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By D. R, GADGIL
Director, Go}'chLde Institute of Pol:'lic:s and Eeconomics.

I

N an article: published in this journal some
A ¢’ weeks 'ago e galient provisioms of this RBill
were described and its central feature dis-
cussed. We now propose to discuss some of ite
provisions in detail and to indicate directions in
which we feel that they need to be modified. In
this diseussion wa shali take f.r granted that the
structure of the Act remains unchanged and that it
remains a measura which adjusta in .a whole asale
definitive manner existing debis and contemplates
all future finance through resource societies.

Scope —Tha Aet shall apply to all debtors
whose gecured debt is not less than Rs. 100 or
more than RE 15,000. Though it is true that on
account of the operation of the D. AL R,
Act most agricultural debts in this Province are
sacured, the requirement that the debt should be
sscured may result in denying tha benefit of the
Act to some neady debtors at the lower level,
There does not seemm to be sauy speacial reason
why the application of the Act should be restricted
to debtors who have a minimum gecurad debt,
We saggest, therefore, that the scopa of the act
ba widened by deleting ths * secured * qualification
from Ssction 23. Thera is yet another and more
important direction in which the scope of the act
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to becoma a membsr can conceivably b: the
rosult of delay on thepart of the resounrce society
or the refusal of the resource society to admit
the debtor as member, In such a sase it would be
unfair to saddls the debkor with the burden of costs,

Co-operattre Debts —Remisston to be granted to
the debtor fio respect of debis due to co-opera-
tive societies fs to be intimated to the Board
by the co-operative society. This 1is placing
the creditor himself in the position of determin-
ing the amount of the remission he will grant,
In principle this provision is unsatisfactory, If
co-opetative debts are to be treated in a epecial
manner—and they should, of course, be go treated—
some independent peron who is in a position to
appreciate the position both of the mociety and
the debtor member should be asked to determine
the amount of the remission. The Regiatrar is
obviously the appropriate person. In many other
provincial acts also the Registrar is entrusted with
this duty, We, therefore, propose that the re-
mission to be granted be determined not by the
cc-operative society but by the Registrar or such
other official for any area that the Registrar
may authorise in this behalf. If this is not dons
the Registrar will still intervene with numerous
mandatory circulars in  order to bring about
uniformity of practice, It is far better to place

the responsibility in a direct wmanner oo the
Registrar.

Under Section 43 (4) tha Collector and the
Co-operative Society are asked to intimate to the
Adjustment Board the amount of remission they
are willing to give tos debtor, 1§ iz not clear
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howeaver, at what stage they shall so intimate
apnd what data they will consider before sending
the intimation. It is of the essence of the pro-
cess of adjustment that the relief granted shall
bear some rzlation to the requirements of each
case. This iz done in the bill under consideration
by caleulating the paying capacity of the debtor
in & given maunner. But it is not provided and
it does not seem to be contemplated that the
Coltector or the Co-operative Society will have know-
ledge of the Boards' caleculations of the paying
capacity of individual debtors. In the absence of
such knowledge the rsmissions given will be on
some uniform scale and this will necessarily
result in the remission being needlessly large in
gome and small in other cases. It should, there
before, be provided that the Board shall intimate
to the Collector and the co-operative society the
tot:l outstanding debt calculated according to the
provisions of Sec. 39 and the total paying
capacity determined under See. 4%, of each indi-
vidual debtor and that thess suthorities shall
take account of this data in debermining the
amount of remission to be given.

Insolvency Proceedings :—The Bill provides that
& debtor may be declared insolvent under two
contingencies (Section 62). In the first place tha
Board may declare a debtor insolvent if it is
satisfied that “the paying capacity of the debtor
is inadeguate to pay the total amount of his
debts ms scaled down under Section 48.” It is
difficult to see what this means in case “paying
capacity” in the above sentence is the same as
“paying capacity” as defined in Section 47. Thae
measure of scaling down preseribed in Section 48



is the paying capacity as defined in Section 47.
Therefore, the wpaying capacity can never be
inadequate to pay the scaled down debt. It is
not, on tke other hand, clear what “paying capacity
in the above senience can mean other than accord-
ing to the definition of Sec. 47. We hava, therefore,
to ignore this first contingency under which a debtor
may be declared insolvent. A debtor may secondly
be declared insclvent if he defaults in payment
of two consecntive or any three instalments. This
provision is categorical and allows of no excep-
tions. It seems to make no provision for bad
geasons, vears, for example, when the payment of
even land revenue has to be suspended or remnitted.
¥t may be presuined that the annual instalment
under an award will ordinarily bs much heavier
than the land revenue to be paid by a cultivator.
In a tract like the Deccan where proverbially one
meason in three is bad this will mean aimosat
universal insolvency over the period of awards which
may run, on an average, from fifteen to twenty years.
Further Section 69 provides that any immovable
property of an jinsolvent onm which a debt ia
soecured shall be directed to be sold iIn satisfac
tion of the debt. It is well-known that today most
debta of agriculturists are secured on their land.
The effect of the two mections together will then
be a rapid dispossession of the cultivators from
their lands in favour of their creditors, which wa
suppose {0 be contrary to what the bill is supposed
to aim at. The best way o avoid this disastrous result
would be to modify the provisions of Section 62 (2).
The provision must aliow for exceptional cireumstan-
ces, In the first instance, defaults in years when the
payment of land revenue has had to be suspended
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or ramitted ought not to eount as defaults for
purposes of this section. Secondly instead of the
debtor being declared almost automatically insolvent
on o stated number of defaults some room should
be left for emquiry by the Court. The court at ite
discretion may, op being satisfied of any justi-
fiable exceptional circumstances on account of
which the debtor could not pay the instaiment, re-
fuse to declare a debtor an insolvent even if he has
defaulted for tce stated number of times. In either
case the award will run for an appropristely
increased number of years, If, however, these
modifications are not made we fear the result
would be almost universal insolvency at least in
tracts like the dry Deccan districis,

Other mections of this chapter IV do not re-
quire much eomment. Sections 67 aod 68 have
heen taken bodily from the D. A, R. Act. Under that
Act these provisions have all along proved in.
affective. We do not feel they will be effective
under the new act either, In most cases there
will be little to be managed if due provision is
made for the support of the insoclvent and hig
family ; ordinarily we expect the lands of the
insolvent to be sold up to satisfy the claims of
the secured debtors. A sentence or clause seems
to have been omitted from Section 68 (1). The
marginal summary of this provision runs as
follows: “Possession by the creditors of debtor'’s
properiy not required for his support” In the
body of the provision, however, the clause making
clear that the property shall be such as is not
required for the support of the insolvenrt or his
family has been omitted by oversight. We do
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not also see why the exemption wunder Sectior
67 (3) should apply to buildings other than the
dwelling house and yard of the debior. The
provision is no doubt copied from the D. A. R.
Act, but seems to have no justifcation.

1I

PAYING CAPACITY,

The clanse defining the paying capacity of the
debtor is onme of the most imporiant clauses
in this Bill. This {s so bhecause of the
fundamentally differsnt srructure of this measure
from other measures of gsealing down debts.
While in other cases the extent of sealing down
has depended on a conciliation effort meade by a
Board as between the debtor and the credifor, this
Bill provides for an automatic scaling down. Of
course, in a conciliation effort the extent of scaling
down is naturally dependent on estimates of the
total paying capacity of sach individual made by
the creditor and the Board, and egually, of course,
there iz no definite limit of the scaling down
lnid down, Thus while in this voluntary effort
there are likely to obtain differences in the ex-
tent of the relief provided from case to case,
each case is at least considered on its individual
merits. The main difficnlty in the way of pro.
viding for a gemeral rule of sealing down debts
sutomatically is that of finding a suitable measure.
In considering the clause defining paying capa-
eity in this place we must examine the guestion
from two points of view: (i) whether the messure
of paying capacity laid down is suitable for the
purpose, and (ii) whether the limits 1aid down
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for the operation of that measure are such as to
give adequate relief. The measure of paying capa~
city Inid down is the value of all property —
niovenble or immoveable — of the debtor. So far as
wo understand the aim of the BIll, it is to adjust
the burden of the caltivator's debt in such a
manner as to enable him to repay without losing
his land. It is not, we suppose, the intention of
the Bill to sell out the peasant, but to enable
him to pay back in a series of instalments ex-
tended over a period of years. If this is so, the
measura of paying ecspacity seems obviously un-
suitable, For, while the paying capacity of the
debtor will really depend on the surplus element
in bhis arnual income, the Bill seeks to measure it
by the capifal walue of his property. It may,
however, be wurged that in case the capital
value besrs some comparatively fixed relation
to annual Income this objection could not
kold gocd., Two replies may be made to this
contention. First, in actual fact such a com-
stant relation between the value of the property
and the income it yields ecannot be proved,
specially as the property will include not only
all types of land—garden, dry, rice, ete.—but will
also include other items such as houses and the
capitalised wvalua of certain current incomes.
Secondly, and this is much more important, sech
a measure of eapital value cannot make the proper
differeniistion between the various giades of incomae
as regards paying ecapacity. It should be remem-
bered that we are here irying to discover paying
capacity in respect mostly of old accumulated
debts, The provision for corrent future finance hag,
to be considered independently. There are obvious
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ranges of income where cultivators have no pay-
ing capacity in these terms. We may, for example,
tentatively put forward the income limit of
Rs. 150 p. a. below which no cultivator can be
supposed to have any paying capacity. The acinal
figure may be disputed, but the idea must be
agreed to on all sides. Now, in the dry distriets
a cultivator whose income is about Rs, 150 p, a.
may well bave lands worth about Rs. 1,000, His
paying capacity under the Bill would be measured
at Rs. 800, and he would thus be expected to pay
an instalment which may amount up to about Rs. 50
p.- 8. over a period of 20 years! This hypothetical
examnle would show how the value of property is
an extremely unsuitable measure of paying capa-
city, especially in lower income ranges. Thers
are two ways of avoiding this grave injustice to
the poorer debtors by the operation of this clause,
One is that of entirely changing the bagis of the
definition and adopting some more elaborate measure
of paying capacity on methods pursued by the
Land Mortgage Banks, If, however, the present
measure i8 to be retained, clause 50 (2) (h) should
be suitably modified. A second provision should
be added hera and the Board should be directed to
fix the annual instalment after providing ou! of the
annual income for the support of the deblor and the
members of his family.

The second question to be raised is as to
whether the limit of paying capacity provided
gives adequate relief, Paying capacity in the Bill
is placed at 80 p. c. of the value of all property
of the debtor, and this amount has to be repaid
with interest in annual instalments not exceeding
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%5 We have already seen how the limit will
operate in the case of the poorer cultivators. But
even in the case of those who are somewhat
better off we believe the limit to be placed too
high. Consider a cultivator whose total property
iz worth Rs. 5,000. His paying capacity would
he placed at Rs. 4,000 and his annual instalment
wouid come up to about Rs, 200. One has merely
to ask oneself how many cultivators could repay
Re, 200 mnnually in respeet of old debts to judgs
the high level of this {limit. There iz another
way also of looking at this question. We may
enquire as to how many eultivators will get relief
under this definition of paying capacity, Unfor-
tunately, the data necessary for an adequate
discussion of this guesticn is lacking. We have,
bowever, some evidence to indicate that the RO
p. e. limit will give relief in only very few cases.
Consider, in the first instance, the data presented
by the Bombay Provincial Banking Enquiry
Committee. The information, of course, relates
to pre-depression years, The Committes
nowhere gives the relation of the debt to the
value of property, but it gives figures of the
average debt fn terms of the wmuléiple of
land aggessment. The following are the main
figures: Broach (i} inland tract 7-2; (ii) coastal
tract 187 ; famine tract {cotton-grawing ) 20
transitional tract 15; Konkan 12, Ths relation
between land assessment and land values is far
from uniform from tract to tract in this province,
It is, however, safe to say that land value is
almost never less than 50 times the assessment.
This will show that on the figures of the Banking
Committee average debt is much less than even
half of the valuse of the land. Again, the Dharwar
enquiries of the Provincial Banking Rnguiry
Commiftee put the highest figure of average debt
per owned area abt Rs. 27-8, All these figures, it
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should ba remembered, take account of the value
of no property of the debtor ofher than land, It may
be urged that the movement of debts and of land
values during the last decade makes the above
data usciess. We do not helieve that these move-
menis have geriously upset the proportious indi-
cated. We. however, present below eome more
recent information. The Gokhale Institute of
Polities and Economics has conducted, as part of
an enquiry Into the profitability of farming, an
suquiry into the indebiedness of farmer-cultivators
in the Wai Taluka of the Satara District. The
provisional results of this enquiry are to hand, and
a sumrmuary of the results for & representative
group is given below.

= ar Farmers whose total
5 [PESR debt is
Ll =00
s Fols : DD
No. of Farmers 2 gl=%, ““!_:lé;!é‘soo\"‘a'goN!"°°§P’§
" ; Ela T WFIeR L e Rem it 0SS
baving — il e, L LR TES T L= TS0 S
2R|xrs g ; : I
e Euﬁ%
£ ;j'g’?i of their total land ralue
_‘ T
1} Noland 7} 0) 3; @ 0 o ¢ 4

%2 1 Land valued
below Rs. 500] 12} 1) 6 0 1 1 1] 3

3 »w bai, Ra. 508 .
and Rs. 1,50 Y2} 627 |13, 12 9 [ 2 2

4 ,, between
Rs.1,500 and
Rs. 3,000 0] 6124 34 14 2 8 &

3 » above
| Ra. 3,000 550 Ty211( 23 4 0 1] o

Total 2221813170 N 12 2 9

Percentage of
the Total ...| 100] 83-9(36:0 311, 138 | 58 | 09 40
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It is not claimed that tha results of the
enquiry are exact, The number of those free from
debt is perhaps put too high, But they are accurate
enough for the purpose in hand. Those possessing
no land get no relief under the Bill; so that of the
117 debtors from the above table who would come
under the operation of the Bill only 7 would get
some relief because of the application of the paying
capseity  definition, The vast majority would be
unaffectad, Another scurce of information tapped
by us in order to test the results of the 80 p. ¢,
limit was the information contained in the returns
made by the primary co-operative cradit societies.
In these returns information is available about the
secured debts of creditors other than co-operative
societies, but no information is given as to the
unsecured debts of other creditors, Thiz is, of
course, an important defect of these figures. We
give below figures prepared from the returna made
by four village soccieties in the Haveli Taluka
(Poona Dist.), chosen at random, The figures show
the relation of the total ocutstanding debt of each
debtor member to the value of his property minus
the value of the secured debt,

" No. of debtor members owing land—385

No. whose debt is less than 20 p.c. of the
value of property—51

" between 20 p. ¢, and 50 p.c. 35

» " 50 pec.and "9 p.o. 4
" » 75 p.c.and 100p, e, 3
" above 100 p. c. 2

Making all allowances for inaccuracies or lack
of information, the statistics given above, we believe,
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make out a strong case for holding that the 80 p.c.
limit will give relief to only a very small pro-
portion of the debtors who come under the
purview of the Bill.

It may be urged that if only a few holders
have debts over 80 p.c. of the wvalue of their
property the majority do not require any ralief.
This would be a walid argument only if the
80 p,c. limit had been arrived at after some
enquiry or daliberation., So far as we are aware,
it is not based on any factuai data and there
is no ground for believing that it represents a
proper etandard of paying capacity. The hypo-
thetical cames and the data we have cited above
seem to support an opposite conclusion, It is
further commonly agreed that a majority of
debtor cultivators to-day find the burden of their
debts insupportable and they will get no relfef
by the operation of the 80 p.ec. limit. Again, it
ghould be remembered that the scaling down is
accepted by a credifor for two reasons. First,
because the paying capacity of the debtor wonld
not warrant sticking out for a higher claim and,
secondly, because the conciliation or adjustment
process provides a much greater security of re-
payment, So that all debtors, whether their paying
capacity fell or did not fall short of their debt,
have been able to obtain a considerable sealing
down of their debts under the coneiliation
machinery in the other provinces. Because of
the rigid definition of paying capacity under
the Bombay Bill no relief on this latter count
will be given te the debtors.
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We thus conclude thst both the measure and
the limit of paying capacity are imappropriate.
It would in our opinicn be far better if the basis
of the measure is ochanged. If it is not so
changed, we have already suggested providing for a
bagic subsistence imcome level in clause 50(2) (h).
It iz not equally easy to suggest the change neces-
gary in the limit laid down. We do not believe
that the same limit could be properly applied to
all ranges of incowme, neither are there adequate
data for fixing the limit. Buat if a single rigid
percentage of the wvalue of property has to be
1aid down in the Aet, we would favour the figure
of 50 p. ¢. instead ef the present B0 p. ¢,

SELECT COMMITTEE'S REPORT

The report of the Select Committee on the
Bombay Agricultural Debtors Relief Bill has
g0 considerably modified the original structure
of the messure that it beoomes pecessary to consider
in detsil  the consequences of some of these
modifications,

Score

The scope of the legislation has besn
modified by the Sslect Committee in thres impor-
tant ways. In the first instance, the definilion of
“holder ¥ has been narrowed so as to exclude all
those whose income, from sources other than agri-
culture, exceeds 20 per cent. of their totsl income.
There may be ground for some difference of opinion
regarding the perceniage but the principle at the
back of this exclusion will be agreed to generally.
Secondly, the qualification regarding the maximum
debt has been widened so as to place both secured
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and upsecured debts on the samae level. This is a
welcome step. Ths most important modification,
however, is that in respect of tenants. The original
Bill had excluded tenants, other than permanent
tenants, from the definition of a * holder” The
Select Committee now proposes the deletion of this
saving wub-clause. This means that the provisions
of the law would become applicable to tenants
equally with owners of land. Wa had in a for-
mer ariicle advocated the extension of the appli-
cation of the law {0 tiepants and, therefore,
heartily endorse the recommendation of the Selech
Committee, The Select Committee doea not, how-
ever, seem to have considered fully the implica-
tions of sueh an extension of the scope of the
measure. In no lster section is a reference made
to tenant-debtors, and i has evidently been
thoughit tbat they could be treated exactly in tha
same mauner as those owning land. The wmain
difficulty in doing this will, however, arise in
conppnection with determining the paying capacity
of the tenant-debtor. Paying capacity for purposes
of this measure has been defined in terms of the
value cf the property of the debtor. The Select
Committee bas further narrowed this definition by
making it refer to immoveable property only. It
is obvious that a purely tenant.cultivator will
possess very little immoveabls property and that
" generally his capital assets will be very emall
The application of this measure of payibg capa-
city to tenani-debtors will, therefore, amount vir-
tually to an extinetion of their debts. A capable
tenant-farmer may have considerable annual pay-
ing capacity, but simost none in terms of the
valae of property. It will consequently be neces-



17

sary either to adopt & separate measure of
paying ecapacity in the case of tenants or to
change the present basis of the measure in the
Bill.

PAYING CAPACITY

This leads to & oconsideration of tha wvery
important innovation made by the Select Committee
in introducing in the Bill the concept of annual
paying capacity. In a former article we had
pointed out how scaling down would be effected
under this measure in two stages. Firstly, by way
of taking accounts and secondly by direct scaling
down to B0 per cent. of the value of property. We
had pointed out that if the intention was to
enable the debtor to repay his debts by annusl
instalments while retaining the ownership of his
land. the value of property was an irrelevant
consideration in determining paying capacity. We
had, on the basis of some statistical data, also
indicated that the 80 per cent. measure would afford
no relief in the vast majority of cases and that
it would lead to fixing the annual iumstalment at
toe high a level. The Select Committee defines
paying capacity in terms of immoveable property
alone, This will somewhat lower the evaluation,
but the basis still remains inappropriate. The evil
results of this provision will, however, bes largely
avoided by the introduction of the new additional
measure to be called “annual paying capacity"’
This measure will come in at the time of fixing
the annual instalment. The Select Committee pro-
vides that the aonual instalment shall not exceed
the annual paying capacity, which shall mean the
portign of the annual income of the debior
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“after deducting such sum as may be considered
necessary for the maintenance of the debtor
and his dependants, and the sum due by the
debtor to pay the debts duae to Government, to
local authorities, to Tesource societies and to
persons suthorised to advance loans under
goction 79.”

The annual paying capsacity thus provides for
the maintenance of the debtor and his family, for
the payment of annual dues and for the charges
for future finance. The recommendation of the
Select Committee makes sure that the pay-
ment of the annual instalment in respect of pre-
sent debis will not entrench on at least the
minimum subsistenee of the peasant. This is
an absolutely vital provision, and it removes in a
great measure the main ground of criticism
sgainst the original framework. It changes sat
the same time, in a radical manner, the way in
which repayment will work out. In the case of
the marginal cultivators, and at least in tracts like
the Bombay Deccan, the marginal cultivator class
is extremely numerous, the introduction of annual
paying capacity will lower very considerably the
sum available for the annual instalment. Further,
in a number of cases a proper calculation of the
deductions will reduce the annual paying capacity
to nothing or to a negative guantity. The Select
Committes does not, however, provide at all for
this contingency., The Committee has evidenily
assumed that the annual paying capacity will
always be a positive quantity, and it provides
for the adjustment of the two measures of paying
capacity by removing the restriction on the number
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of annual instalments. Thus, the property value
measure of paying ecapacity will determine the
total burden; the anpual paying capacity measure
will determine the yearly instalment; and the
ratio between these two will determine the number
of years for which the instalments will run,
This means that the number of years for which
the debtor and his heirs will have to pay the
instalmente may be indefinitely large; the pay-
ment may continue for generations, This is an
undesirable situation; and it is not likely to be
tolerated for any length of time by the debtor
clags. The way out of this fmpasse iz clear, The
introduction of the idea of annual paying eapacity
makes the property-valus measurs of paying
capacity superfluous. Paying capacily can only
properly be measured as 80 many times the annual
paying capacity, and such a change will no longer
affect the working of the Act, The former maxi-
mum pumber of twenty-five may appropriately be
retained, After the taking of accounts, the annual
paving capacity of each debtor shonld bes deter.
mined and the debt should be scaled down to
twenty or twenty-five times this sum. Provision
should also be made for cases where the debtor's
annual paying capacity Iz very low or negative,
The only way to deal with these cases is to
treat as insolvenis all debtors, twenty-five times
whose annusal paying capacity falls below a certain
proportion of their outstanding debt as calculated
by the Board after the taking of accounts. The
large majority of such debtors will be what may
be called sub-marginal cultivators, and it is best
that their cases be summarily dealt with at the
initial stage,
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It may be noted that the Select Committes
-has deleted the provision rvegarding the deter-
mination of the value of the property of the
debtor at the market value. It recommends
instead that Government should frame rules in
this behalf. 'We presume that the Select Committes
has made this change because it felt that the
term ‘“market value” was vague and that
it was lHable to be variously interpreted by the
different Boards. We feel that it is necessary to
give Government similar rule-making powers for
the determination of the annual paying capacity.
This determination involves a number of compli-
cated calculations. The estimation of ths income
of the debtor, of the maintenance expenditure of
his family and of the charges for future finance
are all far from simple. The possibility of the
adoption -of varying baser and scales is enor-
mous, It will, therefors, be necessary for
Governmeent to lay down in a series of detailed
rules how, for different regions, each of these
estimates should be framed.

INSOLVENCY

The changes recommended by the Select Com-
mittee in ¢he chapter relating to Insolvency
Proceedings are also, in some directions, revolu-
tionary, The Belect Committes is to be congratn-
lated on the deletion of the old provision for
‘automatically declaring a debfor insolvent on
failure to pay a certain number of instalments,
It has instead provided that the Court may
declare a debtor insolvent and may order thesale
of his immoveable property if it is satisfied that
the debtor has made defsult in the payment of
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any instalment, intentionally and without any
reasonable cause, This is & reasonable and neces-
gary provision and it avoids the defects of the
old sub-clause. The Seleet Committes hae, however,
failed to modify the first sub-clause of this section
which, as we have formerly pointad ont, fails to
make any sense, This sub-clause conld be modi-
fied suitably to provide for cases where the
annual paying capacity falls far short of a certain
proportion of the total debts, The Select Committee
has put in a further sub-clausa under which a
. debtor may be declared an insolvent if “the Court
to which an award is transmirted for execubion
finds that twe consecutive or any three instalments
could not be recovered by the sale of the miove-
uble property of the debtor”™. ( Italics ours, ) It iz
difficult to understand why this provision has been
put in. In the fiest Instance, it may be mnoted
that the alternative between two consecutive and
any three instalments which found place in the
earlier sub-clause in connection with the due pay-
ment of annual instalments is retained in the
amended form. But such an alternative is wholly
inappropriate in this instance, Under the amended
version the Court has to judge whether the sale of
the maoveable property of the debtor will fetch an
amount equal to a certain number of instalments. I¢
is entirely imimaterial in this instance as to whether
the instalments are consecutive or mot. In either
c¢ase their wvalue will be the same. As a corollary
of this the alternative between two and three is
also inappropriate. It should be either of the two.
Wea have, however, to offer an even more funds-
mental cbjection to this new provision. We do
not see any justification for linking solvency with
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the value of the moveable property of a debtor:
We take it that the vital requirements of the
‘agricuiturist such as his cattle will be exempt
from gale. If this ia so the saleable moveables
of even a substantial agriculturist may some-
times be of little value. If an agriculturist has:
an adequate annual paying capacity and is:
reasoniebly punctual in the payment of his instal-
ments we fail to understand how a pavcity of
moveable goods should suffice to render bim in-
golvent. The value of moveable goods owned is
surely an irrelevant consideration in determining
the solvency of a peasant. The Select Committer has
by a new clauee in this chapter introduced an
jmportant principle in the measurs, It recom-
mends that when land taken over from the insol-
vent under provisions of this chapter is restored
to him he shall be deemed to hold such restored
land in future as an unalienated land under sec.
73 A of the Land Revenue Cods, We welcome
this policy of extending the sphere of inalienable
holdings.

There are a number of other minor changes made
by the Belect Committee which we have not the
space to deal with here, and there are two or
three important recommendations which we shall
treat of on a later occasion in connection with
the future of our rural credit machinery. We
derire, however, in cloging to comment on the
new clauses introduced by the Select Committee
at the very end of the Bill. These new clauses
provide for the repeal of the Bombay Small
Holders Relief Act and the Deccan Agriculturists'
Relief ‘Act ®s s00on as the Agriculturist Debt
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Relief Bill becomes law. In our opinion the
repaal especially of the Daccan Agriculturists’
Relief Act should be censequent not on the
ppassing of this Act, but on the passing of a
comprehensive Moneylenders Act, The measure
under econtemplation  provides mainly for the
adjustment of past debts, It does mot provide at
all for the regulation of the working of the
.credit machinery in the future. The operative part
of the Decean Agriculturists’ Relief Actis in the
main a Rural Moneylenders Act. The regulation of
accounts, the passing of receipts, the registration of
decuments, the power of ecpurts to open transac-
4tions, sll such provisions ferm part of a Money-
Jenders Act, Such proteetion as they afford will
vanish the moment the D. A, B. Act is repealed;
for the Agricultural Debtors Rslief Act makes no
provision in these reapects, The transitory provi-
sions do not obviate this difficulty as they refer only
to transactions entered into before the coming into
force of the Debtars Relief Act. From the date
of the repeal of the D. A. R. Act to the coming into
force, whenever that may happen, of a Money-
lenders Act the rursl credit machinery wiil be left,
entirely without legislative regulation. We would
therefore, strongly oppose these new clauses. A
Beleet Committes has under consideration already
for a long time past a Moneylenders bill. It is high
time that the report of this Select Commitiee was
expedited. The enaciment of this measure will be
the suitable time for the repeal of the historio
and once useful D. A R. Act,
FUTURE CREDIT MACHINERY

We have repeatedly pointed out an important

ifference between the Debt Settlement Acts
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of other provinces and the Bombay debt adjust-
ment legislation. It is that, while the framers
of the other Acts were anxious to disturb as little
as possible the existing machinery of rural eredit,
the Bombay Bill gives ro importanee to this con-
sideration, The sponsors of this legislation were
evidently prepared to supplant entirely the present
moneylender and provide a complete alternative ;
and they were evidently prepared to do this within.
a year or two. The Bill in its ariginal draft had
made it compulsory on all debfors whoss debts
had been adjusted to become members of a resource
society, The Government thereby accepted the
reeponsibility of starbing enough societies and pro-
viding these societies with enough resources to
finance all debtor-agriculturista. We did not share
these aptimistic estimates and, therefore, viewed and
still view the future with considerable misgivings.

In order to place the problem in its proper
perspective, it is unecessary, in the first instance, to
gain a clear idea as to the amounts involved.
This is all the more necessary as we have heard
respongible persons putting forward absurdly low
estimates, Unfortunately, no enquiry into agzri-
cultural debi has been conducted recently in this
Province. For authoritative estimates we have to
go as far back as the report of the Bombay Provincial
Banking Enquiry Committee. This Committee esti-
mated the total agricultural debt of this Province
at well over Rs, 60 crores. This figure, however,
is not particularly significant for our calculations.
It has been pointed out thut there has been a
contiouous process of the accumulation of old
debts, and that a congiderable proportion of out-
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standing debt is made up of debt contracted for
unproductive and unnecessary purposes. The pzo-
cess of debt adjustment and a careful and sirict
regulation of the economy of the cultivator may
make it possible to eliminate to a considerable
extent these two elements irom our eredit structure,
For the estimation of future requirements we have,
therefore, to resort to another calculation made
by the Provincial Banking Enquiry Committee.
This is an estimate prepared by the Committee
for the finance required for current agricultural
tneeds. The Committee have made a eareful caleu-
lation strictly of the cash requirements of the cul-
tivator for agricultural purposes and, after allowing
duly for persons who may not require such finance,
arrived at a total figure, of Rs. 23'78 crores. It should
be remembered that this amount provides only for
current agricultural needs. It does not take account
of any finance required, for example, for marksting,
for land purchase or improvement, for domestic
requirements, for ceremonials or for litigation. It
may be possible with oconcentrated effort and
under specially favourable circumstances almost to
do away with debts for litigation and to reduce
greatly debts for ceremonials. As long, however,
as the earning capacity of the agriculturist remains
low and his income uncertain, accruing to him in
large uneven instalments, current finance for
domestie requirements cannot be dispensed with,
Further, the demands of improvement and of market-
ing finance should increase and not lessen in the
future. The Provincial Banking Enquiry Committee
prepared no estimates for these items of financial
needs similar to their estimate for current agri-
culttiral finance. It is not posaible, therefore, to
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arrive at any estimate of the total financial needs
of the agriculfurist even for the period for which
the calculations of the Committee were made,

In attempting to use the estimate of the Pro-
vincial Banking Enquiry Commiites for our
purpose, we shall have to allow for the fall in
the general level of prices duricg the last decade.
It is reasonable to suppose that the fall in the
prices of the requirements of the agriculturist and
the wages of agricultural labour will lower, in a
roughly proportionate mannar, the needs for current
finance. If this fall is caleulated at a third of
the ].evel for the years 1927-29, we may reduce
the estimate (in round numbers ) of Rs. 24 crores
of the Banking Enqguiry Committse to about Rs,
16 crores. To this figure must be added an amcunt
for finance for the other important purposes that
we have enumerated above. The laiter amount
we are not in a position even to guess with any
approach to accuracy., We, however, hazard the
opinion that to put the needs, even under a care- -
fully regulated economy, of future finance of
the agriculturists of this Province at Rs. 25 crores
wonld be no over-estimate.

it may be as well .to draw attention to the
available recent statistics. The only comprehensive
statistical data relating to agricultural finance
that exist are those contained in the annual reporta
on the working of the co-operative socisties,
According to the report in 1936-37, the per
~eentaga of the npumber of societies to
villages was 228, Agricultural societies thus
existed in just over a fifth of the total pumber
of villages, In the villages in which societies
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exist their membership does not embrace the entire
body of cultiviaors; neither do the societies meet
all the financial mneeds of their members, Co-
operative finance thus forms a small proportion
of total agricultural finance, The total dues out-
standing of the agricultural co-operative
socleties were Rs, 248 lakhs in 1936-37, and in
the same year fresh finance was afforded by the
gocieties to their members to the extent of
Rs. 78 lakhs. The latter figure needs to be inter-
preted with caution. It is well-known that enor-
mous overdues have accumulated over the period
of the depression and that consequently societies
and ocentral finance agencies are extremely cautious
jn advancing sums fo the agriculturist. What is
called fresh finance in the co-operative movement
to-day really waits on the progress of recoveries
and is corr.lated to it. 1It, therefore, bears no
definite relation ¢&o t¢he current financial needs
of the members of the co-operative societies. If all
the factors that severely limit to-day the part played
by the co-operative agencies in current finance
of the agriculturist are taken Into account, it will
be realised that the amounts revealed in the reports
of the co-operative department do not militate
against the rough guess put down above by us,
It may be urged that all agricultarists do not
fall within the scope of the Agricultural Debtors’
Relief Bill, But the number of those excinded
may be safely negleoted, especially since the
Select Committes has done away with the exclu-
sion of tenants and has provided for Government
extending the maximum limit of debt, in particulap
areas, to Rs, 25,000,
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~ We do not know what arrangements are con*
templated by Government for shouldering this
enormous respongibility and what are the sources
from which they expeet to obtain the necessary
funds. The Select Committes has no doubt made
some changes in the Bill which make the pro-
blem perhapes a little less presaing than before;
but these changea in no wise modify its funda-
mental character. The 8elect Committee has
introduced the Land Mortgage Banks into the
picture. But this will have little effect on the
extent of the unfulfilled demands for future
finance, The provision made by the Select Com-
mittee will enable the Land Mortgage Banks to
finance, for the purpose of liguidating existing debts,
some of the better-off among the debtor class.
We do not expect the number of such cases to be
large; for the Land Mortgage Banks will neces-
sarily continue to work, Lroadly, along the same
comparatively conservative lines along which they
operate to-day. The intervention of the Land
Mortgage Banka will result only in the present
creditors getting back their money promptly. So
far as the debtor is concerned, the only difference
made is that he will now pay the instalmeni—
which may, however, be somewhat smaller—to the
Land Mortgage Bank instead of to his old cre-
ditors. The Land Mortgage Banks could not obvious-
ly help in future current finance. For purposes
of this finance Government seem mainly torely on
the co-operative credit movement. The present
" resources of this movemsnt are, however, totally
inadequate, both in men and money, to meet the
demands of the fature, We have already indicat-
ed the very small part that It plays to-day in
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fimancing the agriculturist. Tt has been argued
that a much greater proportion of the resources
.of the movement could be employed in financing
the agriculturist than is the case to-day. The
experience of the last decade should provide a
salutary check on any extravagant hopes in
this direction. The depression rendered very
weak the position of just those Central Finane-
ing Agencies, a large proportion of whose funds
was lent to the agriculturists. And though the
new dispensation may perhaps make recoveries
more prompt, it cannot eliminate the fundamental
risks involved in the business of agriculture. In
the ultimate analysis, if co-operative finance isto
cover the whole field within a sbort time, Government
must provide the necessary funds. The extent to
which fresh deposits may be attracted depends on a
number of urncertain factors. The two main sets
of considerations seem to be the state of the
general money market and public belief in the
atability and solvency of the movement. It
should be further noted that because of the na-
tional desire to still further lower the cost of
credit to the agriculturist the co-operative move-
ment will not be eble in the future to offer
competitively attractive rates for deposits as it
has sometimes done in the past. It would,
therefore, be hazardous to depend on largely
increased deposits from the publie, at least in
the near future. We thus emphasize the direct
respongibility of Government in this matter because
of the failure of Goverpment, so far, to enlighten
the public as to its efforts and intentions. It
will be cruel to cut off the agriculturist by
degislation from his presen{ sources and then not
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be prepared to meet his legilimate and pressing:
current needs. A dstailed statement by Gowvern-
ment of its programme of ways and means for
this purpose is, thersfore, highly desired.

Attention may be drawn imr passing to the
niecessarily changed character of the co-operative
movement of the future. A large munber of so-
cietios will have to be hurriedly ““opened ™ and
their operationg should in future resemble much
more those of official land banks than of co-
operative societies. It iz also to be considered
whether the unlimited lability prineiple will not
be affected by the passing of this legislation, As
a consequencas of the process of adjustment, the
entire property of a large proportion of debtors
will remain charged for a considerable length of
time. Unlimited liability will have little meaning
under these circumstances, except perhups an omi-
nous one for the smalt elass of debt-free members.

We have not commented so far on the re-
commendation of the Sslect Committes that it
ghould not be obligatory on a person whose debt
has been adjusted to be 8 member of a resource
gooiety. In one way this is a fundamental change.
For, in so far as Government does not compel the
dsbtor to become s member of a resource society,
Government may not acoept the responsibility for
providing finance to ali debtors. It is our opinion,
however, that the asituation is not truly altered.
The structure of the legislation and the nature of the
process of debt adjustment are auch that they
make the continuance of the present machinery
extremely difficult. (Government which thus upsets
existing srrangements is morally responsible for
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providing an alternative, And though it may not
compel all to be members of resonrce societies,
4t must make reasonsble arrangements for finan-
¢ing all those who voluntarily demand such
finanece, Tn this conneetion it is necessary to
realise how little inducement there will be for
anybody to finance a debtor-agricuilturist in the
future. The debt adjustment award made in the
cage of sach debtor will include a list of all the
moveable and immoveable properties of the debtor,
-and a debtor who is a party to such am award
cannot alienate “ any property imcluded in such
award,” Ag the Board has been directed to im-
clude all the property of a debtor in the award
@ debtor under an award cannot in the .future
alienate, or consequently create a charge on, any
of his preperty. It is obvious that no private
<creditor would think of lending wmoney to a
debtor so cireumstanced. We fail to see why the
charge should be on the entire property of all debtors.
There iz at least s strong case for limiting the
«charge only to the immeoveabla preperty of the
debtor. Now that the Select Committes has defined
‘paying capacity in ferms of the value of Im-
moveable property only, alienation of moveable
property may be freely allowed, Thizs will leave
at least some means to the creditor for raising
small temporary leans. If this is not done, the
‘resource society will have to come to his help for
the pettiest sum needed, As a member of a re-
source society, he will also not be free o alienate
eny part of his produce and may find it diff-
-culf, therefore, to find money even for his domestic
purchases af the weekly murket. In short, the Aot
Jbinds the debtor hand and foof, renders him
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thoroughly helpless and hands hin over to » ro-
source society or an authorised individual o
association.

Wo have mo objectior in principle to making
the main body of agriculturists dependent almost
entirely on a resource soclely. Our apprshensions
in this respect arise fromr a feelimg that the re-
sources of the Governtnent and the co-operative
movement fall far short of the extent of the res-
ponsibility undertaken and that the services ren-
dered by the credit and marketing societies will
neither be adequate nor effictent. Wa bave, om the
other hand, a fundamental objection to the
iden of finance by an euthorised individual or
assoeiation. For, the authorised person will be far
different from merely a licensed moneylender; he
will be & momopolist creditor. It may be gaid
that more than one person may be authorized
in any region or locality. But whatever the num-
ber of persons authorised, any particular debtor
can have resort to oniy one such person. The
wording of section Y3 makes this clear and it is
only logical that this should be so, If the idea
is to regulafe severely che supply of credit to
debtors, the power of granting credit to any
debtor must be restricied to a single person.
Even the Reserve Bank of India has sponsored
the idea of a single monopolist ereditor. Such a
system, however, grants an enormous power oOver
his debtor to the authorised creditor. The possi-
bilities of an abuse of tbis position when the
creditor i a resource society are extremely small
as compared with the position when the creditor
is = private individual or an association of such
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individuals. The authorised individuala will be
in even a stronger position than in the daye
before the Deccan Agriculturiste’ Relief Act; and
it is mnot impossible to contemplate under such
a system, conditions similar to those described
in the report of the Deccan Riots Commissien.
The Bill no doubt provides for laying down condi-
tions on which such suthorisation will be granted,
But he must be an incurable optimist who believes
in the strict enfercement of such conditions in
the wide-spread expanses of rural India—especi-
ally when the debtor is a perpetually needy poor
man bound to a single source and the credifor
a rich and authorised individual. It iz surpris-
ing to note that even alienation of land which
is charged under an award may be permissible
in favour of an authoriged individual. Thus while
the Bill seeks to stop alienations in one direc-
tion it creates possibilities of fransfers of land
to moneylenders in others. These authorised
individuals could become c¢entres of enormous
power and patronage, and the possibility of
abuses radiating from them in a variety of direc-
tions is 8o enormous that we would desire the
elimination of the entire idea,

The immediate prospect looks to us extreme-
ly disquieting. Already one hears complaints of
lack of availability of the necessary credit to
agriculturists. Thess complaints are bound to
grow in volume and intensity, The public reports
of the state of preparedness of Goveroment and
the co-operative agencies do not reveal adequacy
of arrangements, A liberal resort to the provision
of authorised individuals we would look upon as
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a great evil,. We do not, of course, believe that
economic life will thus be hrought to a stand.still-
Credit transactions will no doubt continue, but
under different guises and different conditions ; and
the party to suffer will be the needy debtor, It
has been the universal experience, whether in
this province under the D, A. R. Act or in other
provinces or countries, that where the creditor
has been forced by legislation into evasive or
fraudulent practices he has recuperatad himself by
making the conditions harder for the &ebtor
Credit transactions will then continue, but the
net charge for the credit will be very much
heavier than even to.day. One partial safeguard
against such a contingency is a Moneylenders
Act, property enforced A reasonable, compre-
hensive Moneylenders’ Act may prevent the grogser
abuses: but it will do so only if its working is
supervised by anr efficient inspectorate. May it not
be reasonably said that promipt actionm in respect
of the Moneylenders’ Bill is the least we now
expect of Government ?

D, R. GADGIL

A, BN
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TENANCY AND DEBT LEGISLATION
IN BOMBAY.

HE agriculturists’ ‘relief programme of tha

" Government of Bombay is at last assuming

a definite form. After a series of alarums
and excursions the proposals of Government r¢ach-
ed a stage whore they could be presented for
consideration to a meeting of legislators belongiong
to the Congress party., They have emerged from
this meeting, held Jast week-end in Poona,
wholly unscathed and the public is now in a
position to know roughly what is proposed to be
done. The Moneylenders Bill, which may be
taken to be the preliminary part of the relief
programme, has already reached the select com-
mittee. The further legislation now contemplated
will cover the gmecaling down of agricultural debt,
tenancy legislation and rural reconstruction. The
incomplete and unauthoritative reports of the
intentions of Goverament that are at present
available do not make it possible to enter into a
detailed consideration of these matters. The main
outline of the programme can, however, be sut
furth, ‘

L

We may first examine the proposals in
respeet of the scaling down of debts. These fall
into two distinet parts., The first is a general
automatic scaling down measure applicable to
debis contracted befors 1931, The balance due
on Ist Jenuary, 1931, fo any creditor by any
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agriculturist debtor with a holding below the
equivalent of 100 dry acres, will be reduced
in amount by 30 per eent. This i3 a measure
that ean be justified only by. reference to the
fall of agricultural prices during the time of the
depression and belongs to a type resorted to by a
number of Egropean counfries during the veare
1931 to 1934 Tne utility and the urgency of
guch a measure was evident during the acute
deprission years. It may be questioned whether
it is equally urgent or necessary to-day. The
depression lifted definitely at least two years ago
and there was during 1936 and 1937 an upward
movement of prices. And though another gener-
al recession of prices threatens to overtake us, it
is hardly arguable that the problem of the pre-
depression debts can be equitably dealt with in
this manner to-day. Without atiaching an exag-
gorated importance to the sanctity of contracts,
it has to be admitted that the compulsory scaling
down by law of all debts or all debts of a
particular class of people is an extraordinary
measure which should not bs enacted except
under  the most pressing circumstances. The
vagaries of the monetary system and the inei-
dence of cyclical fluctuations bring about changes
in the fortumes of whole classes and the terms
of their contractnal obligations which operate hard-
iy, even cruelly, upon large numbers of people.
The possibility of remedying these abuses is a
question apart. Given the present arrangements,
however, the method of trying to adjust the
terus of the contract by legally scaling down
debts as a whole is a step which is bound to shake
the fonndations of existing credit. For it
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crects a  precedent. The ereditor class will
naturally ever afterwards be apprehensive of a
further arbitrary scaling down, and the volume
of its operations and the rates at which it lends
will be conditioned always by this fear. In the
worst days of the depression this might have been
justifiable as & desperate remedy for a desperate
situation; but to-dsy when considerable adjust-
ments have already taken place, when fthose who
needed and deserved thelp the most are probably
ruined beyond the possibility of this relief
heing of any use to them:, there is mo adequate
ground for taking this step.

It should further be noted that if any relief
is at all to be afforded on the ground of a price
fall, it will not be possible to limit its applicabi-
li'y to any specific class. There is no reason why
agriculturists possessing only less than 100 acres
should get relief on this ground and not those
possessing o larger acreage. It may well be
argued that in years of loss the proportionate
borden is greater on the larger unit than on the
smaller, and that under these circumstances the
larger landlords are at least ®s much entitled
to a scaling down of their burden as the smaller
agriculturists. In the same way the temant class
ought also to be included within the scope of
this legislation; for they have also suffered equal-
ly from the fall in agricultural prices and their
credit is equally dependent on incomes from agri-
culture. It would further be difficult to restrict
the operation of this reduction process only to
losns made by private moneylenders, Whether the
loan is made by Government, by a co-operative
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society, by a joint stock bank or by a money.
tender, the fact of the price fall enbances its
burder in an equal measure. Henes the moment
the reduction is sought to be justified on the price
movement basis it will become necessary to extend
the privilege to all classes and bring within
its scope every type of loan transaction. Such a
measure would be impracticable, unnecesgary and
inexpedient.

We fail to understand why the Government
cf Bombay should have included this illogieal
element in its programme. They might at least
have taken a warning from the recent experience
of Madras. In that province legislation regard-
ing the wiping off of interest was introduced with
much eclat; it had to suffer a process of whittl-
ing throughout its progress in the legislature; and
now the Prime Minister of that province is re-
duced to claiming that its main use lics in streng-
thening the hands of the Coneciliation Boards. Was
it wise %0 raise all this dust metely to give de-
finitive directions to Conciliation Boards? There
are many less contentious and less offensive ways
in which this could be done. The action of the
Bombay Government jis all the more inexplicable
as the next step in their programme of debt
relief is that of zecaling down the debts accord-
ing to the repaying capacity of the agriculturist.
Why is it necessary to arrive at this logical
ernd by means of an intermediate illogical step ?
We have always maintained that the only way
of clearing the jungle of - the agriculturist’s
debt is to adjust immediately the burden on
each agriculturist to his repaying capacity. In
this manner alone iz the way left open for future
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efforts at reconstruction, and it is the only way
that is essentially fair. For, whatever the past
history of a transaction or iis righis, every
creditor knows that the repaying ecapacity of the
borrower cets the inexorable limit to possibilities
of recavery. We, therefore, heartily weloome the
decision of the Bombay Government to adopt this
as the ultimate test. No clear indication i3 yet
available as to how the process of scaling down
is to be brought about. The process of sefting up
Boards on the C. P. model, with perbaps a larger
element of compulsion, appears to us to be the
best. Anyway the scaling down will have to be
done by a quasi-judicial tribhunal composed either
of officials and non-officials or of officials alone.

In those Indian provinces whera the method
of the Conciliation Boards has been adopted the
instalments of the compounded debt are recover.
able, in case of default, in the same way as land
revenue. It is not yet clear whether the Bombay
*Government will extend the same privilege to
creditors whose outstanding loans have been scaled
down to the repaying capacity of the debior. We
expest, however, that this will have tu be done to
reconcile the creditor class to their fate, An-
other sop which the Bombay scheme holds forth
to creditors is the possibility of the proposed
Rural Reconstraction Finance Corporation taking
over their debts jmmediately and relieving them
of the burden of future collection, etc. The inten-
tions of Government regarding the constitution
and working of the Rural Reconstruction Finance
Corporation are yet entirelv upknown. Hence we
would not venture at this stage on any comment
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regarding it. It is, however, clear that the opera-
tions of this institution can never be so large as
to include all debts which have been scaled down.
The tentative figure, mentioned at the Poona
Conference, of the extent of liabilities that may be
taken over by this Corporation was Rs. 5 crores.
It is obvious that this will fall far short of the
total value of the creditors’ claims. 8o far, there-
fore, as the bulk of moneylenders is concerned, the
activitice of the Rural Reconstruction Finance
Carporation cannot help them. They will bave to
be content to try and recover the instalments of
their scaled down loans as best as they can; a
few lucky ones may, however, find themselves the
possessers of the debentures or shares of the pro-
posed Corporation.

II.

The Congress Cabinet deserves to be congra-
tulated on having persisted in its resolve to under-
take tenancy legislation in spite of an active®
campaign on the part of landholders. The pro-
posed measure, so far as one can judge from a
rough outline, is modest enough. Buf it is im-
portant as the first attempt at such legislation in
a rayatwari province. And, however modest the
beginning, the protection afforded to tenants
is bound to grow once a Tenancy Law is on the
statute book, The Bill proposes to protect tenants
of laudowners holdiag 100 or more acres of dry
land or its equivalent and the tenants of all
khots, talukdars and inamdars, The limitation in-
volved in the first condition is obviously illogical,
Tenancy legislation is justified mainly on the
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ground that it is necessary to create a class of
secured cultivators and it makes little difference
whether a tenant holds from s big or a smalil
man. Usually it is  the smaller rent receiver
against whom protection is most needed
Tenancy rights should be accruable as against
the cliass of rent receivers, and in this matter
we have always held that the provision
of section 49 of the C. P. Tenancy Aci, 1920,
is the simplest and the most efficacious. It is
clear, however, that the Congress high command
thinks this an inopportune moment to attempt
general legisiation on such lines. We would
pointedly draw attention to one natural consequence
of this policy. It is that when in the near future
the creation of tenancy rights for tenants of the
smaller landholders is demanded, it will not be
possible to legislate on lines of the present pro-
posals, For the small landlords would have in
the meanwhile changed their tenants and would
not have let any one tenant to hold land conti-
mucusly for six years, For tenants of landlords
holding less than 100 acres the present proposal
merely creates a situation where their ftenure of
land is bound to be 1less secure than heretofore.
The fear of tenancy law will in future make the
class of landlords now exempt keep their tenants
on the move. The apparent cutting of the Gordian
knot has been unsuccessful, The problem of the
tenants of the smaller landlords will raise its
head as soon as the agreed provisions are made
into law. It would have been wiser, or rather it
would still be wise, to deal with the problem as
a whole, couragecuely brushing aside considera-
tions of political expediency,
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The rights of the new class ¢f protected
tenants will, of course, be subject to certain con-
ditions. The rights will be heritable but Inaliena-
ble. We are glad that the principle of the
inalienability of the new tenant rights has been
thus accepted. The grant of alienability has always
resulted in the slow passing away of these rights
from the hauds of the actusl cultivators and the
reduction of the tenantry anew to the position of
tenants at-will. Among the other conditions is
one which lays down that the tenant will ¢ ase
to be protected if he has failed to pay, by 3lst
March in any vear, the rent of such 1land for
that year. This makes no provision for arrears
or temporary inability to pay on account of cir-
cumstances beyond the tenant’s control. The con-
dition is too stringent and will have to be suitably
relared. There is a further condition which lays
down that the landlord may re-enter the land if
the tenant commits a breach of any other con-
ditions of tenanecy entitling the landlord to such
re-entry. This is too vague and general and it may
lead to lewyers and landlords evolvipg tenancy
agreements which will defeat the purpose of
the legisiation, A definition of these other terms
will, therefore, be necessary.

There is one class of persous whose claims to
protection are bighly deserving of consideration
but who will perbaps not be covered by the pro-
posals before Government., These are cultivator-
owners who lost their lands during the depresgion
and who have continued since to till them as
tenants. Nothing can be done for those who lost
lands during the depression and have had to
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move away from them. But those who continue
to till the land, though they are uno longer its
proprietors, can at least be helped and should be
helped. A)l persons who have personally culti-
vated land since 1931 or 1932 continuously
should be protected tenants, whether they hold
the land as owners or tenants of other landlords.

What of the future? Opponents of tenancy
legislation argue that to-day the extent of tenant
holding on rayatwari lands is esmall, and widely
varying estimates of such holding have been put
forth during the controversy. To us it appears
that even if tenant holding were as low ag a
tenth (nobody has put the figure so low) of the
total land, the problem would be important en-
ough to Invite legislative attention. Apart from
the present extent of tenant holding, it is its
possible extension in the future that appears to
us even mocre important. The Money-lenders, the
Debt Relief and all such legislation wunder
contemplation cannot but have an adverse
effect on the credit position of the cultivators.
Because of the Deeccan Agriculturists Relief Act
nominal sales of land to moneylenders as
security for the Joan already enjoy a certain
amount of vogue. They will now become much
more common and in general the movement of
land 1o moneylenders is bound to be acecelerated.
What about theselands which pass away from the
hands of cultivators in the future ? No tenancy rights
of the sort contemplated by the present legislation
can grow on them, The cultivators of these
lands will under the proposed arrangemsnts
always remain tenants-at-will. The situation can
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be met only by some kind of legislation whieh
makes oultivating rights inalienable or makes an
ex-proprietor automatically au occupancy tenamnt.
Analogous provisions are to be found in sze. 6 (c)
of the Punjab Land Alienation Aect or the pro-
vigon regarding ‘the sir lands of landowners in
the Central Provinces. This most important prob-
lem has obviously not yat engaged the attention
of the Government of Bombay.

The proposals regarding fenancy legislation
now put forward are thus both unsatisfactory in
certain respects and incomplete. We hope that
the Poona Conference decisions are not irrevocable
and that it will be possible still to modify them
suitably. In any case we would congratulate the
Bombay Government on recognising the mneed
for prote¢ting the rights of temants and attempt-
ing to put a Tenancy Law on the state oojub

A,B.P.P.]
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THE BOMBAY MONEYLENDERS BILL.
I

HE Moneylenders Bill introduced during the
last session of the Legislative Assembly by

the Government of Bombay iz a very comprehensive
piece of legislation, It tries to regulate the entire
business- of lending, rural and urban, emall and
large, in monsy and in kind, There are obvious
advantages in adopting a single comprehensive
enactment to covar all phases of an activity like
money-lending, The omission of the former Bombay
Governments to do anything in this field bas alsg
made it possible for the present Government to
deal with the problem as a whole, While a compre.
heusive piece of legislation should on all accounts
be welcomed, it would not do to shut one's eyes to
the difficulties involved in framing an sgll-em-
bracing single enactment. The varieiy of transac-
tions covered by the ferm money-lending is immense,
The major portion of the activities of organized
banks, co-operative societies, the post office and other
official and semi-official institutions remain ouf-
gide the scopz of the Bill under consideration.
Even so, the field covered by the proposed regula-
tion will be very large. We may draw attentioa
to at least three separate types of loan transac-
tions which need some type of regulation or dther
and which are covered by the Bombay Moneylenders
Bill. In the first instance, there is Agricuitural
Credit. This, of courge, is the main field which
the Bill has in view. Thia provines, with its
Deccan Agriculturists Relief Act, has been the
pioneer in Jegislation regulating agricultural
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credit. The D.A. R. Act has by a consensus of
opinion failed in large measure to achieve its
objectives, and the present Moneylenders Bill desls
with this problem in ways which have been de-
viged and acecepted in a large number of Indian
provinees in recent years.

- There are two other fields, however, which
deserve more attention than i usually given to
them, The first we may call Consumer Credit and
the second Artisan Credit, The problems with
regard to both of these are most acutely felt in
the towns. So far as the bulk of the agriceul-
‘tural populstion is concerned, it is uot possible
to differentiate between credit required for produe-
tion purposes and that required for consumption,
The problem of consumer credit hag been dealt with
gpecifically in a number of Western countries.
In the U. 8. A, the main epactments are what
have been called Small Loan Laws, and the
Russe]l Sage Foundation has for over two decades
played an active part in framing a uniform
Small Loan Law and getting it adopted by the
various States. In England also both pawn brok-
ing and lending in a small way have been
strictly regulated for many decades. Consumer
credit is required mostly by persons in the lower
income strata—whether professional, salaried em-
ployees or =killed and unskilled workers. They
have little or no security to offer and their
needs are urgent. Hence the terms which the
. moneylender can and does impose on them are
onerous. At the same time, it has also to be
remembered that the size of all these loans is
very small, the business risky and fthe cost
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of oollection and general administrative expenses
proportionately high. A very large part of com-
gsamer credit is supplied by sales on credit by
shops which supply the necessities to these classes.
But there also exits a very large ephers of
ooney-lending as such in this field,

Artisan eredit stands somewhat apart from
the iwo others because of the dual role played
in it by the creditor. The money-lender in the
case of artisans is usally also the merchant who
supplies them with raw materiale and buys the
finished product from them. The dealings of the
artisan with the ecreditor are, therefore, both in
money and in kind and involve the extension of
credit as well as the sale and purchasa of goods.
The nature of the transaction further makes it
impossible to eseparate, for purposes of regula-
tion, .the money and the kind or the cradit and
the merchandising transactions. At the same
time the helpless position of the artisan and the
hold that his dual capacity gives to the mer-
chant-moneylender tmake it imperative that the
tranzaetions in this field should also be covered
by a regulative regime.

There are, of course, a number of aspects of
regulation in which the different types of credit
involved do not necessarily make any difference.
The licensing and regisiration of moneyleders, the
regulation of accounts, reopeniog of accounts or
deposits in courts, etc. can be provided for in a
uniform manner for Agricultural, Artisan or
Consumer Credit. But in certain other respecis the
uoderlying conditions are so different as to call
for a difference in regulatory provisions, -
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The initial problem to be considered is that of
the field to be covered by regulation. Reading to-
gether the definitions of “money-lending” and “loans”
in the Bill, it seems clear that the Bill will cover
even the ordinary =sales on credit made by a
siiopkeeper. As a consequence after this is
enacted any shopkeeper may, when trying to
recover the cost of goods sold on eredit, be held
to be a moneylender under the Act and be com-
pelled toapply for a licence. Such a wids definition
of the field of money-lending seems unnecessary
and will in practice prove vexatious. The terms
must be redefined in such a manner as to nar-
row the field. At the same time this ought not
to e done by the simple method of dropping the
reference to loars in kind. For, this will leave
out of the field of regulation grain loans to agri-
culturists and the major part of the dealings of
the merchant-moneylender with the artisan. These
must at all costs be covered by regulation,

The other major question is that of the re-
gulation of the rate of interest, The prescription
of the rates of interest is a matter which reguires
very careful consideration. It is one of the pro-
visions which is easiest to evade., An undaly
low rate of interest may have one of two effects.
It may merely dry up credit or more likely it
will lead to evasion. Evasion may be practised
by licensed moneylenders in s variety of ways
or licensed moneylenders may go out of the
business and the whole of the business may
" become concentrated in the hands of unlicensed
persong. Thoe provision regarding the rate of
interest as well as the other reguiatory provisions
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become in the latter case ineffective. This is
proved by recorded experience in the U. 8. A.
The Russel Sage Foundation, which began with a
natural bias in favour of a low rate, was alter
d:tailed studies forced to the conelusion that 33
per cent. per month was a rate that had to be
allowed if the activities of unlicensed money-
tenders were to be effectively checked im the
field of small loans, Very recent experience In
the U. 8, A further ghowed the evil effects of
reducing the rate to a too low level even im
States where regulation had been previously
established for many vyears. The findings of a
study of conditions in three States which reduced
their legal rate in 1929 from 3% to 24, 2 and 1%
per cent. per month were as follows: (i) The rate
reduction in each state resulted in a contraction of
lending.—(ii) The lenders refused applicants for
smailer and more poorly secured loans, who were
presumably most in need of the faecilities and
protections which the Act was designed fo supply.
(ili) Bootleg lenders immediately began to make
loans of the kirnd refused by licensed lenders, at
exorbitant rates of interest. There is no reason to
believe that the repurcussione of legislation in
India will be any different from that in the
U.8 A,

The Bill under consideration limits the rate of
interest to 9 per cent, on secured loans and 12 per
cent. on unsecured loans, The rates are fair
so far as lending to agriculturists in the
more secure parts of the province i8 concerned.
The data collected by the Bombay Provincial
Banking Euoquiry Committee would bear out this
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contention. We are not, however, sure that in the
insecure Deccan districts these rates may not lead
generally to a crop of evasive practices. A small
sample indebtedness enquiry in some villages of
the Wai Taluka of which we have the provision.
al results at hand shows that the normal rate on
an unsecured loan in that part iz 183 per cent.
per annum, This i8 the rate at which reputable
cultivators are able to borrow. Some others pay
- much higher. The Wai Taluka is a comparatively
secure and prosperous part of the Bombay Deccan.
We, thersfore, feel that the limit for at least the
small uvngecured loans to agriculturists will have
fo be raised, at least, to 18 per cent. if the legal
rates are at all $o be effective,

Loans to agriculturists, even when unsacured
are less risky than loans to artizans and much
less risky than the small consumer loans in
cities. The agriculiurist cannot leave his place
easily and his standing crop is mlways some kind
of security for repayment. The security offered
by the production of the artisan is, on the other
hand, much smsller in value and the wurban
consumer of the lower income strata has almost
nothing to show on which the lender can depend
jn the last resort. Recent legislation making the
attachment of salaries below Rs. 100 impossible
has reduced the credit of salary earners also to
almost the position of non-salary earners. The Bill
as it stands makes no distinction between the legsl
maximum rates for these differont types of credit;
and the maximum rate of interest that it con-
templates is for all cases 12 per cent. per annum.
Tt is wellknown that the terms on which credit is
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available to tha small artizan or ¢onsumer are
very much higher than 12 per cent. As a fact
the rate at which the merchant in Poona lends
money to a small weaver is usually 61 per cent
per month., It will thus be realived that the
discrepancy between the actual rates and the
rates that will be legal if the provisions in the
Bill become effective is truly enormous, Under
the circumstances the only result will be that,
so far at least as small loans are concerned, the
urovision regarding the rate of interast will be
completely ineffective and that this business
will remain in the hands of unlicensed money-
lenders.

This will be most unfortunate. The only
remedy is to adjust the legal permissible rate to
the realities of the situation much more than it
is in the Bill. There i3 noe way of determining
at present the lowest rate at which no undue
shrinkage of credit will take place or no speeial
eucouragement will be given to the operations of
unlicensed moneylenders. This can only be arrived
at after experience and investigation, by the trial
and error method. In the meanwhile it will nat
be unwise to presume that the maximum permis-
sible rate should not be less than the T, §. A.
standard rato for small loans, i, e, 3% per cent, per
mepsem, (It may be noted that while the English
Moneylenders Act does mnot lay down a legal
maximum it indicates a rate which may be taken
as excessive, This rate is put at 48 per cent.
per anmum,} We do not, of course, propose that
this should be the legal maximum for all
kinds of loans; that would mean making the
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provision meaniogless for all except the small
Joan business. What we would propose is a classi-
fied schedule of permissible rates instead of the
provisions suggested in the Bill. In addition to
the distinction between secured and unsecured loans
there should be added at least two new lines of
divisions. These are by occupation,i. e, differen-
tiating between agriculturists and non-agriculturists
and secondly by the gize of the loan. The distine-
tion  between agriculiurists and non-agricul-
turists is common in many fypes of legislation, and
in fact a number of enactments regulating ihe
buginess of credit have in recent years been con-
fined in their operation only to agriculturists.
Division by sizo of the loan is also common in
Indian legislation. The U. P. Agriculturists Relief
Aot divides loauns into five different classes by
their size. In classification by size what we should
seek to separate is the very small wunit whose cost
of collection and administrative expenses form a
very high proportion of the principal, from loans
of the medium and big size, The 1imit must be
put in such a manner as to clearly demarcate the
really small business, The C. P. Reduction of In.
terest Act puts the dividing line between small
and large loans at Rs, 5,000 ; the smallest division
in the U. P, Act is of loans below Ra 1,000.
Both these limits are too high for the purposc
indicated. The smsll loan legislation in the U.
8. A, applies only to loans under $3,00 and the
latest formulation of the Russel 8age Uniform
Law differentiates beiween rates of interest for
the first %100 and for the next two hundreé
The determination of analogous figures for Iadia
is a maiter, at least at present, of mere guess
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work. We would not advocate too numerous divi-
sions by size. They need not, for purposes of re-
gulating the rate of interest, be more than three
The smaliest division should be of lcane below
Rs. 100; the next division of loans between Rs, 100
and ks 1,000; and loans above Rs. 1,000 should
all be classified in one clasa as large loans. It
is not necessary for our purpose to prepare a
detailed sehedule. We want merely to emphasise
that the regulation of the rate of interest could
be made effective only if the complexity of the
character of the business of money-lending is
taken into account and to indicate the types of
considerations for which it would be necessary to
allow,

Reference may be made to another wvexed
problem which is involved in the regulation of
the rate of interest. This is the determination of
the rate of interest when the loan ig made in
kind. The problem is difficult even when the
loan is also repaid in kind. For, even in that
case, the price per unit of the good may be dif-
fereut at the time of repayment from the price
at the time at which the loan was made. In
cageg in which the kind loan is repaid either in
cash or a raw material is paid for by a finish-
ed good the calculation of the rate of interest is
also difficult becanse the monetary valuation of
goods is made by the lender. If a merchant.-
moneylender lends yarn to a weaver and receives
back cloth from him the enforcement of any
particular  rate of interest becomes impossible.
Because the determivation of the prices of both
yarn and cloth usually depends, within a very
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large margin, unpon the lender himself, and
the lender can always defeat the regulating pro-
visions by manipulating suitably the prices of
materials. The small loan legislation in England
and the U, 8. A, did not come up against this pro-
blem becanse it dealt only with consumer credit
and not with artisan ecredit. In recent years the
sama difficulty has been encountered in these countries
in connection with the regulation of instalment sales
and hire-purchase covntrante. The difficulty of re-
galating a rate of interest in the sale of a goods
like an automobile is not so considerable as that
of regulating itin the case of the dealings of the
merchant-moneylendsr with the artisan. Even so, the
Massachussets Committee which recently considered
this problem recommended that the regulation of
instalment selling shouid be confined fo registration,
disclosures, and specification of terms of contract
in certain defined forms and should not attempt
to fix the maximum rate of interest. Similarly
Miss Wilkinson’s Hire-Purchase Bill now under
considertion in Perliament does not try to
regulate the rate of interest. Indian legislation also
does mnot usually concern itself with the problem
of the determination of the rate of interest on
loans in kind, It iz interesting in this eonnec-
tion to note that the U, P. Agriculturists Relief
Act (1934} specifically exempis from its operagion
loans of agricultural produce * repayable at the
next harvest with not more than one quarter of
the quantity of the said produce by way of in-
terest”: and, as to other loans in kind, it does
not make the rate of interest onm them subject to
the scheduled rates but provides that a dispute
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about the fairness of the rate on euch loana
ghall be referred to the Collector, whosse decision
shall be final,. We have raised this question in
this place to indicate another sphere in which
the attempt to regulate the rate of interest on
lines provided in the Moneylenders Bill will
prove inadequate. Initially, at least, no attempt
should be made to regulate the rate on loans in
kind except by way of the usual provisions
regarding excesgive or usurious interest. It will
be enough to apply the other pratective measures
of the Moneylenders Bill to them,

IL

HE ccmpulsory registration of moneylenders
T has heen enforced hitherto in only one Indian
province, viz. the Central Provinces. The
licensing of moneylenders has mnot yet been
attemnpted in India, The Bombay Bill contemplates
the registration and the licensing of moneylenders.
The Provineial Govertnment will for purposes of
this legislation divide the province into a num-
ber of areas and will appoint a Registrar of
Moneylenders for each area. The Registrar will
annually receive applications from moneylenders
and will issue licences which will be wvalid for
buginess only within that ares. The total amount
of capital which a person intends to invest in
the business of money-lending for the year will
algo have to be stated in the application, This
scheme is an ambitious one. 1t has also & dual
character; it combines the regulation of money-
lending with a fiscal device. We have yet little
experience in this counfry regarding the regula-



12-

tion of money-lending operations. The extent to
which evasion will be practised and unlicens.d
' moneylenders  coutinue to operate cannot be
gauged The evasion might, however, bs large,
at least initially, and it would perbaps have
been better if a first step had been tried with
registration only. The annual licence, the limi-
tation of the area of operation and the staten:ent
of the capital invested seem %o have been intro-
duced for the sske of the tax character of the
regulation. It is not clear otherwise why the
operations of 2 .moneylender should be confined to
B particular area or his total ipvestments li:nited
to & previously declared amount. A provision
that a moneylender should be registered with
the Registrar of the area in which he has his place
of business should be sufficient; registration in more
than one ares being made compulsory only when
the number of places where business is transacted
are numercus and are situated-in difforent areas.
The provisions in the Bill may act unfairly.
Even if a moneylender may not consciously
extend the area of bhis business or open any new
offices or places of business, his clients may move
into areas outside his registration area and he
may then either have to cease to have dealings
with them immediately or register in a new area.
And if the eclisnts do not notify the money-
lander of their change of address he may un-
- wittingly break the law. We do not thus see
any justification for the way in which section 8
fs at present drafted. No particular desirable
regulation is likely to be defeated by allowing e
moneylender to operate beyond a particular area.
In the same way the declaration of the amount
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to be invested in business can also have no
relation with regulatory provisions. 1t is entirely
a part of a fiscal device. It will also be extremely
easy to evade in the absence of a very elaborate
inspecting machinery, Even from the point of
view of tax collection it will be better to ask
the moneylenders at the end of the year to
declare the amcunt of capital jnvested by them
during the previous year and charge them a
licenoce fee on its basis rather than ask them
to declarsa the amount in advance. It is much
easier to sustain’ a plea of miscaleulation if the
amount is to be stated in advance thap if it is
declared at the end of the year. The need for
ar apnual application is also not evident, The
whole system would beat be administered on the
lines of motor vehicle registration and motor
driving Jicences. The moneylenders’ licence fee
would be fixed according to a schedule based on
the volume of the previous 12 months' mazximum
business, The registration and the licence would
be automatically renewed on the payment of the
ticence fee accompanied by the necessary declara-
tion of the past year's amount of business. A
summary enquiry each year into atl the applications
seems. unnecessary. A licenca may be endorsed
for each offence committed as is done in the
case of motor driving licemes, and on the com-
mission of a particularly grave offence or
accumulation of many offences a magistrate may
refer the case to the Registrar of the area, or the
Registrar may on hiz own motion suspend or
cancel the licence. Until this happens the licence
will bs renewed each year on the payment of
the properfee. Such a system will ba less trouble-
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some to applicants and much more easy " to ad-
minister than the one contemplated in the Bill.

We feel serious doubts as to whether Govern-
ment is in s position today to administer an
elaborate licensing system. If, however, it is
decided to set up such a system the provisions
of the Bill appear inadequate to implement it
properly. In the first instance, though the Bill
makes it obligatory on all moneylenders to obtain
a licence before carrying on business, it does not
make the non-obtaining of the licence an offence.
The only pressure on moneylenders to obtain a
licenee is the provision that there will be stay of
suits in the case of moneylenders not holding a
licence. The fact of being unlicensed will merely
be inconvenient if recovery of a loan is sought
through courts. Obvwiously, that motorions class of
moneylenders who rarely go to court for recovery
of their debts will be under no necessity to apply
for licences. They can and will carry on their
activities entirely unaffected by this legislation.
Enquiries which can be held into the practices
of licensed moneylenders undsr =section 16 of the
Bill cannot be held into the activities of unlicensed
rmoneylenders. Nor will -Regisirars have the
power to call for documents, etc. which they will
exercise under section 10 (3) with respect to
applicants for licences. It is only the law-abiding
applicant for a licence that comes under the pur-
“view of this legislation. The non-licensee iz left
entirely free to do as he likes as long as he does not
have recourse to a court of law to recover a debt.
And even in this case he mneed only pay & fine and
the licence fee for ome particular year, If, there-
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fbre, the scheme of licensing is to prove a success,
penalties for non-regisiration and provision for
enguiries into the character of the business with
suitable penalties on proved infraction of the law
will have to be provided for as against the
class of non-licensees.

This by itself will not be enough. The licens-
ing system wili be a success only if ibe proper
enforcement of the regulatory Act is made the
business of a set of State officials as in the
U. S8 A Without an agency which closely snper-
vises the working of the Act it is bound fo be,
for the major part, a dead letter. Chapter 1V of
the Biil deals with the regulation of aeccounts
and. provideé for the keeping of accounts, passing
of receipts and furnishing of statements of accounts
periodically by the moneylenders, The provisions
apply to all moneylenders. Presumably, therefors,
both the licensed and the wunon-licensed money-
lenders will be expected to keep their accounts in
the prescribed fashion, No provision is, however,
made for any inspection, no powers given to the
Registrar in this benalf. It is only when a claim
is made in court that an examination into com-
pliance with thess sections wili be made. The
enforcement of the Act by the indirect way of
making recovery of aclaim through eourts difficult,
tmay prove fairly successful in the case of Agri-
cultural Credit. But we feel eure  that it will
almost entirely fail so far as Artigan Credit and
Copsumer Credit is concerned. Unless there is set
up an agency which has full powers and which
is charged with the business of the enforcement
of the Act the legislation will prove ineffective so



16

far at least as the poorer urban classes, who
need thig protection very badly, are concerned.
Even in the United States, with the varied
" private philanthropic belp and social service acti-
vity available, it has been found necessary to set
up in each State a Supervisor of Loan Agencies.
It is instructive that some of these supervisors
have felt it desirable to let the borrowers know of
the legal aid and protection available to them
by getting printed on the receipt, which every
borrower has to get from the lender, the f{ol-
lowing : * For information or complaint econsult
the Supervisor of Loan Agencies”” We are
aware that the possibility of inefficiency or cor-
ruption may be urged against the proposal of
getting up an official supervisory agency. But in
these matters there is no half-way house. Paternal
legislation of this kind necessarily means en-
forcement through administrative machinery. In
these ruatters experience has also often proved
that no iegislation is better than legislation
enforced in an inadequate or lop-sided manner.
The Registrars contemplated in the Bill should,
if the licensing system is to be adopted, be made
into Supervisors and they should be yiven powers
to inspect accouni books, call for doduments and
enforce the law in respect both of licensees and
non-licensees.

‘We have indicated above the main lines on
which modification is required in the structure of
the proposed Moneylenders Bill. For the rest, it
is a comprehensive piece of legiclation which
hes profited from the experience of the ofther
eountries and the other Indian Provinces. We
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have already deseribed the provisions regarding
the registration and licemsing of moneylenders
and stay of suits by moneylenders not holding
a licence. It is provided that the Registrar call-
not refuse to grant a licence exeept on ome of
stated grounds. Courts will have power to sus-
pend and cancel licences and any person may
file an application in s comp:tent court for the
suspension or cancellation of the licenece of any
moneylender. We are glad that in regulating
the accounts Government intends to preseribe the
iorms of cash book and ladger in which accounts
will be written, One minor point that strikes
us with regard to these provisions is that
under sec. 23 (2), while the charge for pupplying
to the debtor a statement of aceounts in fthe:
English language is Rs, 2, the fee for a state-
ment in a language of the provines is Rs-
4. The position should properly be reversed. The
lower fee should bs chargeable for a statement
of the account in the ecourt language of the
District and the higher fee for English and other
languages of the Province. Under miscellaneous
provisions power has been given to court to
direct payment of the decretal amount by instal-
ments. Compound interest has been prohibited and
s0 are also charges for expenses on loans by
moneylenders, Reopening of transactions by courts
Is permitted and it is provided that a debtor
may at any time make an application for tak-
ing accounts and declaring the amount due, It
is also provided that if any creditor rcfuses to
accept any amount in repayment of a loan the
debtor may deposit the sum in court. In this
connection we may draw attention to another
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provision usually found in American legislation,
This is the permission given to borrowers to make
payments in advanee, whatever the terms of the
“contract. Entry of 2 sum in a bond greater than
the loan advanced iz made an offence and the re-
commendations of the Labeour Commission relating
to molestation have been incorporated in ancther
section. The comprehensive character of the legis-
lation wiil thus be apparent. Almosgt all the pro.
visions we have summarily indicated above have
been evoived after a good deal of experience in
other places, and we heartily congratulate the
Government of Bombay on having taken such
a large view and having produced a sound and
comprehensive Bill,

D. R. Gapom.

Aryabhushan Press, Peona 4. }
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INDIAN CURRENCY AND EXCHANGE
L

THE dominance of Indian sconomic policy by
British interests is perhaps no where more

clearly exhibited than in  the sphers of
currency and exchange management; aund the
gpecific  resetvations regarding these matfers
provided uoder the new eonstitution bear witness
to the unwillingness of the British to loosen
their hold in this behalf. British interests
affected by Indian eurrency and exchange policy
are diverse in their character. There are the
interests, for example, of British residents in
India — the official and commercial community —
who earn their income in rupees and calculate
their remittances or savings in terms of sterling.
There are the British investors in companies
operating ~ in India, the size of whose dividends
depends partly on the rate of exchangs. But
most important of all, there are the interests of
the British exporters. The interests of the official
clngs are guarded by fixing their pension, ete.,
in aterling, and on extraordinary occasions they
have been given special allowaness to cover
exchange depreciation. The bulk of Indian
Government securities held by British investors
are spterling loans and are thus unaffected by
exchange fluctuations, The intereste of British
investors in cowpanies operating in India are
more largely  dependettt on Indian business
conditions than on the rale of exchange. The
interests of the DBritisb exporters are thus
really the dominating factor. A large number
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of British exporting industries depend on the
Indian market, and any currency and exchange
policy which tends to diminish these exports
naturally hits Great Britain hard.

From the strietly Indian point of view there
are two sets of considerations which may guide
currency and exchange policy : budgetary and
those affecting industries and trade. The Indian
Government has to pay very large amounts in
sterling cach year by way of pension, interest and
other charges. Fluctuations in the exchange rate,
therefore, upsets the budget, and any considerable
appreciation of the sterling in terms of rupees
increases materially the burden of these charges on
the Indian centra] budget. The other important
consideration may be that of trade and industrial
conditions ; that is to say, currency policy may
be determined by its relation to maintaining
a balance of economic life internally. In the
history of Indian currency management the two
considerations that have throughout remained
dominant have been the interests of the British
exporter and the budget of the Central Government,
and both these tend to bring about an overvalua-
tion of the rupee in terms of sterling.

It is not necessary for us to enter inte dis-
tant history. The closing of the minpts to silver and
the adoption of the gold exchange standard are
matters which need not be discussed. On the eve of
the war, the gold exchange standard had been firm-
1y established for some time. The war upset those
arrangements and drove the rupee on to a purely
paper standard. The rupee remained a managed
currency tiil 1927, The recent history of the
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Indian currency and exchange policy dates from the
attempts at stabilization in the post-war period
and the actual standard and -ratio adopted. The
pre-war ratic between the rupee and the sterling
had been 1s. 4d. to the rupee, In understanding
the eituation when stabilization took place, it has
to be noted that Indian currency management
between the yeara 1919 and 1925 was carried on
with reference only {o the sterling exchange. From
1922 to the middle of the year 1925 ecurrency
policy was so managed that the ratioc of the
rupee to the sterling appreciated steadily from about
1514d. to the rupee to 184. During the same
period the sterling also appreciated in ferms of
the dollar, L e.- gold. Thus in relation to gold
the rupee was made to appreciate by nearly
25 per cent. during this period of three years.
The case of thosa who opposed the policy of
the Government of India in its attempts to
gtabilize tha exchange at 18d. was in all-
essentisls the same as the case presented by
Mr. Keynes against Mr. Churchiil’s policy, The
only difference lay in this that for Mr. Churchill
it could be claimed that he was misled by
motives of prestige and the sentiment of the
banking community in restoring the gold standard
at the pre-war parity even though the pound
was overvalued at that point; but a eimilar
defence was not available to the Government
of India. The Oppositionists’ demand was for
restoration of the pre-war parity of 1s.4d., and
it was the Government that departed from the
old level. Budgetary considerations may have
weighed with the Finance Member in decid-
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ing upon thé higher ratio. It is necessary to
remember that till tha establishment of tha Raserve
Bank in 1935 the control of currency and exchange
policy lay inthe hands of the Execulive Govern-
ment, 1. e. the Secretary of State for India and
the Vieeroy’s OCabinet. Directly it was the
Finance Member of the Government of India that
gontrolled exchange and currency policy. There is,
therefore, little wonder that the prospect of a
saving in the budget influenced this policy to
a perhaps greater extent than would otherwise
happen, The public agifation against the 1s. 6d.
ratioc was based squarely on the fundamental ob-
jection that it had a deflationary effect. It is
now admitted on all hands that during the period
1925 to 1931 the pound sterling was overvalued in
terms of the dollar or gold. It is admitted that
this is perhaps the main reason why England did
not share in the contemporary boom. On similar
evidence or similar calculations it may safely be
stated that the rupee was also clearly overvalued
during the period. It is not possible here to go into
all the evidence but the following table showing
the movements of the index-number of wholesale
prices in some countrieg will be found instructive,

WHOLESALE PRICES (Iadex Number ).

. i Aus- . R
Year| India 1 iralia U.8. A. U.E. Africa
1924 173 1835 98.1 166.2 1448
1825 159 | 1844 103.5 159.1 1436
1926 148 1832 1100 148.1 1387
1827 148 1817 95.4 141.6 1395
1928 145 1792 97.% 140.3 1354
1529 141 1803 96.5 136.5 1303
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It is clear that, during the period 1924 to
19238, while in U, K. and India the index number
of wholesale prices fell by approximately the
game extent the movement in other countries was
very much smaller. We are npot building the
case for overvaluation on the wholesale price
index. We merely indicate the nature of the
deflationary effect of the ratic at which the rupee
was stabilised. It is no doubt much more difficult
te determnine the mofives which lie behind policy
than to determine its after effects, While the
budgetary consideration was no doubt important, it
was also ecommonly alleged that the overvalua-
tion of the rupee was the result of a desire to help
{he British exporter of goods to India. This would
be natural in an English Finance Member of India
or the English Secretary of State for India. If the
ratic had been lower, ILancashire, for etamples
might well have found it much mors difficult
to withstand the competition from Indian cotton
mills in the Indian market than it actually did.

The behaviour of those in confrol of Indian
currency and exchangs policy during the éarly
years of the depression also patently layas ihem
open to the charge of having interests other than
Indian at heart. Some acquaintance with the
nature of Indian foreign trade and the Indian
balance of international payments is necessary to
an understanding of the issues involved. Indiais
an essentially agrieultural country, of whose ex-
ports raw materials ( mainly the products of agri-
culture } form the bulk. The export trade is
composed of a few dominant lines such as raw
cotton, raw jute, wheat, oilseeds, tea and hides
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and skind. Jute manufactures are the only manu.
factured goods that figure as important in Indian
exports. The imports are, on the other hand, made
up of a large pumber of commodities, mainly
manufactured goods, Cotton cloth is the most
important group of these commodities. The other
important goods are machinery and millwork,
iron and steel products, etc. The most important
feature of India's balance of international pay-
ments has always been a very large net merchan-
dige balance. For the ten years before 192£-29
this amounted on an average to more than Rs. 87
crores. Jt was thus by exporting a much larger
value of merchandise than it imports that India had
been able to meet the interest ( Grovernment and
private), dividend, pension and charges for other
services that it had annually to pay. The
merchandise balance of trade had also enabled
India to effect a net annual import of gold and
silver. During the ten years prior to 1928-29 the
value of the wnet imports of gold and silver
amounted together to over RBs, 37 crores.
These figures will indicate how India would be
affected by the Great Depression. Because its
exports were somewhat more diversified and because
it was not dependent on . foreign trade to the
same extent, India did not suffer disaster as early
as Australia or Argentine. But its position was
in .all essentials the same. The net merchandise
" balance of trade experienced a drop in 1929-30 and
a further sharp fall in 1930-31. The Government
of India which normally met its requirementa for
sterling payments by buying sterling in the open
market found it impossible to do this at the
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statutory rate of 1s. 6d. April 1929 was the last
month befors September 1931 when sterling was
bought by Government in the open market ak
1s. 6d. After April 1929, the Indian exchange re-
mained weak all the time. The Indian Govern-
ment was, however, irrevocably wedded to
the maintenance of the ratio, and for two
years it continued to do this at all costs. It
intervened in the short-term money market to
withdraw funds by coatinuous issue of treasury
bills and by contraction of currency. - By its
intervention it kept interest rates at a high level
It thus met the beginning of the depression by
violent deflationary measures, Prices first broke in
the beginning of 1929, It was about September
1929, however, that there began a precipitate fall.
The Calcutta index number stood at 143 in
September 1929, at 111 in September 19306, and
at 91 in September 1931. In 1830-31 QGovern-
ment found it impossible to buy sterling
in the open market, and recourse was had to
sterling borrowings to meet the requirements of
payments in England. Ithad also during the same
period to meet demands from the public for sterling
at the statutory rate for nearly <£6 millions sterl-
ing in order to maintain the rate of exchange.
A general flight of capital from India was also
noticed.

All this was the result of the determination
of the Government to maintain the ratio at
1s. 6d. A mere epumeration of these facts is
enough to prove the charge that the Government
was in no way actuated by considerations regard-
ing Indian interests. -Examples of the right polidy
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to be followed by agricultnral countries in face
of the depression and an adverse balanee of inter-
national payments were not wanting. Australia
and Argentine had long before suspended the gold
standard, and many South American countries
had followed suit. Exchange contrel had been
tried in some other countries, The Government of
India refused peremptorily to consider any of
thess alternatives and declared its intention to con-
tinue borrowing on a scale as large as was necessary
to maintain the fixed ratio. The British Premier
also declared that the British Government wounld
lend its support to the Indian Government, to
enable it to borrow (at the cost of the Indian
tax-payer)‘in order to maintain the ratio.

The providential escape of India from even a
worse fate and the incurring of even higher liabi-
lities was the result of no action of the Govern-
ment of India. It was becauss the sterling went
off gold that the link of the rupee with gold was
also snapped, This fact is by itself noteworihy.
If the sterling had not been forced off the gold
standard, no amount of distress and difficultias in
India would have been thought sufficient to bring
about a change in Indian currency poliey, When
the sterling went off goild, the English currency
gystem entered the class of managed currencies,
The Indian did not follow suit. It also left
-its gold moorings but did not become & manayged
currency. The Indian standard was transformed
from a Gold Bullion standard fo a Sterling Ex-
change standard. It is impossible to explain the
dacision of the Qovernment of India and the
Secretary of State to adopt the Sterling Exchange
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gtandard for India except on the assumption that
budgetary conaiderations and a solicitude for the
interests of the British exporter influenced this
decision. The budgetary consideration by itself, in
view of the experience of other countries during
the depression, would not support this course of
action. For, it is clear that a depreciation of the
currency which may raise the charge on account
of foreign payments would be adequately com-
pensated for if it helped at the same time to
restore a balance to the national economy. The
extra expenditure could be easily incurred if it
strengthened the other tax resources. It was essen-
tially the fear of further hampering the RBritigh
exporter if the rupee was allowed to %gg@i
from the fixed sterling ratio that #anis\'to~ havé
decided the issue,

I

T is unnecessary to entdr--ihto.a Je@gthztheore-
tical discussion to malqisiNXAe poffit of view
put forth above, A few  Rallent conasidera-

tions may, however, be indicated. The Gold Bullion
standard and the 1s, 6d.. ratio were adopted in
India as a tesult of the recommendaiions of a
Royal Commission. This Commission had examinp-
ed the possibility of establishing both a Gold Ex-
change and a Sterling Exchange standard and had
definitely rejected these alternatives. It had raised
a number of objections against the Gold Exchange
standard and some additional ones against the
Sterling Exchange standard, Why then should
the Goveroment of India have hastily adopted
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thia standard in 1931% The advantages flowlng
-from & uniform {nternational standard are cbvious;
fts disadvantages lay in the fact that under
thanging circumstances the maintenance of the
gold standsrd involved a tyranny of interna-
tional movements over the internal economy of a
tountry. The possibility of pursuing a consistent
tnternal polley and of maintaining exchange
stability had been for a long time proved in-
¢onsigtent, and informed opinion was slowly veer-
ing round to preferring the first alternative. This
Theant giving up the gold standard and a fixed
parity and adopting the nanaged currency system. It
shonld be noted, however, that while India abandoned
the gold standard it was nct allowed to secure the
mhogt importattt advantage that normally Hows
from the step. Indian currency had stil]l a fixed
statutory parity. lIustead of being a gold parity,
it was a paper sterling parity; that was the anly
difference made, A statatory parity involves the
management of the curreney system with the
maintenavice of the parity as the dominant aim. The
‘Tndian curreney system though off gold could still,
‘therefore, not be managed with reference to the
needs ¢of Indian ecomomic Iife. And, of course, as
the succeeding period was one of exchange chaos
‘Indis did not get the advauntage of any exchange
stability either. The decision fo adapt the Sterling
“Exchange standard thus meant having the worst of
‘both worlds.

‘Seme ‘protagonists of the link with sterling
galked as if the only -alternative was wild
‘fnflation .or c¢hacs, ‘This, of course, was liighly
errorsous. The plea could not stand in India s
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only a decade ago, i e. during the pericd 1919 t0
1925 the Indian currency system had been a
merely managed currency system without fixed
parity with sterling. As a fact, Mr. XKeynes in
his "Traect on Monetary Reform™ affirmed the
praotical  possibility of a managed currancy
gystem by reference to the contemporary Indian
example. What was urged, when the link with
the sterling was opposed, was that the extent to
which the rupee was depreciated should not
necessarily be the same as that the sterling had
depreciated. The need for going off gold lay
in avoiding the deflationary effects of the conti-
nuous fall of gold prices, .Internal price stability
and perhaps reflation subsequently were the
objectives at which all countriee which left the
 gold standard aimed. The appropriate exchange
levels at which these objectives could be attained
were necessarily different for the different
countries. And the claim of Indian opinion was
merely the olaim that this should be determined
by reference %0 Indian conditions alome.

As later events proved, the depreciation
brought about by the depreciation of the sterling
was not adequate so far as India was concerned,
Even on a priori considerations it is easy to sce
that this would happen. For,in the early stages
of the depression the fall 1in the prices of
agricultural products was mueh greater than the
fall in the prices of manufactured goods. Hence
the degree of depreciation necessary to balance an
economy which sold agricultural goods and
bought manufactured goods would be grester than
in an economy which reversed these roles. The
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phrase “an exchange finding its  natural
level " is sometimes ridiculed as being vague
and almost meaningless, But under managed
currencies currency authorities can bhava no other
aim than this and must pursue this shadowy
end. There are to-day mo agreed objective tests
regarding the proper equilibrium level at which a
eurrency should ba stabilised. Without entering into
the niceties of theoretical diccussion we may cite
the opinion of the study group of the Royal
Institute of International Affairs as being repre-
sentative of the main trend of thought on this
question, The study group holds the equilibrium
rate to be one at which the balance of payments
18 in equilibrium, the normal exchange of goods
and services facilitated and c¢apital movements
are kept at a reasonable level and are properly
invested. Even with the snapping of the gold
link the movement of the balance of tirade
ageinst India did not stop. As a fact, the situa-
tion became worse and in 1932-33 India bhad an
actual deficit balance of merchandise trade. The
adverse merchandise balance did not continue
during the following year, but the average of
the net merchandise balance during the three years
1933-34 to 1935-36 was only Rs. 19 crores. When
it is realised that the payments abroad on
" account of Government expenditure and interest
payments amounted on an average fo Ras. 45
crares during the same years the extent of the
continuous adverse balance of trade during the
five years from 1930-31 to 1935-36 will be clearly
realised. These bare facts about India’s international
balance of payments are emough to prove the



13

tontention that the exchange ratio of the rupee
was seriously oué of adjustment.

On all counts the Indian exchange ratio
thronghout the period of depression was seriously
out of equilibrium. It is generally held that an
influx of gold indicates undervaluation of the
currency, snd on this indication it is calculated
that the Bnglish currency was wundervalued in
the period after September 1331. The adverse
balanes of payments in the case of India was
accompaniad by a large efflux of gold out of the
country, India, from being a counmtry which nor-
ma'ly bought large quantities of gold became a
country -ezporting gold on an enormous secale.
Puring the five years 1931-32 to 1935-36 India
exported gold worth more than Rs. 270 crores.
Thia represenied a higher wvalue than the value
of the net imports .of gold into India for the period
of ten wears previous to 1930-31. The enormons
fiisloestion of fodia’s normal balance of pay-
ments indicated by these facts will be fully realisad
when it is noted that for a peripd of over fifty
years prior ‘to 1930-)1, i e. for the entire period
of ‘the modern era of India’s international trade,
there had never been a mnet balance of export of
treasure from India. Tn some years thers has
‘besn a net export.of -gold but it has then always
been more $han balanced by the net import of
silver, The net export of gold has been a featnre
of the years 1892-93, 189495, 1915-16 and 1918-19.
In 1892-93 and 1918-19 tbe net export of gold
was due to silver baving been comparatively
overvalued -and gold undervalued in the Indisn
ourrency sydtem. The met export of gold was
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-therefore, accompanied in these years by a very
large net import of silver. The closure of the
mints in 1893 led to s considerable overvalua-
tion of the rupee, and this was one of the
factors responsible for the very low mnet imports
of gold in 1843-94 and the net export of gold
in 1894-95. But even during this year there was
no net export of treasure, gold and silver being
taken together. The foreign trade situation of
India for over five years after September 1931 was
then wunparalleled even in the worst years of
famine or other distress in the modern period.

It is not sought here to make out necessarily
a ease for any particular course of conduct. The
most natural course of action would have been that
taken by other countries in the sterling area,
Most countries which now form the sterling area
devalued their currencies simultaneously with or a
little after the sterling. But all of them allowed
their exchange rates to fluctuate more or less
independently of the sferling for over & year
after the break. It was only in 1933 that most
of the present sterling area countries began to
peg the ratio of their currency in terms of
the sterling. This would have been the most
natural and beneficial course for India to follow.
It would have caused loss to the Central Govern.
ment but it would have saved a lot of distress
to primary producers and also  consequently to
Indian provincial Governments and it would
have saved loss of capital on a large scale. If
however, this course was 1not liked by the
Finance Member and he wanted a fixed rate of
exchange, he could have followed the alternative
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serles of steps adopted by the exchange control
countries of Europe. -In all these enuntriez like
Germany and Italy an official rate of exchange
- has been throughout maintained at the old par.
This has been done avowedly with the purpose
of avoiding an increase in the burden of foreign
debt, But these countries have also seen to it
at the same time, that an adverse balance of
. trade and a loss of capital assets do nof follow.
They hava adopted a  large variety of
measures for this purpose, and the effort has ted
them into a meticulous control over foreign ex-
change and international trade. Fundamentally
both the courses’ outlined above invoive inter-
ference with {oreign exchange dealings. The
procees of letting the exchange find its level has
to be carefully managed, and the later mauinte-
nance of the pegged ratio involves intervention
in the market. The operations in the exchange
control countries have, of course, to bs much more
drastic. Both methods when followed logically
have very similar resulte. They result in a net
shrinking of international trade. They are both
aimed at arriving at an equilibrium point with
regard to export and import obligations. We do
not favour the latfer more stringent method We
have referred to it only to point out that if the
external obligation and budgetary considerations
were so dominant in the mind of the Govern-
ment of India there was open a way in which
that aim could have been reconciled with the
guarding of the Ilarger national ijnterests of
India, i e, promptly balancing the international
balance of payments. The real fact, however, is
that those in charge of the Indian exchsnge and
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currency policy do not took primarily te Indian
interests. Any course dictated by considerations
of Indian interests would necessarily have mesant
spome shrinkage in Indian imports with conse-
quenttial repercussiops on some British exports
whieh the Government was anxious to avoid.
Hence the adoption of the sterling exchange
standard and the obstinate maintenance of the
fixed parity at a time when every country outside
the gold bloc was manipulating exchanges

11X

H E comparison of Indian experience with
the course of events in Australia shows

* the picture in its proper perspective. Australia
suspended the gold standard as early as Decem-
ber 1929, It then wenlt about in the most syste-
matic manner to evolve a plan for restoring the
balance to its economy. It maintained its pound
throughout these years at a discount with the
sterling. The gold value of the Australian
pound was already 766 per cent. of the parin
September 1931. The lowest value reached by
the Indian rupee was 584 per cent. of the old gold
value. This was in March 1935. The Australian
pound reached its lowest point in the same month.
This was 460 per cent. of the old gold value.
Australia further scaled down the internal obliga-
tions of government and did everything else in
its power to attain the main aim of adjusting its
balance of international payments. This effort was,
perhaps, even more difficult in the case of Australia
than in the case of India, The Australian
balance of paymenis was normally a -deficit
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balance on eurrent .account and was usually made
up by capital Importe. It was the eessation of
capital imports immediately on the first signs
of the depression that brought about the crisis
in Australia. Efforts had, therefore, to be directed
towards converting a normal adverse balance on
current account toa favourable balance. By syste-
matic and strenuous efforts this was achieved
within two years and Australia had already a
positive balanee on account of current trade in
1931-32. The effort meant an enormous curtail-
ment in purchases ahroad. The value of the imports
of Australia which was £131 millions in 1929-30
had been bronght down to £44 millions in
1931-32. A similar fall in the imports of India,
those in control of our currency and exchange
policy were perhaps most anxious to avoid. At least
it is only by presuming this that their policy
can be explained adequately.

A word is necessary about the character of
India’s exports of gold. It has beemn urged that
the gold exported out of India during these years
came out of private hoards and hence the siznifi-
cance of these exports is not the same as that
of the movements of gold stocks held by Govern-
ments or Central Banks. Some have gone so far
as to compare this export of gold from India to
exports of gold from gold-mining eountries like
South Afriea. The latter suggestion is, of course,
wholly absurd. Gold exports form a natural
feature of the foreign trade of gald mining
countries. This gold being the product of a
national extractive industry, should be counted
Dl‘opeély ‘83 apart of the merchandise balance of
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‘trade. Gold in India, whether in private or publie
hands, as gold in all other non-mining countries,
is a part of 8 hoard or a reserve, From the
national point of view this gold whoever holds
it is a national capital asset. It loss means a
loss of capital assets, If India as a whols was
able to balance its ecurrent imports only by ex-
porting gold for any period of years, it obviously
means that the country was living partly on its
capital assets for that period. Whether the export-
ed gold was public or private makes no difference
to national account. It wmade a difference only
for the operation of exchange policy. As the golid
came out of private bands, Government was in a
position to mainlain the fixed parity. If this flow
had been absen$, Government would have been
forced to change the policy. What happened was
merely that the overvaluation of the rupee led to
a premium in favour of gold exports. This pre-
miuom led people to sell out gold and starvted a
movement of gold to other countries. Thiz move-
raent made it possible for the ecountry to balance
the account even though the balance of merchandise
trade had fallen very low and made it possible
for Gevernment to maintain the exchange at the
overvalued point. Some have maintained that as
this brought geold cut of private hoards where it
was sterile, the movement was beneficial. It is
pertinent to ask, however, for what purpocse the
hoards were emptied out, If the hoards had been
brought out to be invested in prodactive capital
forms, the movement would be counied all to the
good. But if the hoards were depleted for buying
oreign consumption goods when we could not as
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a nation afford t6 buy them, it involved a definite
loss of a capital assef. There are a variety of
reasone which have led to the formation of hoards
of gold in private hands in India. It might be
advantageous to remove these and diminish the
extent of these hoards, releasing thereby fregh
capital for productive investment; but there is
nothing virtuous ih the mere fact of the lessening
of the hoards, These hoards are after all fhe
results of previous capital savings, and we would
rather have the capital savings in hoards than not
have them at all.

Another impertant consideration which needs
to be emphasized is that an elastic exchange and
currency policy is for India an indispensable
weapon for combating a depression of any con-
siderable magnitude, The main problem ecreated
by a depression in India, is not that of un-
employment. In the industrialised countries of the
world growing umemployment and consequent fall
in the purchasing power of consumers are the
main evils towards which attention of State
policy is directed. Direct relief of the unemployed
and an ambitious public works policy thus play
a leading part in the compaign for recovery,
An agricultural country like India which mostly
exports raw materials feels the depression primarily
through the slump in the prices of agricultural
products. The agricultural classes do not in the
depression suffer from unemployment as they
would in & widespread famina. They are as fully
employed as before; only they find that
the margin of profitability in  agriculture is
eeduced to a vanishing point or even becomes nega-
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tive. The comparative rigidity of agricultural
costs makes the position specially difficuit. The
agriculturists’ purchasing power falls greatly and
thig in turn affects rural artisan industry which
depende  primarily on the demand f{from the
agricultural population. Under these circumstanees
the technique of dealicg with the depression
developed in the industrial coantries cannot ade-
quately meet the situation. The numbers of our
industrial labour are comparatively small ; se that
even a liberal relief policy with regard to these
classes could make litile impression on the national
situation as a whole. A public works policy
would, for similar reasons, not prove very helpful,
The measures most required are those that will
support the tottering position of the agriculturist
‘—that will finance him in difficulties and will
stop the continuous fall of, at least, internal
prices. Deflation, agriculiural finance and a
drastic dimioution in the imports—whieh the
nation ¢an no longer afford at the normal level—
these must be in the forefront in the Indian pro-
grammae for recovery. Noue of these can, however,
be even atternpted if Indian currency and exchange
policy is tied up with 8any external currency
system, These considerations will explain the
reasons for the dismel failure of government policy
during the last depression; they will also make
clear the importance to the country of an independent
catrency and exchange policy.

The issues raizad in these articles threaten to
assume immediate practical importance. We are
atready in the beginning of what has been
called & ‘“recession”™; we do mot: yet kndw
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whether it will develop into a full depression.
Already, however, India’s merchandise balance,
which had almost righted itseldf during 1936-37,
shows signs of a rapid fall. The extent to
which the position worsened during the year
1937-38 is made clear by the following exfracts
from the 1latest report on Currency and
Finance of the Reserve Bark of India. * As
a resujt of the substantial increase jin
imports and the slight decline in exports the
balance of trade in merchandise for Indis and
Burma combined decreased from Rs. 79,51 lakhs
in 1936-37 to Rs 43,54 lakhs in 1937-38. There
was also a decrease in net exporis of gold from
Rs. 27,85 Iakhs to Rs. 16,33 lakhs, but this was
more than balanced by a decremse in net imports
of silver from Rs. 13,59 lakhs to Rs. 1,50 lakbs.
The decrease in the favourable balance of trade
necesearily involved a decrease in the amount
of sterling available for purchase by the Reserve
Bark. Such purchases amounted to only Rs. 33,28
lakhs 'in 1937-38 as compared with Rs, 70,87
lakhs in 1936-37......... The amount purchased
in 1937-38 fell short of the total reguirements,
of the various Governments by about £12
million but in view of the large sterling resources
which had beer built up in previous years the
Bank had no difficulty in meeting this deficit.”

The Government is, again, in no mood to
listen to Indian interests. It has declared its
intention to maintain the fixed ratio at all
eonts, i e, of course costs %o India and her
peopls, In the new constitution the exchange
polioy i3 put aspecifically under the protecting
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wing of the Governor-General, and Indians
have been definitely told that their interests and
opinions count as for nothing. This fanatical
belief of the Secretary of State and the Govern-
ment of India in the fixed sterling ratio would have
appeared even more absurd than the fanstical
belief of its adherents to the gold standard, if
it could not have been explained by refurence to
solid British interests. :

D. R. GADGIL

Aryabbusban Press,
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TENANCY LAWS IN INDIA.
GENERAL PRINCIPLES,

By D. R. GADGIL.

HE firet Iand revenue gettlement carried out
by the British in India was the permanent
settlement of Bengal made by Lord Corn-

walliz in 1798. The main objeet of the settiement
was the introduction of the English landlord
syetem which the Govarnor-Gencral, in ignorance
of the actual conditions of the country, had
determined was the panacea for all agricultural
evils. Accordingly, individuals — some with perhaps
some gort of title, others without any sort of
title whatever — were sought for and set up as
landlords of estates, the land revenue of which
was then szettled in perpetuity. It was expected
by the Governor-General that the result of his
systemm would be the creation of a body of loyal,
contented and intelligent landowners who would
be not only a source of strength to the Government
but would, also like their English counferparts,
take an interest in their estates, resulting in an
improvement of the condition of their lands and
the lands of their tenants. But these anticipaticns
were doomed to early disappointment. The new
landlords, far from making improvements,
proceeded to rackrent their fenants. At the same
time the Government, having no direct interest
in the land and the cultivators, found it difficulf
to obtain any real and detailed informafion
regarding the condition of the agricultural popula-
tion or the resources of the country, It was as



2

a reaction to the permaneni landiord system that

the rayatwari system was adopted in gome dis.
tricts of the Madras Presidency, and thence spread
over firat that Presidency and was later ocarried
on to Bombay.

In North India, though the principle of the
permanent settlement of revenue was early dis-
eredited, the landlord gsystem retained its hold.
India can broadly be divided to-day by systems
of tenure in the following manner. The landlord
system, L e., of settlements for single estates under
one landlord, holde sway in the provinces of
Bengal, Bihar, Orissa and the United Provinces,
A variant of the landlord system "the malguzari”.
is predominant in the Central Provinces. Settle-
ment of estates of proprietary bodies, usually
village communities, is the rule in the Punjab;
while gettlements for individual occupants, i. e,
rayatwari, obtains in the provinces of Madras and
Bombay.

The aim of those who introduced the rayat-
warl system was to settle directly with the
occupant of land. Henoce, problems of tenaney
could not, s least in the early stages, arise in
these tracts, It is nofable how these early idems
have continued to persist to this day. Thus the
Bombay Survey and Ssttlement Manual differen-
tiates between the landlord and the ravatwari
systems in the follwing manner: * The former
system has to face the main difficully of te-
pnancy legigiation, but on the other hand Govern-
ment saved a vast amount of troublesome and
detailed work by the fact that responsibility for
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the ecollection of land revenue lies in the
hands of a comparatively small body of persons.
The latter, while escaping the probleme connected
with tenancy lagislation, has to solve the difficul-
ties inherenf in a systemm under which the offi-
cers of a Qovernment have to deal direct with
the small revenue accounts of a large body of
individual cultivators.”

As Bengal was the province in which the
landlord system originated, it was also the pro.
vince which first faced the problem of the
protection of the tenant. It would be wrong to
suppose that Lord Cornwallis left the tenants
entirely unprotected atthe hands of the landlords.
The two methods which he thought would provide
for the protection of the tenant were the compul-
pory delivery of Pattas or leases by the land.
lord to the tenant and the proper maintenance
of accounts by the * Kanungo ", Both of these,
however, proved illusory for a variety of reasons;
aud in actual faet the Patta regulstions were
utilised by the zamindars for the destruction of
the rights of the tenants. The duty of maintain-
ing the record of rights being also thrown on
an agency paid by the landlord, the record soon
became utterly worthless for purposes of defining
tenant rights or even for ordinary statistical
purposes. Modifications of the revenue system
made during the first bhalf of the 19th century all
had the effect of further worsening the position
of the tenantry. Thus in order to help landlords
in the ocollection of rent wo that they may
promptly pay the land revenue, the landlords wers
armed with powers of distraint and even in
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gome emsos of arrest. In the same way legisla-
tion inangurated by Government — from the revenue
point of view sgain —in the interests of the
purchasers at revenue sales, had the effect of
further destroying the rights of the rayats. The
landlords bad in this period, except for a few
cases, absolute rights of evictior and enhance-
ment of rent. ‘

The year 1859 marks the turning point.
In this year the first modern tenancy law
in India — the Bengal Tenancy Act— was passed.
This" Aet, though scrappy and in a large measure
ineffective, containg a number of ideas developed
in later legislation. It recognised for the first
time explicitly a series of grades of tenants with
varying rights. The .three chief classes of the
1859 law were: (i) tenants holding at s fixed rent
since the permanent seftlement ; (ii) tenants hold-
ing for twelve years or more, whether at fixed
rent or not; and {iii) tenaris holding for less than 12
yeare, The Act furiher laid down definite rules
for the enhancement and reduction of remt. It
‘aleo amended the law of distraint. The main
service of the Act was the bestowal of the right
of ocoupancy on those who bad held the esme
lapd contipvously for 12 years and protection of
this class of occupancy tenants against arbitrary
enhancement of rent. The chief defect of the
1859 Act was that under it, it was very difficult
for the tenant to prove 12 years' occupation and
thus sacquire the temancy right. The conditions,
therefore, were not improved much after 1859, and
there were riots and a detailed Government ip-
quiry. The next stage is the Bengal Tenancy Act
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of 1885, This Act defined and classified the body
of temants more scientifically and accurately. By
it the aequisition of tenancy rights was simp-
lified. If a tenant had held any land for 12
years in a village he was raised to the status
of & “ settled tenant ™ and he acquired occupaney
rights in all the lands which he may hold in
the village. The burden of proof was algo
thrown on the landlord. Distinet provisions were
made stating the grounds for the enhancement
of rent and at the same time imposing restrictions
on capricious and frequent enhancements. It was
presumed that the existing rents were fair. Rules
were also made for possible reductions of rent.
Occupancy tenants and other superior tenants were
given the right to conmstruct worke of improvement
on the land. Provision was made for grant of
formal receipts for rent, ete. For the first time
algo the non-occupancy fenant was given some
consideration. The most important provision in his
favour was that he could get a fair rent fixed
by the court in the event of a dispute over a
proposed enhancement. A very important feature
of the 1885 Act was also that it marked the
beginning of the provision for a proper record
of rights,

The next important landmark in the hisiory
of Bengal tenancy legislation is the amendment
of 1928. Between .1885 and 1928, however, a
uamber of important changes were made, For
example, the Act of 1898 considerably modified
the system of the record of rights. The Amend-
ing Aot of 1907 gave greater authority to en-
tries in the record of rights and prohibited (h§

1
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practice ‘of landlords of obtaining illegal enhance-
ments of rent through unfair and inequitable
compromises with their tenants. It also enabled
Iandlords to recover arrears of remt by the sum
mary “ certificate ” procedure. An amendment
of 1919 declared the realisation of more cesses than
those allowed by the Cess Act of ‘1880 illegal.
The amendment of 1928 made certain notable
changes, It made the occupancy right completely
transferable. Before 1928 the occupaney right
could be transferred by a tenant only with the
landlord’s comsen{ except in disiricts or on estates
where by custom or usage transfers could be
made without the consent of the landlord. But
aven more important than this was the recogni-
tion for the firat time of the under-rayat. In
Bengsl a network of complex customary righte,
added to the fairly common transfer of occupaney
rights, had ecarried the process of subinfeudation
to considerable lengths. The actual cultivator
was, therefore, ina very large number of cases a
sub-tepant or under-rayat who had hitherto been
given no protection at law, The 1928 amendments
provented the ejectment of under-rayabs except on
cerfain specified grounds which included personal
cultivation by the superior holder. In the cmse of
under-rayats holding land continuously for 12 years
or having a homestead thereon eviction was, however
not allowed except for non-payment of rent. Simi-
larly, the conditions under which the under-rayat's
rept could be enhanced were defined. In case the
under-rayat did not sgree to an enhancement the

court had power to determine the fair rent, and
gnce this was done the under-rayat was entitled
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to hold land at that rent for 15 years. Further,
under-rayats who were customarily regarded as
occupancy under-rayata were statutorily recog-
nised as such.

Such in brief is the history of Bengal t{en-
ancy legislation until the very recent efforts at
further improvements. Bih%r was till comparati-
vely recent times a part of the Presidency of
Bengal. The tenancy legislation in U. P. also
began with the application of the 1853 Bengal
Act to the Province of Agra, The conditions
in the otber division of U. P.—ths Province
of Oudhk — are highly peculiar, (Kor a short
historical sketch of OQOudh tenancy, see the
Servant of India, May 13, 1938.) The application
of the Bengal Act to Agra created a class of fixed
rent tenants, whose rights were heritable and
iransferable, and another class of the 12 years
occupancy tenants. Later in 1876 a new class of
ex-proprietary tenants was aleo created by allow-
ing ex-proprietors to retain privileged tenancy
rights in their “Sir” land. The provision regarding
the accrual of occupancy righte was generally
_evaded as in DBengal, and the Aect of 1901
tried to stop a npumber of loopholes. The
1901 legislation was only partially successful in
its objective. In 1926 after deliberations of &
committee, therefore, an entirely novel step was
taken in U, P. The nonoccupancy tenant had
hitherto no protection either against evietion or
againgt undue enhancement of rent. This class of
non-occupancy tenants-in-chief other than tenants
on the “Sir” was declared as having statutory
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life-tenure with the right to the heir to hold on
for another five years. On the other hand, as &
concegsion to the landlords, the old 12 years' rule
was abrogated so that no new occupaney rights
could accerue, and it was provided that the “Sir”
land of the landlord on which there could be no
statutory life temants would be considerably
extended in area. The 1926 Act also elaborated
the regulations regar‘ding enhancement of rent.
The enormous extension under fhe 1926 Act of
the “8ir", tenants of which had no protection
against either eviotion or undue enbancement of
rent, is one of the problema tackled by the recant
U. P. legislation, The 1926 U, P. Act also dealt
with the question of sub-letting and gave some pro-
tection to sub-tenants of the fized renf tenants.

The history of tenanoy legislation in the C. P
follows a somewhsat different path. Here also fhe,
beginning was made by the extension of the Bengal
Act of 1859 in the first instance, This created
the three-fold division in tenant ranks of (i)
epecielly privileged old tenants, (ii) 12 yeara’ occu-
pancy tenaats,and (iii) non-protected non-cocupancy
tenants. The first C. P. reform of 1883, however,
diverged materially from this scheme of things.
It abrogated the 12 years rule so that no mnew
occupancy rights could be created. Bui it gave
protection to the whole elass of tenants-at-will by
fixing their rent for a seven-year period and by
providing conpensation for disturbance. It was also
provided that occupancy rights could not be sold in
execution of 8 decree. The legislation of 1898 still
further strengthened the position of the ordinary
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tenant and made provisions regarding evietion
and enhancement more stringent. At the same time
the rights of the oceupancy tenant and the ordi-
nary tenant were made inalienable. The 1920 law
carried the evolution to its logical end and abolished
the distinction between ordinary and occupancy
tenants. The C. P. laws have algo been very strict
about sub-letting. The result has been that in C, P.
there is the least variety and diversity of forms of
tenure and a larger body of tenantry is effectively
protected than in any other provinee, There sre only
three classes of tenants to-day in C. P.: (i) absolute
occupancy tenants, (ii) occupancy tenants, and (iii)
sub-tenants. Ococupancy fenants are liable to eviction
only for non-payment of rent or misuse of land.
Their rents are regulated by provisions relating to
enhancement and by the jurisdiction of the revenue
courts. Tha sub-tenants — a small elass — ig not proa
tected a good deal, But there is an important pro.
vision which, when applied to any area, gives powers
to revenue authorities to declare the sub-tenants
of a habitual rent-receiver to have the status of
oceupancy tenants, This provision can effectively
keep in check any lsrge extension of sub-tenants
who sre mere tenants-at-will.

Even thie summary account of the main
tenancy laws will show how certain common pro-
blems arice. Before regular tenancy laws were
passed the only privileges and rights that the
tenant boedy had were =such rights according to
cnstom and usage as the courts recognised. Sec. 83
of the Bombay Land Revenue Act does not tske
ug beyond fhis stage. Regular tenancy legislation

3
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tried in a varisty of ways to achiave the two
objectives of fixity of tenure and fair rent. For
giving fixity of tenure a particular class of tenants
waa sought to be marked out. And this was
initially done everywhere along lines of the 12 years
oeccupancy rule. Experience showed that the 12 vears
occupancy rule ocould be evaded, that it led to
litigation and did not, after all, give protection
to the entire body of the tenantry. Hence we have
two different ways of dealing with the problem.
In C. P. ocoupancy rights have been generalised
In U, P. a new experiment has been tried with
the creation of a new claas of statutory life-tenants.
In provinces where there hava been since old times-
many layvers of holders of rights in land the protec-
tion of the top tenant has still left the actual culti-
vator unprotected. Hence the problem of the pro-
tection of the under-rayat. In C. P. this has been
avoided by making occupancy rights inalienable
and by strict regulation of sub-letting. Other im-
portant provigions of tenangy legislation have been:
prohibition of illegal or extra cesses and other
payments, determination of periods between permis-
sible enhancements and setting wp of independsnt
outside bodies for determining fair and equitable
rent. And most of this legislation has been made
possible only by making various concessions peri-
odically to Jlandlords. These concessions have
mostly had connection with ease of recovery of
rent or in conmection with “Sir” land on which
no tenant rights could accrue. In the old
lapdlord provinces even the determination of ten-
ant holdings or temancy terms of agreement

and their recording meant ao up-hill fight,
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So far as Bombay is concerned, the problems
of tenancy legislation here are somewhat different
from provinces of big landlord estates. But the
principles underlying are essentially aimilar.
Sub-letting of land is a departure from the
rayatwari system, and the mmoment permanent sub-
letting comes in om & considereble scale, fixity
of tenure and fair rent dotermination for the
tenant must logically follow.

THE BOMBAY TENANCY BILL.

HE provisions of the Bombay Tenamey Biil have
been commented on often in these columuns
during the last eight monthe.* I have neo

desire to repeat these comments, and it is my
intention in what follows mainly to suggest a
few definite amendments to the Bill in the light
of the experience of other provincer. In doing
this I shall confine myself to important points
regarding the fundameuntal structure of &he
proposed enactment.

The Bombay Tenancy Bill which has now
been referted to a Select Committee has two
main chapters. Chapler II deals with the rights
of a class of tenants tc be newly created called
“protected tenants,” and Chapter III desle with
the rights of tenants generally, In the creation of
the clase of protected tenants, Government seems
to have followed the general prmclples avolved

See spaclally isues of 213: July, 18«h and 25th
August, 1st apd 8th September and 29th December, 1938
and 26th Jaouary and t7ih February ( p. 92), 1989,
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in the creation of the clags of ocoupancy tenants.
The period of eontinuous occupation required by
the Bombay Bill —six years — is shorter than the
usual period. But a much more remarkable
departure from the usual practice is that the
rights of protected tenancy will be created only
against certain specified grections amongst Iland-
owners and mot asgainst all of them. The
statement of objects and reasons justifies this step
by stating that it is particularly the temants of
large landowners who suffer from the disadvan-
tages of being tenants-at-will. The main dis-
advantages of the temant-at-will are described in
the fullowing terms in the same statement:
“Tenante-at-will have no incentive to improve the
land, and, if they venture to make improvements
are liable to be charged increased rent or to be
evicted in . consequence of their enterprise”.
Surely, this ig applicable as much to the tenant
of the small landlord asz to that of the large
landlord. 1f any difference exists at all it is in
favour of the large absentes lanrdlord who may
be less immediately exacting. It is not alsc as
if the class of smaller landowners did not contain
a very large element of the class of rent recei-
vers. The number of permanent absentee land-
lorde amongst the smaller landholders is large,
particularly in areas surrounding wurban centres
of population. This limitation, therefors, on the
creation -of protected tenmant righis is  both
anusual and illogical. It is also positively harm-
ful, because as a direct result of this legislation
the exempted landholders will be led to change
their tenants continuousily. As everybody knows
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this particular exemption hss been put in on
grounds of political expediency. The need for
removing this anomalous distinetion is obvious.

This means that clause 3 (i) in the Bill should be
deleted.

There is another important respect in which
clause 3 requires to be modified. Though exact
information on the point iz not available, it is
generally believed that a considerable extent of
land has changed hands during and gince the
depression, i, e, during the last decade. In the
case of many of these transfers the old owner,
though he loses ownership of the farm, does not
cease f0 be its cultivafor. This class of ex-pro-
prietary tenants is speciaily deserving of being
placed in the class of protected tenants. According
to the provision of the Bill, howevsr, they would
not be so included if the transfer of their land
has taken place after 1st January 1932. The
difficulty can ba met by providing in clause 3 (i)
that the temant shall also be protected if he has
held land continuously for six years previously
in the capaecities of landlord and of tenant.

S0 much for the extent of the class of pro-
tected tenants. A consideration of the mature of
the privileges granted to this class takez us on to
clauses 5 and 6 of the Bill. In both these clauses
are to be found novel restrictions on the rights of
protected tenants not met with anywhere else,
There are firsily the provisions contained in 3 (3%)
{«} and (b) regarding the payment of rent and
ejectment, These sub-clauses provide that the tenan-
oy of a protected tenant ghall be terminated if he
fails to pay the rent or its instalment on a cer-
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tain date. All tenanocy laws include provisions
for ejectment of protacted classes of tenants for
non-payment of rent; but in no ocase does the
protection terminate automatically hecause of
non-payment of rent on a certain date, Let us,
for example, refer to the provisions approved by the
select committes on the U.P. Tenancy Bill, 1938,
(It may be parenthetically noted that the report
of this select committee is signed among others
by Messrs, G. B. Pant, R, A, Kidwai and Sam-
purnanand), The proposals of the select committee
in respect of ex-proprietary, occupancy and here-
ditary tenants are ag follows:

When o tenant is ip arresrs with his rent at
the end of the agricultural year the landholder may,
between the lIst July and the 3lst August, cause a
notice to be izssued to the tenant by the tahsildar.
If in response to the notice the tenant
does not appear or appears and admits the olaim,
the tahsildar shall pass an order requiring him to
pay the arrsars of the previous kharif and rabi and
aiso the rent of the Lkharif and rabi of the
agriouttural year in whioch the notice is isswed by
the end of that year oa pain of being ejeoted from
half his bolding. If the tsnant does not so pay and
is ejected from half his holding and if he defauits
again the following year, the same prooess may be
gone through for his ejectment from the other half
of his holding. If the tenmant contests the arresr,
the case will proceed as a sguit for'arreurs of rant,
If the suit is decided in favour of the Jlandholder,
the ocurt will pass the same order as it would have
passed if the arrear had not been contested. This
will in future be the only method of ejecting a
tenant for arrears of rent, Ejectment will oot be
one of the methods of ezecution of a decree of
arrears of rent against eX-proprietary, ocoupancy of
hereditary tenania.
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We do not necessarily suggest the adoption
of the U, P. provision of ejectment in two
instalments. But we definitely feel it necessary to
provide for a proper notice and the grant of a
suitable time Iimit for the payment to be made,
It will, therefore, ba necessary to deleta 5 (8) (a)
and (b) aud to provide for a suitable method of
recovery and ejectment in a separate clause.

Sub-clauses 5 (3)}(d) and (f) are put in terms
that are far too wide. “Any act injuricus to land”
could be so interproted as to bring within its
scope even a slight unconscious act of neglect,
In the same manner the provigion regarding breach
of any conditions of tenancy is likely to be sbused
unless the nature of euch conditions of tenancy
is also strictly defined 5 (3) (¢) which pre-
vents sub-letting raises a very important prob-
lem. We have already pointed out how this
problem hsus had to be dealt with in all
tenancy laws. Sub-letiing has been most severely
regulated in the C. P. Tenancy Act. But even
here sub-letting is allowed for & single year,
The absolute prohibition contained in the Bombay
Bill appears to us, therefore, to be too sgevere,
We suggest the deletion of this sub-clause 5 (3)
(¢} and the substitution therefor of a separate
clause regulating sub-letting on the model of
section 12 of the C.P. Tenancy Ack.

If the provision for termination of tenancy
on the non-payment of rent on a certain
date iz unusual and uanfair, the provision
in olause 6 of the Bill for landlords’ right to
determine tenancy is even worse, The statement
of objects and reasons gives no justification for
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this clause. The rarson d'éfre of tenancy legislation
is the provision of security to the fenant class,
this senee of security is for the most part nulli-
fied if the landlord can resume cultivation at
any time because he wants to cultivate the land
bimself. Thers is no parallel to elause 6 of
the Bombay Bill in any other Indian tenancy
law. The only provigions in other tenancy laws
regarding land for the personal ecultivation of the
landlord are those in respect of “ khudkast ” and
“gir ” lands. Originally * khudkast ” and * sir™
were the same thing; they just meant land culti-
vated by the landlord himeelf, The prevention of
any tenancy rights accruing on these lands
amounted to nothing more than allowing for the
occasional sub-letiing of such lands on the part of the
lapdlord, Gradually, however, with the develop-
ment of tenaney legislation “air ” came to mean
in certain provinces not Iands personally culti-
vated, but only lands on which tenancy rights
could not acerue. We have pointed out above how
landlords atbtempted everywhere to increase the area
of such “sir” land and how in some cases they
succeeded. The originual and justifisble idea behind
the exemption is the exemption of personally
cultivated land, Now, so far as the province of
Bombay s concerned, no rights under the proposed
Bill can acerue on lands which a holder is to-day
cultivating personally or has cultivated for any
period subsequent to 1st January 1932. The
exemption of wbat may be called “khudkast”™
proper, ie thus automatically secured. Is thers
any justification for creating a special class of
“sir” lands in this province? We do not see any.
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Indian temancy history shows how unnecessary
complications arie from such a step and how
it leads to msany abuses.

There is, howaver, one special sspeet of this
question which deserves some consideration, The
Bombay Provinee ig in origin a rayatwari pro-
vinee and a very large number of the hoelders
are still small men. Among those, therefore, who
let their lands to-day and who may have let
them continnally sinee 1932 will be included
rent-receivers proper as well as some whko may
be eultivatora, A minority, a long illness, tem-

porary migration to an urban centre and such
other causes may lead to fairly long periods of

letting out by cultivators themselves. It would
certain]ly be unfair if such people were denied
all opportunity of resuming cultivation of their
Iands. Obviously also such opportunity could not
be kept open indefinitely for all times and genera-
tions. If an ex-cultivator has for some reason
or other mnot cultivated personally during this
period he should make up his mind in the near future
whether he desires to resume the cultivators'
occupation or not. A limited time may be
allowed for making the choice, We suggest
tentatively a period of five years. This would
take us on to 1%44. It is not unfair to suggest
that s protected tenant may be established on
iand the owner of which has not found it possi.
ble or desirable to take up ite personal cultiva-
tion during & period of twelve years, i e, from
1932 to 1944.

Such a transitory provision for resumption
of lands by landlords must be severely limited
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in its seope. For, otherwise, the ahsentee land.
lords and the rent-receiver class will take advan-
tage of it to defeat the object of tenancy legis-
lation. If the bigger landlords are allowed even
a temporary option of resumption they will make.
it impossible for s protected tenant class to arise
by resuming cultivation and turning their present
tenants nominally into servanta. It is, therefore,
necessary that the option be restricted. It is
impossible to devise a way in which all possible
abuses of the option are prevented. The besd
way of dealing with the difficulty seeme, however,
that of restricting the option to small holders.
It may be eafely assumed that there will be
almost no cultivators proper among holders beyond
a certain limit. We would suggest the adoption
of the dividing line suggested in clause 3 of the
prezent Bill. The right of resumption should not be
given to talukdars, inamdars or khots, for these
are hereditary rent-receiverse. It also need not
be given to those who hkold 100 or more acres
of dry land or its equivalent, These are largs
holders in whose case personal cultivation ean
only mean cultivation through hired labour.
There is, even so, some danger that rent-receivers
in the class of holders below the 100 acre limit
may take an unfair advantage of the option;
but there seems to be no suitable way of stopping
this. We suggest, therefore, that clause 6 as it
stands be deleted and that it should be replaced
by a clause which, as a trancitory provision,
gives the right of terminating protected tenancy
to a restricted class of small holders for a

period of, say, five years.
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We would also suggest one important change
in the clause regarding the continuation of tenancy
on the death of a protected tenmant, As it stands,
the clause 9 {2) allows the landlord to selact the
heir in the absence of a mutual agreement. The
grant of this choice to the landlord is likely to
he abused and the choice should, therefore, rest,
not with the landlord, but with the revenue
suthorities.

We shall now turn to the provisions of chapter
III relating to Tenants generally. The existing
provisions are extremly meagre; they provide
only for the abolition of extra =sses, for receipts
for rent, and for suspension or remission of rent
under certain circumstances. The chapier thus
leaves out the most important need, i. e., the
determination of fair rent. In any ocase the
new class of protected tenants will be very
small, and litile protection will thus be efforded
to the vast majority of tenants, We have pointed
out how elsewhere the rents of non-cccupancy
tenants are also independently determined and
how in some provinces like Bengal even the under-
rayats are profected agaiost arbitrary enhancement,
If rack-renting is an admitted evil, there is no
reason why it should be tolerated in any case.
There is no justification for confining the operation
of the clause regarding reasonable rent fto
the class of protected tenants, and we
suggest that clause 11 of the Bill should be
transferred to chap. III and made applicable to
all tenanis generally. On similar grounds clause 8,
which provides for compensation for improvement
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made by a tenant, should also be generaliged in iis
application. It is true that usually some differ-
ence is made in the rights in this eonneetion of
occupancy and non-occupancy fenants:; but, look-
ing to the small extent of the protected
tenant class in Bombay, it would be desirable to
concede the right of receiving compensation for
improvements to the general body of tenanis in
Bombay Province, The addition of these two
clauses {11 and 8), providing for the dstermination
of reasonable rent and for compensation for im-
provements, to chapter III is necessary to improve
substantially the position of tenants in general
in this province.

We may in passing comment on one sub-
clause of elause 11. In sub-clanse 11 (5} are enume-
rated the factors to which regard shall be had in
determining remsonabla rent. The first among the
factors mentioned is * the rental values of lands
uged for similar purposes in the loeality,” If this
factor is made the determinant of reasonable rent
it will not be possible to lower renis in an area
wherg they are all at & bigh pitch already. It
is only on the profits of agriculiure that rents
should depend, and it would in our opinion
be desirable to delete (@) from sub-clause 11 (5),

Finally, there remains a very important con-
sideration, that of inecreasing the extent of the
profected tenant clags in the fuiure. We have
already pointed out above how in each province
tenancy privileges were initially bestowed on a
small class and how thi=s had to be steadily
widened in each case. We have also indi-
cated how the confinuous period's occupancy
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faila to widen, after the initial legislation, the
extent of occupancy tenants. Omnce it is known
that six years’ continuous occupancy creates pri-
vileged tenancy, landlords will not allow such
continuous occupation. We have indicated above
the various ways in which this difficulty has
been overcome in the other provinces, The best
way of doing this in Bombay appears to be
to allow for the creation of proteated tenancy rights
on the lands of all habitual rent-receivers,
An adaptation of sec, 40 cofthe C, P, Tsnancy Act
will be most guitable for the purpose. This .
wounld mean an additional clauwse in the chapter
on “ Tenants generally  which should run somewhat
as follows: “A tenant holding land from a
landlord or a tenant may, if it is proved to
the satisfaction of a Revenue Officer that the land
is habitually sub-let or managed solely with a
view to obtaining rent, be declared by such Revenue
Officer to have =ll the rights of a protected
tenant.”
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Reprinted from the Servant of India.

THE OTTAWA AGREEMENT AND INDIA.
I

HREE complete years have elapsed sines the
ratification by the Indian Legislative Assem-
bly of tho agreement arrived at by the Indian

delegsation at Ottawa. We have considerable statiste
ical information at band for the course of world -
trade for two years {ollewing the conclusion of the
agreement and there are data enough for attempting
to form a considered opinion regarding the efficacy -
of the Ottawa programme. The two documents which
will be found most important in considering this -
problem are the two reports issued by the Governe
ment of India * on the working of the scheme of pre-
ferances' for the years 1933-34 and 1934-35. The
two reporte, though planned on identical lines, arae
vet notably diffarent in character. The first is issued
under the signature of Dr. Meek, the then Director
of Commaercial Intelligence and Statistics, and is a
document which embodies emphatically expressed
opinions and definite conclusions. The second report
is not signed by anybody and does not even purport
to igsue from the Department of Commercial Intelli-
gence and Statistics; it gives a mass of information
and statistics on the lines of Dr, Meek’s report but is
& comparatively colourless production containing a
mipimum of comment, It is not known why such a
change has coms over the report this year; but it is -
expected that the Government of India will issue a
defence of the Uttawa policy in time for the meeting
of the Assembly. We bave, in what follows, not
found it j}?cessary to travel much beyond the-
-
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-statistical material officinlly sponsored in these two
-reports.

There are, as even Dr. Meek has pointad out, a

-great many difficulties fo be met with in an attempt
40 elucidate the effects of the working of the Ottawa
scheme, The course of international trade is nffected
by factors so numerous and so complex that the
-effects of a single factor like preferential tariff rates
may easily be masked by other movements. It is,
therefore, necessary to remember that even in gpite
of the fullest statistical inforimation any judgment
regarding the worging of preferences is not likely to
be mcre than a well-informed and well-reagoned
guess, It may be pointed out at the outset that in the
following analysis it is only the course of the trade
on Indis with the United Kinpdom that has been
-taken into account. The total measure of colonial
preferences is so small that they may for all
practical purposes be neglected.

We may begin with a consideration of the cban-
ges in the total volume of [ndian trade with U, X.
“The volume of .this trade has ineressed more than
proportionately during the yesrs 1933 and 1934, This
is -due to certain broad changes that have recently
.come about in the world distribution of trade. [t is
the currency and exchange policies of the different
countries that have been mostly largely responsible
for the changes. The biggest currency group in the
world—the * sterling group "—has since 1932 dis-
tinctly gained in its percentage share of the total
export and import trads of the world, Japan has
forged ahead more than any other single country and
so also U. S A.in 1934 The incresse in the trade
of India with U. K, that has come about recently is,



3

-therefore, to be attributed not to any measures of trade

policy byt to general trade movements brought about
by other causes. This can be made most clear from
the following statistics of the U, K, trade with India
in preferential and non-preferential goods.

1931-32 1932-33 1933-34 1$234-35,

| Index of the export

trade of India with

T. K. in artieles

enjoying preference 100 89.3 109.5 110.2
* Ditto— in articies

not enjoying

preference 100 4.0 112.0 118.6
"Index of U. X. imports

into India in articles

enjoying preference 100 103 118 134
‘Ditto—not enjoying
prefersnce 100 110.3 10L.5 114.4

This table shows the comparative changes in the
values of Indian exports to U. K, and of imports from
U. K. into India of groups of articles enjoying
preference and not enjoying preference. It clearly
indicates that while the exports in that group of
articles whbich enjoy preference increased from
1931-32 to 1334-35 by about 10 per cent. the incrense
in the group not evjoyivg preference is mven greater.
Hence the only conclusion possible on these figures
is that the jwmport trade of U. K. having expanded
Iargely in recent years all kinds of Indian goods
have found & widening market in that country ir-
respective of preferential treatment. It should be
noted, on the other hand, that the imports into India
of U. K. srticles enjoying preference have increased
much more than of thoss not having that advantage,

The general expansion of our trade with U, K,
especially export trade, having thus no coanection
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with the Ottawa srrangements we are left to examine
each itern of preference individually to aseertain what
effect preferentinl treatment has had on its trade.
We hed followed this method of attmck in our
brochure on * Imperial Preference " published on
the eve of tho consideration of the Ottawa agresment
by the Assembly, and we shall have occasion here-
after to refer to conclusions reached therein,

It is obvious that evary measure of preference
must, like any other measure of interference, have
some effect on trade and prices. Sothat preferences
accorded to any commodity in & market muet tend
to inorease thoe sales of that commodity and additional
duties levied must tend to increase the prices of
commodities. Circumstances may, however, either
minimise or conceal these effects. And our endea-
vour has to be to note the extent of the effect
felt by any trade allowing for she conditioning

circumstancas,

We may before going on to discuss each item
glance at certain calculations made by Dr. Meck
and published in Appendix II of the reporis an the
working of the agreement. These are called “advan-
tage on landed cost in the United Kingdom " and are
arrived at by multiplying the declared values of the
various expérts from India to the United Kingdom
by the rate of preference. It iz curious thab in
neither of these reports is any expjanation- given as
to why these calculations have been made and
published and as to what it is that they are supposed
to represent. They are, of course, meant to lead the
unwary reader into beliaving that they represent the
real measure of the benefit secured by Indian trade
as a result of the Ottaws agreement. Dr. Meek knew-
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~better than to say so ecategorically in the body
of his report, but we find other officials,
as for example Sir Thomas Ainscough, using the
statistics in this sense. Now even a monient's
reflection by anybody who has had some elementary
training in economics would show that theee figures
are utterly meaningless. They represent no more
than the result of a mechanical multiplication of
two sets of figures. The benefits secured by the Indian
‘trader ar trade may be indicated by an increase in
the trader’s profits and /or by an expansion of the
trade over the previous level. And the resctions of
a preferential treatment from trade to trade would
vary enormously. In the case of a perfectly inelustic
trade the benefit or losa suffered by the trader would
be nil and the only effect of an increase or decrease
in customs duties would be reflected in a varistion
of the price to the consumer, With a highly slastic
- or sensitive {rade the effects, beneficial or ctherwise,
would ba very large indeed. Without studyiog the
detailed conditions of each trade there is no means of
saying offhand or defermining mechanieally what be-
nefits have bean raceived. The offiicial ealculstionsare
thus meaningless and we would hardly have thought
it necoesary t> notice them if it were not obvious
that they are very likely to mislead many persons.

In congidering trade in each individual com-
modity the figures of its general expansion or con-
traction by themselves will not suffice. A particular
movement of trade with the country may be part of
a general movement of trade with all countries or may
be part of a special trend, due to other causes, of that
trade in that particular country. In either case s
ocontraotion or expansion could not be described as
& result of the special tariff measure, The



6

contention put forward in the 1934-35 officia¥’
report that a fall in the percentage of the
exporte to U, K. in a particular commodity is
no necessary proof of the failure of the preference
may be admitted and it may be agreed that the most
important test is the increase in the proportiorate
ghare of India in the totsl ipperts inte U. K. of the
particular commodity. Of course, even if an increase
is apparent the further question as to whether the
incrense is substantial enough and as to whether it
is due directly to the preference or to other causes-
would still have to be asked.

I

‘We shall now indicate briefly the conclusions
regarding trade in somae of the most importang
export commmodities using the figures given in the.
two official reports and the latest statistics a8
given in the “Indian Trade Journal” of 5th Decem--
ber 1935. The figures in brackets represent the
values of the exports to U. K. for the years 1933-34.
and 1934-35, _

'~ Tea ( Rs. lakhs 17,56 ; 18,15, ) :—This is by far-
the most important article of export from India to
TU.K. and it was generally agreed at the time of
the inauguration of the Ottawa arrangements that it
was likely to profit somewhat from the preference.
Even soit was clear that Indian producers had to
depend on such 8 wide erea for their marketthat
protection in a single important area which would -
naturally result in intensified competition in other
non-preferential markets was not in the long
run of much real help, This was early realised
by most producers of tea in India and Ceylon, .
and they had, therefore, directed their energies
towards arriving at an’ ‘arrédngement with their:
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most important compelitor—Java, An inter--
‘national scheme for the regulation of world tea.
exports was arrived at in May 1933 and has been in
operation since, Henca for almost the entire period
of the currency of the Oltawa agreement exports of
tea 1o various couotries have been regulated by
national agreement among the main vroducers. The
courge of tea trade may be =aid, therefore, to have
been entirely unaffacted by the preference and no-
useful purpose can be served by discussing the statis-
tics thereof. The Ten Rastriction Scheme is working
succeeafully and thers is everv prospect of its:
continuing to operate at least till 1938, Under the
circumstances the grant of preferenca to tea becomes -
meaningless and may be considered as of no aceount.

Dressed and Tanned Hides and Skins ( Rs. lakhs
530; 4,86):—In the class of undressed leather
{other than sole) for which preference has
been granted to  Empire products India
supplies to U, K, tanned and dressed hides, and
tanned and dressed goatsking and sheepskins..
In all thesa products U. K. is by far the most impor--
tant market for India and India the most important
supplier to U. K. In 1927-28, for example, India
supplied more than 90 per cent. of the total imports
of tanned and dressed hides and goatskins into U. K,
During the years 1930-31 and 1931-32 the Indian
exports to U. K, of hides fell remarkably and so did
their share in total U. K. imports. Since 1933 they
have attained to their former position and it is pre--
sumed that the preference was helpful in enabling
them to do so. In the case of skins the loss of market
to others during the worst years of the depression
was not large end hence there has been no con-
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siderable advance in the percentage share since
1933. The goatskin market being almost entirely
dominated by India, there is no scope for further
advance. In sheepskins the fact that one of the com-
peting sources of supply-—Australis—is an Empire
country limits the possibility of the remaining portion
of the market being easily captured by Indis. This
particular measure of preference, though it may have
been belpful in enabling Indian exports in rising
rapidily from the sharp fsll in the depressed years, is
not of a character likely to lead to a continuously
expandinyg market. Seeing that these products have
no important competitors in the U. K. market a free
entry is all that is really needed by them.

Jute Manufactures ( Rs. lakhs 1,56; 1,536. ):—1In
the U. K. market the imports of jute manufactures
from India have to meet practically po competition,
This will be made clear from the figures of
trade in jute bage and piece goods on the eve of the
ratification of the Ottawa agreement, i. e, in 1932,

Imports into U, K. Imports from India,
.Jute sacks and
bags '000 cwts. 7302 074
Jute piece goods
000 £q. yards 686 67-3

It will be seen that in both cases India held
more than 96 per cent. of the total U. K. market.
“There was no possibility of the preference further
widening the market and no important movement of
trade has, therefore, been visible during the yesrs
since 1933. Here is suother case where what is really
required by the Indian producer is not so much pre-
ference as merely free entry.

Linseed (Re. 1akhs 2,01; 1,28,):—It was generally
agreed in 1932 that linseed was 8 crop which was most
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“likely to profit from a preferential treatment

The trade figures for 1333 and 1334 show a most
revolutionary change in the imports of linseed into
"U. K. During these two yeard India supplied much
lurger quantities of linsead than Argentine,
which has during the post-war period been the chief
supplier to U. K. This change seems to have been
chiefly due to a shortage of crops and an increase
in price of the Argentine linseed. On account
-of the shortage of crops in Argentine the
demand for Indian linseed ineressed not only in
-T. K. but in the entire world market. Tt is the rela-
tion between the prices of Plate linseed and Indian
linseed that determines the off-take in the U, K,
market and throughout 1933 and 1934 this was
greatly in favour of India. No doubt the 10 p. e,
preference must have been of some help in bringing
this about, but the main reason was undoubtedly the
- grop conditions. TLias is made clear by the fact that
the moment the Argentine crop and prices re-
verted to their normal, the imports of Indian linseed
into U. K. declined teavily. The following fable
- showse the imports into U. K. of lioseed during the
firat nine months of the years 1933, 34, 35.

1933, 1934, 1935.
Total 000 tons  182-1 152-2 1733
Indla " 68-0 1096 36-1
Argentine ,, 1099 42-2 1364

Groundnuts ( Rs. lakhs 67; 1,70 ):—There has
been & substantial increase in the imports of
~groundnut from India into T, K. and this may
“be partly atiribufed to the preference given to
Empire groundnuts,. There are two points,
.however, to be noted regarding this trade.
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Firstly, India is not the sole Empira exporter of
groundnut. British West Africa grows groundnuts -
on & considerable scale and its imparts into U, K.
have benefited very largely from the preferance also,
The possibilities of future expansion of the Indian
market into U. K. are, therefore, limited by the strength
of the competition of the W. African produce, The
second point to be noted is the possibility of the sub- -
stitution of groundnut by other oil-preducing products.
‘We bad in our examination of the Ottawa agreement
drawn attention to this feature of the cil seeds market
and coufirmetion of it is available in the latest Gov-.
ernmeut of India report on the agresment. It is here -
pointed out how the non-Empire imports of soya bean
and cotton seed are increasing in spite of a duty and
how this limits the market for groundnuts in U. K.

Castor Seed (Rs. lakbs 33; 31):—The U. K.
market in castor seed was always held almost
entirely by India and no difference has been
made to the former position by the grant of
prefarence. ' :

Rice ( Rs, lakhs 43 ; 50 ) :—Proference may be -
said to have helped India to retain the U. K.
market or slightly to increase it. The whole of the
rice trade with U. K. is, however, unimportant
and the position is best expressed by pointing out
that while U. K. received in 1932-33 3-8 % of the -
total Indian exports of rice, in 1934-35 it received
48 70 of these, The significance of the loss of rice
markets of Germany and Poland iz discussed
elsewhere.

Teak and other Hardwoods { Rs, lakhs 49 ; 69 ):—-
Preference has been granted to teak and other
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hardwoods and ms teak is by far the most-
important of the exports from Indis it amounta
practically to a preference for teak alone. India
had even before the agreement been supplying U. K.
with more than 807 of her total imports of teak-wood
and this percentage has not increased during the
last two years. The imports of teak have grown
largely in recent years, but this has nothing to do
with the grant of preferenca. Imports of all hard~
woods into U. K. from all sourees— Empire and non-
Empire—have grown owing most provably to the
boom in building and coostructional industries
and the Indian imports of teak-wood have merely
shared in the general movement,

Tobacco ( Ra. lakhg 47 ; 35 ) =—We had"
pointed out in our review in 1932 that from
the analysis mwade by the Imperial Economie-
Committee it foilowed that preference to tobaceo
could be of no use to India. We szport & very small
proportion of our total produetion and what tobaceo
we exported was not of the type wanted in U. K, Dr.
Meek's report and the latest Government of India
report follow the same lines of analysis, The figures for
both the years 1933 and 1934 show that with a large:
increase iu the total tobacco imports into U. K. the
figure of Indian imports iz stationary, which meane a .
large proportionate decline in India's share.

Coffee (Rs. lakhs 30; 21)}:—Indian coffee
has always had a small but select market in
U. K. and it was nob expected that a small measure
of preference could much help it, even though
the main compstitor in the U. X. market of Indian
coffes was non-Empire coffee from Central America.
The result of the trade during the last two years.
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shows that the proportion of U, K."s share in Indian
exports and the absclute volume of these exports have
both declined. There has been during these years
a large and continucus decline in the total imports of
eoffee into U, K. The decline in Indisn imperts into
U. K. was proportionate in 1933 but was less than
proportionate in1934. This, however, was entirely due
to a short ecrop in British E. Africa, as is shawn by
the fact rhat the proportionate share of Costa Rica
—India’s chief competitor—aleo increased during this
year. It would seem from the latest available figures
that for the year 1935 even the 1932, 1933 position
cannot be retained and that the share of Indian
imports of coffea into U, K. will decline relatively
both to British E. Africa and Costa Rica.

Imports into U. K. of Coffee for the Grst nine months.

1933, 1934, 1935.

Total "000 cwis. 5530 495-2 407-3

India 44-8 43-0 29:3

B. E. Africa 195-0 1073 151-0

- Costa Rica 2314 2254 177-4
I

Pig lead —{Rs, lekhe 1,30;83) All the most
-impertant suppliers of lead to U. K. are Ewmpire
countries and hence it was not clear from the begin-
ning how preference was going to improve the posi-
tion of Indian lead in the U, K. market. Actuslly
there has bean a definite deterioration in the position
since 1932. Australia and Canada have both made
cousiderable advances. It is expected that the former
was helped to do this by the exchange advantage
that it bad obtained, It is clear from the figures
given in the Government of India report that the
imports of Indisn lead into U. K. have declined both
“in absolute volume as well as in their percentage to
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total imports. This decline which i clearly
poticesble in the 1333 and 1934 figures seems to have
continued still further in 1935, as the following
figures will show,
Imports into U, K, of pig lead for the firgat nine months.

1933 1534 1935
Total ‘060 tons 2087 2281 2435
Indis 399 315 330
Australia 1072 11872 1329
Canada 53°0 56'5 67°0

Cilcakes —{Rs. akhe 86;1,36) This iz a composite
group and detailed figures are not availabla regarding
each of its separate constituents to enable us to judge
of the detailed effect of the preference. By far the
moat important constituent of this group is, however.
groundnut cake. From the statistics available (I,
E. C. Report on Groundnut products, 1934) it is seen
that in 1931 and 1932 the average percentage of
Indian imports of the total imports into U, K. was
92. Thie was mainteined in 1933. It iz not known
what the percentage was in 1934, It is, however,
obvious that the competitors of Indiahold such a small
part of the market that the scope for a beneficial
effect of preference as such, if any, is extremely
limited. " The large expansion of Indian exports of
gtoundnut cake in recent years follows naturaily
on the greatly increased demand im the U. K. and
other markets. The point we have noted before
that the oileake trade is one which we need not be
anxious specially to encourage is ore to be borne in
mind in this conunection.

Carpets and Rugs :—(Bs. 1akhs 57; 74) In carpets
and rugs U, K. has been always our chief market
and the exports to that country have increased .
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-somewhat during the last two years. The per-
centage share of India in tha total imports into U. K,
under this head has also increased and this would
show that the preference has been of some benefit
to us. "

Paraffin Wazx :—!{ Rs. lakbs 53 ; 47 ) The figures
of the imports of paraffin wax into the United
Kingdom since 1931 show cleariy that there has
been no increase in the proportionate share of Indian
jmports to the total in 1933 and 1934, On the con-

_trary there is noticeable some decline in that share, -

Fodder, Bran and Potlards :—{Rs. lakhs 38;65)

" This again is a composite group and in the sbsence
of detailed information it is impossible to comment,

"The Indian imports into U. K. under this head are
slmost entirely made up of rice meal and dust and in

that srticle the Indian imports bave never met with

. any significant Empire or non-Empira competition,

Coir manufactures —(Rs. 1akhe 23; 25) This head
has to he considered under two sectiops.: coir yarn
and coir mats and wmatting. The U, K, supply of the
former has always besn drawn almost entirely from
two KEwmpire sources—Indis and Ceylon. Since

“1932 the only noticeable change in this trade has
been an improvement in the share of the U. K.
market by Ceylon at the cost of Indis. Of coir mats
and matting India has always been the predominant
supplier to U. K, but Belgium used also to send a
substantial consignment. Today the Belgivm im-
ports into U. K. under this head have totally dis-
appeared and the market is held entirely by Indis.
It is doubtlul, huwever, how far this result can be
attributed to Ottawa as Indis already took up 98 p. o.
-of the U. K. market in 1932.
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Pig Iron :—Under an agreement supplementary

-to the Oltawa agreament free antry has been granted
-to Indian pig iron into U. K, As the standard rate
iz 3314 p.c. and ss there msre ro other Ewmpire

suppliers this has meant that the Indisn supply has

almost entirely captured the U. K. market. The U. K,

market for pig iron i3, however, not a large ons and

it has to be noted that pig iron imports into U. K.

.are not increasing in spite of the greatly increased
activity in the iron and steel industry of that country,

Imports of pig iron into U, X, for the first nine months.

1933. 1934, 1935,
Total "Guv0 tonus  67-9 87-5 649
India 60-3 76-4 540

Apart from preferential treatment the Ottaws
delegation was able fo secure free entry into U. K,
for some of the articles in whichk India was specially
interested. The inost important among these articles
are 1ac { R lakhs 1,32; 1,46 ), mics ( Rs. lakhs, 24 ;
35 ) and myrobolans ( Rs. l1akhe 29; 25 ). In lac and
myrobolans India has usually supplied in recent
timnes more than 95 p, ¢ of the total demand of the
U. K. market. In mies algo India has always been
& dominant supplier and the competing sources are
mostly within the Empire. With a mere free entry
guaranteed no special movement of trade was ax-
pected ; neither has any come about.

Raw Cotton  ( Rs, lakhs, 3,37: 3,42 ):—There
is noe preferential traatment accorded to raw
cotton and its Imports, from whatever source,
were mnever subjcted to any duty. The U. E,
Governmest has merely undertaken to encourags the
use of Indian cotton in U. K. and has set up &
committee to carry on some propagsnda and research
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in this behalf. Apart from the expenditure—whoss -
extent we are not able to mscertain—in connection
with the work of this committee, there isx no burden
involved on the U. K. producer, consumer or tax--
payer in thia connection. Hence it is highly mis-
leading to inclnde raw cotton as falling within the
scheme of preferences. It is very difficult to gauge
how far the work of propaganda. and research has
been useful in extending the market for Indian raw
ootton in England, The consumption of Indian raw
cotton in U. K. has always been subject to considera~
ble fluctuatiops, both in absolute amount and the
proportion of the total of raw cotton imported inte
U. K. The following is the percentage of the imports
of raw cotton from Indis of the total raw cotton
imports into U. X. for s number of recent years =—
1929:6-8; 1930 :10:0; 1931:9-7; 1932:4-3; 1933:
78; 1934: 12-1. It will be observed that the 1933
percentsge is less than the average of the three years
preceding and even the 1934 percentage is not extra-
ordinarily above the percentage for the years 1930 or
1931, The consumption of Indian raw cotton in
U, K., it iz well known, depends almost entirely on
the relation between the price of Indian and Ameri-
can cotbton. Now the parity ( i. e. percentage of Indian
price on American ) between the prices of Middling
American and Fine Broach at Liverpool was for the
greater part of the year 1932 between 94 and 90,
throughout 1933 it tended to come down and varied
between 90 and 80 snd it remained for the greater
part of the year 1934 below 80. This weuld show
that the progressive cheapening of Indian cotton in
terms of American was by itself of sufficient magni.
tude to explain the greater consumption of Indian
cotton by Laucashire in recent years. Even if it
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were claimed that some part of the increase in cone
sumption was due to the efforts of the Liancashire
Committee we wish to emphasize the very great
difference between a trade advantage obtained in thia
way and that obtained by preferential tariff treat-
menk, There is, 88 a fact, not even a theoretical
objection to favouring another country's gocds by
means of disseminating information and condueting
research. It was along these lines that the activities
of bodies lika the Imperial Economic Committes and
the Empire Marketing Board were carried on in Free
Trade England, and no one could say that the costa of
such activities are either excessive, wasteful or even
onerous. As a fact they are in the lorg run advan-
tageous to the country wbich incurs them. Research
and a spresd of knowledge of the ways in which
Indian cotton ¢an be used is of benefit to Laneca-
shire itself and in the jong run all steps that make
Lancashira dependent less exclusively on the Ameri-
can supply of cotton sre eminenfly to its own
advantage. So that while one may acknowledgs the
posaibility of the activities of the Lancashire Cotton
Committee proving of some immediate use to the
Indian raw cotton producer it should be made clear
that they are of a type that lay no significant burden
on the English producer, ¢consumer and taxpayer end
that they are of ultimate advantage to the Lancashire
industrialists themselves, We, for our part, would
never object to the most extensive reciprocity along
these lines in favour of British goods, If the Indian
Government can undertake activities by which the
spread of information among consumers or the con-
duct of research work by government bodies ic India
would further the sale of any types of British commo-
dities this should be certsinly done in exchange for
2
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wsimilar treatment of Indian goods in England. We
would not grudge any expanditure slong these lines
and we do not think that the monies will be ill spent.
But we object most strongly to considering the -
-costs of the activities of the Lancashire Commitiea
ns on s par with the sacrifices involved to the con-
-sumer and the tax-payer by a manipulation of the
-eustoms duties. _
W

We have examined above the movement of trade -
in all articlee included in the Ottawa arrange.
:ments in which the exporte fromn India to U. K,
averaged during the years 1933-34 and 1934-35
:at approximately more than Rs. 25 lakhap. a It
iz unnecessary to extend the examination to less
‘important articles of krade. Before we go on to indi-
gate the conclusions to which the aliove sxamination
leads us it is necessary to note certain important
-rogorvations. It is extremely difficult to isolate the
offect of preference, and any quantitative measurement
-of the effsct of that policy is impossiblee. We have
already commented on the misleading nature of the
-calculations entiiled “ advantage on landed cost ' in-
cluded in ihe Government of India reports. We have
no ides as to what the state of trade would have been
in the absence of the Ottaws agreement and, of
-gourse, cannot say that the increment in percentage
shares noticed in individual commodities are, in any
given proportion, to be attributed to this agreement-
Indsed a change in trade voluwmes or percentages®
unless studied in relation to all the facks of the trade’
cannot warrans us in arriving at any conclusions:
Weo have szid sbove that al! measures of interference
-guch as a preferential tariff must have some repercus-
gion on trade; but the extsnt of this repercussion
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-differs widely from trade to trade and hence the
necessity of examining each item in detail. The
important test in this examination that we have
used is the percentage shara of U. K. trade in any
~eorfmodity that India obtains and the additional
advantage gained, presumably as a result of preference,
It is, however, also important in seeking preference
or free entry forany commeodity to consider whether
the total U. K. market for it is important or not.

We note that the {ea trade, being entirely
extraneously regulated, shows no effects of the
‘Ottawn agreement; in the case of tobaocco, paraffin
wazx, lead, coir yarn and coffee there has been s da.
finjte decline in the percentage; in the case of jute
manufactures, tanned sking, teak, oilcakes, bran and
pollards, castor seed, coir mats and matting no
significant difference in the percentage either way is
to be observed; while in linseed, tanned hides, ground-
nut, rice, and carpets and rugs a definite advance in
percentage has been noticed. The most important
constituents of the free entry group are lac, mica and
myrobalans, The speculation in shellac renders the
recent trade figures of that commodity useless for
drawiog any conclusions; while in both mics and
myrobalans no incresse in the percentage share is
noticeable.

The percentage rtelation by itself is not conclu-
pive but when it is considered with the other rele.
vent factors it makes certain deductions highly
probable. In jute manufactures, tanned goatsking,
teak, castor seed, lac, mica, myrobalans, gtoundnnt
oileake, rice meal and dust ete. India is almost the
sole supplier to the U, K, market. With no dirget
competitor in the field, a preference is of no more sig-
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nificance than affording a doty-free aniry to ther
market. It has besn suggested that it helps in keeping
off the competition of substitutes ; but this is an
advantage whose existence requires much more
concrete proof than bas hitherto been made available,
For example, what is the point at which jute manu-
factures msay begin to be replaced by some alterna--
tive means of packing is not easy of determination..
The Review of the Trade of India, 1934-35 notes
how in some countries efforts at inding substitutes
are being made; but in most of these oases thein-
oentive is that afforded by an almost prohibitive
soale of duties or that of deliberate attempt at self-
usfficieney. It is clearly open to doubt whether the
difference made by a 10 p.c. revenuse duty would be-
large enough for this purpose. A 10 p.e. revenus
duty would no doubt affect somewhat the position of
s direct competitor but not materially that of a sub-
stitute commodity, Woe find that the effects of a
10 p. o. duty sre a number of times countered even in
the case of o direct competitor by snob factors as-
exchange fluctuations or crop shortage, We, there-
fore, conclude that in the type of articles noted above
a preference has little significance. We shall have
something to say later re¢ the obtaining of free entry,

There are next a series of articles in which the
main competitor of the Indian article in the U.K.
market is produce from another Empire country.
This is for example the case with coir yarn where
the competitor is Coylon andtanned sheepskins and
pig lead where the competitor is Australis, In these -
_ trades general Empire preference has mesnt practi-
cally no change from the pre-Ottawa conditions.
There are other commodities such as coffee, paraffin
wax and tobacco where the competitors from nope
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“Empire countries hold, on account of various reasons,
-suchk a strong position in the U. K. market that a
- preference of the degree of 10 p.c. or theresbouts
has not helped to stop a further deterioration of the
Indian position. It is, of courss, possible to say in
“this case, as everywhere else, that the position would
‘but for the preference have been worse. But even
‘this is doubtfal. In most such cases the U, X,
- market for Indian produce is a small and specialised
-one and the diffieulties in the way of expanding or
-retaining it are mainiy those of quality of produce
- or marketing orgniasstion ; and a small mensure of
. preference is thus nnable to affect ks position.

A definite rise in percentages is to bs observed in

"the case of tanned hides, linsesd, groundnut, carpsts
and rugs and rice. In tanned hides the normal! posi-

tion is that of Indis being the dominant supplier fo

“the U, K. market. This position was temporarily lost
- during the years of depression and regained after 1938,
‘hence the noticeable increase in percantage. In all
“the othar products the competing sources of supply
‘in the U. K. market being to a large extent oulside
the Empire, definite advautage of the preferential

treatment has been available. It should be noted

:that the position of Indian rice in the U. K. market
:before Ottawa was substantially similar to that of
Indian tobaeco and coffes and that Indian rice has

gained in the U. K. market only because the amount

-of preference given has been very high, The pre-
‘ference is indeed so high that it temporarily led to
the creation of a flourishing rice-milling industry in
U. K. on the basis of the imports of Spanish paddy

-which could come in subject to & 10 p. ©. ad valerem
-duty. This import was put a stop to when on n 7é-
‘presentation by the Government of India the duty on
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paddy was raised. While the increasa in the trade -
in linseed and carpets and rugs was anticipated by us
in 1932 it may be admitted that the course of ground-
nut trade has been different from what we had ocal-
culaked it would be, It should, however, be observed -
that this is the result of an important change that
has come over the world trade in groundnut and that
weo nre likely to lose more in consequence in the
Freuch market than what we bave gained in the
British, U, K. before Ottaws drew its supplies of
groundnut chiefly from India, British W, Africa and"
Frenoh W, Africa. These were also the chisf sources
of supply of our meost important customer of ground-
nut, viz. France. Toboth U. K. and France India
supplied the bulk of their groundout requirements,
The recent organisation of f{rade on Imperial lines
“has oome tn mesan that U. K. has almost ceased
to take up any goundnut from French W. Africa and
that France is rapidly contrscting her purchases of
Indian groundnut. Now so far as groundnut is-
concerned the French market is vastly more important
than the U. K. market. The consumption of ground-
nut in France in recent years has been on anaverage
more than five times the consumption in U, K. (vide
I E. C. Survey 1934). Hence it is open to doubt
whether, at least so far ag groundnut is concerned,.
reorganisation of trade on Imperial lines can be held
to be beneficial to India.

We have noted that preference has been of active-
use to Indian trade only ona limited range of com-
modities and that even among these commodities in one
case, i, e, rice, the total share of our exports taken up.
by U.K. is extremely small, There remains to consider
the question of {ree entry, We have noted above:
in the oase of & number of commodities that, though.
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a preferential treatment has no partioular value,.
obtaining a free entry to the U, K, market is helpfol
to the trade. One consideration may be noked at the-
very outset. It is that in the csss of almost no-
important Indian export to U. K. does the commedity
compete with U, K. home produce. Even in jute manu--
factures the Dundee products are substantially of a.
different type from those imported from Caleutta. The
imports of Indian agricultural products do not eompets-
directly oriudirectly with British agricuitural produe-
tion, We are not thus affected by the new protectionist
policy of Mr. Elliott either, Hence the main ground.
for opposing the abolition of import duty is in this.
case non-existent. Further except for rice, carpets.
and rugs and coir mats and matting slmost ‘none of
tha articles of export that wa have examined above-
are consumers’ goods. They are all in the nature of:
raw materials or subsidiary produets helpful in the-
preparation of finished materials by U. K. manu-
facturers and hence it is obviousily to the interests of-
the U. K, industrialists to obtain these with as light
a fiscal burden as possible. Thet the U, K. manu-.
facturer and trader is really anxious in this behalf
ie clear in a number of ways. Thus the linseed oil.
industry secured for itself from the beginning a.
rebate of 50 p. ¢. of the revenue duty on the non-
Empire linseed contained in sll exports of linseed
oil products from U, K. This drawback was increased.
to 60 p. e. in 1934. Even so we learn that “the linseed
oil crushers in this ocountry ( U, K.) have been
seriousaly prejudiced and resentihe tax on their raw-
material.” ( The Economist Commercial History and
Roview of 1934, p. 44 ). The latest Government of
India report on the working of the agreement notes
{p.102) how the T. K. tanners successfully
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agitated for the removal of the duty on eome mom-
Empire tanning materials. Similarly the 10 p.e.
duty on lead having had a very depressing effeet
on the business in_lead on the London Maetal
Bxchange it was on the advice of the Import Dutiss
Advisory Committee substautially reduced only
& few months ago. The chances of at lesst
& mild recovery in business are now much brightar
than they were in 1932 and hence the U. K. marn-
facturers will be all the more anxious to obtain
<duty-free raw material for themselves. The raising
of revenue was never an important consideration
in the imposition of the import duties by U. K. and
henca the question of the consequential loss of
Tevenue need not be raised in this connection. Fur
ther as in the large majority of articles in which
India is interested the U. X, market being held en-
tirely by Empire producers or India being the =sole
Empiresupplier the abolition of preferential treatment
<or the reducstion of ii to more free duty is not likely
to be opposed by interests in other parts of the
Empire. The chief reason why in 1932 U. K. imposad
import duties was, it was said, the anxiety to attain
to a bargaining position with other countries. It is
likely that the anxiety to continue to be able to
bargain favourably with India may induce U. K.
to refuge Indian products free entry even though
®uch a step may be in the inlerests of U, K. manufae-
turee. We shall, however, consider this mepect of
$he problem somewhat later.

Woe may then conciude thin examination of the
export trade of India by stating that it is only in the
cese of a very small number of our exports thet
preferantial treatment has been of clear use to us and
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+that its continusnce is likely to bs helpful in the
future only perhaps in the case of linseed, carpets
and rugs and rice, It is also doubtful whether a pre-
farence on linsead will continue to be available in the
future. On a large majority of the other products
& free entry to the U. K. market is all that the Indian
producers need and the grant of such free entry is
emsentially in the interests of the U, K. producers
themselves.

'y

We bave made it abundantly olear above that

no quantitative measurement of the effects of
the Ottaws Agreement on our export trade is
possible. It iz even more difficult to gauge the comt
to reveoue and to our consumers of the preferences
that we have in return extended to British goods,
We do not undertake an examination of the incresse
in the imports of British goods into India as 8 vesult
-of preference, ag the ascertaining of the profits aceru-
ing to British trade is neither relevant nor useful for
our putrpose. What is pecessary and useful is to
estimate the loss snffered by revenue on sccount of
‘the preference and the increamsed burden on the con-
sumer, For it is ciear that the cost of the preferenoe

is borne by India partly in one way and partly in
the other,

The Central Board of Revenue prepared for the
Asgembly Committee in 1434 a statement giving am
appreciation of the effects of the Oitawa preferences
anthe customs revenue. Thie statement coueists of
‘three tables. In these tables are considered tariff
‘headings (i) completely saffected by the Qitawa
Agreement, -(ii) partislly affected by the Agreement,
and (iii) not effecied by the Agreement. The tables
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get out the customs revenue obtained in the
years 1932-33 and 1933-34 under the various
headings and indioate whether there has been an
increase or a decremse. The oconclusions arrived at
are that under head (i) there has been a slight increass
in revenue, under head (ii} a fnir decrease and that
the most substantis]l decreases have taken place under
head (iii). It is supposed to follow from this that the
Ottawa Agreement has not affected our oustoms reve~
nue. It is difficult to understand how these figures
ocan prove anything. The yield of custorne revenue
-depends on two factors: (i) the extent of the trade
and (ii} the rage of duty. When we are considering
the problem of estimating the effects of preferential
treatment on oustoms revenue wea have to take two
poseible effects of preference into account: oue that
of contracting trade and affecting revenue and the
other that of diverting trade from imports liable to s
higher duty to those liable to a lower duty. In the
case of thoge articles in which the level of duties did
not rise at all as a result of the Ottawa Agreement
the first type of effect would be totally absent,

For example, the duty on motor cars in Dec, 1932
was 3717 and prefarence was given to U.K. by lower-
ingthat duty in the case of U. K., imports. In doing
this no further obstacle to general trade was raised
and one epecial section of it was encouraged in prefer-
ence to others, The total effect of the Ottawa scheme
ou the motor customs revenue would be gauged by
estimating the extent to which in that year trade
was stimulated because of the preference—this would
count on the credit side—and also estimating how far
trade was mersly diverted from care liable to 3737%
duty to oars paying 307, duty—this would count on
the debit side. It is only estimates of this nature
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which would show the effects of preference on cus--
toms. Instead, the Board of Revenue gives the figure
of increase in oustoms revenue from 1932-33 fo.
1933-34 and seems to consider that as measuring the
offect of Ottawa. For aught we know, the trade in
motor cars would have increased to the same extent
even without the preferential treatment of British
cars and the only effect Ottawa had was in increasing
the sales of Haoglish cars at the expense of American
cars and thus causing a loss to our revenues. At
least, it is clear that the mere figures of customs
revenue for the two years warrant us in drawing no
conclusions.

In the absence of statistioal information of
this nature we can only proceed on the basis of
estimating probable reactions of trade. The majority
of preferences given were in the neighbourhood of
about 107, and in the majority of caces the preferences
were given by increasing the standard level by 57
and Iowering the U, K. level by 5% as compared with
the previous rate, It is difficult fo say to what extent
the demand ocontracted, or its recovery was impeded
by the increase of the general rate of duty by 5% or-
thereabouts, But wo are of opinion that in the majo.
rity of eommodities the preference given to U. K,
goods waa not likely to stimulate trade. In those -
commodities in which U. K, was the dominani
supplier and its supplies already priced low, trade -
could be stimulated by preference, but as ia the case -
of the majority of srticles this did not hold true, pre- -
ferenice would have had the effect of merely bridging
the competitive difference between British aud non- -
British sources of supply and enabling the U. K.
producer to expand his market at the cost of non-
British competition or to hold his own. It is most.
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Fikely, therefore, that the effect of preference an our
-customs revenue was folt mostly by way of the Joss
wentailed on account of the transference of a portion
of the market to U, K, prodacers, i. e. the lightly
itaxed producers,

Another feature to be noticed about the tables
‘presented by the Cenfral Board of Revenus is the
-exclugion from the influence of Otftaws of cotton
piece-goods and iron and steel. Formally the
-exclusion of iron and steel might have been correct
dn 1934 but as the 1935 Indo-British agreement
‘balances the free entry to TYndian pig iron
-against the prefarential treatment of British iron
and steel, even this no longer holds true. But in
view of the Mody-Lees pact and the consideration of
raw cotton under the Oitawa arrangementa
it wae obviously never right to exclude cotton piece-
goods. For our part we bave always maintained that
-the preferenocee granted under cotton and iron and
-gteal ought both to be reckoned in & measurement of
‘the total effects of preferential arrangements. The
value of trade under both these items is very ocon-
-#iderable and the measure of preference accorded is
-algo grest. The preferential element, be it noted, in
jron aand steel has actuslly been increased in a
number of items in 1934, It is extremely likely,
therefore, that under them the loss of revenue ie most
‘marked.

Thera are not data encugh to evaluate quantitati-
-vely the loss to revenue along lines indicated above,
But it is only along such lines that an even approxi-
-mately correct estimation of loss is possible. What-
" .aver the loss in customs revenue sustained by us it
~is clear that we can ill afford it. It is notorious that
tthe Ceniral Government in India depends to a very
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large extent on receipts from customs for its finance
and it is the falling off of this revenue that haa led
it in recent years to resort to the very objectionable
method of levying exciges,

While it is difficult to attempt an estimate of
the loss sustained by our revenues the burden ime
posed on the consumers by the preferential arrange-
ments is slmost impossible of estimation. Dr. Meek,
for his report on the working of the Agreemet for the
year 1933-34, had caused to be compiled a series of
statistios of comparative prices for the pre-Ottawa
and post-Ottawa periode. Figures on the same lines
have been given in the 1934-35 report aiso. The
writer of the 1934-35 report has contented himself
with pointing out the difficulties which make it im-
possible to draw any conclusions from these statis~
tios of prices. Dr. Meek, however, in his repori
hagards the definite conclusion that the consumer hag
not suffered. It is evident that Dr. Meek was carried
away by hias tco great enthusiasm in the cause of
Ottaws. For it is otherwise not possible {o explain
how he could write sentences like the following and
place them in juxtsposition :

Lastly the price reductions may have been efooted by
imperceptibly reducing the quality of the supplies ... Bome
of the Collectors of Customs have definitely stated that
some prices have been reduced at the cost of quality ..,
But by whatever method the end was achieved the fact
remains that the prices of both preferential and nope
preferential items have fallen in most cases and the
consumer has, therefore, profited to some extens as
result of the scheme of preferences.

To begin with it is obvious that Dr. Meek's
claim amounts to saying that the consurner must
benefit from & price reduction even though it
hag been brought about by a deterioration of the
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quality of the commodity in gquestion !! Further
even though it be admitted that the prices have
fallen, how can that fall bhe called =a result of the
gcheme of preferences? The one way.by which Dr.
Meek tries to estabiish a connection between these
two is by visualising the ncn-British importer ag
cutting down his prices in anattempt to compete with
- the British importer getting preferentisl freatment,
No doubt temporarily such devices may be resorted
- to, but they cannot operate over a series of years, In
the long run quality must suffer or the market given
up. And if this did'not bappen and the nor-British
importer was always able to cut prices and keep his
- market why should the Britisher ask for the prefer-
ence, unless it be, of course, out of benevolent inten-
tions towards the Indian coneumer? Further,even Dr,
Meek admits that in commodities where international
prices are controlled by rings this type of considera-
tion would not operate. How such rings would take
full advantage of the tariff wall is best exemplified
by what happened in the case of galvanised sheets,
When the supplementary agreement to Ottaws was
entered into we had remarked that the consumer had
now been delivered bound hand and foot into the hands
of the combined iron sand steel industries of Great
Britain and India Government to put some cheek on
this exploitation of the consumer imposed 8 maximum
price on the trade but it transpires that this mazimum
was exceeded and Goevernment naver noticed this till
it was reported op a year later by the Tariff Board.

As a fact the small price fall in recent times of
imported articles has had nothing to do with prefer.
ence. The imports of India mostly belonz to the

_group of manufactures ; and the last two years have
‘witnessed & tendency towards the bridging of the gap
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betwaen the prices of agricultural and menufactured
goods by a continued fall in the price level of the
latter. The following table shows the movement of
prices of these two groups of articles in Indis :

Exported Articles. Imported Articles.
Indisn Index No.

Dec. 1932 120 129

Dec. 1934 124 124
Calcutta Index No,

Dee. 1932 69 115

Dec, 1934 76 . 109

The movement revealed by both these indices is
identical. This is further a movement not confined
to India. The League of Nations® Review of World
Production and Prices (1925-34) wnotes that " in most
countries for which information is available raw
materials rose more { or fell Jess )} in prioes in 1933
than manufactured articles,” TIn L93l also the same
movement was continued in a large number of
countries. Supporting statistics may be cited from
Japan which next to U. K. supplies to us the largest
volume of our imports. The following figures are
taken from the monthly cireular of the Mitsubishi
Economic Research Bureau :

Index No. Commodities Imported
. for export, commodities,
Jan, 7-1933 159-0 1712
Jan. 190-1935 1339 192-3

Japan imports mostly raw rmaterials and ex-
ports manufactured articles, Hence the movement of
prices in these groups is opposite to tha: shown in
the table of Indian index number. It will be observed
that the extenk of the movement in the Japaness index
numbers is even greater than that shown by the Indian
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index numbers; It is unnecessary to enter into thes
causes of this tendeney of price movements. For our
purpase it suffices to point out that the price fall in
imported ecommodities is the result of causes extra=
neous: to the prefersnce arrangements.

It has further to be uocticed that the moveament
of exchange rates has been a factor powerfully
affecting prices and trades, Thus, one of the reasons
why Japan has been able to lower the prices of its
goods is the exchange advantage obtained by it.
On the other hand, the countries of the gold bloc and
Germany have been handicapped by their exchange
rates and have found it difficult to lower the prices of
their products to any marked extent in the period
since Ottawa. The extent to which exchange consi-
derations may influence trade ig clearly shown by
the wvariations in the imports of motor vehicles into
India. In 1933 helped by the adversedcllar exchange
and the Ottawa preference Great DBritain was able
to capture a considerable portion of the Indian
market for motor vehicles. In 1934, on the other
hand, the depreciation of the dollar placed U.8.A,,
inits turn, in a favourable position and American cars
recovered their old position in the Indian market in
spite of the praference.

It has been maiotained a number of times that
the Ottawa sarrangements have led to a lowering of
tariff barriers, It is obvious that this is not true at
lesst of India. Itis not possible for us to compile
an index of the level of cuatoms duties. But itis
enough to point out that of the 163 items contained
in Schedule F to the Ottawa Delogation’s report on
which preference has been granted to U. X, the grant
of preference has meant some raising of the general
rate of duty in nearly 100 items. In most cases
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this has been achiaved by lowering the rate on
British goods by half the measure of preference and
adding half the measure totha general rate. On more
than 15 items, however, Ottawa has meant raising of
the general level of duty by the full measure of the
preference. Now it can confidently be maintained
that so far as consumer’s prices and the real mes-
auring of the tariff wall is concerned, it isthe general
rate that is the ruling one. It is not the height of
the barrier st which one section of the supply comes
in, but the bheight at which the general supply
comes in that determines trade and prices. Hence
the ecmges in which the tariff rate is lowered ip
favour of U. K. without lowering the standard rate
are not to be reckoned as instances of a lowering of
tariff barriers. They mean nc doubt no sdditional
burden to the consumer bub they mean also, in
goneral, no relief to him; and in their case it is the
loes of revenue involved that measures the loss
caused by preference to the country granting it,

It msy perhaps be argued that this is not true
of trades in which U, K. is the sole or at least the
dominant supplier. It is difficult to determine to
what extent this may be true. But we need not
enter into any complicated analysis on this account,
For, in contrast to the position which India holds ip s
great many lines in the U, K. market, it is only in
a vory few items of trade that U, K. can claim even
a8 great as a three-fourths share of the Indian
market. Among {he groups of articles to which
preference has been granted by India there sre only
four such items. These are: arms and ammuni-
tion, engine and boiler packing, toilet soap apd
cycles. And among these cheap Japanese sosp has
beenskept out since December 1933 by a specific
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minimum duty. On the other hand there are a large
number of heads undar which U. K. does not com-
tribute even 25 per cent. of the toial imports even
after preforential treatment. The most important of
these mre earfthenware and porcelain, haberdashery
and millinery, packing paper, toys, umbrellas and
motor omnibuses. We can in this connection do
no better than quote » paragraph from what we
wrote in 1932,

There are a great many important linod in which the
U. K. importeris in soinfarior a position that a large
part of the supply will continue to ba drawn from other
ecountries in 8pite of the preference. Such lines are motor
cars apd lorries and poeumatic motor covers ; metals like
brass, aluminium aond oopper; metal lamps, enamelled
jron-wares and builders' and domestic hardware; sutlery;
electric lamps and fans; typewriters; blankets and rugs
and woollen piece goods; prioting and packing paper and
pencils; canned fruis and condensed milk ; porcelain; toys;
playing cardd etc, 8esondly in these and even in others
in which the United Kingdom is dominant non-British
supply is mostly taken up by the poorsr consumer. Me.
Ainscough omphasises again and again the strength of
the competition in what he oalls bazaar trade. The
Indian consumer may be blamed for disregardiog qualisy,
but it is obviously his lack of means that forces him to do
so. As Mr. Ainpscough has himself putit at ooe place,
“gvery pie counts,” If for suon a statement any
authority is needed we may gquote it in the words of the
Fiscal Commission. “The great mass of the peoplein
India, it must be remembered, are paor.”™ And it is
-especially the poor that consume non-British goods. Feor
these they evince a partiality bacause of their cheapness
and we are now being asked to penalise them very
heavily. Yu respect of teriff burdens the Fiscal Commis~
sion has clearly laid down; * Such burden as appears to
us inevitable io the pursuit of a policy of more rapid
industrial development of India, the Indian consmmer
must be asked tobsar. But he should not be calied upoo
$o bear an additional burden on top of this for the further-
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auce of interests which are not primarily Iodian, ™
{ para 243 ). This aaditional burdan is being imposed, it
should farther be remembered, at a time whan, on ascount
of the fall inworld prices, tha mass of thse Indian
population is enormously poorer than it has been for
many years past,

In a number of commodities mentioned above
the U, K. share has increassed since the grant of
preference, but in most of them non-British supplies
are still very important and all of these now bear
a higher duty than before. It is always extremsly
difficult to measure the burden on the consumers and
in this case the task is rendered imposaible by a
-contemporary fall in the prices of manufactured
articles. But there is nothing in the situation that
can lead us to believe that the burden of the tariff
hag not been prssed on to the consumer.

VI

We have, it will be seen, made no attermnpt to
balance directly the gains that may be available
to India under the Ottawa Apgreement againsg
the losses and sacrifices entailed by it, Wa fee]
that it is impossible to estimate, quantitativaly either
-of these sides even in an approximate way. Ttis
necessary thus to emphasise these diffioulties ag
there have been current in this discussion some
entirely misleading calculations of this character,
There are the crude calculations of advantage on
landed costs which have been uged in a peculiar way
by Sir T. Ainscough and which have been used by
publicists in U. K. to support the statement that India
has gained more than U, K, by the Ottawa Agreemsnt.
But there is even such a statement as the following
by Dr., Mesk which requiras careful examinatiog :
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“The situation may be summarised in the statement,
that although after the Oftawa Trade Agreement
the United Kingdom has improved her position in
the Indian Market, there iz still a good deal of
leeway for her to make up, On the other hand
she has proved an incressingly important market for
Indian goods,'”” Here, prefacing the centence with
the words “after the Ottawsa trade agreement” seems
to imply s causal relation of the later trends in
trade with the =agreement for which there is
not ihe slightest justifieation. QOur detajled examina-
tion of the Indian export trade has clearly shown.
that the development of recovery in U. K, has affect-
ed in wvarying proportions the different tradesand
that very little of this development can be attributed
to Ottawsa as such. O n the other hand, the statement
that the U. K. has s good deal of leewny to make
up is based on the sssumption of a normal level. The
normal level that Dr. Meek assumes is that of the
pre-1929 trade of U. K. with India. But this level
can no langer be considered mormal, It is true that
gince 1929 the favourable merchandise trade balance
that U, K, had with us has considerably diminished;
but this is due to certain fundamental factors that
are unlikely to be afferted by preferential arrange-
ments.

1t is pecessary in this connection to emphagize &
very important change in the direction of world trade
that is progressively affecting international trade
since 1929. This change, which hsas been very
generally recognised by economists in recent years,
has been termed the “trend to bilateralism,” With an
increasing height of taciff and other barriers to trade
and- incrensing attempts at nationsal self-sufficiency
nations are regulating the measure of their trades
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- directly one with the other. The muitilateral system of
- trade in which surpluses of trade balances with one
country were balanced by deficits in that with ssother
bas almost broken down. This aas led to a great
many adjustments in trade relations and we maintain
that the recent changes in the trade balances between
" 1. K. and India ara for tke most part results of this
movement, We are not concerned with the merits
of bilateralism, neither is it necessary for us to con-
gider the economics of il. We merely note thag
+ Ottawn itself was a very important step in the pro-
gress towards bilateralism, The abaundonment of
free trade on the part of U, K, and the attempt at the
- organisation of trade on Imperial lines within the
British Empire were very important stages in this
movement. No doubt they were in part themselves
cansed by other earlier movements in this direction.
But it is equally true to say that they helped consi.
derably to inteneify the situation. The protestations
at Ottawa that Imperial preference will in course of
" time lead to freor trade all over the world did not even
then find wuch credence ; today they are thoroughly
discredited. This trend towards Dbilateralism is so
important a change, the probability that the changes
- brought about by it are durable is so high and the
way in whieh it affects our trade with U.K. so intimate
- that we shell deal with it anrd its results at some
length. We may begin this by describing the na-
ture of the old trade relations with an extract from a

. publication of a Scandinavian Bank.
The excess of imports of the United Kingdom, which
during the years immediately preceding the depressiog
was fairly constant, amounted in 1929 to £382 millions, a
sum wnich may be taken as representing the yield of the

overseas investments of the country, the income of the
merchant marine in foreign traffic and net profits on
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account of various other busipess activities, after dedue~
tion of the amount by which capital exports exceeded
capital imports in the form of amortizations, ete. The
most important item of income was, of ocourse, the yield
of long-term investments atroad, which according to the -
estimates of the Board of Trade amounted to £250 millions.

Accordirg to statistics availabla for 1930, only 24% of
British long-term capital abroad is invested in the United
Btates and 73% in Burope. It may thus be estimated
that about nire-tenths of the income from foreign invest-
ments are derived from other countries. Probably the
other payments by meaos of which England met her -
excoss of imports were also due mainly from thess
countries,

SBome 80% of excess ofimports arose, however, in trade
with Europe and the United States and only 20% in trade
with other countries. In fact, several of the countries
indebted to the United Kingdom, for example India, Brazil
and Australia imported more from that country than they
sold there; but the balance of their tota! trade was
active on acoount of their large exports to the United
States and Continental Europe.

The transfer of the large amounts which the raw
material producing coustries bad to pay in Eogland waa
therefore performed in the following manner. These
countries sold their producets to all jndustrial cuuntries of
the world and employed their exports surplus with the
United States and the industrial countries of Continental -
Europe for payments to England. England in her turn
emploved the currencies she thus obtained for purchases
of various products, particularly induatrial goods, in the
last mentioned oountries. These latter were to a cobsi-
derable extent dependent npon their export surplus with
England for their supply of foreign raw materials and
foodstuffs. ( Folke Hilgerdt: The Approach to Bilatera-
lism: Index. Stockholm, Aug. 1935.)

This extract brings cut very well the importance
to India of its export surplus in the trade with
U. 8. A. and the countries of the European continent.
It was only this export surplus that enabled us to
buy the manufactures of U. K. in such great exoess of
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the value of omr exports to that country and in
addition to pay the various burdensome but invisible
obligations that we owe to it. Bilateralism has
meant inevitably the steady diminution of our export
surpiuses with other countries. The specially strong
position that some of our products hold has no doubs
steadied the rate at whioch our export surpluses have
declined but no exporte are entirely substitute-proof
and when .nations are bent on obtaining self-suffiei-
ency or a closed economy within a group there are,
it seems, no lengths to which they will not go. Hence
though gradual, the tendency towards diminution of
our export surplue has been continuocus,

The following table shows the values of'the ex~
port and import trade of India with the more impor-
tant countries, It exhibits clearly the change in the
charactar of .the pre-1929 trade relations and
demongtrates how with the vanishing of our export
surplus with other ecuntries our imports from U, K.
have diminished, It has further to be remembered
tuat even so, the balancing of our obligations in recent
yenrs has been made possible ouly by a draining of
our capital or reserve raesources by means of exports
of gold.

VALUE OF INDIAN TRADE [ Rs, lakhs]

i Exports to Imports srom

COUNTRY. | Average M ] Average | |
v | 1933} 195¢- 1933-{ 1934~

"o 2p| 1954.) 1955 [ 06 1084, 2035,
U.K. 70,10 !47.21 !47,93 11433 47,59 33,72
Japan | 3482 1636 2080 | 1734 1261 244
Germany | 2865 | 9,84 | 717 ) 1603 889 1011
C.8 a 3626 1407 1200 | 1ses 78 R4
Belgium 1,03 | 448 4.38 716 12,66 | 216
France 1585 | 587 5.2 42 151 IL 1,53

1 |
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If we lose our export surplus we lose both the
eapacity to buy from U. K. and to pay for our invisi-
ble obligations. And the only way in which U. K.
<an extract these payments from ues is by creating
a direct surplus of merchandise trade in our favour.
The whole lesson of the post-war reparations and
debt tangle has been this: that a creditor country
which wants to recover its interest and other
charges must buy freely the products of its debtors,
U. K. in many of ite recent trade agreerments has
shown due appreciation of the importance of fhis
by providing more for debiand interest recovery
than expansion of its export trade. It is this
consideration that les at the bottom of its solicitude
for the imports of Argentine and other South
American ocountries. In thia also lies the great
strength of our position vis-a-vis U. K. We are
both the biggest market for U. K. producers and
U. K.’s biggest debtor and the biggest source of the in-
visible imports of U. K. Mr. Hilgerdt, in the article
from which we have guoted, pointa out how during
the years 1929 to 1934 the flow of trade along mul-
tilateral channels has enormously shrunk. The
greater proportionate diminution of the imports of
U, K. into India is the resulf entirely of this change.
Even so U. K. was the only important conntry with
whieh India bad an import surplus during both the
yoars 1933-1934 and 1934-35. If the whole world
trade becomes entirely bilateral—and there is noth-
ing in the world situation to-day that prevents us
from meking this assumption—then U. K, must buy
from us to the total extent of the value of what she
sells to us and the value of our invisible obligations,
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The view put forward by official spokesmen that
on the one hand it was the wickedness of foreign
<ountries that forced on U. K. the poliey of import
restrictions and imperial preference and that on the
other hand the Ottawa agreements have no$ had any
effect whatever in iptemsifying the ioternational
‘trade situstion is really too naive. * Retaliation
may or may not be a myth, It is useful 60 remem-
ber that the bogey is not newly raised but is at lesst
as old as the memorandum on Imperial Preference
by Lord Curzon’s goverament. There are a number
-of ways in which the possibility of retaliation is
disputed, Inthe first instance it is pointed out that
Imperial Preference is not ususally considered in in-
ternational trade as “discrimination™ against foreign
couniries. On this general question it is enocugh to
record the followingopinion of Prof. A, Zimmern:
“The combination of a gystem of reciprocity within
the Empire with the most-favoured-nation system in
external relations is no doubt illogical and thus
lays iteelf open to oriticism.” (Index, June 1933.) In
practice what i and what is not considered “dis-
<rimination " changes from timse to time. When the
messure of Imperisl Preference iz not considerable
foreign countries may not troublsthemselves abou
it; but if its effects are deaply felt it will certainly
be resented. It is, for example, an open gqusestion
whether under the new U. 8. A. policy of uncondi-
tional extension of raduotions of customs duties to
all countries not discriminating against U. S, A, the
preferential agreements within the Empire will be
interpreted as being discriminating or not. It again
depends on what you interpret as “retaliation.” Was
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the action of Japan in stopping imports of Indian raw
cotton retaliatory in character or not ? And will Japan
in the next renewal of the trade agreement put up
with such a‘high measure of preference in favour of’
U. K. goods, especially cottons ?

As regards retaliation in general, it may well
be said that today no retaliation ( except in such a.
case ng the tariff-war between U. K. and the Irish
Free State ) is to be noticed in the world. For, it is
not a quesiion of general easy conditions of trade to
be made more difficult against a particular country,
Tt is rather the variety and difficulty of the general
barriers that have to be discriminatingly lowered, No
country has retalisted on any other; each has raised
barriers against sll others. Today, thersfore, the
situation is that no country femrs retaliation but
rather hopes for favourable disecriminating treatment.
And the only way of cbtaining this faveurable treat-
ment is to negotiate & bilateral treaty. The crux of
the whole situation is thus whether we are free to
use our bargaining position to the fullest advantage
when negotiating with other countries.

It has been taken for granted by some official
apologists that it is no use entering into bilateral
treaties with countries with which we have a favour-
able balance. For, if the principle of compensation
is applied this favourable balance is either way bound
to vanish. It is obvious that such writers have not
had any acquaintance with even official trade litera-
ture such as the reports of the Indian Trade Commis~-
gioner at Hamburg. The Trade Commissioner at
Hamburg has commented in the past on the steady
diminution in India's exports of various comm odi-
ties to European countries, such as that of rice to
Poland, oilseads to France and Germany, etc. He
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bas invariably given as the reason for this diminu--
tion our not having entered into trade agreements:
with these countries. The best exposition of our
position vis-a-vis these European countries is.
to be found in the latest annual report of the
Trade Commissioner { Indian Trude Journal, Dec, 19, .
1935). Here it is pointed out that alrendy Indiahas lost
sll its favourable baiance of trade with Germany. .
Imports and exports just equal and they must continue
to rqual under the operation of Dr, Schacht’s new
plan of compensation trade. But this is not all ; for,
even with a trade treaty, we cannot expect a highly:
favourable balance of trade. The real danger, in the
opicion of the Trade Commissioner, is not disappesr-
ance of the favourable balance of trade but the possi-
bility that in the absence of trade agreements, the
total volume of trade will continue to sbrink. " One
inevitable result of Germany's adoption of compen-
sation trade and clearing ngreements is that she has
changed her sources of raw material supplies. She
ic now obtaining large quantities of raw materisls,
which she formerly bought from Indis from countries .
with whom she has clearing agreements,” In the Trade
Commissioner's opinion, these circumstances are
likely to continue for sometbing like a decade =and if
that happens he pointe out that we shall have per-
manently lost 8 good customer. Hegays: “ This is a
very serious danger and one which must receive due
congideration.” The Trade Commissioner’s final
comment on the whole situation iz as follows :—

With the exception of jute, Indian raw materials do .
not enjoy any monopoly of supply to the German markets,
and under the present abnormal conditions India can only
maintain even the form of trade with equaily balanged

experts aod imports to and from Germany by means of
compensation or barter trade. Undar these conditions.
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an eFpansion of exports from India to Germany postulates
an expansion of imports into India from Germany.

In considering the costs involved by the Ottawa

- agreement we maust, therefore, pay attention to a cost
- other than the loss of revenue and the increased price
to the consumers. This additional cost, to which we
attach very great importance, is -the effecé that the
Agreement has on our capacity to bargain with other
- gountries,

In this connection we may note the peculiar
character of the Ottawsa agreemant between U, K,
and India. By this agreement U. K. accorded pre-
ferential treatment or free entry to a small number
of the export products of India. Of the total value of
the exports from India to U, K. covered by the
Ottawa agreement the exports of tea alone amoung
to nearly 50 p. ¢, ; and the total value of the articles
of exports that we have examined in detail above
amounts to more than 95 p. e. Prof. Zimmern thus
characteriees the effect of Ottawa on U. XK.: “The
Ottawa agreements have loft Great Britain far freer
than was generally expected before the event to
negotiate treaties for tarif reduction with other
countries, It is indeed only in respect of some 30
srticles that her tariff is ‘tied’ in favour of the

- Domivion.” ( Tndex, June 1933 ). The preferential
treatment accerded by India to U. K. ranges on the
contrary over a very wide list of commodities of all
kinds. And the problem before usis: if our tariff

_gets ‘“tied " in favour of U.K. on almost all the

more important items in our import trade, what is

- there left for us to offer to the other countriss ?

The problem of a trade treaty with Japan will

. arise in an acute form in the near future. Whatever

- the unwillingness of the Indian Government to allow
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any manufasetures other than British a fair chance
in the Indian market, Japan as an important customer
for our raw materials holds such a strong position that
it can easily force the hands of our Government. At
the time of the last treaty a raw cotfon boyeott had
to be successfully enforced by Japan for some months
befare our Government woke to a sense of ite respon-
sibility in this matter. In recent years Japan has
proved a good buyer not only of raw cotton but of
cther articles such as pig iron, pig lead and lac,
On the sales of raw cotton to Japan depends a
great deal the prosperity of large tracts of agricultural
India. Of pig iron Japan has always been ocur most
impottant customer and even in fthe post-Ottawa
period the take-off by Japan of our pig iron has been
much more than double that by U, K, Qur sales of
pig lead and lac to Japan have increased very notice-
ably during the year 1934-35. We ean ill sfford to
discriminate against such an important customer of
ourg and we must, if we want to expand the Japanese
market for our products, be willing to extend the .
same opportunity to Japanese producers in respect of
st leest some of their export lines. The position of
our trade relstions with Germany has been made
olear above by extracts from the Trade Commis-
sioner's report. The U. S. A, President is recently
following a policy of entering into trade treaties
with other countries and of allowing general be-
nefit of a large number of reductions in customs duties
only to countries that do not diseriminate against
U. S. A, Allthe countries of continental FEurope
and as & fact all over the world are now working
by way of negotiating bilateral treaties, We have
noted above how U, K. has been left free to negotiate
with other countries bilateral treaties on favourable -
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terms in spite of Ottawa. In the csse of India
however, the opposite is the case. The imports that
she rsceives from her important customers like
. Japan, Germany, U.8 A, Franes and Belgium all com-
pete with some portion or other of the imports from
U. K. aud are mostly covered under the Ottawa pre-
ferential arrangements. We should, therefors, be
obviously unwise to accept the detailed schedules of
- Ottawa on which to give preference to U. K. or to
accept the general principle of preferential treatment
as propounded in the 1935 Indo-British agreement.

VIII

"“Where, however, important and influential nations are
eoncerned which car command the acquiescenoe of weaker
pations in less rigid interpratations of this principle of
competitive equality mu¢h progress is possible. Perhaps
the Ottawa agreemsnts of 1932 in whioch Great Brizain,
heor colonies and self-governing dominions all participated
aTe a caSe in poict. But if these Ottawa pacts illustrate
the possibility of 2 wide extension of areas enjoying com-
paratively unimpeded trade they also clearly indicate the
underlying conditions necessary for suceass. There is no
nead here to review the results of the Ottawa Conference
apnd assess its value to she mother country and to the
dependencies. Butit would not be easy to rsfute the
criticism that this series of trade agreements between the
gsevaral parts of the British Ewmpire bave been trade-
diverting rather than trade-enlarging in their effecis.
Moaoraover, they demand sasrifice on the part of some of
the participants which in the long run may prove t> be
intolerable”—Prof. J. Q. Smith * Economic Nationalism
and Iotecnational Trade ™, Decsmber 1935,

The above quotation from the Prasidential Ad-
dress of Prof. J. Q. Smith to Saclien ¥ of the
Britisk Association brings on} clearly ths nature
of the agreements entered into at O:tswa. Thz Ottawa
gcheme has not been of India’s seeking, and Imperial
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Preference as & general policy has always been held
to ba not in the interesta of India whether by Lord
Curzon's Cabniet or the majority of the Fiscal Com-
mission, It was because U, K. imposed import
duties to attain to a bargaining position with respect
to the other countries that imperia]l preferential
arrapgements are said to bave become necessary.
For, it is alleged that if we had not enterad the
Qttawa scheme we would have lost free access to the
“world's most stable and largest open rarket”. This
involves the assumption that the Ottawa agreement
batwesn England and India reflecta correctly the eco-
nomie needs and bargaining position of the one with
reapect to the other, We have already indicated how
it is only in the case of few commodities
like tes, linseed or tanned hides and skins that U. K.
is & domimant market for onr products. We are not
in the position in which other Empire countries
like Australia and New Zoaland find themsel ves, that
of having to look to and secure chiefly one—the U.E.
market. Neither can we hope for such an extepsion
of the U. K. market for our products as to absorb the
bulk of them, even if such an absolute dependencs
on one market were not otherwise undesirable. We
are under the necessity of having to sell a large
variety of raw products to a large number of different
countries. In some exporte, most important from the
point of view of the peasaniry, such as raw cotton and
rice, the U, K. market plays a most insignificant part.
Whatever our anxiety, therefore, for keeping a hold on
the U, K. market, wa cannot afford to do snything
which wiil jeopardise our position in the other import-
ant world marketa for our products,

. We have clearly shown above the strong posi-
tion that many of our produets hold in the U. K,
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market and the great importance of the majority of
them to the U, K, manufaoturer. Today when many
industrisl countries—U. K, prominently among them™
—seem to be in the midst of a process of economic
reacovery they must be specially anxious to obtain
their raw materials tax-free. The *‘necessity of ob-
taining raw matoriris in the cheapest market ™ has
been put forward as one of the safeguards against
retaliation on India by non-British foreigners. Pre-
somably this necessity operates with equal force on
the British industrialists. In asking for a free entry
for our praducts we shall thus be not calling for any
gpecial sacrifice on the part of the British consumer,
producer or tax-payer. Apsari from this our position
when bargaining with U.K. is one of the strongest, as
wa are that country’s most important market and the
most corgiderable debior. We have discussed in
detail this aspect of the question above, Any ob-
stacles that U. K, puts in the wav of the expansion of
Indian exports to that country can merely resulk in a
eontraction of our imporés of British goods. Hence-
the U, K. manufacturer has need to be quite ss
anxious regarding our export trade as about our im-
port trade. If bilateralism progresses apace our export
surpluses will in due course entirely wvaunish; we
must awake from now to the new situation that will
soon confront us, It may not be poesible for us to
regotiate for an export surplus but we should at least
attempt to maintain our trade relations with other
countries lest their entire market slips away from us
by stages. Wo must try to stabilise by trade freaties,
at least at the lower level that bilateralism demandes,
our exports to these other countries,

* The ** Economist " index of business activity in U. K.
has moved from 95§ in Jan. 1933 to 1161 in Jav. 1936.
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An attempt has been made recently in a series
of notes issued by the Director of Informa-
tion on Trade Policies to draw a red-herring scross
the trail. There notes eet out to compare the marits
of various trade policies and emphasize the defects of
the method of bilateral treaties comparing it specially
wiih the application of the most-iavoured-nation
olause. In reply to such contentions it may in
the firet instance be pointed out that India is not in a
position teday to choose independently for herself her
foreign trade policy. We are not in a position to set
an example to the world and we must mske the best
of the international situstion in which we find onr-
selves, Whatever our own wishes in the matter we
must seck trade treaties with other countries if our
failure to do so mesne an entire extinetion of our
trade with them, And that this is likely to bheppen
wo have proved above by reference to the course of
our trade relatione with Germany, Further in seeking
trade treaties of this kind we shall only be following
the most respectable precedents. That most right-mind.
ed of pations—the U. K.—has followed up Ottawa
by a series of bilateral treaties with countries in all
parts of the world. Canada hss only recently mego-
tiated an agreement with U, S. A. and Ausiralia has
eent delegstions to many couniries in the East for
the purpose of these negotiations. U.3S. A, bas fur-
ther shown how iosistence on the sapplication of
the most-favoured-nation treatment can be combined
with the technique of negotiating bilateral treaiies.
The supporters of the National Government in Eng-
iand have been at pains to show how the trade with
couniries with whom agreements have been concluded
has increased specially rapidly. It would thus ssem
oclearly necessary and desirable for us to follow this

4
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methad,  Government-inspired criticisms of these
trade policies can only mean that they begin to wear
a different aspect and have a different result esst
of the Buez. Wae are not advocating, we have always
most sirenuously opposed, the spread of further res-
trictionism. But when it becomes clear that our
exports to gther countries are dwindling rapidly,
because our Government would not try and enter
into trade treaty relations with them, we are gurely
justified in asking for an exploration of the means
of formulating such treaties, and when it is clear
that the general adoption of Imperial prefersnce is
aot called for in India's interests, and that the benefita
we can receive therefrom are very small as compared
with the sacrifices and the handicaps that it invol-
ves, we ate surely justified in denouncing the Ottawa
scheme,

In the management of bargsins the positions
of India and U. K. may be usefully contrasted.
Each time U. K. has skilfully manipulated the
tariff o a8 to benefit herself. The latest example of
such manipulation was afforded by the way in which
the duties on iron and steel imports into U. K. were
temporarily put up to enormous beights in view of
the wmegotiations with the Inbternational Stesl
Cartel and thus unexpectedly favourable terms were
gecured in the agreement of the U, K.
producers with that body. On the contrary our
Government is interested each timein favouring U, K.
manufactures without any chance of obtaining a
return, the latest example of this being Article 1 of
the Indo-British treaty of 1935. It is difficuit to undex-
gtand why the Government of India should go out
of its way to state that the normal Indian protective
arrapgements may be of a character so as fo be pre-

)3
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forentisl to U, K. It has all along been disputed by
Indian publicists that the preferential element in our
protective tariff has come in without any reference
to U. K. interests and it has been repeatedly pointed
out that the interest of the consumer eould be protect-
ed without introducing this preference. But even if
this contention were incorrect such a gratuitous ad-
mission, which is tantamount to deprecating on one's
own motion the benefit of the preference granted to
otherg, must be unique in bilateral trade treaties. It
ia not to be found in any British treaty with any
Dominion, though it is obvious that the comparative
competitive positions of the British and the non-British
producers are the same in other countries as in India.
And the great disparity in results may be emphasized
by the fact that in the Indo-British trade tresaty
of 1935 the free entry into U, K., to Indian pig iron, the
total value of which trade is in the neighbourhood of
Res. 20 lakhs, is balanced against the most substan-
tial preferential treatment to British iron and steel
imports into India worth nearly Re. 3 crores. In the
same way the prefereutial treatmeunt to importa of
British eotton piecegoods worth annually a good deal
over Rs. 10 crores is often set off against the
propagands on behalf of Indian raw cotton exports
to U. K.!! Cotton piecegoods and iron and steel are
our most vsluable import trades and the throwing
away of these preferences in the supposed interestz of
the eonsumer can best be described as a result of the
“acquiescence of a weaker nation” in a * less rigid in-
terpretation of the principle of competitive equal ity.”

If the fiscal autonomy convention is real and
our Government, both disposed and able to use to
the fullest our bargaining position, then the time bas
come, im our opinion, to change radicaliy the






APPENDIX
Table T
EXPORTS FROM INDIA (VALUE Re. LAKHS)

Article, 1931-22 | 1932-33 :1933-34 ‘,1934—35

Jute Manufactures

Exporta to all

countries, ; 2,19%4 21712 21375 2,146'8
Expoerts to U, K, | 1864 174° 6 Ii 160.2 159-7
Tea.

Exports to all

sountries, 19437 1,715-3 1,884-5 2,013-2
Exports to U. K. 1,692-8 1,478°3 1,756'6 18146
Ricenotinthe husk

Exports to all

countries. 1,740:0 1,3id44 1,019°7 1,008:6 -
Exports to U, K. 274 336 301 I
) ! !
Groundnut, |
Exports to all |
countries, 11,0137 7252 6947
Exports te U, K. 1147 62'7 il
&5
Skins Tanned.. 812
Exports to all |
countries, 3137 3042
Exports to U. K, 276.8 QT
89 1919
Paraffin Wazx. 547 i 46'8

Exports to all
countries, 2317
Exports to U, K. 76"

+
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Article, 1931-32 | 1932-33 ‘ 1933-34 % 1934-35
e :
Hidez Tanned ,
Exports to all ;
countries 2127 1621 240'8 | 1976
Ezports te U, K. 208;2 1593 2383 | 124'5
. i i
Oilseed cake. !
Ezxports to all- 2007 196 5 164.7 1970
Countries, .
Exports to U, K. 723 24 861 1162
Coir yarn, Mats
and Mattings,
Exporis toall-
Countries: 190°1 1291 1516 142°%
Exportsto U, K. | 988 531 628 60-3
Skellac,
Ezxports to all- |
Countriss.| 1839 12902 ¢ 464 0 3300
Exports to U. K. 450 3-8 , 1318 146°0
Lead.
Exports to ali-
Countries.. 1780 1525 1566 1395
Ezxports to U, K. 1052 119:0 1298 380
Linseed.
Exports to all-
Countries.! 1531 911 4575 299'8
Exportsto U.K. | 165 165 W12 1280
Castor Seed,
Exports to all '
countries, 1497 1304 1050 854
Exporis to U. K. 336 357 355 318




il

Article. 1931-32 | 1932-33 i';1933-34 I 1934-35
b |
Coffee.
Ezxports to all
countries. 945 109-8 1025 77
Ezportsta U. K. . 279 339 363 214
Tabacco,
‘Exports to all
countries. 854 Tl 938 I 820
Exports to U. K. 39'5 368 474 [ 347
Bran, Pollard etc.
Exporta to all
countries. 42 639 | 166 bl
Exportsto U. K, 182 | 540 i 380 E 648
Woollen Carpets
and Rugs.
Exports to all
countries, 567 635 727 898
Exports to U, K, 406 446 565 39
Teakwood %
Exports to all ‘ :
counteies. 56'6 402 62-1 942
Exports to U. K. 43 284 399 . 655




Table II

NOTE :— The figures for the year 1935 have been taken
from the Indian Trade Journal { 12 Maroh 1936 ),

IMPORTS INTO TU. K.

| |
Article. i 1831 l 1932 ' 1933 1934 1935
i
Tea. l
Lbs. (000).
Total Imports, 535,446) 565,962 505,032 507,596 475,600
Importsfrom India] 276,963, 311,964 279,974/ 274906 269,000
Fercentage. 51°7% 5511 5543 54'15 56'56
|
Leather. !
(Undressed 8kina.) | {
owt, {000). :
Total Importa, f .
Imports from In-| 1478 141-7 | 158-4 165°1
dia~ 98- 5 1021 1117 1235
Percentage. 66 89| 71-83| 90-88. 7515

Hides Undressed.
{ 000 cwts.) - ,
Total Imports. . 2975 2528 F6UB | AWMLY |
Imports fromIndis; 1886 2032 2352 | 2396 | ’

Percentage. 6342 8023 8768 28 23I
Groundnut. i '
Tonas (000) . ' ;
Total [ports. ' 1387 . 968 131'6| 1127 1399
Imports from India 81-3 ! 576 69-8 235 293
Percentage. L osgearl  ag7el  53-03 64601  64.18.

Jute Manufactures ’
In. Sq. Yds. (000) ; : '
Total Imports. 71,919 6B.666 56,250 60,820 71486

Imports from India; 36,759 67,332 55,076/ 60,644; 71406
Percentage. 7890 4805 9791 99-71 999
! 1
Shellac. f !
cwta, (000) i |
Total Imports. 120 108 171 40 ' 93
Imports from Indla, 117 ' 105 167 436 , 87

Percentage. o950 | 9722 9766 | 9909 | 936
- |




v - -
Article l 1931 | 1932 ’ 1933 J 193¢ | 1935
- PR
Linseed, ’ l 1 ! |
Tobs (000) ‘ | |
Total Imports, | 338 ) 362 . 249 | 184 | 257
Imports fromIndiai 15 9, 131 . 1140 ' 58
Percentage. | 4443 | 243 . 3261 G608 0 226
[ i
Oiiseed Cake, i l '
Tons (000}, | :
Total Imports, L 459 423 ‘ 387 558
Iwmports from India; 126 101 | 159 238
Percentage. 2745 F 2387 L 41°08 | 427 i
Pig Lead. | i
Tons (000) | '
Total Imports, 299 | %62 | 282 313 357
Imlpcrta from L !
ndia. 49 44 55 42 ° 43
Percentage. ' 16-38 1679 ‘ 1950 1341 | 134
Cleaned Ricewhole !
Cwta (000} : -
Total Imports, L441 | 1,592 1L9034| 1,358 1186
Imports from ; .
India. 453 527 644 808 : 896
Percentage. 3143 33100 622Wi G023 TIH
| :
Woollen carpets I '
and Rugs. : I
(Ia thousard 8q, ! !
yards) : ! :
Total Imports. 3,554 2572 2,505 2,76
Imports from ! ; . i
India, | 60 1,078 1,297 1,761
Percentage. o RTE8] 41M i 5087 6507 !
i i
; i
Teakwood. ! i
Cubie feet (0060} ‘ 1
Total Imports, 1,187 826 | 863 | 1.555: 1921
Importa from : '
Iuodia. , §69 731 ; 782 1,392 1788
Percentage. .t 7320 8849, 9061 8823 : 9301
: |




Vi

Artticle,

{
Bran, Pollards ete, '

Tons ( 000)
Total Importa.
Imyports from

India.
Percentage.

Coir Mate and
Mattings,

Sq. Yds. { 000)
Totai Imports.
Imports from

India,
Parcentage.

Paraffin War,
( 000 cwis)
Total Imports.
Imports from
Iodis.
- Percentage,

Tohucco
Uamanufacsured
Lbs. ( mill )
Total Imports
Imports from India
Percentage

Castor Seed

{ Tons 000)
Tota! Imports.
Imports from India
Percentage.

Coffee,

Cwts, (000)
Tota! Importa,
Imports from [adia
.Percentage.

Coir yarn,
Cwres, (000)

|

| 1931

3916
1591
1058

1
!
6,563

5332
81-24

i
1,312:

491
3742

1940
93
479

31
25 1
8064

751
6:12

Total Imports,
Imports from India|
Percentage. i

451
403
8935 l

L
I
4

1932 1
|

5249

184:1
3504

6,962

6817
9791

1,192

337
28-27

1749
92
5 26

23
20
80,00

742
30 |
6.73 %

216
199
9212,

f

1933

5455

1966
36-08 !

8,497

8,385 |
98.68 |

1,048

213 |
20-38 |

|

2111
130 |
615

33
9090

659
45
6.8¢

148

125
8445 ‘

1834 1935

7,912 8,405

7,820 | 8,346
o883’ 953

|
1,016! 1,141

235 | 265
2312 2322
|
239'3 | 2516

98 | L5
409 457
35! 36
321 29

yrr42 | 806

542 1 483

49! 10

Y04 62
o

153 ! 165

124 | - 140

8104 . B4'B







