Speech by the Hon’ble Finance Mértxibe.x_f.
on introducing the

Budget Proposals for 1933-34.

1. The story which I have to tell this year of the public finances of India
is a simple and—viewed merely as a matter of public finance—a satisfactory
one. The emergency plan which we introduced in September 1931 was
designed to produce budgetary equilibrium for the two years 1931-32 and
1932-33, and now as we approach the end of the second of these two years
and take stock of the position we can confidently say that our plan has worked.

2. Summary of results for 1931-32 and 1932-33.—Let me briefly summarise
the position. The results for the year 1931-32 turned out to be nearly two
crores better than I anticipated in my Budget speech last March, and the
accounts for the year showed a deficit, after providing nearly 7 crores for-
Reduction of Debt, of 11} crores. )

For the current year (1932-33) our latest revised estimates indicate that
our Budget forecast of a surplus of 215 lakhs will be almost exactly realised,
and that the surplus—after providingagain nearly 7 crores for Reduction of
- Debt—will be 217 lakhs. ) _ ) '

v

The results for the two years combined thus show a total budgetary deficit -
of 9-58 crores against which may be set the total provision made for Reduction,
" of Debt of 1373 crores.. We may therefore say that in the two years from April
1, 1931 to March 31, 1933, which I think may be fairly described asthe two.
"most difficult years for public finance that the world in times of peace has
ever known, we shall not only have paid our way but have provided a net
sum of 4 crores, 15 lakhs for the Reduction of Debt. I think that this result V
is one which is a legitimate cause for satisfaction, and which amply justifies
the great improvement in the credit of the Government of India which
_the recent rise in our security prices has shown.

3. Tt is interesting to make a short comparison between these results and
the forecasts which I gave when I introduced the emergency plan in September
1931. We then anticipated, after allowing for the normal provision for'
Reduction of Debt, a deficit of 10-17 crores for 1931-32 to be followed by a -
surplus of 5-23 crores for 1932-33, and that the net amount available for the
Reduction of Debt in the two years, after allowing for the deficit on the
combined results, would be 9-:11 crores. As I have just shown, we now
anticipate that the net figure available for the reduction of debt will be 4-15
crores, so that we are about 5 crores below our original estimate for the two
years. As the combined amount involved in the two Yyears is about 260
crores on each side of revenue and expenditure, I think we may claim that
our forecast showing a variation of only 2 per cent. from the result was,
considering the complete instability of the time, fairly near the mark.
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It is also interesting to examine where the main differences from our
estimates occurred. Revenue for the two years is 10-42 crores less than was
- forecasted, but expenditure was also less than the estimates by 5-78 crores.
The reduction in expenditure is accounted for largely by savings in interest
charges owing to the improvement of Government credit and the cheaper
money conditions which have supervened; but there has also been a
realisation of administrative economies beyond what we felt safe in hoping
for last year. I shall deal later in greater detail with the position as regards
expenditure, but Honourable Members will, I feel sure, regard it as satis.
factory that the figures for these two years should show such a substantial

reduction as compared with our estimates. .

Table summarising Budgetary forecasts and results for 1931-32 and 1932-33.
) {In lakhs of rupees.)

Expenditure Provision | Surplus of
(including for reduction { receipts
provision | Surplus or over
et © Revenue. [for reduction or avoidance | expenditure
or Deficit. of debt other than
avoidance included in | Reduction
of debt.) expenditure. of Debt.
Emergency budget— ’
1931-32 ‘ .. +| 1,26,13 1,36,30 | —10,17 6,90 —3,27
1932-33 . . 1,33,06 1,27,83 +5,23 7,15 +12,38
" Combined result for| = - T
“ - bothyears .~ «~ ~- « | '2,60,19 | 2,64,13 | —4,94 14,05 +9,11
Estimate at Budget
Session, March 1932— - : :
1931-32 (Revised). 1,20,77 1,3443 | —13,66 6,89 —8,77
1932-33 (Budget) - 1,29,98 1,27,81 +2,15 6,82 +8,97
Combined result for
both years . . 2,50,73 ' 2,62,24 | —11,51 13,71 +2,20
Present estimates—
193132 (Actuals) . 1,21,64 1,33,39 | —11,75 6,89 —4,86
1932-33 (Revised) . 1,27,13 1,24,96 +2,17 6,84 +9,01
Combined reeult for '
both years . . 2,48,77 2,58,35 | -—9,58 13,73 +4,13
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4. Erpectations for next year (1933-34).—With a surplus of 217 lakhs
anticipated as the final result for the current year, the next question is whether
we can expect a repetition of such a surplus next year. In order to explain
the answer which I have to give to that qQuestion it is necessary to analyse
the factors which have contributed to the current year’s result, and to review
the general economic position. In anticipation of this examination I may
remind the House of one important feature in the position, namely,
that our revenue during the past 18 months has been specially augmented by
the process of abolishing the salt credit system, the effect of which has been
to give us the equivalent of two years’ duty on credit salt in the space of
18 months. As a result we have benefited during 1932-33 by a special non-
recurring addition of about 150 lakhs to our revenue. That of course drops
out next year.

5. Economic position.—The general features of the economic position
are s0 well known, and so closely resemble those which I had to describe last
year that I need not deal with them at length. Again, as last year, I can say
that the monsoon was fairly normal for India as a whole, and that so far as
climatic conditions are concerned India might have been enjoying a year of
normal prosperity*. Again, as last year, I can say that world economic
conditions have been the overriding factor, and that India’s trade and
purchasing power have been suffering from the terribly low levels to which
prices and demand for commodities have declined. In the latter respect the
current year has touched still lower depths. Last year it seemed reasonable
to hope that a move would be made to settle the world troubles, and that with
* the detachment of sterling from gold we might see a substantial rise in prices

for commodities at least in terms of sterling and of the currencies linked with
sterling. Unfortunately neither of these hopes has been realised. A good
start was made at the Lausanne Conference in June, and the provisional
agreement then achieved, which would have resulted in the removal of the
disturbing factor of Reparation payments, spread at the time sa feeling of
justifiable optimism. But unfortunately the possibility of executing this
agreement depends on the balancing cancellation of war debts, and for this
problem there is no solution yet in sight. Indeed, except among the nations
" of the British Commonwealth, for which within their own area the QOttawa
. Agreement holds out hopes of improvement, there has been no advance
towards that international co-operation which is so badly needed ; and for the
world in general it is unfortunately true to say that there has been not only

no quickening up of the normal flow of trade, but on the contrary the .

restrictions which so many countries have been forced to impose on
trade and exchange in order to maintain their balance of payments have
operated still further to check the international exchange of goods. As
regards prices, the anticipated rise in rupee and sterling prices has not
materialised. The position, broadly speaking, is that, after an ipitial rise,
prices towards the end of the period under review showed again a falling
tendency, with the result that although the average level of prices on the
basis of which India’s exports during 1932 were sold is slightly higher than
during 1931, the general level of prices at the end of the year had fallen below

* The monsoon was normal for India as a whole except in Bihar, the East United
Provinces and North AMadras coast. Otharwise though lighter than usual, it was fairly
well distributed and fortunately rainfill in September was above tho average. The
sowing conditions for monsoon crops were only moderately favourable : sowing coandi-
tions for cold weather crops were generally favourable. The winter rains have been
below the average and the yield of the crops now on the ground will depead to a greater
extent than usual on the weather during the next few weeks. Slight frost damaga in
January has been reported from & number of places. -
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this average. The fnost that ‘one can say is that countries with currencies
linked to sterling have fared much better than those which are still on a gold

If Honourable Members are interested in studying the position, I would
commend to their attention the Review of the main items of India’s foreign
trade for 1932, which has been prepared by Dr. Meek, the Director-General of
-Commercial Intelligence and Statistics, and which I propose to circulate as

" usual with the budget papers. Inmy present speech I canonly deal with
the broad aspects of the position.

6. The results of the further deterioration in the general world position
are revealed in India’s export figures which for the 10 months from April to
iT anuary showed a total value of 110} crores as compared with 1343 crores for
ast year. ’ :

7. In the case of practically all the main items the decline is accounted for
by a fall in the quantities rather than the price of the articles exported. This
is true of the following decreases,—cotton exports 6} crores, jute 1§ crores,
grain, pulse and flour .about 2 crores, seeds just over 2 crores. The only
exception to this under the major heads of exports is the case of Tea where a
slight increase in the quantity exported has been accompanied by a fall of
3 crores in value, ) =

8. T may at this stage note that during 1932 there was a slight
improvement from India’s point of view in the correction of the disparity
between the price levels for the main articles which she has to sell and those
which she has to buy. According to Table XV of Dr. Meek’s review it is
shown that the average index figure for the main export articles, taking
1913-14 prices as 100, was 77 for 1931 and 79 for 1932. On the other hand,
the index figure for the main articles of import averaged only 84 in 1932
as compared with 87 in 1931.

- 9. For appreciating the significance of the comparison which I have
made between exports for the first 10 months of the current year and last
year, it is necessary to compare the present figures with the general averige
levels for the post-wac period. In the figures for the current year, the most
striking feature has been the fall in the exports of Indian cotton which has
been only offset to a very small extent by an increase of the consumption
of cotton by Indian mills, for they have provided for their larger production

-mainly by greater purchases of imported cotton.. Comparisons between
results for the calendar year 1932 and the average for the 10 years from 1920
to 1930 bring out the same point.

Quantities. Values.

Avernge Average
of 10 of 10 .
years 1932, Porcent- years 1932, Percont-
ending age. ending age.
1930. 1930.
° Ra. Rs.
) (lakhs). (lakhs).
1. Cotton, raw . « Ton (000) 618 288 46 69,09 16,03 23
2. Hidos and Skins
(Rawand Tanned) . Ton (000) - 70 42 60 13,95 7,76 56
3. Jute, raw and manu-
factured . . Ton (000) 1,499 1,178 78 72,8¢ 31,49 43
4. Toa . . + b, {(millions) 346 368 106 27,08 16,89 62
5. Groundnuts® . Ton (0CO) 448 472 105 11,21 8,11 72
6. Rioce (not in the husk) Ton (000) 2,067 2,078 100 36,98 17,18 46

" ,%The trade in groundnuts has been expanding rapidly during the period.
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This table shows how tcrribly the value of India’s exports has declined
compared with what had come to be accepted as a normal level in the post-
war period. But even so the figures as regards quantities exported —with the
sole exception of cotton—have kept up in a manner which seems to justify
the view that India has not even yet suffered quite so badly as most of the
other countries producing primary agricultural products.

Raw cotton is by far the worst sufferer and during 1932 the exports had
fallen in quantity by more than a half, a fall which as a result of the lower
prices is increased to one of more than three-quarters in value as compared
with the average for the past 10 years.® For jute the fall in volume was
about a quarter while the fall in value is more than a half. In the case of tea,
although the volume of export was more than maintained, the value was
reduced by more than a third. In the case of rice, the volume of export was -
maintained but the value fell by over .50 per cent. Groundnuts on the other
hand show an increase in quantity but a decline in value.

10. While the value of India’s exports has thus further declined this year
as compared with last, the course as regards imports has been strikingly
different. For these, at 1123 crores for the first 10 months of the current year,
show a rise of about 7} crores on the corresponding 10 months of last year, .
Here again an examination of the actual changes in the case of the main articles
of import is interesting and suggestive. By far the largest item is the increase
of just over 7 crores in cotton piece-goods and yarns. It may perhaps be said
that in this case exceptional factors have come into play, because the preceding
period with which it compares, influenced as it was by non-economic factora
such as the boycott, can hardly be regarded as normal. The important, fact
to remember, however, is that this increase in imports of cotton piece-goods.
was accompanied by a striking growth in the production of Indign mills,—.
which according to Dr. Meek’s figures increased by about 11 per cent. or 284
million yards in the first 11 months of 1932 as compared with 1931, It
must also be noted that there has been a marked increase in the imports of
other piece-goods, woollen, silk, artificial silc, and mixtures.

The increase in Indian production of cotton goods accounts for the next
interesting item of increased imports on which I must comment, namely,
of raw cotton, which at 6-36 crores are 79 lakhs up on last year.. The
steady growth during recent years in these imports is most remarkable,
Taking the ““ cotton years " up to Augast 31 in each case, imports of foreign.
iottlog;xpanded from just over 20,000 tons in 1928-29 to 97,000 tons in -

931-32.

11. Another interesting item is machinery, where the imports at 9%
crores are only a few lakhs less than last year. Here there would have been a
much greater fall if it had not bezn for a striking increase in the imports of
plant for sugar factories, the imports of which in the 9 months to the end of
December amounted in value to 138 lakhs as compared with 30 lakhs last year
and only 9 lakhs in 1929-30. '

_In the case of certain other machinery too there have been increases
which are encouraging. Thus, taking the full calendar year 1932 as co.npared
with 1931, cotton machinery increased from 180 to 208 lakhs, while tea, jute
and wool machinery increased by 13, 3 and 1 lakh, respectively.

12. These are the chief items of expanding imports. As against this
I must comment on the two most striking examples of declines. Imports
of foreign sugar at 3-66 crores are down by 1ird crores. This indicates the
continuance of a steady process of decline in the value of sugar imports which
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for 1930-31 was about 9 crores, and in 1929-30 about 14 crores. The decline
may be partly due to decreased purchasing power as evidenced by decreased
consumption of refined white sugar, but I think it is a fair appreciation of the
position to say that it is mainly due to the increase of Indian production.
I explained last year that we estimated the production of Indian sugar to be
Increasing at the rate of 60,000 tons per annum, and it looks now as if this

- rate were being considerably accelerated. I shall deal later with the effects
of this on our revenue position.

13. Another striking example of decline is the case of vehicles—mainly
of course motor-cars, buses and lorries, which at 304 Jakhs for the 10 months
;1302; godecline of 89 lakhs on last year and are less than §rd of the value in

. Itis probable that I shall be told in the course of debate that the decrease

is mainly due to the high level of our import duties. I think it more correct

to regard it as mainly caused by loss of purchasing power, which on the one

side restricts luxury expenditure, and on the other induces owners of cars

and heavy vehicles which are not used for luxury purposes to avoid replacements
- which are not absolutely necessary.

- 14. Itis not possible in a budget speech to go into all the interesting details
in our trade returns, and.I am concerned now only with broad conclusions,
and more particularly with those that affect our revenue estimates. With
some of these broad conclusions I wish now to deal. In the first place the
results as regards imports combined with the figures of Indian production of

Isuch articles as salt and kerosine and cotton piece-goods seem to reinforce one
of the points which I emphasised in my speech last year—namely, the
extraordinary power of resistance, in spite of diminished purchasing power,
which India shows in maintaining the consumption of certain standard
necessities of the masses.

15. T have had a table prepared which will be printed with this
speech analysing the results as regards certain main articles of consumption
classified under three heads—luxury articles, requirements of industry, and
necesgities of the masses. The classification cannot be entirely accurate, and
it is difficult to say exactly where such articles as sugar and artificial silk
piece-goods should be placed ; but if one takes such articles as cotton piece-

, goods, kerosine, and salt as necessities for the masses, machinery, lubricating
oil, cement and chemicals as industrial requirements, and tobacco, liquors
and motor-cars as luxuries, one can at least draw interesting conclusions.

In order to get at the figure of consumption I have taken imports plus
local production for articles which are produced in India, and imports only
for those articles which are not. This again may not be entirely accurate
for a particular year, for some of the imports and home production may have
gone into stock, particularly in the case of cotton piece-goods during 1932 ;
but it affords a rough guide, and, for an average of years, must be fairly
dccurate. On this basis I have made a comparison between the consump-
tion for the calendar year 1932 and the average annual consumption
for the ten year period from 1920 to 1930, which may be regarded asa
period of prosperity with high prices and high purchasing power. The
table shows both quantitics and values. Values have be=n calculated as
follows. In the case of articles which are only imported the declared values
have been taken and the various rates of import duties during the ten year
period have been added. For articles which are both imported and
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manufactured the value of the internal production has been estimated on
the basis of the declared value of the corresponding imports together with the
appropriate rate of duty for each year of the period.

The results shown in this table are, I think, extremely interesting. As
regards the tkree articles which I have taken as necessities for the masses,
the quantities of consumption are in all cases higher for 1932 than for the ten
year average 1920-30. Piece-goods with a total of 5,827 million yards as
compared with 4,923 million yards for the earlier period are 18 per cent. up.
Kerosine oil with a total of 233 million gallons as compared with 232 million
gallons for the earlier period is 1 per cent. up. Salt with a consumption of
2,106,000 tons as compared with 1,965,000 tons for the earlier period is 7
per cent. up.

Turning to values, there is of course a fall in these for 1932, owing to the
lower prices prevailing in spite of the higher duties. The total value of all
these three commodities consumed in 1932 was 162 crores representing
78 per cent. of the average for the ten year period, which was 207 crores.

In the case of the articles required by Industry, it is of course impossible
to compare quantities for such miscellaneous heads as machinery and
millwork, or chemicals. The Table shows a fall in value for machinery
and millwork of about 40 per cent. which, allowing for the fall in prices, must
indicate a very much smaller fall in quantities ; a fall both in quantity and
value of lubricating oil of between 30 and 40 per cent. ; an increase in quantities
of cement accompanied by a fall in values; and an increase of 26 per cent.
in the value of chemicals. The total value of all these. articles for 1932 is
70 per cent. of the value for the ten year period. )

Turning to luxuries, there is a very heavy fall in motor-cars, with a
figure of 5,300 cars for 1932 as compared with an annual average of 11,400
in the earlier period. Quantities represent 46 per cent. only, and values
43 per cent. only of the earlier period. I would note here that the value
per car has fallen in spite of the increased duties. Tobacco consumption for
1932 represents 61 per cent. in quantity and 51 per cent. in value of the earlier
period, and liquors 92 per cent. and 73 per cent. respectively. Altogether
the total value of the three luxury articles consumed in 1932 represents 58
per cent. of the average value for the earlier period.

I think it is fair to say that these figures indicate that certain luxury and
quasi-luxury articles show very heavy decreases in consumption ; that industry
has stood up fairly well, and that in certain fields—particularly the sugar
industry and the textile industry—expansion in India is still progressing in
spite of the world slump ; and lastly that as regards the necessities of the
masses the consumption figures are being maintained in a most remarkable
way in spite of loss of purchasing power, while in spite of increased excise

and import duties consumers have had a substantial benefit from the fall in
prices. .

I must add in conclusion one obvious but most important point, namely,
that the really striking falling off in India’s normal consumption has been in
the case of precious metals. As is well known, India imported gold and
silver of the average annual value of about 40 crores in the years from 1920-30.
The power to cut out this enormous margin has been a tremendous factor
—equal in importance almost to the actual sale of gold, to which I shall refer
later—in enabling India to go through this period of depression without being

forced to cut down her normal absorption of those commodities which are
needed for daily consamption.
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16. The figures in the following table indicate imports except in the case
of articles marked * where the quantities given include figures of production
80 ffn' as ava.ilable. In the case of salt, production figures relate to British
India excluding Aden. The value figures of production have been estimated
on the basis of the average declared value for imports.

Quantities. values (cum duty).
Average Average
- of of
10 years 1932. Percen- 10years 1932. Percen-
ending tage. ending tage.
1930. 1930.
Rs. Rs.
. (lakhs). (lakhs).
(A). Luxury articles—
1. Motor-csl:s - . No. (000) 11' 4 53 46 3,50 1,51 43
2. Tobacco . . 1b. (000) 8,396 5,104 61 4,03 2,06 51 -
. 8. Liquors . . Gal.(000) 5915 5429 92 593 4,30 73
Totalof (A) . .. . . 1346 7,87 58
(B) Requirements of Indusiry—
" 4. Machinery and mill- ) .
work .° - . .o .. .e .o 19,62 12,04 61
5. Lubricating oil . Gal. (Mil- 22-3 14-3 65 2,28 1,57 69
: lion).
8. Coment * . + Ton (000) 492 5351 112 3,73 2,86 kil
" 7. Chemicals . . .e . .e .. 2,64 3,34 126
Totalof (B) . .. .. .. - 28,27 19,81 70
(C) Necessities for the masses—
8. (a) Cotton piece- Yds.(Mil- 3,677 4,327 118 131,72 99,40 76
goods (Mill-made) ® liors).
(b) Cotton piece-goods Do. 1,246 1,500 120 44,85 34,46 77
(hand-loom).
Total . . Do 4,923 5,827 118 176,57 133,86 78
9. Kerosine oil ® . Gal. (Mil- 232 235 1001 17,73 16,27 92
lions).
» 10. Salt ¢ . . Ton(000) 1,95 2,108 107 12,714 11,84 93
Totalof (C) . .e . .. .. 207,04 161,97 78
(D) Articles of doubtfud
classification—
" 11. Artificial silk Yds. (Mil- 27-8 1162 418 2,24 4,38 198
piece-goods. lion).

12. Bugar « . Ton{000) 781 462 59 23,69 12,75 54
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17. I must now turn to another broad aspect, the position as regards the
balance of trade and of payments. With exports for the 10 months at 110}
crores and imports at 112} crores, India has a slight adverse balance of trade
in merchandive. As in the last months, however, the tendency has changed,
and there has been a reduction in the adverse margin, one may not
unreasonably anticipate that the year will end with an even balance. But
owing to India’s large ‘‘invisible imports’ — mainly represented by
external obligations—an even balance of trade in merchandise falls
far short of giving us an even balance of payments, and therefore India
could not support the present volume of imports without very
embarrassing results unless the position were being helped by some other
factor., That factor in the present case has been, as Honourable Members well
know, the export of gold. I do not propose to give a mass of figures
illustrating this sspect of the matter now, because I dealt with it very fully in
a speech at the Ottawa Conference which I believe most Honourable Members
have scen. The broad fact is that India could not with exports at their presen
level support the present volume of imports simultaneously with meeting he
externafob]igations unless they were supplemented by gold exports., What i
happening now may be put in two different ways, either that part of India’s
consumabhle imports are being paid for in gold, or that gold sales are providing
the means to meet external oblizations and, as I shall hereafter explain, to
 accumulate reserves in external currencies. The truth really is that what is
happening is a combination of the two processes, for it must be remembered
that so far as concerns the individuals who make up the mass of producers of
goods for export and consumers of imported goods, they have to pay for the
latter with customs duties added, and as customs duties on the 112 crores
worth of goods imported for the 10 months of the current year amount to
38 crores, one may say that the exports to the value of 110 crores are being
supplemented by gold sales in order to pay for goods at the imported value of
150 crores, so that 40 crores of the gold proceeds have been used to pay, for
consumable goods. To this extent therefore it may be said that India is
helping herself to tide over a period of unexampled depression by drawing on
her reserves of gold, and thereby avoiding reducing her consumption to
the desperately low level which would otherwise be necessary. This, however,
is by no means the whole story, and as there are many questions arising in
connection with gold exports which have a vital bearing on the welfare of the
nation, and as I know that Honourable Members take very great interest in
it, I propose to deal with this subject again, as last year, at some length.

18. In the first place I know that there are many who regard what is
happening as a dangerous process of living on capital. I think it fairer to
regard it, as indeed I pointed out last year, as a process partly of exchanging
one form of investment for another, and partly of tiding over a period of
abnormal difficulty by drawing on reserves which had been accumulated in
better times ; reserves, moreover, which produce no revenue, so that their
depletion does not bring about any decrease of income, To that extent we
have regarded the process as a legitimate use of reserves, which has on the
whole been beneficial to the people. How long such a process can, without
damaging the country, continue is another matter, but I must point out
that so far as Government is concerned nothing that it could do could prevent
individual owners of gold selling their gold and using the proceeds for
investment in other forms or for the purchase of consumable goods.

19. There is, however, another beneficial aspect of the process to which
I think it important to direct attention. I have already commented on what
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js the worst feature of the present world situation, nawely, that practically
every nation today in order to prescrve its balance of international payments
has been forced to put artificial restrictions on its imports, by way of high
d uties and exchange restrintions. This is checking the flow of international
trade, 8o that its chanuels arg gradually becoming completely dry, and is the
main evil from which the world today is suffering. ~ We ourselves by increasing
our own import duties have done something to add to the evil, but if the flow
of imports into India had not been helped by the exports of ¢old the case

ould have been very much worse. India in fact has been able to release into
the world a commodity for which alone there is an undiminished market and
the possession of which, if it is used as a basis for currency, does not diminish
but rather increases the purchasing power of the countries which absorb it.
By doing so India has been enabled to take more imports and thereby in this
second way also to increase the purchasing power of her own potential
customers. This last point indeed must always be borne in mind, for we
cannot restrict our own imports without weakening the market for our exports
of merchandise.

20. There is still a third point on the credit side of the account to which
I must call attention. The proceeds of the gold which have been sold have
only to a limited extent been balanced by the purchase of consumable
commodities. A great portion has undoubtedly been invested. The increased
demand for Government securities affords general evidence of this, and that
the process has been widespread and not confined to the richer classes can be
very clearly seen from the figures of Post Office cash certificates and Savings
Bank deposits. The figures here are most striking. Making very conservative
allowances for what we shall get in the last two months of the year, we
estimate the net investment in Post Office cash certificates this year at 10
crores -and the net addition to savings bank deposits at 433 crores. Both
these figures greatly exceed any previous record, and I may point out that
the figure of 10 crores for Post Oilice cash certificates compares with average
net receipts of about 2} crores annually for the period from 1917, when these
certificates were firet started, until March 31, 1931. DMoreover the high figure
for this year follows on the exceptionally high figure of 6-15 crores for nct
receipts last year. These figures therefore clearly show that proceeds of gold
sales have been converted into investments by the poorer classes, and although
the Indian habit of accumulating reserves of gold has stood the country in good
stead in the present crisis, I feel forced to regard it as a beneficial advance
that the exceptionally high price of gold in rupees should have started a
process of exchanging barren gold reserves for interest-bearing Government
securities as a form of investment. If only the processis kept in proper
channels, and the people of India are not misled, as the people of the United
States were in the post-war boom, to putting their savings into wildly specula-
tive investments, the result must in the long run be of great benefit to India.

21. But I must now turn to another aspect of the matter. There may Le
some who would agree that there i3 some truth in what I have said up to this
point, but who have an uncomfortable feeling that the country is being
weakened by the process, and that Government if they had adopted a different
policy could have prevented this weakening. Such people argue that, even if
we could not prevent private individuals who wish to do so from relling their
gold, Government ought to have acquired it for themselves and thus have
prevented it leaving the country. I shall deal later with the criticizm of
Government policy. For the present I am only concerned with presenting
an account of what has actually happened, and I think that Honourable
Members will find the account interesting. I propose to take the period
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of 15 months from the end of September 1931, just after England went off the
gold standard, up to December 31, 1932, and shall endeavour to put the
position in the simplest possible form.

22.611 this period of fifteen months, India on balance exported 107-08
crores of gold. Ve may thus take it that private individuals during
this period acquired out of the proceeds of geld exports balances in
external currency, probably mainly in sterling, to the extent of £30ird .
millions. During this same period exports of merchandise were 181-37
crores and imports 16145 crores, giving a favourable balance of  19-92 crores
equivalent to, say, £15 millions. This sum also may be taken as having been
converted into external currency balances by private individuals. Adding
this £15 millions acquired against merchandise to the total of £80ird
millions acquired against gold exports, the total external balances acquired
by private individuals from October 1, 1931, to December 31, 1932, amounts to
£95ird millions, Qut of this sum Government has acquired by its purchases
in the market as currency authority no less than £693rds millions.

The balance of £253rds millions has been retained on private account.
I will deal with this latter portion later and consider first what the Government
has done with the sterling balances of £692rds millions which it has itself
acquireg . -

23. In the first place Government has used about £34 millions in meeting
its ordinary recurrent commitments. . : :
Secondly, it has used £15 millions in discharging thé 5} per cent. sterling
loan which matured on January 1, 1932, thereby liquidating an obligation .
which cost it £825,000 equivalent to Rs. 110 lakhs per annum, and greatly
strengthening its credit in London. : . :
Thirdly, Government has added about £11 millions to its currenay reserves,
and lastly, the balance of £9} millions was added to the Government’s
Treasury balances, and is really potentially available for further strengthening
of its currency reserves. ) e
Government therefore made good use of the abnormally high amount; of
sterling which it was able during these fifteen months to purchase as a result
of the gold exports, '
In order to complete the picture I may here add that a 5 per cent. sterling
loan for £10 millions was floated during the same period, out of the proceeds
of which £6 millions 6per cent. bonds wererepaid and the remaining £4
nillions of which were used as a further addition to the Treasury balances,

_ Taking this last transaction into account, the combined result is that
during the fifteen months the Government has reduced its sterling debt by a
net amount of £11 millions sterling, has increased its currency reserves by £11
millions and its treasury balances by £13} millions. The total of these
amounts is £33} millions, so that out of our £693rds millions sterling
we used about €34 millions for meeting our current requirements and
£35} - millions sterling for strengthening our position. Incidentally we
may thus be said to have advanced by £35} millions towards the position
required fo1 setting up a sound Reserve Bank.

24. I must now turn to consider the sum of £233rds millions which,
as I have explained, must be regarded as having been retained by private
individuals out of the total proceeds of gold exports and the balance of trade
in merchandise. What has happened to this money ? In the first place, as
Honourable Members are well aware, a substantial proportion of the external

B2



12

currency derived from the sale of Indian exports abroad is always retained
on private account. The amount required is influenced by two factors, first
normal’ current requirements, and secondly, movements of capital. The
normal current requirements are for such things as sea freights, interest and
dividends on investments in India held abroad, family remittances, money
spent abroad by travellers from India, etc., etc. The movements of capital
may beeither transfer of funds for permanent investment by private individuals,
or the movement of funds by banks for temporary investment in treasury
bills, etc. These movements of capital may of course take place either
towards or away from India, and therefore either reduce or swell the amount
required to meet current requirements. The annual reports of the Controller
of the Currency always give clear figures and explanations on this point and
I would refer Honourable Members to them. I cannot within the limits
of this speech attempt any full examination of this matter, but from the
investigations of the Controller of the Currency it appears to be a fairly
accurate estimate to say that in the 15 months with which I am dealing about

. Rs. 15 crores or £11} millions was required for the repayment of money invested
in Indian treasury bills by foreign banks, and that the balance of about £14
millions was required to meet normal current requirements. The repayment
of the treasury bills, of course, represents a strengthening of the Indian
position.

. 25. It is now possible to reconstruct the whole picture. For this purpose
I think it is fair to take the surplus balance of trade in merchandise of £15
millions as earmarked for meeting, in the first place, the normal private current
requirements of £14 millions. Thus, in round figures, the position as regards
the proceeds of the gold sales would be as follows. Out of £80 millions
which represent the proceeds of the exports of gold Government acquired
£70 millions and £10 millions served to repay foreign funds temporarily
invested in India. Government out of its £70 millions used £34} millions
to meet ita own current requirements and £35} millions to repay sterling loans
and strengthen its reserves. Therefore out of the total £80 millions of gold
proceeds only £34} millions were used to meet current requirrments, and the
‘balance of £45} millions went to reduce India’s external obligations and
strengthen her public reserves. .

Looking at the matter from the side of the Indians who have sold the
gold, they have acquired 1074 crores of rupees and of this, while a portion
has been spent in meeting current requirements (s.e., paying customs duty on
imported goods and other taxes), a very substantial portion also, as is
clear, from the figures which I have given, must have been retained in
currency or invested in Government securities.

Therefore whether the position is viewed from the side of public finance
or private investment, it is clear that to a very large extent the gold exported
does not represent a drawing on reserves, but merely the conversion of one
form of reserve into another. Apart from this, as there are some who, while
not criticising what has happened so far, consider that the process of so-called
drawing on reserves has now gone far enough, I wish to remind the House
that even though the amounts exported have been very large, the fizures are
still small in relation to India’s resources. The fact that the published figures
are given in values tends to give an exaggerated idea, because, of course, gold
now stands at a premium of about 30 per cent. If we look at the statistics
of the weight of imports and exports the strength of India’s position is
extraordinarily striking. From September 1931 up to the end of December
1932 India had exported slightly over 14 million ounces of gold. As compared
with this the imports between April 1926 and September 1931 exceeded 15
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million ounces ; so that, in spite of the enormous amounts hitherto exported,
we are not yet back to where we were in April 1926. If we go further back
the results are still more striking. The net imports from April 1922 to March
1926 exceeded 28 million ounces, and this means that India can go on exporting
gold until the total quantities have risen to three times the amount of what has
already been gxported, and still have more gold in hand than she had eleven
years ago.

So far, therefore, regarding the whole position of India as a single interest
and considering the vast size of the accumulations of gold which exist, it
cannot be said that there has as yet been any dangerous depletion.

26. I have been concerned in making this examination rather with -
presenting a picture of what has happened than of defending Government’s
policy, but it will help to complete my explanation if I now deal with some
of the criticisms which have been made. The general argument is that if
Government had prohibited the export of gold and been ready to purchase
on its own account against rupees all the gold that has come forward for sale,
then Government would have been able to reinforce its own currency reserves
to that extent. '

I have already shown that Government has actually acquired seven-
eighths of the sterling proceeds of the gold exported up to December 31, -
1932 ; but, as I wish to follow out the criticism, I will consider the simple
question :— .

“What would have happened if Government had prohibited the export
of gold and thereby allowed to those who wanted to sell it no other opportunity
except to sell it for rupees ¢ ”” In the first place it is highly improbable that
the same amount of gold would have been sold—But I leave that out of
account and will assume that Government would have bought it all. What
then would have been Government’s position ? 1In the first place it would
have had to convert £45 millions of it into sterling to meet some of the purposes
which I have already explained, namely, its current requirements and the net
discharge of £11 millions sterling debt. As regards the £24} millions which
it has, as I have explained, actually used for strengthening its currency
reserves and Treasury balances, it might have kept this sum in the form of
gold. But I do not think this would have been good policy, for we already
have our proper proportion of gold in our currency reserves; and we should
have been well advised to convert this amount also into interest-bearing
sterling investments.

. 27. I am left to explain what would have happened to the balance of
£25% millions retained on private account, or rather the £10
millions out of this sum which represents the proceeds of gold exports ;
for it is this sum which our critics say we should have secured to
ourselves if we had purchased the gold and which by gur actual
policy we have lost, (But should we have been able to retain it ? ) Certainly
not. This balance was needed for the purposes which I have explained, and
if we had bought the gold for rupees, the private remitters would then have
come to us, as the currency authority, and demanded that we, in accordance
with our statutory obligation, should sell sterling to them.. We could not
under the existing law have refused to do so. and in that case we should have
had to use the gold which we had acquired in order to buy sterling to meet

-our obligation, and thus would have found ourselves in precisely the same
position as we are today. We could only have refused to sell the gold in two
Ways. a‘.ither we should have had to get a law passed to relieve us of our
statutory obligation, in which case who wouldVenture to prophesy what would
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have happened to the sterling value of the rupee ') Or, as an alternative,
we should have had to pass a law putting a rigid restriction on all exchange
transactions, which would have been a gross and unnecessary interference
with the liberty of private individuals to deal with their own property, and
would necessarily have led to a very serious restriction of imports.

Either of these alternatives would have been very serious steps, which
might have had far-reaching and dangerous effects on our position. Those
who criticise our policy as regards gold must first be very sure in their own
minds whether they would have welcomed them.

. 28. T have explained the position as fully and fairly as I can, and I hope
that I have done so clearly. I have done this not as an advocate anxious
to defeat his opponents, but as one who earnestly desires to clear his own mind
as to what is right and to put the real issues before the public. We do not
claim for ourselves either perfect wisdom or any monopoly of such imperfect
wisdom as is attainable in this world, but I think what we can claim is that
our policy has guided India through a period of quite unexampled difficulty
without disaster, and that at the end of these two years we find ourselves
with greatly improved public credit, with greatly strengthened resources,
and with the freedom and security of private trade unimpaired. Nor can
I believe that any single interest of the country has hitherto been sacrificed
or damaged. The policy therefore has worked well so far, and more
than this I do not claim. The times in which we live are so uncertain and
abnormal that no one could venture to lay down that a particular policy
must be for ever infallible. We must be guided by events. But till now
and for the present we do claim that our policy has worked well, and that
while that continues it would be unpardonable rashness to plunge into the
unknown depths of wild experiments.

29. I am afraid that my argument as to Government’s policy as regards -
.gold exports has led me into something of a digression from the review of
India’s economic position which was my main purpose at this stage.

. I may now sum up my own conclusions on that review. For my own
part, the main impression gained by a study of what has been happening
during these last two years of terribly difficult times is one of admiration and
wonder at the way in which India and her people have adjusted themselves
to the emergency. The more highly organised Western nations may well
take lessons from her in this respect. While I have commented on the
enormous decline in the demand for India’s export products, it is a remarkable
fact that this has not yet led here, as in other countries, to the piling up of
unmanageable stocks which form both a source of weakness to the country
that holds them and a menace to the rest of the world. The diversity of
cropping in most parts of India has led to a comparatively quict adjustment
to changed conditions without elaborate schemes for restriction of production,
or dangerous experiments for using public funds to finance surplus stocks. The
striking restriction which was eflected after the 1930-31 season in the jute
area of Bengal is well known, but in the case of cotton also an adjustment has
taken place aided partly by short crops and partly, though only to a regrettably
small extent, by increased consumption by Indian mills of Indian eotton. To
some extent, in certain cases such as sugar, Government policy has helped
the agriculturalists to find profitable alternatives in money crops. Linseed
is another important alternative crop for which possibilities of an increased
outlet have been opened up by the Ottawa Agreement. In this case a fairly
substantial increase in the area sown had been undertaken before the Ottawa
Agreement was implemented, and the preference now secured in the Dritish
market may justify a further increase. Groundnuts, again, bave provided
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another alternative outlet, and this crop has become in Madras a moneycrop
of first rate importance, and is becoming an alternative crop to cotton of
growing importance in Bombay and Berar. Where export facilities have
been lacking for a particular crop and alternative export crops have not been
possible, there has been a spreading over into miscellaneous crops for local
consumptions In the case of Bengal, where the main reduction in the jute
area occurred before last year, it has been possibleto examine conditions
fairly closely, and there the alternative crops were mainly rice, maize, millets,
smaller pulses, and to some extent sugarcane. It is difficult to trace exactly
the complete economic effects of these adjustments, but one conclusion
is probably justified, and that is that the poorer classes and particularly the -
wage-earning classes whose wages have not been reduced proportionately
to the fall in values of local food produce, are at present being better fed
than ever before. Thus some advantage at least is gained.

If one turns to the other side—the side of consumption—one gets the
same impression of comparative stability, for here the power to draw on
reserves has, as I have explained, resulted in a remarkably steady maintenance
of consumption, in spite of increased duties, of the main necessities of the
masses. In fact, by cutting off imports of precious metals and supplementing
her purchasing power by drawing on her reserves of gold, India has been able
to keep up her standard of living and her position as a customer for the goods
supplied by the rest of the world to more nearly normal levels than most
countries. In this way she has avoided an undue weakening of the position
of her own potential customers, a result which has been further helped by
the release of gold supplies to the world.

Simultaneously with all this the figures show a striking increase in invest-
ment by the poorer classes.

30. The result of this survey has seemed to us to justify the assumption
for the purposes of our estimates that general conditions &% regards
consumption of dutiable articles may be expected, even without a -
striking world recovery, to remain fairly constant next year. But havin,
stated this assumption it is necessary to add a note of warning. Neither the
process of drawing on reserves, nor that of agricultural adjustments, can be
continued indefinitely. As to the latter point, seeing that the contraction in
export demand applies to practically all our export crops, the range of adjust-
ment is comparatively narrow, and, if a further fall in purchasing power
is to be avoided or minimised determined efforts are necessary both to make
the most of every possible export outlet for our produce, and to supplant
by local production imports of such articles as long staple cotton.

Furtker, in regard to both points, India remains as deeply interested as
any other country in eflorts to promote international co-operation and the
recovery of world trade. If the present Icw levels as regards both prices and
world demand for agricultursl products were to become stabilised, very
serious problems wculd have to be faced and it would be necessary for those
responsible for governing Tndia to take stock again of the whole position.

Effects of the general economic position on tax revenue.

31. T want now to show as briefly as possible how some of the broad
phenomena which I have been describing appear when translated into revenue
results,

32. As might have been expected from what I have said, revenue from
salt, kerosine and cotton piece-goods has been very satisfactory for the current
vear.

We estimate salt revenue at 10-33 crores as compared with a budget
estinate of 9-43 crores, .
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" Kerosine import and excise duties are expected to produce 4-25 crores
a8 compared with a budget estimate of 4-42 crores.

. Cotton piece-goods import duties are put at 6-40 crores as compared with
a budget estimate of 3-79 crores.

© 33. In the case of cotton piece-goods, however, we think it necessary to
treat the imports for the current year as to some extent, abnormal.

Quantities imported have shown a great advance, the yardage in the 9
months, April to December, 1932, being about 30 per cent. up on the same
months in 1930 and about 70 per cent. up on 1931. That this is partly due to
other reasons than the price factor is shown by the fact that the recovery has
been shared by British goods, the average price of which has not fallen
appreciably. To this extent, general causes—notably the waning of the boycott
movement—must have operated ; but it remains true that so far as Japanese
goods are concerned, the very heavy fall in prices which followed on the depre-
ciation of the yen has been the most important stimulus to the import trade.
The result was a strong demand from the Indian mill industry for the exercise
by Government of their powers of increasing the protective duty ; and on August
30th, 1932 this was done, the duty on non-British goods being raised from
31} per cent. to 50 per cent. ad valorem, with the minimum for plain grey goods
raised from 4} annas to 5} annas a pound. By this time, the imports
from Japan had been 257 million yards against 135 million in April to August
1931, with an average value of 2-3 annas a yard against 2-6 annas in 1931.
But in this trade it is prospects and forward business that are most important ;
and that the action taken in August was timely is shown by the fact that the
considerable imports which came forward in the following four months had
an average value as low as 2:03 annas a yard or 78 per cent. of the 1931
average. The eflect of the increase of duty, coupled with the fact that imports
made or contracted for before it had been made must have left fairly ﬁu‘ge
stocks in hand, has been a steady dccrease in imports so that in January
the duty taken on non-British piece-goods was only seven-tenths of that
taken, at the same enhanced rates, in September.

* 34. In close connection with cotton piece-goods I must mention artificial
silk goods and mixtures. In spite of the great enhancement of the duty
(from 20 per cent. to 50 per cent. and 34}ths per cent. respectively) and in
spite of a striking reduction in the value of Japanese goods, the total values
of imports have increased. .

We now estimate receipts from artificial silk goods at 130 lakhs for the
whole year and mixtures at about 20 lakhs, as compared with earlier
estimates of about Rs. 70 lakhs and Rs. 13 lakhs respectively.

33. Other special heads under which revenue receipts have been most
satisfactory are the new duties on raw cotton and machinery. Our estimate
of revenue from the duty on raw cotton is now 62 lakhs against our original
budget estimate of 32 lakhs. Similarly, in regard to duties on machinery we
now anticipate a revenue of 1135 lakhs against our hudget estimate of one
crore.

36. As against these satisfactory results I must comment on the main
heads where we have fallen far short of our estimates. Sugar is the most
important item. In this case we now only expect an import of about 435,000
tons producing duties, incluling land customs receipts, of Rs.7-80crores
against the budget estimate of 530,000 tons and about 10 crores
respectively. The development of sugar manufacture in India, though
satisfactory in itself, is, as I have already noted, making a very serious
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hole in our revenue. The duty at present works out at something like' 166
per cent. ad valorem, and it is therefore obviousthat if purchasing power
which was once put into sugar is diverted to some other commodity paying
lower rates of duty, the revenue must be a heavy loser. If, for example,
1} crores arg spent on sugar machinery including the 10 per cent.' duty, the
revenue gets about 134 lakhs. On the other hand if 1} crores are spent on sugar
including duty, the share of the revenue in the total purchase price is about
93 lakhs, ‘

317. Silver, again, has failed to come up to our ex‘pecta,tions, and it is clear
now that we cannot rely on any appreciable imports of any precious metals
as long as the present depression continues. '

38. Motor cars and cycles have shown heavily reduced figures and we
now estimate receipts at 60 lakhs only against 80-63 lakhs budgetted and
actuals of 95-01, 72-31 and 63-20 lakhs in three previous years,—despite the
increases of the rate from 20 per cent. in 1929-30, when the duty was 95 lakhs
to 37} per cent. in the current year. We have carefully considered represen-
tations that this is due to the operation of the so-called law of diminishing
returns, but have not been able to satisfy ourselves that this is the case.
The use of motor vehicles has not diminished in anything like the same
ratio : our estimate for this year for the motor spirit duty (customs and excise)
is 4,30 lakhs, equivalent to 258 lakhs at 6 annas a gallon which was the rate
in force in 1929-30, when these duties yielded 298 lakhs. It is very obvious
that apart entirely from any enhancement.of duties, a period of acute
depression will affect what I may call capital expenditure more than recurring
expenditure, and this factor must be particularly noticeable with motor
vehicles, the number of which on the road was probably excessive before

the depression came. ’ .

39. Of the taxes on luxuries, the most important (apart from silk and
artificial silk piece-goods) fall on articles which are such as I have just
described as representing recurring expenditure,—that is to say, goods that
are consumed on being taken into use. The principal such items are liquors,
tobacco and spices and betelnuts. The yield of the tobacco duties which we
now estimate at 125 lakhs, has been greatly reduced as a result, not of
decreased consumption, but of the transfer to India of the manufacture of
many brands of cigarettes that used to -be imported : we still get the duty
on such imported leaf as is used in making these brands, but that duty is much
lower than the corresponding duty on cigarettes. Liquors are standing up
pretty well : the heavy increases of duty and the general depression have
reduced consumption heavily, but those very increases serve to bring up
the estimated yield for the year to a figure not far short of the actuals in 1929-30
and 1930-31. Betelnuts and spices, which have a duty less severe in its
ad valorem incidence, have been very successful items ; any decline in imports
has been much more than set off by the increase in duty rates and our revised

estimate for these two heads is 76 lakhs against actuals of 46 and 37 lakhs
in 1929-30 and 1930-31.

F-

Amnalysis of Revenue and Expenditure estimates—1932-33 and 1933-34.

40. I have dealt at some length with certain important factors which have
played a part in the current year’s results because I wanted to make clear
what sort of considerations we had in mind in framing our estimates and in
deciding what proposals tq put forward. :

a
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It must be clear from what I have said that to estimate revenue for next
year—particularly customs revenue—is, in view of the completely uncertain
and abnormal conditions, a task of quite unprecedented difficulty. Indeed
I may say that accurate estimation is impossible. In these circumstances
and for the reasons which I have explained, we have thought that the
most reasonable course i to assume that the general position next year will
be the same as for the current year, neither better nor worse, and in particular
that India will be able to maintain the same purchasing power for commodities
imported from abroad.

41, Customs.—The assumption, however, that the value of imports will
be maintained does not necessarily imply that the value of the import duties
will also remain the same.

I have already explained the spegial position as regards sugar, showing
how the present development of the Indian industry is affecting our revenue.
On these considerations we think it necessary to allow for a drop of one crors

in receipts from the sugar import duties which will not be offset by any increase
under other heads,

In regard to cotton piece-goods also, for reasons which I have explained,
we think it necessary to regard the revenue from import duties—at least on
Japanese goods—as to some extent abnormal and not likely to be repeated.
Here therefore we bave allowed for a drop of 30 lakhs.

Ag against these reductions we have thought it safe to count on a small
revenue (25 lakhs) from silver imports—because baving closed the gap in our
land customs line on the Burmese frontier, through which a large trade in
silver from China was suddenly developing in the course of the last year, we
think it reasonable to expect a moderate resumption of dutiable imports,

Making allowance for these and other minor variations, our customs
revenue estimates for next year are put at 51,25 lakhs showing a reduction
of 104 lakhs from the revised estimates of the current year.

The position as regards net receipts may be summarised as follows :—

Revenue (Lakhs).
"Budget Estimate, 1932-33 . . . . 52,31-27
Revised Estimate, 1932-33 . . 62,2853

Budget Estimate, 1933-34 -.- . . . 51,24-60

42, Income Tax.—In our estimates for income-tax we are as in the case of
customs making the assumption of a repetition of the current year’s results,
On this basis we should have receipts of 17,70 lakhs next year to which must
be added &3 lakhs representing the tax on official salaries in regard to which
the exemption hitherto enjoyed is, according to our proposals, to be removed
concurrently with the reduction in the cut in pay which we proposed. The
total estimate is thus 18,23 lakhs out of which it is reckoned that the 23 per cent,
surcharge will account for 3,50 lakhs, and the tax on incomes below Rs. 2,000
for 70 lakhs.

The position may be summarised as follows :—

Taxes on Income.

: : Revenue (Lakhs).
Budget Estimate, 1932-33 . . . . 18,73-38

Revised Estimate, 1932-33 . . . . 17,70-00
Budget Estimate, 1933-34 . . . . 18,23:00
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43. Salt.—The results for the current year justify us in anticipating the
continuance of consumption at the present level. We have, however, now
cxhausted the special temporary acceleration of receipts resulting from the
extinction of the salt credit system which was one of the features of our
emergency financial plan of September 1931.  This produced a special addition
to our receipts during the current year of as much as 150 lakhs. Allowing
for the disappearance of these exceptional receipts, the net revenue from salt
will be 7,58 lakhs.

The position as regards net receipts may be summarised as follows :—

Lakhs,

Revenue. Expenditure. Net.
Budget Estimate, 1932-33 . 0,43:40 1,15-69 8,27-71
Revised Estimate, 1932-33 . 10,38-00 1,14-77 9,23-23
Budget Estimate, 1933-34 . 8,75:00 1,16-96 7,58:04

44. Opium.—Therevenue under this head is being gradually reduced owing
to our declared policy of reducing exports. It is also subject to unexpected
variations from year to year due to changes in the actual requirements of
Foreign and Colonial Governments within their allotted quota. This latter

factor accounts for 34 lakhs out of the drop of 38 lakhsin the revised
estimate.

The position as regards net receipts may be summarised as follows :—

Lakhs.
Revenue. Expenditure. Net.
Budget Estimate, 1932-33 . 1,32-63 71-62 61-01 °
Revised Estimate, 1932-33 . 94-92 8636 8-56
Budget Estimate, 1933-3¢ . 1,20'05  57:36 _ 62:69

45. Service of Debt and Finance heads—It will be convenient if I deal
with the service of Debt and the other Finance heads together.

In the first place, as regards interest paymients, the reductions shown
are satisfactory, namely, 204 lakhs as compared with 1931-32 and 51 lakhs
as compared with the revised estimate for 1932-33. I must however explain
that the full result of the conversion operations recently undertaken is not
yet revealed. The results indeed of the latest operation were not known at the
time our estimates had to be compiled ; but apart from this there are other
special reasons. Although our main conversion scheme has been directed
to substituting one form of permanent debt for another, the process has
been a continuous one which is not yet completed, and the first actual result
in the current year has been to reduce treasury bills held by the public and
the Paper Currency Reserve by approximately Rs. 34 crores. Current rates |
for treasury bills had fallen so low that this aspect of the conversion actually
represents, initially at least, an increase in the interest charges. It must be
remembered, however, that this large reduction in our treasury bill
outstandings is not only a sound operation in itself, but by strengthening
the Government position enables it to reduce interest rates both for the
remaining volume of treasury bills and for its permanent debt.

A second point which I have to make in explaining the effect of the
conversion operations is that the Government of India is not mainly a
borrower on its own account. The great bulk of the borrowings is under-

taken for the Railways and through the Provincial Loans Fund for the
Provincial Governments.
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. In the case of the Railways in respect of the whole of their capital outlay

met otherwise than from specific railway loans we charge them the average
tate of interest which we ourselves pay. The total amount of non-specifio
debt which enters into our calculations for working out the average rate of
interest is, in round figures, 450 crores, and the total Railway capital outlay
on which interest at the non-specific debt rate is charged is, in round figures,
300 crores. Any savings from conversion operations will therefore be passed
on to the Railways to the extent roughly of two-thirds. Bearing these
two considerations in mind, a8 the sterling loan and the four rupee loans
floated during the current year almost exactly cover our total liabilities in
respect of loans maturing, in the case of sterling in 1932-33, and in the case
of rupees in 1932-33 and 1933-34, we can reckon that these maturities have
been converted at an annual saving in interest of approximately 70 lakhs
for the rupee loans and 9 lakhs for the sterling loan, that is to say, that when
the temporary effect of the loss due to the reduction of treasury bills has passed
away, the permanent saving to the railways will be in the neighbourhood of
53 lakhs, and to general revenues of 26 lakhs.

48. Apart from this it must be noted that the conversion operations only
affect what we call our Ordinary Debt. As regards our so-called *Other
Obligations’, although we have reduced the rate of interest on Post Office Cash
Certificates from about 6 per cent. to 4} per cent., the results of this will only
very gradually be felt, while in regard to the other heads, Post Office Savings
Bank Deposits and Provident Funds, the interest rates which we allow are
calculated on methods which will not show any immediate reduction. In
fact, as regards the important head of Provident Fund balances, on which
wa are paying interest at over 3} crores annually, the rates which we allow
will actually show a slight increase next year, because we work on the basis
of the average rate of the preceding five years, and we are therefore just now
dropping out years when the interest was lower than it was last year.

. 47. There is, further, another special head under which an increase
has had to be provided, which offsets some of our other savings under
interest payments, namely, interest on War Debt. The House will recollect
that the so-called Hoover moratorium originally extended to the first of the
two payments due for 1932-33, and that His Majesty’s Government agreed,
when the moratorium was first introduced, that as they were not making
payments on the debt due from them to America, they would not themselves
demand interest on the debt owing from India and the Dominions to them.
The House also knows that the moratorium was not extended, and that His
Majesty’s Government met the full payment on the second instalment due
- in ember last. His Majesty’s Government have, however, agreed
not to demand any payment due at the present time from their own
debtors—India and the Dominions—pending a final settlement of the War
Debt question. How that will be settled no one knows, but I hope that it will .
be in a manner which will bring relief to the debtor nations, for I believe that
the world’s trade cannot flow in its normal course, nor can any country settle
down to normal economic life, so long as these huge international obligations
ntinne as disturbing factors. For the present, however, we have to take
account of the fact that the debts exist, and we have made provision in the
current year for the second instalment of interest due in December, and for
next year on the basis of a full year’s payment. For the current year the
instalment due, but not demanded, has been debited under the interest head
and credited to a suspense account. The amount, however, for which we are
making provision next year, has been reduced because we have thought
it reasonable to assume that, pending a comprehensive settlement of the
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question of War obligations in which India’s War Loan liability will possibly
be included, His Majesty’s Government will at least give us the benefit
of a reduction in interest rates corresponding to the reduction which
they have achieved by converting the British 5 per cent. War Loan. At
the same time we have made provision for repaying by equated annual
instalments over a period of 20 years our War Loan liability outstand-
ing at the end of the current year including the arrear interest for a
year suspended under the Hoover moratorium. The combined - effect of
this last-mentioned provision and of the reduction of interest rates is that the
full provision for next year is £658,800 agaiust a liability of £836,000 under
the original arrangement. I must point out however that for 1032-33 we
have only had to provide for half a year’s interest at the. higher:rate,
namely, £418,000; so that under the new proposal interest charges are
increased by £240,000 or Rs, 32 lakhs. :

. While we are making provision for this amount it must be noted that we
_are not allowing for any receipts under the head of reparations, for these
remain suspended under the Lausanne agreement. . :

We can only hope that these matters will be settled in a fair manner
during next year and that possibly the settlement may leave us in possession
of & margin, This is one of the favourable possibilities for the future.

The net result of the factors affecting Interest payments, some of which
T have just explained, is that interest charges show a net reduction of 2,04 lakhs
as compared with the actuals for 1931-32 and 51 lakhs as compared with
the revised estimates for 1932-33. o

. 48. The other items which may be classified as ° Finance heads® are
the provision for Reduction and Avoidance of Debt and the net revenue from
Currency and Mint. Under these heads there is no striking change as compared
with the revised estimates. The provision for Reduction and Avoidance of
Debt is put at 688 lakhs for next year as compared with 684 for the current,
year. The amount is arrived at automatically according to the present
convention which is well known to the House. An important point to note
is that it is a substantially heavier burden now than it was in the period of
prosperity from 1923 to 1928—in fact, it is 2} crores more than the annual
average for that period. "

v 49. As to Currency and Mint, the receipts under this head a.utorﬂa;tica.lly
go down when the rate on treasury bills falls. We are allowing for a net
reduction of 61 lakhs as compared with the revised estimate for the current
year. :

50. It will be seen from what I have said that as regards Finance heads
there is no great change compared with the revised estimates for the current
year. Net interest charges are down by 51 lakhs, Reduction and Avoidance
of Debt is up by 4 lakhs, and the net revenue from Currency and Mint is down
by 61 lakhs. Interest receipts show a small decrease of 1lakh. There is
therefore a net deterioration of 15 lakhs.

51. Commercial Departments—I now turn to the remaining important .
factor—receipts from Commercial Departments. So far as the Railways are
concerned I need say little. We take credit in our budget for full interest
payments, although, as the Honourable Member for Railways has explained,
these can only be met by trenching on the unspent balance of the allocation
for depreciation. . : . . .
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- As to the Posts and Telegraphs, the position remains, I fear, unsatisfactory.
The net loss on working account, which has to be carried in our budget, for
next year is put at 57 lakhs as compared with about 48 lakhsin the revised
estimate for the current year. This increase of 9 lakhs in the loss allows for
an extra charge of 27} lakhs on account of pay due to the proposed reduction
in the cut and 15 lakhs on account of increments. As asmall increase of
8 lakhs in revenue has also been assumed, net economies of 23 lakhs have
accordingly been achieved in other directions.

52. Erpenditure position.—Having thus dealt with the position as
regards Tax revenue, Finance heads and Commercial departments, I must
now turn to consider the main heads of expenditure, Civil and Military.
It is this expenditure which abové all needs careful watching, and I have
no doubt that, now that our main retrenchment campaign is concluded,
Honourable Members of the Legislature will feel it to be especially their
function to satisfy themselves not only that we have carried out our
promises, but also that we arenot relaxing our efforts to achieve
economy. With that I entirely agree, for I have always taken the view
that the pressure for economy must be continuously applied and should
not be allowed to become a process of violent energy at one moment to be
followed by a period of lassitude and relaxation continuing until & new
emergency arises. If, in giving an account of the present position, I am led
into very small details, that is a reminder of the fact that it is only by
painstaking attention to every detail that expenditure can be controlled.

63. Civil Expenditure, 1932-33.—The budget estimate of Civil
expenditure for the current Year (1932-33), ¢.6., excluding military expenditure,
expenditure on Commercial departments and Deot services, was 20,65
lakhs. Our revised estimate now gives the figure as 20,89 lakhs. There is
thus an apparent increase of 24 lakhs. But a closer examination shows that
this increase does not denote any increase in real expenditure, and, indeed,
that the economy in recurrent expenditure has been greater than that
which we promised. The figure of expenditure as shown in our accounts
has had to be increased because special items amounting in all to 68} lakhs,
butl the great bulk of which do not denote real expenditure, have had to be
included.

b54. I can classify these items as follows :—
(a) Items which merely appear under expenditure heads in the accounts,
but are not expenditure in the ordinary sense. These come to
a total of 40} lakhs, The details are as follows :—

(1) Increase in the share of Customs revenue payable to the
Travancore and Cochin Darbars. This is unavoidable
under the terms of the agreement. It is not really
expenditure, but rather a deduction from revenue . 2
(2) Extra payments under Opium. This is necessitated by
the fact that the yield of the crop was unexpectedly
high. The opium has to be purchased from the cultiva-
tors, but of course the cost will all be subsequently -
recovered . . . . . . . . 152
(3) Increased expenditure on fumigation of imports of
American cotton. The whole of this cost is recovered 3}
(4) Carry-forward of certain expenditure from 1931.32 to
1932-33 (Aerodrome works at Juhu and cost of currency
nOte fOl'mB) [ L L] . . . . ® - 3}
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*-(5) Increase in the net expenditure under Survey of India and -
the Indian Stores Department owing to short recoveries
due to financial stringency and general trade depression.
 This item does not represent increased expenditure,
) but as the amount of this grant in the budget is the
net amount after deducting recoveries, this net amount -
is increased if the recoveries are reduced . . .- 4%

(6) Payments to local Governments on account of re-allocation

- of leave and pensionary charges of officers lent by them

to the Government of India and re-classification of

certain other charges (port quarantine charges, efc.) as
central . . . . .

"Most of this merely represents the ‘discharge of a liability
already accepted. The potential liabilities under this
head are now practically exhausted.

(b) Special non-recurring items. These account for a total of 17 lakhs

and are made up as follows :— ,

(1) Provision for the annual Research Grant to the Imperial -
Council of Agricultural Research not included in the
original budget. This grant was suspended as part of

" the economy measures. As, however, a surplus is
available on the 1932-33 budget, it was decided to
recommend a special grant dut of this surplus to the
Imperial Council of Agricultural Research, which will
increase their balance to a sum sufficient to provide
for the completion of all the projects which they.
actually have in hand. A motion for a suppleméntary
grant to cover this item will be moved in due course.
The regular annual provision of this 5 lakhs still
remains suspended . . . . . .

(2) Increased terminal charges on pensions including com-
- mutation payments. These charges in excess of -our
original estimates had, of course, to be met . . .o 12

(c) Items of special unforeseen expenditure. These amount ‘6n]y to
the small sum of 11 lakhs. The following are the details :—

- (1) Expenditure on staff and roads in connection with the
Khirtar Canal colonisation scheme . . . 3

(2) Expenditure on account of the special session of the
Legislature in November . . . . 13

(3) Expenditure on account of the third Round Table Con-
ference, the Ottawa Conference and the Capitation
Tribunal . . .. . . . 4%

~ (4) Expenditure on repairs necessitated by flood damages . 33
- (5) Other minor items . . . . . . . 3

!

513

53. As the special items to which I have just referred amount to 683 lakhs,
a.nd.as the total accounts expenditure for 1932-33 shows, as I have explained,
an increase of only 24 lakhs, it follows that under the other heads of real
expenditure we shall have achieved during this year economies of 45 lakhs
more than we promised. It may be remembered that in my budget speech
in March last (paragraph 34) I stated that, broadly speaking, against a total
retrenchment in expenditure of 499 lakhs recommended by the four civil
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sub-committees, Government had achieved economies of 433 lakhs, or nearly
87  per cent., before allowing for terminal charges which the committees did
not take into account. The results according to the revised estimate for the °
current year which I have just given show that the actual economies achieved
in normal expenditure amount to 45 lakhs more than this, that is to say, to a
total of 478 lakhs, or nearly 96 per cent. of the amount recommended by the
retrenchment, committees. -

56. Civil Ezpenditure, 1933-34.—Turning to the estimates of expenditure
under these civil heads for next year, I am glad to be able to report a still
further improvement. As compared with the current year with its budget:
estimate of 20,65 lakhs and the revised estimate of 20,89 lakhs, the estimates
for 1933-34 are 20,53 lakhs, that isto say, a reduction of 36 lakhs on the current
year in spite of the following facts ; first, that we have allowed for reducing
the cut in pay to 5 per cent. thereby incurring extra charges of 28 lakhs on
these particular civil heads, secondly, that we have to meet the normal
increments in time scale pay which still involve an annual addition of some-
thingz like 15 lakhs, and thirdly, that we have to meet new obligatory
expenditure amounting toabout 17 lakhs, the nature of which I shall shortly
explain. If all these items are taken into account it will be seen that the
total of the net reductions otherwise effected under the normal heads of
expenditure amount to no less than 96 lakhs. Honourable Members may
say that they are not concerned with this figure but only with the saving of
35 lakhs actually effected, but I have given these explanations in order ‘to
show how we are continuing the retrenchment effort and what a constant
effort is required merely to prevent expenditure from growing.

. * - 57. Imust now explain the nature of the items which go to make up the
16} lakhs of new unavoidable expenditure as shown in the accounts to which
I have referred.

(1) Further increase in the share of Customs revenue payable
to the Travancore and Cochin Darbars.

, 'fhis, as already explained, is not really expenditure but a
transfer of revenue under the existing agreement . I |

(2) Additional expenditure on income tax staff in Bombay

necessary in the interests of revenue . . . . 3
(3) Further expenditure on staff and roads in connection with

the Khirtar Canal colonisation scheme . . . 1
(4) Expenditure under Police on construction of police quarters

and rearmament of police . . . . . . 1

(5) Increased charges under Political on account of re-equipment
of police, maintenance charges of buildings, replacement
of a motor-car, additional establishment for Gyantse
Trade Agency and land compensation charges . . 1
(6) Grant for Sugar Research . . . . . . 1}
(7) Additional expenditure under Aviation for works and staff . 1
. (8) Cost of compilation of inter-provincial trade statistics . . 2
(9) Cost of new civil works, viz., improving the roadway on the
Jumna bridge and Sibi water supply scheme . . . 4}
(10) Lumnp provision for the Joint Select Committee . . 1}
(11) Othe® petty items (including about } for meteorological
facilities for Karachi-Madras airroute) « . o o 1}
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Tt will be seen from this list that most of these items are beneficial expenditure. .
The largest of them—which I specially wish to mention—is a provision of
2 lakhs for improvement in our statistical records. This represents one step
in a general plan for improving our economic intelligence organisation which

‘We are NOW preparing. !

58. M ilitary Expenditure—~-When I turn to the provision for the Military
.or Defence Budget the results are equally, or even more, satisfactory. For
the current year (1932-33) allowing for the full effects of the 10 per cent. cut
in pay, the net budgetary allotment was 46-74 crores. For next year the
net expenditure provided for in the estimates, after allowing for an extra
charge of 52} lakhs due to the reduction in the cut in pay to 5 per cent. is
46-20 crores. That is to say although the pay bill is increased by 52} lakhs
the net expenditure is to be reduced by 5% lakhs. The further economies
made therefore in other directions amount to 106} lakhs.

59. It is necessary of course to point out that the provision now made
is cut very fine, and that to some extent the reduction in expenditure
progressively effected over the last five years is due to the fall in prices of
commodities which the Army has to buy. The difference between commodity
prices as taken for the present estimates, and those prevailing in 1928-29,
represent a saving on the whole budget of about 1 crore. If prices were to
rise again, as in the general interests of the country one must hope they will,
obviously under this head charges would increase.

I must also point out that this budgetary provision includes no margin
for unforeseen expenditure, or for the continuance of the re-equipment
programme which was laid down in 1928 and which is still being financed
(to the limited extent which is possible) from reserves accumulated under the
stabilised military budget system which was then inaugurated. a

L 4
60. Nevertheless, while these facts must be borne in mind, I ‘cannot but
feel that the reduction in the net military budget from 55-10 crores (including
the Territorial Force grant) in 1929-30 to 46-20 crores in 1933-34 is a very
satisfactory achievement. There are some ungenerous critics who, when
they see large savings effected in public expenditure, are inclined to say that
that only indicates how extravagant was the original provision. I must
indeed confess that I make it my business, as Finance Member, to be
Eerpetually telling the spending departments something very much on these
ines. But, in the case of the economies effected in the last two years by the
officers of the Army from the highest downwards, I know that a great part of
their work has been, not the elimination of unnecessary or wasteful expendi-
ture, but the giving up of cherished schemes destined to increase the efficiency
of the Army or the amenities for the troops. They have given them up
without rancour because they recognised the greater urgency in the public
interest of ,preserving financial equilibrium during these critical times, and
they have for this reason been wholehearted co-operators with the Finance
Department in a task which I know has been most distasteful to them. The
public interest can never properly be served without such co-operation.
What I say of the Army is equally true of the other departments, and I hope
that this Assembly will not deem it unfitting that I should take this occasion
of expressing my gratitude to them for the part which they have played
1n our common effort to restrict public expenditure. .

61. Expenditure Position. Summary.—The net result is that as regards
the two main fields of administrative expenditure —the Civil heads, excluding
expenditure on Commercial departments and Debt services, and the Defence
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budget—the budgetary provision for next year comes to a total of
6673 crores as compared with a total of 67-63 crores for the current year.
The total provision has thus decreased by 90 lakhs in spite of allowing for
extra expenditure of about 80} lakhs under both heads due to the reduction
of the cut in pay to 5 per cent., and in spite of the normal and unavoidable
growth of expenditure due to increases in the pension bill and to the
increments accruing under the time-scale system on salaries, which involves
an increased provision next year of about 20 lakhs,

I would before leaving this subject like to remind the House that the -
expenditure in these two fields which stands for 1933-34 at 66-73 crores
amounted in 1929-30 to no less than 78-82 crores.

62. The explanations which I have now given show in what respects, our
estimates for next year must differ from the revised estimates for the current
year, although as I have explained, we have adopted as a foundation for rext
year’'s estimates the assumption that the general conditions of the current
year will be repeated.

63. I may summarise the position as follows :—

i Rs. lakhs.
REVENUE— Better.  Worse.

Customs.— (Reduction due to fall allowed for in

imports of sugar and cotton piece-goods) . .. 1,04
Income-taz.— (Increase due to removal of exemp-

tion from surcharge on Government servants) 53 - .
Salt.—(Reduction mainly due to termination of

temporary  increase in receipts on

termination of credit system) . . o e 1,63
Opium . . . . . . . 25 ..
Finance heads.—Net changes including addition-

" al expenditure of 1 on account of part :

restoration of cut in pay . . . e 15
Commercial departments.— Net revenue . . e 11
Miscellaneous.— (Reduction of 30 due to no

provision being includei in next year’s

estimat:s for Gain by Exchanze) . .« s 43

ExpENDITURE~
. { Net reduction effected in spite
of part restoration of pay cut
costing 79} lakhs under those
heads as compared with th:
rovise 1 estimates. (This net
Military—~ < reduction together with the
‘Civil heads.— | reduction of 5 under Irrigation
. | and Currency and Mint taken
on the revenue side gives a
total reduction of 90 as men-

| tioned in para. 61) . . 85

Total . 163 ° 338

64. As ;s result of the 'char-\ges thus summartised the net deterioration for
next year is estimated at 175 lakhs, and thus the surplus of 217 lakhs shown
in the revised estimate for the current year will be reduced to a surplus of
42 lakhs, : )
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The comparison between the two years may be thus summarised.

Rs. crores.
. 1933-34. 1932-33.
\ Budget. Budget. Revised.
Revenue . . . . 124-52 " 129-96 127-13
Expenditure . . . 12410  127-81.  124-96

Balance . 42 2:15 217

BUDGETARY ProrosaLs, 1933-34.

65. These figures are arrived at after allowing for the proposals as regards:
pay which were announced in the communiqué of February 3, and without.
them we should, on the basis of the retention of.all existing taxes, have-
shown an estimated surplus of 97 lakhs. That then is the position which
I have to put before the House, .and I must now explain what we consider-
to be the right policy in this position. :

The cut in pay.

66. In the first place I must say something about the proposal agregards-
pay which as T have just explained has been allowed for in our estimates.

Before explaining the details as regards its financial effects, I want to
clear up one point about our procedure. We regard this proposal as being an.
essential part of the budgetary plan. Tts justification must depend on the-
budgetary position and cannot be discussed without full knowledgg of that. In
these circumstances the normal course, and the course which we should have
thought right, would have teen to make the announcement as part of .the
budget speech, so that Honourable Members might simultaneously know the-
whole position and the whole plan for which Government sought their approval.
Unfortunately that course was not practically possitle, because on February 3,.-
the budgetary proposals for the Railways had to be put before the Standing
Finance Committee for Railways, and it was impossible to do this without
revealing proposals atout the pay cut for Railway officials. We could not
put forward the Railway Budget on a hypothetical basis, nor could we feel
it right in the special circumstances of the present case to treat the Railway
staff on a basis different to other Government servants. For this reason
we were forced to announce the whole plan which we proposed four weeks in
advance of the budget speech.

.. 67. The precise financial effect of the present proposals has already been.
indicated, 2s regards particular departments in my earlier remarks, but I
think it well to summarise the position. Co

For the Central Government civil services, including the Posts and
Telegraphs Department, but excluding the Railways, a restoration of the-
full cut in pay for twelve months would cost about 1,22 lakhs. '

Lk For the Army, taking the officers affected by our cut, it would cost 1,14-
{I118.

As under the original plan the 10 per cent. cut was to apply to all pay
earned up to March 31, 1933, and as salaries are always paid on the first day
of the month following that in which they are earned so that March- pay is-
debited to the accounts only on April 1, there will in any case be one month
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of the full cut included in the budgetary expenditure of the financial year
1933-34. Therefore any reduction in the cut for next year only affects eleven
months’ pay borne on the 1933-34 budget.

To reduce the cut in pay to one-half for eleven
months means on the Civil side . . . 53} lakhs.

and on the Army side .. . . . . 52} lakhs.

The total cost therefore is . . : . . 108 lakhs.

As against this the Central budget will recover as a
result of the withdrawal of the exemption of income-tax
surcharges and the tax on incomes below Rs. 2,000 from
Government officials—not only officials paid against the
Central budget, but officials of the Railways and officials
gerving under the Provincial Governments—a net

increase in income-tax receipts of . . . . 53 lakhs*.
The net cost of the proposal to the Central Govern-
‘mentisthus . . . . . . . .+ 85 lakhs.

68. The considerations on which this proposal has been put forward by
the Government of India are first, that it represents the maximum concession
‘which the financial situation justifies, and secondly, that there are very strong
Teasons for going as far as the maximum which is justifiable. 1do not propose
now to go into all the arguments or to anticipate what may have to be said
hereafter in the course of debate. I can explain Government’s position in
this matter very simply as follows.

€9. In the first place I must recall what I said when introducing the
-original proposals in September 1931. We hoped then that the emergency
with which we were called upon to dezl was a temporary one, or at least that
the degree of intensity which made the imposition of these extreme measures
necessary would have passed by March 31, 1933. The cut in pay was thus
-definitely intended to be merely a temporary measure justified only by an
extreime and, as we hoped, temporary emergency. It was essential to make
‘this purpose clear, and I therefore stated as one of the main conditions that
* the cut o

** should be of a temporary nature not extended beyond the need of the
present exceptional emergency. Its justification is in the need
for a common sacrifice in a national emergency.”

Further, in summing up the position, I again said :

“ It must be clearly explained that there is no intention that they
should remain operative beyond March 31, 1933. They will
not be continued beyond that date without further examination
of economic conditions........ »

We have acted exactly in accordance with the intention thus indicated.

‘We have very carefully reviewed the economic conditions, and we have arrived

-:at the definite conclusion that while we can take the risk of making some

_ reduction, nevertheless an emergency continues sufficient to make it impossible
to restore the whole of the cut.

®Note. —The actual increase in income-tax paid directly by oflicials is 67 lakhs, but the
pet gain is only 53 lakhs, The explanation of this is that, for special reasons, the value
«of the exe nption in the case of Railway officials was previously heing paid to Govern-
anent by the Railway administration. This amounts to 14 lakhs, and of course when
the Railway officials themselves pay the tax, the Railway administration will cease to
make this psyment.
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That, then, is the first point which I must make, namely, that we regarded,
and still regard, the cut as a temporary measure. :

The second point is this, that we regarded a cut in the fixed pay of
Government officers as an extreme measure only to be taken in the very last
resort after the efforts of all other feasible measures for dealing with the
situation had been exhausted. Obviously a measure which is thus only
justified in the last resort ought to be the first to go when any relaxation is
possible. On this point also 1 made our purpose perfectly clear in September-
1931. 1 said, after expressing the hope that it would be possible in 1933 to
relax the emergency measures, :

It is perhaps forecasting events too much to say in what order these
reductions should be made. But there are certain principles:
which we consider must be observed. Relief must come first
in restoring the emergency cuts in pay and secondly in taking off
the surcharge on the income-tax now to be imposed.”

Therefore on this point also we are acting in accordance with our declared
purpose.

70. Now in dealing with this matter I have to make our position clear
both to those who may think we have gone too far in the present proposal,
and also to those who may think we have not gone far enough.

* I will deal with the latter first. To them I would say that we have acted
exactly in accordance with our declared purpose and that we have gone to the-
maximum extent that we considered justifiable. It must also be remembered
that in deciding our policy we had to take into account not only the budgetary.
position of the Central Government, but also that of the Railways in which
we are directly interested, and, further, that of the Provincial Governments.
who might be affected by eur example and whose financial troubles react upon
both the Central Government as their bankers, asalso generally upon the finan-
cial position of India as a whole. Taking into account these Wider implica-
tions we felt it to be absolutely clear that we could not go further at present
towards the restoration of full pay than the half measure which we have
proposed.

71. To those who may think that we have goue too far, or that we oucht
not to have taken this step in priority to relaxation of measures of taxati%n,
I wish particularly to emphasise that this must not be regarded as optional
expenditure to be weighed in the balance against other possible-
demands on the public funds. Government is not really meeting its full
obligations as long as it is not paying the fixed rates of pay of its officials—
rates, moreover, which in certain cases are guaranteed by the Government
of India Act. Government is therefore bound to regard the task before it as.
one of producing a balanced budget after including full pay to its servants.
In fact there is only one criticism which we could regard as relevant
and valid, and that is if it could be maintained that the proposed remission:
goes further than financial conditions warrant. In this connection I would
remind them of one very important point which I have brought out earlier
in my speech, namely, that in spite of the actual addition of Rs. 108 lakhs
on the expenditure side which this proposal involves or excluding the-
Posts and 7Telegraphs Department 8)} lakhs, we are able to show a
net reduction in the Civil and Military expenditure of Rs. 90 lakhs. This
fact alone should answer many criticisms. Apart from that, as regards-
financial justification, the action now proposed must be judged by the results..
What we hope is that conditions will so improve during the next year that it
may be possible not merely to avoid retracing the step now taken, but to take-

* the further step of restoring full pay and after that making a start in reducing.
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the burdens of taxation. Beyond the expression of such a hope it would be
rach to go.

72. I may add one final point for consideration by critics who may think
this proposal unduly favourable to the Services, namely, the significance of
-our having in our proposals coupled a reduction of the cut with the
removal of the income-tax exemptions. We felt it to be important to get
rid as soon as possible of the position in which Government officials
were treated as a special class as regards taxation, and subjected
to special burdens in lieu of some of the burdens of taxation falling upon
ordinary citizens. Honourable Members who criticised our original proposals
‘were always very ready to calculate the exact value of these exemptions.
I trust that they will be equally ready to recognise what the burden of their
removal means. For officials on the highest rates of pay it means that they
benefit very little from the present proposal; in fact, for officers earning
"Rs. 1,500 per month and over, the surcharges amount to from 2} to nearly 43
per cent. The greater part of benefit is felt in the lower grades. The final
result in any case is that Government officials are still subjected to & very
special burden, for they have to suffer not only the heavy burden of
.ordinary taxation but are further penalised by a special deduction of 5 per
‘cent. from their salaries. -

73. There is one consequence of our proposals which must have struck
.all Honourable Members. So far as the net burden to the Central Government
is, under these proposals, mitigated by the recovery of full income-tax
surcharges from Government officials including. those serving under the
Provincial Governments, it may be argued on behalf of the latter that it is
inequitable that we should thus for our own benefit convert a deduction which
was formerly treated as a cut in pay into a deduction in the form of income-tax,
YWe cannot admit that such a result would in any sense be improper, for it
follows necessarily from the present constitutional position as regards taxation,
and we would regard it as a very dangerous precedent to admit that the
Central Government may have to give up the proceeds of taxes on the ground
that they are borne by officers serving Provincial Governments. Nevertheless
so long as an en.ergency justifying a cut in pay persists it must be admitted
that the circumstances are exceptional, while, having regard to the sequence of
events, it must be recognised that there is some ground for the feelings of
Provincial Governments, We desire within the limits of our resources to take
account of these special considerations, and if the financial results for the
year prove that it is possible, we intend in due course to put before the
Legislature proposals that, in the case of Provincial Governments that can
satisfy us that they are in unavoidable deficit, special grants shall be made to
them representing the amount collected during 1933-34 from the emergency
income-tax increases now to be levied for the first time on the salaries of
guch of their officials as are still subjected toa cut in pay. Our estimates
show that the total amount involved for all officers in the service of the
Provincial Governments would be about 36 lakhs. If therefore our budget
estimates are realised we shall be in a position to make these grants.

74. Having explained the considerations which guided us in making our
proposals about the cut in pay, it will be fairly obvious to Honourable Members
what our general policy in other matters must be. We have treated the
restoration of the cut as our first objective, and the tentative step of partial
restoration which we have proposed represents the limit to which we think it
safe in present circumstances to go. Otherwise the whole carefully balanced
framework of the financial plan which we introduced in September 1931 must
in our view remain undisturbed. The position is sound ; the plan has worked
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and proved equal to the emergency ; budgetary equilibrium has been restored.
But the future is still dark with uncertainty. Some of us may feel hopes
that an improvement is coming. But one capnot make budget estimates
or frame financial policy on hopes. We are materially better off than we
were in September 1931 in the sense that we bave got the measure of our
difficultics and proved that our structure is strong enough to stand up
against the storm, at least as hitherto experienced; but there could be no
more fatal folly than to weaken that structure before the storm is over, and
thus jeopardise all the success which has been achieved.

75. We therefore think that the structure must, at least until things are
clearer, remain unaltered, and I have accordingly no remissions of taxation
to propose. :

76. We have considered very carefully whether in any cases of customs
duties a point cf so-called diminishing returns has been reached, but I am quite
satisfied that there is no class of ordinary imports in regard to which a reduction
of the duty would so stimulate the demand as to produce an increase of revenue.
I have little doubt that in the course of the budget debate questions of this
kind will be raised, and I can defer a statement of the evidence in regard to
any particular item until then. We have given special consideration to two
very high import duties, those on silver and sugar. As to silver, it might
perhaps be argued with greater force than in the case of any other article that a
reduction in the duty might stimulate consumption, or at least that, as we are
recovering so little duty now, we could afford to risk the experiment. "If
revenue were the only consideration there is doubtless a good deal in the
argument. But we had to take other considerations also into account.’
The internal price, which affects many classes in India, depends on the rate of
the import duty, and any lowering of that would have had a disturbing

. effect. On the whole we thought it to be in the public interest not to introduce
disturbing factors of that kind just now. ..

In the case of sugar it is essential to remember that the pre;sent rate of
duty is substantially higher than the maximum protective duty recommended
by the Tariff Board. It is conceivable that a lowering of the duty might in
this case stimulate imports of foreign sugar. But just at this moment many
new factories are being started and for that reason one must hesitate to make
any sudden change. On the other hand it would be highly imprudent for
those who are investing money in the sugar business to forget that present
conditions are more favourable than those on which, according to the recom-
mendations of the Tariff Board, they have any right permanently to rely.
For this reason a due proportion of the profits that are earned on the present
basis ought to be accumulated as reserves, for no right can become established
to a continuance of the present position. .

71. Asregards Taxes on Income, we deplore as much as anybody the
necessity for a continuance of the present rates, but all that we can promise,
and this we do most sincerely, is that they will not be continued longer than is
necessary and that all our efforts will be directed to keeping down expenditure,
and to preparing in other ways for a lightening of this particular burden.

_78. While our general plan is, as I have explained, to stand on our present
position without weakening any part of it, there are three proposals of minor’
importance which are included in the Finance Bill and which I must now
explsin. '

79. The first two are changes in the import duties on toots and shoes
and artificial silk goods which can be described as revenue measures with a

protective significance. Their justification really depends on the com-
bination of these two qualities. ,
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. 80. Special taxes, going beyond the ordinary 23 per cent. surcharge,
viz., & specific minimum duty on boots and shoes and enhanced rates of duty
on artificial silk manufactures, were imposed on these two classes of articles
in the Emergency Act of 1931, and these have proved excellent revenue
producers. We estimate the yield from the duty on boots and shoes during
the current year at Rs. 27 lakhs, while the year’s yield from artificial silk
manufactures may be roughly estimated at neaily 1} crores. In the revenue
estimates for 1933-34 I have assumed that these two taxes will bring in as
much revenue next year as in the current year, but.it would not be safe to
reckon on such a result if the duties were left unchanzed. I will explain the
reason for this. - .

81. First, in the case of boots and shoes, establishments have been set
up in India for the production of shoes made from imported canvas uppers
and imported rubber soling sheets. Both of these constituents pay duty at
1o more than the standard revenue rate, and the result is that by this very
simple process of merely assembling in India what are really foreign
manufactures the amount of duty paid by importers is very gieatly reduced.
The Bill proposes, therefore, to apply to uppers for boots and shoes a minimum
specific duty at half the rate applicable to complete boots and shoes. This
will do much to safeguard the revenue, while it will at the same time leave some
slight margin of advantage to the local assembly plant as compared with the
importer of the complete article. ' Leather uppers, which in any case could
not be cheap enough to fall within the scope of the minimum specific duty,
are excluded for the technical reason that the ad valorem duty to which they
are liable is, owing to the operation of the Ottawa Trade Agreement, different

from that applicable to other uppers.

82. I now come to the szcond group of proposals which relate to artificial
silk goods and to mixtures in which either silk or artificial silk may be included.
The existing rate for mixtures is, owing to the operation of surcharges, 34jths
percent. Thisitem was introduced as providing an intermediate rate between
that applicable to silk and that applicable to the other textile ingredient,
whatever it may be, with which the silk is mixed. With the raising of the
duty on non-British cotton piece-goods to 50 per cent. by the notification
of last August, a new situation has been created, for manufacturers of such
goods can escape this special duty by introducing at a trifling expense a very
small quantity of silk or artificial silk into the warp or weft of cotton goods,
and thus secure assessment at the lower rate of 34jths per cent. applicable
to mixtures—a result which would not only involve loss of revenue but would
impair the operation of the protective policy of the Government. We have
rejected a proposal that the mixed rate should be raised to 50 per cent., since
that would be unfair to all the remaining classes of silk or artificial mixtures
where the duty is still an intermediate one, and have resorted instead to the

device of & minimum specific duty.

83. While a change in the duty on mixtures has been necessary for these
reasons, it has also appeared desirable to us to guard against any falling off
from the very satisfactory revenue that we have been receiving from the
higher ad valorem duties on pure artificial silk goods, the imports of which
are 99 per cent. Japanese. Such losses might occur either through a further
fall in prices of Japanese goods, or through a decline in the volume of imports.
We are also not able to leave out of consideration the possibility that to some
extent competition of these goods, no less than of mixtures, w.hen import:ed
at very cheap rates, may impair the effectiveness of the special frotectwe

" duties on cotton piece-goods. Here again merely to raise the ad valorem rate
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would not only be a dangerous device from the revenue point of view, but
would also be unfair to the manufacturers of the more expensive article in
countries other than Japan ; and for both these reasons we have in this case
also resorted to the device of a minimum specific duty.

84. The duties which we propose in both these cases have been carefully
worked out in the light of the objectives to be attained, and they are 4 annas
per square yard for pure goods and 2 annas 3 pies for mixtures.

(I may here note that in the case of both these proposals no distinction.-
is made between silk and artificial silk. I have already explained why this
must be so in the case of nixtures. In the case of pure goods, although the
arguments in favour of imposing the specific duty for pure artificial silk goods
do not apply to pure silk goods, nevertheless in practice it is highly unlikely
that the duty which we have proposed will ever come into operation with
silk goods; while it is desirable on administrative grounds to maintain the
duty on silk goods and artificial silk goods at the same level. We are therefore'
nominally extending the minimum to silk goods also. We do not think that
these specific duties should be applied to fents, which, as in the case of cotton’
fents, will remain liable to the ordinary ad valorem duty.) .

The value per square yard ofthe classes of piece goods concerned can only
be estimated, since the trade is recorded in linear yards, but on the best
estimate that can be made we calculate that with present prices the ad valorem
incidence of the proposed duties will, in the case of pure artificial silk goods,.
be 100 per cent. on the Japanese and from 26 to 32 per cent. on others ; while
on silk and artificial silk mixtures the average incidence will be 47 per cent..
onJapanese goods and from 32 to 36 per cent. on others. In regard to mixtures
I would remind the House that we are here mainly concerned with a possible-
abuse of the mixture definition so as to'pass off what should really be called
cotton goods as mixtures, in which case the ad valorem incidence of the specific
duty would be very much higher.

Finally, I may say that we are making one more slight change and taking
this opportunity to round off to 35 per cent. the present duty on mixtures,
which, owing to the operation of the two surcharges, has reached the uncom-+
fortable figure of 343ths per cent.

85. The last of the three small changes which, as I have explained, we
are proposing in the Finance Bill is designed to beunefit not the Central but
Provincial revenues. The House will remember that the stamp duty on cheques.
was abolished with effect from the 1st July 1927 on the recommendation of
the Currency Commission of 1926. It was hoped that the abolition of the duty
in India would lead to a wide adoption of cheques as a means of payment and
thereby to a desirable encouragement of the banking habit. The actual |
results, however, have not been encouraging, and from enquiries made the
Government ot India believe that the remission of the duty has not had much
effect. The report of the Indian Central Banking Enquiry Committee tends
to confirm this belief, as it found that the most serious obstacle to the
growth of the cheque habit in the country was the illiteracy of the people.
We therefore felt that we had no strong grounds on which to resist the demand
which has been pressed upon us by various Provincial Governments that the
stamp duty should be reimposed in order to help their revenue, and we have
accordingly somewhat reluctantly agreed to propose a reimposition of the
duty for a limited period of three years. In order to allow due notice to
banks and the public the change will, according to our proposal, only come
Into effect on the 1st July 1933. A provision for this purpose is included in
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the Finance Bill. The legislation must be central but the proceeds will be

divided among the Provinces. We estimate that the proceeds in a full year

Ell l;el about seven lakhs of which the greater share will go to Bombay and
ngal.

86. W:aya and Means.—I must now turn to a review of the Ways and
Means position for the current year and the next.

. The outstanding features of the year have been the sensational
improvement in our credit both in England and locally, which enabled us to
fund a much larger amount of our loan commitments than appeared possible
when I made my budget speech last year, and the strengthening in our currency
Teserves which has been possible as a result of the improvement both in our
<redit and in sterling exchange.

87. I will deal first with the latter. In my budget speech for 1932-33
I showed that one of the first sequels to the currency policy adopted in
September 1931 was a large demand for currency in India. This currency
had to be supplied, and though we wers able to effect large purchases of sterling
‘we decided that in the firat instance the’additional currency should be provided
by the creation of ad koc treasury bills, and that the sterling should be used
?or other purposes, such as the liquidation of our immediate loan liabilities
in London. In this way we effected a net expansion of 35 crores against
treasury bills. At the same time, I indicated that if in the current year we
obtained more sterling than was necessary for supplying the requirements of
our Home Treasury and the repayment of sterling loans falling due, the surplus
would be used to strengthen our sterling currency reserves. This policy has
been carried out and sterling securities have been substituted on a large scale
for Treasury bills, the net reduction of the latter so effected during the year
amounting to 14,39 lakhs.

I have already dealt with this question in my broader survey of the
position as regards gold exports.

. 88. Loans.—In my last budget speech I anticipated that it would be
possible to reduce the amount of treasury bills held by the public by about
7} crores from the current resources, and that we should not have to raise
any loans during the year except to meet our maturing liabilities. Iindicated,
however, that if conditions were favourable we should take the opportunity
by loan issues to strengthen our position and in particular to fund as much as
possible of our floating debt. The continuous rapid improvement in our credit
enabled us to float no less than one sterling and four rupee loans at rates which
improved from over 5} per cent. to something below 4} per cent. The results
of the latest conversion loan operation are not yet fully known, and when
the estimates had to be completed early in February we could only work on

" guesses astohow much would be converted. For the purpose of the printed

estimates we have assumed that Rs. 22 crores would be converted, and I have
had to work out all my figures on this cautious assumption, though
this amount had actually already been reached by February 21st. IfI
assume a higher figure, say, 30 crores, the position is that against
an originally estimated discharge of permanent debt of 26} crores during
the year we shall be able to discharge nearly 78 crores, and in addition
to reduce the treasury bills outstanding with the public by 19,53 lakhs
as compared with our original estimate of 7,51. When the discharge
of ad hoc treasury bills, to which I have already referred, and the repayment
of Ways ani Means advances are included, this means that during the current
year we shall have been able to fund immediate liabilities to the huze amount
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of 121 crores, as compared with a budget estimate of 34. The bulk of
this has been converted into regular loans for which the obligatory maturities
range from 8 years in the case of the first loan jssued last year, to 37 years in
the case of our latest conversion scheme. The details of these loans are as
follows :— :

REevIiseED, 1932-33.

India. Rs. lakhs.

dpercent. 1943 .. . . . . . 14,67
4 per cent. 1960-70 . . . . « 30,00
5 per cent. 1940-43 . e . . + 2468
5% per cent, 1938-40 . . « . 18,76

88,11

England. :
5 per cent. Stock 1942-47 , . . . 12,67
' Total . - 100,78

© ——

89. Qur general programme has also been helped by exceptionally large
receipts from post cffice cash certificates and savings bank deposits. Though
the cheapening’ of money rates has enabled us to reduce the-yield on the
former from 6 per cent. to 4% by two stages, the latter becoming operative on
January 1, on which date most banks in India also reduced their rate of
interest on deposits, no less than 14,35 lakhs was obtained from these two
sources, as compared with the budget estimate of 7 crores, and an average of

- less than 5} crores for the 5 years from 1926 to 1931. I want_to -direct
particular attention to this result on which I have already commented in my
general review of the economic position,

90. Capital Expenditure—Railways.—The Railway capital outlay in the
current year is now estimated to be 81 lakhs as compared with 4,15 lakhs
estimated in the budget—this reduction meaning an improvement of 3,34
lakhs in our Ways and Means position. As against this, the results of normal
operations have made somewhat heavier demands on our Ways and Means
position than was anticipated. The gross receipts continued to be dis-

appointing, though the fall was largely offset by increased savings in working
expenses.

The net result is that a loan of 934 lakhs had to be taken from the
depreciation fund as compared with the estimate of 759 in the budget. In
this connection, however, I must point out that the accretion to the depreciation
fund during the year was 815 lakhs so that the effect of this loan is to reduce
the fund by only 119 lakhs, from 14,86 to 13,67. :

91. Provincial drawings.—The provincial drawings have been much less
than was anticipated when framing the budget, amounting to 564 lakhs as
compared with 10,62, this being the effect of the policy of the drastic
restriction of advances from the provincial loans fund to capital works already
in hand, and the curtailment of these as far as possible. Unfortunately, though
the position of some Provinces was better than anticipated, others,
particularly Bengal, have had again to face heavy deficits.

92. Revenue surplus.—It is estimated that the revenue surplus will be
217 lakhs as compared with the 215 lakhs originally budgetted for.
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NexXT YEAR 1933-34,

93. Capital Fxpenditure.—I shall have something to say in my concluding
remarks as regards our general policy of Capital expenditwze and the possitility
of expa_nsion in the future. But whatever change in the direction of a more
expansive programme we may hereafter feel justified in considering, it is not
likely to have appreciable effects as regards expenditure in the coming year,
For the purpose of the estimates we are including provision for Capital
expenditure of 330 lakhs on the Railways and 424 lakhs for loans to the
Provincial Governments. . .

94. Borrowing programme, 1933-34.—With this reduced capital programme
I estimate that it will be possible to effeqt a fyrther reduction of 8 crores in
our outstanding treasury bills and still have approximately 17 crores available
to meet our maturing loan liabilities apart from what we may obtain from
fresh borrowing. This is clearly a very strong position. In making this
estimate I have allowed for the possibility of drawing to the extent of about 11
crores on our sterling balance witlr the Secretary of State. Owing to the
very large figure at which this balance now stands, such a reduction would
be quite legitimate. Apart from this I have allowed only for receipts to the
amount of 840 lakhs from savings bank and cash certificate receipts. This is
of course very substantially less than the estimated figure of 14,35 lakhs in the
current year. I have allowed for this decrease because of the reduction in the
rate of interest to 4} per cent., but this form of investment has now so
thoroughly popularised itself throughout India that it is not at all improbable
that our budget estimate will Le materially exceeded.

95. Against these resources of 17 crores our maturing loan liabilities are
of very modest dimensions. We have the option of repaying the £7 millions
6 per cent. sterling 1933-35 bonds, and we shall have to deal with any portion
of the rupee loans of 1929-47, 1933 and 1933-36 which is not converted. On
the assumption that 30 crores of the latter are converted, we shall only
require to raise a loan of 4 crores in India, and on the assumption that we
repay the £7 million sterling loan, we should require to raise only £6 million
equivalent to 8 crores in London. These figures, however, cannot be regarded
as more than tokers. If conditions are favourable in London we might issue
a larger loan and use the proceeds for strengthening our sterling currency
reserves, or to repay £10 million 6 per cent. 1933-34 Bonds which we have
the option of repaying on the 15th December. If the conversions on our
present scheme are larger than 30 crores, the loan liabilities in India will be
80 much less, and we may proceed further with the funding of treasury bills.

One important point to note is that according to these estimates, and
without any further loans, the treasury bills outstanding with the public will,
on our present estimates, be reduced to the comfortable figure of 28 crores by
March 31, 1933, a very satisfactory reduction from the 81} crores outstanding
at the end of August 1931.

* 96. Home charges.—Exchange was very steady throughout the year,
and large purchases of sterling were made from the middle of August. The
estimated purchases for the year are approximately thirty-nine million pounds.
In addition, £715,000 was taken over from the Calcutta Port Trust, being the
balance of a sterling loan floated by them. Our requirements for the year were
£24 millions so that the balance of approximately £15} millions was available
for strengthening our currency reserves, which I indicated in my last budget
speech as the most approptiate use to which they could be put. I estimate
that our closing balance in London this year will be £13,400,000, as compared

. )
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with £15,900,000 last year. Thisisstill alarge figure, but I consider it advisable
to adhere to it, as an alternative source from which we can meet our sterling
loan maturities should this prove preferable to sterling borrowing. On the
assumption that we float a sterling loan of six millions, this means that the
sterling which we will have to purchase in 1933-34 will be £21 million, and if

further remittances are obtained, it will probably prove best to devote them,
as in this year, to the further strengthening of our sterling reserves.

97. The position which I have thus explained may be summarised as
follows ; but I must repeat that this summary is compiled on the assumption
that only 22 crores will have been taken up under the February conversion
. scheme. If the results are different from this the figures as regards rupee loans,

both for the current year and next year will be substantially altered.

Liabilities.
Budget, Revised,, Budget,
—_— ) S 1932-33. 1932-33.  1933-34.

Railway Capital outlay . . . . 4-15 8l 3-30
©Other Capital outlay . . . . . 1-50 1-52 1-23
Provincial drawings . . . . . 10-62 5-64 4-31
Discharge of permanent debt . . . ,26-56 69-48 37-10
Discharge of treasury bills— - o ‘

(a) with the pub.lic Ce . 7-51 19-53 - . 800

(b) in the Pagper Currency Reserve . T 11039 %
Ropaymeont of Ways and Means advances e ' . ,9-50
Loans and advances by Central Government . o287 . .6 B o '75 7
Other transactions .. . . B . . -06 o 1-53 ;—2'553

50-66 123-16 52°19
Resources.

Revenue surplus . . . . .. 2-15 2:17 42
‘Rupee loans (net) . . . . . 14-50 80-11 12-00
Sterling loans (net) . . . 8:00 12-67 8-00
Post Office cash certificates and savings bank. 7-00 14:35 8-40
Other unfundeddebt . . . , . 41 3-67 4-65
Appropriation for reduction or ;voidance of : !

debt . . . . . . . 6-82 684 688
Depreciation and Reserve Funds . . B =62 —91 —+20
Reduction of cash balances . . . - 6-96 4:26 11-73

50-66 123:16 . 52-19
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98. I have endeavoured to give the House a fair appreciation of our
present position. I fear that I have taken a great time, but even so it has
only been possible to touch superficially on many important points. In the
field of finance the outstanding features of the year under review are, first, the
. re-establishment of budgetary equilibrium, secondly, the great improvement
in Government credit which has completely transformed the market for

Government securities, thirdly, the creation of cheap money conditions.

99. I want to say a few final words on the last two points which are
closely connected. If we turn our memories back eighteen months ago to
that day in September 1931 when I had to introduce the emergency financial
plan, the transformation is indeed marvellous. At that time 3} per cent.
paper in India stood at 53 ; now it stands at about 82 ; Indian 3} per cent.
sterling securities stood at 46 ; now they stand at about 89. The 1960-70
4 per cent. loan of which we hope to place about 30 crores on our present
conversion plan and which stands at about 94 then stood at 62, and at
that time the idea of placing a long term loan on any terms would have been

_utterly impossible. Eighteen months ago the bank rate stood at 8 per cent.,
today it’ stands at 3} per cent. and I would remind the house that
at least as far back as I have been able to trace, that is for 29 years back to
1904, the bank rate at this time of the year has never stood below 6 per cent.

Eighteen months ago we had a floating debt of Rs. 84 crores; today
it is reduced to 35 crores. Now in all this we bave obviously been helped by
world conditions, and of course cheap money is to some extent a sign of low

_industrial and commercial activity. But making every allowance for these
factors, the transformation in our position would have been quite impossible
unless our own budgetary policy had been sound.

100. The maintenance both of Government credit and of cheap money
conditions is dependent on the maintenance of a sound budgetary position,
for if Government were to start meeting its current needs with borrowed
money, we might not only become unable to borrow that money at cheap
_rates, but it might also be necessary to raise the bank rate in order to protect
the currency position. .. ,. . - . .. o - ’

.. .= 101, I wish, moreover, to emphasise how vitally important it is in the -
interests of cormmerce and industry to maintain both these conditions of high
credit and cheap money. Indeed, the one hope amid the present depression
is that the power to raise long term loans at low rates of interest will provide
& stimulus for the revival of capital expenditure ; and that is the only sound
way by which an exit can be found from the present depression. I know that
many people hold that the present high rates of taxation, particularly of
income-tax, are crushing industrial enterprise ; but I would put it to them

_ that nothing is more likely to damage business than a premature relaxation

r

of our present measures leading to difficulties and unsoundness in publio
finance. For this again would lead not only to a loss of Government credit
and a rise in the general rates of interest, but would almost certainly make it
necessary in the long run to reimpose taxation at higher rates in order to
recover the lost ground. If, on the other hand, the Government keeps its
position strong, and if, as a result of the confidence thus created, the public
become ready to invest in long term securities at low rates of interest, that
offers hope of an industrial revival which will soon make it possible to reduce
taxation. There is no other sound remedy for the present disease.

- 102. Let me say also a few words as to Government’s own policy in these
matters. We believe that the time is coming when our own position will be
80 strong that we can safely contemplate relaxing the restriction on capital
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expenditure which we have had to impose during the last few years. With
the success of our conversion schemes we are gradually approaching a period!
when we shall be entirely relieved of the embarrassment of having to meet-
heavy loan maturities each year. Once that stage is attained we shall require-
to raise only a very small amount of money from the public each year in order-
to support guite a substantial programme of capital expenditure.:

103. But there are certain conditions which will very definitely govern:
our action.

In the first place we must adhere to the policy of not regarding any
schemes as suitable objects for capital expenditure which are not economically-.
sound and productive. Inthe second place we do not intend to launch out into:
any programme on a scale which is likely to depress the market for Government
securities by putting us in the position of having to ask the investing public to-
gubscribe more money than it has readily available for investment. We are:
approaching a period when there is more money for investment in Govern-
ment loans than we require to raise. That is a very healthy change of
conditions from those of the past few years and we do not intend to disturb-
these new conditions.

104. As regards the outlets for capital expenditure, these again must be:
carefully chosen. Contrary to the general public impression, it does not:
appear that there are any very urgently needed railway extensions or railway-
works, for in spite of the restrictions of the past few years, the railways have
kept fairly well abreast of current needs. Railways, moreover, must no longer-
be treated in isolation ; they must be regarded merely asone part of a general’
system of transportation and communications,-of which roads also are a most
important feature. At the Conferenceé on Road and Railway policy which is:
to be held at Simla on April 24, as announced by His Excellency the Governor.
General when he addressed the Assembly at the opening of this session, we shalk
- consider the whole problem of financing road - development. Whether any
immediate opening for sound capital expenditure can be found in connection:
with roads I cannot yet say. All that I can say isthat the time has cone-
when we think it right to give these matters our active consideration.. - -

105. Inthe matter of our future policy as regards conversion schéemes and
funding operations, I cannot of course announce any - precise plans.: . We-
have proceeded so far step by step, and at each step we have raised the level'
of securities and given to the investors concerned an opportunity to convert:
their holdings in a manner which has left them a good margin of profit. I have-
every reason to anticipate that this process will continue, for I believe that,.
subject always to the maintenance of sound Government finance, we have:
before us a long period of cheap money and the possibility of seeing securities
reach a substantially higher level. In this policy we are looking not merely
to the immediate, but also to the more distant future. We feel that with the-
new constitution approaching we have a special duty to prepare the way,.
sothat the first years of the new Government may be freed from embarrassment.
In particular, we desire to consolidate the position so as to make it possible-
to start a Reserve Bank on sound foundations.

106. And that brings me to the last thing which I have to say. I fully-
realise that the budgetary plan which I have just announced is not of a nature-
to stir enthusiasm. It involves a continuance of the grim effort which has
been sustained during the past eighteen months. But if Honourable Members:
look round the world, they will, during the next few weeks, see the Finance-
Ministers in every country which believes in sound finance introducing budgets.
very much of this kind. If they dislike the continuance of this effort, ¥ am.
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sure they will appreciate that I dislike it equally,.and that it must be a very
great disappointment for me, on this occasion of the last budget of my five-
year term, not to be able to take for the first time the pleasant path of
relaxing burdens of taxation. But I have felt it necessary to take the harder
path ; and I have at least this consolation. When I first took office, though
the rest of the world was still booming, it became apparent to me very
‘early that India was faced with special difficulties, and was destined for
a period both of constitutional uncertainty, and of borrowing to meet past
commitments, which would inevitably reduce her credit. But today we have
recovered from all that and I think we may feel that India, amidst a
world which is floundering in the gravest trouble and distress, has reached
& position in regard to her public finance which challenges comparison with

. that of any other country. That we have been aided both by special fortune
and by the strong reserve resources of the Indian people in attaining this posi-
tion, I should be the first to admit. But that, while it does not diminish the
value of the position, only strengthens the obligation which rests upon us to
make the utmost efforts to maintain it. I would appeal to the House to
support us both in those efforts and in the fulfilment of what is now our
guiding purpose—the purpose of leaving to the new Government of India
& house well stored and buttressed against all the storms which it may
encounter.

GEORGE SCHUSTER.
+ The 28th February 1933. )
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STATEMENT ON THE FINANCIAL POSITION
BY By
THE FINANCE MEMBER.

I rise to make a statement on the financial pesition and 'on our plans
for dealing with it, in somewhat unusual and difficult circumstances.
On the one hand it is necessary that we should not . delay in restoring
equilibrium between revenue and expenditure. On the other hand the
foundations on which we have to base our estimates are at the moment
fluctuating owing to the changes which have come upon our currency
position in the week which has just passed. .But the very nature of .tl.mt
change makes it all the more necessary that .our internal financial position
should be sound—for once a country’s ecurreney is cut adrift from the
mocrings of a stable standard such as Gold, it is particularly necessary to
aveid getting into any sort of inflationary position resulting from a failure
to balance current expenditure with current revenue. If we can convince
the world that our internal budgetary and monetary position is sound,
then with our favourable balance of trade we shall be able to preserve
confidence in our currency and save the country from those disasters which
some honourable members who spoke on Saturday professed to apprehend.

Therefore we must take immediate steps to ensure clear and solid founda-
tions for our internal position. : : : -

But the very fact that the steps must be .immediate creates its own
difficulties. In the first place .we have to present to the Legislature an
emergency plan with very short notice. I can assure the House that
we do this with the greatest possible reluctance. We ' recognise that
honourable members may be put to very great inconvenienee by any sudden
change in plans, but I am sure that they on their side will reeognise that
we must put the public interests first, and that if the public interests make
it imperative to take a certain course of action, Government ought not
to hesitate to ask the members of the Legislature to make any sacrifice
involved. Nevertheless, when I have said this, I must also add that, so far
as it is consistent with what we consider to be our duty as a Government,
we will do cur utmost to meet the' convenience of honourable members.
And in this respect I should like to say at the outset of my speech that we
bhave taken account of the-last portion of the motion of my Honourable
friend the Deputy President which was passed by a large majority in this’
House on Saturday, and that we are prepared to act on the suggestion

which emanated from the non-official benches in the course of the debate
on that motion, . : , oo, : R

We have to get through business which we consider to be in the
national interest but our desire is to put it through in such a way as
best sunits the convenience of this House. We very much appreciate the
tone and spirit in which Saturday’s debate was conducted, and we believe
that we can detect in the attitude of the whole House a desire to take a full .
share of responsibility in the present emergency. That here will be
criticism of some cf our proposals I cannot doubt, but I believe that it
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will be fair eriticism—and fair and honest eriticism we shall always
welcome,

Then I.comg, to the second of .the dificulties to whieh I have referred
resulting -from- the necessity- for immediate action.” It is’ quité elear that
in present circumstances it is impossible to prepare accurate estimates
of what our revenue is likely to be in the next 13 months. The course of
the exchange value of sterling, and of the rvpee is uncertain, while no
one can yet foretell what the reactions in the world of England going
off the Gold Standard will be. I am sure that I shall be told in debate
that in these circumstances it is not fair to come .before the country
with a programme of taxation ; or that my estimates are unreliable and
that I cannot justify the taxes which I am proposing. But I have ex-
Plained the reasons why we cannot wait, and I would most earnestly
appeal to this House, and through them to the country, to respect those
reasons, It has seemed to us that the only sound course is to take our
estimates as we had been able to foresee them before the events of last
weekiand to put before the House a plan which would produce equilibrium-
on the, basis.of . those. estimates.. - - S :

L C LT Y, T : : N . I

.. Then fhere is, another. difficulty, resulting‘{rom immediate. action,. in:
that’ we have not yet had time fully to consider the. reparts of the various:
retrenchingut, committees and to work out plans based.on them. Henous:
abic membery.are awage of the circumstances i which these reports.have
been recpived, They-were, formally submitted on Saturday, 19th Septema
ber. .. A sub-conunittee of Council commenced their consideration the very
next day—Sunday. Then on Monday we found ourselves landed in the.
crisis which has been so much before the House in the past weck, and

further consideration of the reports has therefore been retarded. I shall
bave to deal with these reports in a later portion of my speech, but I

should like. to make clear at the outset that we shall approach all these

proposals. with .the firm intention of giving effect to them to the utmost,
extent .possible. . I should also like at this early: stage to express my great:
appreciation of: the. work which has been done hy all the honouralle
members who have served on these committees. They have been working
like slaves, or, as one honourable member put it to me at the lust meeting
of the main committee, *¢ like devils *’, and I can assure the Ilous2 that

their. laboary. arg appreciated. I.have every confidence thut as a resuld-
of a general scaling. down of expenditure which the recommendations of
these committees, if carried out, will effect, the finances of the Government'
of India will be established on a more secure basis than has existed since
before therwar, and that by these efforts a position will have been produced
which. will not only make it possible to establish a new Federal Government
on a sound foundation, but.will leave a margin availabla for the develop-
nient of those nation-building services for whieh the Provincisl Governments
will mainly be responsible, That, however, is lovking to the fature, and’
before we emerge from the dark and tangled jungle of our present difficul-
ties into the clear air and sunlight to which I have cast my imagination.
forward, we have to accomplish a period of hard and self-sacrificing;
labour. I will not say unpleasant labour, for, although many of tke.
immediate effects are unpleasant, I will not describe the task as a whole.
as unpleasant, for it is one which is essentially constructive in its nature,
and merely involves self-restraint and determigation for the sake of that
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India which we are serving, and in the hope of better times to come, Let-
us now address-ourselves to the immediate task. o

Revenue Prospects.

Tar Revenue.—The returns of the first five months indicate that'we
shall fall short of our budget estimates for customs by at least Rs.'10 erores,
the bheaviest reductions being under cotton piece-goods, sugar, silver,
‘spirits &nd liquor, excise on motor-spirit, iron and steel and in.the jute
export -duty.. As regards income-tax, we expect a deficit of 1} crores;
while on salt we expect a reduction of about 8 lakhs. This brings the
total deficit on tax revenue to 11 crores 33 lakhs, '

Commmercial undertakings—As regards the Railways, ) traffic re--
turns to date show a& very disquieting position. Without attempting td
give an exact estimate now, we must clearly accept the fact that it will be
impossible for the Railways, in spite of all their retrenchment measures,
to make any general contribution to the budget until the present: econo-
mic depression completely passes. - At present it looks for the eurrent ‘year-
at least as if they: will not only have to use the whole of the remaining
balarce of their reserves, now standing at Rs. 525 lakhs; but also to draw
further on their depreciation fund to the extent of about Rs. 160 lakhs
in order to meet the interest due on Government advances. It is highly
important; if possible, to reduce freights on agricultural produects at the
present time, and, if it could be done, it would certainly be in the publie
interest to find a method for easing the Railway position through the pre-
sent period of extreme depression. Whether it will be possiblz :6 relievd
the Railways in any way so as to enable them to reduce charzes remains
to be seen ; but, when our taxation proposals are considered, this‘aspect of
the pesition should be kept in mind. For the present I can.only: say
thut we ehall not get any "Railway contribution this year, and for this
reason Rs. 5.36 crores drops out of our budget. © o o

Under Posts and Telegraphs a fall of 18 lakhs is ‘anticipated in reve-
nue, sfier taking into account additional receipts from- enhanced parcel
rates and revised scale of fees for insurance of postal articles introduced
with effect from the 15th June and .15th Angust 1931 respectively.. A
saving of 6 lakhs is expected under Working expenses, leaving a net de- -
terioration of 12 lakhs. Ilonourable members will recollect that we
estimated for a budget deficit of 147 lakhs, so that the position here is
extremely unsatisfactory. If the recommendations of the committee pre-
sided over by’ my honourable friend, Sir Cowasjee Jehangir, for investi-
gating the possibility of adjusting the accounts of the Posts and Telex
graphs were sccepted, the budget deficit of 147 lakhs would be reduced
to 92, but that of course represents merely an adjustment in the Govern-
ment accounts and no improvement as regards the finanecial pesitior of
the Government as a whole. I shall revert to this matter again;

Finance headings.—Owing to the cancellation of - treasury bills in
the Currency Reserve and the utilisation of sterling securities-in {he |
Resgrves for meeting the requirements of the Secretary of State, the
receipts under Currency and Interest show a falling ‘off 'of ‘34 lakhs.

The emergence of a revenue deficit in our budget, and in the bud-
gets of the Provincial Governments, and the replacewent of treasury
bills ir the Curency Reserve by treasury bills in the hands of the publié
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as a result of cancelling redundant currency, have not only increased the
amount of cur borrowings by treasury bills, but also have Leen the cause
of higher discount rates. The charges for discount on treasury bills have
‘therefore increased by 221 lakhs. A reduction of 12 lakhs is anticipated
under Interest on ordinary debt in India on account of operativns of the
Deprevahon Funds. Tke saving of 56 lakhs (representinz one half year’s
interest on tbe outstanding amount of the War Loaa liability) realued
from the acceptance of His Majesty’s Government’s proposal on the prin-
ciple of the Hoover plan has been partly counterbalanced by the increase
of 40 lakhs’on interest on the sterling loan of £10 millious raised early
the year.

Ovwing to the detenoratlon in the position of P"ovmcml Governments
‘and the Railways, the charge under the heading Interest on other obli-
ations‘on &eccount, of interest on their balances will be reduced by
Olakhs Lt

Thcre wﬂl be: an antomatxc increase in the provxsxon for Reduction
or Avoidaace of Debt of 12 lakhs on account of the amount of treasury
bills outstanding, with the public on the 31st March 1931, bemv 10 crores
jmore than was assumed in the budget. ,

¢ 4 The net result of all these factors is that ander the Finance headmgs
our position will be adversely affected to the extent of 2.29 croves.

. Under Extraordinary receipts we have to provide for a reduction of
23 lakhs, as under the Hoover plan we shall have to forego 9 months’
,'Reparanons receipts. - As already noted, however we have, against this,
a saving on the interest on our own War Debt of -56 lakhs,

- Civil Ezpenditure.—As regards Civil expenditure we have unfortu-
nately some items which have not been provided for. These include ex-
ceptional items such as the loss owing to the heavy return of nickel coin
from circulation due chiefly to the prevailing depression. This accounts
for no less than 43 lakhs which according to our practice has to be de-
- bited to the budget. . Then again there is a good deal of expenditure in
connection with the Round-Table  Conference and the various commis-
sions of enqguiry in the North-West Frontier Province and eisewhere
which have had to be set up in order to carry out recommendations of
the last Round-Table Conference. As against these items we shall bave
some savings in the current year owing to reductions which have heen
made (apurt from the special retrenchment proposals, to which I
shall refer later) ; but these will probably not be sufficient to offset the
items of deterioration which I have mentioned. On all these heads we
feel it necessary to anticipate a deterioration of about 23 lakhs.

..To sum up, the total deterioration in our mcome and expenditure
m e

11.33 crores in tax revenue,
5.48 crores on commercial departments,
2.29 crores on general Finance headings,
.23 crore under Extraordinary receipts,
.23 crore under other heads including Civil expenditure.
‘As the budget provided for a small surplus of 1 Iakh, on the basis of the
. present estimates, there will be a net deficit of 19.55 crores.
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Prospects for 1932-1933.—As far as we can see at present, there seemu:
te be no. justification for expecting any large improvement in the budgei~
ary position next year. In fact, income-tax revenue may be cons1derably.
Jess than in the current year. On the other hand, there will be & saving of

48 lakhs in the interest payments on. the outstandmg amount of our War-
Loan liability. i

I have already dealt, with the factors of uncertainty whlch affect any
estimate that we can give at present. But we consider that the only safc
line to take now is to estimate that conditions' will not’ Substantlally
improve at least before .the end of the next financial year, and that el
must reckon again on a deficit of 19} crores for 1932 33

Putting the deficit for the. current year and next’ year together we
have a gap to fill of 39.05 crores. If we are, straightaway, to establish a
really sound position, we need to devise a plan which will provide us
dunnv the rcmainder of the combined two-year period, either with re-
duetions in expenditure or with increased revenue to fill this gap. That is,
indeed a iask of extreme difficulty. - We have a two years deficit to deal
with, but we have only 18 nonths left during which mnew 'measures ' can
operate, Nor is even this period fully available, for, although new taxa-
tion can be made effective from {lLe beginning, there must be some eon<

siderable delay before the full results of our retrenchment plans can be
mct

Three lines of actwn

This is the position, and the line of aetion which ‘we have 1o take to .
deal with it may be divided into three distinet-lines. ;

First, reductions in expenditure due to more economical organlsatlon
of Government departments and restriction of activities, = *~

Secondly, an emergency cut in salaries.
Thirdly, fresh taxation. - -

Reduction in Ezpenditure—I will deal first with reductions in ex+
penditure, and I put this first because honourable members. know that. I
have throughout attached primary importance to this line of action.. I
may say that after the last budget discussions I registered to myself .a
resolution that I would not come before this House and ask them to vote
any fresh taxes until I could feel myself to be in a position to satisfy them
that we, on the Government side, were going to glve effect to the maximum
po;sxble measures of retrenchment. In these circumstances I am sure all
honourable members will appreciate that if I put forward the whole of
our present programme at a time when the Government has not yet com-

" pletely worked out its retrenchment plans, so that all the details eannot
be displayed before the House, I do so only under the compellmg hand of
necessity. But I would ask them also to appreciate that it is only the
details which are lacking, and that we are determined, as I have already

said, te sppreach all these proposals with the firm intention of giving
eﬂ'ect to them to the utmost extent possible. Variations in subsidiary
matters there must be, and where essential public interests are eoncerned
Government must have time to weigh fully the considerations at stake,
but our aim and intention is to adhere as closely as possible to the recom-
mendations of the ecommittees. I hope that before the discussions of our
present proposais are finished and before the House is asked to reeord
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any -final vote as regards new taxation, we shall tLe able to put:before
them-a more definite and detailed plan. I feel that honourable members
are.entitled to ask for this, and that we have no justification in putting
plans for taxation before them except under the most solemn pledge of
efleeting  the maximum reduction of expenditure. I feel no hesitation in
taking this line because it is the right line in the public interest. :Any
improvemert that we can effect by way of reduction of expenditure is a
certain improvement ; but any improvement that we seek to make by in-
creasing. taxation depends entirely on our estimates being realised, and,
in the present conditions, with reduced purchasing power, and when the
€fects of the reduced gold value of the rupee on imports are still .un-
known, estimates, particularly of customs revenue, are, to say the least,
highly uncertain. Having said this I will turn to a statement of what we
dxpeet to uchieve by way of retrenchment, and I will be as definite as

possible. + . -~ *
.- o= regards Civil expenditure, apart from eommereial departments, an
enormeusly : preponderating portion falls within the scope of -the General
Purposes sub-committee. The General Purposes sub-committee took up
firsc a selected set of subjects which prima facie offered the most likely
scope for reirenchment. The measures recommended by the sub-committee
for this portion of the field would produce savings estimated at about
120 lakhs. For my present purposes I am taking as the estimated
saving, this figure, reduced by a margin of 20 lakhs., representing what
we estimate may be the charge for compensation and recurrent pensions
. payable in respect of officials whose posts are abolished. Thus we reckon
10 get a et saving of about a crore on this part of the field. We have also
to take into account the grants for those departments (largzely the main
administrative and revenue-collecting departments) which have not yet
been examined by the General Purposes sub-committee. Over this part
of the field the scope for retrenchment is more restricted. In respect of
it we estimate that we shall be able to effect a net saving of about 90 lakbs,
including an eutomatic drop of about 23} lakhs in the expenditure on
Census operations, but taking into account something for compensations,
ete. This ia cnly an estimate, and in making it we have anticipated that
the sub-committee will be guided by the same principles that they have
spplied in dealing with other departments. While it is necessary for me
to put in some estimated figure for my present purpuse, we rely on the help
and recommendations of the General Purposes sub-committee in regard to
these departments just as much as we have relied on them for those whici
have already been examined. Tf they can find economies of greater ex-
tent than we have estimated. so much the better. If their final recom-
mendations fall short of our fizure, then we shall have that much to make
up in some way or other. The difference can hardly be of such magnitude
o8 1o effect our general plan, and when I have completed my presentation
of the general plan it will I think be clear that there is sufficient margin
available,

Recommendations of the other retrenchment sub-committees (other than
those for Railways and the Army) indicate measures for improving the
Civil position for 1932-33, as compared with the budget fos the present
Jyear, by a gross sum of about 97 lakhs. Taking into account compensa-
-tions, etc.,, we propose to count on a net improvement of 60 lakhs under
these grants. - :
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Out of the retrenchment measures to which I have referred we expect
to realise savings of about 30 lakhs in the current year. .

Military Ezpenditure—~Now I come.to the Army—and before I get
to details I must make some general remarks. I'have in the past 1ncurre
some criticism in this House for venturing to express my apptfeciation of
the helpful way in which I had been met by His Excellency the Commander-
in-Chief and his principal staff officers. I am as little anxicus as any Mem-
ber of a Government could be to expose gratuitous targets for attack, but 1
should fail in my duty and I might even say in all sense of:decency, if I
did pot take this occasion to express publicly what I feel about the way in
which the Army authorities have helped in ‘the past months. I am sure
the members of the Army Retrenchment Sub-committee who are present
here to-day will not quarrel with me when I say that they have been
impresed with both the efficiency and helpfulness of the Chief Staff officers
whom they have seen. To unofficial members of this House the Army
has hitherto been a closed book. It has been fully opened now at least to
the members who have been on the Retrenchment Committee. I think
that they have been impressed by what they have read in it, and that
discussions on the Army will hereafter be conducted in a clearer’ atmos-
phere and with better understanding on both sides. - -

The military authorities have been working throughout in very close
touch with their Retrenchment Sub-Committee, and have been examining
sll ‘possible methods of economy. The great majority of the measures
proposed by the Committee have been accepted in principle ; ndeed many
of them had already been initiated by the miilitary authorities. We have
given His Excellency the Commander-in-Chief a free hand as to the
methods by which retrenchment should be effected with the minimum
Yoss of efficiency. The Army Retrenchment Committee has not yet ex-
plored all parts of the field and estimates have had to be imeluded for
the savings here. There is therefore possibly some room for further im-
provement while some of the measures recommended may lead to greater
reductions in future years. For the present the Army authorities guarantee
for next year a net reduction of 44 crores. These rednctions, therefore, for
which we hope, will produce a net defence budget for 1932-33 of Rs. 47.40
erores, as compared with Rs. 51.90 in the current year, and with the
stabilised Ludget figure, of Rs. 55 crores two years ago. :

In mentioning this figure, I must make it clear that :—

-

{7) it includes a reduction of Rs. 1.75 erorés of non-recurring ex-
penditure on the special programme of ra-equipment which,
though very necessary and important from the point of view
of rfficiency, His Excellency the Coramander-in-Chief has, in
view of the present financial crisis, agreed to postpone,

(b) It does not include any allowanece for cuts in officers® pay. I
shall deal with the possibilities from this separately.

{c) Tt does not include any savings which may acerne from redue-
gon of troops, except that of a small reduction on the
rontier. : .

In accordan_ce with resolutions of the Round Table Conferenee,
the question of the future strength of the Army in India is
under examination by the Committee of Imperial Defence,



What this really amounts to is that in 2 years without impairing the
strength of the fighting forees without taking into account the possibilities
of a temporary cut in officers’ pay, Army expenditure will have been
reduced from 55 crores to 47.40 crores. This, Sir, is I submit no mean
achievement ; it has been done quietly, and without the imposition or dis-
play of Royal Commissions. It has been achieved by hard patient work
and co-operation between the Army Department, -the Finance Department
and the chosen representatives of this Assembly. That, I submit, is the
right way to work out economies, and brings credit on all concerned.

Emergency cuts in g}y.—-l now come to the difficult question of an
emergency cut in pay. Let me state at the outset the general conclusions
mched by the Government as part of the plan which I am now present-
ing. .

These are :(— g

First, that any cut applied must be general and on a fair basis.

Secondly, that it should be of a tempora'ry nature not extended
beyond the need of the present exeeptional emergency. Its
justification is in the need for a common sacrifice in a national

. emergency. Although it may be said that the subordinate ranks
have gained from the low level of priges, there is as yet no proof

of a substantial fall in the cost of living of many classes of
Government servants.

Thirdly, that it should not in any way affect pension or provident
fund rights. :

We have given a great deal of thought to the way in which a cut should
be applied, and after the most searching consideration of all sorts of
graduated scales we have come to the following conclusions.

We think, first, that a simple plan is best, and that although it may be
necessary to exempt pay below a certain low limit at the bottom, a nniform
scale is really the fairest and best in the public interest.

We consider that the rate should not exceed 10 per cemt. in any
_individual case, and that, as I shall explain later, this should include the
enhancement of income-tax now proposed. For the general Government
services we think that the limit of exemption should ordinarily be about
Rs. 40—perhaps a bit higher, perhaps a bit lower. I ought. however, to
mention that special considerations may have to be applied to a great com-

mercial nndertaking like the Railways, but the maximum will not be
exceeded in any case.

I may, however, here interpose that I am pleased to be able to say
that His Excelleney the Viceroy has decided that he will impose upon

himself a8 cuc of 20 per cent., and that for ourselves, the members of his
Council, we will surrender 15 per cent. of our pay.

The action to be taken by Provincial Governments in regard to
officers within their rule-making powers will be for their own decision,
but we bave little doubt that they will veeognise the desirability of
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attaining throughout India as large a measure of uniformity as possible.
In this connection I may mention that uniformity is particularly desirablé
in the police service, and since local governments are far more concerned
in this watter than the Central Government, we shall not reach iinal
conclusions in this case until after further consultation with them.

I must also refer to the fact that it does not lie within the power of
the Government of India to take decisions as regards all the officers within
its service. Certain officers have been guaranteed their. rights under the
Government of India Act and ‘these cannot be altered without legislation
in the British Parliament. As regards other officers, their: position ‘is
gcverned by Fundamental Rule 23, and can only be altered under rules
made by the proper authorities. For the great bulk of officers, the rule--
making power now lies with the Government of India and local (Govern-
ments, subject to the sanction of the Secretary of State in Council. There
are certain officers, however, in regard to whom the Secretary of State in
Council has himself to make the rules. The position is, that we have
received the assurance of the Secretary of State that he will sanction the
rules which we, or Provincial Governments, may make in those cases where
we or they have the power. Further, in regard to officers protected by
the Government of India ‘Act, or in regard to whom the Secretary of
State has himself to make rules, I am authorised to say that His Majesty’s
Government are satisfied that a financial necessity exists amounting to a
national emergency, which requires that a reduction should be made in
pay, and that His Majesty’s Government have undertaken to' ‘introduce
legislation in Parliament at the first practicable opportunity. : The legis-
lation would be of an emergency charaeter, and would anthorise the See-
retary of State in Council to reduce the salaries of officers protected under
the Government of India Act for a limited period and subject o' a maxi-
mum of 10 per cent. which would be inclusive of the enhancemeént of in:
come-tax contained in my present financial proposals and subject to'a dis:
cretionary power for the Secretary of State in Couneil to make excepticns
in cases of hardship.: It would apply to the special class of protected offi-
cers serving under local Governments as well as under the Government of
India Act. Officers not specifically protected by the Government- of Indis
Act, but in regard to whom the Secretary of State has himself to make
rules, would be treated on the same linzs as the protected officers.’

This is a general description of our plan, and we shall “explain onr
proposals in greater detail at a later stage in the discussions on the
Finance Bill—particularly as regards the exemptions which may be made
in the lowest grades. . .

We think that it should be practicable to impose the cuts from Decem-
Ler 1st nest. It must be clearly explained that ‘here js no intention that
they shonld remain operative beyond March 31, 1933, They will not be
continued beyond that date without further examination of economiz eon-

ditions ; and if economiec conditions so required or permitted, we should
re-consider ithem before that date. o

And tkat brings me to a point of essential ‘importance in this matter.
A cut of this nature must be regarded as a very exceptionsl measure which
can only be Justified in very exceptional eircumstauces. I is nothing less
than a direct variation of the conditions under which an officer enters the
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Government service, and it must be remembered that the security of these
conditions represents an essential attraction of service under a governmeut.
It would be fatal to the public interest if that sense of security were des-
troyed. Therefore no variation can be justified except in a real national
emergeney and when it is quite clear that all other measures have been fully
‘tried. Even s0 it is necessary to examine the case still further. We must
test the emergency by an examination of the eauses which have created it.
In:the present case it was elear that the emergency hasd arisen from an un-
precedented fall in prices of those commodities which India produces and
on which the revenue of the country depends. The value of commodities
had fallen too low in terms of money, the value of money had gone up too
high. Rat in the last days a change has been made in the basis on which
the -value of our meoney, or our unit of eurrency, depends. The results of
this, or of &uy general economie reeovery producing an improvement in the
revenue pesition, may make it necessary to re-consider the justification and
necossity -for this cut. It is of eourse clear that a general decline in the
gold valae cf the rupee would aflect all servants of Government alike, while
Jimight further mention incidentally that if, on the cther hand, the rupee
had been detached from sterling and the value.of the rupee had either ap-
preciated or declined in relation to sterling, thera would have been some
difference in the case of certain classes of officers of which Government
would have had to take account. :

. However that may be, or might have been; what 1 have to say now is
that.in the conditions on which we have to base our present estimates, we
and His Majesty’s. Government consider an emergency cut on the lines
already indicated to be absolutely essential,

.+ .As regards the financial effect of cuts on the scale which we propose,
I have estimated the position roughly as follows for the purpose of my
present .financial plan. ,

. Civil—We put the total saving for 1932-33 at 115 lakhs, and for the
four montbs from December 1st of the current year at 35 lakhs. TIhis
inoludes savings on the personnel of the Posts and Telegraphs Department.

Raslways.—~The saving on Railways will be very substantial. I refrain
from giving en exact figure pending the final settlement of a plan. In
any case it will not directly affect my present proposals, for we consider
that any saving effected by a cut in pay on the Railways must be utilised
to improve their own internal position, and that it cannot be translated
into any improvement of general revenues. As I have already stated, a
eut in fact will only be justifiable during the continuance of the present
emergency, and during such period we cannot in any case rely on receiving
any general contribution from the Railways. It is in our opinion essen-
tisl that if they have any margin it should be made available for reduction
in freights on agricultural products.

Army.—As regards Army officers, the same cut would apply to them
ag to Civil officers of the Government. We estimate & saving of 75 lakhs
in 1932-33 and 25 lakhs for the four months of the current year from
December 1st. I may note that if this saving is effected it will rednce the
expenditure of the Army next year to 46.65 crores.
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. dbelition of Salt Credit System.—I have now dealt with the first two
lines of action, first, General Retrenchment, secondly, eats in pay ; and
before 1 come to the third—which is new taxation—I have to mention
another measure which is in the nature of an expedient to improve our
revenage position over the next 18 months. : . :

We have been studying since the end of the last Budget session the
possibility of effecting an .jmmediate increase in our salt reveuue by .redue-
ing or abelishing the credit system. After careful .examiration of the
question in consultation with the officers of the salt department, we came
to the conclusion that, subject to giving fair notice to trade, - we - might
justifiably terminate credits altogether. We have accordingly notified the
gradual termination of the system by limiting eredits to 3 months as from
the 1st October 1931, and discontinuing the grant of new credits altogether
from the 1st March 1932. This means that we shall actually ecollect in
the current year and again in next year 15 instead of 12 months’ revenue
on all salt issued under the credit system. I expect our revenue will be
increased by one crore each year on this account. This of eourse involves
no real increase either in taxation or revenue, It only means that we shall,
during the next 18 months-collect 24 months’ revenue on eredit salt, After
that we shall be entirely on a cash basis, .

Taxation-—I must now turn to the third measure—new taxation.
Here our plan is very simple, and though unpleasant, I hope that honour-
able members will on the whole recognise it as fair. )

General Surcharge—The main plank of our proposals is to put a
temporary surcharge on all existing taxes, with the exception of customs
export duties, for these could not without detriment to our export trade be
included. With this exception, the surcharge will apply to all customs and
excise daties (including salt) and to the inecome-tax.and supertax. . The
surcharge which we propose is 25 per cent. on the existing rates in each
case. . ‘ . e

The principle is uniform, but as regards the income-tax there is an ad-
mijristrative difficulty inasmuch as the tax, although only imposed as from
Octcber 1st, has to be collected on a 12 months’ basis. It would lead to
great hardship in case of salaries or other income taxed at the souree if we
were to supplement deductions already made by a retrospective increase
at the full rate of 25 per cent. Therefore we propose that the surcharge for
the current year should be 123 per cent. on income-tax, but it will be
collecied at this rate on the whole year’s income. e
. New Tares—Apart from these general surcharges, we are forced to
include ecrtain new taxes. ' As regards income-tax, we consider that in
this emergency there is justification for reducing the exemption limit and
lmposing a small tax of 4 pies in the rupee on incomes between Rs. 1,000
and Rs. 2,000 per annum. For the same reasons as I have explained already
In connection with the surcharge on the existing income-tax, ihe rate will
be imposed at 2 pies for the current year and 4 pies for next year. :

The remaining special increases or new taxes which we propose are iv
Ec,gt'grd to 1mport duties. I will deal first with the increases in existing

uties.

We propose to increase the import duty on artificial silk piecezoods
from 20 to 40 per cent. and on artificial silk yarn from 10 per cent. to 15
per cent. We also propose to increase the duty on brown sugar from'
Rs. 6-12-0 to Rs. 7-4-0 per ewt. This follows the Tariff Beard’s recom-
mendation. As regards boots and shoes, we propose that there should be



12

fmposed as an alfernative to the 20 per cent. duty a minimum of 4 annas
per pair. The duty will thus be 20 per cent. or 4 annas a pair whichever
is the bigher. We also propose to increase the duty on camphor and on
electric bulhs from 20 to 40 per eent. As regards all these articles the
surcharge will be levied on the increased duty. :

.. Then there are three items formerly on the free list on which we think

it justifiable to impose a small duty on revenue grounds. The result of the
surcharges imposed in last Budget and proposed now is that the level of the
general revenue tariff has been increased from 13 to 23 per cent. 'There is,

:hefrefore, some justification for adding a 10 per cent. dnty to articles hither-
0 f-ce. ST Lo v v

‘We propose to put duties of 10 per cent. on machinery and dyes,
and. of § anna per:lb. on raw cotton. I must expect criticism of tnese
duties especially from the eotton mills, and I must acknowledge that their
imposition may appear to be in some ways inconsistent with previoys policy.
The justification must be the need for revenue, while as regards the cotton
mills we may claim that on balance their position will be improved by our
surcharge proposals, for under these the import duties on cotton piecegoods
will be increased by one quarter. This more than offsets the burden of
4 anna per lb. on goods made from imported cotton, and affords un
eﬂ'fectivg answer to possible criticisms on the grounds to which I have
referred. ‘ : o

’

- 1 have one more word to say as regards the income-tax proposals.
In considering the cut to be applied to the salaries of Govermuent officials
we considered what total reduction of their emoluments could fairly be
imposed.  If the general rate of reduction is to be 10 per cent., that repre-
sents what we think fair, and if further increases of income-tax were
to be added, that would go beyond the reasonable limit. We thercfore
propose that increases of income-tax, both by way of surcharge on existing
rates or by way of imposition of a tax for the first time on salaries from
Rs. 1,000 to Rs. 2.000 should be merged in any general ent which we
are imposing or which the Provincial Governments may impose.

* ' Postal rates——Apart from measures of - taxation we propose some
enhancement of the inland postal rates, namely te increese the existing
rates in respect of letters and postcards by one-half.. That is, the rates for
inland postal letters will be 1} annas instead of 1 anna and for posteards
9 pies instead of 6 pies. This enhancement should produce 73 lakhs in a
full year and should go a long way to cover the deficit of 52 lakhs in the
working results of the department which would, as I stated before, be left
even if the recommendations of the Posts and Telegraphs Accounts
Enquiry Committee are accepted.

" Summary of the plans.
1 may now summarise the effects of all these plans :—

. For the current year we shall improve the position as follows :--
. . - ‘ (Figures in lakhy of rupees.)

Special retrenchment programme e 30
. Cuts in pay—Civil .. . 35
’ ~ Military . .. 2

v .. ,Total cuts and retrenchmen . 99

g Anticibution»oi salt revenue .. .o 100
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Extra taxation— L
Customs—New or increased duties .. . 154 -
Surcharges on existing taxes 331 -~

Salt—Surcharge .. o2
Ineyme-tax nett . . ... 205 . ,
» Total new taxation ... -~ .~ 71L°

Increased Post and Telegraph charges = . L 37 .

The total improvement is thus ie e 933

Against an estimated deficit of - .. o .19.55 l
- We should thus close the year w1th a T

deficit of . . Ca " 10 17 -

On the other hand in 1932-33 we should have the folbwmnr nnprove—
ments :— o o

Retrenchment measures——Cnnl Cesrre2500 L
Military .. 450 . ..
Cuts in pay—Civil ceo e P15 S
Military .. .0 750
Total cuts and retrenchment .. - 890
Anticipation of salt revenuec Ce e ;100"

Extra taxation—. T T
Customs—New or mcreased duties’ .. 310 e )

Surcharges on existing taxes 662 A
Salt—surcharge- .. T 85, o
Income-tax—nett ‘ .. . . 8353 . 1410 '

Increased Post and Telegraph charges .. .. 73
The total improvement is thus .o o ce j_24,73‘ '
Against an estimated deficit of - e T ear 19,50 .
We should thus close the year with a ‘; . ' ’

surplus of S Tl y - 523

g

We should thus close the current year w1th a deﬁclt of 10 17 and the next
year with a surplus of 5,23.

: That is to say, the combined result of the two years will be a deﬁclt
of 4.94.

‘We consider that we are justified in regarding this deficit as covered
by making during this period of exceptional stress a reduction cf about
247 in each year from the provision for Reduction or Avoidance of
Debt. Even after making this deduection, this provision will amount to
4,43 in the current year and about 4,68 in 1932-33. 'When it is remembered
that the portion of our debt which is not eovered by productive assets ox,
cash balances is no more than 194 crores this may fairly be claimed as
an adequate Sinking Fund allocation during a penod of exeeptxonal,
depression. .
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But 1 may put the position in another way which throws up in a still
more favourable light what we are proposing. I have explained that on
present estimates the combined deficit for the two yeer: is just over 39.05
erores. We may fairly say that half the current year’s deficit has already
been ineutred—say .about 9.80 crores. If we lock at our task as one of
having to make a new budget for 18 months, starting with October 1st,
we should have to find means for filling a gap of 20.25 crores. We are
actually providing for finding improvements nf 31.11 crores over the next
18 months. . Therefore we are not only providing a balance for that period,
but we should have a surplus of 4.86 crores towards making up the deficit
of 9.80 crores on the first half of the current year.

~ IT these forecasts are fulfilled, then even if there is no improvement
in the cconomie position, the Finance Member, whea he presents the budget
for 1033-31, will ind himself in possession of a surplus of 5.23 crores and
he will be adle to make a substantial easing of the burdens.

It is perhaps forecasting events too much,ts say in what order these
reductions should be made. But there are certain principles which we
consider must be observed. Relief must comé¢ first in restoring the
emergency cuts in pay and secondly in taking off the surcharge on the
income-tax now to be imposed. I think we may: predict with as much
certainty as is possible for any such forecasts that these special impositions
will not in any case be extended beyond March. 31, 1933.

This is the picture, but I must add a few words before I leave it.
Much will be said about the increase in the burdens of taxation. But I
want the public to appreciate that we are not so much increasing the total
amounts of tazes levied as providing by inereasing ths rates for collecting
the same anount of revenue, o

Our difficulties have not in any way been caused by an. increase i
expenditare. Quite the contrary. We have in fact to face three things—
a drop in the yield of the current taxes, a drop in the revenues from com-
mercial departments, . and _a deterioration under the Finance headings.
The first we meet mainly by increasing:the rates of the taxcs ; and the
last two by retrenchments. I want Honourable Members to give partienlsr
attention to a table which I will cireulate with copies of ‘my speech in which
I analyse expenditure and revenue and show in parallel columns tax
revenue and net administrative expenditure. By the latter I mean the net
expenditurc on the Army and all other heads charged to revenue with the
exception:of thé debt services.: They will find here the true record of our
achievements and proposals. This figure of net administrative expenditure
will, according to our plans, have proceeded as follows —

(Figures in crores of rupees.)

1930-31 .. .. .. 79.67
193132 .. .. .. 7468
193233 .. .. . 6593

If this can 1eally be achieved, then we shall be able to congratulate our-
selves on having put matters on a really sound basis.
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. Conclusion,

Then 1 want to add something as to the reasons for the present

measures. I referred at the outset of my speech to the dangers, now that

we are divorced from a gold standard, of any inflationary action for the
purposes of meeting the current expenditure of the Government. ‘ If once
that process starts, it may be impossible to save the country from a com-
plete collapse of its currency. That has been the experience of all countries
whuse currencies collapsed after the War. They all went through the
same process. Budgetary deficits, met first by borrowing ; then a relue-
tance of the public to subscribe to government loans or treasury bills ;
then recourse to the note-printing press and inflation to provide funds to
mect current public expenditure ; then collapse in confidence in the car-
rency, notes printed faster and faster until the amounts reached astronomi-
cal fizures, and finally the complete disappearance of any value to the
currency at all. We want to erect a solid barrier against the possioilily
of India getting on to that slippery slope. That is the essential justifica-
tion for our proposals. We have heard much talk in the last days.-abcut
the disappearance of our currency reserves. But no currency reserve can -
be large enough to stand up against a lack of confidence in the currency.
Reserves are only valuable to tide over tempbrary difficulties. The. real
safeguard must be confidence in the soundness of a country’s financial
situation. If a country meets current expenditure with current revenue,.
and 1f, further, it has a favourable balance of trade, then it can face all
the vicissitudes of fortune with confidence, and jts actual currency reserves
are of minor importance.

That brings me to the last thing which I have to say to-day. I know
that our proposals of taxation will be criticised. But I will appeal to
all crities, either in this House or outside it, not to criticise thent hastily
or unfairly. We believe that we are doing the right thing for India—that
in ihese critical times, and looking to the years before us, when we nave: -
te meet heavy loan maturities both external and internal, the maiter of
vital importance is to preserve the trust of the public of India and else- -
where in the soundness of our financial position. Let honourable mem- .
ters, by all means, examine our proposals with searching eriticism, but -
I wcuid appeal to them, with all the emphasis which I ean command, v do-
or say nothing which will lead the outside world to suppose that they have .
not a full sense of their responsibility, or that they do not believe that the -
paramount duty of every man, who has India’s interest at heart, and vika -
can in any way influence the situation, is to preserve intact that financial -
stalility on which the whole fabric of the country’s life depends,

GEORGE SCHUSTER.
The 29th September 1931.

Le221FinD—5,500—29-9-31—GIPS



EXPLANATORY MEMORANDUM

BY .
THE FINANCIAL SECRETARY.

Notk 1.—Unless otherwise stated, the-amounts are in lakhs of rupees. The expres-
sions “ current year ** and “ next year” stand for the financial year 1931-32 and 1932-33,
respectively. : ;

Note 2.—A supplementary note showing the reductions proposed under the various
heads of expenditure as a result of the work of the retrenchment committees is attached.
The figures in this explanatory memorandum do not.take those reductions into account.

3

1. The following table compares the total recorded revenue and expendi-
ture of the Government of India in the years 1929-30 with the revised estimate
of 1930-31 and the budget and the present forecast for the current year :—

1929-30, 193G-31, 1931-32, 1931-32,
Accounts. Revised. Budget. Present

) forecast.
Revenue .. . . -« 13269 123,44 1,3487 117,3%
Expenditure .. . .. 13242 1,362 1,348 1,36,9¢4
Surplus 4 Deficit — .. . 427 —12,68 +1 19,65

2. The revised figures for the current year in the above table do not take
into account the effect of either proposals for retrenchment.and cuts in pay or
those for securing additional revenues. On- the present basis.the figures of
revenue and expenditure for the next year will be as follows :

1932-33. -
Revenue .. . - . . -~ L1650
Expenditure - - . - -~ 1,36,00
Deficit .- . . .- e« 19,50

The total deficit for the current year and the next will thus be 1 9,65 plus 19,50=
39,05. :

3. The proposals for retrenchments and cuts in pay and forincreasing-
the revenues are expected to yield the following results :
: : 1931-32 1932-33
6-months), (12 i
(1) Retrenchments— (Gmonthek (12 months)

Civil expenditure including posts and telegraphs but ex-

cluding railways .. . . . .. ... 30 2,50+
Military expenditure - . . - - 4,60.
(2) Cwts in pay— ; . . !
Civil officers and establishment including posts and telo-

grapbs but excluding railways .. .o . 35 - L15°
Military officers . . .e - . 25 75
—— ——————.

Total of retrenchments and outs in pay - .- 90 8,90

MS222CGS(Misc) "'



(3) Additions to revenue—

Customs revenue .. T . . . 483 9,73

' Income-tax (net) .. . “ . .. 2,05 3,563
Balt— R L

(s) Abolition of credit sales .. ve e . 1,00 1,00

(%) Surcharge .. . e T se . e 21 85

PomandTelegraphl e e N 37 73

Total addmons w revenue . ‘8,48 15,83

4, Wxth the a.bove cha.nges, the rewsed estunata of the current year and
the present forecast for the next year will be as follows :—
P .7 "Revenue. Expenditure. Surplus 4or deficit—,
o Bevxsed 1931- 32 : o 12594 © 136,11 —10,17
Forecast 1932-33° 132,51 127,28 +523
It will be seen from the statement above that after taking into account the net
effect of all the proposals for economy and taxation, the uncovered deficit
over the two-year period will be 10,17-—5,23 or 4,94, It is proposed provis
pionally to meet this deficit by reduction of the provxslon for reductlon or
avoidance of debt by 2,47 each year: .
. b, As usual, some further details of the changes in the figures . of Tevenue,
end expenchture are given below. C o
: » : - Customs.
" 6. The het detenoratlon of 10,00 in the Customs revenue in the current
. year, which is due to the prevalhng trade depression and the reduced purchas-
" ing power of the people, is dxstnbuted as follows <— }

i: Better+
: : Worse—
Spirits and liquors e ve e’ (X (X4 —10
Sugar ., .. . - ve . -—100,
Tobacco .'.' o or o ., =35,
Mineral oils . .. —25
Mof;ort:ma.ndcyclee . . R et =300
Bilver— = = .. . e Y . o =100
*.' Metals—iron and steel R Uk
Articles of food and drink ve .. ) . —50
Raw materials . .o Cer e et we, =10
' (htlery,hatdware.etc.” vel t ome L eal . e =20n. .
B Meta.ls other than iron and steel . . « —30
‘Ya.rnandtextxles sy e . w30
All other articles wholly or mmnly msnufactured . =00
Other articles vers . en TR T YU -]18:
> Betel nutg ., ve P .o .o ) +1a:
i. Iron and steel (protective)  ;; ‘e . . —60
Cotton piecegoods .. . e . o =200
* Export dutyonjute .. .. ve T ee e =00
' Excise duty on motor epirit  +, i e e« 15
= -1,000...

——
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These estimatés were framed beforé the events of the last week ‘hapl.)enea and
88 explained by the Honourable the Finance Member in his statement, they do
not take into account the possible reactions of those évents on the revenues.

7. The proposals in the new Finance Bill, after providing for a reductlon

in consumption, are expected to yield an additional revenue of 14,57 under
Customs as detailed below :— Pt

(i) Levy of new duties and increase in e:mstmg duties (ea:cludmg the sm'ckarge)
1931-32. 1932:33.

Sugar . i - T 7
Artifictal silk plecegoodl i .a .. 29 51
Artificial silk yarn .. i« .. B 10
Raw cotton Y] e e e “43 87
Machinery .. b2 103
‘Dyes .. . .. v 8 17
. Boofa.dn_dnhoe? . ) - - ] 7. 14 }
Campho? oo e - L B 2 ~5~ 9
Electrie bulbs aa s s . 5 10
154 310
c. Ny Vo - o 464 T

(s2) Surc’aarge of 25 per cent. on customs tmport duties zm:ludmg exeise Jutm
on motor spmt kerosene and szlver

Burcharge . i -is , ae 1 e ie 3,31 6,6‘2, }‘

. 9,93
NI Tazwmmcome

8 On the present basis of taxation the revenue estimates show a fall of
1,25 in the current year as compared with the budget estimate of 17, 44,
Business has been generally worse in the current year than in the last, so that

with the existing rates of income-tax and supertax, the revenue will show a
still further falling off next year.

9. The net increase in revenue a.ntlclpa,ted from taxation of incomes
between Rs. 1,000 and 1,999 and from the 12} per cent. surcharge in the current
year and from the 25 per cent. surcharge in the next after allowing for the

merging of the tax on salaries of Government officers in the cut m pay is
shown below; =

-1;r

_ . .. . © . fosi-s2. 1932-33.

R . o . . . RBA o Rﬂd
Taxation of lower incomes , e - i . 88 - 70
-Burcharge . . T e 1,74 3,01
. Total .. 2,12 3,71

|

5,83



-4

10. The reduction of the taxable limit of income from Ras.2,000 to
Rs.1,000 involving the addition of a large number of assessees will necessitate
the entertainment of extra establishment which will cost 7 in the current
year and 18 in the next, or 25 in the two years together.

Salt.

11.: The salt revenue was estimated at 7,05 in the budget of the current
‘year. A reduction of 8 is anticipated due mainly fo reduced sales oflocally
manufactured salt in Madras. : :

12. The limitation of salt credits to 3 monthsin the current year as from
the 1st October 1931 and the termination of the credit system altogether from
the 1st March 1932 is expected to give an additional 2,00 in the two years.
The imposition of the surcherge of 25 per cent. will, after taking into account
reduction in’consumption, give a further increase of 1,06 in the two years,
The distribution of the total increase of 3,08 is as follows :— '

l 1931.32. 1932-33.

: a v Rs. Rs.

() Limitation and ultimate abolition of ¢redit system .. 1,00 1,00

(¢5) Impoeition of surcharge .. . w2 85

. : . Total .. 121 1,88
' 3,06

13. As.iegards Iexpenditure a reduction of 7 is anticipated as a result
of economy in the current year.

' Opium. ) ' -

14. The total revenue from opium was taken in the budget estimate of
the current year at 2,15. It is now expected that owing to & reduction in the
indents for excise opium, there will be" a small decrease of 9 in the current
year’s revenue under this head.

15. On the other hand, there will be an increase of 8 under opium expen-
.diture in the current year due partly to the increased outturn of the last season
and partly to increased payments to certain Indian States under existing
‘agreements regarding production and sale of opium in the States.

Posts and Telegraphs.
16. The statement below shows the present estimates of revenue and

expenditure based on the actuals of the first few months :—

1931-32, 1931-32,
Budget. Present

estimate.

Gross receipts. . .e - .o . 10,96 10,78

. Deduct working expenses .e . . 11,45 11,39
Net receipts .. . . e e —49 —61
Interest on capital outlay e .o .o 87 87

Net loss including capital charged to revenue .. 1,47 1,59
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The saving under Working Expenses is due to various measures of economy
already adopted. The deterioration of 18 is due chiefly to anticipated short
vealization in stamp revenues and money order commission, due allowance
being made for the additional receipts expected during the year from enhanced
parcel rates and insurance fees already introduced. 3 e )

17. The enhancement of the postal rates for letters and postcards is ex-
pected to bring in an additional revenue of 37 in the current year and 73 in the
pext. : C e

Interest Receipts. : o

18. Owing to the replacement of the sterling securities in the Gold Stan-
dard Reserve by gold, the interest receipts in England from the investments
in the Reserve are estimated to be 24 less in the current year than was provided
in the Budget. The receipts from this source will probably diminish further
next year. - ' ' '

’ . Interest Payments.

19. The budget estimates for the current year under the head Interest on
‘Ordinary Debt$ were as follows :— ‘ S

Gross payments.
India - . . e e 2235

England .. . . N VO )
. , —_—— 4349 !
Deductions. , S

‘Chargeable to commercial departments and the Pro- . .. '40,42
vincial Loans Fund. L Ty
Net .. . ve .. - e 0307

20 The expenditure in India included 2,80 on account of discount on
‘treasury bills. For the reasons explained in the Honourable the Finance
Member’s statement on the financial situation, the present estimate of the
Jyear’s expenditure on this account is 5,01, or an increase of 2,21 over

the current year’s budget figure. There will however be a small saving of
12 under interest on ordinary loans. o B

21. As regards expenditure in England, there will be an increase of 40 on
account of interest and other charges in connection with the sterling loan of
£10 million floated early in the current year. As against this, there will be a
saving of 56 representing one half year’s interest on the outstanding amount of
India’s war contribution as explained in the press communiqué dated the

26th June 1931 regarding the effect of His Majesty’s Government’s proposals
following the Hoover plan.

22. The total gross interest payments in the current yeaf will thus be in-
creased by 1,93 to 45,42. ' '

23. The amount of advances to the Provincial Loans Fund in the current
year may be increased as compared with the budget owing to " deterioration
in the financial position of the Provincial Governments, but it is not proposed
to make any change at present in the interest chargeable to the Provincial Loans
Fund in the absence of reliable estimates. The net interest payments
on ordinary debt in the current year will therefore be 5,00, ’
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o 24. As regardé interest on other obligations, a saving of 10 is anticipated
in the payments on account of interest on the balances of Provincial Govern~
ments and Railways. o .

- 25. The present estimate of total interest payments in the current year is
13,82 against 11,99 budgetted for, or a deterioration of 1,83.
¢ " Appropriation for Reduction or Avoidance of Debt.

26. The budget provision for the current year under this head was 6,78

made up as follows :— -

"' ObIgatory provision for railway annuities and sinking
.. fundsand for the 5 per cent. rupee loan sinking funds 4,19
Non-obligatory provision to make up the total provision
* - according to the Debt redemption scheme .. =~ .. 289

—y

Total . .. 6,78

27. Owing to the amount of the treasury bills in the hands of the public:
outstanding on the 31st March 1931 being 10,00 more than the figure assumed. |
in the current yeax’s budget there is an automatic increase of 12 in the pro-
vision under the head after taking into account the small reduction due to
larger cancellations in 1930-31 of the 5 per cent. rupee loans on account of
purchases for the depreciation funds. - :

28. A sufficiently reliable estimate can not at present be framed of the total
outstanding debt of the Government of India at the end of the current year to
enable an accurate estimate of next year’s provision under Reduction or Avoid-
ance ‘of _Debt but ' it may safely be assumed thatthe provision in 1932-33 -
will not be less than that in the current year and may be 20 to 30 more.

' 29. As explained in the Honourable the Finance Member’s statements
it is proposed to reduce the total provision in the two years by the amount of
sthe uncovered deficit during that period, that is, on present estimates 4,94.

SPIE D PRt Currency and Mint.

30. As pointed out in the Financial Secretary’s explanatory mernotandum ire

connection with thebudget of the current year, the estimates under this group
'depend on the transactions connected with the securities in the Paper Currency

Reserve and the circulation of nickel coin. Owing to the cancellation of trea-

sury bills in the Reserve and alarge return of nickel coin from circulation on:

account of prevailing depression, there will be a deterioration of 53 under this:
_group of which 43 is the estimated loss on nickel coin circulation.- :
o ) ’ Eztraordinary Items. . .

.. . 31. Provision has been made for a reduction of 23 under Extraordinary re-~
ceipts in the current year as under the Hoover proposals nine months” Repara-

tion receipts will not be forthcoming. The net receipts will be 7 against 30 in'
+ the current year’s budget.: ' ' :

: ‘ ‘ Other Heads.
32. The other variations in the current year under heads not specified
" above result in a net improvement of 30 as compared with the budget, which i
" chiefly due to an all round reduction in expenditure.

The 29th Seplember, 1931. H. DENNING.
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Supplementary note on Retrenchment in the tc:vil and posts and telegraphs depart
ments.

1. A convenient summary of the recommendations of the General Pur-
poses Sub-committee will be found on page 70 of theirreport. The tWo_ largest
jtems are Civil Aviation and the Survey of India. The proposal to hold in abey~
ance the Indian State Air Service has already been accepted by Government,
while the recommendations regarding the Survey of India are undgr_goigg de-
tailed but urgent examination, as it will be necessary to come to a decision before
the survey parties would ordinarily take the field. .- - o

9. The Public Works, Accounts and Audit Departments Sub-committee
has recommended a reduction of nearly 3 lakhs in the Irrigation grant and, of;
nearly 32 lakhs in the Civil Works grant. The total of these two grants in
1931-32 is 172 lakhs, excluding the block grant for road dev.elopr'nent, In addi-
tion they have pointed out that by closing the New Delhi capital estimates 371
sum of about 12 lakhs yearly (representing rents and charges for electricity an
water, etc.) may be legitimately credited to revenue. All these, economies.
Government are expecting toeffect. They aré also hoping to save something by
charging certain maintenance costs of communications in centrally administer-
ed areas to the Road Fund, if the Assembly assents to the Regol{utipn]?n the
sub'ect. S .. . .o .o . : = ;

]3. Under Audit and Accounts Government have already. takem steps:-
to stop the experiment of the separation of accounts and audit in the civil |
departments. By these and. other.means -proposed by the  retrenchment
sub-committee Government expect to realise a gross saving of most of the
sum of 15} lakhs recommended by that sub-committee. Of this sum about
12} lakhs affect the two civil grants 43-Audit and 37-Separation of Kccounts
from Audit aggregating 1163 lakhs.

4, The Stationery Retrenchment Sub-committee has recommended a
reduction of about 164 lakhs in the net grant of 63} lakhs for 1931-32 under
Stationery and Printing. Government expect to achieve this, but 10 lakhs,
representing a reduction of the abnormal carryover of stock in 1931-32, will
have to be restored in 1933-34.

5. The Stores Retrenchment Sub-committee has proposed retrenchment
amounting to 3} lakhs in the net grant of 8-32 lakhs for the Indian Stores
Department. :

6. The activities of Government within the purview of the General Pur-
poses Sub-committee regarding which the sub-committee has not yet reported
include the revenue earning departments under the Central Board of Revenue,
the Seccretariat departments of the Government of India, the activities
under the Commerce Department, and the centrally administered areas and
sphere of the Foreign and Political Department. It is hoped to effect a net

saving of 90 lakhs in these departments, taking into account expenditure on
Census.

7. The actual economies proposed by the Posts and Telegraphs Retrench~
ment Sub-committee (excluding the effect of a cut in the pay of present
incumbents) aggregate Rs. 1430 lakhs immediately and Rs. 44-23 lakhs ulti-
mately. .o

8. A statement showing the effect of the above retrenchments is appended.
The last column of the statement shows the net saving after allowing roughly
for the cost of compensation to retrenched staff,
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STATEMENT.

Budget Reduetion Net
__grant, in Saving.
. ) 1931-32. 1932-33 T8
Field covered by General Purposes Sub-Com- '«
L zmttee . , e . . 321-77 121,21 100
erld not yet covered by General Purposes Sub- '
., Committee mcludmg Census - .. . 1,758-39 120 90
P W.Gmnta Coa T B 34-797
.- {out of New Delhi wcount) " e . . 12:00 !
Sta.tlonery n.ndPnntmg an . . 63-29 16-56
Audit (Civil) .o he . . . 11656 . 12:43
Vo T o y 60
(Po&Tc) ‘ver ' .. .o e s 2-55
(Railways) .. ee e e a 50
Indian Stores Department . .0 .. 832 3-71
Posts and Telegraphs S e e - . 14-30
Total (lakhs) .. 24,4050 250

338:11



Jinancial position.

g
Table referred to in the Honourable the Finance Member's Statement on thy

(Figures in lakhs of rapees.)
[}
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1023-24 - | 1,03,19 } 69,16 81,21 { 1597 3,62 e 100,80 | 42,39
192425 o | ,02,15| %0,25 77,79 | 14,90 3,78 . 96:47 | 45,68
1925-26 o | 99,38 w107 97,51 18,37 4,97 . 95,85 | +3,31
1926-27 o | 9792 %084 78,22 | 11,77 4,97 2,96 | 97,62
1927-28 o [ 90,30 71,12 76,91 | 10,57 504 | —222 | 9030 ..
1928-29 -1 91,66] 7482 77,101 10,20 5421 74| .9L98] 32
1929-30 ] 9569 7506 78,831 10,85 5,74 . 05,42 | 2%
1930-31 (Revised) | 84,22 | 69,82 79,671 11,08 6,15 s 96,90 | —12,68
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19§2£3 (Forecast | 91,67 | 85,05 65,95 | 13,34 4,68 . $3,97 | +7,70
~ba on pre-
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