. Press Depreciation Reserve Fund ' 1.69
4. Nasik Distillery Depreciation Fund 5.05
5. Undischarged Bombay Development Loan 247
6. Grants received for specific purposes 4.36

The Government had a “free bhalance” of Rs. 63 lakhs on the
Ist of April, 1937. Besides this and the foregoing cash balances,
Bombay had Rs. 59 lakhs in the Famine Fund and Rs. 1214 lakhs
in the Nasik Distillery Deprecmnon Reserve_Fund, hoth held in
Government of India securities. Another Rs. 4.74 lakhs belonging
to the Provincial Road Fund were held in Tressury Bills.



. CHAPTER IV
" THE STRUCTURE OF THE REVENUE SYSTEM

§ 1. The Principal Sources of Revenue: The purpose of this
chapter is to give a general description of the structure of the
Bombay tax system in order to enable the reader to follow the
analysis of financial developments presented in Part II.  The
next chapter is devoted to a similar description of the Expendi-
ture System. These two chapters may be regarded as an intro-
duction to the study of Bombay’s finance during the period 1921-22
to 1945-46. :

During the two administrative periods covered by these years,
the revenue system of Bombay has embodied the following prin-
cipal heads: (i} A Share of the Income-Tax. (ii) Land Revenue.
(iii) Excise en Alecoholic Liquors, Opium and Hemp, etc. (iv)
Stamps. (v) Registration. (vi) Forest. (vii) Motor Vehicles
Taxes. (viii) Other duties e.g. tobacco duties, electricity duty,
etc. (ix) Minor taxes, viz., entertainment tax, and betting tax.
(x} Irrigation Revenue. (xi) Departmental Receipts.

§ 2. Taxes on Income: Under Devolution Rule 15 framed un-
der the Government of India Act of 1919, the Provincial Govern-
ment was to receive from the Central Revenues “a sum calculated
at the rate of three pies in the rupee on the amount by which the
assessed income of the year exceeds the assessed income of the
year 1920-21.” As pointed out earlier, thiz rule failed to afford
any relief to the industrial Provinces intended by the Joint Parlia-
mentary Committee at whose instanee it was introduced. As al-
ready observed, Bombay received under this rule Rs. 14.7 lakhs
in 1921-22, Rs. 3 lakhs in 1922.23, and nothing during the sub-
sequent years of the Reform period. The obvious reason for the
failure of this rule was the choice of the year 1920-2] as the
basic year for calculating the excess of aseessment. That year
was glmost the peak of the post-war boom, and therefore, the in-
come-tax assessment had almost reached its maximum level. The
assessment for 1921-22 showed some excess, but since that yesr
it dropped off very rapidly.

The failure of this rule affected Bombay’s financial position
very adversely. The Bombay Government, therefore, made
strenuous aftempts to get-the whole position revised so that it

_ [45] -
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could obtain more revenue out of the incometax procceds. The
case of industrial Provinces like Bombay for a larger share in
the income-tax was favoured by the financial assessor attached to
the Indian Statutory Commission, and by the Peel and Percy Com-
mittees of the Round Table Conferences. Under the financial set-
tlement of the Act of 1935, the Provinces receive 50 per cent of
the proceeds of the income-tax, Bombay’s share of the Provincial
pool being 20 per cent. Under the “Government of India (Dis-
tribution of Revenues) Order, 1936," the Centre was io retain
for the first period of five years, the whole of the Provincial share,
or such part of that share as would, together with the contribu-
tion of Railways as determined by the separation convention of
September 1924, bring the Centrel Government’s share upto Rs. 13
crores. This rule by which the acerual of the Provincial share
of the intome-tax was made dependent upon the Railway contribu-
tion was greatly resented by the Provinces. It was, therefore,
modified with effect from April 1939. The revised order provided
that the sum to be retzined by the Centre out of the Provineial
pool shall be a fixed sum of Rs. 434 crores during cach of the
years 193940, 194041 and 1941-42. The same rule applies to
the next three years. Bombay’s share of the income-tax was only
Ra. 25 lakhs in 1937-38; it increased to Rs. 55.8 lakhs in 1939-40,
and subsequently, during war years, it has gone up by leaps and
bounds owing to the general increasze in the income-tax revenue.
The highest level was reached in 194445, in which year it was
Rs. 531.20 lakhs. The revised estimate for 194546 is Rs. 454.00
lakhs, while the budget figure for 1946-47 is Rs. 392.80 lakhs. It
will be seen that today the income-tax constitutes one of the most
important sources of Provincial revenue.

§ 3. Land Revenue: This was a “divided head” before the Act
of 1919; since the Reforms it has been wholly assigned to the
Provinces.

Receipts under land revenue include the “portion of land
revenue due to Irrigation.” which latter is deducted and shown un-
der “Irrigation.” Till 1933-34, “land revenue” included an en-
try called “assessment of alienated lands less quit-rents.”. This
entry, amounting to nearly a crore of rupees, did not represent
actual collections, but the revenue which would have acerued to
the Government if it had not “alienated” certain lands by way of
personal and political gifts to Tnamdars, Sardars, religious bodies
and others. This, therefore, was merely a book entry, it being
again shown on the expenditure side under “General Adminis-
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tration.” This arrangement unnecessarily inflated both sides of
the public account, and as the Thomas Committee justly pointed
out, vitiated inter-provincial comparisons in respect of the burden
of the land tax. At the instance of the Accountant General, both
these entries have been omitted with effect from 1933-34. The
figures in Table No. 5 and No. 6 are adjusted accordingly.

During the Reform period, the land revenue system as a
whole came in for a good deal of discussion. An inquiry into.
the system of assessment and revision was made by a committee
in 1926, and the Government presented in 1928 the Land Revenue
Code {Amendment) Bill in order to bring the processes of as-
sessment and revision under statutory regulation. The Bill, how-
ever, failed, to pass owing to non-official opposition, particularly
in respect of the “basis of assessment.” In the Autonomy period,
the Congress Ministry revived the measure and put upon the
statute book the Land Revenue Code (Amendment) Act of 1939.
In order to enable the reader to have a connected view of all
these controversies and problems, a historical review of the Land
Revenue system, a descriptive account of the system of settlement
and revision, the attempted legislation of 1928, and the amend-
ing Act of 1939, have been presented in Appendix A.

§ 4. Excise® Under the Acts of 1919 and 1935 excises in
liquors and intoxicating drugs constitute a Provincial source of'
revenue. The receipts under this head include:

(1) “Still-head” duty on the manufacture of country-spirit,
~ and receipts from the sale of country-spirit, the rights
for which are auctioned annually. o

(2) Tree tax and licence fees in respect of “toddy.”

(3) Excise duty and licence fees in respect of Indian made
“foreign liquor.”

{4) Licence fees for the sale of imported “foreign liquor.”

- (5) Receipts in respect of opium. The drug is purchased
from the Government of India’s Depot at Ghazipur and
then sold to retail vendors at a price which includes the
cost price, a duty, and some profit to the Provincial Gov-
ernment. The retsil sale licences are also auctioned an.
nually. ' ‘

ICL Appeadix A loc » coanceted acovust of Excise Policy sad Administration.
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- {6) Receipts from the duty and licemce fees in respect of
hemp and other drugs (garjs, bhang, charas, etc.).

In order to bring about uniformity of excise administration,
the Bombay Government took up the excise revenue in certain
Indian States on lease, and paid them compensations for the same.
These latter are shown as a part of excise expenditure.

- Excise policy and administration have also been the subject of
fierce controversies. In the nineteenth and early twentieth centuries,
the Government’s excise policy was criticised on the ground that it
placed the considerations of revenue above those of restriction of
consumption.  The prevailing sentiment in favour of Prohibition
gathered force under the Reforms, and the Government adopted
that policy through such measures as rationing, ete. As a result,
the excise receipis dwindled considerably from 1924. Though this
policy was relaxed in the depression period, the excise revenue did
not recover its original level. In the Auwtonomy period, the Con-
gress Ministry once again adopted a thorough-going programme of
Prohibition, involving a loss of more than a crore and a quarter of
rupees annually. Subsequently, the Prohibition rules were relaxed,
and the revenue has shown a marked increase. The record figure
of Rs. 789.17 lakhs was reached in 1945-46 (revised), the budget
figure for 194647 being Rs. 682.67 lakhs. -« -

§ 5. Stamps: Stamps are classified into two ‘groups viz., non-
judicial and judicial. The former group of stamps is govemed
by the Indian Stamp Act of 1899 and its several amendments; the
latter by the Indian Court Fees Act, 1870, and its amendments.
These two groups must be discussed separately.

(A) Non-Judicial Stamps. The Indian Taxation Inquiry
Committee (1926) bhas well observed: “Stamp duties do not them-
selves constitute a separate tax, but are a method of collecting
taxes of different kinds. Almost any tax can be collected through
them and many taxes which have no sort of connexion with one
another are so collected. The term “stamp duties”. is, however,
commanly used to denote, not zll the taxes which are eollected by
means of stamps, but the duties on deeds and other instrumens
which are imposed under the stamp law.™

The original Indian Stamp Act of 1869 was based upon the
English model, though the rates of duty were in several cases
higher than those in the English Act. The Act of 1869 was ex-

YReporr of the Iadias Tamtion Inquiry Comssirtee, Vol. 1, 196, p. 220,
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tended and elzborated in 1879, while a complete siatute was
passed in 1899. Under this latter Act, which was modelled on-
the British Stamp Act of 1891, stamp duties are leviable on sev-
eral types of instruments, classified into three groups:

‘(1) Instruments relating to transfers of property (viz. Ad-

ministration bonds, deeds of adoption and other instru-

- ments connected with inheritance, deeds of gift and set-

tlements, deeds of partition, sale certificates, conveyances,

releases, bail bonds, transfers of bonds and mortgages,
ete.).

(2) Instruments relating to commercial transactions (viz.
" Agreements relating to deposit of title deeds, instru-
ments of hypothecation of movable property, articles of
association of companies, bills of exchange, promissory
notes, cheques, bonds, deeds of partnership, receipts,
etc.).

{3) Instruments relating to other transactions (viz. Certifted
copies of certain documents, instruments relating to
transactions on the Stock Exchange such as contract
notes, conveyances or transfer of stocks or marketable
securities, ete.).

Under the Government of India Act of 1919, “stamps™ (judi-
cial and non-judicial) was made a Provincial subject (reserved),
subject to legislation by the Indian Legislature. The Provincial
Legislature, however, was empowered to vary rates of duty sub-
ject to certain restrictions. This power was used in 1922 when an
amending Act was carried through the Legislative Council, en-
hancing the stamp duties. The enhanced duties were, in the first
instance, applicable for four years, but .they were continved
throughout the Reform period. In 1926 the Provincial Legislature
passed an Act raising the stamp duty on instruments relating to
transfers of property in the town and island of Bombay. In 1927
the Indian Finance Act removed the one-anna duty on cheques,
which caused a loss- of about 215 lakhs of rupees for Bombay.
In 1932 the Bombay Finance Act provided for the application of
the enhanced stamp duty on transfers of property to the cities of
Ahmedabad, Poona and Karachi. In the original Finance Bill
of 1932, a proposal was made to levy a stamp duty on documents
relating to forward transactions in the commodity markets and in
the stock exchange, but owing to administrative: difficulties the
proposal was dropped.
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Under the Government of India Act of 1935 stamp duties
were included in the Federal, Provincial, as well as Concurremt
Legislative Lists. The Federal List mentioned stamp duties in
respect of bills of exchange, cheques, promissory notes, bills of
lading, letters of credit, policies of insurance, proxies and re-
ceipts. The revenue, however, belonged to the Provincial Gov-
emment. The Provincial List included “the rates of stamp duty
in respect of documents other than those specified in List L” In
the Concurrent Legislative List was mentioned “stamp duties other
then duties or fees collected by means of judicial stamps, but not
including rates of stamp duty.”

(B) Judicia! Stamps: Judicial Stamps are really “fees”
charged for instituting judicial procedure in civil, criminal and
revenue courts. The difference between a tax and a fee can be
shown thus: a tax is a compulsory contribution levied for general
services of government, characterised by an absence of gquid pro
quo; a {ee, on the other hand, is a payment for a special measur-
able benefit offered by government. Judicial stamps are fees since
they enable the payer to obtain the benefit of judicial procedure.
Such levies, however, were condemned by jurists like Bentham and
economisis like Mill. The former laid down the maxim that
“justice must not be sold”; the latter held that “court fees” were
# tax on redress and therefore a premium on -injury.”?® In this
country, however, judicial fees have been defended on the ground
that they are necessary to check the tendency to excessive litiga-
tion which is found in certain classes. This. for instance. was
urged as a ground at the time of the original introduction of court
fees in India by the Bengal Regulation XXXVIII of 1795. Dur-
ing the next seventy-five years fees were extended and elaborated
by a series of Regulations and Acts. In 1870 was passed the Indian
Court Fees Act, which, along with its amendments, governs the
fevy of judicial stamps in India.

With the introduction of the Reforms of 1919, “judicial
stamps™ became a Pravineial subject. “subject to legislation by
the Indian Legislature as regards amount of court-fees lTevied in
relation to suits and proceedings in the High Courts under their
oniginal jurisdiction.” The Reformed Legislative Councils in sev-
eral Provinces passed amending Acts varying the rates of court-
‘fees. In Bombay the Court-Fees Amendment Act, tenable for two
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years, was passed in 1922, which enhanced the court fees in respect
of suits above the value of Rs. 500. The Act expired in 1924 but
it was revived in 1926, when another amending Act was passed
raising the fees on suits of more than Rs. 5000 in value. Under
the Bombay Finance Act of 1932, court-fees were raised in respect
of suits above the value of Rs. 1.000. : :

The revenue from ~Judicial Stamps™ includes. besides court-
fees, the receipts from Probate Duties. Under the existing Court-
Fees Act, a duty of 2 per cent is levied on Probates and Letters
of Administration in respect of property of which the value ex-
céeds Ra. 1,000, but does not exceed Rs. 10,000. The duly is 215
per cent on property worth more than Rs. 10,000, but less than
Rs. 50,000; it is 3 per cenl on property exceeding Rs. 50,000 in
valve. A similarly graduated duty is levied on certificates of sue-
«ession under the Indian Certificate Succession Act of 1889, The
question of converting these duties into generally applicable Sue-.
cession Duties or Inheritance Taxes has long been a vexed ques-
tion. It was fully investigated by the Taxation Inquiry Com-
mittee (1926), which made concrete proposals regarding the insti-
tution of inkeritance taxes under the peculiar circumstances of
Indian succession. In the Bombay Legislative Council Sir Chunilal
Mehta, Finance Member, introduced 2 Succession Duty Bill in
1927, which sought to impose such duties. The Bill, however,
was thrown out by the Council.

The revenue from “Stamps” Huctuated between Rs. 150
lakhs and Rs. 175 lakhs during the period of the Reforms.
During 1936-37 to 194546 stamp revenue increased from
Rs. 146.99 lakhs to Rs. 257.00 lakhs. The budget estimate for
1940-47 is Rs. 249.28 lakhs. : :

§ 6. Forests: “Forests” has been a Provincial subject under the
Acts of 1919 and 1935, .

Till 1933 the forest area of the Presidency waa 14,869 square
miles. The area was reduced by about 650 square miles, as a
consequence of the transfer of the Dangs to the Central Govern-
ment in July 1933. With the separation of Sind, the forest avea
has been farther reduced to about 13,000 square miles. For the
purpose of administration, the area under forests is divided into
three “circles,” each of which is in charge of a “Conservator.”
The functions of the Department are described as under: “(a)
The protection, conservation, and development of forests, (h) The
exploitation and utilization of the forests so as to obtain the maxi-
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mum yield consistent with their permanent maintenance snd the
supply of the people’s needs in the matter of forest produce. This
function includes the comstruction of roads for the opening up of
inaccessible forest areas. (c) The conduct of research into silvi-
culture and other problems affecting regeneration and develop-
ment of forests,”* :

In the performance of these functions the Forest Department
comes into close relations with certain Central Government Depart-
ments, such as the Survey of India, Railways, the Forest Research
Institute at Dehra Doun and s0 on. Further, its activities have also
to be co-ordinated with those of other Provincial depariments such
as the Revenue. Public Works, Agriculture. Excise and Police.

The revenne from forests is derived from the sale of forest
produce which is classified into {a) major forest produce and
(b} minor forest produce. The former includes timber, poles,
sleepers, firewood, charcoal, sandlewood, and bamboos: the latter
consists of myrobalans, lac, bark, leaved grass and grazing, cin-
namon, honey, rosha grass, fruits and pods, and mhowra seed.
The forest revenue averaged Rs. 75 lakhs during the period 1921-
22 to 1930-31; during the depression years. however. the revenue
declined by about Rs. 20 lakhs. During 1936-37 to 194041 the
revenue averaged Rs. 45 lakhs, but subsequently, owing to war de-
mand, the prices of forest produce rose and the receipts increased
enormously. In 194445 (accounts) the revenue was Rs. 313.81
_ lakhs, while the revised estimate for 1945-46 was Rs. 220.43 lakhs,
and the budget estimate for 194647 is Ra. 151.07.

§ 7. Registration: Under this head are credited receipts from
fees charged for registration and copying of documents under the
Indian Registration Act of 1908. Under the Act of 1519, “Regis-
tration of deeds and documents” was made a Provincial Subject
(transferred), “subject to legislation by the Indizn Legislature.”
Under Section 80 A of that Act. however, the Provincial Legis-
lature was empowered o amend the Registration Act “in its ap-
plication to the Presidency so far as it does not affece the gen-
ersl trade and commerce or any other central subject.”

Under the Tnudian Registration Act (1908) the registration of
certain documents is optional, while that of others is compulsory.
The former category includes {a) instruments (other than instru-
ments of gift and wills) relating to rights in property of the value
of less than one hundred rupees; (b) leases of immovable prop-
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erty for a period of less than one year; (c) instruments relating
to rights in movable property; (d) wills. Registration is com-
pulsory in respect of {a) instruments of gift of immovable prop-
erty; {b) other non-testamentary instruments relating to immov-
able property worth more than one hundred rupees; (c) leases of
immovable property from year to year, or for any term exceeding
one year, ofr reserving a yearly rent; {d) non-testamentary instru-
ments transfernng or astigning any decree or order of & court
relating to rights in immovable property of the value of one hun-
dred rupees or more.

‘The rates of fees charged for registration must necessarily
be arbitrary, aince they cannot be related to the value of the serv-
ice rendered. In fact, “the registration of documents greatly im-
creases the security of contracts, property rights and trade, and
the value of this security is out of all proportion greater than the
cost of maintaining the system.” The present scale of registra-
tion fees is graduated according to the value of the property or
contract. The scales were raised i 1931 and in 1933. A charge
is also made for copying the documents registered. The receipts
under “Registration” varied between 12 and 16 lakhs of rupees
during the Reform period. .

Under the Act of 1933, the Concurrent Legislative List in-
cluded “transfer of property other than agricultural land; regis-
tration of deeds and documents.” The revenue from this source
was nearly Rs. 15 lakhs up to 194142, but subsequently it has
increased to Rs. 26.16 lakhs (194647 budget)

§$ 8. Tolls and Motor Vehicles Tazes: The next important
source of revenue consists of levies on trafic. These may be de-
scribed under two heads: (i) Road tolls and (ii) Motor vehicles
taxation. (i) The toll system was applied to Bombay in 1364
under the Government of India Act of 1851. Since that time
tolls have been a source of Provincial and local revenue. The
system, however, waa from the very start unpopular, and in 1908,
the Government of Bombay declared itself in favour of abolish-
ing the tolls. This policy was pursued with vigour till 1914, by
which year all tolls on Provincial roads were abolished. In 1922,
hawever, some of these tolls were re-imposed for financing the
maintenance of roads. These tolls yielded a sum of ncarly 914
lakhs of rupees ull 1933.° In that year the toll system was ex-
tended upon the recommendation of the Reorganization Com-

S Shown upder “XXX, Civil Works” 6l 1956.37.
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mittee presided over by Mr. Thomas. From 1933-34 to 193536
the receipts {rom tolls amounted to an average of 16 lakhs of
rupees. In the budget for 1936-37 a provision of 9‘5/2 fakhs of
rupees was made for abolishing tolls.

(ii) The second source of revenue has been the receipts from
motor vehicles taxation. The Indian Motor Vehicles Act con-
ferred rule-making powers upon the Provincial Governments un-
der which the latter imposed motor registration and licence fees.
The receipts under this head were nearly Rs. 2 lakhs till 1930-31.
In that year the fees were considerably raised, so as to produce
an additional revenue,of 10 to 11 lakhs of rupees annually. The
motor vehicles were also subject to the Municipal wheel taxes, and
the tolls on Provincial and local roads. It was, therefore, thought
desirable to substitute a consolidated levy, as recommended by
the Indian Road Development Committee (1928). In March
1935 Khan Bahadur Cooper proposed such a consolidated tax
in his Motor Vehicles Tax Bill, but it had to be dropped owing
to the opposition on the part of the representatives of Municipali-
ties and local bodies. In September 1935, however, a somewhat
less comprehensive measure was proposed snd passed. This was
the Bombay Motor Vehicles Act whick imposed taxes on motor
cycles and motor cars used for transport of goods and motor cars
used for the transport of passengers. The Act lowered the registra-
tion and licence fees leviable under the Indian Motor Vehicles
Act and at the seme time abolished the tolis. The wheel tax,
however, was allowed to be Jevied by the Municipalities and local
bodies, which were also compensated for the loss of tolls. The
Act also provided that if the proceeds of the wax exceeded 26.57
lakhs of rupees per year, the excess should be entered into a
separate fund to be utilised for the construction, maintenance, and
improvement of roads. The Act came into effect in April 1936.
In 1939, the Indian Motor Vehicles Act was passed, hy which
motor registration has been made perpetual involving a loss of
re-registratign fees. Since 1936-37 the receipts under the Indian
and Provincial Motor Vehicles Acts have been slightly over 40
lakhs of rupees annually.*

§ 9. Other Duties: (i) The Flectricity Duty: This duty was.
imposed during the period of financial stringency caused by the
depression. The Electricity Duty Act of 1932 made provision for

*Till 193031 the Ergan isteation amd SGcence fees shown unde;
VXIX, Potias and. duing HS13G veger - RXVE, Wicelloatons | :
Later, s separate account hud, “XI1, Receipta from Motor Vehicles Tases,” has
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the levy of a surcharge on the consumption of electrical energy
used for lights and fans to be collected from the suppliers. Ex-
emptions were granted to government, railways, local authorities,
hospitals, etc., and to consumers of less than 12 units a month.
The receipts from this duty were nearly Rs. 9 lakhs a year for
the period 1930-1936. (The receipts were shown under the ac-
count head “XXXV, Miscellaneous.”)

By the Finance (Amendment) Act of 1939 the rates of elec-
tricity duty were raised. except in the case of cinemas and theatres.
The exemption granted in the case of consumers of less than 12
units was withdrawn, and such consumers were subjected to a
duty of one anna per unit. Consumers of more than 12 units
were to pay an additional charge of one-half anna per unit. These
higher rates were made applicable to Bombay in the first instance,
where the Electric Supply Company was prevailed upon to lower
its own rates correspondingly, so that the burden of higher rates
might not fall on the consumers. The higher duties, however,
might be extended to other urban areas by notification. -

Since 1936-37 the receipts under this head have been shown
under the account head “XIII, Other Taxes and Duties.” The
receipts were Rs. 10,06 lakhs in 1936-37.

(ii) Tobacco Duties: In 1857 the Tobacco Duty (Town of
Bombay) Act was passed, by which tobacco imporied into the
town of Bombay was subjected to a “Municipal duty” of Rs. 7-8-0
per maund along with a fee of one rupee for the licence of re-
tail sale. In 1932 an amendment to this Act was passed, which
enhanced the Municipal duty to Rs. 30 per maund. The receipts
from this measure were, however, to be turned over to the Bom-
bay Corporation in order to enable it to bear the increased Habili-
ties on account of the amalgamation of the Bombay Improvement
Trust with it.

In 1933 was passed tﬁe Bombay {(District) Tobacco Act, un-
der which a licence fee for the sale of tobacco in the Province
(other than the City of Bombay) was imposed.

Since 1936-37 the receipts from these duties have averaged
Rs. 19 lakhs a year. Ouat of this, nearly Rs. 16 lakhs, representing
the net receipts from the Town of Bombay Tobacco Duty, were
paid to the Bombay Munmicipality in the first two years. Since
1938-39, however, this grant-in-aid to the Municipality has been
reduced by Re. 5 lakhs. The reason given by the Finance Mem-
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ber was that the original grant was intended to enable the Bom-
bay Municipality to meet the deficit in the Bombay Improvement
Trust Budget; as the finances of that body had improved in the
meanwhile, the grant for the purpose was justifiably reduced. In
April 1943, the Central Government imposed an Excise Duty on
tobaceo, out of the proceeds of which the Provinces are given
shares.

§ 10. Minor Taxes: The Government of India Act of 1919 per-
mitted the Provincial governments to impose, without the previous
sanction of the Governor-General, &2 number of minor taxes in-
cluded in “Schedule 1.” This Scheduled Taxes List included the
following: ‘

i) A tax on land put to uses other than agricultural.

(ii) A tax on succession or acquisition by survivorship in »
joint family.

(iif) A tax on betting or gambling pe;mitteﬂ by law.
(iv) A tax on advertisements.

{v) A tax on amusements.

(vi) A tax on any specified Juxury.

(vii) A Registeation fee.

(viii} A stamp duiy, other than duties of which the amoant
is fixed by Indian legislation.

The following “scheduled taxes” were imposed in Bombay
during the Reform period: ,

) (i} Entertainments Duties: This was imposed in 1922 in or-

der to meet the additional expenditure on education under the
Bombay Primary Education Act, 1922. The yield of these duties
between 1922-1936 was nearly 8 lakhs per year.

(ii) Betting Tax: In 1925 the Totalisator Tax was intro-
duced; it was extended to bookmakers in 1931. This tax yielded
a revenue of 10 to 11 lakhs of rupees til 1935.36.

During the Autonomy period these takes have been continwed,
and their receipts hsve been shown under “XII, Other Taxes
and Duties.”

1
'
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: o . . . .
311 frrigation Revemwe [rrigation accounts are of two main
categories: revenue account and capital account. Irvigation works
are also divided into two types, viz. (i) works for which capital
accounts are kept and (ii) works for which capital accounts are
not kept.. The former are again subdivided into (A)-Irrigation
and (B) Navigation, Embankment and Drainage Works. Each
of these categori¢s is, for the purpose of accounts, shown either
as (1) productive works, or (ii) unproductive works. “If the net
revenue from a capital work is expected to repay after ten years
from its completion the apnual interest charges on the capital in-
vested, i.e., sum at charge at 4 (6) per cent or at such other rate
as may be fixed by Government from time to time, the work is
considered as “productive,” otherwise it is treated as “on-
productive.” If any work for which a capital account is kept and
which is classed as productive fails at any time after the expiry
of ten years from its completion in three successive years to yield
the relevant return, it is transferred to the “unproductive” class.
Similarly, if a work, though classed as unproductive, succeeds in
yielding for three years the relevant return prescribed. for a
productive work, it is transferred to the productive class.”

Let us now see how the capital and revenue accounts of Ir-
rigation works are mnede up. The capital account consists of (1)
Capital Expenditure, including all initial expenditure and suck
further nditure as is necessary for the full development of
an irrigation project. This is shown under “68 (55) Construction
of Irrigation, Navigation, Embankment and Drainage Works.”
If, however, capital expenditure is met from the Famine Fund, o#
from the ordinary Revenue, these deductions are made under these
two heads from “58” (55), and they are shown under 19 A and
19B (16 A and 16 B).

The [rrigation Revenpe Account consists of two sources: (l)
“XVII” (XH1), “Works for which capital accounts are kept.”
Under this revenue head are entered the gross meelpts of ir-
rigation works for which capital accounts are kept, minus the ex-
penses and maintenance charges, so as to show the net revenue.
(i) lknder “XVHI” (XIV) are shown the gross receipts of all
irrigation works for which capital accounts are not kept. Againat

mmmary of o A Note on the System of Copitali and Nom-Uapimd
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the revenue entered here is to be set off the groas expenditure in-
curred on such works shown under “18” (15), “Other Revenue Ex-
penditure.” If, however, any such expenditure for protective ir-
rigation works is met out of the Famine Fund, that amount is de-
ducted from “18” (*15”), and shown under “18{(1)” [15(1)].

- Let ua now examine the actual revenue under the two account
heads on the revenue side. Taking the first, viz., “Irrigation, Navi-
gation, Embankment and Drainage works for which capital ac-
counts are kept” we have to note that under this head the net
revenue is shown by deducting the working expenses from the gross
revenue. The gross revenue is made up of (a) direct receipts, i.e.
“sale proceeds of water supplied for irrigational and non-irriga-
tional purposes, the sale-proceeds from canal plantations and other
canal produce, and (b) the portion of land revenue due to ir-
-rigation. This latter forms a part of the gross land revenue, but
it is deducted from the land revenue and shown under the head,
“Irrigation.”

During the Reform period the revenue from irrigation works
for which capital accounts were kept varied from year to year,
the average being about Rs. 40 lakhs.

During the Autonomy period the gross and net revenue under
irrigation works declined owing to the separation of Sind. as a
result of which “the portion of land revenue due to jrrigation”
. fell by 80 to 90 lakhs of rupees per year.

§ 12. Administrative Receipts: It is needless to say that adminis-
wrative departmenis such as justice, jails, police, education, medical,
public health, agriculture, industries, etc., are primarily spending de-
partments. These departments, however, get certain receipts which
are credited to the revenve side of the public account. Under some
systems of public accounting, administrative receipts form a part
of the appropriation granted to the departments for its expendi-
ture. In the British financial system, they are called “appropris-
tions-in-aid.” Under the Indian system of mccounts, however, &
spending department is not entitled to use its receipts for expen-
diture purposes; these receipts are sumndered, and go to the
revenae side of the account. ‘

%

The principal receipts of administrative departments are as
) fol]own

(i) Admmnstrmm of Iustme Income from feea, magnsuﬂd
fees, cte.
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(ii) Education: Income from fees in Government arts and
professional colleges, secondary schools, ete

(iii) Medical: Medical school and college fees, hhepitll re.
ceipts, contributions, etc.

(iv) Public Health: Income from the sale of sers, vwcinﬁ','
ete.

(t) Police: Miscellaneous fees and fines, receipts under the,
Amns Act, contributions for Railway Police, etc

(vi) Jails and Convict Settlements: Sale proeeeda of jdl
manufactures and other miscellaneous items.

(vii) Agriculture: Receipts on account of agricultural resesrch
and propaganda, receipts from fees, etc., from Agri-
cultural College and schools, aundit fees, eto, munved
by the Co-operative Department.

" (viii) Industries: Receipts from fees for inspection of
weights and measures.

{ix) Miscellaneous DepaMu: Income from miscellaneous
fees. Till 1935-36, receipts from registration and house
fees for motor vehicles were included under this head.

(x) Civil Works: Receipts include rents for Government
" buildjngs, tolls on roads, etc.



CHAPTER V'
THE SYSTEM OF PUBLIC EXPENDITURE .

§ L hurodm:wry Norma]ly the accounhng of public expen-
diture is “subjective” and not “objective,” i.e., the accounts relate
to the activities of administrative departments, rather than to serv-
ices and purposes. Thus, for instance, under “Education” we
find the fipures of expenditure relating to the Education Depart-
ment. and not those of expenditure on education as a whole con-
gidered as a service provided by Government. We find, therefore,
that certain expenditures which belong to education as a service are
included among the disbursements of other departments, eg., the
expenditure on the Agricultural College is shown under Agri-
cultare, that of the Medicsl College under “Medical,” etc. As a
result of this system some regrouping of departmental expen-
diture becomes necessary when one has to analyse public expen-
diture with a view to exhibiting its distribution among the sev-
ere] objective services provided by Government.

In this chapter the public expenditure of Bomi)ny is de
scribed on the depu'tmental basis. The following are the prin-
mpal expendi!ure heads in the Bombay Budget.

§ 2. Direct Demands on Revenme: This head includes the ex-
penditure incurred in connexion with the collection of the several
taxes and other revenue sources. The most important item is, of
course, the charges in connexion with the collection of land
revenue. It is to he remembered that it is obviowsly impossible
to make a clearcut separation of the expenses connected with the
land revenue establishments, in the districts and lower admin-
istrative units, from these incurred on non-revenue establishments,
since the duties of the Collector and lower revenue staff are not
confined to land revenue collection. As a matter of faet, the whole
administrative and magisterial system of the district hinges upon
the Collector and the lower revenue staff. Regarding the scope of
the functions of the Revenue Departmnt, it has been justly said:
“Anything affecting the general welfare of the people comes with-
in its scope and it is consequently concerned in some way or other
with all problems connected with the different branches of the
administration. It supplies Government with a judgment on
projects and schemes from the paint of view of general adminis-
tration as contrasted with the narrower views of specmlxsed de-
1607
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partments. It administers all branches of Government for which
a separate department is not necessary. It carries out work for
other departments for which these departments do not have the
necessary staff and for which it would be uneconomical to appoint
a separate stafl so long as that of the revenue department is avail-
able. More especially when people in bulk have to be dealt with
or information for the collection of which no special machinery
exists is required, it is done through this department.”

.For accounting purposes, the total expenditure incurred on
“Land Revenue and General Administration” is divided under two
heads. Under “Land Revenue” are included the charges in con-
nexion with the District Administration, Survey and Settlement,
Land Records, etc. The expenditare incurred on the Headquar-
ters Establishments  (e.z., the salaries and allowances of the
Govemnor, Councillors, and Ministers and Commissioners, the expen-
diture of the Secretariat Establishment, etc.) is shown under “Gen-
eral Administration.” During 1921.36 there were several transfers
of expenditure from “Land Revenue” to “General Administration”
and vice versa; hence, the yesr to year figures under these two
keads are not comparable. If, however, the two expenditure heads
are added together, the total figure may afford a basis for com-
parison from year to year. ‘

The expenditure head “Direct Demands on Revenue” includes,
besides charges of land revenue collection, the expemditure in-
curred on the following departments: Excise, Stamps, Forest, and
Registration. Charges incurred in connexion with the collection
of the “Scheduled taxes” were also included under this head un-
der the Reforms. Since 1936-37 charges in connexion with “Other
‘duties and taxes” (the Entertainments Duties, the Betting taxes,
Tobacco Duties, Electricity Duties, etc.), and those in connexion
with the Motor Vehicles Acts are also included under this head.

§ 3. Irrigation: On the expenditure side the Irrigation Revenue
Account includes interest on works for which capital accounts are
kept, other revenue expenditure financed from ordinary revenues;
revenue expenditure on prolective irrigation works financed from
the Famine Relief Fund, etc. :

§ 4. Debt Services: At the cammencement of the Reforms the
Bombay Government was burdened with Rs. 9.8 crores of pre.
Reform Irrigation Debt, as well as Rs. 3.16 crores of “ordinary™
debt initially taken from the Governmem of India but re-lent to

. ‘"f'i%‘éuif“",,,,"' Admisiswation.” Vol I, Land Reviswe and Gemeral Adisie.
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loeal bodies, agriculturists, etc. In 1920 Bombay borrawed about
Rs. 9 crores for development schemes, a good part of ‘which was re-
lent to the three Corporations in Bombay, viz. the Bombay
Municipality, Port Trust, and Improvement Trust. In the course
of the next few years, Bombay increased its debt immensely on
account of the large irrigation programmes in the Deccan and
Sind, and development schemes in Bombay. Large sums weve also
borrowed from the Central Government in order to be relemt to
the three corporations in Bombay. .

At the commencement of Provincial Amonomy Bombay's debt
position was as follows: ' :
(1} The Bombay Development Loan matured on Ist Novem-

ber, 1935, when the liabilities of the Government and
the three Presidency Corporations were as follows:

Rs. (Lakbs)
-Government 2,96.40
Bombhay Port Trust 1,447.53
-Bombay Municipality _
{(Municipal Account) - 3,25.00
Bombay Municipality .
(Emprovement Account) 3,70.00

By realising the securities in the Government and Municipal
Sinking Fund, repayment of Rs. 2,63,63 lakhs was made. The re-
maining was converted into & loan borrowed from the Provincial
Loan Fund. Out of this Rs. 1,47.53 lakhs was re-lent to the Port
Trust, and Rs. 82.67 lakhs and 3,70.00 lakhs to the Bombay
Municipality in the Municipal account and the Improvement ac-
count respectively. This process of repayment and conversion of
the Development Loan meant a saving of Rs. 22 lakhs a year in
debt charges. I

(2) Bombay owed Rs. 6,564 lakhs on account of the
Pre-Reform Irrigation Debt.

(3) In the Reform period Bombay. had borrowed large suma
for irrigation and other purposes, whick stood at about Rs. 9,60
lakhs on the 1st of April, 1937. The interest charges on account
of these loans came to Rs. 80.88 lakhs.

. (4) Bombay Government had further borrowed nearly Re. 15
crores from the Central Government and had re-lent the sum to
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Bon_bay‘ Ifort Trust, Bombay Municipality and the Improvement

Upon the recommendation of Sir Otto Niemeyer, a scheme of
debt consolidation was adopted at the commencement of Prov-
incial Autouomy The scbeme included the following elements of
debt:

(i) The Pre Reform Irngatmn Debt: Rs. 6,15.64 lakhs. This
amount was reduced by Rs. 3.99.37 lakhs, the balance available
to the credit of Bombay after the decentralisation of balances: The
rémaining sum of Rs. 2,16.27 lakhs was mcluded in the debt con-
sohdanon acheme. :

{ii) Post-Reform Debt of Rs. 16,27.94 lakhs, including the
cpnverled Bombay Development loan. ‘

{iii) Three long-dated loans ad’vaneed to the Improvement
“Frust, tatalling Rs. 4,12.34 lakhs. '

The total consolldated debt amounted to Rs. 22,56.55 lakhs
bearing a uniform flat rate of 4.56 per cent. It is repayable to
the Government of Indiz in the formy of bi-annual equated pny- .
ments of principal and interest over 45 years.

§ 5. Genreral Administraion: Under this head are included
those charges which relate to the Headquarters, e.g. the salaries and
allowances of the Governor, Councillors (under the Reforms),
Ministers and Commissioners; the expenditure in connexion with
the Secretariat Establishments, and some charges relating to gen-
eral establishments in the districts. As already obeerved, there
have been several transfers of expenditure items between this head
and Land Revenue, zo that for purposes of comparison it is con-
venient to combine the ﬁgures under these two heads. Another
Tmporiant point to be noted in connexion with the ﬁgum under
this head is that upto 1933-34, it included the entry “assessment of
alienated lands less quit rem,” corresponding to the same eniry
on the revenue side under “Land Revenue.” As these were merely
baok entries, they were omitted with effect frdm 193334,

§ 6. Adnunistration of Justice: The apex of the judicial ad-
ministration of the Presidency is the High Court, which has
original jurisdiction in Bombay City and appelate jurisdiction
<aver the whole Province. In the districts and lower units, there
are the courts of the District and Sessions Judges, Subordinate
Judges, etc. There are also Small Causes Courts in important
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towns like Bombay, Poona and Ahmedabad. When Smd wes s
part of the Bombay Presidency, there was also the Court of the
Judicial Commissioner for Sind.

. The expend:lure of the Department was in the neighbourhood
"of Rs. 70 lakhs during the period of the Reforms. Frem 1936-37
to 1M1-42 it ranged round about 85 lakhs; but subsequently it
hes shown an increase. In the 1946-47 budget the expendlture is
estmlated at Rs. 88.65 lakhs

5 7. Jails and Couw:t Seuiemem 'I'he pnsons in the. Presi-
dency are classified into several types such as Ceniral Prisoms,
District Prisons, special prisons, lock-ups, temporary prisoms,
Borstal Schools, etc. In 1921.22 the expenditure on this depant-
ment amounted to Rs. 31.3 lakhs. Since then. several economies
were effected in the administration of the department after care-
ful inquiries by special officers, as a result of which the expendi-
ture was brought down to about Rs. 22 lakbs by 1935-36. During
the same period, the cost per prisoner was also. reduced from
Bs. 175 to Re. 125. Since 1935-36, the expenditure of the depart-
ment averaged Rs. 16,5 lakhs till 1939-40. During the war period
the expeanditure has tended. to increase, the budget B-um for
1946-47 being Rs. 39.58 lakhs. _

§ 8. Police: “The police force in the Bombay  Presidensy cons
sists of two distinct bodies, the stipendiary and the village police:
The stipendiary force is divided into several branches, . namely,
the Bombay City Police, District Police, leway Polme, cuii'
Criminal Investigation Department e

While the primary function of the police department is tht
prevention and detection of crime and the maintenance of pesce
and order, it performs several other duties imposed upon it by
law, and entrusted to it for administrative reasons, e.g., control
of traffic, censorship of plays and other performances, aid to
refugees and pilgrims, passport and naturalization inguiries, ete.

The upend:ture en the Police Department at the commence-
‘ment of the Reforms increased by nearly 60 lakhs owing to the
higher scales of pay sanctioned for all cadres. In 1921.22 the
expenditure amounted to Rs. 1,906 lakhs; by 192930 it was
brought down to Rs. 1,76 lakhs by means of retrenchment effected
on the recommendations of the Retrenchment Committee {)922)
and of several Retrenchment Officers appointed from time to ime.

2 “Roviews of Adminlstration,” No. VI, Police, 1983, p. 1.
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In 1930-31, however, the deparimental expenditure increased by
about R, 14 lakhs om account of the Civil Disobedience Move-
ment. In 1932 the Reorgarization Cammitiee made several sug-
gestions for mrenchment, but the | Government rejectcd most of
them. ‘ e

" During 1935-1940 the expenditure on the Police Depan.
ment ranged between Rs. 1,40 and Bs. 1,50 lakhs a year. In sub-
sequent years the expenditure has increased by more than a crore
of rupees. The Budget for 1946-47 estimates the expenditure on
this dcpartment at Rs. 3,26.53 lakhs.

§ 9. Poris and Pilosage: Undu' the Devolution Rules “major
ports” were made s Central subiect, and “minor ports” 2 Prov-
incial one. Certain charges in connexion with the administration
of the minor ports, have since 1921-22 been a part of Provincial
expenditure.

§ 10. Scientific Dcpartmem:' Expenditure uﬁer, this bead ine
cludes the upkeep of Provincial Museums and donations to seis
entific societies.

§ 11, Education: The pnncxpal ftems of “axpenditure _under
" qucatmn” are as follows:

{i) Primary Education: The policy of emtrusting the man-
agement of primary education to local bodies was adopted in 1889
when such bodies were set up at the instance of Lord Ripon. The
finance for primary education was met parily out of the local
fund cess (opge anna on every rupee of land revenue) and partly
out of grants from the Provincial Government, Originally the
latter was a fixed sum of about Rs. 214 lakhs, but later the Gov-
emment agreed to contribute one-half of the total expenditure on
primary education incurred by local bodies. “By 1921 the grants
from Government to district ocal boards had increased to nearly
Rs. 59 lakbs, or 87 per cent of the total expenditure of the Boards
on primary education.™ C

With the irauguration of the Reforms, “Education” was. made
2 Provincial transferred subject, in charge of a responsible min-
ister. The first Education Minister, Dr. {(now Sir) R. P. Par-
anjapye appointed the Compulsory Education Commitee (1921-
22) to examine the question of compulsory primary education in
the Presidency and to make recommendations regarding its in«
troduction. The Committee chalked out a programme for the

'vammt‘stnﬁuuﬂeh&l&nm,wp.ﬁ.

~
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adoption of compulsory primary education in Municipal and non-
Municipal areas within a period of five and seven years respec-
tively. In 1923 was passed the Primary Education Act, which
vested the control of primary education in the elective “School
Boards™ of local authorities, the Government retaining the duties
of inspection and supervision. Under the Act of 1923 local
authorities were to prepare schemes for the introduction of com-
pulsory primary education and to submit them to the Government
for scrutiny. In the case of a scheme accepted by Government,
the latter provided half the recurring and non-recurring extra cost
in the case of Municipalities, and two-thirds in the case of the
dutnct local hoards, in addition to the amount of the “datum

> grant, ie. the granl pald by Government in the year before
lhe transfer. ‘

Under Provincial Anmnomy, Primary Education again re
ceived a fresh fillip. The Congress Ministry reviewed the whole
position in regard to the control of primary education and passed
the Primary Education (Amendment} Act {1938) which trans.
ferred the control of primary education from the local bodies to
the Government. The expenditure on primary education, which
- was Re. 101,76 lakhs in 1936-37 increased to Rs. 1,30.80 lakhs by

1939-40. During the war period the expenduure has increased
by about Ra 30 lakhs. . .

(ii) Secondary Education: In regard to this the Govern-
ment’s policy has been to maintain “model high schools” in the
districts, and to give grants-in-aid to schools conducted by private
bodies. The Reorganization Commitiee considered that the need
for maintaining “model schools” no longer existed, and that,
therefore, the Government should sdopt the policy of gradually
* transferring Government secondary schools to private bodies hav-
ing adequate financial resources. The Government have accepted
the general principal underlying this recommendation. Under
secondary education are also included the grants for Anglo-Indian
and FEuropean education.

~ (iii) University Education: The Government gives a grant
to the Bombay University, maintains arts, science and profeeuonal
colleges and vocational institutions, and gives granis to private
bodies conducting colleges. § .

§ 12. Medical: This subject was made “Provincial” (trans-
ferred) under the Reforms and it continues to be a Provincial su)-
ject under the Act of 1935. _
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“The medical organization of the presidency as distinct from
its public health organization, is essentially a hospital organiza-
tion designed to render medical relief to the general population,
with ancillary specialist sections providing for medical relief,
medical teaching, laboratory assistance, and research. The medi-
cal organisation, which is the framework of the scheme, iz based
on the district as the primary unit. There is at every district
leadquarters a hospital styled ‘the civil hospital,” which is owned,
staffed, financed, and controlled by Governinent. The Civil Hospi-
tal is the centre of the official system of medical relief and ic a
superior hospital for the whole district. Subsidiary to it are
Government-aided dispensaries which are scattered throughout the
districts.™ _

Besides hospitals and dispensaries in the dirtricts and lower
units, the Government has taken upon itself under the City of
Bombay Municipal Act the duty of controlling and maintaining
a number of hospitals in Bombay City, such as the J. J. Hospital,
St. George’s Hospital, the G. T. Hospital, the Cama and Albless
Hospitals, etc. Further, the Government maintains special insti-
tutions such as mental hospitals, leper asylums, the Haffkine In-
stitute, the Chemical Analvses Department, etc. The expendnture
connected with the mcdlcal college and medical schools is included
inder “Medical.”

§ 13. Public Health: Certain functions in respect of urban and
rural sanitation are “obligatory duties” of Municipalities and
Local Boards, but thers are other general or environmental fume.
tions in regard to public health which are perfermed by the Prov-
incial Govermment. Among the functions of the Public Health
Department are vaccination. advice and inspection in regard to
urban and rural sanitation, sanitary and medical armngemenm
at fairs and pilgrimages, control of epidemic diseases, sanitary
aspects of famine relief, distribution of quinine, provision of
courses of instruction for sanitary inspectors and health officers,
collection of vital statistics, ete.

§ 14. Agriculture: “The Agricultural Department has been in
existence for nearly half a century and was formed as a result
of the recommendations made by the Famine Commission which
<at after the great famine of 1877. In the early years its primary
functions were statistical but gradually its purposes have been
widened and it is now intended to be an organization to ascertsin

¢ “Reviewn of i ," Vel N o
— 198853, Admmimistration ol. XX, Modical and Publc Heakh Depart:
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by experiment. investigation and research, the methods by which
agricultural produce can economically be incremsed in gquantity
and improved im quality, aud. then 10 get these methods put into
practice.”

. The principal functions of the. Agricultura) Department in-
clude: (a) Research and investigation: Research js largely sub-
sidised by outside agencies such as the Imperial Council of Agri-
cultural Research, the Indian Centrel Cotton Conunitiee, Sir David
Sassoon Trust, etc. The Department maintains experimental farms
for various types of farming research, such as plant-breeding,
dry-farming, cattle-breeding, soil fertility, etc. (b) Agricultural
propaganda through shows and demonstrations has been an im-
portant part of the work of the department. (c) The Depart-
ment’s activities also include work in connexion with “specialist”
sections such as live-stock improvement, agricultural engineering
_and horticulture. {d) The Depariment also conducts studies in
Agricultural Economics, particularly marketing and financing of
crops. It maintains, as far as conditions permit. certain types of
statistics relating to crops and their acreage and other aspects of
the agricultural economy. {(e) Lastly.- the Department is in
charge of Agricuitural Education, which is imparted throogh the
Poona College of Agriculture and agricultural schools.

§ 15. Veterinary: The functions of the veterinary department
are; “(a) Precaution and cure of diseases of animals with special
reference to epidemics. (b} Control of the importation of live-
stock at ports, so as to prevent the importation of disesases. {¢)
Educational work at the Veterinary College. Bombay. {d) Veteri-
nary dispensaries. (e) Inspection of animals for slaughter and
meat after slaughter, where Mumcxpahnes so desire, and (f) Con-
trol of hormse-breeding operations.”

§ 16. Co-operation: The co-operative movement in India was
officially started in 1904, when the Indian Co-operative Societies’
Act was passed. This Act was extended by that of 1912, which
_ permitted the formation of non-credit co-operative societies. In
1919 co-operation was made a Provincial subject; and it remains
8¢ to this day. .

In Bombay the post of -Registra"r‘\ of Co-operalive Societies
was created in 1904. the officer being made subordinate to the
Director of Agricullnre.

::‘Rmm of Administration,” Vol. Agnculnm, p L
‘Reviewn of Admﬁtnlh" Vol. XVI Agriculhn \"m o
operative Departments, p. 25, Co-
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Since the Reforms, a separate Co-operative Department has
been instituted and placed under the Registrar. Under the Bom-
bay Co-operative Socicties Act (1925) the statutory functions of
the Registrar are “to classify and register societies, to aundit their
accourts once a year, to hold inquiries into their working and
financial condition, wind up societies, cancel regietrations, -ap-
poim lquidators, and arbitrate in disputes.”? -

It is to be noted that there are three separate agencies for
supervising and controlling the activities of co-operative societies.
In matters of finance, supervision and conirol are exercised by
Central Banks, Supervising Unions and the Provincial Co-operative
Bank. Propaganda and Education are handled by the Provincisd
{Co-operative Institute, which is aided by the Government. Lastly;
registration, audit, cancellation, liguidation, etc. come within the
sphere of the Registrar of Co-operative Societies. -

§ 17. Industries: In 1915 the Bombay Government appointed a
Standing Committee of Advisers to advise them on indusirial mat-

ters in general, and on the practicability of sterting indigenous
industries in particular. In 1917 the Government disgolved the
commitiee and created the Department of Industries wisa whole-
time Director recruited from the Indian Civil Service. This sys-
tem was continued till 1924, when, upon a vote of the Legislative
Couneil reducing the grant for the department, many of its fune-
tions were distributed among other departments. In 1926 the
Government appointed a Commaittee to report on the reorganize
tion of the Department, and to advise on the formulation of is
activities. The Industries Committee suggested the following fone:
tions: - (1) The supply of industrial and commercial intelligence
to private enterprize. (2) Technical advice and assistance %o
cottage industries and small orgenised industries. (3) Industrial
Education and Demonstration. (4) Industrial Surveys. (5) Ine
dustrial Exhibitions. (6) Co-ordination of the work of the In-
dustries Department with that of other departments in rural areas.

The Department was duly reorganized and the functions miea-
tioned above were assigned to the Director. Besides these, the de-
partment has also been charged with other duties such as (a) work
in connexion with mines and minerals; (b) advice in regard to
financial assistance to industries by Government; (c¢) investigations
in respect of new industries; (d) industrial research; (e} work
in connetion with the Weights and Measures Act, 1932; (fY Work
in connexion with fisheres.

—————

Tiid., p. 42,
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- In 1932 the Reorganization Committee recommended the
abolition of this department on the ground that though the Prov-
ince requires a strong and active indastries department, it cannot
afford one today, and that to keep in existence a department with
so limited resources that it cannot do any considerable amount of
work merely in the hope of better times, is 1o fritter away funds use-
lessly? The Government, however, rejected this recommendation,
and the department has been retained.

The average annual expenditure of the Department during
1921-32 was barely 2 lakh of rupees. During 1932-36 it ranged
round the fizure of 3.5 lakhs. Seversl new items of expenditure
on industrial development were sanctioned by the Congress Min-
istry during 1937-39. as a result of which the total expenditure
for the department increased from Rs. 6.82 lakhs (1937-38) 1o
Rs. 13.14 lakhs in the Budget for 1939-40. But in that year the
actual expenditure feli short of the budget grant. the accounts
showing a figure of Rs. 7.65 lakha. During the war period the
expenditure has been nearly trebled, the budget figure for 1946-47
being Rs. 32,92 lakhs.

§ 18 ﬂYethmeous Deportments: Under this head are in-
cluded a Humber of miscellaneous charges, e.g., those in connexion
with the inspection of factories, steam boilers, labour, statistics,
examinations, prescrvation and translation of ancient manu-
scripts, the administration of the Indian Partnership Act, etc.

§ 19. Civii Works: In the Bombay Presidency the Public
Works Department is in charge of Irrigation as well as Roads and
Buildings. At one time a complete separation of these two branches
tas contemplated. but it was found to be expensive and unwork-
able. Their joint management has continued to this day. though
certain allocations of expenditure between the two branches have
been made at the instance of the Auditor-General.

The expenditure on Roads and Buildings is mainly included
under “Civil Werks” {expenditure head 41 under the Reform:
and 50 under Provincial Autonomy). The common establishment
charges are divided between the two branches in certain propor-
tions laid down from time to time by the Accountant-General.

§ 20. Famine Relief* A regular annual famine relief assign-

ment was first provided in the year 1878.79, when a sum of

Rs. 1,50 lakhs was set aside from ordinary revenue for the relief
¥ Report of the Reorganization Committee, 1932, pp. 169170,

* The cn-unu of this note are summarised from ibe - nmnhy qulnenu
the Indian Stwatutory Commiwion (pp. S04-607).
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of famine and for the construction of protective irrigation works.
Till the year 1907-8 Famine Relief was a Provincial charge; in
that year it was made a Central liability, the Central Government
providing a sum of Re. 3714 lakhs for distribution among Prov-
inces for famine relief purposes. In 1917.18 a new arrangement
was made under which the liability for famine relief was divided
between the Central and Provincial Governments in the propor-
tion of three to one.

Under the Reformed Constitution, Famine Relief was made a
Provincial subject along with land revenue and irrigation. Devolu-
tion Rule 29 and the Schedule IV provided for the constitution of
a “Famine Relief Fund” in each Province. The Provincial Gov-
ernments were required to make annual assignments out of ordi-
nary revenues for the purpose of famine relief and protective ir-
rigation. Bombay was required to make, an annual provision of
Rs. 63.60 lakhs, this figure being based upon the average actual
expenditure incurred by the Province on famine relief and pro-
tective irrigation during the past twenty-five years. The unspent
balance of this assignment was to be credited to the Famine In-
surance Fund which could be drawn upon for the purposes of
famine relief, protective irrigation, and for granting loans to
cultivators under the Agriculturists’ Loans Act of 1884,

The annual assignment of 63 lakhs of rupees was soon found
to be too high, and as a consequence, the balance in the Famine
Relief Fund began 1o accumulate rapidly. Upon a representa-
tion made by the Bombay Government in 1926 the Government
of India reduced the annual assignment to Rs. 33.6 lakhs, subject
to reconsideration if the balance in the Famine Insurance Fund
fell below Re. 150 lakhs. In 1927-28 the whole position was
reconsidered in consultation with the Provincial Governments, and
it was decided that the famine relief assignment should be
solely devoted to famine purposes, and for other objects
separate provisions should be made in the budget. Under the
new arrangement Bombay’s annual assignment was fixed at Rs. 12
lakhs to be devoted solely to famine relief, the unspent balance
being credited to the Famine Fund. The assignment could be
euspended when the Famine Fund amounted to Re. 75 lakhs. Any
excess in the Fund could be used for protective irrigation, and
for making advances to cultivators.

Upon the inauguration of Provincial Autonomy, the balance
of the Famine Insurance Fund was handed over to the Province
und¢r the scheme of “decontralization of balances.” In 1938 the
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Bombay Famine Relief Fund Aet was passed which provided that
“the aceounts of the Fund shall be made vp at the end of every
financial year, the securities belonging to the Fund being valued
at their market value on the last day of such year.” It is further
provided that if the acconunts so made show that the Fumd falls
short of Rs. 63 lakhs, then the deﬁcnency is to be made up from
the revenwes of the Province.

In the Budget the amount to be spent out of the Famine Reliel
Fiund is shown on the revenue side under “Transfers from Famine
Relief Fund.” On the expenditure side are shown (a) the ex-
penditure on famine relief. and (b) the transfers from ordinary
revenues to the Famine Relief Fund. The operations of the Famine
Relief Fund are sh(mn under the capital head “Famine Relief
Fund.” :

§ 21. Pensions: The expenditure on pensions was about Re. 55
lakhs a year at the beginning of the Reforms, but it increased to
about Bs. 110 lakhs by the end of that period. This increase was
due to {a) the transfer of pensions paid on account of officers
employed in the Presidency to Provincial revenues and (b) in-
creased charges resulting from the revision of salaries sanctioned
2t the commencement of the Reforms. ‘

In  1936-37 Superannuauon Alowances and Pemsions
amounted to Re. 1,07.52 lakhs; in the budget for 1946.47 the pro-
vision under this head is Rs. 1,47.07 Takhs.

§ 22. Semtionery and Printing: This head includes the - expen-
diture in connexion with the Government Presses and the pur-
chaze of stationery stores for Governmcnt Depammm



PART IL
FINANCIAL DEVELOPMENTS
CHAPTER VI

"BUDGETING AND FINANCIAL PROBLEMS (1921-36)

§ 1. The Economic Background: The period under review con-
tafpns three fairly distinct phases of economic development. The
first two years constitute a period of economic recession follow-
ing the post-war inflation. The next six or seven years represent
a period of economic re-adjustment and expansion in the field of
production, trade, and money. During these years (1923-29),
world production, the quantums of international trade and em-
ployment increased in an amazing degree, in spite of the legacy
of obstructions and impediments left by World War 1. During
the same period a number of countries restored their monetary
systems on the gold basis. The third phase begins from the middle
of the year 1929 and extends upto 1933 or 1934—the years of the
Great Depression. This period is characterized by a rapid fall of
prices, production and employment in most countries, accompanied
by “deficit budgets,” mainly as a result of decline in the important
revenue heads such as the income taxes, customs and excises.

. In India the cyclical Huctuations of economic activity corres
pond fairly generally to those in other countries. Here the post-
war boom reached its peak in 1920, when the Calcutta Index Num-
ber (July 1914=100) stood at 202. In the same year the Govern-
ment of India fixéd the Rupee-Sterling exchange at the high level
of 2s. (gold) upon the recommendation of the Babington-Smith
Committee, At this time there arose an enormous demand for
sterling, botl{ out of genuine trade and speculation, and this
forced the Government to sell “Reverse Councils” in Jarge amounts.
This process involved a serious contraction of internal monetary
circulation, leading to a fall of prices. This brought in a depres-
sion in trade during the first two or three years of the Reform
Period, which created financial difficuities at the Centre and in
several Provinces. The price-level registered & continuous decline
right upto the year 1930, mainly as a result of the deflationary
policy adopted by the Government of India. In this respect the
economic environment in India during the period 1923-30 wae

* See Tables Nos. 33 and 4.
LF F-6 (131}
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similar to that in England, where also monetary policy had 2
deflationary effect.

The depression period in India extends, broadly speaking, from
1930 to 1935. The sudden fall of the price-level was marked
during the year 1930, when the Calcutta index number declined
by about 30 points. It continued to fall till it reached the lowest
level (87) in 1933, and then began to rise slowly. By 1935 the
index number was four points higher than in 1933. The fall of
prices was greater in the case of primary products entering into
the export trade, than in the case of manufactured commodities
constituting the imports, and this disparity adversely affected the
terms of trade. The balance of trade in merchandise fell sharply
in 1932, but at about this time there started an encrmons outflow
of gold which greatly eased the pressure on the exchange.

The Auctuations of prices and economic activity aflected the
budgetary and financial adjustments in the Province to a fairly
large extent. The following study attempts to bring out this effort.

§ 2. Bombay Budgets (1921-22 to 1935-36). The Province of
Bombay started on its financial career under the Reformed Con-
stitution with a comfortable opening balance of a litle over 3
crores of rupees. Unfortunately, the general economic conditions.
had not recovered from the setback of 1920-21 when the budget
- for 1921-22 was presented by the Finance Member, Sir George’
Curtis. This very first budget revealed a deficit of a litle less
then Rs. 2 crores, a fact which was justly regarded with apprehen-
sion by Sir George. In the course of his budget speech he dwelt
at some length on the necessity for drastic retrenchment in the
interest of financial equilibrium. Later in the year, the Legis-
lative Council passed Raoi Bahadur R. R. Kale’s resclution in
favour of appointing a Retrenchment Committee. Such a com-
‘mittee was appointed in July 1921. '

For the next five years the portfolio of finance was under the
charge of Sir Henry Lawrence. His regime represents a phase of
expansionist finance particularly in respect of capital expenditure.
His first budget (1922-23) showed a deficit of Rs. 118 lakhs,
which counld not, obviously, be met by such minor eadditional
taxation as he proposed. The Council rejected his proposals for
raising the rates of stamp duty payable under the Indian Stamp
Act and the Indian Court Fees Act, and insisted upon drastic
retrenchment of expenditure, the avenues of which were, in the
opinion of the Council, not fully explored. The taxation measures,
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however, were later passed, upon an assurance given by the Finance
Member that the expenditure estimates would be cut down by
Rs. 60 lakhs. In the same session the Council passed Dr. Paran-
japye’s Education Act and consented to impose the Entertainments
Doty to finance it.

For the next two years the financial opemtionﬁ shuwed good
surpluses, mainly due to retrenchment effected in several depart-
ments. By 1925-26, hewever, most of the avenues of economy had
been exhausted, and the Finance Member was compelled to seek
the Council’s support for additional taxation. In the course of his
budget speech for 1925-26, Sir Henry Lawrence analysed the causes
of Bambay's financial difficulties, and maintained that they were
chiefly due to the inexpansive character of the principal revenue
heads. He then tried to make out a case for additional taxation
by pointing ont that retrenchment had already reached the limits
upto which it could be pushed without impairing the effciency and
sorviceability of Government departments. In spite of all this,
the Council rejected the Finance Member's proposals for enhanc-
ing the rates of stamp duty in Bombay, and for renewing the m
creased rates payable under the Indian Court Fees Act.

The year 1926-27 revealed the first serious deficit .of no lets
than' Rs. 166 lakhs. In the year the Indian Stamp (Bombay
Amendment) Act was renewed. while another amending Ac; raising
the stamp duty on documents relating to transfer of property in
the city and island of Bombay was passed. The Budget for 1927
28 also showed a deficit of Rs. 50 lakhs. The Budget for 1928-29
would also have been & deficit one, but for the retnission of
Bombay’s contribution to the Central Government. - The Budget -
for 192930 was just balanced.

Then came the Great Depression. ' lts effect, -however, was
not noticeable at the time of presenting the budget for 1930-31,
which was a balanced one. Bat in the course of the year the budget
calculations, particularly in respect of revenue, were completely
upset as a result of the depression. The actuals of the year showed
a deficit of no less than Rs. 179 lakhs, chiefly due to the fall under
the following revenue heads: Land Revenue (Rs. 38 lakhs); Excise
(Rs. 85 lakhs); Forest (Rs. 26 lakhs); Stamps (Rs. 15 laﬂl).
and lmgatlon (Rs. 35 lakhs).

The outlook for the year 1931-32 was far from bnght 'ﬂn
economic depression was deepening and its disastrous consequences
ware being accentuated by the Civil Disobedience Mevement.
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budget estimates for the year were: Revénue, Rs. 1,524 lakhs and
Expenditure, Rs. 1,589 lakhs. The revenue was inclusive of Rs. 39
lakhs representing Bombay's share of the petrol tax and Rs. 33
lakhs on account of additional taxatien for which the sanction of
the legislature was sought. On the expenditure side, the Finance
Member anmounced a cut of Rs. 39 lakhs, which was principally
borne by Civil Works (12) and by Education (9), in the form
of a 5 per cent reduction in the grants to local bodies for primary
education. Of the new taxes, two were renewals of the old ones,
viz.,, the Stamp and Court-Fee Aects. The Government made a
proposal for imposing Succession Duties, but the bill was thrown
out by the Council. In the course of the hudget debate, the Finance
Member promised to appoint a Retrenchment - Commitiee in ac-
cordance with the wishes of the Council. The Committee was duly
appointed with Sir Rustom Vakil as chairman. :

- The Budget and the Finance Act of 1932-33 are highly e
presentative of depression finance. The current year, 1931-32,
witniessed a continuous fall of prices and consequent worsening of
the general economic situation. As a result, the revised estimaes
of the year showed an increment of about Rs. 73 lakhs in the
deficit which was estimated for that year. The land revenue re-
missions and suspensions amounted to Rs. 19 lakhs, while reduc-
tions and suspensions in water rates caused a decline of about
Rs. 35 lakhs under Irrigation. Stamps fell by Rs. 10 lakhs due
to the economic depression while forest revenue declined by Rs. 12
lskbs for the same reason. The budget estimates for 1932-33 were:
Revenue, Rs 14, 35 lakhs and Expenditure, Rs. 15,08 lakhs. The
Fingnce Member pointed out that the expenditure estimate was
arrived at after effecting large reductions upon the recommenda-
tions of the Retrenchment Committee. It was obvious from the
figures supplied by him that a large part of the retrenchment was
borne by Education and Civil Works, and that these cuts were not
of such a character as to be maintained permanently. Establish-
‘ment costs were reduced by levying a cat of 10 per cent in the
psy of Govermnment servants, and by retrenching posts wherever
possible. In spite of all this retrenchment, however, the Govern-
ment found it necessary to impose additional taxation. All the
taxation proposals were, this year, included in a single Finance
Bill-—an improved procedure copied from the Central Assembly
and the British Parliament. The Finance Bill contained the fol-
lowmg proposals of additional taxation: a surcharge on electric-

enhancement of court fees; enhancement of duties under the

er of Property Act and a Stamp Duty on forward transac-
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tions. Out of these, the first three were passed and the fast ‘was,
thrown out.! : : o

In the course of the year 1932-33 a detailed inquiry into the'
entire administrative organization was conducted by the’ Reorgani-
zation Committee presided over by Mr. G. A. Thomas. ThWe rec-
ommendations of the Commintee and the subsequent egonomies
effected are described at a later stage.

The budget for 1933-34 was presented by Sir Ghulam Hussain
Hidayatulla. At the outset, he found it necessary to answer the
charge made by the Reorganization Commitiee to the followig '
effect: “The mere fact that an opening revenue balance of Rs. 3,08
lakhs on 1st April 1921 was converted into a deficit of Rs. 88
lakhs on 31st March 1931 creates a serious misgiving whether this
(Finance) Department has fulfilled the main purpose¢ of its ex-
istence. We have no wish to criticise the financial policy. of the
Government since the advent of the Reforms. We find it, however,
very difficult to arrive at any other conclusion than that the source
of much of the adversity that has overtaken this presidency can
be traced to a lack of financial foresight.™> .

This was 2 serious charge and it could not be left unanswered.
The Finance Member pointed out that the principal cause of finan-
cial difficulty was the decline in revenue under the four principal
heads: Land Revenue, Excise, Stamps and Forests. He observed:
“If the Honourable Members will compare the average of all our
receipts from 1921-22 to 1929-30 under the four main heads 1
have just mentioned, with the figures of 1930-31, 1931-32 and
1932-33, they will see that our receipts decreased to. s tatal extent
of over four crores in these three years....In the twelve years
1921-22 to 1932-33 and excluding capital expenditure, development
schemes have cost our revenues the very large amoupt of eight
crores and a half.... We may set against these the items. of which
our financial critics always remind us, namely, the three crores
of opening balance, and the cessation.of the Provincial contribu-
tion ta the Central Government and the reduction in the Famine
Fund assignment, from which two items our Provincial revenues
have benefited to the extent of seven crores and a quarter... It is
thus clear that we have not frittered away all these savings: but we
had to make up the deficiency in our revenues.. Now, Sir, the ex-
penditure on the development schemes was voted, not merely
upon the assurances of Government members but with very opti-

! ¥or detaily see page 89. -

. ¥ Report of the Reorganimtion Committee, 1952, p. 0. -
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mistic, support from various other leaders of public opinion at
the time. It was this House that demanded the restriction of our
excise revenue. And it must not now blame those who constitute

the present Government for not having ir its coffers those savings
which. would now be such an invaluable asset.”?

Turning to the estimates, the Finance Member pointed out
that the revised figures for 1932-33 were better than the budgeted
ones by sbout Rs, 32 lakhs, thus reducing the estimated deficit of
Rs. 59 lakhs to Rs. 27 lakhs, The budget estimates for 1933-34
were: Revenue Rs. 12,91.4 lakhs; Expenditure, Re. 13,40.9 lakhs.
The deficit of abost Rs. 50 lakhs was in spite of the retrenchment
of Rs. 28 which bad been efiected in the expenditure estimates.
Ultimately the defieit was reduced to Rs. 23 lakhs ag a result of the
taxation proposals sanctioned. :

The Finance Act of 1932 was renewed; in- addition a duty
oh the sale of tobacco in the Presidency, (other than in the city
of Bombay} was imposed, of which the estimated yield was Rs. 4
lakhs. Agsin, following the recommendatiori of the Reorganiza-
tion Committee, Toll-bars were imposed at certain places. They
were expected to yield about Rs. 7 lakhs,

The actual working of the year 1933-34 showed a certain
amount of financial ioprovement. This was reported by Sir
Ghulam Hussain when he presented the budget for 1934-35. The
budgeted deficit of Rs. 28 lakhs (1933-34) was converted into a
small surplus, mainly as a result of retrenchments effected during
the year. The budget for the year 1934-35 was just balanced. The
budget for 1935-36, presented by the Honourable Sir D. B. Cooper,
contained few rovel features. The revenue estimates for the year
fell short of the expenditure by about Rs. 29 lakhs. This deficit,
however, was reduced to Rs. 2 lakhs as a resylt of the extraordinary
receipts of Rs. 27 lakhs on account of the sale of certain securities
formerly held in the High Court Funds, and now transferred to
the Government. The Government had no proposals for fresh
taxation; the Finance Act of 1932 and the Bombay (District)
Tobaceo Act, 1933, were however, to be renewed. In the course
of the year the Bombay Motor Vehicles Tax was put upon 1he
Statute Book.

§ 3. The Nature of the Financial Problem After having re-
viewed the badgetary adjustments during the Reform period, we
are in a position to visualize the nature of the financial problem

~ YBudget Speech, 195334, pp. 2, 3. .
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of the items. This problem gradually shaped itself ‘during the
first five or six years. The large deficit of the first year brought
into exaggerated relief one aspect of the problem, viz., the neces-
sity for retrenchment. But retrenchment cannot by itself consti-
tute & major financial problem; the true problem of Government
finance is one of spending and not of saving. In the course of the
first few years, this essential problem emerged as the Government
and the Legislature accepted schemes of beneficial expenditure.
In 1922.23 they accepted a programme of compulsory primary
education involving an additional outtay of nearly a crore of
rupees. In 1924 they adopted the principle of Prohibition which
in course of time would have caused a financial sacrifice of Rs. 514
to 6 crores, according to the calculations of the Prohibition Finanee
Committee. Further, the Government had launched a costly capital
programme of development in the city of Bombay, and of irriga-
tion in the Deccan and Sind. The former was definitely known
to be unremunerative by 1925 to 1926. Again, at the very com-
mencement of the Reforms, the Government had sanctioned revised
scales of pay for its servants involving an additional charge of
ncarly Rs. 3 crores annually. Lastly, by the year 1926, or pos-
sibly even earlier, the Government as well as the Council had
realized that the Meston Settlement had given Bombay a set of
revenue heads which had, on the whole, a declining tendency. The
problem, therefore, was how to finance the extension of social
services in several fields such as Education, Public Health, Agni-
culture, Industry, etc, in the face of these financial dificulties.
The achievernent of those in charge of finance and other depart-
ments must be judged by the success or otherwise with which they

tackled this essential problem. :

H those who wiclded financial and administrative authority
had a realistic appreciation of the problem they would have
thought thus: here is a situation in which we have to sccomplish
certain improvements in social services in spite of the fact that the
old revenue heads are showing a declining tendency, and that ex-
penditure on ordinary administration has increased; under such
conditions, we can either (1) increase revenue. by additional
taxation and/or (2) reduce the “cost of government” by effective
retrenchment. If these two things are not properly mansged, we
shall be unable to provide increasing outlays on education and
other social services, and also, we shall be unable to go on with
projects of social reform such as prohibition which involve large
'ﬁnanliia] sacrifices. But even if our financial provision for the
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social services is steady, we shall have to find out ways. and
means for their expansion within the available resources.

In actual fact, we find that few members of the Governmem
or the Council realized the financial situation in these terms. As
a consequence the financial and administrative management of the
period went on from year to year, without any plan or policy, and
ultimately almost nothing was accomplished in the several fields
of social reform. Thus, the problem of increasing revenue by
additional taxation was handled most half-heartedly. Though
something was achieved in the field of retrenchment, there were
few economies which were of the nature of permanent reduction
in the cost of government. In the fields of Education, Public
Health, Agriculture, etc., expansion was hampered by lack of
funds, while the policy of prohibition had to be given up half.
way owing to financial and administrative difficulties. , '

The foregeing aspecta of the financial problem and the at
tempts at solution will be discussed in detail in the following pages.
Sections 4 and 5 of this chapter deal with the two factors which
contributed to the financial problem, viz., declining revenve and
increasing expenditure. under certain heads. The succeeding two
chapters are devoted to the attempted solution—additional taxation
and retrenchment. Chapter X ig devoted to the achievements in
the field of social services.

§ 4. The Revenne Trends During 1921-35: It is a commonplace
that variations in governmental receipts are related to changes
in policy on the one hand and to changes in prices and incomes
on the other. It is not always possible to isolate the influence of
these two factors on governmental finance when both operate side
by side; but broad conclusions regarding the predominance of the
one or the other factor may be established with reference to con-
venient periods of time. Thus, in the case of Bombay revenues.
the factor of policy was, broadly speaking, predominant during
the first nine years of the Reform period and during the next
gix years the revenues were largely influenced by price and income
changes. . :

(A) Taking the first period, 1921-22 to 1929-30, we have to
note the following facts: (i) The total revenue fuctuated be-
tween Rs. 13.50 lakhs and Rs. 12,50 lakhs. There was a general
tendency towards a decline, but in the last year, 1929-30, the revenue
recovered owing to the rise in the excise receipts. (ii) Land
Revenue receipts showed fairly large fluctuations but the general
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trend was towards a decline. Obviously, the fluctuations were due
to variations in the seasons and to revision settlements involving
increase or decrease of assessment. Thus, the decline of nearly
Rs. 50 lakhs in 1923-22 was due to the bad agricultural season in
several regions, necessitating large remissions and suspensions.
The receipts recovered during 1924-26. but, in the year 1926-27,
there was again a big drop. The 1927-28 season was disasirous
in many districts in Gujarat owing to abnormal rainfall and con-
sequent Aoods. The next two years were fairly normal* (iii)
The . excise receipts reached their wmaximum in 1924-25,
since which year they declined continuously. The fall in the
excise revenue was almost entirely due to the adoption of the
policy of gradual prohibition through rationing and other restric-
tive measures. Rationitig was commenced in 1922. In 1927 the
Government accepted the goal of .Prohibition and vigorously
adopted the restrictive measures calculated to reduce consumption.
By 1928, however, the administrative difficulties of enforcing the
restrictive policy became evident, and since that year the policy
was somewhat relaxed. The difference between the maximum
excise teveriue (Rs. 443 lakhs in 1924-25) and the minimom
revenne (Rs. 3834 in 1928-29) was nearly Rs. 60 lakhs, (iv)
The stamp revenue remained fairly steady at the level of about
Rs. 175 lakhs in spite of incrdments in the rates of stamp duty
and court fees. The forest revenue was also comparatively sta-
tionary at the average level of Rs. 75 lakhs. The Entertainment
Tax and the Betting Tax yielded nearly Rs. 20 lakhs during the
latter half of the period.

On the whole, the revenue position during these years was a
cause of anxtety to the Government. Sir Henry Lawrence, who
was reponsible for finance during the first six years of the period,
used to barp on this theme year by year in his budget speeches.
He used to attribute the entire blame for the sorry situation to the
inequity of the Meston Settlement under which Bombay had been
made to depend mainly npon inexpansive and even declining
revenues. Jt must, however, be pointed out that in some cases
the decline was the result of the deliberate adoption of the policy
of prohibition, which caused a fall of more than RBs. 50 lakhs
duzing 1925-29,

(B) During the next six years, 1930-31 to 193536, the
revenue was adversely affected by the world-wide economic de-
the ca:ur%g“}bﬁ e Eoguiaive Coml for s Crbienm paried 1 et &

i
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pression. In 1930-31 there was a drop of nearly Rs. 2 crores
from the 1929-30 level, and though the revenue recovered some-
what in the succeeding years. it continud to cause anxiety through-
out the period. Bombay had thus to face the characteristic prob-
lem of “depression finance” during the years 1930-35. It is, of
course, common knowledge that the provincial revenues are less
sensitive to cyclical changes of prices and incomes than the
central ones; but there is no reason to suppose that they are non-
responsive to these changes. Land Revenue is, obviously. the only
important revenue which shows inelasticity in spite of the severe
fail of prices and agricultural incomes. The excise revenne
declined by Rs. 1 crore in 1930-31, and though it recovered some-
what in subsequent years, it mever reached the pre-depression level
in spite of the adoption of a more liberal policy in excise adminis-
tration. The stamp revenue during the period was lower by
Re. 20 to 25 lakhs a year; the forest receipts which reached Re. 80
lakhs in 1929-30 fell to Hs. 52 lakhe in 1930-31 and remained
below Bs. 60 lakhs throughout the depression. These facts shaw
that at least three important Provincial revenues, Excise, Stamps
and Forests, showed “cycle-sensitivity” to a fairly high degree.

§ 5. Incregsing Expenditure: While, thus, the general revenues
exhibited a declining trend during the period, increasmg expendi-
ture under certain heads constituted the second factor in the
financial situation. In some instances. le.g., salaries and debt
charges) the additional expenditure was sanctioned evem before
the commencement of the Reformed Constitution; in the case of
others like the Famine Assignment and the Provincial Contribution,
the burden was imposed by the financial settlement under the
Act of 1919. The following accoumt will serve to give an idea
of the increase in public expenditure under the foregoing heads:

{(a) The Salary Bill: The question of revising the salaries
and allowances of Government servants arose as a consequence of
the phenomenal rise of prices during and after the Great War of
1914-18. The Calcutta Index Number (1914-100) reached the
highest level in 1920, when it stood at 202. In 1918 the Bombay
Government sanctioned war allowances costing nearly Re. 48 lakhs
annually, while scales of pay of certain services were also revised

_upon the recommendation of the Islington Commission on Public
Services. The Bombay Government felt, however. that the time
had arrived for reconsidering the scales of al} cadres of services
Imperial, Provincial as well as Subordinate, and for doing this it
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appeinted a Committee, upon whose recommendations enhanced
scales were sanctioned for the two latter cadres.

As a consequence, the Salary Bill of the Bombay Govern-
ment increased by about Rs. 3 crores over that of the year 1915-16.
{Table No. 10)

" TABLE NO. 10

INCREASED SALAR-Y BILL UNDER DIFFERENT CADRES
: IN 192122

' (Sourse: Bombay Budget, 1921-22)
" {In Lakhs of Rupees) '

- . . —
BB IR R
o & &
Z éj 5§¢o 3 ,§ | aeeE
1915-16 J 44,05 1,79.% H®2 35

_ };’2& 24,17 g:ﬁ ::"3;33 lf.':g }3.25

' The largest single increase was in the Police Department, in
which it was more than Rs. 50 lakhs. The figures given above
do not include two items of additional expenditure, viz., (i) an
increase of Rs. 41 lakhs in the temporary and provisional allow-
ances and (n) Rs. 46 lakhs on aceount of the revised scales of
pay for primary teachers. N

As these increments came into effect in 1921-22, they con-
stituted an enormous burden on the Provincial finances through-
out the period under review. This burden was realized by none
more acutely than by Sir Henry Lawrence who, in the course of
his budget speech for 1922-23 observed: “We have had to in-
crease the salaries of all Government servants. In the lowest
ranks, we have doubled the pay gnd allowances, for instance, to
policemen and school-masters. In the higher ranks we require
the officers to bear a large part of the loss, We have adjusted
compensation so that the subordinate services secure an improve-

_ment of pay of 50 to 70 per cent, the superior services of abont
30 per cent, while the most senior officers on the highest salaries
receive nothing whatever. The total of this additional allowance
has amounted to something over 3 crores, of which 214 crores
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‘went to the subordinate services, 30 lakhs to the Provincial seyvices,
and 30 lakhs to the All-India Services,”* :

The increased cost of government which resuited from this
revision of scales of pay and allowances became less and less
justified as, in the course of the Reform Period, the price-level
went down continuously, The Calcutta Index Number fell sharply
in 1921, and by 1929 it had reached the low level of 141. In
1930 there was again a sharp fall to 116.

During all these years the case for re-considering the scales
was obviously strong, but the question was not taken up seriously
till 1932, when it came under the searching review of the Thomas
Committee on the Re-organization of Government. That Com-
mittee recommended lower scales for Provincial and subordinate
services which were adopted in 1933. But the financial effect of
these revised scales was not very significant during the Reform
Period.

In the meanwhile there was a large increase in the pension
charges on account of the enhanced scales adopted in 1920. Thus
in the year 1921-22, the superannuation allowances and pensions
- amounted to Rs, 48.5 lakhs; in 1935-36, the figure was Rs. 1,27
lakhs, a net increase of Rs. 78.5 lakhs. S

(b) [Interest Charges: Increasing debt charges constituted
the second important increment of expenditure during the Reform
Period. Bombay started with the pre-Reform Irrigation debt of
Rs. 8,91 lakhs plus Rs. 3,16 lakhs of “ordinary debt” due to the
Government of India on account of the Provincial Loan Account.
This latter was re-lent to agriculturists, local bodies, Indian States,
etc., who paid interest to the Provincial Government. In 1920 the
Bombay Government borrowed some Rs. 9 crores at the abnor-
mally high rate of 615 per cent for the Bombay Development
Schemes (viz., Backbay Reclamation, Industrial Housing and
Suburban Development). A part of this loan was re-lent to the
three city Corporations, the Bombay Municipality, thesPort Trust,
and the Improvement Trust. Again, the Government undertook
projects of irrigation in the Deccan and in Sind involving capital
expenditure of the order of Rs. 30 crores. The following estimates
of these capital schemes were supplied by Sir Henry Lawrence
in his budget speech for the year 1922.23:

* Bombay Legnlative Coumcil Debates, Vol. V, p. #.
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(Rs. in Crores)
1. Irrigation:
Present Deccan Y 1
Present Sind 35
Future Decean - 25
Future Sind 165
, 300
Il. Bombay Development:
. Back Bay ' 85
Industrial Housmg 920

Suburbs 120

These latter estimates were later revised as follows:

Back Bay Rs. 6.33 crores.
Housmg Rs. 350 ”
‘Suburhs Rs. 300

By 1925 it was realised that all these schemes would be un-
remunerative; in the case of the firsi-named scheme, it was esti-
mated that if all work were closed down the loss would be nearly
Rs. 4.88 crores, while if it were proceeded with, the ultimate loss
would be nearly Rs. 3 crores. Owing to the extremely complicated
nature of accounting adopted in these years in connexion with
interest and debt charges, it is almost impossible to estimate the
tota] financial burden on the province entailed by these schemes
of developiment. According 10 an official calculation, in the ten
years from st April 1921 1o 31st March 193], the various schemes
undertaken by the Development Department cost Provincial
revenues a net amount of Rs. 7,18 lakhs.” During the subse-
quent years, 1931-32 to 1935-36, the annual net debit ‘on the
revenue account was a little more than Rs. 60 lakhs.

Besides the increased debit charges on account of the Bombay
Development Schemes, the Government’s investments on capital
projects in Irrigation, Forests, Civil Works, Agriculture, etc., alse
involved a considerable drain on the current revenues. The net
increase in “unavoidable charges” in respect of debt is shown in
Table No. 11.

4Ct, Financial Position of the Goverament of Bambay,
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TABLE NO. 11
INCREASE IN DEBT CHARGES
(In Lakhs of Rupees)

121.23 1985-3% Incresse

Debit charges deobited
mmm In-nu:}o k4 152 80

~ (C} Other items which involved large additional expenditure,
especially during the early part of the period, were Famine Relief
and the Provincial Contribution. Under the Devolution Rules
Bombay had to provide an annual assignment of Rs. 63.60 lakhs
for famine relief. In 1926 this sum was reduced to Rs. 33.6 lakhs
“ under certain conditions, and in 1927-28 it was fixed at Rs. 12
lakhs a year. The Provincial Contribution during the first four
years was Rs. 56 lakhs per year, and in the next two years it was
Rs. 34 lakhs and Rs. 28 lakhs respectively.



CHAPTER VI¥
ADDITIONAL TAXATION

§ 1. [Introductory: The need for fresh sources of taxation was
felt throughout the period which. for the purpose of the present
study may. be divided into two parts, viz,, (i)” 1921-22 to 1929-30
and (ii) 1930-31 to 1935-36. During the first period, the need
arose out of the adoption by the Government and by the Council of
two policies, one involving increasing expenditure, viz., compul-
sory primary education and the other, a substantial sacrifice of
revenue (prohibition). The necessity was recognised by the
Government and by the Council from the very beginning of the
Reformed Constitntion. In the first budget speech (1921-22),
the Finance Member, Sir George Curtis, stressed the necessity for
additional taxation in the interest of budget equilibrium. In the
Council Rao Bahadur R. R. Kale’s Resolution on Retrenchment
recommended to the Government to formulate “proposals for new
sources of remunerative taxation.” Such proposals were also
made by the Compulsory Education Committee (1922) and by the
Prohibition (Finance) Commitiee (1926) to_enable the financing
of their respective programmes. During the second part of the -
period (1930-35), the need for additional taxation arose out of
the. necessity for budgetary equilibrium which had been upset by
the enormous decline of revenue due largely to the world economic
depression. The actual measure of additiona} taxation during these
two periods are described below. '

§ 2. Additional Taxation During 1921.30: (a) The rates of
duty payable under the Indian Stamp Act were raised in 1922-23
for four years, and they were renewed year by year. The revenue
rcalised from the enhanced rates is obviously diffeult to calculate;
the official figure is Rs. 12 lakhs a year.! In 1926 another amend-
ment of the Stamp Act was passed which raised the duty on transfer
of property in the city of Bombay. This was calculated to bring
nearly Rs. 3 lakhs. On a rough estimate; therefore, we may take
Rs. 15 lakhs as the additional revenue from the enhanced rates of
duty under the Stamp Act.

(b) In 1922, the Court Fees Amendment Act was passed
and it continued in force for two years. This Act raised the rates
of court fees in vespect of suits above the value of Rs. 500. In

1“The Finaicial Pesition of Bombay,” p. 11.
- (er)
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1926 the amendment was re-introduced with the difference that the
enhanced rates were made applicable to suits of the wvalue of
Rs. 5,000 afld over. The revenue under this latter was about Rs. 6

lakhs.

(c) As regards new sources of taxation, the Government
exploited only two—the Entertainments Tax and the Betting Tax,
both being included in the Scheduled Taxes List. . The Entertain-
ment Tax was expressly imposed for financing Compulsery
Primary Education, but its yield fell much short of the liabilities
under the latter. The Betting Tax, though in itself a good
measure, could not be a very productive source. The yield under
the head “Scheduled Taxes” is given in Table No. 12.

TABLE NO. 12
SCHEDULED TAXES DURING 1922-30

 (Source: Bombay Budget, 1935-36)
~ (In Lakhs of Rupees)

192223 1934 125 192528 IM6T 192728 190829 9B
2.7 9.4 2.0 . 153 196 21.2 21.5 2.1

The three measures described above yielded an additional
sum of about Rs. 4 lakhs in 1929-30. It requires no expent
knowledge to reslise the hopeless inadequacy of these measures
to bring in sufficient revenue demanded by the situation. As
one locks back upon the record of these years ome is amazed
at the lack of a sense of realism displayed by the Government and
the Legislative Council in this respect. It should have been clear
to any one at that time that the policies in only two felds—
Education and Excise—would necessitate substantial additional
taxation. This should have been realized at least during the years
1926-29, which saw a series of deficits in the budget. 1f the
Government had had a clear view of the financial situation, they
would have ordered an expert inquiry in the field of provincial
taxation to supplement the [abours of the Indian Taxation Inquiry
Commitiee. The least that could have been done was to have
investigated the possibilities of some of the taxation measures
suggested by the Compulsory Education Committee (1921-22), the
Bombay Excise Committee {1922-23) and the Prohibition Finance
Committee (1926). For instance, the first-named Committee had
suggested, among other measures, succession duties, taxation of
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stock exchange transactions and taxation of agricultural incoines
The two latter Commitiees had also favoured the first and second
proposals and had suggested, in addition, an increase of local
fund ‘cess, an irrigation cess, etc. The other possible férma -of
taxation were sales taxes on particular commodities (p.g. -om
tobacco), a profession taw, a moter vehicles tax; etc. The last
namod tax had been referred to by Sir Henry Lawrence in his
budget speech for 1926-27 but it was not worked out tili 1935-36.
The Government, however, ;considered only one of the f i

measures, vis., the succession duties, and prepared a bill for imv
poeing these duties in 1927. Thjs hmly-pmpamd measure ‘wes
thtown out by the Council. o

33 Additional Taxation During the Depre.ssion: The pro.blelg
of taxation presented itself once again during the depression years,
1930-36. This time additional revenue had to be raised urgently in
order 1o restore budgetary equilibrium. As already pointed out, the
actuals of the year 1930-31 showed an enormous deficit, and the
Government was faced with the problem of balancing the budget
by additional taxation on the one hand and retrenchment on the
other. The following measures of additional taxation were pnneﬂ
during the period 1930-31: .

- (i) (a) Government raised the motor registration and
licente : fees® which they were collecting under the rule-maki
powers conferred by the Indian Motor Vehicles Act. The en-
hanced fees brought in an additional revenue of nearly Re. 10
lakhs a year. Some years later, the Provincial Government'’s
powers in regard to the levy of such fees were gquestioned, and
they bad to be legalised by means of an amendment (1935) 1o
the Indian Motor Vehicles Act. (b} The Government amplified
the Bombay Betting Tax of 1925 and introduced the so-c;lld
“Boakies’ Tax.”

(ii) 1932.33: The Fimnee Act of the year contained thé
following: (a)} The Electricity Duty:* Under this, provision was
made for the levy of a surcharge on the consumption of electrical
energy for lights and fans to be collected from the supplier
Exemption was granted to Government, industries, tramway com-
panies, railways and local authorities hospitals, and 6 consumers

receipts under Pobice™ i fi IMI;
nmeg?:mwulmsrmmmwm':&'w, liaseous Do
| reiigctipts from the Elsciricity duty were shown under “XXXV, w
m‘nmss-uulm_‘

L P F-7



o0 Bouaay Fivance, 1921-1946

of less than 12 units a month, The reveune estimate was Ra. 12
lakhs & year; the actual yield, however, averaged Rs, 8.8 lakhs
during 1932-36. During the Council dlscussmns, complamm were
made that the duty would adversely affect “progress,” and that
it would fall heavily upon the poorer sections of the urban popula-
tion; it was even suggested that it would induce the users of
electricity to go back to oil! (b) The second part of the Finance
Act related to court fees. Under it provision was made for the
enhancement of court fees in respect of suis above Rs. 1,000,
It was pointed out by some members that the enhanced rates
would adversely mffect the poor agricultural litigant; hence, the
Select Committee proposed to keep the rates on suits from Rs.1,000
to Rs. 10,000 as before. The Government, however, kept the rates
as proposed. The additional yield was expected to be Rs. 3 lakhs.
{c) A proposal was made in the original bill to levy a stamp
duty on forward transactions in the commodity markets and in
the Stock-Exchange. The Select Committee, however, opined that
the practical difficulties of administration were very great and the
proposal was abandoned. (d)} Provision was made to enhance
the stamp duties on the transfer of property in the cities of Poona,
Ahmedabad and Karachi. It was estimated that the additionat
revenue would amount to a lakh of Tupees.

© {iil) 1933.34: (a) The Finance Act of 1932 was renewed
and the following additionsl measures were passed: The Bombay
(Dlstnct) Tobacco Act. Under this 2 licence fee on the sale of
tobaceo in the Presidency (other than the city of Bombay) was
imposed. This yielded Rs. 5 lakhs during the first two years, and
tiearly half the amount subsequently. Tobacco imported into the
town of Bombay was subjected to an enhanced duty (from Rs. 7/8
to Rs. 30 per maund) under an amendment (1932) to the Bombay
Fobacco (Town of Bombay) Act. ' The receipts from this measure
were, however, handed over to the Bombay Corporation in order
to enable it to bear the increased liabilities on account of the
amalgamation of the Bombay Improvement Trust with it.t (b}
Secondly, additionsl revenue was obtained from Tolls.® This
form of impost has an interesting lustory As the Honourable
Khan Babadur D. B. Cooper‘ pointed oot in 1935, the toll system
was applied to Bombay in 1864 under the Government of India
Act of 1851. Since that time tolls have been a source of provin-

7 ¢ Receipts upder these duties were shown under XXXV, Miscellaspous™ fil

* Recelpts fn-.'wn- were shown unter 300X, Civil Works” I 1986-37.
o 6-37.
Owaacil Dibares, Voi, 3 (g Re1 g0 oo Bl (19%5). -Bombay Legilsti
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cial and local revenne. In 1908, however, due to. the numerous
complaints raised against the system, the Government announn:s
the policy of gradually abolishing the tolls, a policy which was
pursued up to 1914 with such thoroughness that tolls on all
Provincial roads were abolished. In 1922, however, some of the
tolls on Provincial roads were reimposed for the maintenance of
roads. In the year 1933 the Government proposed to increase the
revenue from this source. In this they were gmded by the follow-
ing ohervauons of the Thomas Commuittes: -~

‘?In reviewing the revenue of the deparhmnt (Public Works)
we notice that a sum of Rs. 915 lakhs is realized from the receipts
from tolls on Provincial roads. We are aware that it has been
the general policy of Government gradually to reduce the number
of places at which tolls are levied, but we are very doubtful
whether the pursusnce of this policy is justifiable in existing
financial conditions. Tolls may be,  and doubtless are, annoying
to the travelling publie, but they are undoubtedly one of the
fairest forms of taxation, since they fall exclusively upon those
who are making use of the facilities in respect of which they :are
charged. It has been argued that taxation of motor transport is
already so high that it would be unjustifiable to increase it; if
this argument is &orrect it can be ‘met by the reduction of such
taxation' in other directions, but should not be met by a method
which involves the exemption of 4ll other classes of trafic also.
We consider that Government should regard tolls as & regular and
Jegitimate source of revenue and that ents should at once
be brought into force to. increase the tolls le'vted on P{rovmcml roads
by at least one lakh of rupees™

- Upon this recommmendation the Gowmt re-mposed certain
tolls and set up nelr ones on certain Provineial roads in 1938. In
the next year:the' Government :modified the system in the direc-
tion  of uniformity and simplicity. The net additional revenue
derived from mlls ra‘.nged ﬁ-om Rs. 71;0 3hkhs aiyear durmg
193&36 - RTIET

The, new ol system was nnpopuluf from the very start.’ M
a soyrce of revenue it was not 'so free from objections as the
Thomas Committee believed. In a country ' like ' India where
transport facilities from the rural to the urban centres gre ‘{I1-
developed, anything that hinders free trafic is bound to have
adverse economic effects. Again, there was a&ne reason to believe
thay the incidence of the tolls was greater on the rural peasantry
—_———

'Wﬂ&,MMﬂMdm.m,““
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ready hard hit by'the agricultural depreseion than upén- the city
sliers travelling in private cars. Such a statement, hewever,
most be made guardedly, as there are no statistics available regard-
ing the incidence of tolls on' different types of vehicles. This
fact was complained against by Mr. J. B. Greaves, the representative
.of the Hombay Chamber uf Commerce in- the Legn!at!ve Coungil.

. Another objectionable feature. of the tolls. was the farming
system adopted for their collection. The system of farming out
Fevenue to the highest bidder has been generally regarded as
vicious; in a country of illiterate masses, it tends to become all
the more pernicious. In the case of tolls the contractors were
known to charge much higher rates than they were entitled to;
numerous complaints regarding their excessive exactions had been
made from time to time.

It wonld appear that the Government had early reslised the
objectionsble character of the toils. In October 1933, - Sir
Rustorn Vakil, Member for Local Self-Government, convened a
conference in which the question of -their abolition and the sub-
stitution of a compound tax on motor vehicles was discussed. The
immediete abolition of tolls, however, would have involved a
financial loas which the Government could ill-afford to bear under
the -circamstances. In .course of time, however, the Government
prepared a scheme for the abolition .of tollsmdthemponuon of
a Provincial tax on mator vohicles.

(iv) 193536: The Motor Vehicles Tax Bill introduced by
Xhan Bahadur Cooper in March 1935 was based upon the mccepted
principles that the multifarions forms of Provincial and local
Javies om metor vehicles should be subetituted by a consolidated
tax. This principle was vecognised by the Indian Road Develop-
ment Commitiee of 1928, s applicability 10 the province of
Bombay was obvious and urgent; for, here, the motor vehicles

were subject to namerous imposts like registration and Jlicence
fees, tolls, municipal wheel taxes, etc. The present bill proposed
to abolish al} these levies; the local bodies were to be compensated
for their loss of wheel taxes and tolls; and a consolidated tax
qn motor vehicles was to be imposed. The bill, however, met with
o.ps;dcrable opposition from the representatives of Local Boards
”d Municipalities, who complained that the Government were

one of the mgpt fruitful sources of revenue from them.® As
a result of this opposition this bill was dropped.

PUSRLI R, s Ry B sy~ B iy "'md. e,""p.n" i
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In September 1935 a less comprebensive measure Was pro-
pmdmdputupontbe statute book. This was the
Motor Vehicles Aet (1935), which, while abolishing the to s,
retained the municipal wheel tax. It also lowered the registra-
tion and licence fees leviable under the Indian Motor Vehicles
Act. The rates of tax .under the Bombay Act were different for
motor cycles, motor cars used for transport of goods, motor cars
plying for hire and wsed. for the transport of passenger, etc. In
each case the tax rate varied mordmg!owelght of goods and
the number of pamgen.

t L.,'t

Omoilhepmeeednofthe re\venue,the loenlbodiesrm
paid compensation for the loss of the revenue from tolls. It was
also provided that if the proceeds exceeded Rs. 26.57 lnkhq. the
excess should be emtered into a separate fund which should be
utilized for the comstruction, improvement and maintenance of.
roads, The Act came into foroe on the.lst of April, 1936..

From the sccount: givew above, & rough 'ealculation -of the
amount of additional revenue obtained during 1930-36 may be-
made. Jt is estimated that in the year 1935.36, the additional s
burden over that in 1929-30, was as follows:.

Lakhs of Rupees’

1. Moter Roglstnﬁon and Licence Fees 10
2. Tolls N L
3. Electricity Duty B
4. Bookies’ Tax gg
5. Enhanced Court Fees _
6, " Stamp Duties
7. Tobaseo Duties

R

© The comribtitmn of’ these measum towards the mtorahon
of budget equilibrium was obvicusly véry insignificant. The
Tobacco Duty was fairly productive, but its proceeds went to the
Bombay Municipality. The objectionable character of the tolls
was realised early and they were abolished in 1936-37. 2
Motor Vehicle Tax proved a fruitful source of revenue.but it was
imposed in the last year of the period. l'ﬁe E]ectnclty Duty anﬂ "
Motor Registration and Licence Fees together brought in nearly
Rs. 20 lakhs, but this sum wes.quite: insignifieant: -compared to' the
mqnimde of the budget deficit.
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§ 4. Conclusions pn Tax Policy (1921-35): From the foregoing
account one is forced to conclude that the Reform Period was
characterised by a surprising lack of inventiveness in: the field of
taxation. This was partly explained by the fact that the Meston
Settlement had considerably narrowed the field of Provincial taxa.
tion by diverting a large portion of 1axable income to the Central
Exchequer. Bombay was making a large “indirect” contribution to
the Central revenue in the form of the income-tax, customs duties,
and excise duties, and this undoubtedly made it dificult to impoee
additional taxation, as Sir Henry Lawrence used to point om
frequently in the course of his budget speeches. But even under
the Meston Settlement there was some scope for fresh taxation on
those productive classes which, as the Taxation Inquiry Committee
had shown, escaped their share of the fiscal burden. For instance,
the small traders and substantial landlords could have been made
_ to contribute 'to the Provincial revenues through selectne ules
taxes, the agricultural income 1ax, etc.

- There was another reason for the absemoe of important new
taxes. It was widely held that Bombay was the most highly
taxed Province, and that any further taxation would be detrimental
to the productive capacity and the standard of life of its people.
In his Budget Speech for 1927-28, Sir Chunilal Mehta gave the
following figures of per capits revenue in the major provinces
calculated upon the basis of the actual of 1924-25: Bombay:
Rs. 7.4, Madras: Rs. 3.8, Beugal: Rs. 2.2, Umted Provmoes Rs. 2.7,
Punjab: Rs. 5.6.

Such a comparison is, of course, quite me‘axiingless. If at all
any significance attaches to inter-Provincial comparisons, it is 1o
the proportion between total income of the Province and the total
amount of taxation. Even such comparisons have & limited signifi-
. cance. In truth, the part of the total income which the govern-
ment of a political unit may slice off for general public purposes
depends upon a variety of factors, none of which are statistically
measureable. In technical language, the “optimum™ of finance of
each political unit differs according to the economic and social
environment, the standard of Imng. the distribution of income,
and so on. Each political unit, therefom, ought to attempt to
adjust its financial operations to such an “optimum” as- best it
can. In this adjustment, the levels of finance obtaining elsewhere
liave a very limited relevance.

We are, forced to the following conclusions: that dunng the
penod 1921-1936, there was an undoubted need for fresh preduc-
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tive taxes; but that both the Government and the Legislature
shirked their duty of finding out fresh taxes to make good the
loss on account of the decline of the old ones; that fresh taxation
was not altogether precluded by the financial settlement of the
Reforms; but that it undoubtedly rendered the problem difficnlt
by diverting a large portion of taxable revenue to the Central,
Exchequer.



~ CHAPTER VI

§ 1. Introduictory: Retrenchment in governmental expenditure is
of two types: firstly, it consists of temporary cuts in expenditure
with a view to attaining a balanced budget and secondly, it is of
the nature of permanent reduction in “the cost of government” by
means of reorganisation of the governmental machinery with s
view 10 avoiding waste and superfluity in every branch of adminis-
tration. The former type involves certain comparstively simple
budgetary adjustments; the latter necessitates a continuous scrutiny
of governmental expenditure and sdministrative machinery. As
a rule the latter aspect of economy tends to be obscured by the
former, and this was what happened during the. period under
review,

During these years the problem of retrenchment presented
itself on several occasions. During the initial years of the Reform
period, this problem arose in almest all Provinces as well as at
the Centre, and several Retrenchment Commitiees were appointed
to suggest measures of economy. This initial economy drive was
the sproduct of temp%;a_rr budgetary difficulties arising out of the

- depression and éut 'pf the financial settlement under the Act
Eﬁ:’l&s\lﬁ'sﬁ e _;-:y'ears, upto 1930, the problem of retrench-

‘was not one of) fasking budgetary adjustments, but one of
reledsing” weoney for the purpose of expanding social services in
certath itspoytant directions. In the depression period (1930.35)
the problem again presented itself in an acute form; this time it
was largely a question of temporarily cutting down expenditure
for the sake of balancing the budget. :

§ 2. Retrenchment (1921-30): In Bombay the refrenchment
drive was initiated in the very first budget session (February-
March, 1921) of the Legislative Council when Sir George Curtis,
Finance Member, asked for a grant for the appointment of a Re-
trenchment Officer to examine office establishments and to suggest
economies. In the same session Rao Bahadur R. R. Kale moved
a resolution for the appointment of a Retrenchment Committee to
examine the whole question of economy in governmental expend-
iture. In accordance with this resolution a Retrenchment Com-
mittee was appointed with Raoc Bahadur Sathe {later Mr. C. M.
Gandhi) as chairman, and its report was published in 1923. The
[ee]
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Committee suggested direct retrenchment of the: order of Rs. 873§
lakhs, exclusive of certain indirect and ultimate economies to
which their recommendations were calculated to lead. :

. In the budget session of February-March, 1922, ‘when "the
Government put forward proposals for raising the duties levied
under the Stamp Act and the Court Fees Act, the Council expressed
itse)f very strongly on the Government’s inability to cut down ex-
penditure sufficiently, and threw out the taxation measures. Ulu-
mately the Council agréed to them upon an assurance
givén by the Government that &:ﬂs expenditure estimates would’
be‘cut"do'wn by Rs. 60 lakhs.  ~ ~ - I -

... Tn the budget speech of Februasy 1923 the Finance Member,
Sir Henry Lawrence, declared that the retrenchment of Rs. 60
lakhs promised in the previons year was fully effected, and that
further economies to the extent of nearly Rs. 38 lakhs had been
brought into force by reducing establishments in various depart-
ments., ! BRI S i PN : ‘

Later, in 1927, a certain amount of saving was effected as =
result of an inquiry into departmental expenditures undertaken
by Mr. Shillidy. A similar inquiry was made with reference to
expenditure of the Public Works Department by Mr. P. G. Shah.

It is not possible for a non-official investigator to estimate
the total amount of retrenchment effected during these years, or to
calculate what part of it was of the nature of postponement of
expenditure and what part represented permanent economy in
administration. Nor is it easy to say how the total saving was
distributed over the several departments. The official publication
entitted The Financial Position of the CGovernment of Bombay
(page 15) states that total retrenchment was Rs. 63 lakhs. It
appears {rom the Review of Administration compiled in 1932 that
the retrenchment affected almost all departments, and particularly,
Land Revenue, Geperal Administration, and Public Works
Departments. ,

As one looks back upon the financial ewents of these years,
one ‘feels that the Government postponed from year to year the
essential problem of effective retrenchment so as to reduce the cost,
of government. Here again, it should have been clear to the
members of the executive government and of the Couneil that the
financial situation demanded something much more drastic in the
way of retrenchment than was attempted in these years. The
problegs was mot ene ‘of cutting down expenditure heré and there



98 ' BouBay Finance, 1921.1946

s0 as 1o present & balanced budget. The problem, rather, was to
release & vast amount. of money for financing policies which the
Government and the Council had accepted. This would have neces-
sitated certain fundamental end drastic steps in the direction of
re-organizing the Governmental machinery. In other words, the
problem should have been approached from the point of view of
reducing the “cost of government,” particularly in respect of the
“primary functions” such as General Administration, Police, ete.
That the cost of adminisiration was comparatively high in Bombay
as compared with other provinces was generally recognised; but
from the figures supplied by the Government itself it does not
appear that any significant reduction was made in this regard
dunng these years. F:gum in T:ble No. 13 may be of :ntemt
in -this connexion.

TABLE No. 13
' EXPENDITURE ON PRIMARY FUNCTIONS DURING -
| © 19211930 N
:(Source: Bombay _Budget, 1935-36):
(In Lakhs of Rupees).

iy
afl

Departmend
1921-22
1969-%0
p.:aan =)
Incr

1 .
Adaimistration !!.H 192.2 ~1.2
2 Caudcoheam(huh. T S
| S
led %s 90,7 - i +14
3 1 1229 —~138
;. m:ud Cnnm Sewln-n SI.!I z’;; LR E;;
h L1 .
LS and h'hlhc 22.5 12y
7. Ciwil th 1143 108 —3.3
' i X 6729.00 -—20.6

These figures show a small decrease in expenditure, but if
account is taken of the increased cost of educational administra-
tion due to revised scales of pay for primary teachers, the saving
would appear to be quite normal.

The reason whydunng lbeperio&tmdermviewthmwuno
effective economy is quite obvious. It is that our public expend-
iture is Jargely dominated by one factor, viz., the salaries of public
oenrants. and this factor remained untouched dt.n'ing all these years.
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The high scales of pay and allowance sanctioned in 1920 when
the price index was at 202 were maintained throughout the period,
although in later years the price-level declined significantly. The
fundamental fact thas there can be no permanent and effective
economy in governmental expenditure without affecting the salaries
of public servants was not fully realized during these years. This
fact was appreciated by the Fhomas Committee on the Reorganize-
tion of Government {1932); but iz should have been clear to any
one, even without expert knowledge of finance, who watched the
events during all these years. By 1926 the price-leve]l had fallen
sufficiently to justify a thorough-going revision of the scales of
pay in all Provincial and Subordinate services. If this had been
effected, the Government would have released large resources for
its ameliorative activities and earned the gratitude 'of future
generations.

§ 3. Retrenchment During the Depression (1930-36): The prob-
lem of retrenchment arose once again in an scute form during the
depression. This time it was largely a temporary problem, neces-
sitating re-adjustments in expenditure and revenue in order to
attain budget equilibrium. In magnitude. however. the problem
was immense; the decline of revenue in the first depression year,'
1930-31, was nearly Rs. 2 crores. and the deficit as revealed by
actuals was Rs. 179 lakhs! Retrenchment necessitated by a
budgetary disequilibrivm of this magnitude was necessarily drastic,
The following is a record of the Government's action in this field:

In the budget for 1931-32 the Finance Member announced a
ent of Rs, 39 lskhs which mainly affected Civil Works (12.7),
Education (9) and Public Health and Medical Departments (5.3).
The Education cut was in the form of a 5 per cent reduction in
the grants to local bodies for primary education. o o

Very soon 2 Retrenchment Committee under the chaitman-
ship of Sir Rustorn Vakil was appointed. In the ad interim report
(July 1932) of the Committee, certasin immediately realizable
economies were suggested for the purpose of mesting the budget
deficit of Rs. 60 lakhs. These suggestions related to the abandon-
ment or postponement of certain schemes of the Public Works
Department. reduction in the number of Executive Councillors and "
Ministers, cut in the primary education grants to local bodies, and"
scaling down of the salaries of public servants. On the last point
all members of the Committee were agreed, though there were
differences of opinion regarding the degree of reduction which
should be made applicable to the different cadres of service, -
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% n their final repert & number of permaneat reductions in estab-
lishment were suggested. The Committee, however, confessed to an
ipability to recommend any thorough reorganizstion of the
Governmental machinery with a ¥iew to economy. Still, upom its
recommendations the Government 'was able to effect large economies
in etpend:mre According to The Financial Position of the Govern-

oj Bombay, the fellowing retrenchments were eﬂemd ‘

K. Takhs’
i1 Recommendations m-de in the ad interim . _
Report of the Retrenchment Committee .., ,.@], ﬂ
2. Recommendations of the final Report of the 4,
Retrenchment Committee: o 5,7,,
3. Action taken independently by Govm\me,nt 40 4
1,58

The total figure given by the Finance Member in his budget
speech for 1932-33 was, bowever, only Rs. 137 lakhs, distributed
among: Irrigation (16); Civil Works (31); General Administra-
tion (19);: and Education (27). This includes the cut of 10 per
cent in the salaries of public servants, for eﬂ'ectmg \vlmh an Act
of Parliament had been passed. . _

The foregoing measures of econgmy were Iargely of a tam—
porary character. According to the t?leorgnmzatmn Committee:
“The major portion of this reduction... has been effected to meet
the emergency by means which obviously cannot ‘be eontinued
indeﬁnitely. such as the temporary out i pay, the reduction in
the repair grants for Imgatum and €Civil Works, the reduetion ‘of
grants to local bodies for primary eduecation, ete. The reduchons
of this nature amount to about 78 lakhs.” . - e

++ In spite of these redncnonsthebudgetconunuedtnexhblta
deficit. It was, therefore, felt by the Goverument that something
more drastic must be attempted if budget equilibrium was to be.
achieved. For that purpose the Reorganization Committee, with
Mr. G. A. Thomas as clmrman, was appointed in July 1932.
The Committee was asked “to make recommendations for the more
eficient organization of the whale machmery of Government, and
for effecting all possible reductivns in the expeénditure controlled
by the Government of Bombny, having regard to the present ar

prospective fivancial position, and the prospect of the develop-

ment of Provincial autoncmy in the near future..,.The Govern-
ment desire to make it clear that the mere pnming of expenditure
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is not tlmr sole purpose in appointing this Committee. Sometlulg
on broader lines is now required. They desire that in addition to
securing the maximum reduction of cost consistent with efficiency,
the Committee should examine how far adjustments are desirable
in the machinery of Government, in the inler-relations of its com»
ponent perts, and in the relations with local bodies and othwi
organizations, in order to ensure that each branch of the orgamn-
tion shall be go designed as beat to fulfil its purpose and to penmt
steady development in the future,”?

The report of the Thomas Cmiﬁoe is the most represent-
ative document of “depression finance.” Though the Committee’s
principal task was the overhauling of the entire governmental
machinery, it paid 4 good deal of attention to the temporary
problem of budget balancing. Though it is not possible to discuss
all the problems raised by the report, certain ugmﬁunt financial
recommendations may be mentioned.

Among these, .perhapa the most important was that whnch‘
related to the pay, allowances, pensions and other matters cope
nected with the public services. On this question the Committee’s
attitude was characterised by unusual sanity. It felt that the
rates of pay for public servants in this country were higher tham
what were neceasary o obtain men of the right stamp. The
Committee quoted the following obeervation of the Ialingtom
Commission with approval: “To set in India for the public
services a standard of remuneration which is in excess of what is
roquired to obtain suitable Indian officers -is to impose for all
times on the country a burden which she ought not to bear.”
Though the Committee cowid not bring under their purview: the
question of the pay and allowances of the All-India Services. it
found that without reference to that question, the problem of Pre-
vincial services could not be bandled. For, “it is a fact that
camnot be pgainsaid that the scales of pay for the Provincial
Servioss have always borne a defimite relation to those of the Alk
India Services. .. .We believe that an undue inflation of the basic
pay of the All-India Services is reflected right through every
branch of the administration frem the superior Provincial Services
down to the subordinate establishments, with the result that s
artificially high standard of living has been created.”?

The Commnttve then procecded to recommsend lom ccalq
for Provincial Services and the constitution of a Subordinse

;w of the Committor o0, he Reorgasisation “-W“" 1982, vo- ,l.;'
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Service. Tt also suggesled ‘reductions in spem’l pny, allowlmes |
hnd pensions,

The Committee made a large number of other mommenda
tions, the total financial effect of which was a betterment of about
Re. 2 crores. This sum was classified by the Government as

fallows:®
o " Ro. Lakhe
(a) Savings on pay and pensions: 82 -

(b) Savings dependemt upon the sanction of the:
“Secretary of State or the Government of India = 20-

(c) Savings dependent upon the eﬂ'orts of local bodles 3B,

{d) Betterment which is within the power of the loell
Government and Legislature to sevure in the -
near future 60

Group (a) consisted of an estimated uving of Rs. 57 lakhs
in pay, owing to the introduction of revised scales, of Rs. 815
lakhs in pension charges, and Ra. 15 lakhs due 10 reduced grants
to local bodies in view of the reduction in the pay of primary
wehool teachers. As regards (b) the Government could not
definitely estimate the actual realizable saving, since it depended
upon the sanction of higher authorities.:” The category (c) related
to the savings whieh could be effected by reducing the Government’s
contributions to Local Authorities, which, the report suggested,
should increase their resources by raising the Local Fund Cess,
and by impossing a professional tax and tolls. Group (d) was
divisible into Rs. 20 lakhs of additional revenne and Rs. 40 lakhs
of reduction of expenditure. The former consisted of such pro-
posals as the increase in registration fees, the remeoval of the
exemptions in the entertainment duty, the re-introduction (of the
stamp duty on cheques, tolls, and the increase of fees in the Govern-
ment colleges. The saving of Rs. 40 lakhs consisted of reduction
in various types of allowances, reduction in the number of peons,
transfer of the Government secondary schools to non:official
agencies, the closure of the Agneultural and Vetermny Culleges.
and the Schools of Art.

In 1934 the Government issued o' statement fegnrding the
action taken on the recommendations of the Thomas Compmittee.
The most important point in this connexion was'tlie"udoj)tic-n' of

’ Y . ol
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revised scales of pay for Provincial and Subordinate Services
(excepting the Judicial Services), and for clerical establishments
in the city of Bombay. As a result of thiz action an ultimate
saving of nearly Rs. 34 lakhs & year was anticipated. The Govern-
ment also gave effect to certain recommendations regarding the
reduction of allowances involving an immediate saving of nearly
Rs. 414 lakhs, and an ultimate saving of nearly Rs. 534 lakhs.
In the Department of Education, while the Government could not

the general policy of closing down the Government Arts
Colleges, they closed the Deccan College at the end of the academic
vear 1933-34; in the arts and professional colleges, fees paid
by students coming from Indian States and other Provinces were
raised. The Government also gave effect to several minor retrench-
ments suggested by the Thomas Committee. They also adopted
fwo important revenue measures recommended by the Committee,
viz., maising the tolls on provincial roads (Rs. 7 lakhs), and
enhancing the charges for the registration and copying of docu-
ments (Rs. 48 lakhs). According to the calculations of the
Financial Secretary, the total financial betterment as a result of
the effect given to the Thomas Committee’s recommendations was
Rs. 23.84 lakbs for the year 1933-34, while an ultimate saving of
nearly Rs. 75.86 lakhs was expected in the years to come,

The foregoing measures of retrenchment undoubtedly served
the immediate purpose of restoring budget equilibrium. The 1934-
35 budget was a balanced one, and, though the Budget Estimate
of 1935-36 showed a small deficit, the actuals revealed a revenue
surplus of Rs, 43 lakhs. It must, however, be pointed out that a
good part of the retrenchment effected during these years was of
the nature of temporary cuts (e. g, 10 per cent reduction in
salaries, and 5 per cent to 1915 per cent cuts in education grants
to Local Bodies) which could not be maintained indefinitely.
Perhaps the only important permanent saving was that due to
revised scales of pay and allowances adopted in 1933-34.

The retrenchment policy of the period raises a large issue in
what may be called “depression finance.” While the success
attained by the policy in restoring budget equilibrium may be
recognised, one may well ask whether in a depression period, year--
to-year budget balancing is a desirable ideal. Theorists bave
almost unanimously condemned the policy of ruthless retrench-
ment since it inevitably tends to deepen the economic depression
by discouraging current consumption and investment. It -is
belfeved that during a depression the ideal of anmual  budget
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tulancing should be given up, and that governmental finance
should be based on “deficit budgetting.” Such a policy would
Jead to long-range planning of the budget, with a view to accumu-
lating surpluses in the period of prosperity, which could: be used
for meeting budget deficits during: years of depression. This
question is of grest importance and it has been discussed et the
¢nd in connexion with the futare financial policy.* .

-'!:'*'!hmﬂriﬁo-h--? this question i the fellowing: srtiches:
(i) “The Optimum of . of Econemics, July 1989).
. s;ﬁ)‘wrmdﬁgMW' {Indian Journal of



CHAPTER IX
DEVELéPMENTAL EXPENDITURE UNDER THE REFORMS

§ 1. The Progress of Social Services Under the Reforms: Under
the Government of India Act of 1919 most of what are called
“nation-building depsrtments” were handed over to popular
ministers in charge of “transferred departments.” Most of these
departments constituted the so-called “Social Services” like Educa-
tion, Medical and Public Health, Agricuiture and Co-operation,
etc., whose extension was accepted as an ideal of financial policy
by the Government as well as by the Legislative Council. But the
net resvits achieved during the Reform period were not such as to
redound to the credit of those who were in charge of ‘administra-
tion and finance in this Province. The total expenditure on the
“developmental” departments increased somewhat during the first
nine years, but during the depression it was cut down to the
original level.

TABLE NO. 14
- (Source: Bombay Budget)
(Lakhs of Rupees)

1922 1929-30 | 193595
1. Education TR 2,06.2 Y
2, Medica) " 1.3 ]
PEEm. [ i it
5. Industries 27 Y 42;
: Total 2,580 3,064 2,68.

L]
In this respect the record of provinces like Madras and the

Punjab was more noteworthy.

A

(i) In the Medical and Public Health Departments we find
that the expenditure increased by about Rs. 8 lakhs in the period
1921.30, but that it decreased by about Rs. 4 lakhs in the depres-
sion period. During the whole period, one scarcely finds any
bold programme of expansion, though, obviously, there was
much scope for beneficial activity in these fields. In this connec-
tion the “Review of Administration™ relating to the Public Health
and Medical Departments makes interesting readmg It gives a
summary of reforms, developments and economies wherein paltry
administrative improvements are ehumerated. Among others, this

I F. F—8 [ 105 ]
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list includes “the reconstitation of the Bombay Medical Service
into two classes, the appointment of a Lay Secretary for Hospital
Administration, the unification of the supply arrangements for the
hospitals included in the J. J. Group in Bombay, the revision of
the rules for the levy of fees in Government and state-aided
hospitals and dispensaries so as to ensure that non-indigent people
who take adventage of the facilities provided by these institutions
pay a moderate charge for them, the taking over by the Govern-
ment of the management of the nursing arrangements at the Cama
and Albless Hospitals and of the training school for nurses of the
hospital™ .. .and 30 on. But at the same time it is admitted that
“from the broad view-point, the medical organization of the
presidency is defective,” since, “being a hospital organization it is
incapable of serving the needs of the rural population.”? Similarly,
it said that “the public health administration in this Presidency is
still in an undeveloped stage. In most of the Provinces of India
and in countries outside India the tendency is to develop a Govern-
ment public health service. In this Province the policy is to
induce local bodies everywhere 1o provide themselves with medical
officers of health recruited from among general practitioners.
But scarcely any progress has been made in rural areas,”*

An important item, viz., the starting of a school for Tropical
Medicine was abandoned early in the Reform period due to
financial stringency. (ii) The Department of Agriculture under-
took & number of research schemes during the period under
review, but imany of them were carried out at the instance and
expense of other bodies such as the Sir David Sassoon Trust Fund.
the Imperial Council of Agricultural Research and the Indian
Central Cotton Committee. (iii}) The expengiture of the Depart-
ment of Industries remained at a low level throughout the period.
The functions of this department, as suggested by the Bombay
Industries Committee (1920-27) included such important services
as the supply of industrial and -commercial intelligence, technieal
advice to cottage industries and small organized industries, indus-
trial education and industrial surveys. As, however, the Reorgani-
zation Committees pointed out, the provision for the department
was so small that it could do little service in these fields. The
Committee, therefore, advocated its abolition! (iv) Education:
{a) Primary Education: At the very commencement of the
Reforms the Government and the Council sccepted the ideal of
I e

*Ihid., p. 29,
2 Ibid., p. 5.
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free and compulsory primary education. At the instance of the
first Education Minister, the Hon. Dr. {now Sir} R. P. Paranjapye,
the Government appointed the Compulsory Education Committee
under the chairmanship of the Hon. Sir N. G. Chandavarkar to
“consider and report on the desirability and practicability of
introducing free and compulsory education in municipal and rural
areas of the Presidency (including Sind, but excluding Bombay
City.” The Committee was asked to work out a definite pro-
gramme of extension of compulsory education, to assess its cost
end to suggest hinancial measures for meeting it. In their Report
(1922) the Committee surveyed the existing organization of
primary education in the Province and pointed out how it was
more costly as well as more efficient than that in other Provinces.
The Committee was agreed as regards the general desirability of
introducing compulsory primary education for boys and girls
within the age-group of five to ten years. They pointed out,
however, that conditions of practicability were different in dif-
ferent regions. In Maharashtra and Karmatak, the people were
generally in favour of compulsion; but in Gujarat and in Sind,
conditions were not so propitious, so that a good deal of caution
was necessary while introducing the principle of compulzsion in
these latter areas. Again, difficulties would have to be faced in
applying compulsion to girls, especially ir rural areas.

The Committee chalked out a programme of extension of
compulsory education spread over ten years. In the case of
municipal areas, their proposal was to bring all boys within the
sphere of compulsion in five years; in the case of non-city
municipalities and villages, the programme would be spread over
seven years. At the end of ten years it was expected that the total
attendance of boys would increase by 5 lakhs, and that 80 per cent
of the boys of school-going age would be brought within the
sphere of compulsion. In the case of girls thé experiment should
be tried first in municipal areas, and then gradually in rural
areas as conditions permit. As regards the cost of the programme
of compulsory education, the Committee estimated that it would
reach &8 maximum level in the seventh year, after which it would
fal! slightly, as shown in Table No. 15.

The Committee thus envisaged that at the end of the ten-year
period, the municipalities would be spending nearly as much
again as they spent in 1921-22, that the District Local Board ex-
penditure would be more than trebled, and that the Government
would be called upon to spend nearly Rs. 2 crores out of provin-
0131{ revenues on primary education.
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As regards the actual measures, we may note that provision.
for compulsory primary education had been made by the
Bombay Primary Education Act of 1920. The former applied
to Municipalities, but as it was a permissive Act, omly four
municipalities had taken advantage of it. The latter was applic-
able to the City of Bombay in which it was adopted in certain
wards. The Primary Education Act of 1923 was a more com
prehensive measure, covering the whole Presidency except the City
‘of Bombay. The preamble to the Act declared the policy of the
Government to be “universal, free and compulsory elementary
education for boys and girls to be reached by a definite programme
of progressive expansion.” The Act had two principal features:
one relating to the introduction of schemes of primary education
in municipal and rural areas, and the second, relating to the
control and inspection of primary schools. These two features
should be studied separately.

TABLE NO. 15

ESTIMATED EXPENDITURE ON COMPULSORY EDUCATION

{Source: Report of the Cmnpulsﬁry Education -Committee, pp.
] 28, 29)

i

! l it ’ i

192228 14 9 123

7th Year 14+15% . 94 123+-86
10¢h Year . 14+13 9420 123477

(i) As regards the introduction of campulsion, the Act of
1923 permitted the local authorities to prepare schemes and to
submit them to the Government for scrutiny. The Act also
empowered the Government te call upon local authorities to pre
pare such schemes, if they failed to do so on their own initiative.
In the case of schemes accepted by Governmnt, it was to provide
half the recurring and non-recurring expenditure incurred by
municipalities, and two-thirds of the expenditure incurred by
District Local Boards, in addition to the “datum-line grant,”
i. e., the grant paid by the Government to the local authority in
the year before the transfer of primary education. The Act laid
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down the age limit of six to eleven years for the purposes of
compulsion. ' :

-

Let us now examine the actual results and achievements of
this .measare. These would be indicated by (a) number of Local
Authorities which introduced compnlsory educstion; (b) the
increase in the number of pupils of school-going age; (c) increase
in the number of schools; and (d) the efficiency of the system from
the point of view of the growth of “literacy.”

Though the Primary Education Act was passed early in 1923,
there was considerable delay in giving practical effect to il
Schemes for the introduction of compulsory primary education
began to be received by the Government in 1925-26, and their
actual adoption commented from 1927, :

{a) Let us first note the number of local authorities that
introduced compulsion up to 1935-36. In this connexion it is -
to be noted that four municipalities and Bombay City had already
introduced compulsion unider the Act of 1918 and 1920 respectively.
Under the Act of 1923, according to the Quinguennial Report on
Public Instruction in the Bombay Presidency, 1932-37, (pp. 119,
120) “5 Local Authority Municipalities have introduced compul-
sion for boys and girls, but two of these, viz., Bombay City and
Poona City, have only introduced compulsion in certain parts of
the municipal area. Four Local Authority Municipalities have
introduced compulsion for boys only and in one of these munici-
palities, viz., Sholapur, compulsion has only been introduced into
three wards. The District Local Board, West Khandesh, is the only
Local Board which has introduced compulsion in any form. ... Very
few local authorities are taking serious steps to enforce compulsion
when it has been introduced.”” Several schemes for compulsory as
well as voluntary introduction of primary education had to be turned
down owing to financial stringency, : ‘

(b) As regards the number of pupils attending prirary
schoolg, we find that in the decade 1912.1922, the number increased
from 5.20 lakhs to 8.60 lakhs. During the subsequent thirteen years,
ie. up to 1935.36, the increase was only 3.88 lakhs, i.e., the number
in 1935-36 was 12.48 lakhs. It was calculated hy the Compulsory
Education Committee that if primary education were to be made
universal, provision would have to be made for nearly 17.6 lakhs
of pupils. (7.7 lakhs boys and 9.9 lakhs girls); in actual resuit,
only 3.88 lakhs of pupils had been added to the rolls of primary
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schools. It should be noted further that most of this increase was
due to voluntary expansion of primary education.

(c) Taking the number of primary schools, we find that it
was 12,622 in 31921-22, and 14,952 in 1935-36. The Compulsory
Education Commitiee calculated that in 1921-22 there were 10,167
towns and villages having one ar more primary schoals, and 16,563
villages without & school. In 1935-36 the situation had improved but
slightly, there being 10,767 towns and villages with schools, and
16,102 without a schoel. Oui of these latter, 259 villages had a
population exceeding 1,000.

(d) As far as the quality of education is concerned, no
hard and fast conclusion could be laid down,

From the foregoing evidence it is safe to conclude that the
experiment in compulsory education was a failure. The Govern-
ment admitted that the failure was due to the fact that finances
could not be found for the furtherance of compulsory primary
education as laid down in the Act of 1923. In 'this connexion the
figures embodied in Table No. 16 are worthy of note: '

" TABLE NO. 16
ANNUAL EXPENDITURE ON PRIMARY EDUCATION
(Source: Reports on Public Instruction, Bombay)
(In Lakhs of Rupees)

nicipali-

- 'g—"g g -

R ¢ ELE i

M2 - 76 5.82 98,22
192617 2
19182 15315 Ly 34 iﬁig

It will be seen from this table that while the Municipalities
and District Local Boards had increased their expenditure abmost
to the extent of the Compulsory Education Committee’s expecta-
tions, the Government failed almost year by year to provide suf-
ficient funds for the expansion of primary education. We have
already referred to the fact that during these years the Govern-

' ment had to refuse sanction to several schemes presented by Local
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Authorities for the expansion of primary education on a com-
pulsory or voluntary basis for lack of funds. As a fact, during
the depression years, from 1931-32 onwards, the Government had
to apply a series of cuts to primary education grants: )

1931.32 5 per cent
1932-33 : ol ot
1933-34 ' 12 »
1934-35 12 » *

- 1935-36 m " "

It will thus. be seen that financial stringency was almost the
sole cause which prevented the growth of compulsory as well as
voluntary primary education according to the expectations of the
Compulsory Education Committee, and of the Minister and Legis-
lature that passed the Act of 1923. .

But to say that the Education Department was starved of funds
is not to excuse those who were in charge of it during the whole
of the Reform period. As a matter of fact all departments of
Government had to face financial stringency during these years.
We have dealt elsewhere with the cause of these financizal difficulties,
and pointed out how they arcse out of the declining character
of the principal revenues, the increased cost of Government on
account of increments in salaries and debt charges, and on account
of the experiment in gradual prohibition adopted in the commence-
ment of the Reforms. The main point, however, is that those who
were placed in charge of education should have realised early,
(at Jeast by 1925.26 in which year the Finance Member took .
stock of the financial situgtion and pointed out that most of the
avenues of retrenchment had been exhausted, that the revenue
position was causing anxiety, and that, therefore, new taxation
had to be resorted to) that it was chimerical to expect the Gavern-
ment to set aside increasing amounts for primary education so as
to meet the requirements of the Act of 1923. It would have been
grossly unreslistic for anyone associated with the Government and
the Legislature during all these years to expect a provision, let us
say, of Rs. 2 crores for primary education! I[f the financial
position had been realised early, then the entire problem of expan-
sion of primary education would have appeared in a different light.
For a realistic approach to the problem, the education Ministers
should have taken for granted that any large increase in financial
resources was out of the question; their task, therefore, should have
beerr‘ to work out the possibilities of expanding educational facil-
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ities through certain organirational readjustments such as would
enable better resulis to be obtained out of the available resources.
Such readjustments should have been directed towards reducing
the cost of primary education in & variety of ways. :

In this conmexion it was realised early that Bombay had the
costliest system of primary education in the whole of Indie. Here
the average cost of educaling a pupil, as well as the proportion
of the cost borne by the Government, was higher than elsewhere.

TABLE NO. 17
’ .
‘COST OF EDUCATION PER PUPIL -

{Source: Annual Reports on Puablic Instruction, Bombay)

-]

"tn-;';‘g:- Y

Fiadcs 36

<25§ B 5 g
1921.22 B 17 4 B 13- 8- O
1926-27 2 S: 0 . 12-14— ]
183132 13- 0 0-13- O
1935-36 .16- 1. 0 930

As agaipst this, we find that in other Provinces the average
cost of educating a pupil and the proportion of the cost horne by
Government were much Jower. Thus, for 1935-36, we have the
[following figures:

Province " Totel Cost Per Pupil Cost to Government
Madras . ‘ " Rs, 8-40 Rs. 4.13- 0
Bengal (1934-35) 370 1. 2. 0
Punjab 13- 5- 0 8-8-0
Bihar & Orissa - 6-3 0 0 20
Bugma . 9.13- 0 0-2-0
C. P. & Berar 16-15- ¢ - 4. 1- 0
Assam 510 2.15- 0
North-West Frontier 14- 40 ' 12- 0- ¢

. This high cost was due primarily to the scales of salaries for
primary teachers prevalent in this Presidency. The starting
salaries bad been raised in 192)-22 and the grades were fixed
some years later in aocordance with the Sathye-Paranjapye Scheme,
except in respect of the maxima. But while it would have been
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dificult {as well as unjust) to lower the scales, it would not have
been impossible 10 reorganize the educational system so as to
reduce the average, cost per pupil. Some important directions
in which this reorgenization could have been effected may be
indicated:*

(1) Reduction in the number of Government primary scheols,
and encouragement of private agencies through grants-in-aid.
{2) Effective prevention of “wastage” through “stagnation.” (3)
Reduction of the primary course from five years 1o four years.
{4) Slmphﬁcatnon of the curriculum and text-books preseribed
for the primary school standards. (5) Increasing the number of
pupils per teacher. (6) Adophm of the shift system on a mdcr

scale.

These reforms would have involved the exercise of a good -
deal of educational talent and organizing ability. But they would
have reduced the demands on finance, and would have enahled
a much wider extension of educational facilities, on a compulsory
as well as on a voluntary basis, than was possible under the rigid
system which was maintained throughout the period.

(a) We must now exawine the administrative aspect of the
Primary Education Act of 1923. It vested the control of primary
education in the elective “School Boards™ of Local Authorities.
By 1935-36 twenty District Local Boards and forty-eight Local
Authonty Mumclpalmes had taken over the respons:bll:ty of
managing primary education. It was claimed in favour of this
drastic step in the direction of transfer of control that it brought
the public into more intimate touch with education, but on the
whole this transfer of control did not prove a success. It was
repeatedly admitted that the elective School Boards lecked educa-
tional and administrative talent, that they provided a fruitful field.
for party politics, while the day-to-day administration (partic-
ularly appointments and transfers of teachers) had been largely
governed by communal or personal considerations. Though the
Governmen@retained some powers of supervision and inspection,
they were insufficient to provide an effective check on the School
Board administration. The situation, ‘thus, was that the Govemn-
ment handed over large funds to Local Authorities without being
able to exércise sufficient control over the administration of these
funds so as to prevent ineficiency and waste. The whole state of

*For whae follcm: the author is indebted to the writings of Mr. R. V. Pn-k-

bar, the ex-Secre the "Schoots’ Commiseee of the Bombey My
paricular, relorence okl be sowle o ba Mass Educetion T Todiar' sl i Lieracy



114 BouBay Finance, 1921-1946

affairs was obviously un;atisfactory, and the Congress Government’s
amending Act (1938), which ensured a greater measure of con-
trol over local authorities, has been a step in,the right direction.

(b) Up to now, we have been discussing the state of Primary
Education during the Reform pericd. Something may now be said
about progress in other branches of education, such as secondary,
collegiate, university, ete.

(i) During the period under review the number of secondary
schools increased from 463 (1921-22) to 783 (1935-36), while
the number of pupils increased from 77,607 to 1,38,722. The
expenditure out of Provincial funds, however, decreased slightly,
and so did the number of schools maintained by the Department
{34 in 1921-22 to 31 in 1935-36)}. As is well known, the Govern-
ment originaily laid down the policy of maintaining one “model”
high school at every District headquarters; this policy was not,
however, pursued rigidly, and latterly some Government schools
were closed down. The Thomas Committee rightly recommended
the extension of this practice on financial grounds. It is commen
knowledge that the cost of educating a pupil in Government
schools is higher than that in an aided-school; whether, however,
the quality of education is better in the former than in the latter
(as is often claimed by the Government) is doubtful, or at any
rate, unproved. -

-One aspect of expenditure on secondary education deserves
to be commented upon at this stage. It is the comparatively
high level of expenditure incurred by the Government. on the
education of Europeans and Anglo-Indians. Thus, in 1935-36 the
Government spent Rs. 3.44 lakhs on secondary schools for Europe-
ans and Anglo-Indians, in which the number of pupils was 5,593.
The Government contribution works out at 38.2 per cent of the
total expenditure on secondary education for these communities, and
at Rs. 61 per pupil. As against this the Government provided
Rs. 14.66 lakhs for boys’ Anglo-Vernacular Schoolsy where, in
1935-36, 1,13,247 pupils were receiving education. s,his comes
to 22.5 per cent of the expenditure on these schools, and Rs. 13
per pupil . :

_ (ii} In the field of University education, the Act of 1928 was an

important event. The purpose of the Act was to provide gueater
facilities for higher education, particularly post-graduate teaching
and research, in all fields of learning including technology. The Act
also extended the elective principle in respect of the composition of
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the several University authorities including the. Senate. The
statutory grant to the University was fixed at Rs. 1,17,000 represent-
ing the following:

Re.
(i) For development of University work 45,000

(i) For the School of Economics and Sociology 12,000

(iii) For travelling allowances of Fellows, for charges
in connexion with inspection of Colleges . 10,000

(iv) For carrying out some of the recommendations
of the University Reforms Committee -~ . 50,000

In 1921-22, there were 20 Arts and Professional Colleges
affliated to the Univetsity; in:1935-36, that number increased to
37. During the same period the number of pupils increased from
8,465 to 17,914, It is common knowledge that the growth of
Collegiate education in this Province has been mainly due to the
efforts of private educational bodies. The Government closed
down the Deccan College at the end of the year 1933.34.

§ 2. The Prohibition Movement Under the Reforms: We now
turn to the policy regarding excise administration, which involved
a large financial sacrifice towards a social ideal. In Appendix B,
we have given a connected account of the history of excise policy
and administration, wherein we bave treated the Reform period
in some detail. Here it is sufficient to note that the ideal of
prohibition was accepted both by the Government and by -the
Legislative Council early in the Reform period. The measure
adopted for the purpose, particularly “rationing,” did bring about
a curtailment of illicit consumption of alcoholic liquors and other
intoxicating drugs, but it was soon realised that owing to adminis-
trative difficulties of enforcing the policy, illicit production and
consumption had also increased to a large extent. The Govern-
ment, therefore, felt by the year 1927-28 that while the policy of
prohibition was causing a large decline in excise revenue, no real
progress was being achieved towards the goal eof prohibition,
even of temperance. The policy was, therefore, relaxed in 1928
29 and considerably modified in 1931-32 and in subsequent years,

The entire handling of the excise policy during these years
was marked by a lack of realistic "appreciation of its financial
implications. When the Government accepted the resolution in
favon}:r of Prohibition in 1924, they should have realised what the
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experiment would mean in terms of finance. This was brought
to the notice of the Government in 1926 by the Prohibition
Finance Committee which estimated the total cost of prohibition
at Rs. 514 to 6 crores. Now, by 1925 or 1926, no one with any
sense of realism would have honestly thought that the Govern-
ment would be in a position to make a financial outlay on such a
scale during the next few years. The Government had =zlready
accepied the principle of compulsory primary education and
_passed an important Act giving effect to it, which involved in-
¢reasing financial liabilities in the years to come; it had under-
taken a costly capital programme in conneXion with Bombay
Development and Irrigation in the Deccan and Sind; it had raised
the salaries of Government servants involving an increase of nearly
Rs. 3 crores in the cost of administration; at the same time it had
realised that the revenue position, thanks to the Meston Settlement,
was far from satisfactory. Under such circumstances, to accept
a policy involving an ultimate liability of at least ®s. 5 crotes
betrayed a lack of sense of financial realities which has no parallel
in modern times, '

§ 3. Conclusion: From the foregoing account it should be clear
that from the point of view of the extension of social services and
social reforms, the period under review is one of the most sterile
in the history of this Province. No bold schemes of reforms were
even conceived in respect of nation-building departments except
in the field of education and excise. The reform projects under-
teken in these two latter fields failed to achieve the desired results
owing to financial stringency. In the view of the present writer,
much could have been done in these fields if the financial and
administrative problems had been realistically approached by
those who were in authority during the period. In the field of
finance, it should have been realised, at least by 1925 or 1926, that
if budget equilibrium was to be maintained, the Government would
not be in a position to muke increasing outleys on education and
other social services, nor could it afford to sacrifice revenue on a
scale demanded by the Prohibition policy. Education Ministers
should have realised that their problem was to extend educational
facilities within the available resources. If they had approached
the probiem in this way, they would have explored the possibilities
of expansion through the internal re-organization of the educa-
tional system, particularly in respect of primary education. We
have already indicated some of the adjustments which would
have resulted in the reduced cost of primary education, In the
field of excise policy also, the Government should have frankly
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placed before the Council the position that prohibition would
involve a financial loss of a magnitude that would totally dis-
organize the financial structure of the Provinee and that even
then the adminisirative success of the measure would bhe prob-
lematical. Under such conditions the cause of prohibition and
temperance would have heen better served if the policy had been
2pplied to 8 few selected aress, particularly those urban centres
wherein the drink evil was largely concentrated. Such measures
would have involved Jess loss of revenue than a general policy of
prohibition applied to the whole province, and it would have been
more successful in attaining concrete results in the form of a real
reduction in.the consumption of liquor, as it would have been
easier to administer and enforee.



CHAPTER X

-

- THE BUDGET FOR 1936-37 AND THE SEPARATION OF SIND

§ 1. The Budget for 1936-37: Under the Government of India
Act of 1935, Sind was separated from Bombay into an independent
Province. = The Budget for 1936-37 embodied this important
feature of the new constitution. Since it does not come within
the perview of Provincial Autonomy, I have seen fit to treat it as
a separate entity. I have, however, appended & note on the Separa-
tion of Sind, explaining its historical, economic and financial
implications. : .

For the year 1936-37 the financiel betterment from the
separation of Sind was estimaied at Rs. 76 lakhs. The budget
gained a further sum of Rs. 22 lakhs, due to the conversion of
the Development Loan. As against these gains, there had to be
deducted Rs, 53 lakhs—the deficit for 1935-36. The remaining
sum was utilised for the abolition of tolls (Rs. 9 lakhs), additional
provision for primary and secondary education (Rs. 614 lakhs),
expenditure in connexion with the new constitution (514 lakhs),
ete. In this way the Finance Member handed on “a solvemt
administration to the control of the New Government.”

§ 2. Separation of Sind: The lower valley of the Indus com-
posed of the seven districts of Sind differs much from the Bombay
Presidency in point of physical features, climate, language and
culture. [Its separation from the Bombay Presidency and its
constitution inte a separate province was long urged by the
Muslim League and other associations of Muslims. From the
point of view of administration and financial eficiency however.
it was thought that Sind would be too small'’ in area and
population to form an independent political unit. On this ground
the Government of Bombay had considered “the proposal for the
separation of Sind...both impracticable and wundesirable at
present.” The Simon Commission, while expressing sympathy for
the claims of the separationists, observed: “There are grave
administrative objections to isolating Sind and depriving it of the
powerful backing of Bambay before the Tuture of the Sukkur
Barrage is assured, end the major readjustments which it will
entail have been effected.”? , K

i T S ity 1400 1l o 00
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In spite of these pronouncements, the Sub-Committee No. IX
of the Round Table Conference (1931) accepted the principle ofs
separation, and observed: “They consider that the social and
linguistic differences between the inhabitants of Sind and those
of the Presidency of Bombay proper, the geographical isolation
of Sind from Bombay, the difficulties of communication between
the two, and the insistency with which separation has been advo-
cated, provide an impressive case for the division of Sind from
the Bombay Presidency and the creation of a separate Provincial
Goverument there. ... They observe that the Government of Bom-
bay have pointed out certain administrative difficulties in the way
of separation of Sind, but they do not believe them to be in-
superable.” _

8 3. The Financial Aspect: The Committee, however, could not _
give any definite opinion regarding the financial aspect of the
question. This had long been & matter of bitter controversy
between the Muslims and the Hindu sections in Sind. The Mus-
lims, who were generally separationists, minimised the financial
difficulties of separation. Their spokesman, Khan Bahadur M. A.
Khuhro, wrote a book, The Story of the Sufferings of Sind, in
which he attempted to make out a case for the separation of Sind
on historical, linguistic and cultural grounds, brushing aside its
administrative and financial diffculties. The Hindus, on the other
hand, who were mostly anti-separationists, enlarged upon the
finantial consequences of separation. Their views were set ‘forth
by Professor H. L. Chhablani in his pamphlet, The Financial
Aspects of the Separation of Sind. He dwelt at length upon the
disadvantages of a small province like Sind ' from -the paint of
view of public finance, and pointed out how the huge deficit that
would inevitably attend separation must necessarily involve higher
taxation which the people of Sind could hardly bear. That Sind
would be a deficit Province was, of course, a well accepted fact;
that fact was based upon the figures supplied by financial experts
like Sir Henry Lawrence and Sir Chunilal Mehta. In order,
however, to obtain the latest data on the question, the Sind Sub-
Committee of the R. T. C. recommended that a thorough inquiry
be made regarding the financial aspects of separation. Accord-
ingly, the Government of India appointed a Committee of two
experts, Measrs. Miles Irving and D. G. Harris, “to examine care-
fully the probable revenue and expenditure of a separated Sind,
the security of the debt on the Sukkur Barrage, and also to recom.
mend an equitable adjustment of the financial commitments for
which Sind may properly be considered liable.”

*Sind Finsucial Inquiry Report, 1931, p. 1.
t
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The report of the Committee revealed that the separated Sind
Province would have to start with a huge deficit. The Committee
first calculated the “normal” revenue and expenditure of Sind,
and then the additional cost on account of separation. The Com-
mittee adopted the data of the three previous years (1927-28 to
1930-31) for calculating the “basic” figures for 1933-34, at which
year the Commitiee expected the separation of Sind to take place.
The resnits were as follows:

Revenue . Rs. Lakhs

" ¥ Land Revenue 102.05
- VI Excise 33.00
Vil Stamps 20.30
VIII Forest 6.60
IX Registration 1.52
XA Scheduled Taxes 0.55

Adding to these the administrative receipts and miscellaneous
ihcome, the total revenue estimate was Rs. 182.42 lakhs. The
total expenditure was estimated at Rs. 279.82 lakhs made up as
follows:

Rs. Lakhs -
5. Land Revenue 14.39
6. Excise ‘ . 3.30
7. Stamps ' , 045
8. Forests 4.01
9. Registration 0.82
13. Irrigation Working Expenses . 3322
22. General Administration 23.50
26. Police 41.21
27. Education 2124

The deficit of Rs. 97.40 lakhs, excluding any allowance for over
head or direction charges, represented the extent to which Sind
was financed by the rest of the Presidency.

Besides this basic deficit, Sind would be burdened with other
charges on account of separation. For instance, Sind would have
to maintain a gubernatorial headquarters and a cabinet, to build
up an additional administrative establishment, and provide other
amenities previously obtained from Bombay. The cost of thes
was estimated at about Rs. 11.045 lakhs, tahng the total deficit
to Rs. 108.45 lakhs.
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The question of the adjustment of asgets and liabilities between
Sind and the rest of the Presidency was a thorny one. Ii is well-
known that Bombay had raised a huge debt for the Sukker Barrage
in Sind, while it had also incurred a large amount of expenditure
from ordinary revenue on Sind irrigation. It was at one time
suggested that since Sind contributed about 15 per cent of the
revenues, the assets and debts should be divided in that propor-
ton. This, however, would have involved constant revenue
adjustments which would have proved highly unworkable in
practice. The Committee, therefore, suggested (i) “that no
question’ of debt arises at all in respeet of past expenditure from
revenue. Tlgroughout the years prior to separation the revenues
of the joint Province were devoted to those objects, which, at -
the time, appeared to be the most deserving in the interesis of the
Province as a whole; it is quite immaterial in which particular
division of the Province the expenditure occurred; and all such
revenue transactions must, in ouyr opjnion, be considered as finally
closed; (ii) that the only debt which requires to be distributed
is that which entails continuing liabilities in the shape of payment
of interest and repayment of capital ... (on this question) we have
reached the conclusion that the only equitable distribution both of
assets and debt is for Bombay to take over all asseis situated in the
Presidency proper and for Sind to take over all those situated
in Sind, each party taking with its assets, any liabilities attaching
to them....The adoption of this principle leads to a purely geo-
graphical distribution of practically the whole of the debt, the only
exception being the debt incurred to finance, the commutation of
pensions and the deficits which have occurred since 1930. In the
former case the debt has been divided between the Presidency
proper and Sind in proportlon to the coet. of the Pensionable
establishment employed in each; in the latter m propomon o
their respective contribution to the joint revenues.”

§ 4. The Sind Conference: The financial diffculties of sepai,q-
tion disclosed by the Irving-Harris Report were placed before the
Sind Conference convened in April 1932. At this Conference the
divergence of opinion and viewpoint—between the Muslim separa-
Honists and Hindu anti-separationists came to a head. The former
regarded the Irving-Harris estimates of revenue to be too conser-
vative, and of expenditure to be too sanguine; the latter group,
led by Professor Chhablani stressed the opposite opinion. In e
note presented by the Hmdu members, it was argued that ﬂ!l:

* Ihid., pp. 9, 10.
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possibilities of retrenchment and additional taxation to overcome
the deficit were not so large as supposed by the Muslim members;
while “the anticipated revenue from the Sukker Barrage would
hardly be sufficient for the inevitable growth of expenditure in the
barrage zone.,” Their conclusion was that “Sind cannot stand on
its own legs for a generation to come, and that any altempt to
add to the height of taxation in this period of acute depression
will create serious discontent among the non-Muslim communities
who are generally opposed to the separation of Sind from the
Bombay Presidency but on whose shoulders a very large part of
the burden of the proposed taxation is likely to fall.”*

The President, Mr. Brayne, steered a middle c‘ourse between
the two types of opinion and gave the followipg estimates:

Rs. Lakhs
Expenditure (Ordinary) 232.50
Famine Relief ‘ C 205
Pensions _ %00
Interest and Reduction of Debt =~ 27.00
: 270.55
Revenue _ : 177.00
Deficit 93.55

He further pointed out that recently Bombay had imposed addi-
tional taxation and had effected a good deal of retrenchment. The
former would bring Rs. 2 lakhs for Sind, while the latter would
mean a saving of Rs. 12 lakhs, so that the financial figure for the
‘deficit would be Rs. 79.55 lakhs. As regards the additional cost
of separation, the Irving-Harris figure of Rs. 11.05 lakhs appeared
to the President to be reasonable; he, however, pointed out that
in view of the financial position of Sind, the figure should be
reduced to a certain extent by rigid economy in the expenditure on
the Cabinet and the Secretariat.

§ 6. Sind Under the Government of India Act 1935: The Govern-
ment of India Act, 1935, provided for the separation of Sind from
the Bombay Presidency and its constitution into a Governor’s Prov-
ince. It was obvious that as a separate Province, Sind would
need a subvention from the Government of India to meet the
recurring deficits and the initial cost of administrative and legis-
lative establishment. For the year 1936-37 the Government of

3 Sind Conference Report, 1932, p. 50.
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India granted to Sind a subvention of Rs. 1,02 lakhs plus a non-
recurring sum of Rs. 6 lakhs. Over and above this, the Govem-
ment undertook to provide Rs, 1734 lakhs for buildings, etc., in
Karachi. As regards the future, Sir Otto Niemeyer recommended
a sum of Rs. 1,05 lakhs as a recurrent subvention, and a non-
recurrent grant of Rs. 5 lakhs towards the cost of the Shikarpur
Jail. The Government of India (Distribution of Revenues) Order,
1936, provided that Sind shall get “in the first year efter the
commencement of Part II1 of this Act, 110 lakhs of rupees; in
each of the next nine years, 105 lakhs of rupees; in each of the
next twenty years, 80 lakhs of rupees; in each of the next five years,
65 lakhs of rupees; in each of the next five years 60 lakhs of
rupees; and in each of the next five years, 56 Iakhs of rupees.”

§ 7. Financial Arrangements Between Bombay and Sind: With
the separation: of Sind from the Bombay Presidency, arrange-
ments were made for the division of assets and liabilities in
respect of loans. These arrangements have been thus summarised
by the Financial Secretary in his Introductory Note to the
Budget for 1936-37.

“All permanent assets will be the property of the Province
in which they are situated and outstanding debt linked with the
assets will pass with them. Bombay Development loan will
remain with Bombdy. Barrage debt will pass to Sind, save that’
the- debt of the Nasirabad Section will be taken over by the
Government of India, and debt borrowed for the pensionary
charges will be divided between the areas on the same basis as
other pensionary liabilities, which is that the liability of pensions
earned before the date of separation and for loan money applied
to meet pensionary charges, including pensions and commutations,
and will be divided in the proportions in which the revenues of the
Bombay Presidency including Sind have been collected in the two
areas. This adjustment throws an additional burden on next year's
Bombay Budget, as 34 lakhs of barrage borrowings for pensionary
charges will remain with Bombay. Outstanding debt which is not
connected with permanent assets, will be similarly allocated. The
reason for allocation on this basis is that pensionary charges and
mallocated debt are at present the joint responsibility of the
Presidency including Sind, their annual costs are a burden upon
the two areas in proportion to the revenues which are collected
in those areas. Accordingly these responsibilities have been
divided in the revenue ratio, which, from an analysis of revenues
of the ten years 1922.23 to 1931-32 has been ascertained to be
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15 per cent collected in Sind and 85 per cent collected in the
Bdmbay Presidency excluding Sind. The balance in the Famine
Relief Fund will be divided on the same basis. The outstanding
credits of the Provincial Loans and Advance Accounts will pess
to the areas in which the borrowers reside, together with equal
amounts of debt to the Government of India outstanding against
that account. Loan savings will be allowed according to the
purpose for which they were borrowed. Substantial guantities
of unissued stores of any class will be divided in proportion to
the indents of the two areas over the past three years. The balance
at credit of the Road Development Fund will be divided in such a
way that, after taking account of expenditure in the two areas,
Sind will receive one quarter of the total credits received by the
Presidency up to the tlme of aeparahon



CHAPTER XI

'FINANCIAL DEVELOPMENTS UNDER PROVINCIAL
AUTONOMY

(1937-1939)

§ 1. The Economic Background: The inauguration of ‘the new
constitutional arrangements under the Government of India Act of
1935 coincided with a general economic revival in India and in
the world outside. In the world economy signs of recovery could
be discovered as early as 1933-34, since which year there was a
fair progress in point of production, trade and employment in
most countries.! The motive forces towards economic expansion
were different in different countries. In the group of countries led
by England, economic revival was the result of cheap money policy,
protectionism, industrial rationalization, .subsidization of agricul-
ture and building and rearmament programmes. In the U. 5. A. "~
it was largely due to the price policy and industrial and agri-
cultural assistance programmes under the New Deal. In totali-
tarian countries like Germany and ltaly, economic revival and ex-
pansion were brought about by state contral of prices, foreign
trade and production, and the attainment of economic self-sufh-
ciency for the sake of war preparation. The forces of economic
recovery received a setback in 1937-38, which year saw a “reces-
sion” in prices and production, first in America and then else-
where. Business conditions, however, improved in 1938 and sub-
sequent years, due, in a large measure, to the programmes of re-
armament in several countries.

In India the year 1934-35 recorded the first clear indications
of revival from the depression of the early thirties. “The Review
of the Trade of India” for that year testified to the imsproved con-
ditions in several industries, particularly cotton textile, jute, iron
and steel, cement, paper, etc. There was also some recovery in the
prices of certain agricultural products, chiefly oilseeds and cot-
ton. The improvement in the economic condition was kept up dur-
ing the succeeding two years. Most industries recorded large
increases in production, the sugar industry in particular showing
phenomenal progress. The agricultural condition also exhibited
fair signs of revival, the trend of prices being in the upward di-

8cc the League of Natiows World Economic Survey for 1933-34 and sabsequent
[125) '
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rection. India’s position, in respect of raw cotton, ground-nuts,
oilseeds, wheat, etc., improved in a marked manner during these
years. .

Durieg the course of the year 1937-38, however, India ex-
perienced, along with many other countries, a serious “recession”
-of economic activity. As a result of the economic set-back in
America and elsewhere, Indian industry and agriculture showed
a sharp decline during the year. After the early months of 1937,
agricultural prices went down precipitously, the fall being more
than 25 per cent in some cases. There was a similar set-back in
industrial conditions. Industrial profits and the prices of in-
dustrial shares west down considerably in the course of the year.
Prices and production, however, exhibited considerable variation
from industry to industry. While the cotton mill industry reached
a record figure in production, conditions in the jute industry were
highly unsatisfactory, owing largely to internal dissensions. Coal,
iron and steel and tes enjoyed a prosperous year, while the sugar
industry experienced a decline in production and profits.

During the course of the year, 1938, prices and agricultural
and industrial activity remained at a low level. Things, however,
began to improve in 1939, while a decisive turn for the betier
was given by the war which started in September, 1939.°

§ 2. Provincial Autonomy and the Interim Ministry: Provincial
Autonomy . under the Government of India Act was inaugurated
on April 1, 1937. In the Bombay Legislature the Congress
Party had & majority, but as it was not prepared to accept
office before certain assurances were given by the Governor, an
Interim Ministry headed by the Hon. Khan Bahadur D. B. Cooper
was formeds The Hon. Mr. Jemnadss Mehta was in charge of
Finance.

The general programme of the Interim Migistry was outlined
in a White Paper issuved in July 1937, Its principle features were:
.a progressive policy in regard to free and compulsory education;
remission of land revenue in proportion to the fall in agricultural
prices; an excise policy directed towards prohibition; improve-
ment of rural sanitation; encouragement of village industries, arts
and crafts; and lastly, labour welfare by means of such measures
as machinery for industrial peace, minimum wage, etc. This pro-
gramme was estimated to cost nearly a crore and a quaner of
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rupecs. Education alone involved an expenditure of Rs. 41 lakhs,
while Land Revenue reduction and Prohibition meant a loss of
Rs. 24 lakhs and Rs. 30 lakhs respectively. The problem of
financing the programme was discussed by the Ministry at the
Conference of Ministers held in June 1937. At that Conference
the Finance Member, the Hon. Mr. Jamnadas Mehta, pointed out
that the finance requisite for the programme could be found in four
ways, viz., (1) by retrenchment (2) by the assignment of income
tax under Section 138 of the Government of India Act, 1935,
(3) by borrowing and (4) by new taxation. As regards retrench-
ment, its possibilities, said Mr. Mehta, were limited. The second
source was governed by the Central Government’s Order in Coun-
ci]. In the matter of borrowing, the Provincial Government’s
powers were restricted under the Act. There remained the fourth
source, viz., new taxation, which, said the Finance Member, should
be used in such a way that “the poor should be left out and the
new burden should be imposed on the shoulders that are capable of
hearing it.” Bearing this in mind, the Council of Ministers sug-
gested the following measures of additional taxation: k

Re.

. Tax on money-lenders 5 lakhs
2, Tax on betting (the rates under the existing

[ tax were to be raised) . 6 takhs
3. Entertainment tax ) _ 2 lakhs
4. Electricity duty ' 15 lakhs
5. Sales tax . 1 crore
6. Tax on newepaper competitions 5 lakhs

In the scheme of additional taxation Mr. Mehta laid the greatest
stress on the sales tax, a fiscal device extensively used in France,
Germany, the Netherlands and some of the States in America,
Before, however, the Finance Member had time to work out in
detail the legal and administrative aspects of his schewme, the In-
terim Ministry resigned and the Congress Ministry took office.

§ 3. Congress Finance: The Congress Ministry assumed the
reins of Government in July 1937, and remained in office till Oc-
tober 1939. During this regime the Finance Minister, the Hon.
Mr. A. B. Latthe, presented three budgets, the first in August 1937, -
the second in February 1938, and the third in February 1939.
During all these years, the general financial position of Bombay
was better than in any previous period. In the first place, the
depression had lified and the process of recovery had gone well



128 Bospiy Fivawce, 1921.1946

ahead. Again, as a result of the separation of Sind, Bombay had
gained about Rs. 75 lakhs. Further, the Province could reasonably
expect increasing receipts from the income tax under the Niemeyer
Award. Lastly, as a result of the scheme of debt consolidation.
there was & saving of about Rs. 22 lakhs in debt-charges. Under
such circumstances, it should have been possible for a Ministry
to pursue a moderaiely progressive policy without disturbing the
general financial structure. The Congress Government, however, .
was bent upon ambitious. schemes of development, which could
not be accomplished, even parnally, during the subsequent years.
These schemes were incorporated in the three budgets to which
reference has already been made.

i. The First Budget: The first budget introduced by the Hon.
Mr. Latthe in August 1937 was a hastily prepared document, the
Ministry having had less than a month’s time to formulate its
financial preposals. The Budget speech contained an outline of
the Congress programme of a most ambitious character. The
apeech, however, was marred by graceless attacks upon the financial
proposals of the Interim Ministry, one of which was characterised
as “not worth the paper on which it was written.” The Finance
Member's positive proposals related principally to rural relief,
which included reduction of the land revenue demand, the provi-
sion of water-supply, measures against indebtedness and the en
couragement of cottage industries. Other basic features of the
programme were Prohibition and Mass FEducation. The pro-
gramwme was to be financed both by retrenchment and by addi.
tional taxation. The former would involve reorganization of the
whole administrative system on a8 more economical basis. In re-
gard to additional taxation, the Finance Member observed: “Our
study of the situation has confirmed our view that ours was the
most heavily taxed Province in India, and in the opinion of every-
body who knew anything of realities, the utmost limits of taxa-
tion had been reached.” Though this observation was made at the
outset, the Finance Member later realised that his programme
was bound to involve large financial liabilities and that, in view
of the declining trend of the old sources, new taxation would be
necessary. In imposing this, care would have to be taken to see
that it effected the much-needed shift of incidence from the poorer
classes to those whom the Finance Member described as the “tax-
able -untaxed.” The only concrete proposals of this nature were
the abolition of the land tax in the case of uneconomic holdmgﬂ.
and the imposition of a levy on the higher agncultuml iricomes
nd on the “alienated” lands. -
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The Budget estimates for 1937-1938 were-as follows:

, Lakhs of Rupees
-1, Revenue Receipls ' 11,99.55
2. Revenue Expenditure - 121722
Revenue Deficit '17.67

Thedeﬁcltwastobemetoutofthemrplusof40]akhsmthe
past year’s accounts.

ii. The Second Budget: The second budget of thé Congress
Ministry (1938-39) contained many bold proposals of expen-
diture and taxation. The revenue receipts were estimated at
Rs. 12,00 lakhs, while the revenue expenditure was Rs. 12,50 lakhs,
leaving a deficit of Rs. 41 lakhs. The expenditure programme out-
lined in the budget principally related to the needs of “the large
class of poor agriculturists in the Province.” For their sake, re-
missions of land revenue were offered; in some areas substantial
forest concessions were to be given; waste lands were {0 be of-
fered to poor pessants rent free, and in some cases they were to
be placed at the disposal of Village Panchayats; village water-
supply was to be improved and a scheme for subsidizing medical
practitioners to settle down in villages was to be worked out. It
was also announced that the construction of minor irrigation works
was to be speeded up, and that a programme of-rural road con-
struction was to be taken in hand. There was also a fairly large
provision for education, mainly in the form of grants to local
bodies. Another interesting feature of the educational programme
was the starting of the Deccan College Research Institution, for
which a recurring grant of Rs. 75000 and an initial grant of
Rs. 50,000 was provided. Lastly, money was sanctioned for an
Economic and Industrial Survey Committee which was appointed
to enquire into the possibilities of developing the economic re-
sources of the Province. Provision was made for improving the
housing accommodation of the Bombay labourers. Lastly, the
policy of prohibition was to be initiated in right earnest and this
was estimsted to involve an expenditure of Rs. 31.5 lakhs. On the
whole the expenditure on new schemes amounted to Rs. 1,16.6
lakhs of which Rs. 68,5 were recurrent and the rest non-recurrent.

The mode of financing this programme was thus outlined
by the Finance Minister. The non-recurring items were to be
largely wet out of the revenue surplus of the pmxous years.
In regard to the recurring expenditure, it vms to be defrayod
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partly by retrenchment and partly by new taxation. The retrench-
ment principally consisted of a cut of Rs. 10 lakhs in the Govern-
ment’s grant to the Bombay Corporation out of the tobacco revenue
in the City of Bombay. New taxation propossls consisted of a
surcharge on the Electricity Duty, amendments of the Stamp Act
and the Court Fees Act and amendments to the Tobacco Acts.
The Finance Member examined the possibility of taxation of
sales and of agricultural incomes, and concluded that both these
measures were bristling with dificulties.

iii. The Third Budget: The Finance Member’s speech on the
occasion of the third budget (1939-40)} contained one significant
admission. It was that many of the appropriations for new
schemes of expenditure had been unspent for lack of properly-
worked-out machinery. In the 1937-38 accounts, the sum of Rs. 5
Jakhs, provided for reduction of land revenue, remained unspent.
In the accounts of 1938-39 Rs. 514 lakhs undeér Irrigation, Rs. 9
lakhs under Education, and Rs. 4 lakhs for Village Panchaysts
~ were unspent. Such unspent appropriations were obviously ob-

jectionable from the point of budgeting and they were jusily
criticised in the Assembly. Another significant feature of the
budget was the creation of a “Special Development Fund” out of
the revenue surplus and unspent appropriations of the previous
years. The Fund was to be utilised for what was hroadly "de-
scribed as development purposes of a non-recurring character. The
estimates for 193940 were:

Revenue Receipts - Re. 12.55 crores
Revenue Expenditure Rs. 12.83 crores

The deficit, which was due to non-recurring expenditure, was to
be met out of the opening balance.

The financial programme of the year was of a most progres-
. sive character. A separate Rural Development Depatiment: was to
“be instituted for taking over the various rural welfare activities
of the Government. The total new expenditure on rural develop-
ment was estimated at Rs. 45 lakhs. A loss of Rs. 40 lakhs was
10 be incurred as a result of Jand revenue reductions in accordance
with the new legislation. The biggest item was, however, the loss
of Excise Revenue (Rs. 150 lakhs) in addition to the expenditure
on preventive measures (Rs. 15 lakhs) on acgount of Prohibition.
The total cost of the programme was put at Rs. 250 lakhs.

> This huge programme was to be financed by additions! tax-
ation. The enhanced Electricity Duty was expected to yield Rs. 17
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lakhs; the new Urban Immovable Property Tax was estimated
to produce nearly a crore and a quarter of rupees; sales taxes on
petrol, and on mill-made cotton and silk cloth were to realise
Rs. 35 lakhs; & tax on prize competitions was expected to yield
Bs. 5 lakhs. Further it was stated that the Government were ex-
ploring the possibility of an Agricultural Income Tax and of redue-
ing the losses on the “alienated lands.”

Such in outline was the *“Prohibition Budget” of 193940.
In the course of the next few months a large part of this pro.
gramme was put on the statute book. Thus the prohibition pro-
gramme, begun in the previous year in Ahmedabad, was extended
to Bombay City. The taxation measures were duly passed with
certain modifications. Before the year was out, however, the Min-
istry resigned. L

§ 4. General Review of Congress Finance: After having gwen
an account of the three Congress Budgets, we proceed to review
the gemeral financial developments during the Congress regime.
The following are some of the noteworthy features about the
Revenue position:

{a) The Income Tax: Increasing receipts under the income
tax have been a very favourable factor in Provincial finance un-
der the new constitution. We have already noted that under Sec-
tion 138(1) of the Government of India Act, 1935, a prescribed
percentage of the income tax receipts was to be handed over to
the Provinces. - Upon the recommendations of Sir Otto Niemeyer,
the Government of India (Distribution of Revenues) Order of 1936
was issued, which fixed the percentage at 50, and the share of the
Bombay Government at 20 per cent of the Provincial share. The
Order also laid down that the Central Government may retain for
five years, either the whole of the Provincial share or as much
of it as together with the Railway contribution to general revenues,
shall bring the Central Government’s share up to Rs. 13 crores.
The Provinces, as we have seen, complained against this latter
provision and the Order was modified with effect from 1st April,
1939. The revised Order provided that the sum which the Cen-
iral Government may retain out of the Provincial share shall be
Rs. 415 crores a year during 1939-42. This provision is ob-
viously fayourable to the Provinces, and under it Bombay received
Rs. 55.80 lakhs in 193940,

{b) Land Revenue: When the Congress Ministry assumed
ofice, high hopes were entertained in regard to the reform in the
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land revenue administration, particularly in view of the following
pronouncement contained in the Congress Election Manifesto:
“Pending the formation of a fuller programme, the Congress
reiterates its declaration made st Karachi that it stands for a re.
form of the system of land tenure and revenue and rent and an
equitable adjustment of the burden on agricultural land, giving
immediate relief to the smaller peasantry by a substantial redue-
tion of agricultural rent and revenue now paid by them, and ex-
empting uneconomic holdings from payment of rent and revenue.™

In his first budget speech Mr. Latthe admitted “the anomalies
which had crept into the system of classification of lands and the
rate of assessment dependent upon that classification,” snd recoy-
nised that “our first duty, therefore, was to give relief by way of
reduction of the State demand.” Ai that time the Finance Men:-
ber could write off all arrears except those in respect of the pre-
vious year, and reduce the demand in the case of over-assessed
lands to the extent of Rs. 5 lakhs. The latter, however, could not
be effected, since, in the absence of definite principles, the sum
could not be allocated for the intended purpose. It became clear,
therefore, that the question of relief in assessment must be con-
sidered as a part of a larger scheme of reform of the land
revenue system as a whole. The Ministry, thereupon, set about
the task of preparing a comprehensive measure dealing with the
subject. 1In April 1939 they presented the Land Revenue Code
{Amendment} Bill, which subsequently became an Act This
measure has been discussed in Appendix A.

(c) Excise: A detailed account of the Congress Prohibition
programme is given in Appendix B. It is sufficient here 10 observe
that the progremme involved an immense sacrifice of revenuwe. In
the budget for 1938-39 the loss was estimated at about Rs. 31 lakhs.
in the 193940 budget, an additional loss of Rs. 1,50 lakhs was
visualised, while an additional expenditure of Rs. 10 to 15 lakhs
was also provided for. Obviously the loss of revenue of this
magnitude could not be met* aut of old sources; recourse, there-
fore, had to be taken to additional taxation.

(d) Additional Taxation: (1) The Finance (Amendment }
Act of 1939 contained the following provisions:

. The rates of Electricity Duty were raised, except in the case
of cinemas and theatres. The exemption granted to consumers of
less than 12 units under the old Act was deleted and such con-

T . :
ment) m&‘ﬂ'{{‘:‘:dp of. 5, p. mo)'“' weock os the Fimamer Act (Amend-




FiNance Unper ProvinciaL AUTONOMY 133

sumers were subjected to a duty of one anna per unit. Those
consuming more than 12 units were subjected to a duty of half an
anne more than what they paid before. In order that the con-
sumers might not be subjected to a higher burden, the Govern-
ment prevailed upon the Bombay Electric Supply Company to
reduce its own rates correspondingly. The higher rates which
were made applicable to Bombay City, were to be extended by
notificetion to other urban areas. It was also provided that elec-
trical energy consumed by a person who was not a licensee and
who generated energy for his own use, might be subjected to
similar duties. Under these enhanced rates, the receipts from the
Electricity Duty increased from Rs. 17.95 lakhs (1938-39) 10
Ro. 3131 lakhs (1939-40).

(2) The Finance (Amendment) - Act of 1939 also imposed
the Urban Immovable Property Tax. It applied to buildings and
lands in Bombay and Ahmedabad at the rate of 5 per cent of the
annual letting-value when it did not exceed Rs. 2,000, and 10 per
cent when it excceded. Rs. 2,000.°

(3) By the same Aet, Court fees payable in respect of plaints,
probates, letters of administration and certificates of succession
were raised, and so were the fees payable for the institution of
suits. :

(4) By an amendment of the Stamp Act, the duties payable
on Stock Exchange agreements were donhled. The Government
intended to extend the duties to transactions in other forward
markets.

(5) In 193940 the Sales Tax Act was passed under which
all Trades carrying on business in the sale or purchase of cer-
tain goods (specified in the schedule} were to take a licence for
such a trade, which would be liable to be cancellied in case of
contravention of provisions of the Act in respect of maintenance
of accounts. The sale of articles mentioned in the Schedule, (viz.,
motor spirit and manufactured cloth) was subjected to a tax at a
maximum rate of 1 anna in the rupee. In the course of the year,
however, the sales tax on cloth was abandoned owing to admin-
istrative difficulties.

Let us now turn to the ex‘pend.iture side. Table No. 18 sets
forth the trends of expenditure since the inauguration of Pro-
vincial Autonomy. The figures for 1936-37 are given for facili

! The rates were reduted in subsequent years.



TABLE NO. 18

EXPENDITURE CHARGED TO REVENUE OF THE BOMBAY GOVERNMENT

Bombay Budgets, 194243, 1945-46)
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tating comparison. The following were some of the noteworthy
features in regard to the expenditure under the Congress regime:

“ (a) Debt Charges: It will be noticed that there was a large
saving in debt charges subsequent to the year 1936.37. It was
due to the repayment and conversion of the Bombay Development
loan of 1920, and to the adoption of the scheme of “Debt Con.
solidation” upon the recommendation’ of Sir Otto Niemeyer as
already described. .

{b) Extraordinary Charges: The incresse in these charges
for the year 1939-40 was due to the provision for purchasing the
lands forfeited and sold during the Civil Disobedience Movement.

(c¢) Pensions: Another important increase in expenditure is
in respect of the head, “Superannuation Allowances and Pen-
sions.” These charges had been increasing since the Reforms as a
consequence of the higher scales of salaries adopted after World
War 1L

{d) The Special Development Fund: In 1939-40 a provision
of Ra. 50 lakhs was made for the formation of a “Special Develop-
ment Fund.” It does not appear that the Fund was constituted
for any comprehensive plan of economic development. Rather, it
was a solution for a technical accounting dificulty that the Min-
istry had faced for the previous two years. In 1936-37 and in
1937-38, the Government had contemplated the spending of the
surpluses on non-recurrent schemes, such as village watersup-
ply, minor irrigation, etc. Both owing to the absence of well-
prepared plans of expenditure, Jarge amounts remained unspent
and, therefore, lapsed. “Government have, therefore, reconsidered
what the best means is of spending the free balance that is ex.
pected to be available at the beginning of the next year. After
careful consideration they have come to the conclusion that it will
be best to set apart this money in a separate fund to be called
‘Special Development Fund’ One of the results of this scheme
will be that the sanctioned expenditure will run continuously and
smoothly without fear of grants lapsing on a particular date....
This fund will be operated upon in the same manner as eertain
funds granted by the Central Government such as, for instance,
the Central Road Development Fund. To the extent that money
is required for financing schemes debitable to this fund, it will
be taken as a receipt in the Revenue Section and the corresponding
expenditure will be shown under the service head. The resuly will
be that the expenditure from the Development Fund will not af-
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fect the revenue surplus or deficit. Secondly, whatever money
is not utilised will remain in the Fund and will only be avail-
able for the purposes for which the Fund may be used. We pro-
pose to utilize the Fund for what may be broadly described as
development purposes of a non-recurring character.™

(e} Education: In the field of education the Congress Min-
istry attempted a good deal during its regime of about two years.
The total expenditure on education increased by about Rs. 40
lakhs, of which a large part was spent on primary education.
The progress in the several educational fields is briefly indicated
below:

(i) Under their scheme of “Mass Liquidation of llliteracy,”
the Congress Ministry launched a programme of expansion of
primary education. The following table brings out the progress
in respect of the number of schools, pupils and expenditure.

TABLE NO. 19 |
PROGRESS IN LIQUIDATION OF ILLITERACY

(Source: Annual Reports on Public Instruction)

199637 195738 ™% 199840
Number of Schools Co12,90 13,244 16,438 19,113
Namber of Pupll 11,40,299 11,901,508 13,2668 15,0045
:‘3.’:;?,&.1 P 97,866,351 1,001,251 1,16,16,643 121N
Frov. Expenditure ~ 5.0 03 811

A marked feature of the expansion of primary education was
the opening of a large number of “voluntary scheols” in villages
with a population of less than 700. The .Government sel aside
a sum of Rs. 4 lakhs in 1933-39 for financing the scheme, out of
which grants were given to local agencies for starting volunmtary
schools. It would appear that the scheme received a very satis
factory response, as seen from the fact that in 1938-39 a little
less than 2,400 volumtary schools were opened. In 193940,
the sum allotted for the purpose was Rs. 914 lakhs and the number
of new schools opened was 2,492. There was a fair increase in
the number of Local Board Schools alse. The number of pupils
attending primary institutions increased frem 114 thousand to 150
thousand, while the expenditure om primary education out of
Provincial Funds rose from Rs. 976 lakhs to Rs. 122.2 lakhs

* Brochure on Bambay Development Plama, 1999, p_ 1.
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The latier increase enebled not only the starting of new schools
under the scheme described above, but also the restoration of cuts
applied to grants to local bodies, and the payment of arrears of
the grant to the Ahmedabad Municipality. During the period un-
der review an attempt was made to introduce “basic” schools
hased on the “Wardha Scheme.” In the earlier period, agri-
cultural bias classes were started with a view to adapt primary
education to rural needs. Under the Congress plan, the syllabus
was glven a “craft” bias, the craft chosen bemg spinning and
weaving. The experiment was inaugurated in 1939, but subse-
quently, many schools of this type had to be closed on account
of several difficulties which cropped up. It appears that this
whole subject needs much more inquiry and investigation at the
hands of educational experts than it has received till now.

|

The question of training of primary teachers also engaged
the attention of the Government. In 1936-37 less than 50 per
cent of the teachers were “trained.” Early in 1938 a Committee
was appointed to consider the question of expanding the facilities
for the training of primary teachers, and ils repert contained
many valuable suggestions. The details of the scheme suggested
by the Committee were worked out by the Educational Inspector,
and it was brought into effect in 1939.40. During that year the
number of training institutions increased by ten, while the num-
ber of pupils admitied for training rose from 1,900 1o 3,500
The expenditure on primary training institutions increased by more
than a lakh and a half of rupees.

A bold step was taken in the matter of the control of primary
education. Under the Primary Education Act of 1923, the control
of primary education was vested in School Boards elected by the
local autharities. The School Boards were made responsible for
opening new schools, appoiniment and transfer of teachers, and
the framing of rules for their employment. The Government’s
duties were of a purely advisory character, though it retained some
check through the process of audit. The control of primary edu-
cation by the Elective School Boards.was recognised to have
given rise to serious evils.

As a result, the progress of primary education, especially
compulsory education, was not satisfactory, and it was high time
some bold steps were taken to remedy the state of affairs. Im
March 1938 the Prime Minister and Minister of Education, Mr.
B. G. Kher, introduced the Bombay Primary Education Amend.

1. F. F—10
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ment Bill which sought to radically alter the organisation of
primary education. - The Bill which subsequently became an Act
contained, among others, the following provisions: The admin-
istrative officers became Government Servants with definite powers;
the inspecting staff was placed under Government control;
" minimum educational qualifications were prescribed for members
of School Boards over which the Government had certain powers
of control; powers of appointing administrative officers were
delegated to certain municipalities; and a Provincial Board of
Primary Education was established for advising Government on
matters relating to primary education. It is reported that the
new arrangement has been working smoothly, tiough in the be
gmnmg there was some friction between School Boards and Ad-
ministrative Officers.®

Some progress was recorded in the field of adult education.
Fill 1937 adult education received little financial assistance from
the Government. From 1937-38 the Congress Govermment
laonched a policy of assisting private agencies like the Bombay
Literacy Association, the Bombay Presidency Adult Education
Association, etc., to expand facilities for adult education. The
financial provision was only Re. 10,000 in 1937-38, but it was in-
creased to Rs. 40,000 in 1938-39, while in 1939-40, more than 2
lakh and a half of ropees were utilised for the purpose of giving
grants-in-aid. For advising Government on these matters, a
Provincial Board of Adult Education was appointed on the recom-
mendation of the Adult Education Committee (1938).

(iii) In the field of professional education, special efforts
were made to increase facilities for technical training. A few
new institutions were started, such as the Leather Working School
and Tanning School at Khar. Another important development in
this field was the provision of physical education. In September
1937, the Government appointed the Physical Education Com-
mittee to consider the question of physical education in primary
and secondary schools, and upon its recommendation the Physical
Training Institute was opened at Kandiwali in November 1938.

(iv) In the feld of higher education, the establishment of
the Deccen College Research Institute deserves to be specially
mentioned. In the budget for 1938-39 the Finance Member asked
for a non-recurring grant of Re. 50,000 arid a recurring grant of
Bs. 75,000 for this institution. The actual amount of recurring

2 Vide K on Public Imstruction, 1939-40:»:1191041 and abo. the Quinguen-
nial Report on blicluh-ucumim-ﬁlz
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expenditure has been less than this sum. The Institute specialises
in post-graduate research in such subjects as Linguistics, Vedic
Literature, Ancient and Medieval History, Maratha History and
Seciology. .

{v) Rural Development: In the budget for 193940 the
Finance Minister asked for a provision of nearly Rs. 45 lakbs
for rural development.. This was to be utilized for building up
a rural development organization, to which would be entrusted
a large number of rural welfare activities, Early in March 1939,
the Government resolved that these activities would best be per-
formed by the co-operative Department and that, therefore, the
latter be designated “the Co-operative and Rural Development
Department.” It was decided that this Department should take
over the propaganda work carried on by the Depariment of Agri-
culture, and that “work in the College of Agriculture, resesrch,
experiment and livesiock improvement and the propaganda staff
of the Department which consisis of 45 District agricultural over-
seers, 30 agricultural suboverseers, 29 permanent kamgars and 50
temporary kamgars (in charge of Taluka Demonstration Centres)
should be transferred to the Co-operative Department....In due
course the propaganda work of the Industries and Veterinary De-
partments, so far as it affects rural development, should also be
taken over by the Rural Development Department.”® The newly
constituted Department was to' be reorganised on the following
lines: .

{a) “There should be u Board of Rural Development con-
sisting of the Registrar of Co-operative Societies and Director of
Rural Development, the Director of Agriculture, the Director of
Veterinary Services, and the Director of Indusiries and a few
non-officials nominated by Government with the Hon’ble Minister
in charge of Rural Development and Agriculture as Chairman.
The function of the Bomrd should be to advise on general prin-
ciples and policy regarding rural development activities.”
(b} The Registrar of Co-operative Societies and Director of Rural
Development was to be given assistance by a Deputy Director in
connexion with Rural Development, and by an expert in con-
nexion with co-operative finance. Further, the Assistant Regis-
trars of Co-operative Societies should be entrusted with duties of
Rural Development Officers in the Districts. In each district there
should be a Rural Development Association consisting of Depart-
mental Officials and some non-officials. It was decided to appoint

¢Government Resolution, Revenue Department, No. i5/33, dated 8ch March,
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about 1,000 workers for propaganda work in comnexion with
agricultural improvement, co-operation, cottage industries, village
panchayats, and rural welfare in peneral.

In June 1939 the personnel of the Provincial Rural Develop-
ment Board was announced. In order to facilitate the work of
the Board, the following Committees were constituted: (i) Agri-
cuiture and Live Stock Committee, (ii) Cottage Industries Com-
mittee, (iii) Training and Propaganda Committee, (iv) Back-
ward Areas Committee. _

The Board and the Commitiee met in July 1939 and con-
sidered a large variety of subjects such as legislalive and ad-
ministrative measures for improving the economic condition of
the villager, measures for land improvement and water-supply;
measures for introducing better cultivation methods including the
preparation of manures, removal of crop pests, etc; horticulture;
marketing with special reference to the proposed Bombay Agricul-
tural Produce Markets Act; the improvement of live-stock; cot-
tage industries and subsidiary occupations to agriculture; training
of rural workers; and development of backward areas.

The activities of the Rural Development Department for
1938-39 and 193940 have been set forth in the Administration
Reports of the Department for the respective years. It appears
that the department has been doing valuable work in connexion
with (i) prevention of svil erosion, (ii) extension of “dry farm-
ing” methods, (iii) improvement of measures, (iv) introduction
of better methods of agriculture including improved implements,
seeds, etc., (v) control of insect pests, {(vi) improvement in hor-
ticulture, and (viii} the popularization of these methods through
shows, demonstration centres and classes. It appears, however,
that many of the large grants voted for rural welfare work in
1938-39 and 1939-40 remained unutilized. @~ We have already
noted that the “Special Development Fund” was created in
1939-40 mainly in order to prevent the lapse of such grants on
account of non-utilisation in the budget year. It is to be noted
that in the year 193940 also, there were many instances of this
character. ‘-

In one respect, however, the work of the Co-operative and
Rural Development Department deserves special mention and that
is in regard to the encouragement of “multi-purpose” co-operstive
societies as agencies for rural welfare work including debt ad-
justment. The idea that co-operative societies, instead of confining
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themselves to a single purpose, should embrace all aspects of
rural life, including farming, marketing, public health, ‘education,
debt conciliation, ete., has been gaining ground in recent years,
and has been particularly fostered by the Reserve Bank of India.’
The Congress Government accepted the principle underlying
the multi-purpose co.operative societies and made an attempt to
encourage_their formation so that they could serve as an agency
for the rural welfare programme. In 1938-39 seven experimental
societies were started, and as a result of active propaganda, their
number increased to 65 in 1939-40. .In subsequent years, how-
ever, the pace slowed down, partly due to the realization of cer-
win practical difficulties in their working. '

§ 5. Critique of Congress Finance: The appraisal of a scheme
of public finance must ultimately depend upon our conception of
social welfare which in its tumn is based upon our final values in
life. Yet, there are certain purely economic and technical con-
siderations which can be applied in judging any attempt at finan-
cial reform. The following -observations are offered in ‘the light
of the latter type of considerations.

We have noted that the Congress Ministry was fortunate in
having started with a comfortable financial position. By the time
Provincial Autonomy was inaugurated, Indian economic life had
started well in the direction of recovery. Again, Bombay had
gained something like Rs. 75 lakhs out of the separation of Sind.
A small relief had been oblained as a result of debt consolidation.
And, lastly, arrangements in regard to the sharing of the income-
lax promised an increasing revenue, which, in. actual fact, ex-.
ceeded the most optimistic expectations.

As a result of these favourable factors, the Congress Min-
istry enjoyed an additional revenue- of something like Rs. 1.5
crores without any additional taxation and retrenchment. This
sum could have been increased to about Rs. 3 croves through tax
measures which would not have burdened the poorer classes, and
by retrenchment which would not have affected administrative
efliciency. This amount could have been utilised for financial re-
forms of a type both practicable and desirable; but instead of
this, the Congress Ministry attempted a wholesale reconstruction
of the financial structure with one objective, viz., Prohibition. The
result was that many reforms that were urgently needed were not
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attempted, and those that were attempted were not effectively car-
 ried out. In what follows, I have enumerated some of the sins
of commission and omission in the feld of taxation and ex-
penditure. '

Tax Reform: A programme of tax reform does not
raise merely legal and administrative issues; it necessarily as-
sumes certain fundamental economic and social values. The prin.
ciple economic question always is, Do we want cur tax-system
to reduce distributional inequalities? If we do, then we have to
know how the present tax system affects the different income
groups and productive classes, and proceed to shift the tax bur-
den from one class to another. Such a study of the “incidence”
of taxation has not yet been carried out adequately and, there.
fore, Provincial ministries had to proceed upon certain assump-
tions in their scheme of tsx-reform. One of these assumptions
is summed up in the vague statement that the present structure
of taxation is regressive, and that the fiscal burden is relatively
greater on the poor than on the rich. This doctrine has been 2
favourite argument in the armoury of almost every political party
in India, and none has advocated it more strongly than the in-
tellectuals of the Congress. When, therefore, the Congress Min-
isters took office, much was expected of them in the direction of
reducing the burden on the poorer classes, and, perhaps, also
increasing it on the richer ones. But what was the actual achieve-
ment of the Ministry in Bombay? It could be summed up briefly
thus: What was attempted did not in all cases lead to this re-
sult and what could have led to it was not attempted. Coming
to details:

(i) Land Revenue: The Congress Ministry was aware of
the fact that the tax which was responsible for high incidence on
the poor was the Land Tax. In his first budget speech the Hon’ble
Mr. Latthe observed that “our first duty was to give relief by way
of reduction of the state demand.” He, however, admitted on the
occasion of presenting the second budget in February 1938 ithat
ad hoe reductions would lead to anomalies and that, therefore, the
burden on the agriculturists could not be reduced except by mean:
of some permanent reform in the system of land revenue assess-
ment. The Government passed such a measure in 1939; we have
reviewed it in detail in Appendix A, Here it contents us 10 ob-
serve that in spite of many desirable features, the Land Revenuve
Code (Amendment) Act (1939) is not calculated to reduce in
any substantial measure the burden of the land tax. For, ac
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cording to that Act, the mavimum pitch of assessment has been
fixed st 35 per cent of the “rental value,” a level which is rarely
exceeded under the present assessment rates. This, however, does
rot mean that the incidence of land revenue is light. Rather, it
means that in most tracts rental values are unduly inflated, a fact
which was admitted by the Congress Revenue Minister, in the
course of the discussions on the Tenancy Bill. In fact, one of
the principal objects of the bill was to fix “fair rents” such as
would be within the paying capacity of the tenant. The fixation,
therefore, of 35 per cent of rental value, as the maximum height
of assessment cannot afford any appreciable relief unless rack-
renting is systematically prevented.

(it) Urban Property Taxation: Another important revenue
measure of the Congress Ministry was the Urban Immovable
Property Tax introduced in the last budget of the Ministry. This
tax represents an important attempt to “tax the untaxed” or, in -
other words, to increase the fiscal contribution on the part of the
richer sections of the community. At the time of the passing
of this measure, and even later, much opposition was encountered
from the vested interests in the cities to which it applied. It was
criticised as an encroachment on the municipal sphere of taxa-
tion. The real defect of the tax, however, is that its incidence is
“sectional”; it falls on a particular class of property owners, viz.,
those who have real property in the cities of Bombay and Ahmeda-
bad. The type of investment which the tax affects is one which
least bears discouragement; for, the scarcity of housing accom.
modation in large towns is a matter which he who looks may
read. Again, the dificulty of preventing the shifting and transfer
of the tax to the poorer class of tenants has not been small.

(ili) Among other tax measures mention may be made of
the sales tax on cloth and petrol. The sales tax was one of the
proposals sponsored by Mr. Jamnadas Mehta when he was Finance
Member in ‘the Interim Ministry. The Congress Finance Member
had at first scoffed at the proposal, but in 1939-40 he had to re-
sort to this measure in order to make good the loss on account of
prohibition. The Bombay Sales Tax Act of 1939 applied only
to petrol and manufactured cloth (cotten and silk), but later
the tax on cloth was abandoned due to administrative difficulties.
The sales tax on petrol has been retained to this day and has been
a fairly productive source of revenue. Yet, it is obvious that the
Congress Ministry failed to make the best use of this form of
taxation. The sales tax, indeed, is not an ideal fiscal device but
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it is one which has large possibilities under Indian conditions.
As is well-known, the tax of two main types, viz., general tum-
over tax levied on all seles, and a selective sales tax levied en
sales of particular commodities. If care is taken in selecting com-
modities, such a tax could be applied extensively in our country
for levying an indirect contribution from the richer sections of the
community. A number of articles entering inte the consumption
of the comparatively well-to-do sections could be subjected to the
sales tax. If the Ministry had been serious about “taxing the
untaxed” this fiscal device could have been extended to a large
variety of goods.

(iv) Other measures such as the enhancement of Electricity
Duties, Starap Duties and Court Fees, and the taxation of Prize
Competitions cannot be regarded as important achievements in the
fiscal field

So much for the measures of tax reform undertaken by the
Congress Ministry. What about those measures which were ex-
pected of the popular ministry, but which were either indefinitely
postponed or never attempted?

(v) Agricultural Income Tax: In his first budget speech the
Finance Minister had announced the intention of the Government
to work out & plan of taxing the higher agricultural incomes so as
to relieve the burden’on the poorer agrienlturists. In his second
budget speech, however, he admitted that the proposed measure
raised a number of difficulties, particularly in respect of the evil
of fragmentation of holdings, due to which the plan had to be
postponed. In the course of the next year and a half, little was
heard of this salutary measure, except a brief reference in the
budget speech in February 1939 to the effect that the guestion of
introducing an agricultural income tax was being pursued steadily
and that it was hoped that the Government would be in a position
to place their conclusions before the House in the next-session. It
is not possible to know how far the planning of the measure had
progressed by the time the Ministry resigned (October 1939), but -
one thing is clear, and that is that a measure which would have
meant “taxing the untaxed” was not put on the statute book.

(vi) The proposal of taxing the alienated lands met with 2
similar fate. This occupied an important part in the financial
policy outlined in September 1937. But here again legal and
technical difficulties hegan to crop up as soon as concrete proposals
were shaped. In the budiet speech of 1939, it was announced that
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“the Government have also been carefully investigating the gues-
tion of reducing land revenue losses on alienated lands and vil-
lages and the expenditure on the cash grants which are being paid
for varions reasons. The total nuksen on these accounts amounts
to nearly Rs. 72 lakhs a year and Government are at present engaged
in considering the question from every point of view....The
potentialities of the two sources will depend upon the character
of the Land Revenue legislation which we pass.” The subsequent
l.and Revenue Code (Amendment) Act, however, had htt]e bearing
on this question. :

(vit}) Another significant omission was the subject of in-
heritance taxation. In this connexion it appears that after the in-
vestigation by Sir Allan Lloyd, the Central Government made in-
quiries of the Provincial Governments in regard to the feasibility
of inheritance taxes, but that most of the latier were jukewarm
about it. It will be recalled that attempts at the taxation of in-
heritance were made twice during the Reform period, but that
hoth failed as a2 result of the opposition in the Council. The Con-
gress Ministry in Bombay should have explored this avenue of
additional taxation but it was strangely sileat on this subject.

All these omissions point to one conclusion, viz., that in no
scheme of tax reform can one avoid increasing the burden on the
richer classes. If one wants to avoid displeasing these classes,
one had better not talk of “taxing the untaxed.” ‘

§ 3. Public Eipendiatre Under the Congress Minisiry: We have
described in a previous section some of the schemes of the Con-

TABLE NO. 20
EXPENDITURE ON SOCIAL SERVICES
(So;lrce: Bombay Budget)

(In Lakhs of Rupees)

Expenditore Hesds : 1936-37 195940
Elucation 1,59.98 2,00.17
Medical 41 19 46.39
Pubbc Heahh - B30
Agriculture 13 ?ﬁ 11.99
Veterinary 3 90 441 -
Co-operation 6.08 13.76
Industry 6.57 7163

Total - 23,4608 3,0447
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gress Ministry in the field of education and rural welfare. There
is8 not a doubt that during the regime of the Congress Ministry
expenditure on “Social Services” recorded a laudable increase.
Thus, as compared with 193536, the expenditure on Education,
Medical and Public Health, Agriculture, Co-operation and In-
dustry, increased by nearly 25 per cent.

It appears, however, that while large sums were appropriated
for diverse schemes of rural welfare such as improvement of vil-
‘lage water-supply, improvement of rural medical facilities by sub-
sidizing medical practitioners to settle in villages, road construc-
tion, prevention of soil erosion, dry farming experiments, ete., the
administrative equipment for these schemes was imperfect. As a
result, large portions of budgeted grants remained unspent. The
following figures are available in-the Appropriation Accounts. for
1938-39 (p. 3):

TABLE NO. 21°
UNSPENT BUDGETED GRANTS ON.SOCIAL SERVICES

-

‘E_gi .8 10:';‘ .

gs 5t 3

Sxt's > 5 ) a

. 1. Anthorised Expenditure ' . )
{a} Original Schedule 3,68,68,000 10,02,62,000 13,71,34,600
(b} First Supplementary Schedule — . 7,85,786 7,85,786
e} Second Sa‘lpplemmtaq Schedule 1583514 60,532,295 76,15,509
3,84,52,514 10,70,80,681 14,55,33,1%5
II. Actaal Expenditure 1,76,05,684 10,00,45,982 13,76,51,666
ML Lews (-) Than Granted 8,46,89%0 70,34,699 78,71,529
IV. Percentage of I to I s — 22 6.6 34

The principal “savings™ on voted grants and charged ap-
propriations were: (i) Rs. 14 lakhs under “Irrigation,” due to
“less expenditure on new minor irrigation works due to insuf-
ficiency of works ready for execution, absence of fixed programme
for repairs and lack of adequately trained staff.” (ii) Rs. 4 lakhs
under “Public Health,” due to “less expenditare on village water-
supply and postponement of the scheme of health unit organiza-
tion.” (iii} Rs. 1.65 lakhs under “agriculture” due to “late start-
ing of various schemes,” (iv) Rs. 2.28 lakhs “Industries” due to
“Jess expenditure on several industrial schemes and postponement
- of the acheme for the improvement of fisting methods.” (v) The.
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Accountant General drew special attention to such scases where
budget provisions had been made which could not be spent, or
only partially spent, because the schemes were not complete in
detail! We have aiready noted how in 1939-40 the Government
created the “Development Fund” to meet the technical accounting
dificulty presented by such unused appropriations. But such ac-
counting devices were no solution of the real problem, which
arose out of the lack of proper administrative machinery.

It would, however, be somewhat unfair to labour this point,
since the Congress Ministry had a very short tenure of office, dur-
ing which it was not possible to give effect to its expenditure pro-
gramme in its completeness. :



CHAPTER XII
WAR FINANCE

§ Y. Indic’s War Fingnce: It is needless to say that India’:
economic and financial policy during war-time was controlled and
_ directed by the Central Government. It is, however, worth noting
that the Central Government’s policy and its results have had im-
portant repercussions on Provincial finance. Indeed, it may be
said that the basic financial problems which the Provinces had to
face wexe largely the results of the Central Gevernment’s financial
poliey. _

It is now a well-accepted fact that during the war-period the
Central Government’s expenditure on account of defence, as well as
on account of the Allied purchases, greatly exceeded the receipts
by way of taxes and loans; and that there thus developed an “in-
fationary gap,” which induced an enormous expansion of cur-
rency by the Reserve Bank upon the backmg of Steriing Securities.!
This inflationary issue set in & spiral of rising prices, as indicated
in Tnble No. 22

TABLE NoO. 22-
INDEX NUMBERS OF WHOLESALE PRICES
(Econowsic Adviser's Index)

Month and Yeur Todex Nomber
August 1?39 ;fals);;
‘u}y""&o 112.1
) u.a.r& 194§ 114.8
u.'ly 1 140.9
e i
:a.nuar;‘ 3943 195.6
Ty ot ey
januai 3
July 1544 ; A2
January 1945 .- 250.3
July 1 1946 .- %24
anuary
March ™ 1946 533

This inflationary finance has had important effects on the
financial structure of Provincial governments. The rising price- .

tFor a detailed and aritical tollndul Wu- Finance, see "The War

Indian Economic } * and . PobBce -

s Sovarots of llﬂ WG:W tico No. 10, Gok
[148]
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level and increasing money incomes, as well as the additional
taxes and enhanced tax-rates imposed by the Central Government,
brought about an enormous increase in the Provincial revenues,
such as the income-tax share, excise, stamps and forests. The
Provinces, however, have not had to bear any significant part of
the war expenditure, and therefore, the revenue increments re-
sulted in large recurring surpluses, the disposal of which con-
stituted the principal financial problem. The manner in which
this problem arose in Bombay, and the policy which the Govern-
ment pursued, are set forth in what follows.

§ 2. ‘Bombay's War Budgets: In November 1939 the Congress
Ministry resigned, and the Governor of Bombay assumed charge of
the whole administration under Section 93 of the Government of
India Act. The budgets during the subsequent years were author-
ized by the Governor. : _ ‘ ‘

(i) The first War budget of the Bombay Government (1940-
41) authorized by the Governor showed a small revenue surplus,
the estimates being as followa:

Revenue Receipts . Rs. 12,82.88 lakhs
Revenue Expenditure ’ Rs. 12,82.40 lakhs
Revenue Surplus . Rs. 0.48 lakh

These estimates provided for the continuance of the various
schemes inaugurated by the Congress Ministry, including prohibi-
tion. For this purpose the Urban Immovable Property Tax, the
Electricity Duty and the enhanced Stamp and Court-Fee Duties
were extended for a year. The extise revenue was expected to
be Bs. 1,57.33 lakhs, but the income-tax receipts were estimated at
Bs. 60 lakhs. ‘

{ii) When the second War budget {1941-42) was published
in March 1942, several changes had taken place in the general
cconomic and financial situation. The revised estimates for the
vear 1940-41 showed a very large increase in the revenue surplus
{Bs. 1,03 lakhs}, while the accounts showed a further increment
(Rs. 1,87.48 lakhs). This was mainly due to improved, receipts
under Excise (Bs. 63.79), Other Taxes and Duties (Rs. 31.01
lakhs), Income-Tax (Rs. 23.20 lakhs)/ Stamps (Rs. 12.69 lakhs)
and Land Revenue (Rs. 7.85 lakhs). Out of this surplus Rs. 1,00
lakhs were transferred to the Special Development Fund.
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The Budget estimates for the year 194142 were:

Revenue Receipts S Rs. 13,56.65 lakhs
Revenue Expenditure o Rs. 13,56.00 lakhs
Revenue Surplus Rs. 0.65 lakh

" - These estimatea took inte account the changes in the prohi-
bition policy as a result of the High Court decision (July 1940),
at which time the Government issued the following Communique:
“The Government intends to devote any additiopal revenue from
these changes to the relief of taxation under the Urban Property
Tax, but it should not be assumed that any large relief will be
possible, since the Government anticipates that these arrangements
will mean the continued sacrifice of most of the revenue from the
sale of country liquor and toddy.” In accordance with this com.
mitment, the rates of the Urban Property Tax were reduced by
20 per cent, involving a relief of Rs. 24 lakhs..

On the expenditure side there was an increased provision of
Re. 50 lakhs on social services including Education, Medical Relief.
Public Health, Rural Development, etc. A beginning was mede
in the grant of dearness allowances to low-paid government serv-
ants. A three-year programme, involving a total cost of Rs. 1,38
lakhs, was chalked out, 1o he financed out of the Special Develop-
meent Fund which had accumulated 1o Rs. 1,66 lakhs. The opening
free balance of Rs. 1,11 lakhs was kept in reserve for contingencies
arising out of war conditions, '

(iii) The budget for 194243 revealed a considerably im-
proved financial position with reference to the year 154142, The
revised estimate for the latter year showed the revenue surplus
to be Rs. 1,64.99 lakhs, while the accounts revealed it to be
Rs. 2,61.01 lakhs, which included the additional amount of Rs. 1,00
lakhs transferred to the Special Development Fund. , The in-
creased receipts were chiefly under Provincial Excise (Rs. 64.80
lakhs), Land Revenue (Rs. 61.37 lakhs), Income-Tax (Rs. 58.60
lakhs), Stamps (Rs. 32:64 lakhs), Forest (Rs. 28.51 lakhs), and
Other Taxes and Duties (Rs. 25.30 lakhs).

The revenue receipts for 1942-43 were estimated at Rs. 15,18.16
lakhs, and revenue expenditure at Rs. 15,17.18 lakhs. The addi
tional révenue due to relaxation of prohibition measures was
estimated at Rs. 28 lakhs, j.e., Rs. 4 lakhs more than that of the
previous year. In. view of this increase a slight reduction was
effected in the rates of the Urban Property Tax. ‘Financial provi-
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sion of Rs. 70 lakhs was made for Air Raid Precantions and qther
war measures, while a Post-War Reconstruction Fund was started
with a sum of Rs. 224 lakhs. The beneficent activities in several
departmenis were continued, and the sum of Rs. 20 lakhs was
transferred to the Special Development Fund.

(iv) The 1943-44 estimates were as follows:

Revenue Receipts ' Ra, 17,6920 lakhs
Revenue Expenditure  Rs. 17,68.74 lakhs
Revenue Surplus - Re. - 0.46 lakh

This year’s budget provided for the transfer of Rs. 60.53 lakhs
to the Post-War Reconstruction Fund. It also provided Rs. 97
lakhs under different expenditure heads for meeting the extra cost
due to enhanced dearness allowance rates. The “3 per cent Bom-
bay Government ‘Loan, 1955” floated in the year 1942-43 enabled
the repayment of Rs. 3,50 lakhs consolidated debt bearing interest
at 445 per cent. This conversion operation meant a reduction of
the equated instalments payable to the Central Government by
Rs. 19.02 lakhs for the next 39 years; but for the next 13 years
it necessitated a provision of Rs. 15.94 lakhs on account of interest
and depreciation fund charges. :

(v} The budget for 1944-45, like that of earlier years,
revealed a great improvement in the financial position for the year
1943-45. While that year’s budget had estimated a revenue sur-
plus of Rs. 0.46 lakh, the revised estimate framed upon the actuals
of the first eight months showed it to be Rs. 1,63.43 lakhs, ex-
clusive of the transfer of Re. 1,50 lakhs to the Special Develop-
ment Fund, and of Bs. 1,10.53 lakhs to the Post-War Reconstruc-
tion Fund. The actusls for the year revealed a further improve-
ment, the revenue surplus being Rs. 3,70.55 lakhs. The principal
increases took place under the following revenue heads: Income-
Tax (Rs, 1,48.00 1lakhs), Esxcise (Rs. 247.71 lakhs), Stamps
{Rs. 99.79 lakhs), Forest (Rs. 92.53 lakhs), Entertainment Tax
{Rs.. 86.33 lakhs), and Sales Tax on Petrol (Rs. 50.48 lakhs). Ex-
penditure also increased under Forest (Rs. 36.04 lakhs), Jails and
Convict Settlements (Rs. 30.45 lakhs), Police (Rs. 28.45 lakhs), -
Agriculture (Rs. 27.75 lakhs)}, Famine (Rs. 71.13 lakhs) and Civil
Defence (Rs. 20.48 lakhs). :

The eatu’mtm for 1944-45 provided for a revenue surplus of
Rs. 0.86 lakhs. The revenue estimate (Re. 24,89.56 lakhs) was
based upon the continuance of all taxes at the 1943-44 rates, ex-
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cepting the Urban Property Tax of which the rates were further
reduced. This policy was justified as an anti-inflationary measure,
while it was also based upon the consideration of making provi-
sion for post-war reconstruction schemes. With this Jatter end in
view a sum of Rs. 4.5 crores was proposed to be transferred to the
Post-War Reconstruction Fund. Financial provision was also
made for a programme of agricultural development, including
bunding schemes, irrigation wdrks, “Grow More Food” campaign.
ete. ' )

While a nominal surplus (Rs. 0.36 lakhs) was assumed in the
budget. the accounts revealed a surplus of Rs. 305.54 lakhs, the
‘principle revenue betterments being Income-Tax (Rs. 57.40 lakhs),
Land Revenue (Rs. 60.74 lakhs), Excise (Rs. 331.41 lakhs), Forest
{Rs. 143.84 lakhs), Other Taxes and Duties (Bs. 170.40 lakhs)
and Stamps {(Rs. 3201 lakhs), On the expenditure side two im-
portant items were Rs. 2,00 lakhs transferred to the Debt Redemp-
tion end Avoidance Fund, and an additional provision of Rs. 150
lakhs for the Special Development Fund. The real surplus, there-
fare, was of the order of Bs. 6,50 lakhs.

(vi) In March 1945 Bombay’s sixth War budget was authorized
by the Governor.

The budget estimates for the year 194546 were: -

Revenue Receipts _ Re. 20,00.19 lakhs
Revenue Expenditure ‘ Rs. 29,08.95 lakhs
Revenue Surplys - Re. 024 lakh

- The tax rates as they existed at the end of 1944-45 were con-
-tinued, and this meant a departure in the case of the Urban Prop-
erty Tax, since the circumstances under which it had been im-
posed no longer existed. The excise revenue had recovered and had
increased beyond the pre-prohibition level, but now the Government
decided to dissociate the levy of the Urban Property Tax from
the original circumstances that had occasioned its imposition. In
view of the vastly increased expenditure on social services and on
war-time schemes, and in view of the necessity for' providing for
post-war programmes, this decision of the Government might be
said to be wise. The Post-War Reconstruction Fund was this year
increased by Rs. 4 crores, bringing it to Bs. 11 cro Large sums
were appropriated for the Bombay Milk Scheme (Ms. 60 lakhs),
the Bunding and Dry Farming Scheme in Bijapur (Rs. 75 lakhs).
Irrigation Works (Rs. 29 lakhs), and for the purchase of ground-
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nut cake and bone-meal manure for distribution among cultivators
(Rs. 58 lakhs). Dearness Allowances required & .provision of
Rs. 1,25 lakhs, and a sum of Rs. 2 crores was transferred to the
newly created Debt Redemption and Avoidance Fund. -

The revised estimate for 194546 (as revealed in the budget
for 1946-47) showed a surplus of Rs. 30.97 lakhs.

(vu) The esl:umles for t!n year '1946-47 are:

Revenue Reoelpts ' Rs. 30,19.87 lakhs
Revenue Expenditure Rs. 30,14.73 lakhs
Revenue Surplus Rs. 5.14 lakhs

The revenue estimate assumes the continuance of all the taxes
and fees, and it includes (i} the Sales Tax (Rs. 82.50 lakhs), and
the extension of the Urban Immovable Property Tax to Poona
{Rs. 4 lakhs). The income-tax receipts are estimated to be less
than those of 1945-46 by Rs. 61 lakhs, while excise and forest are
also expected to be diminished by a crore and 78 lakhs of rupees
respectively. Rs. 2.25 crores have been transferred to the Post-
War Reconstruction Fund, which will be Rs. 13.25 crores at the
end of the year. Out of this Fund Rs. 1,33 lakhs have been pro-
vided for reconstruction schemes in 1946-47, but it is pointed out
that larger provisions may have to be made in the course of the
year on schemes of re-employment and food procurement. A
sum of Rs. 1,30 lakhs has been provided for the Milk Supply
Schemes in Bombay and Poona, while Rs. 78 lakhs have been al-
lotted for the Dry Farming Scheme in Bijapur, and Rs. 62 lakhs for
the distribution of ground-nut cake and bone-meal manure. The
Debt Redemption Fund has been assigned a further sum of Rs. 2
crores, bringing it to Rs. 6 crores. The Dearness and War Allow- .
ances are estimated at Rs. 2,62 lakhs for the year. Additional
provisions have also been made in respect of Education, Medical,
Public Health, Agriculture, and other nation-building departmerits.

§ 3. Review of Bombey's War Finance: Bombay’s war finance
was dominated by one central faci, vie., large recurring surpluses
arising out of expanding revenué. The surpluses were not gen-
erated by deliberate policy in the sphere of taxation; they were,
rather, the outcome of certain fortuitous circumstances created by -
the war. In fact, it could even be said that the Provincial sur-
pluses were due, in a large measure, to the Central Government’s
financial ‘policy. . -
L F. F—11"
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.. We have already indicated the nature of India’s financial prob-
lem during war-time, and the way in which it was handled by the
Central Government. We have seen how there developed in Cen-
tral finance an “inflationary gap” which led to the expansion of
note issue and a spiral of rising prices. This inflationary finance
at the Centre was responsible for an enormous increase in Bom-
bay’s revenue receipts under the following important heads:

(i) Income-Tax: As ‘a result of the enhanced Income-Tax
rates, and the imposition of the Excess Profit Tax, the total re-
ceipts by way of income-tax share increased by leaps and bounds

showu in Table No. 23,
TABLE NO. 23
BOMBAY GOVERNMENT'S SHARE OF TAXES ON INCOME

{In Lakhs of Rupees)

199940  1940-41 19412 19243 194344 19H-45 1945-46
{Revired) (M‘H

35.00 820 147.80 2i8.00 390.00 331.20 454.00 392.8

It will thus be seen the Province has been getting unexpecl-
edly large sums under this head, which, today, has become one of
the most important sources of revenue, next only to excize. It is
obvious that these windfalls have been. the outcome of Central tax
policy in the sphere of direct taxation; but it must be noted that
the Central Government’s income-tax receipts have increased
largely as a result of rise of prices and the consequent expansion
. of money incomes in most spheres of economic life.

(ii) During the war period excise revenue also registered a
marked increase. When the Congress prohibition programme was
in' full swing, the excise revenue was expected to fall by nearly
Rs. 1.5 crores. The budget for 1939-40 estimated the excise
revenue at Rs. 2,87.10 lakhs, but this figure did not include the
expected loss of Rs. 1,50 lakhs on account of prohibition measures
which were to be introduced in that year. The Finance Member
expected the receipts from excise to be about Rs. 1,40 lakhs for
the year 1939-40; the actuals, however, revealed them to be
Rs. 2,02.13 lakhs. In the Governor’s first budget (1940-41) al-
lowance was made for the decline of the excise revenue due to
prohibition. But in the course of the year, the prohibition meas-
ures had to be modified as a result of the High Court decision,
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Jeading to & relaxation of restrictions on the purchase and pos-
session of foreign liquor. Excise revenue, since then, has been
on the increase, although the prohibition policy was continved.
The excise receipts exceeded the pre-prohibition level in 194243
(Rs. 3,75.25 lakhs), and they reached the record figure of
Bs. 7,55.90 lakhs in 1944-45. The budget estimate for 194647 is
Rs. 6,52.67 lakhs. The increase has been due to a variety of
causes, mainly, increased purchasing power, reduced imports of
foreign liquors, high army demand, etc.

(iii) Revenue from stamps increased by a little more than
& crore of rupees during the war period. In the accounts of
193940 the receipts were Rs. 1,44.36 lakhs; in the revised esti-
mate for 194546 they have been shown at Rs. 25700 lakhs; and
in the budget estimates for 1946-47 the figure is Rs. 2,49.28 lakhs.
This has been largely due to the “increased volume of business
and more numerous transactions in regard to purchase and sale of
properties, transfer of shares and execution of contractual obliga-
tions.”! This, again, has been the outcome of inflation, which
gathered strength during the year 1942-43. The increase in re-
ceipts after 1943 has been also due to the enhanced rates made ap-
plicable under the Bombay Act No. XIV of 1%3.

(iv) Due to war conditions the forest revenue also increased -
enormously, especially after 1942.43. In the pre-war years forests
yielded Rs. 38.61 lakhs; the receipts went up to Rs. 69.76 lakhs
in 1941-42; but in subsequent years there took place a phenomenpal
increase in revenue mainly as a result of war demand and high
prices of forest produce, particularly timber. The actuals for the
year 1944-45 were Ras. 3,13.81 lakhs; while the revised estimate for
1945.46 is Rs. 2,20.43 lakhs. In the budget for 194647 the esti-
mated revenue is Re. 1,51.07 lakhs, the fall being obviously due
to the diminution of war demand.

It must, however, be noted that the expenditure on the forest
department also registered a large increase, chiefly under *‘con-
servancy and works.”

{v) Another revenue source of which the yield has increased
in a marked degree has been “Other Taxes and Duties,” including
taxes on luxuries, entertainments, amusements, betting and gam.
bling, As a result of increased purchasing power especially in
urban areas, the receipts under this head increased from Rs. 26.40
lakhs (1939-40) to Rs. 48.53 lakhs (1942-43); then there took

1 Pudget Memorandum, [944-43, p. 2.
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place a marked rise, the figure for 194445 (accounts} being

Rs. 49055 lakhs. The budget estimate for 1946-47 is placed at
Ig 4,88.78 lakhs. The increased revenue has also been due to
enhanoements of rates in regard to these taxes.

From the foregoing account it is clear that 2 very large pa"t't
of the above revenue heads has been the result of war conditions,
and pamculnrl)r of the inflationary price trends and increasing
money incomes, The general effect on the total revenue position
is indicated by the figures in Table No. 24.

-TABLE NO. 24

SHOWING TOTAL REVENUE RECEIPTS IN 1939-40, 194243,
1945-46 AND 1946-47

(Source Bombay Budgets, 1945-46 and 1946-47)
(In Lakhs of Rupees)

1939-40 194243 1944-45 1945-46 194647
. C A . Revised Bud
12,49.59 19,70.31 33,66.80 32,49.69 30,19.87

Let' us now examine the policy which the Government pur-
gued in connexion with this fortuitous revenue increment, and the
consequent recurring surpluses. For this purpose it will be con-
venient to divide the period into two parts, viz., (i) from Novem-
ber 1939 to March 1942; (ii) from April 1942 up to March 1946.

The first period did not give rise to any large problems of
finencial and economic policy. During these two-and-a-half years,
the Government’s budgetary position had improved to a certain
extent owing to the increased receipts under income-tax and excise.
* 'The Government’s policy was te maintain steady progress in ail
the nation-building depan_ments and to prepare themselves for
financial contingencies arising out of the war. In pursuance of
this policy, the Government steadily increased the provisions um-
‘der education, medical, public health, agnculture, veterinary, co-
operanon, and industries. It is not necessary to describe the
various measures undertzken in these branches.*

At the same time the Bombay Government made provision
for further development expenditure by transferring to the Special

® The official publication “‘Bowbay’s Progrem—1930-42" gives a detailed account
of all these measures.
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Develepment Fund ‘Rs. 25 .lakhs in 1939-40, Rs. 1,00 lakhs in
194041, and Rs. 1,27 lakhs in 1941-42. Besides, the opening bal-
ance of Rs. 1,11 lakhs (1941-42) was kept in reserve “to meet any
unknown contingencies arising out of war conditions.”

Difficult problems of financial and economic policy arose dur-
ing the second period beginning from April 1942. This period
is characterized by a rapidly rising price-level. There accrued,
" as detailed previously, embarrassing surpluses in the Provincial
budgets. At the same time the Government was faced with dif-
fienlt administrative problems in the field of civil defence, food-
supply and price control.

The general financial policy during these years was based
upon four main considerations laid down in the budgets for
1942-43 and 1943-44. These were: (i) “It is essential that
there should be no lack of financial provision for ‘war measures’
falling within the Provincial sphere, in particular for measures
connected with Civil Defence, sand the maintenance of internal
security, and law and order. (ii} Subject to the foregoing con-
gideration, and within the limitations imposed by the need to give
priority to war demands on personnel and material, there should
be no curtailment of expenditure on the ‘nation-building’ activ-
ities of the Government; in panicular, schemes of rural develop-
ment. (iii) A beginning should be made in the building up of
sufficient provision for meeting post-war needs and problems.
(iv) Substantial additions to the recurring liabilities of the Prov--
ince should not be made merely on account of increase of revenue
due to temporary and”fortuitous causes.””® (v} Inflation must be
countered.?

None can take exception to the above considerations which
underlay the Government’s financial policy during the war penod.
The actual achievement also came very close to the general prin-
ciples laid down here, except in' a few cases. The follow:ng points
may be noted in this connexion:

(i) A consistent policy was pursued in ‘respect of mlkmg
provision for post-war needs. In 1942.43 the Gevernment created
the “Post-War Reconstruction Fund” and set aside in the budget
for that year a sum of Rs. 22.4 lakhs for the purpose. The pur-
poses of the F und were thus explained in the Budget for 1942-43.
“It is certain that many matters will arise after the war requiring

2 H. E. the Governor’s Statement on the Provincial Budget for 1911-42.

3 Istroductory Note to the Budges Memorandmb, 194245, p. . -
4 Introductory Note to the Bodget Memorsndom, 194445, p. +.



158 Bowsay Fivaxcs, 19211946

the urgent provision of money which the Province may be unshble
to provide from its annual revenue. It would be premature to al-
tempt to define these problems at this stage. Resumption of
building schemes of Government held up during the war for lack
of steel, replantation of forests the exploitation of which has been
accelerated by war demands, and, possibly, an economic pro-
gramme to meet the situation caused by the release of skilled
labour and the demobilization of Indian soldiers, are a few il-
lustrations of the objects for which the Post-War Reconstruction
Fund may be eventually used.”® In subsequent years fairly large
transfers were made to the Fund which, by the end of 1946-47, is
expected to be Rs. 13.25 crores. Besides, Rs, 6 crores have been
transferred to the Debt Redemption and Avoidance Fund created in
1943-44. The building up of such reserves out of fortuitons recur-
rent surplus. has been a policy of financial prudence. It might also
be regarded as a counter-inflationary measure on a small scale,

(ii) At this stage it may be pertinent to discuss whether it
would not have been better to have given tax relief out of the
recurrent surpluses. It should be clear, however, that such a
policy wonld not have beer appropriate during the period under
review. Reduction in general tax levels would have had an in-
flationary effect, and hence such a policy would have been in-
consistent with the general aims of war finance. The Government
aflorded some measure of reliel in the case of the Urban Property
Tax in accordance with their commitment already referred to
above. The rates of this tax were gradually reduced as the excise
revenue recovered, but in 1945-46 this policy was abandoned .and
the tax was retained although the circumstances under which it was
imposed no longer existed. On the whole this was a wise deci-
sion, considering the general aims of war finance on an inflationary

Now, the only tax in the case éf which relief has been needed
in the past is the land revenue.. Here also, it is obvious that & fair
measure of relief has already been obtained automatically as a
result of rising prices and increasing farm incomes, though it
must be admitted that this relief has not been uniformly distributed
over the different agricultural classes. Even granting that relief
was called for, it would appear that it would have been impos-
sible to grant it systematically and scientifically so as to reach
those classes which really deserved it. We have already referred
to the difficulty experienced by the Congress Ministry in this re-

" Budget Munersndum, 194243, p. IX.
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gard. The fact is that reduction of land revenue assessment can-
not be accomplished by ad hoc measures; it raises larger issues
connected with the permanent modification of the whole system of
Land Revenue Settlement and Revision. We, therefore, conclude
that tax relief as an alternative to building up financial reserves
would not have beerl proper from the point of view of general
policy, and would not have been easy from the point of view of
administration.

(iii} It is worthy of note that increasing provision has been
made during the war-period for “nation-building” departments, as
the figures in Table No. 25 show. .

TABLE NO. 25

SHOWING EXPENDITURE ON “NATION-BUILDING” DE-
PARTMENTS DURING 194041 TO 194647 (BUDGET)

(Source: Bombay Budgets)

194041 194142 194243 194344 94445 194346 194647
Keviwed Budget

1. it 199 1 1 .30 . . .
5 &&uﬂoh B . .30 206.7% 209.31 219, 2172 276.42  293.47
Health . 8256 8781 98.66 11289 13653 16260 17550
3. Minar Irrigation
Works .- L9 942 .00 6.00 616 3229 38.6¢
4. Agricultwre, Veteri- ‘ : .
::?huul .
; i WO 38 B8 W B
6. Miscellaneons (Milk il ) ) )
Supply Schemes) . -—_ -— —_ — - — —

A part of the increased expenditure is attributable to dear-
ness and war-allowances and to additional establishments, but
even taking account of these, there has been a net progressive in-
crease in the expenditure on the social services, Thus, in educa-
lion, the .grants to Local authorities for primary education were
increased from Rs. 130.81 lakhs in 1939-40 to Rs. 223 lakhs in
1946-47. The question of pay and allowances of primary teachers
was examined in 1939 by a Committee consisting of Mr. S. N,
Moos, Director of Piiblic Imstruction and Mr. M. R. Paranjpe,
upon whose recommendalion the Government sanctioned the basic
scale of Rs. 25-14.30-1-40 for trained teachers appointed and
trained after 1935. A further rise has also been sanctioned with
effect from April 1946. It is clear, however, that this whole ques-
tion will have to be thoroughly examined afresh in view of the
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increased cost of living during the war period. The question is
linked up with the larger problem of financing primary educa-
tion within the means available for the purpose.

In the Medical and Public Health Departments, a number of
small! schemes have been provided for. Fairly large increments
have also been made in provisions for the departments covering
Agriculture, Veterinary, Co-operation and Rural Development.
Agricultural research and propaganda, “Grow More Food” cam
paign, provision of better seeds, bunding and dry farming schemes,
anti-erosion measures, and a variety of other projects have been
financed out of departmental grants, Special Development Fund,
and grants from outside bodies, such as the Imperial Council of
Agricaltural Research, Sir Sassoon David Trust Fund, the Indian
Central Cotton Committee, Sir Cusrow Wadia Trust Fund, etc.
Mention must also be made of the Milk Supply Schemes in Bom-
bay and Poona on which fairly large sums have been spent since
1944-45.

(a) Provisions directly and mduectly necessitated by war
conditions include those connected with Civil Defence (pamcu
larly A. R. P. measures), recruiting, police, dearness allowanq's
food-administration and price control. Two of these need a some-
what detailed examination. -

(b) Dearness Allowances: Provision for the payment of dear-
ness allowances was first made in the budget for 1941-42, when the
rates sanctioned were Rs. 2 for -all employees getting less than
Rs. 40 a month in Bombay and less than Rs. 30 in the mofussil.
The extra burden was estimated at Rs. 11 lakhs a year. In 1943-44
these rates were increased to Rs. 9 and Rs. 7 respectively; dearness
allowances at the rates of Rs. 11 and Rs. 9 were sanctioned for
servants getting Rs. 120 in Bombay and Rs. 90 in the mofussil,
respectively. As a result of these increments, the estimated extra
cost was nearly Rs. 87 lakhs. This included also the additional
grants to Local authorities adopting similar schemes of  dearness
allowance for their own employees. Subsequently, the rates of
dearness and war allowances have been raised, and it has been
estimated in the budget for 1946-47 that the total charge on this
account is about Rs. 2,62 lakhs including grants-in-aid to local
bodies,

(c) The problems of food aupply, phoe control and ration-
ing within the Province led to certain significant developments in
the field of economic adwmipistration and finance during the war
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period. Bombay being a deficit area in vespect of food grains, the
policy of price control necessitated strict measures against hoarding
and profiteering, and required an early introduction of rationing
and Government supply of grains at controlled prices. “Cheap
grain shops” were started ear]y in 1940, and for this Government
putchase of certain food grains became necessary. 1In course of
time, however, it was realized that policy should be directed to-
wards the production of larger quantities of food grains within
the Province, by diverting acreage from commercial 10 food crops,
and by increasing the genersl productivity of land devated to
food production. Again, in order to ensure the proper distribu-
tion of foodstuffs among the people, food rationing became neces-
sary, ~This naturally involved government procurement of food-
stuffs through compulsory purchase or levy., All these develop-
ments in food policy ultimately meant a large extension of Gov-
crnment activity in the feld of production and distribution of
food grains, and consequently, large encroachment of the Govern-
ment in the sphere of private trading. Suvch measures have re-
sulted in a significant expansion in public expenditure, which,
there is some reason to believe, could be continued with profit
during the period of post-war reconstruction. The foregoing
developments are indicated in some detail in what follows:

It is a matter of common knowledge that Bombay is a deficit
Province in respect of food grains, and that it has to depend
upon imports from other Provinces to balance its food-budget.
With the loss of Burma, and the imposition of export bans by
other Provinces, Bombay’s food position became precarious and it
called for a well-thought-out policy directed towards securing im-
ports as well as increasing Provincial production of féood grains.
When the Central Government initiated the “Grow More Food™
campaign in 1940-41, the Government of Bombay readily adopted
it and offered fdcilities to cultivators in eorder to- induce them te
increase food production. -Interest-free loans for the purchase of
seed, loans on easy terms for the construction and repairs of wells
and other land improvements, transport priorities ih respect of
food grains, distribution of improved varieties of seeds, reduc-
tion of irrigation rates, distribution of groundnut cake, etc., have
been some of the inducements offered in this connexion. Ex-
tensive propaganda through the distribution of leaflets, village
meetings, posters, etc., was also carried on to popularize these
facilities, It was thought that such measures would increase food-
crop production by diverting cultivation from non-food to food-
crops, and by causing an extension of cultivation of waste lmds
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hitherto lying uncultivated. As a result of the campaign, there
took place some substitution of non-food crops by food-crops during
1941-43, but in 194344 it was realized that propagande work in
this direction had reached the limits of its achievement, and that
for bringing about further substitution, legislation had become
necessary. In view of this the Bombay Growth of Food-Crops
Act was passed in May, 1944, under which it ‘has been provided
that “in any specified area every cultivator shall grow.scheduled
food-crops in such area of his holding in the twelve months im-
mediately following the date of the order as bears to the total
area of his holding a proportion not less than that which the area
of such crops grown by him in the twelve months previous to the
date of the order bore to the total area of his then holding.” It
is further provided that “if the Provincial Government iz satis-
fied that it is necessary in the interests of the Province to increase
the production of food-crops in anv local ares,” it mav. by an
order, prescribe the minimum proportion of a holding on which
food-crops shall be grown, and the maximum proportion of the
hoiding on which non-food-crops may be grown. The Act also
made provision for the fixation and guarantee of prices of food.
crops grown by the cultivators under the orders, and it also gave
powers to the Provincial Governmeni to reduce land revenve or
irrigation dues in respect of such lands. By an amendment of
the Act it has been provided that rent payable by tenants of lands
on which food-crops are compulsorily grown may be fixed by
Mamlatdars after taking into account such factors as rental values
of similar lands growing food-crops in the locality, their local
prices, the Government assesement, etc.

This Act has been followed by the Bombay Irrigated Crops
Regulation Act, 1944. Its object is to secure the maximum pro-
duction food-grains on irrigated lands, most of which are devoted
to heavy commercial crops like sugarcane. Under this Act, the
Commissioners are empowered to prepare schemes for the com-
pulsory growing of food-craps on irrigated lands, and in the event
of non-compliance for their forfeiture by Government.

In the meantime, rationing has been introduced in a large
number of areas, and in view of the deficit position of the Prov-
ince in respect of most of the rationed articles, it has become
necessary to make arrangemenis for® compulsory procurement of
food-grains in order to meet at least a part of the requirements
of the rationed areas. Compulsory procurement was ipitisted in

March 1944, through the “Grain Levy Scheme” applied to the
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three districts of Sholapur, Bijapur and Ahmednagar. Under this
original scheme the cultivators of food-crops were required to sell
a proportion of their produce to the Government at fixed prices,
the proportion of the “levy” being determined with reference to
the land revenue assessment. After six months’ experience, a
revised Grain Levy Scheme was prepared and made applicablo
1o all parts of the Province except the districts of South Kanars,
Ratnagiri, Kolaba, Thana, Bombay Suburban, and the purely rice-
producing areas. The revised levy demand has been based
primarily upon food-crops acreage, the assessment being con-
sidered as one of the factors. It applies to the main cereal crops
—wheat, rice, bajri, jowar, and ragi, their prices being fixed by
the Government for delivery at the godown. Exemption limits
have been fixed fon the several grains in accordance with local
conditions and consumption habits. In the rice-growing tracts
where the compulsory levy is not applied, the Government has
made arrangements for voluntary purchase of paddy on »
monopoly basis.

The following figures show the resulis of the grain pumhm
monopoly and procurement scheme in the Province:

E ol 815 | &) 8 i
B ¥ | 8% §s 33 - f
3530 g2§ 2| I3 g'gg £a
SEATOE I =T Ae'B =T aés -]

1 2 3 4 5 6
Tons Tons ’ Tons Taons

36,20,480 5.08,214 140 30,14070 630,118 208

Procurements for the sesson 194546 have been on a much
larger scale. Total purchases up to October 1945 were nearly
430,262 tons.

This is not the place to discuss in detail the adminisirative
aspects of the foregoing measures, vz, the “Grow More Food”
campaign, rationing, compulsory procurement and monopoly pur-
vhases of food-grains. For the present discussion the significance
of all these developments is that they have led to a very large ex-
tension of Government activity in the sphere of production and
distribution of foodstuffs and other rationed articles, and the con.
sequent encroachment of the Government in the field of private
trading. Reference may also be mode in this connexion, to the
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Miscellaneous 15

Available for Schemes the Cost of
Which Remains to Be Worked Out 11.0
Total 60.0

Out of this sum of Rs. 60 crores, Rs. 50 crores represent non-
recurring expenditure, and the rest recurring. The latter is esti-
mated to be spread over as follows:

Crores of Rupees
1st Year 1.50
2nd Year 1.75
3rd Year 2.00
4th Year y 225
Sih Year 2.50
Total 10.00

The financing of this programme is based upon the following:
(i)} it is expected that about Rs. 20 croves will be available from
the Central Government by way of a subvention; {ii) the post-
war reconstruction fund is estimated to reach Rs. 15 crores at the
commencement of the first five-year period, i.e. in 1947-48; (iii)
during the first five-year period budget surplus is expected to
total Rs. 10 crores; (iv) the remaining Rs. 15 crores may be met
by additional tsxation or by borrowing, or both. If the whole
amount is borrowed, the recurrent interest charges are estimated
at Rs. 1 crore a year.

As regards the financing of the second and third five-year
periods, sthe Government do not think it necessary or practicable
to set forth detziled proposals. They observe, however, that the
plans will necessitate some additional taxation, which might well
take tha form of a sales tax.

§ 3. The Basis of Financial Reform: Tt is not necessary to enter
into a detailed discussion about the reconstruction plans and their
financing described above. It is obvious that the popular minis-
try, when it assumes the reins of Govermment, will find it neces
sary to modify these proposals, and to work out new ones in the
light of their own economic and financial objectives. At this
stage, therefore, it contents us merely to indicate some of the un-
certainties which inhere in the immediate future, and some of the
basic factors in the context of which the financial programme will
have to be planned.

(i) It is obvious, in the first .place, that financial planning
is bound up with the uncertainty inherent in the future consti-



Reconsmauction Fmanc: 167

tutional settlement. The nature of the federation, the political
boundaries of the Provinces, the division of powers and functioms
between the federal and Provincial govermments.—are matters re-
gardmg which it would be wise not to say anything at present.
There is, however, one aspect of the future constitutiorial settle-
ment on which the present study has an imporiant bearing, viz.,
the division of revenue heads as between the Federal and the
Provincial governments. Ever since the Meston Settlement, the
Provinces have been handicapped by the maladjustment between
expanding activities and inelastic revenues. Since 1936-37, this
maladjustment has been to a certain extent corrected by the in-
creasing receipts from the income-tax. Today, the position in most
Provinces, and particularly in Bombay, is that financial stability
and expansion have come to depend.to a large extent on income-
tax receipts. - It seems, therefore, that if Provinces are to launch
programmes of economic development, they should be assured of
expanding revenues arising out of the taxable income within their
own borders. The arguments in favour of distributing the pro-
ceeds of the income-tax according to origin or residence have
gained strength in view of the present and prospective programmes
of economic planning, and hence, it would be a policy of wisdom
to provincialize almost the whole of the income-tax proceeds, the
powers of legislation being, of course, retained by the Federation.

(ii) When the larger question of powers and resources is
settled, the Provincial Government will have to address itself to
certain financial reforms regarding taxation, expenditure, and
budgeting, within its own sphere. In the field of taxation, the®
reconstruction programme must inevitably involve ceriain neces-
sary additions and readjustments based upon the principle of
fiscal justice. For this purpose it would be proper to start with
certain provisional assumptions regarding the incidence of taxa-
tion, or the distribution of fiscal burden, among the several pro-
ductive classes and income groups. It must, of course, be real-
ized that a comprebensive examination of incidence must proceed
upon an all-India basis, including within its sphere Central, Prov-
incial and local taxation. In the absence of fuller inquiry, it
would not be improper to work upon tentative results which could
be obtained with the help of a general analysis of incidence before
and during the war.

In the pre-war situation, the general analysis vegurding the
distribution of fiscal burden among the different productive groups
made by the Indian Taxation Inquiry Committee in 1926 was
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broadly trae. Modifying it in the light of the subsequent changes,
we may say that before the war, {a) the tax-burden on the “‘poor
clagses” (including agricultyral and industrial iabourers, small-
scale farmers, petty artisans, and the low-grade salariat) was
-fairly high relatively to their income, as these classes had to bear
the burden of excise duties, certain customs duties (e.g., on cloth
and sugar) and land revenue (in the case of farmers); (b) in
the middle class, certain classes were lightly taxed, e.g., the trad-
.ers and landlords; (c) in the upper-sections, the substantial land-
holding classes escaped lightly, as compared with the professional
classes, merchants and industrislists. This whole inceme group.
however, was lightly taxed in companson with similar income
groups in - other countries.

During the war there has been a large increase in the total
tax burden, as well as significant changes in incidence. The higher
income groups have borne the increments.in direct taxation, but
in most cases, their incomes have also expanded enormously as 2
result of war-time inflation. The enhancement of customs duties
and excises has affected almost all classes, but it is" not possible
to say, in the absence of a detailed inquiry into the expenditure
patterns of the different classes, how their burden hkas been dis-
tributed. The agricultural’ classes have had their burden lightened
as a result of the rise in the prices of agricultural products, but
the subsistence farmer has net gained in any significant measure.
The general rise of prices, indeed, may be regarded .zs a regres-
sive tax on all income groups, of which the pressure has been very
severe on the fixed- sl]ary earners in Government and non-Govern-
ment employment, in whose cast the war-allowances have not been
in propomon to the rise in the cost of living. o

In the light of the foregoing tentative analyals, regarding the
incidence of taxation, we may conclude that in the post-war period.
readjustments should be effected in such a way as to increase the
tax-contributions from the high-income groups in industry and
trade, the middle-class traders operating in towns and cities, and
the substantial landlords. For this purpose the following tax-
measures are worth exploring:

(a) A wx on agricultural incomes wnh an exemption limit
of say, Ra. 500. -

(b) A Sales Tax. A proposal for the levy of a turnover lax
for finencing post-war reconstruction schemes has already been
made by the Government. It is provosed to exempt dealers whose
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groés turnover is Jess than Rs. 10,000 per year, Exemptions are
also to be given in respect of the sales of foodstufls, kerosene,
matches, motor spirit, cheap cloth, etc. The rate of the tax is 15
anna in the rupee, or a litile over 3 per cent. It is also provided
that the tax will be levied on sales to the virtual consumers, and
not on those which represent intermediate stages. Possibly this
proposal may have to be modified in certain respects to suit the
convenience of the tax-payers affected, but on general considera-
tions, it appears to be a desirable measure, worth putting on the,
statute book.

- (¢) Inheritance Taxes, including Estate Duties and Succession
Duties on non-agricultura] property. These come within the
sphere- of Central legislation, and it.is gratifying to note that a
bill providing for the levy of an Estate Duty has already been in-
troduced in the Central Legislature. The proceeds of the duly are
to be distributed among the Provinces in a manner to be determined
by another Central Act,

(iii) In the field of expenditure, it is obvious the reconstruc-
tion programme will mean enormous outlays of a recurrent and
non-recurrent character. It is fairly certain that Provincial out-
lays will, in the future, be subsidized by Central subventions,
while the Provincial revenues will have to meet some of the de-
mands on the part of local authorities.

. Besides the aforementioned expenditure schemes, the post-war
period may well witness significant developments in a direction
already indicated in our study of war finance. We have noted
how “the problem of food-supply and price-control necessitated
large extensions of Government activity in the field of production
and distribution of food-grains through procurenient and ration-
mg schemes. They have opened out, a vast field for Government
activity in the sphere of social and economic welfare, and there
is & strong case for their continuance and extension even in peace-
time. The existing machinery might be employed for the purpose
of stabilization of farm prices so as to maintain a fair level
profitably for agricultural operations, Again, compulsory pro-
curement, Yationing and price-control may be used for the purpose
of subsidizing the consumption of fecdstuffs in the case of cer-
tain sections of the population, as is done today on a small scale
in rural areas, Possibly, a certain element of taxation could be in-
corporated in- the machinery by charging higher prices in urban
areas, so as to reduce the mequallty of the fiscal burden as be-

‘1 F. F—12
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tween the towns and the countryside. Lastly, all these schemes
when organized on a permanent basis, would tend to eliminate
the element of profiteering in 'a section of private trading which
touches most intimately the welfure of the masses. In all these
ways, the Government of Bombay may well take the lead in a fiel
of welfare activity which at present lies unexplored. -

(iv) One final consideration now remains to be set forth.
~ The programme of economic development already announced
covers fifteen years, divided into three five-year budgetary periods.
Whatever the modifications in respect of objectives and details
which the programme might undergo at the hands of the popular
ministry, it will necessarily imply a significant change in budgetary
- technique. The programme -of planned development will render
annual budget estimates of revenue receipts and expenditure less
significant, if not quite meaningless. - Planning will mean a con-
tinuity of the expenditure programme for a period of five years
or more, and it will be the objective of the financial authorities
to balance the receipts and outlays, not annually, but over a “bud-
getary period” as a whole. T

The 'principle of annual budget balancing has already suf-
fered a good deal at the hands of economic theorists and planners,
who have set forth the doctrine of “long-period budgeting” with
reference to the trade cycle. Tt is a commonplace that public
revenues, such as the income-tax, customs, excise, etc.. exhibit =
pronounced sensitivity to the trade cycle. During the “prosperity
phase” of the cycle, when prices, production and employment are
on the up-swing, the revenuez expand automatically, and since
public expenditure is to a large extent statutory and rigid, budget
surpluses tend to accrue; contrariwise, in a depression period, tax-
income as well as non-tax revenues decline, and produce “unbal-
anced budgets.” In view of this, the theory of “deficit financing”
and “irade-cycle budgeting” has been advanced by several the-
orists and practical planners. The idea is that instead of bal-
ancing the public account annually, deficit budgeting should be
adopted in the depression period s0 as to avoid the deflationary
effect of retrenchment. The accumulated deficits should later be
wiped out by budget surpluses accruing in the recovery period and
the prosperity phase There are, indeed, several practical dif-
ficulties connected with such long-period budgeting, but it is an

_ipevitable concomitant of economic planning, whether it is di-

*Por a soeaewhat fuller discumion of this thevry, ‘reference may be made t©
hm&m‘ﬁ',m,mm'“w“!mﬂ (Bombey
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rected towards smoothing out the cyclical fluctuations, or towards
general economic reconstruction.

It will be recalled that during the depression of the thirties,
the Central and Provincial Governments in Indiz pursued ruth-
lessly the policy of annual budget balancing, and effected large
temporary retrenchments in expenditure and imposed additional
waxation. It is needless to say that the problem of “depression
finance” was more acutely felt in the Central than in the Prov-
incial sphere, owing to the fact that the Central revenues such as
the income-iax, the customs, and the excises, exhibited a greater
degree of cycle-sensitivity. In the Provincial sphere, however, the
problem was by no means insignificant; we have seen that Bom-
bay’s revenues suffered by about Rs. 2 crores in the depth of the
depresston. Now that the income-tax forms an important source
of Provincial revenue, thé cycle-sensitivity of the revenue struc-
wre ‘has been augmented. Indeed, with the exception of land
revenue, most of the Provincial sources—income-tax share, excise,
foreats, stamps, scheduled taxes, etc.—are to a large extent depmd-
ent upon the price and mcome fluctuations.

What has been said above is sufficient to make out a case for
long-period budgeting. The case is reinforced by the financial
eceasities implied in the programme of planned development.
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APPENDIX A
' THE BOMBAY LAND REVENUE SYSTEM

§ 1. Introductory: Land Revenue has been the most important
souree of Provincial finance since 1921. It contributed nearly
30 per cent of the Provincial revenue during the Reform period;
and though its relative importance hes diminished under Prov-
incial Autonomy, it still remains one of the mainstays of Bom-
hay’s revenue strncture. The basis of this tax, its assessment and
revision have been the subject of fierce controversies in the past;
even today they constitute a fiscal problem of the first magnitude.
It would not, therefore, be out of place to give a somewhat de-
tailed history of the development of the Land Revenue System in
Bombay along with a description of its technique. The legislative
attempts to modify the system during the last few years will also
be treated in some Fulness. .

The Bombay land system is based upon the ryotwari principle
under which the Government fizes the land revenue with each in-
dividual occupant, whose rights are hereditary and transferable,
subject to the payment of the Government assessment. The rela-
tionship between the Government and the occupant of land is Je-
gzlly a tenure, commonly called the “survey tenure.” Though,
however, the major portion of the land in the Province comes un-
der survey tenure, there are large tracis where the Government has
“alienated” its right of .collecting assessment in favour of certain
persons and religious institutions. Such “alienated” lands came
inlo existence as a result of inams or gifts for personal or politi-
cal service. In the early years, of British rule in this Proyince,
claims for such inams were maJe by numerous persons. The Gov-
emmment, therefore, ordered an official inquiry in 1841, and {ater.
in 1852, appointed the Inam Commission to investigate these
claims. As a result of its findings, four types of Inams were recog-
nised—viz., (i) Personal; (ii) Devasthan (Religious Institutions);
{iii) Hereditary Service; and (iv) Political. The holders of such
inam lands—the Inamdars and Sardars—constitute a class of
landlords who pay a nominal or “quit rent” (fudi) to the Govern-
ment.  Again, there are certain estates in Gujerat and Konkan in
whose case hereditary ownership has been recognised by the Gov-
emmment in certain classes, such as the Talukdars and Khots. In
this way a variety of tenures has sprung up in these pn'ts. in-
volving tepancy problems of great difficulty.

(1731
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For the present, we are not concerned with the Inam Tenures
or the Taluqdari and Khoti tenures described above. Our present
task is to describe the direct relationship between the Government
and the occupant, on which the land revenue system rests.

§ 2. Historical Survey of the Bombay Land Revenue System:
The Ryotwari System of land revenue was first introduced in the
Madras Presidency in the early years of the nineteenth century
as a reaction against the Permanent Settlement. The initial ex.
periments were made in some districts by Colonel Read, whose
ideas were later adopted enthusiastically by Sir Hector Mumro,
In the Bombay Presidency its introduction - was favoured by
Elphinstone and other administrators in the early nineteenth cen-
tury. Elphinstone at first instructed the British revenue officen
in the newly acquired territories not to make any innovations in
the old system except for the purpose of removing known abuses.
It soon became evident, however, that the old complicated system
could not be worked properly by inexperienced officers whose un-
derstanding of it was very imperfect. Hence, it became necessary
to construct the system anew, with an accurate land record and
fixed principles of assessment. In 1827 a special officer, Mr
Pringle, was appointed to work out such a system. The Pringle
Settlement involved, firstly, a field-by-field survey of all cultivahle
land, and secondly, the fixing of the assessment of each field ac
cording to the average “net produce.” The system was fir
adopted in the Poona district, but unfortunately it proved a failure
owing to the fact that the survey was inaccurate and the assess
ment not reduced. Yet the Pringle Settlement accomplished some
good things: it did away with the old distinctions between the two
types of tenants, Upris and Mirasdars, and introduced one com-
mon survey tenure for all. Again, the assessment based wpon
the value of land meant the disappearance of the older system with
its numerous imposts, patlis and cesses.

In 1836 two oficers, Mr. Goldsmid and Col. Wingate, were
appointed to work out a fresh system of revenue settlement. They
started their operations in Indapur taluka of the Poona district,
and found that the system which they had in mind gave good re
sults. Soon the operations were extended to other regions, while
improvements were also effected in its technigue, particularly in the
systemn of classification, by Capt. Davidson. The three officers
later met at a Conference and drafted the famous “Joint Report™:
(1847) which laid down the general principles of revenue assess
ment. As the survey and settlement operations were extended. it
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became necessary to give a statutory basis to the system, and for
this purpose, the Bombay Survey and Settlement Act (1865) was
passed. This Act was repealed in 1879, when the comprehensive
Land Revenue Code was enacted. This, along with its many
amendments, and Government Resolutions and Executive Orders,
governs the present system of land revenue.

§ 3. The Technique of Land Revenue Settlement and Revision:
The technique of the system depends upon the operations of sur-
vey, classification, settlement, and revision of assessment. The
survey operations include the measurement of village lands and
the prepsration of survey records based thereupon. For this pur-
poee the unit is taken to be the “survey number,” with its subdivi-
sions, the pot or phalni numbers. Theoretically, the survey num-
ber is a plot of land .which can be cultivated with the help of
a pair of bullocks; it differs in different tracts according 1o the
nature of the soil. After fixing the survey numbers, the village
mep is charted, and on the same basis similar mape of talukas and
districts are prepared.
I .

The system of classification of the soil differs in different
regions such as the Deccan, Konkan, Gujerat, etc., but ordinarily
three types of land are recognised, viz., (i} dry crop; (ii) wet
crop; (iii) garden. FEach type is divided into three main classes,
black, red and gravel, these being further subdivided according
to depth and other qualities. Fields are then given theif classifi-
cation value in terms of so many annas in a rupee, in which
procedure account is taken of extrimsic circumstances zuch as
“faults” and “advantages” of each plot of land. The assessment
is then “settled” on the principle of “aggregate to detail,” i.e., the
aggregate assessment is first determined for a taluka, and then it is
distributed over the several villages and fields. In this latter
process the principle adopted is to fix the “maximum rates” for
the best type of land, and then to apply lower rates to other lands
according to their “anna value.”

Once the original settlement is made, revision of assessment
becomes due after every thirty years. This process raises important
issues such as the basis and the pitch of assessment. In regard
to these, we shall first describe the procedure laid down by the
Land Revenue Code of 1879 and the subsequent Government Or-
ders and Resolutions; then refer to the legislative attempt made
in 1927 to modify the procedure;; and lastly, the recently enacted
amendment (1939) to the Land Revenue Code.
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In regard to revision of the assessment, the Land Revenue
Code (1879) 1aid down that “in revising land revenne, regard
shall be had to the value of land and in the case of land used for
agriculture, to the profits of agriculture.” The caleulation, or
rather the estimation of the “profits of agriculiure,” depends upon
direct and indirect evidence offered by the statistics of cultivation
and occupation; the collection of land revenue, whether it has
been made with ease or difficulty; the material eomdition of the
people in general; markets and communications; the history of
prices; the statistics of the sklling, letting and mortgage value of
Iand; and rental statistics. It is obvious that in estimating the
profits of agriculture from these factors the settlement officers are
largely guided by their subjective impressions, for which reason
it has been said that the whole system depends upon executive
discretion. In order, however, to safeguard against undue en-
hancement, the following provisions have been made:

(1) Non-Taxation of Improvements. It is provided that in
revising assessment the increased value of land resulting from
the improvements on it made by the eccupant at his expense will
not be taken into account. This provision has a long and com-
plicated legal and administrative history. The original doctrine
on the subject was laid down by the Joint Report (1847) which
stated that “the full benefit of every improvement such as the
conversion of dry into irrigated land by the digging or repairing
of wells and tanks, the planting of {ruit-trees, ete., will be secured
to the incumbent of the land and no extra assessment levied on
that account.” This principle was then embodied in the Survey
and Settlement Act of 1865, and later with some refinements in
the Land Revenue Code of 1879. In its final form it appeared in
the amending Act of 1886, in which it is thus stated: “In revising
assessments regard shall be had to the value of land, and in the
case of land used for agriculture, to the profits of agriculture,
provided that if any improvement has. been effected in any land
during the currency of any previous settlement made under this
Act or under Bombay Act T of 1865, by or at the cost of the
kolder thereof, the increase in the value of such land or in the
proﬁt of cultivating the same shall not he taken into account
in fixing the revised assessment.”

(2) Another safeguard consists in the rules limiting  the en-
hancement at any particular revision. The “Orders of 1874”
provided: *“(a) The increase of revenue in the case of a taluks
.or group of villages brought under the same dry<crop rate shall
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not exceed 33 per cent. (b) No imcrease exceeding 66 per cent
should be imposed on a single village without the circumstances
of the case being specially reported for the orders of Government.

{c) No increase exceeding 100 per cent shall in like, manner be
imposed on an individual holding.”-

These ‘rules regarding the regulation of enhancement were
at first made applicable to certain talukas of the Bombay Dec-
can. The Secretary of State, however, desired that they should
apply to the whole Presidency. By Government Resolution of
1884, therefore, they were so extended, and applied to alfl future
seftlements, exceptions helng made only in a few specml cases
{é.g., Panvel Revision). A .

(3) Besides regulating the pereentage increase of assessment
the Government also made provision for the gradual levy of the
enhancements. These provisions are as follows: (i) At the
Igatpuri Revision Settlement (1885) it was decided that “enhance-
ment in excess of 4 annas in the rupee or 25 per cent of the as-
sessment on a helding will be remitied for the first two years of
the Revised Settlement, enhancement in excess of 8 annas in the
rupee for the third and fourth years, and enhancement on excess
of 12 annas in the rupee for the fiih and sixth vears of the Re--
vised Settlement, so that the cultivators may adjust themselves to
the inereased payment by degrees. These rules, commoniy called
the Igatpuri Concessions, were extended in 1886 to all future Sei-
tlements in the Deccan and Southern Maratha Country. They
were also applied to Gujerat from 1895. . (ii) Similar rules have
been made applicable to the Konkan under the so-called “Bhiwandi
Concessions” of 1895. ~Under them the enhancements are levied
by instalments of 33 per cent every three years. (iit) A special
system of concessions based on the same prmmple are in operatmn
in the Kanara district?

'{4) While the foregoing rules govem the revision . of a8sess-
ment, there ere others which apply to the actual collection of the
assessment once it is settled. Normally, of course, every occupant
has to pay the full assessment, which is levied without regard to
the fluctuations in his income. Under abnormal conditions such
as failure of crops, however, suspensions and remissions of the.
land revenue are gwen under certain rufes. As a msult. the
rigidity of the system is slightly softened. -

§ 4. Land Revenue System Under the Reforms The whole sys-
tem of Land Revenue Settlement and Revision dmrfbed abov;

3Por details veler w *Survey and Scttiement Mamgal,”] Vol. 1, pp.  16%176.
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came in for a good deal of discussion during this period. It was
widely felt that the basis of the land tax was vague and its pitch
too high; that the system of revision of assessment was highly
empirical and almost entirely dependent upon the personal im-
pressions of Settlement Officers. In this connexion the Joint Par-
liamentary Committee, which considered the Government of India
Act of 1919, observed: *“The Committee are impressed by the ob-
jection raised by many witnesses against cases in which certain
classes of texation can be laid on the people of India by executive
action without, in some cases, any statutory limitation of rates, and
in other cases, any adequate prescription by statute of the meth.
ods of assessments. They consider that the imposition of new
burdens - should gradually be brought more within the purview
of the legislature. And, in particular, without expressing any
judgment on the gquestion whether land revenue is rent or tax,
they advise that the process of revising the land revenue assess-
menis cught to be brought under close regulation by statute as
. soon as possible. The Committee are of opinion that the time has
come to embody in the law the main principle orn which the land
revenue is determined, the methods of valuation, the pitch: of as-
sessment, the graduation of enhancement and the othcr chief
processes which touch the well- bemg of the revenue-payers.”

In view of this pronouncement, the Reformsed Leglslanve
Council in Bombay soon toock up the guestion of land revenue
legislation. In March 1924 Mr. R. G. Pradhan moved 2 Resolu-
tion for the appointment of a Committee consisting of officials and
non-officials with a non-official mn]onty “to consider the question
of bringing the process of revising the !and revenue assessment
ynder closer regu]ahon as recommended by the Joint Parliamen-
tary Committee,” and “to report on the pature and form of legis-
lation that should be undertaken towards the e} In June 1924
the Government appointed the “Land Revenue Assessment Com-
miittee” with the Honourable Revenue Member, Sir Lallubhai
Samaldas, as Chairman. In the absence of a Resolution stating
the terms of reference, the Chairman ruled that the Committee
should proceed to consider the question of bringing the land
revenue assessment under closer regulation by statute as indicated
in the Press Note appointing the Commitiee. - As a consequence
of this ruling, the scope of the Committee’s inquiries was con-
siderably narrowed, and it was uneble to investigate several im-
portant questions affecting the Land Revenue system as a whole.
For instance, the Committee did not consider the vexed questicn
whether land revenve was a tax or rent; nor did it inquire into
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the incidence of land revenue in relation to the farmers’ incomes.
The President, it appears. also ruled out of order the proposal
of converting land revenue into an income-tax, as well as the
scheme for a permanent settlement of the Government assessment.
Some members, in particdlar Mr. R. G. Pradhan and Mr. R. G.
Soman, strongly protested against this limitation of the sphere
of the Committee’s inquiries, but to no purpose. The Committee
confined its labours to the problem of statutory regulation of the
land revenue assessment, and considered the question of land
revenue reform only in so far as it related to it.

The inquiries and recommendations of the Committee, the
subsequent Land Revenue Code (Amendment) Bill (1928), the
Bardoli affairs, and the Broomfield Special Inquiry raised a num-
ber of important issues in regard to. the whole system of land
revenue settlement and revision. These may be discussed under
the following heads: (1) the basis of assessment; (2) the pitch of
assessment; (3) the period of settlement; and (4) legislative con-
trol over révision settlements.

(1) The Basis of Assessment: In regard to this the legal
position was laid down in Section 107 of the Land Revenue Code
(1879} : “In revising assessments of land revenue, regard shall be
had to the value of land, and in the case of land used for the
purpose of agriculture, to the profits of agriculture.” The vague.
ness of this statement is obvious. [t does not say anything about
the precise meaning of “profits of agriculture” or about the
method of calculating them. Nor again does it say that “profits
of agriculture” are to be the “‘basis” of assessment; it merely says
that “regard shall be had” to them! As Justice Broomfield and
Mr. Maxwell remark in their Report on the Special Inquiry on
the Revision Settlement of Bardoli, “this vagueness appears to be
intentional, and is in accordance with the history of the land
revenue system in Bombay.” As a fact, the Government of India
Resolution of 1902 regarded this vaguencss as a definite virtue,
since it was calculated to leave the actual settlement to the discre-
tion of the executive officers. Under Executive Orders the Settle-
ment Officers were asked, while calcelating the profits of agri-
culture, to take into account several factors such as the siate of
communications, proximity of markets, trend of prices, general
economic conditions and history of the tract, results of crop ex-
periments and rental value. In taking account of these factom,
the settlement officers had to depend upon their personal observa-
tions and impressions. In actual practice, however, the Settlement
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Officera came to rely more and mare upon statistical indices, espe-
cially of rentals in the tracts to be settled, inspite of frequent in-
structions to the effect that too much reliance ought not to be
placed on them. The rental figures, however, obviously provided
& mechanical basis for revising the assessments (generally in the
upward direction), and for this reason, they were greatly favoured
by the officials.

. The Land Revenue Assessment Committee was not unanimqus
on this question of the basis of assessment. The Official members,
including the three Divisional Commissioners, faveured the rental
basis, and suggested the following amendment of Section 107:

“The revision of assessment of land revenue shall be based
upon the rental value, but regard shall also be had to the general
economic conditions and history of the tract. The assessment
shall not exceed half the rental value.~ :

“Rental value means the rent for which any land would let in
open campetition for that use as defined in Section 48, for which
1ta aaaessment is to be fixed.”

The majority of the Committee, mcludmg most of the non-
official members, favoursd the basis of “profits of cultivation,”
in calculating which the Settlement Officer was to take into account
the following factors: {i) The stale of communication. (ii) The
proximity of markets. (iii) The trend of prices, (iv) The gen-
eral economic conditiens and history of the tract. (v} The re-
sults of crop experiments. (vi) Rental value.

In regard to the last, the Committee observed: “In order to
ascertain the rental value, the real rents paid in open competi-
tion by tenants to landlords during five years immediately pre-
ceding the revision settlement, excluding years of abnormal prices,
shall be taken into consideration.” The Committee further em-
phasized that the greatest care should be taken to scrutinize the
rental statistics so as to find out their bona fide character, and that
“the Seitlement Officers should be very cbary of drawing con-
clusions from rental figures, unless there is a considerable number
of genuine rents in the group of \nllagw for which he has to fix
the assessment.”

The Land Revenue Code (Amendment) Bil} of 1928 embodied
the official recommendation in regard to-the rental basis of as
sessment. It was justly opposed by seversl members of the
" Legislative Council, and particularly by Rao Bahadur R. R. Kale.
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The Bill was thrown out, but the comtroversy regarding the basis
of assessment was raised afresh as a result of the popular agita-
tion in connection with the Second Revision Settlement of the
Bardoli and Chorasi Talukas. The Settlement Officer relying
largely upon rental statistics, had recommended an enhancement
in the assessment, which, though subsequently reduced, was sanc-
tioned by the Government. Owing to the pressure of popular
agitation, however, the Government nppomted Justice Broomfield
and Mr. Maxwell to make a special inquiry into the Bardoli
revision settlement. Their report drew pointed attention to the
danger of relying upon rental date for the purpose of revising
the assessment of land revenue. The same danger was siressed
by several economists and publicists who wrote on the subject dur-
ing these years.! As the rental basis has not yet been definitely
discarded, it is necessary to lay bare its dangers and defects.

{a) At the ouzet it must be emphasized that there is no con-
nexion whatever between the theoretical concept “rent” and the
actual contract rent paid by the tenant to the landlord. Accord-
ing to the theory developed by Ricardo, von Thunen and others,
rent is the paymient for “the natural and indeatructible powers of
the s0il”; it is the excess of the produce of a piece of land over
the produce of the land on the “margin of cultwatmn,” ie., land
which just pays for the costs of cultivation. The “economic rent”
in this sense is what is called “the producer’s surplus,” measur-
able either in terms of physical produce of land, or in terms of the
excess of price over costs. In its subsequent developments at the
hands of Marshall and others, the rent concept almost lost its as-
sociation with land, and came 1o be defined as a surplus which any
factor might obtain over its cost on account of its scarcity. Ob-
viously the conceptual ecomomic rent assumes conditions of per-
fect competition and full employment of ‘rescurces, which can
never be fully realized in actual life. The contract remt paid by
the tenant, therefore, can have no correspondence whatever with
the “economic rent” of the theoretical economists. The former
contains a variety of charges like interest on the investments made
by the landlord, cost of collectmn, remuneration for risk, and
others which are not of a “surplus” character. The non-applica-
hility of the rent concept to actual conditions of life has been
stressed by several theorists. For instance, Wicksell observes: “It
s evident that the Bicardo-Von Thunen Theory of remt...is too

*Cf. (i) D. R. Gldpl "Tbe Bomhl Land System,” 1928.
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absiract for.us to be able Lo expeet any direct verification of it
by studying the world of reality.”® And yet meny official ex-
ponents of the rental basis of land revenue, particularly Mr.
F. G H. Anderson,‘ thought as if rental value were the same as
the economic surplus of land.

(b) While it can be readily seen that the actusl rents do
not correspond to the economic asurplus of land, yet the danger
inherent in using rental statistics as the basis of assessment of
land revenue is not easily realized. Here we have to remember
one fundamental point relating to the agricultural ecoromy and
the ‘revenue system of the Bombay Presidency, viz., that a large
proportion of land is cultivated by owners, and that land under
tenancy is comparatively unimportant, especially in the Deccan
tracts. This fact has been bome out’ by several settlement of-
ficers and others connected with the revenue and agricultural work
i the Province.* The exact proportion which the land cultivated
by peasant proprietors bears to the total cultivated area cannot
be determined for want of statistical material, but there is evi-
dence to show that the proportion is fairly high. This fact was
stressed in- the Broomfield Report on the Bardoli and Chorasi
Taiukas, where “cultivation by the owner himself is the normal
mode of dealing with land, and leasing is more or less excep-.
tional.”®

It would appear from the foregoing observations that the
initial difficulty about the rental valae basis is that rental statistics
are not availabie for large tracts of land in the Province.

(¢) The question, then, resolves itself into this: Can rental
statistics, wherever they are available, be safely used for the pur:
pose of revision of assessment? In this connexion we have to
remember that the statistics of remtal values recorded in the vil:
lage registers are of a highly defective character, and, as the
Broomfield Inqoiry amply proved, unless very carefully scru-
tinized, they are likely to be a very unsafe guide for assessment
purposes. The fact is that a very large number of incalculable
elements enter into the contract rents charged by the landlords
in different localities and, therefare, it becomes almost impossible
to find out the representative “rental value” of land. As a fact,

* Wicksell: "'Lectures om Pelitical Economay,”” p. 120.
‘See his “‘Facts and F&llluc About the Bombay Land Revenue System,” 1929,

is invited to: il: “"The Land Revepuc m.';
Epl? (Z)R.GMI! Dimeut to the -ol the Land
Committee, pp. 31, 52. \
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the conditions and elements which go to make up the actusl rent
differ from lease to lease, 50 that there is no uniformity’ whatever
in the amount of rent which the tenant pays. Thus, as the Broom-
field Report points out, in many cases rent includes interest on
loans granted by the landlord, and on permanent investments ef- |
fected on the property; in other cases, rent includes the expen-
diture incurred by the landlord on ploughing, manuring, clearing
and hedging the land; in still others, a charge is made on account
of some special advantage (like fruit trees) which a particular
piece of land possesses. As aM such factors cannol obviously be
entered in the tenancy register, the actual rent figures do not
yield even a rough approximation to the true rental value of land.

The foregoing consideration, viz., that in many tracts, owing
to owner-cultivation, actual rent figures are not available; and that
even where aveilable they show an extreme variety as between one
lease and another, have been thus set forth in "the Broomﬁeld
Report” (p. 36).

" “It has been seen above that in most ‘nllages of the Bardoh
Taluka, and in some at any rate, of the Chorasi Taluka, culiivation
by the owner himself is the normal mode of dealing with land
and leasing is more or less exceptional. Where this is the case,
it is obvious that the statistics cannot always be relied upon to
provide samples of all sorts of land, and that even if the owner
possesses more than he can cultivate, he is not likely to lease his
best lands at all. But there is another circumstance more seri-
ously affecting rental data obtained under these conditions, viz.,
that the lease cases themselves more generally tend to show ir-
regular or abnormal features, and a smaller proportion even of
those admitted as evidence, can safely be regarded as typical of
the village as a whole....The point which we wish to make here

..is that inferences regarding the rental value of -a whole village
cannot safely be based on exceptional cases; hence unless leasing
of an ordinary, normal character is reasonably plentiful in a vil-
lage, even the available data lose a part of their value, and espe-
ciajly careful scrutiny of individual cases is necessary in order
to discover those which may givé a real indication of rental
value.”

(d) There is, however, a still graver objection to the use of
rental value as the basis of assessment. It is that the rents charged
by landlords have no correspondence whatever with the true
profits .of agriculture and, therefore, with farmer's capacity
to pay. In most instances the charge for the hire of land tends
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to be'excessive on zoeount of the extreme pressure -on land and
the lack of alt¢rnative employment for the farmers. Keen competi-
tion among the cultivating tenants often drives up the rents to ex-
cessive levels, which ultimately causes defaults in numerous cases.
+In fact, not infrequently, high rents stipulated by the landlords
include an allowance for non-payment. Again, in some tracts renis
are known to have gone up to. phenomenal levels as & consequence
of some temporary factor such as, for instance, the cotton boom of
“the post-war period. In such cases, rents can have no relation
to the true productive capacity of land, or to the net profitability
of agriculture; and, therefore, it is lnghly dangeroua to base as-
sessments on rental figures.

This conclusion may be reached in a2 somewhat different way.
If rents were related to the profitability of agriculture, we shounld
find, in a homogeneous tract, a fairly uniform proportion between
actual rents and the gross produce per acre. In actual fact, how-
ever, no such uniformity is found in tracts for which such figures
are available. For instance, in the Survey of Agriculture in Wai
- Taluka carried out by the Gokhale Institute of Politics and
Economics, it has been discovered that the proportion of rents to
gross produce shows an extreme range, from 24 per cent in one
case to 195 per cent in another. It would, therefore, appear that
the actual rents charged contain a variety of elements in each ease,
and that owing to excessive compelihon, rack-renting iz com-
mon. This shows how dangerous it is to base assessments of land

revenue on- rental values, .

White, thus, there are grave objections to the rental value
baalp from the point of view of fiscal justice, the preference for
it on the part of revenue officials is not difficuit to understand. In
-spite of frequent Government instructions to the Settlement Of-
ficers not to rely too much on rental statistics, the Officers had
come to rely jincreasingly on a rental “index” invented by Mr.
Webb, since it provided a very simple and automatic method of
calculating - the assessment at revision settlements and, in most
cases, favoured an enhancement, The Bardoli episode completel;
discredited this basis of land revenue assessment and revision,
and pointed to the need for devising a system of assessing the
land tax which would have a greater correspondence with the
true profits of agriculture.

~ Ip spite of suchy warnings, .the rental basis has ot yet been
compleely di . The originel. Land Revenue Codé (amend-
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ment) Bill introduced by the Congress Ministry in 1938 embodied
the rental basis of assessment; but of -this more later.

(2) The second issve raised by the Land Revenue Assessment
Committee was that of the pitch of assessment. The official mem.
bers favoured a maximum of 50 per cent of the rental value, while
the non-official majority recommended 25 per cent of the *‘profits
of cultivation,” i.e., the gross produce less all the expenses in-
cwrred in deriving those profits. Unfortunately neither pary dis.
cussed the guestion of the pitch of assessment with reference to the
incidence of land revenue, for finding which, data were &nd are
still inadequate. But there is no escaping such an inquiry; it
has been-attempted at a later stage.

(3) The third point considered by the Committee was fhay
of the period of settlement. Here, again, there was a slarp
cleavage of opinion between the official and nonofficial witnesses
and members. The former as a rule favoured the retention of the
current period of thirty years; the non-officials preferred a longer
period, some even suggested a permanent settlement. This ques-
tion is also examined later in connexion with the reform of the
Jand revenuve system.

(4} In regard to the last question -also, viz., the appoint.
ment of a standing Advisory Committee of the legislature to ex.
amine all revision settlement proposals, the offcial and non-of.
ficial elements held divergent views. The officials thought thm
all revision proposals went throngh a series of careful scrutinies
at the hands of several revenue officers, and that the people con.
cerned had ample opportunities of ventilating their grievances,
If, bowever, the officials thought, a legislative body were to be
associated with this work, it would be swayed by political con.
siderations and influenced by local interests. The majority of the
Committee, however, thought that these objections were greatly
exaggerated. “In their opinion it is unfair to suppose that the non.
official members of the proposed Committee would not give ah.
sotutely unprejudiced advice and would not place the interest
of the state and the community at large above their own persona)
wishes and the demands of their constituents. They consider that
the officials are apt to regard the question of assessment too much
from the financial point of view and are liable to ignore the req]
interests of the masses in their not unnatural desire to bring ad.
ditional revenue to the exchequer.” The Committee, therefore,
recommended that “there should be a statutory provision that afj

LFF—13 - .
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proposals of revision settlement shounld be placed before a standing
" advisory committee consisting of six members, of whom no less
than four should be elected non-official members of the Legislative
Council, elected by that body itself.”? .

The Land Revenue Code Amendment Bill of 1928 embodied
most of the recommendations of the official members of the Com.
mittee. Thus, in regard to the basis of assessment, the Bill pro-
vided that “the revision of assessment of land revenue shall be
based primarily om rental value” As regards the pitch of as-
sessment the Bill sought to limit it to 35 per cent of the renmtal
value, The Bill, further, made no provision for a “standing ‘ad-
visory committee” of the legislature to consider all revision pro-
posals. The Bill met with overwhelming opposition in the Legis-
latige Council, and was withdrawn by the Government.

During the subsequent years, the need for revising the system
of land revenue assessment so as to make it more in uniformity
with the‘farmer’s capacity to pay became increasingly acute. Dur-
ing the depression years the prices of agricultural commodities fell
by anything between 30 and 60 per cent, and as a consequence
the real burden of the land revenue assessment mcm.sed enor-
mausly.

§ 5. The Land Revenue Legislation of the Congress Ministry:
High hopes were entertained in the matter of land revenue reform
when the Congress Ministry came to office in August 1937, particu-
larly in view of the following pronouncement contained in the
Congress Election Manifesto: “Pending the formation of the fuller
programme the Congress reiterates its declaration made at Karachi
that it stands for a reform of the system of land tenure and
revenue and rent, and an equitable adjustment of the burden on
agricultural land, giving immediate relief to_the smaller peasantry
by a substantial reduction of agricultural rent and revenue now
paid by them, and exempting uneconomic holdings from payment
of rent and revenue.™ .

The Congress Ministry was aware of the defects™f the Land
Revenue System. In his first Budget speech, the Hon'ble M.
Latthe admitted “the anomalies which had crept into the system
of classification of lands and the rate of assessment dependent
upon that classification,” and recognised that “our first duty, there-
fore, was to give relief by way of reduction of the state demand.”

* ‘l.epoﬂp.”
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At. thdt time, the Finsnce Member could only write off all ar-
rears, except those in respect of the previous year, and reduce the
demand in the case of over-assessed lands to the extent of Rs. 5
lakhs. The latter, however, could not be effected, as, in the ab-
sence of definite principles, the sum could not be allocated for the
intended purpose. It became clear that the question of relief in
assessment must be considered as a part of a larger scheme of re-
form of the land revenue aystem as a whole. The Ministry, there-
fore, set about the task of preparing 2 comprehensive measure deal-
ing with the subject. In April 1939 they presented the Land
Revenwe Code (Awmendment) Bill, which subsequently became an
Act. :

The general object of the Act is, like that of the Bill of 1928, -
to place the land revenue system on a statutory footing, and to sub-
ject all the processes connected with land revenue assessment to
legislative control. The following is an account of the principle
provisions of the Land Revenue Code (Amendment) Act (1939).

I. In the first pldce, the Act provides that the Settlement Of-
ficer shall divide the lands to be settled into “homogeneous groups.”
The following factors are to be comsidered in forming these
“groups”: (i) Physical configuration; (ii} climate and rainfail;
(iit) markets; (iv) communications; (v) standard of husbandry;.
(vi} population and supply of labour; (vii)} agricultural re
sowrces; (vill) variations in the area of occupied and cuhtivated
land during the last thirty years; (ix) wages; (x) prices; (xi)
yield of the principal crops; (xi¥) ordinary expenses of cultivating
the land; {xiii} rental valoes of land used for the purpose of
agriculture; (xiv) sales of land for the purpese of agriculture.

After having divided a taluka into such groups, the Settlement
Officer shall deterniine the “standard rates” of assessment for each
group. Corresponding rates are then to be applied to individual
survey numbers. The determination of the standard rates of as-
sessment raises two issues: the basis of assessment and the pitch of
assessment. )

H. With regard to the basis of assessment, we have given
an account of the discussion raised by the Land Revenue Amend-
ing Bills, We have argued the case against the basis of “rental
value”® so dear to the heart of the officials. Reference has also
heen made to the Bardoh agitation and the sabsequent inquiry by
Justice Broomfield and Mr. Maxwell which pointed a warmning
finger against the wse of rental value statistics without proper

scrmtiny. Durimg the subsequent years nothing hed happened to
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weanken the case against the rental basis; and yet, the original Land
Revenue Code (Amendment) Bill presented by the Hon’ble Mr.
Morarji Desai embodied this very basis which was so universally
condemned! The original Bill provided that the Settlement Of-
ficer shall fix “the standard rates of each class of land in' each
group on a consxdemtlon of the remtal values and the economic
history of each group.” In the Select Committee, however, bet-
ter counsels prevailed, and the original provision was modified
thus: “The standerd rates shall be fixed on a consideration of all
_ the factors mentioned in sub-section (2) of Section 117(G)" ie.,
all the factors that are to be considered while forming the “‘groups.”
Among these factors rental value is only one, and as far as the law
goes, not a whit more important than any other. One cannot,
therefore, call it the “basis of assessment,” though Mr. Desai fre.
quently referred to it as such even after having accepted the Select
Committee’s amendment.

Though rental value is not legally the basis of assess-
ment, it is to be used for limiting “pitch” of assessment. The
Act lays down that the assessment “shall not exceed 35 per cent
of the average remtal values of such lands for a period of five
years immediately preceding the year in which the settlement is
directed.” This appears to be a very curious provision. While
rental value is not made the basis of assessment, the maximum pitch
of assessment is fixed in terms of it. Now, as the true rental valve
of lands in a locality is dificult to determine, and, for that reason,
it onght not to be the basis of assessment, it follows that the
maximum pitch of assessment also cannot be fixed in terms of it.
It would have been more logical to fix the maximum pitch of as-
sessment as a percentage of rental value if, in the first instance, it
were possible to find out some representative amount which could
be regarded as the true rental value of land in a tract; and if, in
the second place, this amount could be looked upon as the true
“profits of agriculture” and as a measure of the farmers capacity
to pay. But, as already shown, rental value does not possess this
character and, thcrefore, it cannot be used for lumtmg the pitch
of assessment.

il

Another important consideration in this connexion is that the
fixation of the maximum pitch of assessment at 35 per cent of
“rental value” is not calculated to afford any appreciable relief
to the peasantry, for the simple reason that rents themselves are
-generally at an inflated level. In the presence of rack-renting,
_such a maximum has little meaning. The fact of rack-renting was
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admitted by the Revenve Member while introducing the Tenancy
Bill, one of the objects of which was to fix “fair” rents. But in
the Tenancy Bill one of the factors for determining fair rents was
“the assessment of Jand”! Maximum assessment is thus related to
rents; but “fair rents” are to be determined with reference to as-
sessment!

III. The term of the Settlementiis retained at 30 years. The
Amending Act, however, reduces the limits of enhancement of as-
sessment which were formerly contained in the Executive Orders.
It is provided under Section 117.F that the enhancement of as-
sessment at a Seitlement shall not exceed 25 per cent in the case
of a taluka and a group, and 50 per cent in the case of a village,
a survey number or its sub-divisions. The Provincial Government
has, however, been empowered to exclude certain lands from the
operation of this Section.

The Amending Act retains the safeguard (Sec. 117-H) that
increase in the rental value due to improvements in land effected
by or at the expense of the holder, “during 30 years immediately
preceding the date on which the Settlement for the time being in
force expires,” shall not be tsken into account in ﬁxmg the re-
vised assessment.

1V. Under Sections 117-I and ] it is provided that the Set-
tlement Officer, after the necessary inquiry, shall submit the report
to the Collector, who shall cause it to be published in the regional
language. Objections, if any, to the proposals contained in the re-
port can then be submitted 10 the Collector, who, after taking them
into account sball forward the mport to the Government with his
remarks thereon.

Section 117-K provides that any person aggrieved by the re-
port may within 2 months apply to the Provintial Government to’
refer it to the Bombay Revenue Tribunal set up by the Bombay
Act No. XII of 1939. Till April 1937 the powers of appeal and
revision in revenue cases were exercised by the Government. The
Government of India Act of 1935, however, provided that such
powers should be entrusted to some special tribunal. In ac-
cordance with this, the Bombay Government constituted the
Revenue Tribunal on the lst of April, 1937, consisting of the
Divisional Commissioners and the Commissioner of Excise. It
was, however, thought desirable that in the place of a purely of-
ficial tribunal, there ought to be set up an independent body to
inquire imto the complaints and objections of the aggrieved parties
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in cases. For this purpose was passed the Bombay Act No. XII of
1939 by which a permanent Revenue Tribunal has been set up.
The Act does not lay down the number and qualifications of the
members, but it is intended that the tribuns] should be presided
over by a high judicial officer, and that at least one member
should be a senior revenue officer. The powers and jurisdiction
of the Tribunal extend to all appeals and revisions in all revenuve
cases passing under @ number of Revenue Acts (see Schedule at-
tached to the Act), chiefly the Bombay Land Revenue Code.

Under Section 117-L it is provided that the Seitlement Re-
port, along with the objections and the opinion of the Revenue
_Tribunal, shall be placed before bhoth the chambers of the Prov-
incial Legislature, wherein it is liable to be discuseed by a
resolution.

V. Section 117-M introduces an extremely imporiant innova-
tion in the Land Revenue Administration. Under the old system
no provision existed for modifying the assessment’ during the
course of a thirty-year period of settlement. An element of
elasticity was indeed introduced by the rules relating to remis-
sion  and suspension of land revenue under certain conditicns.
But these rules came into operation under special circumstances
such as a failure of crops, etc. It is, however, common knowl-
edge that the cultivator’s capacity to pay varies from year to year
in accordance with the movements of prices of agricultural prod-
uee. Section 117-M, therefore, provides that the Government may
declare any settlement to have been fixed with reference to spe-
cified prices of specified classes of agricultural produce. When
such a declaration has been made, “it shall be lawful for the
Provincial Government to enhance or reduce the assessment in
such area in any year by granting a rebale or placing a surcharge
on the assessment by reference to the alteration of the prices of
the clases of agricultural produce specified in the declaration.”

This prevision of which the object is to render the land
revenue system elastic hy securing a greater degree of correlation
between assesement and the farmer’s income, is modelled upon
the “sliding scale” system adopted in the districts of Mentgomery
and Lyallpur in the Punjab in 1935. The Bombay scheme, how-
ever, differs from the Punjab system in two respects. Fimstly,
in the former, provision is made for revising assessments in ac-
cordance with changing prices in both directions, while in the
Punjab scheme maximum assessment rates are fixed in terms of
“commutation prices,” and only remissions (and not enhance-
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ments} are allowable in case of falling prices. Again,
the Punjab system provides for variation of assessments not only
when prices fall, but also when the matured area and the average
yield are less than what are assumed for the.purposes of fixing
maximum assessments. In practice, however, account is normally
taken of price changes alone, 'the other two factors being regarded -
as constant unless there are exceptional reasons to the contrary.

The provision in the Bombay Act is subject to a number of
objections. In the first place, it is based upon the wrong as-
sumption that the relation between price changes and the profit-
ability of farming is uniform for all types of farming. The fact
is that price changes affect the real income of different types of
farmers differently. As Dr. Mann pointed out many years ago, a
rise of prices benefits only those farmers who produce a surplus
of food crops over and above their own needs, and of course,
those who produce some commercial crops. But farmers whose
produce is not sufficient for their own consumption, and who,
therefore, are compelled to purchase some produce from the
market, would actually suffer as a result of a rise of prices. The
same point has been made out by Sir Malcolm Darling in his
classic, The Punjab Peasant in Prosperity and Debt® This
consideration is of the highest importance in a Province ltke Bom-
bay, where small-scale farming is the characteristic feature of
agricultural economy. It is, therefore, clear that the provision
contaired in Section 117-M is applicable only to those tracts
where there is a close relation between prices and the profits of
agriculture, e.g., tracts where only commercial crops like cottem
are cultivated.

There is another consideration which has to be remembered
in connexion with this provision. It is that while it makes as-
sessments dependent upon price changes, it leaves out of account
other factors which are equally important in determining the pro-
fits of agriculture and the incomes of the farmers, viz., the actual
yield of the season, and the changes in the costs of production.
In several tracts of the Bombay Presidency, particularly in the
Deccan, agriculture is highly precarious owing to the uncertainty
of rainfall. The actual yield of crops, therefore, shows large
variations from year to year according to the volume and dis-
tribwion of rainfall. Obviously, the incomes of farmers show
corresponding Auctuations from season to season as a result of this
factor, over and above the factor of price change. Again, the

* Pp, 20026, 1925
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ultimate profitability of farming may alse depend upon the sev-
eral elements in the cost of production, particnlarly the wages of
hired labour, the prices of seed, manure, cattle and implements.
Hence, strictly speaking, assessments should be related not only
to changes of prices, but also to variations of seasonal yield of
crops and to the movements in the cost of production. In prac-
tice, however, such a system would give rise to several difficulties;
in particular, the task of estimating the yield of crops in the dif-
ferent localities would involve extensive surveys of agricultural
conditions over the Province every season, and this would neces-
sitate the delegation of an undesirable amount of power into the
bands of subordinate officials, with the consequent danger of cor-
ruption. Considering all these difficulties, the Punjab Land
Revenue Committee came to the conclusion that the application
of the sliding scale te yields would be impracticable.“’ It is,
however, equally clear that any system of varymg assessmenis that
does take into account the factor of yvield is bound to be highly
defective.

Anocther point which deservﬁ to be stressed in connexion with
Section 117-M is that its application would have to be made de-
pendent upon the prevalence or otherwise of owner-cultivation as
against any form of tenancy. It is clear that where owner-cultiva-
tion prevails (and where a commercial crop is produced}, price
changes would directly affect the income of the farmer. But in
case the farmer is a tenant paying either a cash rent or a crop-
share rent, the relation between price changes and the farmer’s
income would not be of a simple or direct character. If the
cultivator is paymg a fixed money rent, a rise in prices would
benefit him, and injure the landlord, who would have to pay an-
enhanced assessment to the Government. In case of falling
prices, however, the tenant-cultivator’s income would be reduced,
while he would have to pay a fixed rent to the landlord. Under
such conditions, if the Government assessment is lowered, the
benefit would not reach the cultivator, but would be absorbed by
the landlord. If the tenancy is based upon the crop-share system,
rising prices would benefit both the parties, but the landlord alone
would have to bear the enhanced assessment; in the event of fall-
ing prices, both parties would suffer, but the benefit of reduced
assessment would be enjoyed by the landlord alone. ‘All this
shows that the application of the sliding scale of assessment Based
upon price changes would pive rise to a good deal of injustice
wherever tenurial organization prevails,

-wammﬂmmm.m\u.
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The foregoing discussion points to certain limitations in the
application of Section 117-M. Clearly, its appliability is re-
stricted to tracts where profits of farming are intimately con-
nected with the price factor, i.e., where some commercial crops
predominate. Again, the system of changing assessments accord-
ing to prices wouid only suit & tract where owner-cultivation pre-
vails, and not to one where tenancy is the characteristic form of
agricultural organization, While, thus, the applicability of the
provision is restricted, its actual utility is also limited by the fact
that profits of farming are dependent not only upon prices, but
also upon the seasonal yield of crops.

It does not appear that all these limitations of the Section
have been recognized by the Settlement Offickrs whe have con-
ducted revision settlements under the new Act. In the case of the
third Revision Settlement of Viramgam Taluka (1940), the Set-
tlement Officer urges the application of this Section on the ground
that in that tract there is an intimate connexion between profits of
agriculture and prices, and that the prevailing system of tenancy
is based upon crop-sharing. The former reason is based upon
the fact that in the taluka there is a predominance of a money
crop, viz., cotton. The latter reason, viz., the prevalence of the
crop-share system of leasing land, does not in our view justify
the application of Section 117-M. '

I another instance, viz., in the case of the revision settle.
ment of Malegaon Taluka, the Settlement Officer’s recommendation
regarding the application or otherwise of Section 117-M is based
upon the consideration of the proportion of landholders to ten-
ants. In his view the fact that the Taluka consists predominantly
of landholders justifies the fixing of the assessment independently
of Section 117-M. This seems to be contrary to the conclusion
arrived at in the present discussion. We feel that the system of
varying assessments according to prices should be applied to
tracts where owner-cultivation prevails to a large extent, for the
simple rgason that in such tracts there is a close relation between
prices and profits of cultivation, assuming, of course, that a com-
mercial crop is produced. But here the Settlement Officer justifies
the non-application of the provision of varying assessments ac.
cording to prices on the ground of the predominance of land-
holders.

§ 6. The Future of the Land Revenue System: Though, in re:
cent years, the importance of land revenue in the fiscal system of
the Province has declined, it still remains & major source of
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Provincial income; while its administration is so closely connected
with the welfare of rural society that its reform is still a fiscal
problem of first class importance. In current discussions there
seems to be three distinet directions in which land revenue reform
in ryotweri tracts is advocated. Firstly, some suggest that land
revenue assessments should be based upon the income tax prin-
ciples and procedure. Those who feel that this would constitute
too drastic & measure, advocate that the existing land revenue
system should be retained, but that it should be modified in respect
of the basis and pitch of assessment so that land revenue should
be more closely related to the taxable capacity of the peasantry.
Still others feel that both the foregoing lines of reform would
involve insuperable difficulties, and that, therefore, the whole prob-
lem would be simplified if the land tax is permanently stabilised
at a low level. These suggestions are discnssed in what follows,

$ 7. Lond Revenue and the Income Tax: In recent years it has
been frequently suggested that the system of land revenue assess-
ment should be brought within the fold of the income tax admin-
istration. It is claimed that by so doing land revenue could be
related to the.farmers’ capacity to pay from year to year. While,
however, the necessity for a ¢loser ‘relation between land revenue
assessments and the annual profits of farming may be easily recog-
nised, it may be doubted whether all the several processes of the
income tax assessment and collection can be applied with success
to Jand taxation under the peculiar circumistances of our coimntry.
The Punjab Land Revenue Committee (1938) which examined this
question thoroughly came to the conclusion that the income tax
system is not suited to our agricultural economy with “a peasantry
largely illiterate, without accounts, and intensely conservative.”"!
Ameng the several difficulties which inhere in the application of
the income tax principles and processes to land revenue assess
mert may be mentioned the following: (1) The first difficulty
would arise owing to the fact that an overwhelming majority of
the farmers are illiterate and incapeble of keeping accounts of
their yearly operations. That the farmers would get jheir ac
counts done by some literate person in the village is also quite
unthinkable. (2) The second difficoity would be that the cost of
administration would be excessively high owing to the vast num-
ber of assessees. The nymber of assesseen, obviously. would de-
pend upon the exemptiod limit; if this is kept at a high level.
say Rs. 1,000, very few persons would be liable for the tax, and
- eonsequently the proceeds would be negligible. If the exemption

1 Repert, p. 0.
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limit is lowered to, let us say, Rs. 200, the number of assessees
would increase end so would the cost of assessment and collec-
tion. Whatever the exemption limit, the net proceeds of the tax
would be comparatively low. It is clear that if land revenue is to
be converted into an income tax, we shall have to put up with &
considerable loss of revenue. But even then it may be doubted
whether it would be possible to bring into force a system of an-
nual assessment in the case of farm incomes under the present
circumstances.

We feel that though theoretically the policy of converting the
land revenue into an income tax on farm income is justifiable,
the practical difhiculties of such a procedure are immense. It
would, therefore, be wiser to find out some alternative directions
of reform in respect of land revenue assessment.

§ 8. Modzﬁcauons of the Existing System: There seem to be
three main directions in which the existing system needs to be
modified so as to make it more in conformity with fiscal justice.
In the first place, the basis of land revenue sssessment has got
to be defined afresh; in the second place, the piich of assessment
has to be lowered and made more uniform from region to region;
and lastly, the system of assessment needs to be made more
elastic and more closely related to the year to year variations of

the farmer's income. -

{(i) The present position regarding the basis of assessment
is quite unsatisfactory. The Land Revenue Code (Amendment)
Act of 1939 makes it dependent upon & large number of factors
such as physical configuration, rainfall and climate, prices, mar-
kets, communications, rental values, etc. The estimation. of the
profits of agriculture upon a consideration of these factors is
bound to involve a large element of conjecture, and for that rea-
son, among others, is bound to be affected by the personal inclina-
tions of the Settlement Officers. It seems necessary, therefore, to
relate the assessment of the land revenue to some statistically meas-
urable factors such as ‘“‘annual value” or “the net produce” of
different types of land. The basis of annual value was favoured
by the Indian Taxation Inquiry Committee which defined it as
“gross produce less cost of production, including the value of the
labour expended by the farmer and his family on the holding,
and the return for enterprize.”’? The Madras “net produce™ sys-
lem is analogous to this; it also involves the estimation of the
gross produce and the probable expenses of cultivation for different

= Report, p. 83.
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types of land. But even here, much reliance has to be placed upois
factors which are not statistically measurable, and to that extent,
even the Madras System involves a certain amount of guess-work
in the matter of land revenue settlement. The factors which affect
the net income of farming are so various, and they operate with
so much diversity in the case of different farmers, that it is im-
possible to reduce them to any uniformity for the purposes of land
taxation. :

{ii) The Pitch of Assessmemt: Again, the pitch of assess
ment needs to be equalized as well as lowered generally. This
will necessitate a thorough inquiry into the incidence of land
revenue in various regions. At present the materials for such a
study are scanty, while the methods of inquiry are also not gen-
erally agreed upon. In the early years of the present century the
problem was examined with his accustomed thoroughness by Rao
Bahadur G. V. Joshi.»®* In order to refute the official contemtion
that the Bombay assessmeni rates were light as compared with
other Provinces, Mr. Joshi instituted an inquiry into the incidence
of land revenue along the following lines: (i) incidence per head
of population; (ii) incidence per acre of cultivated area; (iii)
the ratio.of assessment 1o gross produce; (iv) the ratio of as-
sessment to net produce. It will be remembered that nearly
twenty-five years later the Taxation Inquiry Committee attempted
an inquiry along similar lines.

It ie obvious that inquiries (i) and (ii) cannot-yield signifi-
cant results, Owing to the differences in the ratio between agri-

' cultural and non-agricultyral population, and the diversity in seil

conditions, the incidence per head and per acre will not afford
any rational basis of comparison as between different Provinces
and regions. The really significant inquiry would relate to the
incidence of the land revenue assessment on the net income of
the farmer. From Dr. Mann’s two village surveys, it appears that
the proportion of assessment to “the income from land” was 1/6
and 1/11., Mr. Keatinge gives two instances of “economic hold-
ings” where the incidence is about 33 per cent. In more recent
studies, we obtain data relating to the cost of production of eer-
tain crops in some typical regions of the Bombay Presidency,
from which a rough calculation of the incidence of the land
revenue can be made. Thus, in the cost studies conducted by the
Imperial Council of Agricultural Research.!* we find the follow-
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ing proportions as between land revenue and cost of prdduction,
businesa income, and rental value of land.

| TABLE NO. 26
AVERAGE PERCENTAGE OF LAND REVENUE TO TOTAL
~ COST DURING THE YEARS 1933-34, 193435, AND 1935-36

Sarm Foema Esgt Khandesh Dharwar
ns 11 X X

@ ) ‘
The Poona percentage is so law because it relates to the irrigated
area, where water-rates and not land revenue assessment constitute
the principal item of cost.

It is also interesting to note the proponion between: land
revenue assessmenl and “business income™ of farmers, and the
rental value of !helr land. These latter terms are defined as
follows:

(i) The term “farm business income” is wused in the
sense in which it has been employed by R. B. P. C. Patil and other
agricultural economists. Tt includes: (1) Theoretical profit or
loss; (2) the rental value of land which the farmer owns; (3)
the labour value of personal or family labour; (4) interest on
any capital which the farmer possesses, The farm business income
so calculated “‘represents really not only the cash retums which
the man gets out of his holding but the living which he and his
family have been able to make on account of their land, their
labour and their capital. ... It ia a real measure of the man’s actual
economic position.”®

It then appears that “the business income” of the farmer
broadly corresponds to the income-tax conception of “taxable
income.” °

{ii) “Rental value” is “actual remt where paid....In the
case of owned land the amount charged is what the land would
have fetched as rent if it had been rented out.”

Table No. 27 has been constructed out of the figures contnmed
in the cost studies referred to ahove.

' ®»Op. ct., p, 5.
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THE PROPORTION OF LAND REVENUE TO TOTAL RENTAL VALUE AND BUSINESS INCOME
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The proportion between land revenue and farm business income,
and that between land revenue and total remt in Wai Taluka of
which the farm business has been surveyed by the Gokhale
Institute of Politics and Economics. are given in Table No. 28.

TABLE NO. 28

SHOWING RELATION BETWEEN LAND REVENUE, FARM
INCOME AND RENT IN WAl TALUKA

(Sc;urce: Farm Business in Wai Taluka, Publication No. 7)

1 2 - 3
Your , Land ’ Parm l Tota! l.-ti “f' l
Reveowe Income of Ly of £ to
| [ I B
7 12,067 51 18,034 31t 66.6
m 15,087 ﬂﬁ 4.4 0.6 61.2

These ﬁgum show that as compared with the income-tax land
revenue is pitched at a conmderably higher rate, and that its real
burden is much greater owing to the shsence of an exemption
limit. The proportion between land revenue and rental vaslue is
also much higher than the statutory 35 per cent in the case of most
of the villages in the three districts of Surat, East Khandesh and
Dharwar. This conclusion would seem to point to the necessity
of a fairly general reduction in the land revenue assessments over
the whole province.’®* But such a procedure i3 beset with difficulties,
as the Congress Ministry realised, owing to the fact that there
are large variations in the proportior between assessment and
rent in different regions, and that, therefore, no single or uniform
reduction would conform to fiscal justice. If, on the other hand,
the pitch of assessment is reduced by different degrees in different
regions, d good deal of arbitrariness may result, owing to the
inaccuracy of statistics relating to the proportion between remt
and land revenue in different localities.

(iii) Fluctuating Assessment: Another urgent line of re-
form is im regard to the present rigidity and inelasticity of the-
assessment. The assessment is fixed once for all for thirty years
and normally it is levied without regard to the fluctuations in the
farmer’s income. The farmers are expected to make provision for
bad years out of the surplus of the good ones! The official policy
in this regard is that the normal assessment does take into account

'mmmmﬂnm&ebmd war cost,. price, and in-
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- the fluctuations of farm income as a result of variations in seasen.
Thus, in a Government Resolution of 1884 it is observed: “It is
often asserted that the rigid collection of land revenue in good
and bad seasons is incompatible with the sustained solvency of
the rayot. It is, however, to be noted in the first place that in a
revenue settlement everything affecting the security or insecurity
of agriculture in the tract under settlement is weighed and the
maximum rate of each group of villages iz graduated accordingly.
No consideration is more potent in the adjustment of rates than
the security or insecurity of the crops in the area under settlement.
A talukz is often divided into five or six groups for no other
reason than the comparative certainty of the rainfall. Thus,
allowance is made in the assessments for the fluctuations of
agricultural returns caused by variations of season by what may
be called a standing remission co-extensive with the settlement in
favour of the less fortunate tracts.” For this reason, normally the
assessment is to be levied rigidly, exceptions being made only
when conditions are really abnormal. Under such conditions rules
of suspension and remission come into operation. Thus, when
there is evidence of a total or partial failure of crops (below 4
annas or between 4 and 6 annas), suspension may be given in the
first instance. Subsequently, whether the suspended assessment
should be collected or remitted, would depend upon the Collector’s
view about the paying capacity of the farmer.

In spite of the system of suspensions and remissions, the
" Jand revenue system remains considerably rigid and inelastic.
The rules regarding suspension and remission are not meant for
normal year-to-year fluctuations of the profits of agriculture due to
variations of season, prices and other factors affecting the business
of the farmer. This has been evidenced in the past by the com-
parative stability of the land revenue assessment even during the
worst periods of the depression. What is wanted, therefore, is a
system which will render the year-to-year assessments more in
conformity with the changes in the farmer's income caused by
several factors that influence the farmer’s business.

In this connexion mention has been already made of the
system introduced by the recent Land Revenue Code (Amendment)
Act (1939). As noted above, Section 117-M of the Act provides
for varying the assessments in accordance with changes in prices
in the case of certain settlements. This provision, however, seems
to be ill-suited to conditions in which the farm incomes do not
move in conformity with prices. It is, therefore, not enough to
vary the assessments with prices; they should be made to vary

A
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income.

At this shge detailed reference must be made to the system
of fluctuating assessment operating in certain tracts in the Punjab.
In 1935 the Pun)ab Government introduced the “sliding. scale”
system of assessment in the districts of Montgomery and Lyallpnr.
Under this system, the maximum [and rvevenue rates were fixed in
terms of “commutation prices” of certain staple products, and
remissions are given from year to year if the prevailing prices are
lower, the “matured area” smaller, and the yield of crops less
than that adopted for fixing the maximum rates. Normally, how-
ever, only price variations are teken into account in determmng
the remissions to be granted, though, obviously, the yiedd is as
important as prices in making up the ‘farmer’s income, and hip
paying capacity. The Punjab Land Revenne Committee, however,
thought that the application of the sliding scale to yields would be
impracticable; in fact, it would be attended with several evils,
particularly corruption among lower revenue officials whose duty
it would be to calculate the probable yields. The Committes
further thought that the sliding scale based on: prices was aleo
not free from objection; for, there is no uniform relation betwesm
price changes and variations of income of different types'of farmers.
As & general rule, rising prices benefit those farmers who have
a surplus of good grains to sell in the market, and, of cournse,
those who produce commercial cropd; but they may not increase
the real income of farmers who produce for their own needs, and
who have, sometimes, to go to the market for sundry purchaees.
In the case of falling prices, the producers of commercial crops
suffer more than those whe produce food-crops for their own
consumption. For all these reasons, the Punjab Committee held
that ‘the 'slldmg-scale system should not be extended to other parts
of the province, and that remissions should be given as in the
past, after careful consideration of the special circumstances of
cach tract.

The foregoing discussion points to the conclusion that a
perfectly satisfactory system of fuctuating assessment is
dificult to devise and to administer. Theoreuu!ly, the assess.
ments will have to be.varied according to changes in the net profits
of farming; but this latter is affected by a large number of factors
such as prices, yields, cost of production, etc. Further, the
changes in the factors, particularly prices, affect different types
of farming differently, so that it,would be: unjust to bave a umfom
system of fluctuating. assasmems based qpon pnoe clu.nges.

L F.F—14
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$ 9. Stabilization of Existing Land Revenue Assessments: In the
foregoing sections we have discussed the practical difficylties im-
volved in converting land revenue into an agricultural income-
tax, and in modifying the present system so as to make it more
in conformity with fiscal justice. In view of these difhculties some
bave suggested that in the interests of simplicity and ecomomy,
the existing land revenue assessments (excepting in those cases
where they are palpably excessive) should be declared permanemt
with reference to some basic price-level, and that in the future
the assessments shonld not be revised umless the prices depert
from -the basic level by 25 per cent or more. Such & proposal
was made by several economists and public men in the past
Justice Ranade and Mr. Gokhale recommended it for all ryotwari
provinces., In more recent years, such a proposal has been spon-
sored by Mr H. B. Shivdasani,'? Professor D..G. Karve'® and
others.. : "

It would seem that the proposal derives from the English
system of land taxation. In England the land tax was made
permanent in 1797 by William Pitt, and in subsequent years the
state has allowed redemption of the tax by private owners. Of
course, over and above this tax, there exist in England certain
‘Jevies on the rental value of Jands and on the profits of cultiva.
Aian; but these are a part of the normal income-tax system. Pos-
sibly the same system could be adopted here also. Thus the
current land revenue assessments may be declared permanent,
perhaps subject to redemption at the rate of 30 times the assess.
ment; while an income-tax on agricultural profits, with a suitable
exemption limit and graduation, may be imposed. .

. -On grounds of fiscal theory such a reform in land taxation
.would be wholly desirable. It might, possibly, involve a small
revenue loss, but this would be tolerable, and even desirable, if it
is occasioned by reduction of assessments on over-agsessed lands,
Anyway, it is doubtless that if the general Provincial tax
structure is to be modernised, land revenue shofld come to occupy
a less and less important place in the fiscal system. From this
point of view it would be worth while to investigate the legal
and administrative aspects of this proposal of stabilizing the
existing land revenue assessments and m:poamg an mcomtax on
higher farm incomes.

-
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APPENDIX B
EXCISE POLICY AND ADMINISTRATION

§ 1. Indian Excise Policy: The beginnings of the Indian excise
policy and administration can be traced to the Bengal Abkari
Regulations of 1791, 1793 and 1800, under which a system of
licensing of liquor shops and regulation of the hours of sale of
country liquor and harmful drugs was introduced. In the course
of the next few decades, there grew up diverse systems of excise
administration in the several Provinces. In the interest of unifor-
mity the Government recommended the adoption of the “Central
Distillery System” in all Provinces, and this was approved by
the Bengal Excise Committee (1883-84), which also favoured the
policy of raising the price of liquor and fixing a minimum price
for each district.. In the meanwhile the Govemment’s policy in
the matter of liquor control was criticised by men like R. C. Dutt,
K. C. Sen and G. K. Gokhale, who deplored the growing drink
habit among the Indians. Similarly, the Anglo-Indian Temperance
Association, of which the moving spirits- were Mr. Samuel Smith,
M. P, and Mr. W. S. Caine, roundly accused the Government of
deliberately encouraging the consumption of liquor in order to
increase the revenue from excise. These criticisms led the Govern-
ment to make a clear statement in regard to the nature and aims
of their excise policy. This was done in their Despatch No. 29
dated 11th February, 1890, which discountenanced the policy of
complete prohibition, firstly, because it would constitute an “im-
tolerable interference with the liberty of the subject,” and secondly,
because it would be difficult to enforce owing to the vast possi-
bilities of illicit production which the country offered. ‘The
Despatch, however, recognized the need for restricting consamp-
tior of liquor and harmful drugs through such measures as high
taxation and restriction of the number of shops and hours of
sale. The policy laid down in the Despatck of 1890 was, however,
criticised in a noteworthy Memorandum (1904) by Sir Frederick
Lely, Member of the Governor-General’s Council. Government,
thereupan, decided to submit the whole question of excise policy
and administration to -expert examination, and appointed " the
Indian Excise Committee in 1905 for the purpose. In their
Resolutior appointing the Committee, the Government restated the
aims of their excise policy in clear terms. The Resolution said:

“The Government of India have no desire to interfere with the-
habits of those who use alcohol in moderation; that is regarded
L F. F—14A [203)
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by them as outside the duty of Government, and it is necessary,
in their opinion, to make due provision for the needs of such
persons. Their settled policy, however, is to minimize tempta-
tion to those who do not drink, and to discourage excess among
those who do; and to the furtherance of this policy, all consider-
ations of revenue must be absolutely subordinated. The most
effective method of furthering this policy is to make the tax
on liquor as high as it is possible to raise it without stimulat-
ing illicit production to a degree which would increase instead
of diminishing the total consumption, and without driving
people to substitute deleterious drugs for alcohol or a more
or less harmful form- of liquor. Subject to the same considers-
tions, the number of liquor-shops should be restricted as far as
possible, and their location should be periodically subject to
strict examination with a view to minimize the tempiation to
drink, and to conform as far as is reasonable, to public opinion.
It is also important to secure that the liguor which is offered
for sale is of good quality and not necessarily injurious to
health.”

The Indian Excise Commitiee was asked to examine the excise
administration of each Province and to consider how far it was
ealculated to give effect to the policy laid down. The Committee
was also asked to study the problem of enhancing the rates of taxa-
tion on country liquor with a view to discouraging its consump-
tion. In their report the Committee observed that the causes affect-
ing the consumption of liquor were many and various—climate,
race, religion and caste, occupation, the degree of civilization, ete.,
all affected the degree of drunkenness in a community. As far as
systems of excise administration had any bearing on consumption,
they observed that the Central distillery system, as against the
“outstill” or farming system, had a general tendency towards
discouraging consumption. The Commitiee also recommended the
raising of the rate of duty on country liquor without giving rise to
illicit distillation, and proposed the entire prohibition of the sale
of ligquor to sailors and soldiers, policemen, railway servants on
duty and to persons below the age of fourteen.

After this Report was published, various deputations waited
on the Secretary of State and on the Governor-General pleading
for-a restrictive policy in excise matters. In 1913 the Government
of India in a circular to the Provincial Governments reiterated
their policy and indicated the following measures for its furtherance:

“(1) Every effort should be made to suppreas ilticit methods of
. all kinds;
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{2) in order to effect this, the excise staff should be wutilized
in directions.calculated to maintain the closest possible
control and supervision over the liquor and drugs traffic,
and their work should be facilitated by the adoption, where
feasible, of the contract-distillery, in lieu of the outstill
system; )

(3) as far as is possible, without unduly encouraging illicit
methods, consumption should be discouraged (a) by the
levy of as high a rate of duty as is possible, taking into
account the special conditions obtaining in the locality and
in the neighbourhood; (b) by reducing, as far as possible,
and with due regard to legitimate requirements, the number
of retail shops for the sale of liquor and drugs; {c) by
regulating and closely supervising the hours of sale, the
selection of sites, and the general practice adopted in
manufacture and vend.

(4) advisory commitiees should be appointéd where possible,
and effect should be given to their recommendations in so
far as they are consistent with the general principles now
laid down.” '

Later, the Secretary of State commended the Government of
India’s excizse policy of raising “maximum revenve from minimum
consumption.”

§ 2. Excise Policy and Administration in the Bombay Presidency:
At the beginning of the nineteenth century, the excise system of
Bombay was that of “farming” the taxes on liquor and toddy. In
‘1808, this system was abandoned in favour of a tax on “stills” of
liquor levied by the Government. The administration of this tax,
however, proved ta be difficult, and, in 1816, it was replaced by “the
sudder distillery system” under which the Government provided
walled space within which the Bhandarees were allowed to erect
“stills” on payment of the tax. By the Regulation of 1827, however,
the “farming” or outstill system was re-introduced. “This system
consisted in giving the excise revenue of a particular area in farm
to the person willing Lo pay the highest price for it. He was allowed
to set up stills at specified places and distill and sell liquor as be
liked. There was no restriction on the strength or price of the
liquor and no adequate supervision.”! In the ahsence of any
restriction on price or production, the outstiil system was worked
by the “farmers” in such a way as to lead to increased consumption.

. : Reviews of the Admisistration of the Bowmbay . Presidency, No. VXII, Excis
and Minor Poru, 1933, p. 4.
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This evil result of the system was brought to the notice of the Govern-
ment by a number of officers and Committees during 1827-1878.

The farming aystem, however, continued till 1878, when a new
system was introduced by the Indian Abkari Act. It came to be
known as the “Districc Monopoly System” with “a minimum
goarantee.” Under this system the right of manufacturing country
liquor came to be sold to contractors who carried on production
under Government supervision, and paid a duty on each “stll.”
The right of retail vend was auctioned out in each; locality, the
vendor being bound to obtain his supplies from the contract dis-
tilleries at fixed rates. The auction system, however, was found to
give rise to several evils; among others, it transferred the control
of liquor taxation from the Government to the speculators. The
Bombay Government, therefore, adopted in 1912 the system of
fixed fees for the licence of retail sale, along with the fixation of
maximum selling prices. This system also encouraged unfair
dealings on the part of licensees, who made large profits and used
a part of them for bribing the excise staff. Later, therefore, this
system was replaced by the Madras system of three-yearly auctions.
In the meanwhile, attempts were made to resirict consumption by
reducing the number of shops, hours of sale and strength of the
liquor. The Government, however, were not -prepared to adopt
prohiibition by “local option,” i. e., by ascertaining popular opinion
in a locality.

§ 3. Excise Policy Under the Reforms: Opinion in the Reformed
Legislative Council was strongly in favour of Prohibition. It was
widely felt that the policy of “maximum revenue from minimum
consumption” had not proved sufficiently restrictive; in fact with
total and per capita, consumption had actually increased during
the fifteen years prior to the inauguration of the Reforms. The
Indian Taxation Inquiry Committee (1926) gave the figures as in
Table No. 29.

The Government also realised the need for a more restrictive
policy, as shown by the following pronouncement of Sir C. V.
Mehta, Minister for Excise, in the first session of the Reformed
Legislative Council: “It has always been the settled policy of this
Government to check the growth of consumption by means of these
measures (viz., reducing the number of shops and hours of sale,
reducing the strength of the liquor, raising its price by high taxa-
tion, etc.) without regard to Provincial revenues. An extension of
the policy is now called for, and some direct action is, 1 think,
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TABLE NO. 290

INCREASE IN THE CONSUMPTION OF LIQUOR nuv
EXCISE REVENUE '
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1607 18,100 — 2,002 - 84% = -
1919-20 13,669 + 2281 - +9 23% +166

necessary. I do not propose to place any definite scheme before the
Council, but T can sey thal a system of rationing shops is being
investigated. The figures of the latest year will be taken as the
maximum and ne more supplies will be issued. ... If people have
been satisfied to drink a certain quantity, that quantity shall not be
increased, and may be curtailed periodically as experience shows.”

This policy of rationing was implemented by the following
Resolution of 1922: “All country spirit shops should be rationed
on the basis of the consumption for the year 1920-21. From that
consumption reduced to proof gallons, 10 per cent should be de-
ducted in the case of shops in the Bombay City and 5 per cent
elsewhere to arrive at the ration. The quota of each shop should
be fixed monthly, and will be the amount (in proof gallons)
:upplled to that shop in the corresponding month of 1920-21 as
shown in the warehouse or d:sul]ery accounts, minus 10 or 5 per
cent as mentioned above.”

Thaugh the Government had accepted this policy of rationing,
it was felt by many that it was high time the whole excise policy
was reviewed with special reference to prohibition by “local option™
and other measures. For this purpose the Bombay Excise Com-
miftee (1922.23) was appointed with Rao Bahadur Sathe (later,
Mr. C. M. Gandhi) as President. The Committee condemned the
Government of India’s policy as laid down in the despatch of 1905,
and observed that the total abolition of the drink evil should be
aimed at. It said: “The policy which Government should, in
their opinion, lay down in the future, and with as little delay as
possible, should be to aim at the total extinction of the consump-
tion of all alcoholic drinks, including toddy, by suitable steps. .
if prohibition is finally adopted throughout the Province, is
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benefits will be incalculable when one considers that the coming
generation of young people will not know from personal experience
or observation what a liquor shop is. It will remove temptation
from grown-up men who are now unable to resist.” In another
place, it said: “The Committee does not believe that the attempt
gradually to restrict and in due course stop entirely the consump-
tion of liquor will create discontent among the drinking classes or
alienate their good will; nor do they believe that prohibition of
liquor will lead the people to more harmful drugs, especially if
the latter are also prohibited as will be proposed hereafter.”* One
of the steps towards complete prohibition, as recommended by the
Committee, was “local option,” under which the people of a locality
would be given the right to decide that liquor traffic should be
stopped. The Committee also favoured the adoption of the “ration-
ing” system, and advocsted that it should be extended to foreign
Liquor also, if it was to serve any useful purpose.

The Government in 1924 accepted the policy of gradual prohi-
bition. This raised the question of finding out an alternative source
of taxation to replace excise revenue. The Bombay Excise Com-
mittee (1922-23) had considered the question of finance, and it had
come to the conclusion that ultimately a sum of Rs. 3 crores would
have to be found in order to implement the policy of prohibition.
The Committee had suggested the following new sources of revenve
for the porpose:

: Lakhbs of Rupees.
(1) Succession Duty.
(2) Betting Tax
(3) Taxation of “Future” Dealings
(4) Increase of Local Fund Cess
i {(5) Employee Tax
(6) Tobacco Tax
(7) Transit Tax
(8) Terminal Tax

It was felt, however, that the Committee had underestimated
the loss on account of prohibition. Again, the last two of the new
sources of taxation suggested by the Committee were condemned
by the Taxation Inquiry Committee., Obviously, the whole question
of finance needed expert examination and the Legislative Council
promptly voted in favour of a Resolution moved by Mr. R. G.
Pradhan in November 1925 to the effect that “a Committee be

2 Report, Vol I, p. M.
# Ropert, Vol. |, p. 65.
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appointed to consider and report on the financial mesasures that
should be introduced in order to give full effect to the policy of
prohibition of the traffic in alcoholic drinks and drugs.” In accord-
ance with this resolution, the Prohibition {Finance) Committee was
appointed in 1926.

~ The Committee estimated that the direct loss on account of
prohibition, viz., loss of excise revenue, would be about Rs. 4
crores. As regards the indirect }oss in the form of additional ex-
penditure for preventive establishment, the Committee put down
the figure of Rs. 1145 to 2 crores, though some officers like Messrs.
Ghosal and Clifford made 2 much higher estimate. The new
taxation measures suggestcd were:

. Lakhs of Rupees
Succession Duty 100
Trrigation Cess 30
Tax on Exchange Transactions . 54
A Tax on Tobacco 30
A Tax on Panent Medicines 10

In addition to these, the Committee recommended that the Bombay
Government should obtsin Rs. 50 lakhs more from income tax
as a result of the modification of the Meston Settlement, and it
would save Rs. 56 lakhs when the Provincial Contributions were
stopped. The total additional revenue required, therefore, would
be Re. 3.30 crores.

. The report of the Prohibition (Finance) Committee was an
eye-opeqer to many enthusiastic supporters of the policy of prohibi-
tior. It brought into bold reliei the magnitude of the financial
problem which the Province would have to face if complete prohi-
bition were to be enforced. . It would appear that since the publica-
tion of the report, the Government of Bombay also revised its
attitude towards the policy of prohibition. It accepted the Com-
mittee’s- estimate of the total loss on account of prohibition and
calculated that the revenue derivable from additional taxation
would not, on a liberal estimate, exceed Rs. 2 crores. Im their
Memorandum to the Indian Statutory Commission (p. 360) the
Government of Bombay observed: “...in the present financisl
condition the Government must consider what further outlay in
the same direction can be made, especially when the amount that
can be made available for the purpose falls short by four crores
of the full amount which, it has been estimated, is required to
make the policy a complete success. In the circumstances, Govern-
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ment, while not abandoning the hope of eventually attaining total
prohibition, are forced to the conclusion that, as the path is beset
with difficulties which for the present are insuperable, progress
must necessarily be slow. Government intend to adhere to the
policy of rationing, but the time and stages of further reduction
must be judged according to the circumstances of each year”

This changed attitude towards prohibition was genmerated by
administrative difficulties as well. These were particularly
stressed by the Commissioner of Excise in his Annual Report for
the year 1926-27. The Commissioner, Mr. Ghosal, while admit-
ting that the consumption of licit spirit had steadily decreased
since the adoption of rationing, observed that the consumption of
foreign spirit and fermented liquor had increased by 15 and 29
per cent during 1923.26. At the same time, the use of illicit
liquor was on the increase as shown by the growing number of
excise offences. The Excise Commissioner concluded: “The dif-
ficulties in this Presidency of enforcing prohibition are really
stupendous and difficult to realise. The bases for illicit distilia-
tion are available everywhere, and the facilities for imporiation
of illicit liquor enormous. Detection of crime is also exiremely
dificult. So long as these conditions exist, the reduction in the
supply of licit liquor or the raising of prices will not solve the

dificulties.”*

In view of these administrative dificulties the Government
decided to stop the progressive reduction of the ration with effect
from 1st April, 1928. In some districts the ration was actually
raised, additional liquor shops opened, and the strength of the
liquor increased. This policy was definitely adopted later, upon
the recommendations of the Excise Conference of September 1931.

Let us now review the general results of the excise policy
during 1922-1930. In the first place it should be noted that during
these eight years there was effected a fair reduction in the con-
sumption of most types of liquor, though there was an increase in
a few cases. Table No. 30 is taken from the official publication,
The Financial Position of the Government of Bombay, {p. 29).
While, however, there was progressive reduction of licit con-
sumption, there was a fairly large increase in illicit consumption,
as shown by the rise in the excise offences. {Table 31.)

There was, further, some reason to believe, as pointed out by
several Commissioners of Excise, that the proportion of detected

¢ Adwinistration Regort of the Excise Department, 192627, p. 20.
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TABLE NO. 30

CONSUMPTION OF LIQUOR AND INTOXICATING DRUGS
(192223 AND 1929-30)

Presidency Proper . Stmd
X 1929.30 192223 1920-%0
Gallons Galloms Gallows Gallom
Liquer 1,791 1,288, h 33 !
ool AR e nE hNE
Foreign Liguor
1) Fermented Liquor . 29038 1,023,899 D206 371,266
2) Wine " 83,450 “.207 - Teisr  T10088
Potable 77 295,409 40, 53,
L e s 8 B @00 2w
I i . D " ! 1
Seens Seers Soers Seers
1 4,602 31,584 1,118 300
%) Shate 8,963 7'502 0095 72,723
HE A% A% AR ik
TABLE, NO. 31

OFFENCES AGAINST ABKARI AND OPIUM LANDS IN TH
BOMBAY PRESIDENCY : '

(Source: Excise Administration Reports.)
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to undetected offences had increased. In the meanwhile, the ex-
penditure on the excise administration increased from Rs. 16.2
lakhs (1922-23) to Rs. 26.1 lakhs (1929-30).
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§ 4. Excise Policy During the Depression: As already pointed
out, the world economic depression began to affect Bombay’s
finarices from the year 1930-31. Among the revenues which suf-
fered, the most important was excise, which is peculiarly sensitive
to changes in people’s incomes. Again, the decline was also due 1o
the Congress movement of “picketing” liquor shops which was
in full force at about this time. In the pre-depression year (1929.
30), the excise revenue was Rs. 400 lakhs; in 1930-31, it fell to
Rs. 297.4 lakhs, but recovered subsequently as the figures in Table
No. 32 show:"

TABLE NO. 32
EXCISE REVENUE
‘(Soume: Bombay Budgets.)
(In Lakhs of -Rupees)

1929-3% 1990-31 1951-52 1952-33 1955-34 1954-35 1935-%6
400.2 2914 s21.2 3298 3.2 312,18 . 333.47

We have noted that since 1928 the Government had sterted
relaxing the rationing policy adopted since 1922. The rationing
system was, of course, continued, but the rations were fixed not
as a percentage reduction of the amount consuwed in 1920-21,
but on the basis of consumption of the year 1926-27., By 1930,
however, it appeared to the Government that in view of the enor-
mous decline in revenue, the whole policy needed 10 be reviewed
in all its aspects. In September 1931 an Excise Conference was
convened by Sir Rafiuddin Ahmed, the Minister for Excise, to
discuss the following questions: (a) “The fall in excise revenue
concurrently with the incresse in the consumption of illicit liquor;
(b) the steps to be taken to remould the excise policy which has
led to the result indicated in (a); and (c) the administrative
measyres necessary to carry out the policy that might eventually
be decided on.”® The main tenor of the recommendations of the
Conference was the relaxation of the restrictive policy, especially
in those areas where it had led to an increase in illicit distillation.
Among the important recommendations accepled by the Government
roay be mentioned:

u."'rvl' .
. * Reviews of Administratien, No. XVII, Exclas snd Miner Ports, p- 19.
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{i) Additional liquor shops should be opened where facilities
for illicit distillation and importation exist if the existing shope
sre too far apart. (ii) In areas where there are complaints about
monopoly, more shops should be opened. (iii) Whereever the
strength of the liquor is so low as to drive the people to purchase
foreign liquor or illicit liquor, the strength should be increased.
(iv) Cheap liquer should be provided in all border and eriminal
areas by reducing the stilthead duty. In such areas restrictions
on the number of shops, strength of liquor and hours of sale, should
be relaxed. (v) Measures should be taken 1o prevent the use of
denatured spirit for potable purposes.

§ 5. Excise Policy Under Provincial Autonomy: The prohibi-
tion question attained new importance with the insuguration of
Provincial Autonomy. The Interim Ministry headed by Khan
Bahadur-Cooper had given prohibition an impertant place in their
programme. With the Congress Ministry, it became the very basis
of social and economic policy. In his first budget speech the
Finance Minister declared on behalf of the Government: “We, ..
are irrevocably committed to a policy of prohibition....We are
not very much deterred by the loss of revenue which prohibition
involves.”

The course of the prohxbmon policy and itd financial con-
sequences are set below: °

(a) The Finance Minister in his first budget speech announced
the intention 1o constitute certain experimental “dry areas” viz.,
Abmedabad City, Cantonment and adjacent villages. In 1938-39
the prohibition programme was considerably pushed forward. The
“dry-area system” was further extended to cover a number of
rural talukas, e. g., Jambunsar, Wagra, Newass, Shegaon, Panthardi
Mahal, Ankola and Kumia. A totsl prohibition scheme was
launched in Bardoli and part of the Mandvi Taluka in Surst
District. The loss of revenue on account of these measures was
Rs. 31.62 lakhs.

In 193940 the Finance Minister announced his intention to
extend prohibition so as to involve a loss of revenue of the order
of Rs, 150 lakhs. For this purpose the Government issued a Not-
fication under the Abkari Act (1876).

In 193940 the Abhmedabad “dry area” was converted into
a prohibition area,” which later was extended from lst August,
1939, to the rest of Daskroi taluka. Similarly prohibition was
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introduced in the town and island of Bombay, Bombay Suburban
district and that part of the Thana Mahal which is enclrcled by
the Bassein-Thana creek from 1st August, 1939. ’

At this stage it is necessary to explain the nature of the two
schemes, viz., “the dry area” and “total prohibition.” Under the
“dry srea” or “no-licence scheme, *“‘no sale of alcohalic liquors,
opium and drugs is permitted in certain specified areas, and the
possession therein of these articles is restricted to a low limit. It
is not, however, contemplated that their consumption should be
entirely prohibited at once. A beginning is made in these areas by
enforcing their cessation indirectly, by making it dificult for
persons to obiain them. There is, thus no prohibition against
persons who may desire to consume alcoholic liquors or drugs
proceeding outdide the “dry area,” purchasing their requirements
and bringing them back in a strictly limited quantity within the
“dry area.” It is anticipated that the trouble and expense caused
by this procedure will nermally induce the consumer at least to
restrict this consumption considerably.

The scheme has the further object that, whereas under Total
Prohibition a local demand can only be satisfied illicitly and with-
out the cognizance of the authorities, under the Dry Area Scheme
the local demand would probably to a large extent be satisfied
licitly. Thus, by watching the sales of liquor and drugs at shops
surrounding the “Dry Areas,” Government is able to gauge what
is that demand for stimulants and narcotics which is so insistent
as not to be deterred by the trouble and expense of importing from
outside; and it is this demand of which Government must take
account as one for which special provision in preventive arrange-
ments will have to be made when Total Prohibition may be intro.
duced in that area. On the other hand, where it may be found that
the sales at the surrounding shops increase very little, Government
will be able to sssume that in future Total Prohibition e¢an be
enforced there with little difficulty.”

From the above it will be clear that the Dry Area Scheme is
intended to be the first step towards total prohibition. [t is
frankly of an experimental character, upon the resuits of which
in particular areas, the feasibility of total prohibition would
depend. Under the latter, (i) “no country liquor, toddy, wines,
spirits, beer, opium or hemp drugs in any quantity whatever may
be imported into or possessed within the area by any person”®

'AR«mdthmﬂhMDrymmmﬁemd
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There are, however, exceptions in the case of travelling passengers,
Government, hospital and dispensaries, churches, ete. (ii) (a)
Drakshasavas and other Asavas containing spirit; (b) Spirituous
preparations and tinctures, and {c)} Denatured spirit, are permitted
to be imported or transported or possessed in small quantities,
the first two under a prescription from a local Registered Medical
Practitioner, or practitioner approved by the Collector. (iii) The °
sale of wine, Drakshasava and brandy as also ganja, bhang, and
opium, etc., is permitted to licensed chemists and other dealers on
medical prescription. (iv) No licences for the tapping of toddy
are granted, except for the purpose of the manufacture of “gul.”

The dry area and total prohibition schemes were declared
to be successful by the Commissioner of Excise. In his “Review
of the Progress of the Rura! Dry Area Schemes” {June 1938), the
Commissioner observed: “In conclusion it can be said that the
Rural Dry Area experiment is so far showing good results in all
areas except the coastal portion of Kanara District. It is difficylt
to estimate precisely how far the reduction in consumption of
excisable articles has resulted in the improvement of the economic
and social conditions of the people, but clearly its effects cannot
be other than beneficial.” Similarly the same authority concluded
his “Review of the Progress of the Total Prohibition Schemes” .
in Bardoli taluka and elsewhere in the following words: “On the
whole the. experiment of Total Prohibition in Bardoli and the five
villages of Mandvi may at present be definitely said to be successful
and Government have under consideration its extension to Valod

Mahal,”

§ 6. The Financial Consequences of Prohibition: The financial
consequences of prohibition in the long run depend upon its
economic effects. The general nature of these latter efforts has
been examined by a number of economists including Feldman®
Carver,'? Clark Warburton,!' and Stamp.!?2 All these writers have
concluded that prohibition, by causing a healthy transference of
consumption, tends to have a favourable effect on efficiency and
cmployment. Similar conclusions have been arrived at by Prof.

® Peldman: ‘'Prohibition: Its Economic and Indnstriai Effects.”
» . N. Carver: *'Prohibition and Liguor Control.”
8 Clark Warburton: _"’l'l:e Economic Effects of Prohibition.”

3 Starup: “Alcobol a3 aa Economic Factor” (in “National Capital and Other |
Statisthcal Studies.”’)
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P. J. Thomas'* who has studied the effects of the prohibition ex.
periment in the Salem District of Madras. If we accept these
conclusions, then we have to agree that prohibition may not involve
& net economic loes in the long run.

But such a conclusion is no solace when we are faeed with
the budgetary problem which it creates. The Congress programme
launched in 1939-40 meant a financial loss of nearly Rs. 1.5 crores.
This loss would, no doubt, have mounted to nearly Rs. 5 crores
when prohibition would become operative over the entire
Province.

Let us, for the time being, focus our attention on the 193940
programme and its financial consequences. Inregard to this,
criticism was made in three directions. Firstly, it was argued by
some that the financial sacrifice was worthy of a belter cause. It
was felt, for instance, that this huge sum ocould have been utilized
on certain more urgent messures of relief and reform, such as
- reduction of land revenue, expansion of compulsory and voluntary
primary education, rural development, sanitation and a number of
others. It is true that an economist cannot prove the superior
worthiness of these alternative lines of economic reform; but
commonsense and practical wisdom may have a good deal to say in
the matter.

Again, some criticised the Congress Ministry for having
adopted unsound measures for making good the loss on acconnt
of prohibition. It was obvious that a loss of the mmagnitude of
Rs. 1,50 lakhs must necessitate drastic measures of additionsl
taxation. In fact, it would have justified a thorough-going inquiry
into the incidence of taxation among different social ‘classes and
productive groups, with a view to framing a comprehensive policy
of tax reform. But the Congress Ministry did nothing of the kind.
Their most productive tax was the Urban Property Tax, of which
the incidence is upon one type of property owners, viz, those
who have real property in cities like Ahmedabad and Bombay.
The other tax measuves, viz., the enhanced electricity duty, tax on
prize-competitions, etc., are of minor importarce, compared with
the magpitode of the financial loss occasioned by prohibition.

;

Granting the superiority of prohibition as a social aim over
other measures like primary education, rural development, etc.,
and granting that the financial loss occasioned by it could be
made good by appropriate measures of taxation, the question
might still be asked whether the money spent on prohibition did

¥ Thomes: "Prokibition in the Salere District of the Madray Presideacy.”
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achieve any concrete results. Here one is faced with the difficult
task of judging the degree of success sttained in curbing the drink
habit in the prohibition and dry areas. The Report of the Excise
Department for the year 193940 admits that considerable dificulties
had to be faced in preventing illicit production and importation
of country liquor and harmful drugs. Such dificulties are in-
evitable in & province in which several Indian States are inter-
spersed. -



TABLE NO. 33

RECEIPTS UNDER PRINCIPAL HEADS OF REVENUE OF
THE BOMBAY GOVERNMENT DURING 1921-22 TO 1935-36

(Source: Bombay Budgets, 1935-36 and 1937-38.)
(In Lakhs of Rupees) '
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TABLE NO. 34
PRINCIPAL HEADS. OF EXPENDITURE OF THE BOMBAY - GOVERNMENT _‘F‘RﬁM 1921 22 TO. 1935-36
(Souree Bombay Budgets, 1935-36, . and 1937-38.)
(In Lakhs of Rupeu)
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TABLE NO. 35
REVENUE RECEIPTS OF THE BOMBAY GOVERNMENT FROM 1936-37 TO 1945-46

(Source: Bombay Budgets, 194243, and 1945-46.)

(In Lakhs of Rupees)
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Total Revenue 1,241.40 1,243.81 1,244.59 1,314.23 1,448.24 1,686.39 1,970.31 252035 3,212.37 . 2,900.19



Publication No. 15:
The Federal Problem in India-

BY
Demy pp. 201] ~  D.R. GADGIL [Price Rs. 8 or 1Gs.
; 1997 ’

. Trus publicstion is in a sense a continuaticn of the earlier publica-
tion on the same subject, Federasing India. It carries the discussion of
Indian constitutional gnd political problems a step in advance and dis-
cusses developments subsequent.lo the publication of the earlier book
in May i945. ‘Ihe publication was aimost ready for the press by the
middle of February, 1947. 1 therefore reflects and analyses the political
situation as it existed on the eve of the announcement by His Majesty’s
Government ~f 20th February, 1947, with special reference to the state-
ment of {6th May, 1946, of the Cabinet Delegation and the-Viceroy and
the subsequent controversies. It deals with all the four-imporiant as-
pects of the Federal problem in .Inde, viz.; . (1).the incorporation of
the Indian States within the Indlan ‘linion;..¢2) the ‘composition of
federating units, (3) the division of powers beiween the Government of
the Federation and those of the federating units and (4) :the problem
of the relations between the twe_major commiunities brought to a hoed
by the Muslim demand for a separale state.” The last overshadowed all
others in political debate in recent yearss. = Consequently. it is -treated
in speeial datail in this publication Even when- the dxcision to form
two separate states from among British Indian.:Provinees tgkes away
some of the immediate significance -of part of this discussion, it may
not be foupd -unhelpful for an pnderstanding. of the continuing prob-
lems. Though. a.decision has .begit taken regarding the division of the
countrv. all the other constitntional problems discussed-in this publica-
tion still remain with us. The problem of the incorporation of ‘Igdian
States and the composition -of federating.units’ wow . take ‘the leading
position. The problem of -the. powers of the Union assumes crucial
importance in relation io the incorporation of Indian States within the
,Union. All these problems -are dealt with in detail in this publication
which offers an integrated solution for all of them.
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