


, Dbaoanjayano Oadgil Library 

IIImlmCllillmnEIII 
GIPE-PUNE-007500 

1 

1 



Other Works on Finance and Economics by the 
same Author. 

1. SIXTY YEARS OF INDIAN FINANCE, 
(1927, '2nd Edition)' .. .. Rs. 10,-

2. TRADE,. TARIFFS AND 'TRANSPORT IN 
INDIA, (1923) ., .., .• " 10/-

3. WEALTH 'AND TAXABLE CAPACITY OF 
INDIA, (1924). 

(In Collaboration with Mr. K.J. Khambatta.) " 10/-
4. 'CONSTITUTION, FUNCTIONS AND FIN· 

ANCE ON INDIAN MUNICIPALITIES. 
(In Collaboration with Miss G. J. Bahadurji, 
1925) " 10/-

0. GOVERNANCE OF INDIA {2nd Edition). 
(In Collaboration with Mis!! G.J. Bahadllrji, 1924)" 6/-

'6. INDIAN' CURRENCY, EXOHANGE AND 
BXNKING, (1922) " 4/-

'7. THE RUSSIAN EXPERIMENT, 1917-1927, 
(1927) .: " 2/-

POST-WAR GERMANY, (1928) .. " 2/8 

PAMPHL~TS :-

PROTECTION TO INDIAN IRON AND 
Sl'EEL INDUSTRY, (1924). 

INDIAN CURRENCY REFORM, (1924;. 
MEMORANDUM ON INDIAN PUBLIC EX. 

PENDITURE, (1922-23) .. 
Sold by-D. B.Taraporevala Sons & Co., Kitab Mahal 

BOMBAY .. 



THE BENAIU.I READERSHIP LECTURES, PATNA UNIVERSITY. 

FEDERAL FINANCE IN INDIA 

BY 

KL T.S HAH 

Professor of Economics, University of Bombay. 

D. ~. T ARAPOREVALA & SONS. 

Kitab Mahal, Hornby Road, Bombay. 

1929. 

Price Rs: 6/-



AU rights reserved by the Author 

Printed by DI'. A. R. S. Roy at the "Indian Daily Mail, 'I 
Fort, Bombay, , ' 

and 

Published by D. B, Tal'apOl'evaIa & Sons, HOl'nby Rd~ Bombay, 



LIST OF CONTENTS: 

PAGES. 

LECTUltE' I.-General Principles of Federal Fin-

.. 

.. 
.. 
" 

,. 

ance .. 1-61 

II.-Evolution of Financial Federation in 
India .. 62-120 ~. 

III.-Review of the Public Revenues in 
British India • :121-172 

IV.-Review of the Public Expenditure in 
British India .. 173-217 

V.-Finance and Economic Relations 
with the Indian States •. 218--294 

VI.-Financial Organisation and National 
Development, Audit, and Re-
conStruction .. 294-332 



I 

I 

-

A. G. M. D. 
TO 

MY FRIENDS 

MAKANJI AND GULAR MEHTA 

II You upset me, my dear. What, then, do you 

see in the eyes of your Models." 

., Their dreams,-or, perhaps, mine." 

(The Ro8arg French Version). 

I 



PREFACE. 

These Lectures were aelivered at Patna for the Benailli 
Readership of that University, for 1928·29. The subject 
chosen seems to the Lecturer to be one, which, at this juncture 
in our history, needs no special explanation or apology .. 
greater than the one offered in the opening paragraphs of 
Lecture I. 

Opportunity may, however,lie taken of this Preface 
to add one explanation, which nowhere occurs in the text 
specifically. The treatment of the subject bas been general;
avoiding all particular discussion of-the finances, whether 
of particular States or Provinces; not because the latter do
not deserve to be carefully studied, but because, from the 
point of view adopted by thei.ecturer,a detailed study of the 
several~ases would have added unduly to the size and scope 
of his work, even if such a course could have added materially 
to the value thereof. Detailed study of the finances in in
dividual Provinces and States,-aDil even in their likely co:n
ponents if split up, or their pOBBible combinations if confeqe
rlloted, for purposes of cultural harmony 9r ad.!D.inistrative 
conv~nience,-will have to be carefully made before the 
finapcial problem of the Indian Federation can be declared 
to have been solved. In these Lectures, however, the Lec
turer h811... confined himself to considering rather the general 
principles or guiding consideratioDs, which should attend 
the practical-studyof individual cases, than specific considera
tion of each separate case, in the hope that the line adopted 
by him would be as serviceable, at this juncture at least, aa 
the other method of treatment. 

Lecture V tries to concentrate in one place the case 
of the Indian States in certain matters relating to 
finance and economics. The stand-point has been adopted 
of the Indian States~ almost exclusively, partly because that 
stand-point seems to be scarcely ever considered with the 
attention it deserves; and partly also because, in them
selves, the questions raised in· that Lecture need much 
~d~LPublicit~!:1!.~1'..,.~n d,i,~u.ssion. Thegoveriiing 
luearoT"iiiiInamn natIOn, ill a federated form, has, however, 
~en nowhere abandoned, or modified. Hence the sugges
tion for the combination of the smaller States to form more 
.comparable and equal units in the Commonwealth of 
India! 
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The Lectures were addressed to an audience of Univer
sity students of all 9lasses, and were intended to be of genera 
public utility, rather, than as a: piece of learned research. 
There is much, however, in these pages whick the Lecturer, 
hopes will be found to be new, a't least from the point of view 
from which it is presented, if in nothing else. Comparative 
statistics, and learned analogies, have been, accordingly, 
kept Under very modest proportions, so as not to scare away 
the ordinary student from a glance at the Lectures in book
form. The Lecturer trusts this course would add to the 
general utility of the Lectures, without m'tterially diminish
ing such merit as they may possess as a contribution to our 
knowledge of Public Finance in general, and Indian Finance • 
in particUlar. 

Reconstructive suggestions have been attempted in the 
concluding Leoture; but they are unavoidably in a general 
form, being rough estimates rather even than close approxi
mation. The main tendencies, however, of the develtlpments 
in finance, as envisaged· by the Lecturer, and according , 
to- the ideals held by him" are sufficient.ly stres~ed by the 
pro-forma I:ltaternent of revenue and expenditure, to be. 
suggestive, if not helpful. 

The sources and authoriti'es the Lecturer is indebted to 
have been freely acknowledged in the body of the Lectures. 
The material in conneotion with the Indian States was ohtained 
by the Lecturer by the willing courtesy and sympathy of the 
Ministers i.n several States, too numerous to be particular
ised. Their contribution, however, has been too considerable 
not to be specifically, and gratefully, acknowledged, in this 
place. 

University SchOOl of ' Economics andSociology~ 
Bombay, 25th December, 1928. 

1(. T. S. 

N.B.-Under the Noies and Instructions-(Part III of the income 
Tall Mauual)-16. Exemptions made by the Governor,General In 
Council, in eurcisc of the powers conferred by S. 60 of the Indian 
Income Tax Act, (6) exempts the Intere~t on Indian Government 
securities held by Indian Chiefs and Pril!.ces, as the property of their 
States, from the Indian Income Tax: while by a NotiHcation of the 
Finance Dcpartment,. No. 26, dated ist of July, 192'1> ,the British 

. Indian Income Tax Is charged at half 'he usual rate on incomes on 
whIch both the British Indian an.t any State Income Tax have been 
levied. Cpo pp. 233,238. Among the Jndlan States maintaining a 
separate Post omce of their own, Travancore must be inlliuded.. . 



BIBLIOGRAPHICAL NOTE. 

It will not be quite in keeping with the general ~haracter 
of these Lectures to append a long bibliography. The sub. 
ject, moreover, has seldom bee~ treated from the stand-point 
here adopted by classic writers on Public Finance. The 
following works on the theoretical aspect of -the subject, as
on the working of federations elsewhere in the world, together 
with some leading -works on Indian Finance, would, it j s 
hoped, provide sufficient basis for the eaJIlest stud~nt to beg n 
his studIes on. - - - . 
WORKS ON FEDERAL CoNSTITUTIONS IN 'limORY AND PRAc-

TICE. 

MODERN DEMOCRACIES-by James- Bryc~(1923: 
2 Vola.). 

MECHANISM OF THE MODERN STA~by _ J. R,; 
Marriott (2 Vola. 1927). -

FEDERAL AND UNIFIED CONSTITUTIONS-by A.P. 
Newton (1923). 

GOVERNMENTS OF EUROPE-by Munro-(I924). 
PRINCIPLES OF CONSTITUTIONAL GOVERNMENT 

-by F. J. Goodnow (1916). 
AMERICAN GOVER~"TMENT AND POLITICS - by (l 

A. Beard (1914). 
FEDERAL CoNSTlTUTIONS IN WORKING. _ 

FEDERAL SYSTEMS OF THE UNITED STATES AND 
THE BRITISH EMPIRE-by A. P. Poley (1913). 

THE GERMAN EMPIRE 1867-1914-by W. H. Dawson 
(1919, Z Vol&.). 

THE CONSTITUTION OF THE UNITED -STATES-by 
R. L. Schuyler (1923). 

THE CONSTITUTION OF THE GERMAN REPUBLIC 
-by H. Oppenheimer (1923). . 

THE IRISH FREE STATE 1922-1927-by J?enis G'iYJUl 
(1928). 

POST-WAR GERMANY-by K. T. Shah (1928). 
The Year-Books of Canada, Union of South Africa, and the 

Commonweath of Australia, for the latest available 
yeaI'lJ. 

THEORY OF PUllLIC FINANCE. 

FINANCE: (American Science Series~by IL _ C. Adams 
jI912). 
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PUBLIC FINANCE-by Bastable. 
THE THEORY AND PRACTICE OF TAXATION-by 

D. A. W~1l8 (1911). 
~LIC FINANCE-by H. L: Lutz (192i). 
PROBLEMS OF PUBLIC FINANCE-by J. P. Jensen 

(1924). . 
ECONOMIC PROBLEMS OF MODERN LIFE-by 

Patter&on & Scholz (1927). 
THE STATE GOVERNMENT IN THE UNITED STATES 

-by A. N. Holcofllbe (1926). . 
A STUDY IN PUBI.IC FINANCE-by A. C. PIgou (1928). 
SCIENCE OF PUBLIC FINANCE-by O. Findlay Shirra, 

(1921). 
WORKS RELATING TO INDIA AND INDIAN FINANCE. 

FINANCE AND PUBLIC -WORKS OF INDIA-by 
Strachey (1882). 

SIXTY YEARS OF INDIAN FINANCE-by K. T. Shah 
(1927. 2nd Eilition). 

WEALTH AND TAXABLE CAPACITY OF INDIA-by 
K. T. Shah & K. J. Khambatta (19~1. 

CONSTITUTION. FUNCTIO~S AND FINANCE OF 
INDIAN MUNICIPALITIES-by Shah &, l3ahadurji 
(1925). 

GOVERNANCE OF INDIA-by Shah and Bahadurji, (1924, 
2nd Edition). • 

THE NATIVE STATES OF INDIA-by Sir W. Lee
Warener (1910). 

INDIAN STATES AND THE GOVERNMENT OF INDIA 
-by K. M. Panniker (1927). 

INDIAN CONSTITUTIONAL PROB~by Sir P. S. 
Sivaswamy Iyer (1928). 

THE WORKING OF DYARCHY IN Iiulia. by Keralaputra. 
(1928). 

REPORT OF THE INDIAN TAXATION ENQUIRY 
COMMITTEE, (1926). 

REPORT ON INDIAN CONSTITUTIONAL REFORMS 
(1918). . 

Statistical Abstracts, Year.books, and Reporta.of Committees 
have been mentioned in the Text. wherever necessary; 
and 80 need not be specifically mentioned here. So also 
with regard to the Financial Statements, or the Adminis
tration Reports, of the several States. aa well aa 
OJrovincea. 
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