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' PREFACF.

The National Planning Committee, appointed in 1938,
began its. work early in 1939. After defining the nature of
a National Plan, and determining the nature and scope of
the work entrusted to thern, the Committee issued an ela-
borate and comprehensive ‘Questionnaire which. was subse-
quently supplemented by specific details. Twenty-nine Sub-
Committees, ormed into eight groups, were set up with
special te#rms of reference to deal with all parts and aspects
of the nationa] life and work in‘accordance with a predeter-’
mined Plan, : e

e After some unavoidable delay in getting. replies to the
Questionniire, the Sub-Committees began their work, and
submitted Reports,—some of them Final, some Interim,—
walich were considered at the Plenary Sessions of the
Parent Committee in 1940. Towards the end of that year the
Chairmars Pandit Jawaharlal Nehru, was arrested and sen-
tenced to a lchg term of imprisonment, during which the
work of the Committee had necessarily to be suspended.

On his release a year later, hope revived for an inten-
sive resurpption of the Committee’s work. But the out-
break ofwar with Japan, the threat to India’s own safety,
and the hectic march of political events, rendered it im-
possible to devote any attention to such work at that time.
1t, therefore, inevitably went into cold storage once again;
and remained for the duration of the war.

JWhed at last the War seemed nearing its end, Pandit
Jawaharlal Nehru with other leaders was released. The
mbmeht seemed again opportune to resume the work of
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the Planning Committee. Meetings of that Body were held.
in September and November 1945, when certain more
urgent questions, already included in the programme of the
National Planning Committee, were given a special prece-
dence. A Priority Committee was appointed to report up-
on them. Changes and developments occurring during the
War had also to be taken into account; and another Com-
mittee was appointed to review the general instructions,
given six years earlier to the Sub-Committees, Revised
instructions were issued to them following the Report of
this Sub-Committee; and the Chairmen and Secretaries of
the several Sub-Committees were once again requested to
revise and bring up-to-date such of the Reports as had
already been submitted—either as final or interim—while
those that had not submitted any reports at all were asked
to do so at an early date.

As a result, many of the Sub-Committees which had
not reported, or had made only an Interim Report, put in
their Reports, or finalised them. The Parent Committee
has had no chance to review them, and pass resolutions on
the same, But the documents are, by themsglves, of suffi-
cient value, prepared as they are by experts in each case,
te be included in this Series. '

The following Table shows the condition of the Sub-
Committees’ work, and the stage to which the Planning
Committee had reached in connection with them. o
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To sum up, fourteen Sub-Committees had made final
réports, of which ten have been considered, and Resolutions
taken upon them, by the National Planning Committee.
Twelve more have presented Interim Reports, of whichmine
have been considered by the Planning Committee, with
Resolutions thereon, while three Sub-Committees have not
yet presented any report on the reference made to therr;;f

_ The idea that all this material, gathered together with
‘the help of some of the best brains in India in the several

departments of our national life, should be printed and .

bublished was before the Committee from the start. But

the interruption caused by the war prevented its realisation.

It was once again mooted in 1941; but the moment was not
“deemed ripe then for such action, partly because the leadin

Spirits in almost every one of the Sub-Committess were

unable to devote time and labour to bring their Reports up-
to-date; and partly also because war-time restrictions or

“shortages had made scarcer than éver before the statistics
and other facts, which particular sub-committees would -

need, to bring their work up-to-date. The war-time needs .
of Government had attracted several of them & work on-
Government Bodies, Panels, or Committees, For all, these
reasons it was deemed undesirable that material of this
character—valuable as it must be—should be put out in an
incomplete, inchoate, obsolete form, whith may reflect un-
favourably upon Indian capacity .for such tasks, .
The last four years of the War were thus a period of
suspended animation for the National Planning Committee,
Even after the end of the war, it has not been feasible, for®
obvious reasons, for the Planning Committee to resume its
work and finalise decisions. Continuous sessipns of that
body are indispensable for considering and taking decisions
on the Sub-Committee reports presented since 1940, and
putting all the material into shape, ready for publication,
. not to mention making its own Report; but the political
situation in the country made it impossible, Other condi-
tions, however, are somewhat. more favourable than in
1938-39, when the Central Government of the country were
all but openly hostile to such attempts, Lest, however, the
momentary difficulties make for needless further delay, it
. Was thought advisable by the Chairman and the under-
signed that no more time should be lost in putting this
- material before the Public. Following this advice, it {s now
broposed to bring out a complete Series of the National
lanning Committee’s Sub-Committee Reports, which wsll
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'serve as appendices to the Parent Committee’s own Réport.
. Ehle Plan of the proposed enterprise is briefly. summarised
elpw.

.. Bvery Sub-Committee’s Report, whick is in a final form
and on which the National Planning Committee has itself
taken resolutions, will be edited and published, with an
Infroduction assigning their due importance to the sugges-
{ions z_ind recommendations contained in that particular re-
port, its proper place in the over-all National Plan; and
following it up, wherever necessary, by a kind of Epilogue,
summarising the developments that have taken place during
the seven years, during which the work of the Planning
Committee had been in suspension. '

Those Reports, again, which, though in a final form,
have not yet been considered, and no resolutions taken
thereon, by the Planning Committee, will also be inciuded
in the Series in'the form in which they were submitted,
with such Introduction and Epilogue to each as may be
deemed appropriate. And the same treatment will be
applied to Reports which are ‘Ad Interim’, whether or not
the Parer® Committee has expressed any opinion on the
same.® They will be finalised, wherever possible, in the
office, with such aid as the Chairman or Secretary of the
Sub-Committee may be good enough to render, ' Sub-Com-
mittees finally, which have not submitted any Report at all,
«—they are very few,—will also find their work similarty
dealt with. The essence, in fine, of the scheme is that no
avoidable delay will now be suffered to keep the National
#Planning Committee’s work from the public. A

Bagh the Introduction and the Epilogue will be supplied

by ‘the undersigned, who would - naturally be grateful for

- stuch help ‘as he-may receive from the personnel of'e‘ach

Sib-Committee concerned. The purpose of these additions

is, as .alréady stated, to assign its true place to e‘ach_su(_:h

work in the over-all Plan; and to bring up the material in
each Report to date, wherever possible, ‘ ‘

" 'Not every Sub-Committee’s Report is sufficiently large
to' make, more or .less, a volume by itself, of uniform size,
for this Series. In such cases two or more Beports will be
cordbined, so as to maintain uniformity o_f size, g_et—u_p, and
presegtation of the materidl. “The various Repofts; 1t may
be added, would not be taken in-the order of the classifica

N ’ti;;h'.or'- grouping ‘originally given by the Planning Commit:
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* iee; nor even of what may be called the intrinsic importance
of edch subject,

In view of the varying stages at which the several Re-
ports are, for reasons of convenience, it has been thought
advisable to take up for printing first those which are final,
and on which the Planning Committee has pronounced
some resolutions. Printing arrangements have been made
with more than one Press, so that two or three Reports may
be taken simultaneously and published as soon as possible
so that the entire Series may be completed in the course
of the year.

Two other Sub-Committees, not included in the Iist of
Sub-Committees given above, were assigned special tasks
of (1) preparing the basic ideas of National Planning; and
(2) outlining the administrative machinery deemed appro-
priate for carrying out the Plan. These were unable to
function for reasons already explained. The present writer
has, however, in his personal capacity, and entirely on his
own responsibility, published the “Principles of Planning”
which atiempt to outline the fundamental aims and ideals
of a National Plan. This remains to be considdred by the
Planning Commitiee, Similarly, he has also attemyted to
sketch an administrative machinery and arrangements
necessary to give effect to the Plan, when at last it is for-
mulated, and put into execution., Notwithstanding that
these two are outside the Scheme outlined in this Preface,
they are mentioned to round up the general picture of the
arrangements made for publication of the entire work
up-to-date of the National Planning Committee and its.
several Sub-Committees,

The several volumes of Sub-Committee Reports, when
bublished, will be treated as so many appendices to-the
Report of the parent body, the National Planning Commit-
tee, Tt is impossible to say when that Committee, as a
whole, will be able to held continuous sessions, review and
resolve upon Sub-Committee Reports which have nnt yet
been considered, and lay down their hasic ideas and govern-
ing principles for an all over Plan, applicable to the country
including all the facts of its life and all items making up,
the welfare of its people,

The disturbed conditions all over the countr
Labour unrest that has followed the end of thg ’v@gg ;1};‘:
caused unavoidable delays in printing and publishing (rihe“
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several volumes in the Series, which, it is hoped, will be
-excused, ’ *

In the end, a word of acknowledgment is necessary to
put on record the aid received by the Editor in the prepara-
tlon and publication of this Series, All those who are asso-
ciated in the task,—members of the Parent Committee, or
as Cha_lrmen, Secretaries or Members of the various S:ub-
Qomxmttee,-_—have laboured wholly, honorarily, and con-
sistently striven to give the best that lay in them for the
service of the country. Almost all Provincial Governments
and some States,—the latter twice in some cases,—have
:ma(_ie contributions towards the expenses of this office,
which have been acknowledged and accounted for in the
Handbooks of the Planning Committee, published earlier.
Suitable appreciation of these will be expressed when the
Parent Committee makes its own Report. At almost the
end of its task, the expenditure needed to edit, compile, and
otherwise prepare for the Press, the several Reports, has
been financed by a Loan by Messrs, Tata Sons Ltd., which,
even when repaid, will not diminish the value of the timely
aid, nor the sense of gratitude felt by the undersigned.
Bombay, ls’g.July 1947, K. T. Shah.

Notg:—In the Scheme of this Series, originally given,
more than one Report was intended to be included in one
volume in some cagps. The combinations indicated in the
circular, of the 20th of June 1947, had had to be modified as
the printing of several Reports proceeded.

When about half the volumes were printed, it was
found that that scheme would not give a fairly uniform
s8ries. The new arrangement is given on the page facing
the title page. Some changes have had to be made in that
list e.g.mthe separation of the iwo Reports on Public
Health and N%tional Housing, intended to be in one volume,
are now in separate volumes.

Conversely, only the two Reports on Animal Husbandry
and Dairying and on Fisheries were intended to be com-
bined. As now decided, the Report on Horticulture is also
included in the same Volume.

Again, the original combination of the Report on Min-
ing and Metallurgy with that on Engineering Industries
has been modified, The latter now combined with the
Report on Industries Connected with Scientific Instru-
ments, which was originally meant to be a separate volume,
while the former is to be by itself.
3sfJanuary, 1948, K T. S.
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INTRODUCTION
1. Terms of Reference

This Sub-Committee was appointed to deal with:—

(2) The present and prospective scale of expenditure by
National as well as Provincial and Local Govern-
ments, and of the several States. -

{(b) Their sources of income through taxation, and in-
come from public domain, public enterprise, and other
receipts.

(¢) Incidence of these burdens.

(d) Development of new sources of public income with
a view to aiding the process of planned development,
and®eeffecting redistribution of national wealth,

(e) *The Sub-Committee will suggest the maintenance and
development Budget for each State and Province to
assist effective carrying out of the Plan, including the
utilisation of Public Credit.

Since this Reference was made, the economic, financial
_apd political conditions and circumstances of the country as a
vhole have been so radically altered that it is impossible te
outline any dependable picture of the country’s financial
position ¥d possibilities, with particular regard to the use of
Publig Finance in carrying out a nation-wide comprehensive
plan of progressive development. Six years of a World War
cannot but leave their mark on the public economy of any
country, and much more so on the national economy of a
country which had made War effort on the scale that India
had dorfe. But quite apart from this, the country has ceased
1o be a dependency of Britain, and attained, virtually speaking,
her national independence, which cannot but affect vitally
and at the very root her financial system, and its capa-
city to help in carrying out a comprehensive National Plan.

. The® again, the country is no longer one, as it was under
the British domination. Large areas and populations have
beer, partitioned off, resulting in large scale loss of material
weafth, and dislocation of millions, whose rehabilitation and
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resettlement create entirely new strains and stresses in our na-
tional financial structure.

The century old distinction, moreover, between Provinces
and States, with their different revenue and expenditure sys-
tems, is fast disappearing, most of the so-called pre-Union
Indian States are either merging into adjoining territories
called Provinces, or forming unions and groups of themselves
to rank as new units, or component parts of the Union, on a
par with the existing Provinces. The problem of selecting
and dividing tax-resources and reapportioning expenditure
between the -Union and its component parts, old as well as
new, has become materially complicated and different since
the Government of India Act of 1935 was passed, and the
zbove Terms of Reference were devised on that background.
As will be shown more fully hereafter, the nature, number
and yield from the several sources of Revenue have altered

beyond recognition during six years of war and two years of
political turmoil.

At the same time the demands on the pubdit purse, not
only to take up energetically programmes of moral and snalerial
development which had been hitherto neglected, but also to
uphold the country’s independence, are, growing so rapidly
that the background of 1939 is no longer applicable. Indian
planners can no longer think of National Defence, for instance,
even on its financial side, in a light they considered it When
India was part of the British Empire, This item is, con-
sequently, growing as much because of the inherent reasons
of scientific developments in armament as well as strategy
of war, as of political entanglements. The obligation, again,
to bring up to a common or comparable level the stage of
administration efficiency; and social service in reletively
]_oackward areas which were formerly Indian States will bring
its own additional burden. The task of material as well as
cultural progress under a National Plan of all

material not been fully known, explored or exploited: much
has been passively neglected or actively suppressed l’est the
brocess of alien and imperialistic exploitation be imiaeded b

the growing national consciousness of the; .
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ferept light than was placed before the Sub-Committee. That
bodya it may be added, had not completed its task in its en-
tirety*as much because of lack of time and data, as because
of the silent revolution, just indicated, which had already
set in.

II. Place and Function of Public Finance
in Planned Economy

To allot to Public Finance its proper place and share in
a programme of a country’s planned development, and to make
it discharge the functions that may legitimately be expected
of this instrument of economic reconstruction and social jus-
ice, we must begin by defining and understanding the nature,
scope and function, of Public Finance in the national economy
of a country. The expression,—Public Finance—is commonly
used to include not only the recurring income, collected by
the State from all sources by means of taxes and other forms’
of revenue to meet the accepted obligations of Government
upon the public purse, but also the utilisation of the collective
credit of thescommunity to meet sudden emergencies and aid
in the fgrmation of new wealth; and thereby to ensure a better
standard of living for the community as a whole, and for
every individual cogprised therein.

Thus conceived, Public Finance becomes a most powerful
thstrument, collectively used, not only to maintain the integ-
rity and independence of the country, but also to secure its

ogressive development of its material resources and spiri-
tual welfare of its people. A good deal, if not the entirety, of
this view being justified depends upon the accepted notions
of the ndtve of the State, and the duties of Government. These
notiops have varied immensely in the course of our social
evolution.

Perhaps the earliest expression of the collective life and
organised. effort in a civilised community was to be found in
the patriarchal State, wherein the Head of the organisation,
for the time being was responsible for the welfare of the
entire organisation. To him, therefore, were due the allegiance
and obedience of every member of the community. The scale,
however, on which Patriarchy obtained must have been very
limited, in number as well as extent. In primitive times,
therefors, with very few wants and resources, this form may
have worked quite satisfactorily. Active promotion of the
well-being of the individual and the energetic development
of the material resources of the community as a whole, could
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not have occasioned so much stress or anxiety to the ruler,
as fall to the lot of his present day more sophlstxcatedﬁ suc-
Cessors. - o 4

A variant of this form of Government, familiar even in
modern times, is Benevolent Despotism. Here also, the res-
ponsibility rests alone with the ruler, or the head of the State,
tc ensure the well-being of the masses under him. But the
conception of what constituted their welfare, individually or
collectively, was the despot’s own; and he discharged it in
accordance with his own light. There was none to counsel,
none to guide, none to check him nor share his responsibility,
even though there may be hundreds and thousands to do his
will. Being practised on a much larger scale than Patriarchy,
and affecting far larger numbers, such a despot’s work may
result in weal or woe to large numbers, without his ever
realising what were the consequences of his effort.

In so far, moreover, as such a despot was himself a mem-
ber of a class within the community, and had all the sym-
pathies and antipathies of that class, e.g. the IKing and his
noblesse, uniform attention to the welfare of all members of
the community was apt to be neglected in preference to the
welfare of a class or a section. Benevolent despotism to be really
beneficial to all members of the community concerned alike
must see to it that the Head of the State stands apart utterly
unconnected with any section of the community, and having
ne ties, no interests or desires cxcept the well-being of the
people as a whole. Being restricted, moreover, to one man,
the ability of this form of social organisation to develop un-
known resources and progress in unexplored fields of social
justice and individual liberty would be impossible. “Une indi-
vidual, however gifted or inspired, must necessarily be limit-
ed in his effort in a dynamic State, which, to be successful,

requires the whole-hearted co-operation of every part of the
hody politic.

While Patriarchy and Benevolent Despotism may<be un-
able, by the nature of their constitution, o take active steps
-in developing the material resources and promoting the spiri-
tual welfare of the individual in a country of the size of
India, Democracy of the Parliamentary variety may have its
own handicaps for functioning more activ
of the welfare of the individual.
large number representing a varie
ber feeling himself part of the Sov
Is apt to be slow in procedure,

ely in the promotion
Executive responsiple to a
ty _of interests,~each mem-
ereign authority in the Stato
and weak in performance.
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While the Laissez faire view of the State and its function
held the field, and Government was resiricted to the main-
tenartte of law and order within the countny, and its integrity
and security against foreign aggression, Parliamentary Demo-
cracy may have proved successful. In a country like Britain,
whgre this type of Government has had the most satisfactory
record, the attitude of the State to its members was for a
long time one of non-intervention. State activity being con-
fined only to police purposes and defence, ideals of peace and
economy by doing nothing would flourish and make demo-
cracy an impressive appearance, if not an objective reality.
Tradition and convention had, since generations, determined,
in that country, the limits of such interference as there was
in the daily life of the citizen, which were observed by both
the principal political parties. But these have begun, only
in the last generation or so, to recede in the background yield-
ing place to the modern conception of the State, in which col-
lective effort, agreed upon by common consent, tends to attend
tc individual concerns as much as to the collective security
ol the country.
%

Pailiamentary democracy, however, has evolved in Bri-
tain itself, since the days when the country was yet not unified,
and the Empire unporn. The numbers were limited, enter-
prise restricted, individual consciousness of social justice dim
and passive. Only two political Parties shared alternately the
‘responsibility of governing the country and the Empire; and
they both had essentially the same ideals of government, the
game view of the functions of the State, the same touching faith
in the efficacy of enlightened selfishness of the individual ac-
complishing as effectively the good of the individual as of the
State. % applied to a country much larger in size or num-
bers. the counsels of hundreds failed to preponderate on a
definite course of action; or even if agreed to for a while,
could persevere in it for sufficient time to make long-range
effort bear fruit. Groups were formed which frqugntly
coalesced but always remained distinct, which always d1v1dgd
but néver shared political power. Political action was still
further weakened, because the outlook was so varied. There
could be, and often was, difference even on the fundamental
principles of government and the basic ideals of the com-
munity. And planning is essentially long range, wl'lerc.elr_x the
interests of the country as a whole, as well as every mdi‘vx'dual
thereing have to be promoted by disciplined t‘effort of mﬂhon_s,
carefully co-ordinated and scientifically applied, a systematic
eexploitation of the resources and development of its possi-
bifties in all directions of moral and material welfare. In a
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Parliamentary democracy, therefore, unless a strong Party
with overwhelming majority takes charge of the country’s
destinies with a firm hand and keeps hold of power«for a
reasonable period, and, at the same fime, steers rigorously
clear of the danger of degenerating into Dictatorship of one
individual or a small coterie, the ideal of planned economy, as
defined at the very outset of the work of the Naticnal Planhhing
Committee, would be impossible to realise.*

The National Planning Committee thus seems to have
accepted the democratic system as the foundation stone for
framing as well as giving effect to the Plan. The country’s
independence having been achieved, and popular sovereignty
kaving been established, the preparation of the Plan,—and,
a fortiori, its execution,—become a matter of urgent import-
ance. In the definition of planning quoted above the co-ordi-
nation of endeavour in all sectors of the national economy,
&l every stage, and in every item, is made the essence of
scientific planning. To achieve this in India on a country-
wide scale,—with needs and resources, temperament and tradi-
tion varying from unit to unit and region to xegion,—will
require a concentration of authority and initiative, of disci-
pline and co-cperation, of a sense of national solidarity and
individual liberty, of social justice and political integrity,
which are difficult to maintain in what is"popularly known as
Democracy, even in the form of parliamentary responsibility
of the Executive. There will have, therefore, to be a cleag
demarcation of power, function, and obligation, as between
the various units and the Central Government, without which

a scientific Plan would be difficult to evelve and still mort
difficult to implement. ‘

-

Public Finance, is the key to such evolutiorfand achieve-
ment, and, as such it will be all the more difficult to orghnise,
re-adjust, and utilise. Judging from the Resolutions passed by
_the National Congress, successor to the British Government
in India; judging from their election manifestoes and official
declarations of policy, the State in India, whatever®its form
as a polity, must function as the organised representative of
the community, closely interested and concerned in all that
relates to the safety, security, integrity of the nation as well

as with the discovery and development of its resources, and
@ .o
* “What is planning?” asks the Note for th i
. 15 ] ? e Guidance of Sub-Com-
Itr;:t}tl;?;l flanrgpg,t‘und%r addemocratic system, may he deﬁt%ld as the
r _co-ordination isinterest Xper i -
duction, invesiment, ‘(radey e ieaperts of  Beooriean: Pro

; inve. and income distribution in accordance with
social objeclives set by bodies representative of the Nation.” v
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the promotion of the spiritual and material well-being of all
that’ dwell within its limits. The effete and obsclete “police
man’*stheory of the State will no longer serve to meet our
needs. Accepting this basis of the State®in India, Finance
must be taken to be the keystone of the entire structure of
outr national economy. It musi not only hold together the
varfous parts of the system, strengthening and supporting the
weak, encouraging and developing the strong; it must-also
aid in an active programme of national regeneration, which
had been held up or impeded by alien interests or local ignor-
ance, apathy, or lack of skill and enterprise. The State will
have fo embark, as early as possible, on a constructive pro-
gramme of planned development in every sector of our na-
tional economy. Pending, however, the reorganisation of our
Public Finance to a pitch where it would effectively function
in that guise; pending, that is to say, the utilisation of the
Public Purse as an instrument of national reconstruction and
progressive advance to a point where poverty would be banish-
ed and unemployment impossible, where no available or
potential resources would be left unknown, unexplored, or
undeveloped, the machinery of Public Finance,—hoth Re-
venue and Expenditure as well as Public Credit, should be
used to redress the uneven and uneconomic distribution of
national wealth,—_ngw as well as old.

Public Finance is thus of the utmost impertance in a we_ll
torcerted plan of national development, in all activities, in
every facet of the life of the country. But it does not func-
tion as a mere mechanism, or an inexorable force of nature.

t is not anything outside the ability of the people, once they
have become an independent sovereign nation by thems_,elves,
so to d@men the financial structure and order its working as
to aid actively in the main task of planned development. It
is a oreation of their will and functions in accordance with it.

e than once before owing to alien in-

As mentioned mor :
ing the country’s economy to

tevests holding sway and mould _
suit the?;‘ owf rquirements; and owing also to the peculiar
turn given to National Economy by their conflicting require-
ments, the inherent resources of the couniry were either llleft
undeveloped or if developed they were S0 developed thatl 5 iy
hindered rather than helped as rapid a _gy.fowth as could be
desirtd. It was taken as a maxim of British policy in India

to. intesfere the least with the country’s customs _and habits
or instifutions. Their financial system was SO d951gngd_as to
bring to the treasury the maximum 0 yield with the rrﬁmmur_r;
of &nterference in the economic life of the people. ence i
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was that Finance was administered by them merely as a hand-
maid of their Empire rather than as an active factor in deve-
loping the Dominion. "

For instance: Industrialism was born in the West a cen-
tury before its beginnings appeared in this country when the
governance of the country had just passed to the British
Crown. These early steps in modern Industrialism were taken
in India under the mistaken and selfish policy of laissez faire.
The British Government of India refused to consider that this
industry was new and in unfamiliar hands. 'They declined
to accord any protection or assistance to the infant industries
of this country, which had got to compete with the far more
developed corresponding industries of Britain. Even in the
new developments, which Scientific discovery or mechanical
invention had brought in the nineteenth and early twentieth
centuries, while this country was ready to accept, e.g. Rail-
ways, Telephones, Printing Presses, Textile Mills or Armament
Factories, the production of the basic requirements of these very
industries was not introduced in India at the same time. India
was, therefore, dependent all through the Britiga Rule for
all essential requirements of her new industries, services or
utilities on foreign supply, and the progress of economic de-
velopment which could be achieved with their aid was neces-
sarily slow and secondary. ®

After the War of 1914-18, a beginning was made in the'
direction of a New Fiscal Policy of “discriminating protection.”
Suitable industries, which were pronounced appropriate foxgt
such protection by a special detailed investigation, were'
selecteq for such protection, import duties being imposed to
neutralise the force of competition. Several industies have
come to obtain fiscal protection under this policy in the, last
25 years; but their growth has not been as rapid, as inten‘sive,
except in a very few cases, as to meet the entire local demand,

or use up the entire local output of raw material for building
up of such industries.

®
&

In no less important de i
_ : partments of national develop-
ment, like Education, Health, or other Public Utilities arll)rl

deve.elopme:-nt as has oceurred in the last
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only, and not a consciously devised agency to achieve pre-
detérmined objectives. It is to correct this, to reorganise the
entir machinery and objective of Public Finance, that New
India, whether a Dominion or an Independent Republic by
herself, will have to re-shape its financial policy and system,
both on the revenue and expenditure side, so as to make up
the® lee-way that has occurred in the past, and speed the
country forward on new incentives to new objectives, new
technique and new ideals to realise predetermined ends which
the National Planning Committee has, from its beginning,
placed before the country. If the country is united, and its
new Democracy able to recognise and shoulder the responsi-
hility that lies before it, financial impediment cannot, and must
not, stand in the way of any programme of all round national
development-—such as has been outlined in the various
volumes in this Series,—being carried into effect. For, in the
last analysis, Public Finance is a means subservient to a
nation’s will. Once that will is clearly and unambiguously
expressed; once a Plan of the kind envisaged in this Series
Las been prepared and ready for execution, finding the re-
quired funeg or the necessary finance, would be only a matter
of proper organisation and careful co-ordination of resources
and obligations. This would in fact apply to all t_he pre-
requisites, conditions and circumstances for preparing aqd
carrying into effect a nation-wide, overall Plan. To Public
Finance, however, as the most potent instrument of executing
‘the people’s will, this would apply with special force.

In the case of Finance, whether in the shape of produc-
tive capital needed for long-range investment, or for .curl"ent
needs in the shape of specific grants to particular objectives
made f™m fax collections or industrial enterprises or other
revenue resources, the reorganisation would very probablg
involve complete re-drafting of the Revenue S’Ixﬁter;l, ax;
wholesale reconditioning of the Expendxtm_'e_.h a e c;;r:ntr
was once attempted 25 years ago by the Britis 'tp‘}:eg‘r}nancé
and wag once again promised by the last of the Br:: ﬁs : lhca e
Ministers of India. The latter was attempted by the n;: Pull)) °
Committee even before the former. A fresh lifvi)?:nghes b
lic Expenditure, Central and _Pl'OVm?lal, m it‘m oo nse-
such expenditure, not only with a view to cutting

. o
less outlay, but also with a view to proper ez;)nor?lyo rl: ::;x;
the “Public Purse so as to obtain the best v ‘;ethe m every
pie ofepublic money spent. The replanning fth he National
Credit system, so as to anticipate future wea

' munity would likewise bave to be redgsigned, reconditioned,
afid re-employed on a wholly new basis.
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With such a conception of the nature and function of
Public Finance it is obvious that the first step in planhing
Public Finance would be to make it an integral item in the
overall National Plan, and use it for giving effect more in-
iensively to the Plan. The Report which follows indicates the
new form and possibilities of Public Finance as part of a Na-
tional Plan. . © 9

IO, Distinction Between Public and
Private Finance

" At this point it is necessary to clear one mis-
understanding that commonly obscures or distorts the
place of Public Finance in the country’s Economy. The
distinction that is wusually made between Public Fin-
ance and the rest of the financial aspect of the
country’s economic life is the heritage of days when
the function of the State was not coterminous with the life
of the people, but limited to what we have called above the
duties of a policemen, namely the maintenance of order, en-
forcement of law, and provision of defence agaimst aggres-
sion. This was the belief commonly held in Europe about the
- time the Government of India passed directly to the British
Crown. This view, therefore of Public Finance and its uses
was accepted by the Government of Indif, and worked upon
in this country. Here it was further intensified by the fact
that the Governors of the country were alien, and were be~
lieved to be antagonistic to the long-term interests of the
country as a whole. Government, therefore, necessarily con-
fined their demands for funds to what was absolutely neces®
sary for their maintenance. All that was required of the
people was considered by the people as so much aziaction;
and nobody considered it to be a serious offence t§ evade these

burdens of Government by every means in the power of the
tax-payer.

But even in those da
tween public and private
decisive dominatin

ys the oustanding distinction be-
finance was that in the former the
g factor was Expenditure to which re-
venues had to approximate, while in-the latter it was the
availgble résources or income which set the standard for ex-
penditure. That all revenue collected by Government from
any source whatever is, in the ultimate analysis, part of the
sggregate wealth or the gross production within the countr

which is compulsorily deducted for i €
or th
producer or owner can e public use before the

. ) ' can enjoy it. To pay one'’s taxes as parte
of one’s social obligations was a conception impossible to dct
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up to while foreign domination and alien exploitation dis-
torttd our view regarding the relation between the citizen
and the State. Now, however, that that great handicap is
removed, now that the people are, theoretitally at least, mas-
ters of their own destiny, this obscuration of the real nature
and proper use of the resources of the public purse, as well
as df all forms of public outlay should not be continued any
longer. The National Budget should be viewed as, not merely
the receipts into and disbursements from governmental
treasuries, but rather as the sum total of all kinds of pro-
duction—new wealth or otherwise,—whether actually form-
ed or in anticipation, and its outlay for the benefit of its people,
whether by promoting material production or developing So-
cial Services, Public Utilities and Cultural Activities. The
agency which levies, collects, controls, and utilises the largest
portion of the national wealth must be treated as the common
trustee and the national mandatory. The Central Government
of the country, or the Governments of the various units or
of the various Local Authorities, Statutory Corporations, and
other public or semi-public bodies that make up the totality
of the Ggvernment Machinery, together they get together
funds sufficient to carry out their immediate obligations, and
so use the resources placed at their disposal as progressively
to develop all available resources, stimulate all helpful, bene-
ficial activities and romote the spiritual as well as the material
welfare of the people.

In a planned economy, particularly, this view of the Ne—
tional Budget and Public Finance as part of the country’s
%otal resources and utilisation is indispensable,_ if the P!an
itself is to be held in proper perspective, and its execution
adequammly and effectively assured, governmental agency woulc%
then be regfrded as the best and the most economical channe
for collecting a part of the wealth of the community which is
surplus after all legitimate needs of the individual are met or

whatever is necessary for the ol;lig}?tions alssumgd b_si Gcc{;;irgx:
’ he welfare of the people under its e,
e eco hinery of production and dis-

a i economic mac .
nd stimulate the eco lity. Taxation, instead of ap-

ibuti its abi
faibution to the best of 7 explicable deduction {rom the

pearing as a compulsory and in ) the
\wvealtl'zb of the incﬁvidual, to be used for purposes he neither

hare to the
knows nor approves, would be replaced by a s
State out of f}f)e new, additionaldvyegcl_t}tl_ produhcifig ngz?l% ;ﬂg
of it j anisation, and initiative, w. ; ‘
‘;mijd linﬁégi;ggi as a return to the individual, in the form
, of obvious services and measurablg benefits <_>f C}%love;nmentf,
c# what was levied from him or his fellows in the shape o
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~
~

taxes. No part of the country’s resources would be spent,—
except on the defence of its people and the promotion ofﬁfheir
welfare, within the country itself.

1V. Public Finance—A Means of Redistribution
of National Wealth

Pending, however, this revolution in the popular attitude
towards public burdens and benefits received from the acti-
vities of Government; and pending the full fruition of the
Plan this Series envisages, Public Finance will have to be
designed and operated, so as to promote the main objectives
of the Plan, and remedy the inequalities that now disfigure the
social system. Taxation and Public Expenditure, as a means
of redistributing the national wealth, have been increasingly -
utilised in recent times by all states, even when those who use
it do not admit any such purpose to guide their measures or
dictate their policies. But as soon as the “Policeman” con-
ception of the State, its functions and responsibilities, are
widened to include an active share and direct initiative in the
promotion of the material and cultural well-beinc®of the citi-
zen, the demands of the taxing authority would necessarily
be recognised as a means to re-adjust the inequalities of wealth
distribution in possession or prospect, in the imposition of the
burdens of government.

This would inexorably lead to the burdens of the puBlic
demand of taxes or other revenues being placed more and more
on the shoulders that are calculated the most easily to bear
them. Conversely the benefit of all public activities, paid for
from the Public Purse, must be apportioned or made available
to those who need them most. Even if, as a logicpl &helusion
of this theory, taxation goes to the limit of taking up. the
entire surplus wealth, whether income or capital,—of an indi-
vidual or a corporation, after providing for the needs of such
individuals and corporations on a predetermined basis, there
could. be no ground for just complaint, provided the expendi-
ture incurred and defrayed out of such collections is “exclu-
sively for the immediate or ultimate benefit of the people.

No part should be spent outside the co
untry; no benefit should
result, except to the children of the soil

The use of the national Budget to rectify the inequalities

of distribution of the wealth of i J
g > a community, founded on prj-
;Z;;’? broperty and functioning under the impulse of the plzpoﬁt

wealﬁrﬁ,_apphes not on}y to the wealth in esse, but also toe
It posse. That is to say, the Credit machinery, or the
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borrowing powers and capacity of Government, could likewise
be utilised, and must be so utilised, to effect a gradual redis-
tribulton of the community’s wealth on a more just, more
rational basis. The production of new material wealth, or the
promotion of the indispensable social services, cultural ameni-
ties and public utilities, which make all the difference between
thode' who have and those who have not, between the favour-
ed and the privileged, and the disinherited, oppressed or ex-
ploited, may require anticipaiion of future wealth, just to
supply those tools and implements, materials and labour,
skilled and with efficient management, and scientific guidance,
without which no production can take place, and the wealth
of the community cannot be increased. The burden of such
anticipation should, likewise, fall only on such shoulders as
can most effectively bear them, though a scientific organisation
of the machinery of Credit, its institutions and instruments,
would make the “burden” least felt. The fruits of such enter-
prise, on the other hand, must be distributed according to a
plan, which would go still more to unde the prevailing
inequalities.

° _ )
As poin?ed out already, it is possible to achieve several

jectiv ic Fi i lating the
chjectives by a proper use of Public Finance in regu g th
normal economic life of a community, and effecting re—cpstrl-
bution on a more fquitable, if not equal, basis the available
wealth of the country amongst its people. It can aid actively
%n -developing the potential resources of the _c_ountry, and
thereby improve the standard of living and conditions of work

;:111 round.

Much of this can be accomplished by a proper husband-
ing of wag resources which Goverpment can dispose of. They
consist, in & society based on privaie property and ‘actuated
by the profit motive, mainly of taxation. These receipts may
be supplemented by Fees for services rendered, or PLNCES. {or
commodities supplied. Profits of such enterprises as the State
carries on directly by its own agency, on a cen1me1'f:1a1 f%otgiiq,
Rent, , Royalties, or other analogous income from 1 ublic
Domain make, in modern times, an increasing item a solor:
the revenue side of the national or local_ Budget. »Thef gi]s
category may be relatively unimportant In a society of the
kind now under consideration; for in such a soclety as' most
of the enterprises that the State handles d}ilref:tl;y_r hale not
handled with an eye to surplus or profit, but 1‘_a>t er wit ha ime};\;
t& bendfit and render service to the commuplty asaw do e.
there is at any time any monetary surplus, it is used_ in reducing

Qcharges,- or improving the quality of the commodity supplied
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or service rendered or the salaries and wages of the staff
employed or the conditions of their work. The value and
utility of such enterprise is measured by the volume of*hene-
fit received or service rendered, and not by deriving a monetary
surplus by the State or its Agent like a Statutory Corpora-~
tion, or a representative like a local body. .

Even as regards Fees for services rendered, or rates for
Public Utilities or other such public enterprises, they are
made as near as possible, to correspond to the cost of provid-
ing, maintaining Departments which offer such services, and
not with a view to make any net profit for the Exchequer out
of these. Examples may be found in cases of fees for Pass-
ports, or rates for Postal, Telegraph and Railway Services.
In India, however, the last mentioned items cannot be said to
be entirely free from any element of profit-seeking.  Being
public monopolies of most widely used services, they have
been utilised in every moment of crisis, and particularly in the
last decade, as fruitful means of making up the Budgetary
deficits. But the policy of increasing postal charges and rail-
way rates or fares, by a direct increase or levyingisurcharges
is open to a serious objection that they needlessly burden
communications and hinder trade. Those who follow such a
policy also overlook the elementary canon of such taxation,
viz. that the higher the rate the lower very likely would be the
vield. The law of Diminishing Returns may not have set in
already as there is still immense room for expansion in these’
services and utilities in India. But the policy is apt to defeat

the principal aim of such increases, and the Budgetary gap.
unlikely to be filled. )

It is only, therefore, by Taxation, direct as well sslindirect,
that the bulk of the resources of the State are or can be obtain-
ed under the present social order for rendering such service

and ch:scharging such other functions as the State may impose
upon itself from time to time.

V. General View of India’s Financial Systen; e

On this background, let us now examine th
and function of Pyublic Finance in India under the %ritiih %?32
as observed elsewhere, the State in India functioned largely
(lzjn the orthodox theory which least interferred with the daily
fe of the people. On that basis the following Table gives a

.lgiréziaéuxggw of the Financial System from 1937-38 to the

Budsets et proposals, including both Central and Pgovinc%al s
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These are revenues of undivided India upto th

pto the Budget
for 1946-47. The following Table shows the principal co%n—
ponerﬁ-s of the total Central Revenues for the Union of India
according to the latest Budget i.e. for 1948-49;—

TABLE III
Revenue Estimates
(In crores of Rupees) Budget 1948-49
Customs .. .. .. .. 81.75
' — 58*
Central Excise Duties T . 34,00
: 13.10*
Corporation Tax .. . . 39,50
10,30*
Taxes on Income other than Corporation
Tax . .. . . 90,50
—  392%*
Salt .. .. .. . (a)
Opium o .. . .. . 1,40
Interest * . .. . . 1,17
Civfl Administration . .. 5,12
Currency and Mint .. . .. 9,40
Civil Works o .. .. 81
Receipts from Indian States .. —
.Other sources of revenue . - 436
Posts and Telegraphs:—Net contribution to
general revenues .. .. 38
40%
Railways:— do. 450
Dedmgf;—Share of income tax revenue
payable to Provinces L. .. o— 3787
— 1,96*
Total . 2,35,02
21,26*
2,56,28

—t———

(8) Included under “Civil Administration.”

*Effect of Budget proposals.

Source:—Explanatory Memorandum on the Budget of the
Central Government for 1948-49.
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" Characteristics of the Revenue System

" Examining the salient characteristics of the Revenus
system in India, the first feature that strikes us is the growing
shift in emphasis on the different forms of Public Revenue.
In the past, from the beginning of the direct British rufe in
India, when Public Finance came to be regularised and
modelled on the British System, the sources of Revenue were
limited, the chief of them being that from land. The Govern-
ment of India was then a wholly unitary body, and all re-
venues were that of the Central Government. The Provineial
Governments which existed then were wholly subordinate
and mere agents of the Central Government. They were ad-
vanced such sums as were necessary for expenditure incurred
in the various divisions of the country, but defrayed by the
officers or from the treasuries of the Central Government of
India. All revenues on the other hand, wherever collected,
belonged to the same Central Authority.

. Decentralisation began in 1870, and .was cayried out by
regular stages of Quinquennial Settlements with the Provin-
ces. By the time World War 1 had broken out, thesé Settle-
ments had become semi-permanent and stereotyped. There
were considerable variations, no doubt, agbetween the several
Provinces, in the. matter of resources placed at their disposal
or obligations imposed upon them. But they all followed, the
same patiern; and the constitutional position remained un-
changed till 1920. With the advent of Dyarchy, there were
some modifications; but it was left to the days when 17 veals
Iuter,‘ Provineial Autonomy came into the country, that the
Provineial Purse was wholly separated from the~Central.
Though there are even after 1937 certain comm®n sources of
revenus, or sources which are shared by all—the Centre and
the l?rovxpces as well as the States, e.g. Income-tax, or Cen-
tral Excises, on the whole the more important items are
separate and distinct. There is similarly a division in the
hieads of expenditure, with the practice of Central’ Subven-
tons, or Grants to the Provinces which remind us of the
original position and guiding principles of Indiap Finance.

in the latest phase of Constitutionsl Reform ev
resie seems to.he a tendency to assign to the céni;?moi?
thanufsti% aéd‘ those more capable of expansion or addition
that fo the nits. A fuller explanation of this departure from
wadi DS giverr in the Summary of Developments: It is

cessary, for the purpose of this Introduetion to go into
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the latest proposals for the division of functions and resources
as between the Centre and Units under the new Constitution
for tht Union of India. The fact, however, remains that, in
so far as the actual administration and governance of matters
that closely relate to the daily life of the people is necessarily
in the hands of Unit Governments or Local Bodies functioning
under them, the resources placed at their disposal are in-
adequate to the responsibilities similarly imposed upon them.
If the Lincoln ideal of government of the people by the people
for the people is to be realised in practice, it cannot be denied
that the greater the resources available to the Units, the
greater would also be the opportunity for them to do their
work well.

As for individual items, since the beginning of Decentra-
lisation in finance, Land Revenue was made over to the Unit
Governments. Other sources of revenue have been either
divided completely or been shared between the Centre and
the Provinces. Various rights have, at the same time, been
reserved to the Centre for dividing any revenue item or share
so divided ®y laying down the general fiscal and financial
policy, or making specific grants and subventions from the
Central Purse to the Units.

Land Revenue, tlmwever, was a form of Direct Taxation
which, all through the latter half of the nineteenth century,
Meld, pride of place in the Indian Fiscal System contributing
more than half of the then total revenues of the State in India.
Another form of Direct Taxation, namely that on Income, was
introduced in the last quarter of the last century. It began at
very low rates, and in a very restricted manner; and was, even
al timeS™@duced or remitted altogether, to mark the pros-
perity of the Public Purse, or perhaps to indicate the bias. of
the governing class against taxing the wealthier classes. When
‘first introduced, the Tax on Incomes did not take the place of
that .other great Direct Tax, viz. land revenue. On
the contrary against the land revenue assessed on the landed
class that class was exempted from the tax on agricultural
income, and the exemption has continued right up to the
present times. Proposals for an Agricultural Income Tax,
to be levied and collected by Provinces has come under consi-
deration by the Units, ever since Provincial Autonomy was
introduced, and may, under the changed conditions to-day,
very scpn be implemented. Between these two forms of
income tax a very considerable amount may be derived from
that source. At the present time, however, according to the
latesst available statistics, there are less than half a million
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Income tax-payers including companies, in this country, who
have incomes of Rs. 3,000 or more per annum individualiy, as
shown by the Table below. -

TABLE IV

Number of Assessees to Income-tax.
Total Assessment and Total Tax.
(1946-47)

(Figures in lakhs of Rs.)

' Total Income-tax
Category No. of Income including
Assessees assessed deduction at
source
I. Hindu undivided fa- ¢
milies _ 70,377 575088 = 598.4
@
II. Unregistered Firms :
& other Associations 14,074 1378.20 150.60
III. Companies & Others ‘
" Assessable at com- ‘ ' '
pany rates 6,561  14838.12 3869.00
Total . 447405 48448776 10.94
. 3, G “g‘g

N.B. These figures are taken from a Table prepared by the
, representatives of the Reserve Bank of India for the

Committee of Economists appointed in August 1948 to
consider the Inflation crisis. ‘

Figures. in respect of salaried assessees do not cover all

cases resulting in no demand on account of adequate
. reduction of tax at source, '

<

The rate of Income-Tax rises fairly sh ighe? g
shown by 1he p e Do e alrly sharply at the highe? levels as

¢ rate was even higher in the Budget of
1947-48 for the whole of India, but has b ifled i
for the Union of India- for 1948-49. oot modifled n the last Bt:.}dgc?
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Tax Evasion.

The rates of taxation have been, in recent times, consider-
ably and progressively raised. The Tax is a proglessive
charge rising in rate as the amount of income increases. There
" is a minimum of subsistence exempted from taxation and cer-
tain deductions are allowed in respect of expenses incyrred
for earning an income, depreciation of plant buildings and
machinery etec. But no deductions are allowed from the in-
come taxed on account of the number of dependants etc. It
is unnecessary to go into the details of the variations in rates,
as well as the methods of assessing and collecting this tax. It
is claimed in some quarters that the Income Tax Collection
Machinery is about as efficient in this country as anywhere
else; and yet the belief prevails that at least as much taxable
income escapes taxation as is charged to tax.

1t is not denied that there is considerable evasion of tax
payment in this country as elsewhere. But that evasion is
due rather to the lack of a correct public sense or appreciation
of the ethics involved than to any defect in the system of
assessment and collection. No one can say whatcis the total
amount of tax payment thus evaded. Various eStimates have
been made by official and non-official publicists, which vary
from Rs. 200 to Rs. 800 crores of tax money due hut not heing
paid into the Exchequer in the last 3 ®or 5 years. If that
amount were to be rigorously collected, the difficulties of to-
day arising out of unchecked Inflation would be easily solved.
If the public conscience is aroused and educated to the pitch
which may well be expected now that this country has a
Government elected by the representatives of its people, there
can be no doubt that this source will furnish the largest single
item of revenue for the Centre and Provinces, whilathe basis
of the Social Order remains rooted in Private pfoperty. The
tax, moreover, has shown a degree of elasticity and productive-
ness which makes it ideal from the point of ‘economics; while
&e;;:ige :dg:_slstesne(\)i pea_rly as may be to the_ ability to l;ear the
, jectionable from the ethical standpoint also.

Growth of Indirect Taxation.

It is clear, however, from an analysis of the Tax Receipts
of to-day,—that emphasis has definitely shifted from Indirect
to Direct Taxation in the Indian system of Public Finance,
both at the Centre and in the Units. At the beginning of the
%:ant'ury, for_mstgnce, Customs Revenue (wholly Central) and

xcise (which is largely Provincial) were illustrations, of
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Indirect Taxation. Between them, they used to yield com-
paratively little, though in those years Income-tax Receipts
were%also not very considerable. .L.and Revenue was the
principal form of Direct Taxation, which made the income from
ihat category of taxation preponderant.

If we add, however, on the side of Indirect Taxation the
incolie from Salt, Opium and other similar sources, the total
from that category would appear to be greater at the turn of
the century. Opium revenue was, perhaps, the most import-
ant single item of revenue, after land revenue; and was the
more unobjectionable as it was derived largely from Non-
Indian consumers in China and Malaya. Opium revenue
came from a Government Monopoly, where the price was
charged so to say up to the maximum the consumer could pay;
and, as such, was not felt as a burden in this country at all.
For these reasons it was in marked contrast with Salt Revenue
which fell exclusively upon the people irrespective of their
ability to bear the burden or was rather in inverse proportion
to their taxable capacity. That source has disappeared from
the Indian Budget since 1910, leaving a big hiatus that has
not yet beere §lled up. No comparable economies are possible;
no sufficient alternative or substitute available; Opium
Revenue was dispensed with at the instance of the British
Government, where the Non-Conformist conscience was
roused and found int the export of Opium from India such an
instance of nefarious traffic that they could not regard the
¥ndtan Government to be guided by Christian principles of
international justice. By a Treaty with China, which under-
tpok to abolish Poppy Cultivation at home within a stipulated
period, India was made to reduce progressively her exports of
Opium, by an increase in prices as well as by reducing her
Poppy ‘Cabtyyation. By the beginning of World War L
‘Opium had ceased to play an important part in the Indian
Budget. The amount now shown under that head is from the
consumption of Opium and other such drugs in the country
itself. It is more an Excise Duty than a monopoly profit.

' In the early years of the direct British rule in India,
Customs Revenue could not grow at all in proportion to the
Trade of the country, as the basic policy of Government in
those days was not to place any barriers in the way of free
flow of ‘trade between countries. The Free Trade policy of
the British Govt. was copied by their agents, the then Gov-
ernment of India, where it was wholly misunderstood, because
the chapcees of local industry rising to its just stature were
believed to be needlessly prejudiced so long as Government
offered no fiscal protection to their establishment and expan~-
sioh. Under the stress of World War I, however, when reve-
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rue considerations became all the more insistent; and when
it was fe_lt Customs could be made to contribute much more
thanejt dld_ at the time, new revenue duties were imposed. At
fthe same time a pledge was given for a revi%ion of the govern-
1ng'pollcy as soon as the War ended. This new orientation in
policy was embodied in the appointment of the Indian Fiscal
Comunission in 1921, whose majority recommendations were
accepte_d by Government, and the policy of “discriminating
protection” adopted for selected Industries after satisfying
th&l’l:lSElVES through proper investigation by a Tariff Board that
‘;lhe industry asking for protection had a fair case for protec-
ion.

The immediate effect of a change in Fiscal Policy was to
increase Customs Revenue through high duties on competing
materials imported from abroad. And even where there was
no room for competition, Customs Duties were raised several
times in the twenties and thirties, so as to make an effective
counterpoise to the income from Direct Taxation on income.
These Indirect Taxes are favoured by all Governments, and
particularly in Federations, as the tax-payer of these revenues
is not conseigus of the charge made upon him. If Democracy
would Jike to be real and effective, it must prefer Direct Taxa-~
tion, as then only will the citizen become fully conscious
of the burdens of modern government, and exercise his vote,
the symbol of his sovereign authority more intelligently than
is commonly the case.
® .« At the present time purely revenue or protective duties
are levied and the aggregate net amount is over Rs. 84 crores
as shown in the table appended.

TABLE VI
Budtyakaof 1948-49; Customs Duties and Central Excises
(Figures are in lakhs of xupees)

1. CUSTOMS DUTIES
(A) Import Duties (Sea Customs)

(a) For Revenue 5412.00

{(b) For Protection 688.40

(B) Export Duties . 2252.55

(C) Land Customs 40.00

(D) Miscellaneous 75.00
Total . 8468.00

O. VENTRAL EXCISES 3400.00

i,

Grand Total 11868.00
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While the most considerable instance of Indirect Taxation
-was revenue from Customs Duties, expanding local Indtstry
-developed by means of fiscal protection or because, of:some
-inherent advantage of its own within the country, were also
brought within the purview of Taxation. In proportion as
they succeeded they paid more by way of Income Tax, Railway
freight and fares, and excise duties on consumahles obtained
in the country itself. In addition, what are ealled some Excise
Duties were also levied on the raw material or finished pro-
-duct of these industries, the yield at the present time from all
-of which is given in the Table VI given above.

Between them these two principal items of Indirect taxa-
‘tion were estimated to yield Rs. 115 crores, in 1948-49, ugs
-against Rs. 130 crores in round terms estimated to be derived
from all kinds of direct taxes including, Income Tax, Corpo-
ration Tax, Excess Profits Tax etc. Indirect Taxation of this
kind also displays an elasticity and productivity which are
fairly comparable to the Direct Taxes noticed above.

_ Excise Revenue also forms a considerable part of the
Provincial Purse. But there Excise Duties g2 levied on
articles of consumption which the public opinion regards as
injurious to the health or morals of the community, Attempts
-are accordingly being made to abolish such nefarious traffic,
and sacrifice the revenue derived therefrom. Plans for Prohi-
bition calculated to abolish the drink evil altogether within a
given period, have been accepted in principle by the Provintial
Governments, wherever they were under Congress influence,
ever since 1937. With the return to office of the same Party
in 1946, these projects have been revived in several Provinces.
The experience of the earlier experiment had, however, made
many Authorities realise the unwisdom of impuls<s aaoption
and immediate execution of a Total Prohibition Policy. The
present sg:hemes, therefore, are aimed at progressive reducticn

ved from it, by choosing parti-
licy is being put into force, so
eached in five years om so.

In proportion as this policy is realised, a considerable
sacrifice of revenue would have to be incurred. The deficit,
therefore, even now hoticeable in the Provincial Budgets will

tend to Increase, and will have to be made good by devising
alternative measures, or increasing the rates of taxation in the

eXisting revenue, or enhancing subsidies or grants from the
‘Centre which may be undesirable for constitutional dr politi-
cal reasons. In any case the Indirect Taxation described is
Impossible to be dispensed with, and be replaced by Dirget

cular distriets in which the po
that the desired goal may be r
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Taxation unless the present day heavy evasion is checked, and
the tax-payer educated to the proper pitch of his duty to the
Statets

It may be added that, according to the Budget of 1946-47,
the total gross Tax Revenues of the Government of India
amoyunted to Rs. 240.55 crores, the cost of collection of the taxes
amounted to Rs. 8.11 crores, or some 3% of the total tax
receipts. The collection charges for Indirect Taxes of Customs
and Excise aggregate nearly 10% of the gross receipts, i.e.
Rs. 4.46 crores for a total gross income of Rs. 46.70 crores. The
corresponding cost of Direct Taxes is a little over 1%, i.e.
Rs. 1.31 crores on a total income of Rs. 1,11,16.86. The cost of
collecting salt revenue was nearly 16% of minor taxes, the
cost was proportionately very much higher, but in the aggre-
gate it made little difference.

Between 1937-38 and 1946-47, the Customs rose from
43.11 crores to 65.55 crores, or a little over 50%; Central Ex-
cises rose from T.66 crores to 46.70 crores or 600%; Taxes on
Income, including Corporation Tax, rose from Rs. 14.58 crores
to Rs. 116.86 crores, or 800%. This shows the shift during the
War years, 8nd the change is even greater if we take our start-
ing poimt for comparison at 1930-31. The figures given above
all relate to the Budget of 1946-47, as shown in Annexures I
and II of the Explanatory Memorandum, pp. 22-23.

o . Other Sources of Revenue

According to the last Budget for united India, i.e. for
1946-47, the Net Revenue from the Commercial Departments,
principally Railways and the Postal Services,—was Rs. 17.12
crores, or about 5% of the total net revenue for that year of
Rs. 299%%egpres. There have been considerable vicissitudes
in this item, which yielded only Rs. 1.47 crores in 1938-39,
net revenue and formed less than 2% of the total net revenue,
of that year, i.e. Rs. 78.49 crores. During the War, this item
rose sharply, from the lowest yield shown above to Rs. 46.61
crores in,1943-44, or nearly one-fifth of the total net revenues
for that year. Since the end of the War, the yield has fallen
rapidly, till it has fallen in the latest Budget for undivided

India at 5% of the total.

As has been pointed out in another volume in this Series,
that on Communications and Transport, these Departments are
capable,of considerable expansion, and even of a substantial
net increase in revenue, if only the Services are properly co-
ordinated, and the country’s goeds and passenger traffic, as

el as the various types of communications through the postal
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Services are reorganised. The present policy aims at killing
the goose that lays the golden egg by adding to the rates and
charges of these popular services which are the monopely of
Government, but 'which have infinite possibility for develop-
ment, if only the Services are made an integral part of the

Overall Plan, and operated as an inseparable adjunct of the
National Economy. d

Currency and Mint

The Currency and Mint receipts record another heavy
rise, from Rs. 22 lakhs in 1938-39 to Rs. 15.18 crores in the
Budget for 1946-47. 'This reflects a heavy increase in the cur-
rency Note Issue, and consequent increase in the interest hear-
ing securities in the Reserve, which, however ereates its own
difficulties through Inflation in Prices. That subject is exa-
mined in another volume in this Series.

VI. Provincial Revenues.

The most important items in the Provincial Budget are:
Land Revenue, Excise, Forests, Stamps, Entertainfhents Duty,
Sales Tax, Administrative Departments or Service Fass, Irri-

gatlion, Interest Receipts, Grants or Subventions, and Miscel-

lanecus adjustments. o

Land Revenue and Excise have already heen discussed,
and so need not take up any further space once again. The
Excise Revenue is threatened with extinction, but no effective
or adequate substitute seems to have been found so far. It
may be that the share of the Provincial revenues in the now

On the other hax‘ld, the‘abolition of the Zamindari or

vogue or where proprietory rights
}g large Ia_nd-owners have developed even without “Land
Revenue bemg ﬁxgd there in berpetuity, is expected #o bring

the revenue from thaf source,
il;oril ’chet State putting itself in the shoes of the Zamindar.
elose study, however, of the Land Revenue System in those
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as well as Ryotwari Provinces makes it unlike ;
mdergble increase in revenue from this soux}cs:’eﬂ:;fé\?g tcgl?;
place*by the. mere fact of the Zamindar bejng excluded from
‘fhe_ownershlp of land. In most Provinces where the Zamin-
dari System pre_:vailed recent Legislation for its abolition has
ac.ce'p.ted the p_rmciple of compensation to the Zamindar on a
fa_nr ‘scale. This involves very heavy borrowing by the Pro-
vincial Governments abolishing the Zamindar. They must
consequently shoulder a substantial burden of Interest on the
borl_'owed capital as well as the Sinking fund charges for re-
paying the loan within the stipulated period.

In addition the rights of the tenants would also have to be
reconsidered and given effect to in a liberal spirit. This means
that the State becoming a Land-owner would not be able to
demand and obtain Rent from land at the same rate or in the
same manner as a land-owner used to do notwithstanding a
long series of landlord and tenant legislation. Take an in-
stance. In the United Provinces the final Revenue Settlement
was made somewhere about the middle of the last century.
Under it tke, total Land Revenue in the Budget for 1946-47
was Rs, 6.68 crores. The Zamindars’ or Talukdars’ income
from their land was estimated at three times as much; so that
the gross income from land would be about Rs. 20 crores.
Recent estimates show that to expropriate Talukdars or Zamin-
dars the United Provinces subject to a fair compensation would
Neckssitate borrowing to the tune of Rs. 137 crores, which, at
349 interest, and sinking fund charges combined, would mean
a net charge at least of Rs. 4 crores on the United Provinces
Public Purse. If the entire Zamindar income is taken over by
the State in this instance, Government would be gaining, at
existing rsag, Rs. 20 crores minus Rs. 4 crores on account of
interest and sinking fund charges in connection with the loan
raised to pay off the land-owners. Qut of the Rs. 16 crores
that may remain, the State would have to remit a considerable
portion of the Rent charge made by the expropriated Zamin-
dar, to make the land held by the actual tenant yield suffi-
cient and a fair return or a living wage to the actual cultivator.

_No charge could be made until a minimum necessary for the
cultivator’s maintenance has been deducted, and the Land
Revenue placed on a par . with the direct tax on income.
Exactly what sacrifice of revenue would be involved by this
approximation of the tax on Land to the other great direct tax
op incdme is impossible to say. Given the phenomenon of
intense subdivision of cultivated land prevailing in all parts
of the country, it is'more than likely that the exemption of a
mihimum necessary for subsistence from land, would absorb
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a very large slice of the net revenue from land after the abo-
lition of the Zamindari or the Talukdari System. The “pre-
sent figure of about Rs. 6 2/3 crores of Land Revenue wlll not
be very much increased by this reform of the financial system,
so long as private property in land is allowed to the cultivator.
The reform would also have to be accompanied by a compli-
cated series of social legislation ensuring no further subdivision
of land and enforcing economic cultivation, without which the
initial step will prove barren and meaningless. The Co-opera-
tive Reorganisation of the entire Agrarian System, recom-
mended in another volume of this Series; may, if adopted, in-
volve further deduction from the Provincial Purse. But that
would be no loss to the country as a whole, if we look at the
benefit derived by the members of the Agricultural Co-
operatives. :

After the abolition of the Zamindar or large landowner
any hope of a substantial addition to the Provineial Purse by
means of an Agricultural Income Tax must also shrink in pro-
portion as the taxable surplus of income from land would be
very much reduced, and the amount possible tq derive from
that source may be much smaller.

_ If the entire programme, including all items of rehabilitat-
ing the agriculturist in India by removing the burden of un-
productive Debt, parasitical Rent charge, excessive land
revenue demand by increasing the size and improving *thé
method_of cultivation, and by co-operative reorganisation of
the entire system of land tenure and cultivation, it may be
very likely that this source would yield much more in the
aggregate over a series of years than has been the case under
the system of fixed cash land revenue paid to &£ State or
rent dues_ of the Zamindar. But until the entire Plan in all
its items is carried out, reforms effected bit by bit may prove
more onerous than advantageous.
In recent times, that is to say, since the Gove
India Act 1935 and the arrangemzht for redistribué?xrg?(}mmagf
cial resources following the Otto Niemeyer Award, the Pro-.
v}11x1c1a1 Purse has been progressively benefiting by a share in
the ordinary income tax levied and collect d by th ¥
overnment. The principl ed by, the Central
il o principle has been accepted that the, Pro-
woslth o F\t'ﬁznér_xtgnts are entitled to share in this tax upon the
at least in partf 12131;5 t\}:rilsth;: their jurisdiction, if not-wholly,
Is made available to th inaes, oy 207 of such revenue
as been proportion " Provinces, and the Provineial Purse
portionately benefiting from this source. ¢
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In recent times this source has been considerably expand-
ed by the Central Government for its own reasons, and it is
likely"to be still further expanded in the yeaps to come. With
the progress of Industry and Development of all other re-
sources of the country, which a Plan like the one outlined in
this Series is likely to bring about, it may very likely be. that
the Provincial share of the revenue derived from this source-
would more than suffice to make up any loss that may occur
in the abandoning of the Excise duties on intoxicants, and the
reconditioning of the Land Revenue as part of the reorganisa~
tion of the entire Agrarian Economy, on a par with the Tax
on Incomes. But here, too, emphasis must be laid on the fact
that these are mutually interdependent devices for attaining
the common objective of all-round national development and
that can best be attained hy an integrated National Plan
taking account of all items, aspects of our National Economy-
including the Financial side.

After Land Revenue, Excise and a share of the Income-
Tax, the other items of Provincial Revenue are relatively less.
important. &Forests yield a varying income in the different
Provinces. But they are capable of much greater expansion
than was realised by the preceding Government. As pointed
out in another volume in this Series, that on Soil Conservation.
and Afforestation, the potentiality of Forests as a source of
provincial revenue, as well as of adding to the national wealth -
is unlimited. Forests, it need hardly be added, are a part of
the Public Domain, the present income from which bears no
proportion to its possibility. The development of sylviculture.
and of the industries based on Forest produce, owned and.
managed directly by the State, are calculated to yield far more-
net incofhe~glan the present 5% to 10% of the total Provincial
Purse from this source, even though at the outset this part
of the Plan may require considerable capital investment.

Stamps are a more important source of Provincial
Revenue from the point of view of the total yield. They are
a form of‘Indirect Taxation, falling upon the commercial class.
mainly—or litigants,—which may be deemed as apportioned to.
the capacity of the tax-payer to bear the burden, and as such

innocuous and unobjectionable.

Large-scale Irrigation Works in many Provinces yield
considerable net revenue and still show still further scope for
expansiop. Great projects of Multi-Purpose River-Training
and Irrigation Schemes, including generation of El_ectr_xcal-
Energy, resettlement of land reorganisation of cultivation,
esta#blishment of new industries, have been taken in hand by-
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the Central Government in the last year, as mentioned in the
volume in the series dealing with River Training and Irriga-
tion. This is a very promising source for adding to th& Pro-
vincial Purse, and has a great future if properly linked with
the other items and aspects of reorganising Agrarian Economy
mentioned above. )

As against this scope for developing Productive Works,
there is, however, -in many Provinces an equal if not greater
need for Protective Works to guard against the particular re-
gions against failure of rains, and consequent famines rather
than for additing to the revenue of the State. There are many
Provinces in which this danger is a common risk, so that in
such parts of the country the net revenue from this source,
taking both Productive and Protective Works together, may
not be very considerable. Amounts spent, moreover, whether
by loan to cultivators or directly by the Provincial Exchequer
on smaller works like wells or local ponds, may add to the
wealth and taxable capacity of the cultivator, but not much
directly to the net revenue of Government. For the country
as a whole, however, it is possible to make this.source yield,
in the aggregate, within not more than ten years, a much larger
amount than is derived today. All these measures one cannot
repeat too often are so closely inter-connected and inter-
dependent that they will have to be adopted as part of a Na-

tional Plan, and given effect to simultaneously if the fullest
benefit is to be obtained. s

Fees from Service or Administrative Departments, like
Education, Police, Medical and Health, Agriculture, Industries,
ete. do not form a very considerable proportion of the.Provin-
cial income today. But they are objectionable oxF Finciple, in
so far as those are essential Sccial Services without which no
State can be regarded as civilised. * No Fees should be charged
at leas.t in the elementary stage of what .is called Primary
Education, and a pre-determined minimum of attention to the
hea.\lth of the community, as well as to its Iivestock wealth.
'I_‘h:s country has so long lagged behind in such mattérs,—its
htell'acy proportion is the lowest in the world, its expectation
of life the shortest, its agricultural productivity the poorest—
ng;lUSt nm}z:r make up the lee-way at as early a date as possible.
Vergress, ho_wever, in all these elementary services would be
FeeS; flgllflc }llmped‘ed s0 long as the burden in the shape of
s for v\s{ch enterprises and elementary services are retained.
o ey 1:overnmen“cs will have, therefore, at once to
ey TIO only the burden of substantial and immediate

*Pansion in these services, but also to remit the Fees now’
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deriyed from some of these sources, some observations will be

offered on'the Expenditure side in this regard. Here it is
enough to add that revenue or financial considerations should
not be allowed to affect progress in these Departments which
is very much overdue. .

Interest and Miscellaneous Receipts are more than
counter-balanced by corresponding charges on the other side.
The interest Receipts of the Government of India are derived
mostly from Loans to Provinces and States; while those of the
Provinees are obtained from Loans to Municipalities, District
Boards and the like. These, however, are more or less
counter-balanced by the Expenditure under the same head on
the other side, and so need not occupy us more in this place. -

Miscellaneous adjustments between the Units and the
Centre, in the shape of specific grants or subventions from the
latter to the former are growing ever since the National Gov-
ernment has come to power. They will continue to grow in
all likelihood, if the new Constitution concentrates power and
authority and resources mostly at the Centre. The questions
involved ingthis subject, are therefore, more constitutional
and political than purely economic or financial. It stands to
reason, however, that the resources of every Unit may not be
adequate to the planned and progressive development of a
given unit, and making it comparable, in point of administra-
tive efficiency, social service and public utility with any other
naember of the Union, or with other countries in the world.
The Central Exchequer must, therefore, come to the support
of not only backward Units like the States, which have only
récently been merged in the Union, to bring their administrat-
ive efficiency and social services to a comparable standard all
over the coygntry but also to the larger and better endowed
Provinces who have lagged behind, not withstanding their
inherent resources for want of planned enterprise to march
forward in social reform and industrial development.

The introduction of special subventions or specific grants
from the Centre may lead to a degree of restriction or limita-
tion of Provincial Autonomy, in the shape of conditions im-
posed for utilising the grants or subventions made. These also
involve constitutional and political questions, with which this
volume need not be burdened. It is part of the main Com-
mittee’s task, or the function of the Supreme Government in
the Country to resolve such questions and devise a general
policy: for all. :

Recent additions or innovations in the Pro-
Wincial revenue system include Entertainment Tax on all kinds
of #musements, like cinemas, concerts, theatres, and other
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forms of public entertainment, or other less desirable activities
like Racing and Gambling; and Sales Tax. Consideratidns of
social and economic importance are involved in these fetms of
Jocal taxation, which, however necessary for financial reasons,
should not be the prejudice of basic social ideals or ethical
principles. In a Province like Bombay, taxation of this V_k'md
is likely to be very productive if rigorously enforced. -'if all
forms of gambling, for instance, speculation as well as racing
or gambling proper, are duly brought to the Tax Collector’s
attention, the revenue from such items would be considerable.
They may be supplemented by organised State lotteries, or
special License Fees on stock brokers or on organised ex-
changes where forward dealings are common. But they may
all be open to objection from the moralist who objects to any
kind or degree of State association or countenance with these
anti-social activities.

Taxation, moreover, on healthy recreation or entertain-
ments may affect the public welfare by making the educa-
tional or cultural benefit from such activities, e.g., the Theatre
or Cinema beyond the people’s means, so that those who need
such recreation or entertainment the most may be unable to
afford it. These entertainments are, no doubt, liable ¢o abuse.
But to guard against that institutions like the Film Censor
Board may be established. A balance between advantage
and evil, which is inextricably involved in all such matters,
will have to be struck, so that a just mean may be attaingd
in the interests as much of the Public Purse as of the social
well-being of the people. ' '

A Tax on Sales on the other hand, stands on a dif-
ferent footing. It is an indirect burden borne by the
consumer which is scarcely noticed, sinces #he tax is
included in the price.. There is no doubt of considerable yield
being available, if this Tax is imposed on sales of selected
commodities all over the country subject to an exemption
of very small amounts, at uniform rates and by the same
mag:hmery. The danger, however, in the Sales Tax being
}ev1ed. at different rates on different commodities
in dlf_fere?nt Provinces is so considerable, that its
centralisation for purposes of administrative uniformity and
efﬁcxency_ becomes unavoidable. The proceeds of the cen-
trally levied tax may then be shared, as the Income Tax pro-
ceeds are shared today, by the Centre as well as the Pro-
vinces on some agreed lines. With a tax of a unifgrm basis
on identical commodities with identical exemptions, no room
would be left. between rivalries as between Units for attract-
ing trade or industry to their own borders, the same remark
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may, also apply to devices such as Licensing Duties for shops
or quticular scale industries, and other activities resulting
in an Increase in production or improvement in consumption.
In so far, however, as those burdens fall unevenly on people’s
different ablilities, it would be undesirable tc impose them.

VII. Public Expenditure
A (Central)

Given the orthodox view of the functions of the State
- in India as accepted during the British regime, and taking
the role of Public Finance to be what has been outlined in
the preceding pages, Public Expenditure also follows the
same ideal of the faineant Government. There is no ftrace
of a planned utilisation of Public Expenditure for either
effecting an overdue re-distribution of the National Wealth,
or so ordering the outlay of the State as would directly pro-
~ mote the well being of the citizen. Public Expenditure of

both the Central and Provincial Governments is thus con-
tent to keep order, enforce peace within the country, and
ensure its seclrity against outside aggression.

TabIe I in this Introduction gives the total of such Ex- -
penditure, both Provincial and Central. A sharp and heavy
increase has occurred in the last 10 years in either case. Not
withstanding this remarkable increase in the total expendi-
tares the ideal of the State sketched elsewhere remains the
same, as is evident from the Table below which gives
the broad details of Central Expenditure.

Before considering the several items in this Table in de-
tail, we gnay notice some of the more salient characteristics of
Public Exp&aditure in India. The total Expenditure is made
up of the Central Government Expenditure, and that of the
Provincial Governments, of the States and of Local Self-
' governing bodies, Statutory Authorities or Corporations; and
of the Indian States. Reliable figures are available only for
the first two categories. A few of the Indian States also
publish ‘their Budgets; while the Local bodies and Statutory
Corporations are too heterogeneous to permit a consolidated
view. Until August 1947, moreover, the Indian States were
not integral parts of the same polity; but they followed, essen-
tially speaking, the same pattern.

If we view the aggregate Expenditure historically, the
mott outStanding peculiarity would appear to be an incessant
and uncontrollable tendency to increase. This is not peculiar
" 10 Ipdia; but in recent years the increase has been very steep
and rapid. Much of this increase in the last decade was due
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to the steadily rising War demands during 1939-1945. To
meet this insatiate demand revenues had to be sieeped up
fromeevery source that could possibly be made to yield more
by raising the rates of existing sources, or by devising new
forms of Taxation or other forms of Revenue. The growth,
it may also be noted, is to be found both in the Provincial and
Central Budgets; but the latter far cut-weighs the improve-
ment in the former. It is unnecessary to go into the details
of the finances of the several Provinces. ‘

It may be mentioned, however, that not all Provinces
fared equally during the War for a variety of reasons, like
the Bengal Famine 1942-43, or the War scare about the same
time there, or the political agitation in the country, and the
like. It is enough, for our purposes, to record that Reveriues
have grown notwithstanding new taxes and higher rates dis-
proportionately with expenditure all over the country; and
that the resources of the Central Government have shown a
much larger tendency to grow than in the case of the Units,
very likely because the latter have very few elastic sources
of income at their disposal, while the demands of daily gover-
nance and #ogial reform-facing them are steadily and sharply
expandipg. :

(a) Characteristics of Ceniral Expenditure.

" Taking Central Expenditure by itself, a large proportion
af it is non-productive. Nearly half, if not more of the Bud-
get is devoted to Defence and preparation for Defence, even
in normal peace-time, while during the War it was still fur-
ther inflated. - Indian public opinion had, in the British re-
gime, been always sharply critical of the Defence or Military
Expendtturg, as being part of the Imperialist exploitation. Un-
doubtedly this burden was mainly imposed because of our
connection with Britain. In peace we had to be prepared for
Wars, British Imperialism brought upon us; in wars we had
to join whether or not we desired them or benefited from
them. The size of the Defence Budget, continues even af'ter
the British connection has ceased. World.War 11, which
brought about a sharp increase in this Expend{ture has gnd_ed
these three years and more; and though the item has in its
aggregate been brought down from the peak of war-time
Defence -expenditure,- its general character, proportion and
policy remain unchanged. Apart fro.m the Defence Budge§
proper, «if we take info account the item of .Inferest-\ on .the
Egpenditure side, the proportion of the Public Purse claim-
gd by the Defence Budget would be even greater. . The Pub-
lic Debt of India has in its inception and subsequently been
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caused, very largely, by the wasteful expenditure by the East
India Company from which the British Government took over
governance of the country; and by the Wars, Expeditiorts and
insatiate Imperialism of the British Government of India
during the 90 years that it held sway in this country.

' Accordingly it would be right and proper to include some
proportion at least if not the whole, of the Interest Expendi-
ture as part of the Defence Budget. '

" (b) Unproductive Items of Expenditure—Defence.

The Defence Budget is unproductive in the sense of giv-
ing no return in the shape of material goods. The sense of
security, however, that is born of adequate provision for De-
fence against aggression cannot be valued in terms of money.
1t is a condition precedent to any normal functioning of the
economic machine; and as such it cannot be termed wholly
as unproductive in every sense of the term. In the existing
circumstances, however, of international relations with the
impending threat of War all over the world, it would be sui-
cidal for any country to neglect or reduce its provision for
maintaining its own security, integrity and ¢{ridependence.
This provision, therefore, has to be on a scale propertionate
to the area and population, the coast line, and trade that this
couniry has with other countries of the world.

It is this considervation of National safety which
even suggests a possibility of early and substantial expansion
even in the present high figure for Defence, large as it is.
For her extent and population, India has a relatively small
standing Army, with little or no reserves. As for a compari-
ble Navy and Air Force, the first beginnings have yet to be
made. These are, however, necessarily expensiy(e,,to’brovide
911 the more as there is an inexorable and incesgant tendency
in modern weapons and equipment to become obsolete very
soon after their production. The constant rivalry, moreover,
that goes on among the leading nations of the world makes
it impossible for any country, anxious to preserve its inde-
pendence _and maintain its own way of life, to be content with
outworn, mefﬂ_cient, obsolete armament. New weapons, new
modes of ﬁght{ng, new strategy have a tendency to malée the
(alrms_and equipment of today, however efficient and up-to-

ate it may be, useless tomorrow in the face of new discove-

11‘)1es and d‘evelopments. This Expenditure must, therefore
¢ porportionately much larger not only from the ooint oé

;fil;;‘:; 1{1)f any return but also from the point of view of its con-
nevertls1 élrécgl;eahse for the reason just mentioned. India would
ave to maintain the present level, and even
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increase it, if she desires to maintain her Independence and
individuality in the world to-day. Notwithstanding the phi-,
losoplly of Non-Violence ypreached all his life by Mahatma
Gandhi, the country he brought independente to cannot sur-
vive as a nation if it discarded its defence provision and
eschewed altogether the use of force. Within less than a year
of his’ death, his leading Lieutenants and chief Disciples are
obliged, publicly, to profess, if not a new faith, at least a new
policy to ensure the Defence of the country more in confor-
mity with the conditions of the world than the teachings of
the Founder of India’s National Independence.

It may be noted also that however large Expenditure on
Defence may seem to be in proportion to the total Income of
the State in India, many of the peculiarities of the pre-inde-
pendence Budget that made it open fo criticism have ceased
to operate since the establishment of Independence. A good
deal of the Defence Expenditure during the British Regime
was in the shape of the so-called War Office Charges, which
constituted a net drain from the country. The overwhelming
majority, again, of the Officers in the Defence Services were
Non-Indian, whose salaries and pensions may likewise be said
to have®been a net drain out of the country. The monies
spent on these accounts were a net loss to India. The wea-
pons and armaments and equipment, which had to conform
to British needs and Standards, had also to be obtained from
Britjsh sources. In a manner of speaking they, too, consti-
tuted a drain of wealth from this country. Only a fraction
of the total expenditure on Defence remained in the country
i the shape of the soldier’s wages; the bulk unavoidably
appeared to be an unrelieved burden.

Uniger $he new dispensation, however, much of this has
been changed. The War Office Charges have ceased to be as
the Indian Army is almost entirely Indianised. The salaries,
pensions and leave allowances of British Officers in the Indian
Army have also disappeared from the Budget; so that two
of the biggest items of the Drain may well be said to have
come to an end. All arms, weapons and equipment have yet,
no doubt, fo be procured from abroad, whether from Britain
or any other country more advanced in such production. In
proportion as the size and equipment of the Armed Forces
on Land or Sea or Air increase, the need to procure all such
material will also increase, and so also their cost. The bulk
of the Imdian Armed Forces being nationalised, the item of
théir pay and the allowance and expenditure on their cloth-
ing, food, or housing, remains in the country. It is no more
tham so much re-distribution of the country’s wealth.
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€
o Until, however, the country devel_ops her own Armament
Industries, and produces all the mamf(_)ld. and complex: re-
quirements of modern armed defence thh}n hgr own ].ogrders,
the most serious item of the old time Drain will remain.. We
need, not only the Industries directly concerned with pro-
duction of arms and warlike equipment of all kinds, that
would stop this drain, but we must have- a]l the ancillary and
connected industries without which the coping stone, so to
say, of the industrial structure will not be laid. Wholesale
industrialisation of the country on a modern level is indis-
pensable, as without it the War Industries pbroper cannot func-
tion. The volume and variety of such industries will have to
be in proportion to the size of our army, navy, air force and
their respective reserves. The Armed Forces of the country
. will need to be very much expanded, and reserves as well as
auxiliary Services of all kinds raised in proportion if the de-
fence of the country is to be amply assured, If the real burden,
therefore, of the Defence expenditure is to be reduced, it can
only be when the entire volume of such outlay, however large
the figure, is merely a redistribution of the total wealth of the
country whether in the shape of salaries or wageg of the per-
sonnel, their pensions and other allowance, or iff the shape of
stores and materials, armament and equipment, neéded for

maintaining the Armed Forces of the country at the highest
level of efficiency.

- © " () Home Charges. o a

Another similar characteristic of the Public Expenditure
under the British Regime was the so-called “Home Charges”.
In their aggregate, they constituted a serious drain, Part of
this was due to the War Office Charges already mentidned, and
part to the civilian items of pensions, leave and}quheﬁﬂ'aﬂow-
ances, Government Stores, Interest on Sterling Drebt, and cost
of the India Office. WMost of these have now come to an end,
or will soon do so. While they lasted, the “Home Charges”
aggregated Rs. 40 crores per annum or more in the period bet-~
ween the two World Wars; and before World War I they
totalled Rs. 20 to Rs. 25 crores, The disappearance of these
charges does not mean a substantial relief to the Indian Ex-
chquer. As many of the items coming in this category will
remain a charge, though the money spent will remain in the
eountry,

The disappearance of the Home Char

of this Drain will also affect Indiz’
Accounts. The surplu exporty poran

iad to maintain to pa
vided. This aspect of

ges, or weaKening
ce of Trade and of.
s of exports over imports which India
y these charges need ‘no longer be pro:
the question has been more specifically
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eonsidered in the Volume in this Series dealing with Trade,
and unother with Currency and Banking, so that no more space
need *be wasted on it in this Volume. Note must be taken,
however, of the continued need of India te-dav to continue
heavy Imports from abroad on account of Food and Capital
Goods for building up new Industries, which for the time being
makt the usually favourable Balance of Trade adverse to
India. Even the final Balance of Accounts of the last few
years, after making full allowance for all debits and credits is
adverse, because of the impossibility to realise our accumulat-
ed Sterling Balances, or any substantial portion thereof, so as
to meet the adverse balance against India for the time being. .

Of the other items that made up the Home Charges, Interest
on Sterling Debt was the most considerable. Much of the
Sterling Debt has, no doubt, been repatriated and converted
into- Rupee Debt during the War, as a result of the accumula-
tion of large credits due to India for goods and services sup-
plied to Britain in her hour of need. The Debt has only been
converted into a corresponding Rupee Debt, and, therefore,
the burden on the public purse has not lessened. The repatri-
ation of the*Sterling Debt was acclaimed by the supporters of
the them Government as an act of great economy and farsighted
Statesmanship. They overlooked or ignored the fact that this
amount, which carried interest at 31% or 4% would, if made
available for investment in productive industry in India, have
earned 10%, or much more. From that point of view the
fransaction meant a loss rather than a gain to India. And as
for the Statesmanship implied in this deal, we can only remem-
ker that by converting the Sterling Debt into Rupee D‘ebt,
India lost proportionately the bargaining power she might
haveiad if the conversion had not taken place. For the_ rest,
what is of fMterial importance in this connection to note 15 the
transformation of the nature of this burden from a net drain
from the country into a redistribution of that part of the wealth
which is accounted for by the so called Interest Charges.

abroad will, no doubt, continue
ry Industry in the country is
ed stores and equipment
Even though this item was reckon-
not a net loss. Some value was
he Pensions charge of British
tired from Indian Service has
cement to settle the Sterling
in the Indian Budget, but
n it used to be; and its

... Storgs Purchases from
until the growth of the necessa

fr_om our own production.
ed as part of the Drain it was
received against this outlay. T
Civilfan and Military Officers re
been Capita]ised under the Agr
BalanceS. That item will remain :
its burden will no longer be the net drai

aidence would be progressively reduced.
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The unproductive characteristic of India’s Expenditure is
also explained by the Interest charge which accounts fc_)r
Rs. 61.82 crores out of a total Budget of Rs. 257.38' crques in
1948-49. It is customary to represent a part of th1§ Interest
Charge as being set off against income from productive assets
built up out of borrowed capital; and in this way Rs. 2_5.66
erores is deducted on account of Railways, Post Office, Irriga-
tion etc. The only productive assets that may correctly be
said to bear their own burden of interest are the large-scale
Irrigation Works, whose financial aspect has been noticed more
than once in several other Volumes in this Series. The capital
outlay on Railways, Posts and Telegraphs and other means of
Transport or Communications are also taken to be selfsupport-
ing. But neither of these two great Departments of State has
always shown a surplus of revenue over expenditure or earn-
ing capacity equal to the outlay thereon. In fact, if a proper
account were taken of all the capital outlay and income from
the Railways, or the Postal Services, it is doubtful if from 1857

to date there would really be left a net surplus on their ac-
count.

Even if it be granted for the sake of argusrient or con-
vention, that these are earning assets, and as such the Debt
incurred on their account may be regarded as productive, there
is a large slice of that Debt which is frankly due to War
Charges foisted on this country by its connection with Britain.
The unsupported Debt of the Government of India costs, in
the Budget for 1948-49 is Rs. 36.18 crores; and almost all of
that is a legacy of British Imperialism which has no counter-

vailing element. It must, therefore, b
wholly ‘unprodustivas , be pronounced_to b

bendence (Rights, Property and’ Liabilities) Order 1947, all liabilities
tees and l:?_ther_ financial obligations of

v T mg immedi
gflghgfrgart1UQn ?ave been pI‘aced on the Dgominiorc11 i&elﬂd?Zfoéﬁbjz};i
St covery of an appropriate contribution from Pakistan. Provi-
as accordingly been made for the interest on all cutstanding
egard {o the outstandings in respect of Post Offices Savings
ence and National Savings Certificates
d take over Hability for the

S ates outst i in i 4 :
adjustments for transfers frorsngrlﬂeg Dm ioespective area subject to

balances in the Proviq Similarly it has been assumed (that the
or either dominion wlilleriate 1:51111?51? ocife Government servants who opted
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The item of Interest figures very substartially in both the
Prowvincial and Central Budgets. It occurs also on the Income
as wel] Expenditure side of the National as well as local Bud-
get. Explr_mation has been given, while discussing Revenue
in the earlier pages of this Introduction regarding the place of
this item on the Revenue side. The Provincial Expenditure
on the Receipt account may more justly be said to be self-
supporting, as the bulk of Provincial Debt is in connection
with building up productive assets, the income from which is
ruuch greater than the outlay on that account.

_ The component parts of the Public Debt and the analysis
of the interest charge given below will give an idea of the
proper place and importance of. this item in the Public Purse
of this country.

TABLE VIII

Interest on Rupee and Sterling Debt.
Budget 1948-49
(in lakhs of Rupees)

Gross Payments

standings as a result

Partition debt and consequen

outlay of Tommercial

torium of 4 years has

A. — Interest on Ordinary B. — Interest on unfunded
Debt Ze Debt & Other Obliga-
o tions —
(1) Rupee Debt — Bonus on Post Office
a) Management of Certificates 3,14.05
" debt 2750 Post Office Savings Bank
. b) Expenditure con- Deposits 2.40.30
nected with the State Provident
issue of new loans 5.70 Funds 3,05.77
¢) Discount written Service Funds 17.26
" off to revenue  60.13 Railway Depreciation
=——senlnterest on tem- Fund 2,74.15
pordPy loans 4450 Railway Reserve
e) Payment of prizes Fund 21.93
in “respect of 5 Railway Betterment
year Interest-free Fund 41.12
* Prize Bonds 10.00 Posts & Telegraphs
f) Iftterest on all Renewals Reserve
“other loans 43,97,77  Fund 16.67
g) Other items 30 Other items 2,56.69
Total 14,87.94
. 45,4592 Gross Payments 61,81,93

Departments allows for the reduction in the out-
of the partition. As mentioned earlier, a mora-
been given to Pakistan
tly no credit

for the repayment of the
has been taken in these

estifates for any recovery from Pakistan.
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“{ii) Sterling Debt— . C. — Transfers —

a) Interest on loans Deduct — Amount
contracted in Eng- transferred to —"° _
land 19.44 Railways o 22,52,81

b) Interest on Rail- Irrigation 95
way annuities  69.15 Posts & Telegraphs g6.84

¢) Interest on out- Commutation of  °
standing liabilities Pensions - 10.00
of Railway com- Other heads ‘ ©.9.03
panies taken over Provincial
on purchase 32 Governments 1,96.02

d) Management of

debt 40 Total Deductions 25,65.65
e) Other items b8.76 _

Grand Total 46,93.99 Net Interest
—_— Payments 36,16.28

In the Budget of 1948-49, the total interest bearing obli-
gations were (India and England) Rs. 2,23,071. ;<

(d} Grants and Subventions,

A large space is beginning to be occupied in the Central
Budget on the Expenditure side by what are known as
Grants to special Institutions or Funds and subventions 1o
Provinces. These items of Expenditure are primarily charged
on the Provincial Purse. In order however, to enable the
latter to develop more rapidly and intensively their Social
Services and nation-building departments like KEdwontien—
Health, Agriculture or Industries; and, further®o bring all
units into }mg in regard to the general policy as well as to co-
ordinate similar effort simultaneously made in several parts
of th'e country, the policy has in recent years been evolved and
applied more and more intensively to provide substantial
grants from the Central Exchequer to specified instittions like

e Research Councils, Road Fund, and so on; or to Provinecial

Departme]lts m th L) p
e I)a e Oi Subventlons tO pI'OlIlOte Oor mamn:

According to the Expianat(;r -
, Be ¥y Memorandum on the’ Bud-
lge of the Central Government for 1948-49 the total ef Deve-

@
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TABLE IX
Provision for Development Expenditure
(Important items) °
A. Revenue Budget (in lakhs of rupees)

Meteerology — Development Schemes — 40.00
Grants-in-aid to the Engineering & Technological

Institutions 25.00
Grants-in-aid to the Indian Institute of Science,

Bangalore 59.70
Y.ducation — Non-recurring grant to the Delhi

University . 2219
Aviation — Development Schemes - 1,69.25
Broadecasting — Development Schemes 30.42
Civil Works — Maintenance of National Highways 2,50.00

Resettlement and Development. Resettlement
© Expenditure in connection with Medical
College and Hospital for licentiates in
Calcutta 23.89
Fesettlemenj & Development
Assistance to®Aligarh and Benares Universities

for ®stablishment of Medical College 20.00
Grants to the Delhi Rural Health Organisation,

construction of wings in the Irwin Hospital, ete. 36.80
Advanced studies abroad 29.21

ahd the important items in the Capital Budget are:—
B. Capital Budget

° (in lakhs of rupees)
——, Capital Outlay on Development
irrigation. ®ssam Valley Project 20.41
Civil Works — Buildings and Roads 2,08.12
Communications (National Highways) 6,23.29
Grants to Provinces 30,00.00
Capital Outlay on Industrial Development
Fertiliser. Factory 6,59.80
Industrfal Finance Corporation 1,00.00
i Capital Outlay on Civil Aviation
Civil Aviation ) 4,08.84
: Capital Outlay on Broadcasting
Broadgcasting _ 69.71
Interest-free and Interest-bearing Advances
Laans t§ Provinces 32,00.00
Loans for Grow More Food Schemes 2,00.00
Roan to the Damodar Valley Corporation %,gggg

Lo#ns to major Port Trusts

4
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The comparatively large grants or subventions on account
of agriculture, eduecation, health, scientific and minor depart-
ments in the Central Purse should normally come und.é? Pro-
vincial Budgets only. They are at present very much increas-
ed, and will continue to be so for a considera_ble m:xmber of
years to come, if the new spirit of active and intensive deve-
lopment of all available resources in all parts of thg country
continues to grow. This, it may be remarked in passing, is an
important feature which must figure very prominently and
extensively in an overall National Plan if and when one is pre-

pared and put into force.

B. (Provincial)

The general characteristics of Provincial Finance follow
the main lines sketched above with reference to the Central
Finances. There has been a rapid and substantial growth in
the aggregate Expenditure of all the Provinces in the last
decade, as shown by Table VII given earlier. But the financial
position of every Province during the last 10 or 11 years has
not been one of equal progress and prosperity. Provinces like
Bengal have had reverses from the effects of which they have
yet not escaped. And the recent rise in prices and the con-
sequent increase in the cost of administration has very materi-
ally reduced the favourable margin which Provinces like
Bombay have shown during the War years.

. Details of some Provincial Budgets for 1946-47 are giveh
in the Tabl‘e annexed. They will serve to show that the most
important items of provincial expenditure are of course tke
Social Services and Public Utilities. In almost every one of
these the previous regime had shown culpable indifferenas -2
hequ lee-way has consequently come as a legacs®to make up
whlgh very heavy expenditure must be undertaken in the
c?mmg years if the country is to be brought to a level worthy
’(c’hai <.:1v1tl;lsed community. It has been computed, for example,
e in the Dep.artment of Public Education the aggregate of
e present national outlay is some Rs. 35 crores which pro-
;udes a very h‘m'ited instruction in the rudiments ,of education
1;31 gnﬁitﬁnﬁ%@rﬁ E:J}{)x]:s. %n a rr‘liodest basis of a 15 years
) ) ring basic education to every child in
E}ét‘:hCo:;nun;;cy 1(2)2 from 6 to 14 years of age, will cgst in the
" sugh Pslo e Rs. 350 crores; while even in the initial.years
o a Plan the cost would be very much higher than to-day
¢ same applies to health and other social services. o o

A . _
therefgfe(z1 %?ef am?i Progressively expanding resources must
the Public P ounc to meet these unavoidable demands unpon

urse. Grants or Subventions from the Centre
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would not only be inevitable; they would have to be much
more .considerable than to-day, besides substantial increases
in the Provincial Resources. No curtailment or reduction of
the programme now being prepared and given effect to in
these Departments can be permitted, no matter how rigorous
the urge for Retrenchment, and how insistent the need for
economy.

These Departments, moreover, must be made integral part
of the National Plan and their development and expansion
must be made a sine qua non for the realisation of the entire
Plan. Whatever restrictions and limitations have to be im-
posed on other items of consumption, these must be liberally
treated, as their development would indirectly raise the stand-
ard of living of the people, which is a primary objective of
the Plan. .

This does not mean, indeed, that in reordering the Public
‘Finances of the country, we must ignore all demands of eco-
nomy. But there is a distinction between true economy, in
the fullest and the best sense of the term, and mere Retrench-
ment, which,is apt to confuse cause with effect, and apply the
axe at the wiong root. The overall Plan, giving the fullest
importafice to these Social Services and Public Utilities, would,
at the same time, recognise all the legitimate claims of real
and Jasting economy. It would sacrifice neither efficiency nor

. objective, and yet achieve the highest return for every rupee
spent. Those in charge of the Financial Sector of the National
Plan will, accordingly, have their task cut ocut for them, in
trying to reconcile these seemingly incompatible demands of
tHe programme for intensive development and the limit im-
posed by available resources.

%III. Economy and Retrenchment.

A clear distinction must also be drawn between Expendi-
ture on the Social Services proper, as well as the material,
apparatus or equipment needed to make the Service the most
efficient possible; and the purely administrative machinery
required to provide, maintain and control these services. The
cost of administration, including Police and Jails, Law and
Justice, as well as the higher paraphernalia of Government, is
proportionately very high in this country, thanks chiefly to the
precedents and traditions of British Government in India,
Compared to the wealth of the people, the public service in
India pafficularly in the higher grades was the costliest in the
world. The alien rulers of India conceived the opportunities.
for employment available to them in India in the various de-
Parttnents of the public service as so many means or avenues
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of exploitation rather than as occasions for rendering a fair
return for the employment and emoluments provided. They
thérefore, not only laid down extravagant scales of rerflinera-
tion for a very mediocre type of work; but also invented or
designed a number of occasions O eXCUSes for additional allow-
ances far beyond the ability of the country to support them
d out of all proportion to the service gi The new rulers
and out of all prop > service given. e new rulers
of India, being native to the soil themselves, and fully realising
the extravagant scales of remuneration for public service, will
have to review fundamentally the scales of pay and emolu-
ments allowed to administrative officials. Mahatma Gandhi’s
ideal of no post car_rying more than Rs. 500 per month has been
abandoned long since even by his foremost disci 1 But
even if that is impracticable or undesl et the o
even Il b practicable or un esirable a limit, the top
‘hy rs of income being a hju_ndred or thousand times higher
t a&cn .the average per capita income, must be open to serious
:c:;‘; nlr;:;im{ The Re;})]ort o:f the Pay Commission (May 1947) was
fran oo near the Transfer 9f Power from the British to
ndian hands; and under conditions of a steadily rising price-
curve, to be a fair presentment of th g i ice
¢ ) 10 © e wages of public service
in coueleatmn to the wealth of the country, or th& average in
come of its citizen. A correct, scientifi Justr 3 —
53‘"33 a dSCielzitiilﬁ approximatic;n ne:de(ic ﬁgigvicgegflésszsgie;
rendered an er i A
must be in prop01't;oiri‘;n$:t;?;1§:§§e%har'ld that in its turn
of citizens not directly in the public sg iving of other qlasses :
in this Series, the National Plan result: tvice. If, as envisaged
isation of all Services, Utilities and § in a progressive social-
of Public Service would be far 1&1‘12,‘?‘)(;{1 Industries, the extent
ceive in a social system founded OE than is possible to con-
profit motive. The model of publi private property, and the
universalised, and so the rlca)u ‘11.(‘: em};))lczyrnent would b
and private gains would be IéorEO;rlobnl etween ;:,Ubhc salaries
Expenditure would have simil euPl ? ﬁ. Other items of Public
ed, so as to eliminate every o }(’) f e reviewed and reorder-
waste, every excuse for inefﬁrz:;i)er unity for extravagance or
evil of corruption in public ney, and indifference. The
Government is alive to its missill‘xuf \:1»5 a0 on the incresse.
profiteers and black marketeers “7;}01(; — =2 long as there are
s0 long as there is chance of a bette can afford to give bribes,
servants outside Government ser r paid employment to public
dimensions and widening re eimv“_’e’ this evil of increasing
check and siill more difﬁcultpto Cuszl_ons would be difficult to
.. Another new devel eradicate.
Indi: velopment in the Public E i
a may also be taken note of, th ublic Expeniiture of
» though, in its origin, it is more

a-constitutio it
blom. nal and political question than an economic pro-
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The integration of several Indian States into existing Pro-
vincesg or the combination of other States to form unions
amongst themselves, which, when formed, become new provin-
ces, raises serious questions of fiseal policy and financial re-
organisation which have yet to be considered and settled. This
would perhaps be more fit to discuss in the Summary of Deve-
lopments at the end of this volume; it is mentioned here, as,
up to the moment of writing, no decision has been taken. The
matter is under consideration, and accordingly only those as-
pects of it can be laid out here, which are germane to the main
chjective of this Series.

Before August 1947, administration in the- States
was, in most cases, far behind the corresponding level
of progress or efficiency attained in British India. As
noted ahove, in many Departments of social service, public
ulility, or economic development, the Provinces themselves
differed widely inter se, and the best of them showed a very
poor level compared to other progressive countries of the
world. The States were, speaking generally, far behind even
the most backward of the Provinces. The result is that even
in the most® 8dvanced of them, considerable lee-way needs
to be made up; and that would involve additional expenditure
without any adequate or corresponding resources.

Wherever the States have become integrated with exist-

» ing Provinces, as in Bombay, the Provincial Purse would have

ta meet the strain far more than the National Purse. On the
other hand, States which have formed new Unions of their
own, and which are now regarded as on a par with other
Provinees, will, after pooling their resources, find their
standard of efficiency in administration, of social service, public
unniy;or ecgnomic development so far behind their neigh-
bours, that either their present resources would have to be
very much extended, or far more substantial grants would
have to be given them from the Centre. In a Federal Union
of equal members, it would be intolerable that some are more
developed than others, more progressive, more resourceful, so
that they would for ever continue to keep ahead of others; and
the latter would go on lagging behind. On a historic occasion
Lincoln said that a nation cannot progress which is half slave
and half free. We may adopt the profound truth of that obser-
vation by remarking that, after accession, assimilation or inte-
grationl of the States with the rest of India, they cannot be
Suffered ¢o remain backward and undeveloped.

The Central Revenues would certainly benefit to the

extent that some of the Central Taxation, which has so far not
been applied to the States territories, like Income Tax, will

.|



L] NATIONAL PLANNING COMMITTEE

. i hether
here also directly, On the o_thex: hand, w
21??10?;&13 Sttate Budget shows a surplus, COnSIEie_Iia]E}_e tc}r?r_tg}fs
would have to be added on account of the C1v1- [;s_e:o g
Ruléys. - They hive been promised to all the pre-Union ag1
now mediatised Ruling Princes whose States have nO\g' _e(i
come part of the Union of India or any Provinces thereo;EJ al:ll
they are exempt from Income Tax. Whether the probable
increase in revenue from these territories would b_e equal to
increased obligations particularly in rfegard to making up thfi
deficiency in the Social Services, Public Utilities and 'all roun
development of these areas, may be open to c0n51der.at1on.
The chances however, are that for years to come, u.n_tll the
inherent resources and potentialities of these new additions to
‘the Indian Union are fully explored and properly develop-
ed, the increase in Expenditure on their account would have
o be much greater than any resources obtainable from that
source,
" Thereis a distinetion, from the point of view of juridical
‘position which reacts on Public Finance, between the ‘erritory
‘and population of the States and these of the Prowinces. There

are still States which have not become integrated with the rest

of India, or formed Unions to become new Provinces, and as

such equal if not integral parts of the Union. Large States
like Mysore, Travancore, Cochin, Kashmir, Baroda, Bhopal,
Bikaner, Jodhpur, Jaipur, still remain distinct units by them-
selves. They have acceded to the Union of India only for the
purposes of Defence, External Affairs, and Communications;
and thé finances necessary for those. The place of Hyderahad
has yet to be determined, while a State like that of Cutch has
been formed into a special Terri
the Centre. For its financial resources, economis.devéldpment
and administrative efficiency the Centre would have to be
responsible. For these States the problems of conflicting

interest or jurisdiction and over-lapping sources of Revenue
and Expenditure may stil] be imp

ortant, especially in regard to
Inco_me 'J:"ag, Railway Receipts, Excise Revenue, and the like.
tI'hexr existing Treaties, Agreements, or engagements regulat-
ing these matters would have to be revised consequentially

upon the new set-up coming into force. Their relations with
the neighbouring Prov

i ; inces or States will also have to be
simllarly revised and reconditioned; and the financial conse-
Jgtlisigges arising therefrom would have to be considerably ad-

Iy &

These areas, though bac

kw i
matters mentioned above, h ard today in regard to all the

ave resources and poteritialitivs of

tory, directly administered hv -
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their pwn -which make the future far more promising than in
the case of some of the more advanced areas, With the inte-
gration‘, assimilation or co-ordination of these States with the
neighbouring units, the problem of planned development and
responsibility for the. entire Union, including the Financial
Sectop, would be much easier to discharge. In the past the
States existing as distinct units, each by itself, independent in
its local governance, made their own plans or programmes
that might by special agreement be linked up with neighbour-
ing areas, they might quite conceivably become proportion-
ately difficult in so far as their interests did not coincide. That
danger will now be cbviated by the latest developments and
the finances of the Union more simple to administex.” To that
extent also it would bhe easier not only to prepare an owverall
comprehensive National Plan; it would be simpler and more
effective to carry it out. '

IX. Use of Credit—National and Lecal—Its use and abuse.

The use of National Credit as an active instrument of
achieving within predetermined stages social progress and
economice development has hitherto been very much limited.
The figure given elsewhere in this Introduction of the volume
of Public Indebtedness is no indication of the potentiality of a
proper development and econemic use of this weapon. Taking

*the total indebtedness of the Central and Units’ Governments
at*Rs? 3000 crores and without making any deduction for such
assets as the accumulated volume of Sterling Balances, the
ratio of the Debt is half the total National income of the Union
at the present price level. The Interest charge on account _of

=thig Deht is about a tenth of the total Central and Provincial
Revenues under existing conditions; so that the burden of
Debt, and the incidence of Interest on that account cannot.be
said to be excessive. It is rather the wasteful or unproductive
occasion for that Debt which is open to criticism; e_md if that is
changed, and public credit used to develop potential resources
actively the existing volume of Debt and the burden it imposes
would be of no great significance.

Much of the borrowing, as has been pointed out, which
was done during the British Regime, was for quroduc_twe
Purposes of War, or meeting sudden emergencies like nation-
wide famines, or grave calamities, like wide-spread earth-
Quakes. Some productive assets are said to have been built
Up out of borrowed funds. Those assets are claimed to be
seM-sufficient in the matter at least of Interest Charges, like

the Railways, the Postal Services and the Irrigation Works.
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But the net surplus derived from these sources from their
commencement to August 1947, the entire period of Blitish
Rule in India, was very slight, if any at all. These “assets,
moreover, were more services and facilities than productive
enterprise proper, making direct addition to the sum total of
the National Wealth. A programme of active developmgnt of
Mines and Minerals, of Forests and Fuel, Electric Energy or
large Industries of nation-wide importance, not to mention com-
plete reorganisation of our agrarian economy, which would add
substantially to the available volume of employment and also
to the total wealth of the country, was scarcely ever consider-
ed as suitable for the State to attempt. That policy remains
substantially unchanged still, though radical modification is
inevitable. Even today such excursions as the State makes in
the domain of economic development are confined largely to
granting fiscal protection, service concession, facility or aid,
trade agreements and expert advice and sometimes provision
of capital or guaranteeing return. Enterprise remains largely
in private hands, under private initiative and governed by the
profit motive. Such enterprises as ave taken up directly by the
State, under the Central or Provincial Governmgst, or a speci-
fically established Statutory Corporation, are conditipned and
limited in every respect, so as the least to interfere with or
encroach upon private enterprise. The prospect, therefore, of
deriving any net surplus from the State enterprise of to-day
confined to public utilities and services, is limited. Even such
new features as the production of telephone apparatus, gir
craft manufacture, or ship-building or operating shipping
services are either jointly with private enterprise or left.to
private Corporations to manage, so that the fullest develop-
ment possible to be realised from these sources remaine ur-
tried. In a full-fledged National Plan of all reund develop-

ment, the role and use of public eredit would have to be very
much more direct and active.

On the Provincial plane also the use of Credit as a means
of local development, is likewise restricted. Sevewal Provin-
ces have in recent years raised Loans of their own, and con-
_51derab1e v_olume of Indebtedness has been incurred largely
in developing particular Services, providing facilities, or
er}abhng ex-service men to be re-absorbed in the normal life
of the country. Most of the Provincial Plans have definitely
been made with a view to facilitate re-settlement of ex-service
;lslen. New wealth production or economic development that
tio:};?ecii:d under these Plans is incidental rather than inten-
poma. ny programme of new wealth production by direct

ovincial or Municipal enterprises is practically unknovn.
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Without complicating . this Introduction any further. by
consideration of Constitutional or Political issues involved in
the u¥ of the National Credit as an engine of economic deve-
lopment, it may yet be stated that unless and until the entire
Credit Machinery, including the Banking Service of the
country, its instruments and technique are socialised, and used
with a view to develop actively the potential resources of
the Centre or the Units in farms and forests, factories and
fisheries, mines and minerals, that instrument would remain,
comparatively speaking, useless and barren. In every region,
there is infinite scope for the active use of Public Crdit, and
equal ‘occasion to employ that instrument. Any comprehensive
and consistent National Planning will have seriously to consider
this problem of using National Credit as a means of active,
direct economic development of the known, as well as of yet
untried resources of the country, without which the fullest
‘benefit of successful National Planning would not be available
equally to all regions and classes of the country.

After this review of the Public Revenue and Expenditure
as well as tPespotentialities of Public Credit, it is unnecessary,
even if ét were feasible, to present pro forma Central and
Provincial Budgets in conformity with the main principles
developed in this Introduction. As the Interim Report of the
Sub-Committee points out, greater and greater attention would
have to be paid to the development of new sources of revenue
thaifly from a proper development of Public Enterprise in
productive sectors of our national economy, if a comprehensive
National Plan for all round and simultaneous development of
material as well as cultural resources of the State is to be

mesepexed and executed. The Budgets of the local units and,
still more, ¢# the Union, would have to find more and more
resources. It must provide, at the same time, for more a.nd
more expenditure on liabilities that a modern, progressive
civilised community must shoulder. Properly handled, this
would add to the sum total of the National Wealth, and at the
same time improve the individual's standard of living, which
must always be regarded as the primary aim of a scientific
National plan.

X. Finance and Planning.

Imrgediately after World War II had ended, and a begin-
ning was made in the transfer of power by Fettmg up an
Interim popular Government, the task of preparing a National
Plan was taken in hand. A Planning Advisory Board was
appointed to scrutinise the Plans already put forward by the
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"Central and Provincial and State Governments as well as non-
official bodies and individuals; to recommend a schegge- of
priorities in the yarious items of those Plans; and to suggest a
suitable machinery to administer the National Plan. wl'}en
finally prepared and put into operation. On the ﬁnanma'l side
that Board had estimated a surplus of Rs. 500 crores a\iqglable
in theé Central Purse for aiding the Provinces in carrying out
such Plans as they had prepared and were approved by the
Central Government. Some of the Provinces had also built
up their own resources from the spurious prosperity of war-
time finances. The Indian States were then not integral parts
of India. No account was accordingly taken of planned
dévelopment in their territories or the financial assistance the
.Cential Government would have to afford or liability under-
take on account of those units. : . :

) | . .

. Since August 15th, 1947, however, the States have either
acceded to or been amalgamated with existing Provinces; or
formed Unions of their own to rank as Provinces, and become
equal. units of the Union. The responsibility, therefore, of
the Union Government for providing financial ,assistance is
much-greater, notwithstanding the Partition of the country into
Pakistan and Union of India. ' - '

Within three years, however, of the end of the War any
prospect of a substantial surplus in the Central Government
has  disappeared; and heavy and recurring deficit has become
the order of the day. The Centre has had to face extraordi- N
nary’ emergencies, and meet proportionate demands on ifs
purse; while the units have begun their onward march to make
up _the lee-way in those essential services and utilities without
which' no community can be called civilised. Exiattmm=—s"""
Sources are, consequently strained and new ond® aré hard to
devise: ' Recourse to borrowing or creating currency becomes
me\_n'ta.b‘le simply to meet current deficit. The additional res-
porisibility on account of the integrated, assimilated or acceded
States, makes the task still more difficult,

Unproduective borrowing which has added substantially
to t}.le Note Circulation, has intreduced another complica-
tion in the shape of inflated price-level for such Plant, Machi-
nery or Equipment as may be needed to give eflect to the
Plan. The increase similarly in the wages, salaries and
allo_wance_ of Public Servants, or wage-earners in general
engaged. in carrying out the programme of industrualisation
and plann_ed_ development of every part of the country, makeg
t}}e_ capacity of the Central or Provineial Governments,.to pro-
vide from current resources the aid or subsidy or the necessary
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finance for direct State Enterprise, wherever undertaken by’
the Centre or any Unit, more than ever difficult.

Under these circumstances, the discovery, nursing and
improvement of additional sources of revenue is much more
important than would suffice just to cover current budget defi-
cit, This will not be satisfied by merely increasing the rates of
existing 'Taxation, as such an increase will not bring corres-
ponding returns, and yet mean a disproportionately heavy
burden on the taxable capacity of the people concerned.

The development of productive State enterprise which
will bring real additional revenue will also take time. These
enterprises, during their initial stages, would be rather a liabi-
lity than an asset to the State. Expansion, improvement and
extension of the Services, or Commercial Departments already
conducted by the State in India, will thus become the: first
field for State initiative and plan. The foundation must be
laid for such development as scon as possible. This can,
however, not be done until the new Constitution is finally
passed’ and put into operation. The linking of Provincial or

~ Unit financgs with those of the Centre, and co-ordinating the
entire machiffery and its activity for a planned development,
would Mave to follow necessarily the distribution of financial
resources and obligations as between the Units and the Centre.

K. T. SHAH.



INTERIM REPORT OF THE PUBLIC FINANCE
°  SUB-COMMITTEE.

The Sub-Committee of the National Planning Committee
~appointed to consider the subject of Public Finance, had dis-
cussed certain specific issues and propositions embodying the
sum total of the subject referred to above, and decisions were
taken on these by the Sub-Committee, in a series of meetings
held at Allahabad early in January 1940. These decisions
have formed the basis of the Sub-Comnmittee Report, the in-
dividual decisions being briefly expanded so as to bring out
the idea more clearly wherever necessary.

The lack of time at the disposal of the Committee due to
the demand of the National Planning Committee that all
Reports of Sub-Committees be submitted, at the latest, by the
15th of March, 1940, is mainly responsible for the Sub-Com-
mittee’s inability to present a more elaborate Report. But the
Sub-Committee trusts that the interim report as this document
may well be described will serve its turn for tne purpose of
preparing the outline of a comprehensive plan, such ds is con-
templated by the National Planning Committee.

It may be added that the Report deals with the several
divisions under which the subject of Public Finance is usually
treated, that is to say, Public Expenditure collectively for the
whole of India, including the Central and Provinces’ expendi-
ture revenues to meet this expenditure; distribution of pe-
sources and obligations as between the National Authority’

that of the constituent parts, and the use and mechos

ty and
public credit. )

&
I. Expenditure,

1. In the present system of Public Ex endi i
] iture th
considerable room for retrenchment by mearl)'ls of ore

[

(a) Reconsideration of the governing policy rggarding
nature and object, strength and equipment of certain
services like Defence or charges in connection with
public debt, For instance by converting a more
costly loan or form of debt into a less ‘ostly
one, But this means the aggregate .amount

payable in a given number of
years, as well 4s on the
whole, may be reduced and th ’ i

stantial e T e process results in sub;
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{b) Reduction in the scales of rates of pay, pensions, and -

* allowances to Public Servants, in all departments, in
the higher ranks. A considerable saving can be
effected in this behalf by scaling down all salaries of
public servants over Rs. 500 per month, if a maximum
limit is fixed in respect of such salaries for all depart-
ments and ranks of public services. The sub-Com-
mittee would also like to add that, in conformity with
the basic principles of the Plan, and in mere fairness
to the large army of the lower paid public servants,
a minimum living wage will also have to be fixed
in all departments and ranks of the public service,
if the plan is carried out in conformity with the
principles indicated in the Hand Book of Information.
This army of public servants will have to be very
much increased in number and variety. The aggre-
gate amount of expenditure, therefore, on this account
will, on the balance, not show any deduction, but
quite the reverse.

(c) Revision of the basis for fixing the strength and re-
quir'e?nents of Public Service in each departmept, and
&or leave rules, particularly in the higher services.

2. All savings effected by revision, reduction of retrench-
~ ment are likely to be more, than absorbed by

{a) Extending and widening the scope, direction, and
volume of existing Public Service, including national
defence.

(b) Increase in the number, variety and intensity of.publ.ic
activities. The Sub-Committee would mention in
“this ¢onnection the obvious necessity of increasing the
volume as well as variety of education now provx_ded.
1f every child of school-going age in the country 1s to
be brought to school, and is to be kept there, for a
prescribed period of six or seven years at Jeast, as a
fundamental right of citizenship, the strength and

+calibre of the Educational service would have to be
increased out of all proportion as compax_'ed to the
existing conditions. If a further increase 1S gﬂfected
in numbers, and subject to the provision _of a minimum
living wage for all members of this Service, the aggre-
gate expenditure on this account woyld be ve;‘(_\ll }fon—
siderably increased. All this expenditure wou :;\vef
%6 be borne by Government, as, upder the system o
planned economy, little room will be available for
private enterprise to assist in this field. The same
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" 'may also be said of other Social SerVice’s,"sugh as,
Health, Recreation, ete. _ B .

(c) Improvement of the basic minimum pay and condi-
tions of service of the lower subordinate staffs.

3. For extending, widening, or increasing the gscope,
volume,  or number of public services or activities, definite
norms will have to be laid down by the Planning Authorities, -
and finance would have to be provided in accordance with the
same, with due regard to economy and efficiency.

4.. In Public Utility Services, though commercial prin-
ciples may not be applicable in all cases, a thorough-going
check and control by way of efficient audit is indisputable in
regard to all jtems of expenditure. By this the Sub-Committee
would convey that -the Audit Department should :not only
see that due authority is available in regard to every item of
expenditure incurred, while checking the accounts of all
departments, but also that full value is received for every pice
spent from the public funds. The Audit rules and the Audit

Service will accordingly have to be c:ompletelx3 and radically
reorganised. '

: : o

5. All items of expenditure, whether old or new, must
be carefully correlated in advance with the purpose and pro-
gramme of the Plan, and be made an integral part of the plant

6. 'Items of expenditure of a reproductive character, or
capital investment in utilities, services, or agricultural, indus-

trial or commercial enterprises, must be kept apart from those
of recurrent expenditure or-revenue outlay. )

T. In-all cases of capital investment made ok
of borrowed funds, adequate provision must be reade from the
start-for a complete liquidation of the obligation incurred, in-
cluding interest and the replacement or renewal without in-

curring fresh obligations on that account, of the plant,

{nachinery', stock or buildings requiring such investment, with-
in“a definite period. This implies that the loan out of the
proceeds of which such an inv i

undertaking. Adequate provision should also be made by

way (_)f depreciation, for replacement or renewal of the p,lant,

machinery or buildings, required for such undertakings.

Needlesstc_) add that, while liguidating the loan, the interest

dug from time to time on that amount would also hive to, be

paid out of the revenues of the undertakings ; '
8. No.interference s

» hould be allowed with the rovisich
made under the preceding head, and no transfer or bgrrov‘ving
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pérmitted from this account to meet current losses or deficit

in tﬂe‘ordinary Budget. - : :
) 9, Exception may, however, be made under specific rules,
to allow. borrowings from these Reserve, Replacement Sinking
Funds, for capital investment in the extension or expansion of
the same utility, service or enterprise, or for a similar purpose
in cognate utility, enterprise or.service, provided that full
provision is made for the repayment and liquidation in full of
such loans within a definite predetermined period.

10. TIn allocating items of Public Expenditure, every care
must be taken that as far as possible all items of nation-build-
ing, service-rendering and wealth-producing character are
entrusted to the Provincial Governments and sources of
revenué including the right to borrow, adequate for these pur-
poses assigned to them.

11." 'When Provincial Governments delegate to the Local
Authorities under them, functions and assign sources of re-
venue, they shall do so under proper financial and administra-
tive control. . .

II. Revenue.

12. . The aggregate volume of Public Expenditure—
national, provinecial, and local—collectively as vyell as severally,
would have to be very considerably increased in order to meet
all -the requirements of the Plan. Revenues would have,
therefore, to be increased proportionately.. _

13. For the effective execution of a compre!lensive plan,
it’ would be necessary to increase the contribution from the
several forms of Public Enterprise, including a thorough ex-
Troremon of the Public domain in lands, mines, forests, _and
the like, so a$ increasingly to supplement the revenues derived
from taxation, direct or indirect. . :

14. The production and supply of all Utilities and si:--
vices, which are of a national character,_and possible tongl_e
into publjc monopolies, should be carried on byb thef u 1;2
authorities; and the net surplus, if any,_derlved t: el‘eﬂ;'o‘gub_
appropriated as current revenue. In .thls connection the >
Committee would point out that the interest of t.':onsurner‘smt
each service or utility should be dul_v'taken T}llnto a::lcé’o oly,
particularly by the monopolist unfiertakmgs. te m;) luI; v,
it need not be added, is likely to increase the net su I:‘.o ; 8
well as sthe gross receipts, by reducing charges so as 10 P :
vide for"w_ider and wider demand. . ¢ o
*- .15, Industries concerned with the provision ;) tt }?ema:‘; )
plant, machinery fittings and basic raw material, for p
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duction and supply of these utilities, and se_rvices, should also
be conducted as collective national enterprises.

16. All key-industries (“mother” industries, or those
vital to the existence of the country and its defence) should be
progressively nationalised, in so far as they exist to-day under
private enterprise, In future they should be undertaken
directly by the State, and administered by a statutory corpo-
ration created for the purpose. Industries which are already
established under private enterprise, must be acquired by the
State, and turned into a nationalised enterprise, subject to such
compensation to be paid to the present owners of that enter-
prise as may be deemed just and proper. :

17.  Nationalisation of any industry, utility, or service, at
present in private hands, should be accomplished allowing a
reasonable compensation to the existing private owners.

18. There is room for considerable extension, expansion,
and improvement in the production and supply of utilities and

services now conducted as national monopolies, e.g., commu-
nication or transport services. o

19. Without sacrificing entirely the ideal of servize to the
largest number at the lowest cost, these can nevertheless be
made to yield a net surplus, or profit, because of the economies
possible under large scale production and efficient manage-
ment in all round co-ordinatien. The rates, fares or charges

should accordingly be so framed as to permit of a profit or sur-
plus consistent with the rendering of as large a service at as
low a cost as possible. "

20. For the full consummation of the complete plan,

direct taxes on Incomes or Excess Profits, or On, Propirty 1K€
Istate Duties, Death Duties, Land Inere

ment values, should

-be developed by increase in rates on a steeply graduated scale.

The principle of Differentiation in the rates charged as bet-
ween earned and unearned income will have to be accepted.

* 21. Income from direct taxation on

fits, and inheritance taxes shoul

meet specific emergencies.

22. In a comprehensive pl :
everywhere be replaced b agreultony fovenue should

Y an agricultural Income-Fax. with
proper safeguards for exempting a basic minimum and ;}ovid-
ng a graduated scale of taxation, It must be a wholly proé-
vincial source of revenue “
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23. Ta;_ces on House property, or Urban land, on Trades
and Professions, and License Duty should, ordinarily, be as-
signed*™o local authorities.

24, All customs and Excise Duties shéuld be assigned
to the Central National Government exclusively,

2%6. Adeguate Provision should be made for relief of
Double Taxation within the country itself, as between units
and units, and a unit and the Centre,

_ I Credit.

26. Adequate credit facilities must be placed at the dis-
posal of every governing authority—local, provincial—to faci-
litate their undertaking productive enterprise left in their
charge, with proper regulations for the safeguards of public
cvedit, The Sub-Committee would add that for this pur-
pose, a National Investment Board, must be established,
through which alone, public borrowing for such purposes as
may be indicated in the plan may be undertaken.

IV. Accounts.

27. *Independent Audit for the Accounts of all govern-
mental bodies and statutory corporations should be provided.
in addition to local and internal audit.



MINUTE OF DISSENT BY MR. A. D, SHROFF
TFO THE INTERIM REPORT" .

Bombay House,
Fort, Bombay.
13th March 1940,

K. T. Shah Esq.,

Chairman, Public Finance Sub-Committee,
The National Planning Committee,
Bombay.

Dear Sir,

I have to acknowledge receipt of your letter of the 11th
instant with a copy of the Interim Report prepared by you in

consultation with the Honorary Secretary of the Sub-Com-
mittee. ’

2. I regret my inability to subscribe in substance to this
Interim Report. As I could not be present at th="Meetings of
the Sub-Committee held at Allahabad on the 2nd, 3rdecand 4th
January, 1940 at which the main propositions embodied in the
Interim Report were discussed and agreed to, it is not possible
for me to share the responsibility for these decisions.

3. I may, however, outline in brief my considered view
on some of the propositions in the Interim Report.

4. It appears that the underlying basis is the adoptiqn-
by the State of a policy of nationalisation of industries in the
country. I have consistently felt that the adoption of such .
policy, except in the limited sphere of what may ke described
as Defence Industries, would be most detrimental to the main
objective of the National Planning Committee, namely, to
work out a well-thought-of plan for a rapid industrialisation of
India with a view to raise the standard of living of the crores
of men and women living in the country. I am afraid the
recommendation of a policy of nationalisation will only result
In severely discountenancing men of enterprise and means to
un_de‘rtake any further industrial ventures, This, in my
opinion, would be particularly deplorable as, whilst in actual
practice the ultimate effective implementation of this policy

mated by a very

natural fear that the State mi i
vene and depri

ve those who show initial enterprise and risk
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their capital of the benefits which should rightly accrue to
them.»

‘5. *Under the heading “Expenditure” 1 (a), it is estimated
that “substantial savings” could be achieved By conversion of
costly loans into less costly ones. A close examination of the
outstanding loans which form the public debt of India does not
justify this estimate.- On the other hand, I should expect a
very substantial increase in the borrowing rates, both for
Central and Provincial Governments, if the policy of national-
isation is to be adopted and if both these Governments are in
future to extend those social services like free and compulsory
education, larger and wider medical and hospital facilities,
health insurance etc. which are so badly needed for the general
uplift of the vast masses of this country. '

s+ 6. Under the heading “Revenue”, item 21, the Interim
Report suggests that income from direct taxation on income,
excess profits and inheritance taxes should be assigned to the
Provincial Governments as far as possible. I am unable to
see how the Central Government would ever be able to balance
its Budget in India if this suggestion is accepted.

7. 1 subnfit that in the enunciation of the various propo-
sitions embodied in the Interim Report very little regard ap-
pears to have been paid to the practical implications of these
propositions, and I feel that a more detailed examination of
these propositions in the light of practical fest that may be
applied to them will reveal the necessity of modifying them
to a very considerable extent.

Yours sincerely,
Sd. A. D. Shroff.



MEMORANDUM FOR CONSIDERATION FOR THE

PUBLIC FINANCE SUB-COMMITTEE

By
PROF. K. T. SHAH

It is impossible to give any similar account for the prin-
cipal States in India, though it may be said that their revenue
and expenditure contain most of the items on both sides men-
tioned above. The aggregate revenues of all the States of
India have been estimated at about Rs. 60 crores and the
expenditure is more or less equal.

Of the items of expenditure contained in the revenue and
expenditure account as given abover—

(a)

(b)

(c)

This does not mean that in a self-
India, there wo "

is that the charges on such heads shou

Those, which may be described at all of a nation-
building character relate to Education and Health,
Agriculture and Industries, Public Works, including
Roads and Railways, Irrigation Works and the Post

Office with all its services of telephones, telegraphs,
parcels, etc. @

Of these, Railways, Post Office and Irrigation Works
may be regarded as of a self-balancing character, and
may be regarded as capable of considerable expan- ¢
sion by improvement in the services provided for
them, and consequently, without any increase in the
rates. If the rates are increased, though the expan-
sion may be greater, there is always the danger of
the demand falling off in a monopoly service when
the monopoly adjusts the prices to suit its 7EGas ot
a surplus, rather than to suit the principle of render-
ing the maximum of service without loss.

Of the items which may be regarded as of a wasteful,
unproductive nature, the most considerable is that
of the Army or Defence Services. Certain, branches
of general administration,——particularly in the higher
services, with their excessive scale of salaries and al-
lowances including pensions payable to the person-
nel, often Foreign, engaged in such Services, may also
be considered as being, essentially, of the same kind.

governing independent
uld be no such items at all. All that it means
1d be so revised as to

€ar a reasonable proportion to the ability of the Indian
T

people, and the valuy

e of the service rendered.
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-~ {d) Items of a reproductive character included in the
foregoing list are very few in number. They may be
said to consist in the development of Railways, of Irri-
gation Works, and such expenditure as that on the
Reserve Bank, Forests and the like. All these may
involve considerable present investment, if an inten-
sive policy of developing the national resources is
undertaken; but they may well be calculated to yield,
in course of time, a handsome surplus after meeting
all current charges and so make a return more than
equal to the investment made to it.

With the object of helping in the task of nation-building,
and developing the resources of the country all-round, it may
be desirable to develop particularly certain items of public
expenditure like those on Industries, Health or Education,
Irrigation or Roads, Forests or Railways, Post Office and Re-
serve Bank.

At the same time it would be desirable to discourage or re-
duce expendibyre under the head on Defence Services, as well
asin regard to the scales, grades, or rates of salaries and allow-
ances in all public services in all departments, which may be
considered to be of an excessive character.

We repeat that it is not intended that these items of ex-
penditure will not exist in the planned economy of India, or
will not be increased. All that is intended to be ponveyed is
that these are items which would need to be r'evxsed S0 jc}}at
each individual item of cost is in conformity with the ability
of the people, as well as in proportion to the value derived

 theveltoni. o

As regards the expansion
need to be considerably develop
minimum standard the scale of
consider it absolutely necessary that the
rate, shoqld be expanded progressxvely,
2 prescribed period (say of ten years) a st

ese items are, Education and Irrigation,
Port and Communication Services, Insurance
and, of course, Agriculture in all its branches.

So far as Education is concerned, the gqvernmg p]t;mcxg}i
Must be tfat the basic minimum of education must 'te I:md
vided free of cost to every child born in the. communtlhy, nd
of ¢he age period 7 to 14 or 15. On this basis alone, 1de ﬁ)aVe
Sent volume of expenditure on Public Education wou

5

of some other items, which
ed with a view to bring up toa
living within the country, we
following items, at any
so as to reach within
andard mentioned.
Industries, Trans-
and Banking,
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to be incréased, at the least to about 3 or 4 times the Present
volume. :

: The increase would not merely be in the numl:'\)ers at
school, but also in the length of the compulsory school period,
as well as in regard to the number of teachers, and their
standard of remuneration needed for an efficient dischazge of
this duty. With all possible economies, this would necessi-
tate a very considerable increase of the bresent total expen-
diture on education from all sources, to perhaps three times
the amount now being devoted to that purpose, if not more,

Incidentally, the scale of teachers’ salaries, the number
of teachers employed, the number and distribution of the
school buildings, their equipment, etc., would also require
considerable expansion, not only of the expendilure incur-
red by the State directly, or through its representatives—the
local bodies~—but also of the industries connecied with the
supply of such requirements, ' '

The total increase will take place only after 10 or even

15 years; but a rapidly progress.ng increase will have to be

pr_ovided every year, %0

The same may be said with regard to health seyvices, in-
cluding hospitals, sanatoria, nursing homes; and the person-
nel needed for the same, including doctors, nurses, and the
hke;'as also the apparatus, instruments, drugs and medicines
required for the service. The present outlay, both§
in tl’_le Provincial and the Central Governments on the Bealth
services of the country, will thus have to be expanded so as

to provide at public cost all necess s in every
unit of 1,000 people ary care of health in every

o It is diffieult to say how this increase would shmgé_ir
in figures; but we may take it that, as in education, so in this

The same may apply, i ik
PlY, In greater force most likely. to the
other developmental expénditure listed above. ”

The definite extent to which such services and expendi-
to be in'cregsed must be laid down in

community, and with-
e that the Plan comes
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ties or comforts of civilised life, it would be relatively easy
to inticate the volume of increased expenditure in the aggre-
gate 1fecessitated in the enforcement of the Plan.

Expansion in the Defence and other associated services
may also be needed by a self-governing and independent

India-but the extent and nature of such expansion, it may be

difficult to forecast at the present time, when the existing
scales of grades, and rates of pay provide no model whatso-
ever on which calculations may be based by a free India.

~ The extent of development in the particular branches
mentioned above, which we regard as of a nation-building
character, or in which substantial improvement of the mate-
rial resources of public utilities is involved, would be so con-
siderable that it is impossible to accomplish this by mere re-
adjustment, reduction, and retrenchment in the present ex-
penditure.

As far as we can foresee, at present, if all the develop-
ments were carried out as per Plan, upto the extent we have
indicated ineeach case above, the present aggregate Budget
of the country including the National and Provincial Govern-
ments, tle States and Municipalities or local bodies, running
into something like Rs. 400 crores, will have, at legst, doublgd
though not necessarily by and for the same authority; but will
be distributed all over the country.

* Tfour hundred crores may represent somethiz}g like 20%
on the total present annual wealth or production in thg coun-
tr¢ of about Rs. 2,000 crores; and Rs. 800 crores, with -the
national wealth increased by at least twice its present volume,

—and still more, perhaps in its present ability to satisfy the

rimary need® of the people,—would mean a much less burden
ﬁ'l eﬂ'egt, than the sarﬁe proportion today. For, while Rs. 400
crores taken from Rs. 2,000 crores leave to the people Rs. 1,600
crores, while Rs. 800 crores taken from an aggregate produc-
tion of Rs. 4,000 crores will leave Rs._3,200 crores to the sam(f
number of*people, i.e. from a per capita wealth of Rs. 623—13
to Rs. 195—2% per head. :

It must also be added that the Rs. 800 crores in the aggre-
gate, which we may anticipate as the likely extent to whxcl(;
the volume of public expenditure _wguld have to be 1i111r:reaset
indudi;lg expansion in nation-building servxcei, 1nt edmle:-
ten years?, would, of course, include all retrenc mgn a? re-
adjustments, and reductions in the scales aqd grades ot sa
ries and allowances, curtailment of expenditure &n noRn-pé'(cl)(-)
Quetive, wasteful objects and the like. Hence the then Hs.
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crores will represent a very much larger volume of public
service than only twice the present value.

-
The heads of Expenditure which in our opinion admit of
retrenchment or economy, either collectively or in the scale
of unit charges which at present obtain, are mainly comprised
of ‘the so-called Defence Services, and in regard to the pay
and allowances of the personnel, particularly in the higher
services. The detailed savings possible to effect by readjust-
ment of excessive scales of pay and allowances, and curtail-
ment in wasteful or non-productive expenditure may be diffi-
cult exactly to estimate. But a saving of at least one-third in
the Defence Expenditure, and another third at least in the
other services by mere readjusiment of the scales of pay, etc.,
may result in a saving of at least about 50 erores, distributed
as between the Provincial and Central Governments. This
does not include the Railways and the Post Office, which,
again, may contribute another 20 crores of savings or render
a much greater volume of service for.the amount now spent.
But it must be added that all these savings and any more that
may be possible to effect will be more than absprbed by the
" expansion which we have suggested above,

- Regarding items in the Central, Provincial or State ex-
penditure, which need to be fundamentally reviewed from the
standpoint of their basic justification, the most considerable
amount is by-way of the so-called Home Charges. These
aggregate over 40 crores in the accounts of the Governiment
of India. If we add other invisible payments from India of
this kind, the amount would be much greater, e

Not t_he whole of these amounts can, of course, be dis-
pensed with altogether. But, items like the War Office Char-"
ges, or those in connection with the Pensions and Leave, etc.,
allowanc&_as to public officers residing outside India, or the
scale of Interest charges and repayment dues on the foreign
debt of India, may all admit of very considerable scaling
down, if not wholly dispensed with,

In_ opposition to the items mentioned above, there are
oth_er Items in the Central, Provincial or State expenditure,
which may have to be very considerably increased, even
thqugh some of them are neither productive, nor of a nation-
buxldu_lg character. These, as already hinted above, may be
comprised in the so-called Defence Services or Publ’ic'Utility
services like Education and Health. The former is under the
charge of the Central Government, and the latter in charge.
of the Provmmal_ Governments. The extent to which these
may have to be increased is not easy to indicate, in-as-much
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as such increase will depend upon the fundamental . policy
adopfed by the self-governing India of the future, which can-
not be® foreseen in all its political implications and complica-
tions today. C o

Expenditure incurred by local self-governing bodies on
itemsof a utilitarian character, and for services needed for
nation-building, can, indeed, be woven into a single pattern
with the amounts spent by the Provincial or Central Govern-
ments. It is, however, necessary, in order to make local self-
government a real fact of daily life by every citizen, that this
expenditure should remain apart, and should attract the at-
tention of the citizens at every stage. Rendering Public Uti-
lity Service and conducting industries in connection with those
Services would, it may be added, add to the resources of these
local self-governing bodies, and so improve the financial posi-

tion and make them offer a corresponding relief to the Pro-
vincial finance.

At the present time, the finances of the Local Self-Gov-
erning Bodies are dependent upon grants or subventions from
Provincial Gevernments. These grants or subsidies are given
on specific conditions and for particular objects, that materially
reduce the field for real effective self-government. If the local
self-governing bodies are, accordingly, encouraged to deve-
lop their resources of the type mentioned,—viz. conducting
Public Utility Industries and Services which may be made
tospay for themselves and yet bring a surplus,—their resources
would be amply replenished, and the Provincial Governments
reljeved in proportion.

Subsidies from the Provincial purse would then either be
unnecessary, or would be restricted to such local bodies, as,

from their own resources, are unable to develop any consl-
derable productive enterprise. Such subsidies would be ear-
marked for specific purposes. _ .
The principal sources of revenue of the Central, Provin-
cial or State are given in the table at the top of this memo-
randum., These sources may be classified as:i—

(2) income from public domain;

(b) profits of services rendered, or enterprise condutted
by the State;

(c) taxation; and

(d) departmental rece:pts. N

While (a), the income from public domain is 1t the nature

) . itati f the national
of. the improvement of available exploltation @ (b) pro-

wealth, directly owned and conducted by the State,
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fits from Public Enterprise,—such as Railways or Post Office,
—are in the nature of monopoly dues, or concealed taxation.
This, however, may not be felt in proportion as the service is
at least equivalént, if not more in value than the amounts
paid.

(¢) Taxation on the other hand is a compulsory contri-
bution from the private wealth of the citizen, which stands
out in sharp relief against the surplus gained in public enter~
prise. While the latter is so much addition to the total wealth
of the community, and, therefore, of each individual also, the

former is a compulsory deduction from the private wealth
of the individual.

(d) The departmental receipts, finally, are incomes de-
rived from the rendering of services incidental to the conduct
of certain public departments, to the citizens, for which cer-
tain fees are charged. These fees may not amount to equal
the cost of the whole departmental cost of rendering the
service, but which nevertheless, is sufficient for purposes of
permitting regulation and control at the hands of Government
all those who avail themselves of such service,

-~ Several sources of public revenue overlap as between
the _Central and Provincial Governments in a number of cases.
Excgse duty or Sales Tax and Tax on Employment and Pro-
fessions, may certainly be cited as examples of such possible

,torfertlapping between the Central and Provincial Govern- §
ents. < 6

As between the several Provincial Governments, the bur-
den of the Income Tax may also be said to be overlapping} as
re51d_en’ts of one Province may have properties or earning as-
sets in another, and, as such, there would be double taxation.*
. comx‘non national services, like Posts, Telegraphs, and

ransport, may also indicate some room for such double tax-

?;;g:é if any of these is made the occasion for revenue being

It is not possible, always, to avoid such ‘Double Taxation’

zfr};zcﬁlﬂy iln such a large couniry treated as a single unit,
ough made up of different component governments.

calD 50:11;1% Taxat‘ion’ may also be possible, as between the
oL ~Joverning Bodies within a Province, and the Pro-

ority or State Authoritv:
_ 3 . y; e.g. Taxes on property
professions, trades, license duties for all kinds of EétivjtiES:
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"~ ¢ The income at the disposal of the Provincial Governments
is alfeady claimed to be utterly inadequate for the tasks en-

trusted to those authorities: and the same may be. said with

regard to the Local Self-Governing Bodies like the Muni- .
cipalities. If a policy of intensive Education or Industrial

Development, as well as provisien for adequate Health Insu-

rance facilities and sanitary measures is undertaken, the re-

sources of the Provincial Governments, as well as of the Local

Bodies, would be far helow the requirements. On the other

hand, the_Central Government, too would be placed in the

same guandary, if the Defence Services, and other non-pro-

ductive expenditure in their charge, is similarly expanded.

-+ The only manner then in which amounts and revenues de-
rived by the Central or Provineial Governments can be really
increased is by cultivating and expanding the productive utility
services or enterprises of the various governing authorities.
We would suggest that all kinds of Industrial and Commer.
cial enterprise, as well as Public Utility Services, which admit
of a monopolistic basis, should be entrusted to the appropri-
ate governing authority, so as to add by means of surpluses
from such Wrdlertakings, considerable fresh resources to the
revenued of the authorities concerned.

In the existing sources, also, there may be room for ex-
pansion by increasing the rate, or widening the scope of the
service rendered, such as, Income Tax and Stamp duties, or
Rostal and Transport rates, and the like. .

‘The addition of an agricultural income tax, so long as
bsivate property in agricultural land remains, and also the
imposition of Death Duties and Estates Duties, with a view
- brogressively to reduce the room for private property in land
or moving wealth, would also add to the resources up-to a

mit,

There is, like wise, room for an ‘Excise’ on industrial
broduction, which may similarly be treated as capable of
further expansion. Revenue duties on the artllcles'of foreign
trade, both by way of export or import, may, likewise, be ex-
Pected 1o yield considerable amounts. The Export articles
taxed must be in the nature of practical or effective mono-
poly of this country; and, on the side of J.mports, they are
articles of such nature, that their consumption would not be
reduced appreciably because of these duties.

i ibiliti 1l these

On the whole, however, totalling .possxbihtle_s of a
sources of expanding public revenue, at ’the disposal of the
Various governing bod'es to-day, we don't think ;]ilf ;ggx_'e-
Bate of such expansion would suffice to improve the in-
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‘creased needs and requirements, both of the Central and Pro-
vincial Governments, not to mention the Local Bodies which
would be expected for carrying out the Plan in all its depart-
ments. . ~

We have already indicated our opinion that Public
Finance be progressively based on a policy of substitpting
revenues from taxation,—particularly the indirect taxation fal-
ling unequally upon the poor and rich shoulders,—by profits
of public enterprise and utility services, conducted as mone-
poly by the State or its various organs of Governments, so
that, while adding to the total wealth of the community, the
State takes its share directly from such increased wealth.

- There is a vast field of public domain in agricultural land,
in forests, in yet unexplored mines, and all kinds of public
utility services,—to mention only a few of the obvious iines
in which such a policy may be immediately given effect to,—
which, properly cultivated, would yield a greater portion, if
not all the increased resources, necessitated by the Plan
advocated above.

Revenue resources particularly taxation cgu- be utilised
effectively for bringing about a silent and steady registribu-
tion of the national wealth of the community. All taxes on
income on progressive scale, reaching up to an effective con-
fiscation of incomes over certain grades, death duties, of a
progressively high rate, excess profits, duties, estate duties,
conﬁs_cation of increment in land values, or heavy taxation of
such increment are all means by which a progressive, though
silent, redistribution of the national wealth may be effected,

In so far as the resources thus obtained are utilised for
promoting public utility services rendered free or at very low
cost to the Public necessitated,—e.g. education t¢ be compul-
sory up to a minimum standard to every child, sanitation of
a requlrefl predetermined standard, housing and other ser-
vices,—this r_edistribution would be in an indirect or conceal-
ed form, which, however, would serve its purpose.

kIptroduction_ of a National Insurance provision for the
working population, limitation of hours of work, and prescrib-
ing condfltlons of work and work rooms, together with the pro-
v§smnfo old Aage pensions, and all other social security ser-
;;Ic_es 01f- the 1nd1v1dua1,. would likewise, raise the standard of
. llr;;leg vgh 0thhe lowesc;;_ paid strata in society at the expernse of
) ave a disproporti
o the vt proportionate command of thg resources
In this mann

er, if pri . . e L
the Planned Soei , II private property is maintained even im

ety, it may be possible to bring about a ocer-
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tain degree of silent redistribution of the national wealth,
so that the taxation would be more equitably apportioned,
and mwore in accordance with the ability to bear the burden,
while the services or benefits would be provided in a measure
corresponding to the needs of the people, who have to bene-
fit from such service,

The forms of public enterprise, Industrial, Commercial,

and others, which are possible to develop progressively to re-
place sources of present public revenues may be described as
consisting of Public Utility Services, such industries as admit
of large scale monopolistic treatment, particularly in the in-
dustries like ship building, railway wagon making, cinema
films production, ete., and cultivation of waste land, develop-
ment of forests and unexplored mines. These may need con-
siderable capital investment and also require co-ordination,
so as to avoid unnecessary competition or wastage of national
energy. Public services such as that of transport by Road,
Rail or River, as well as Air; that of communications includ-
ing Posts, Telegraphs, Telephones, Wireless and the industries
ministering to the same; housing and building industries,
banking ande insurance, also admit of a co-ordinated large
scale natjon wide operation which would result in considera-
ble surplus of profit to the State, or its representatives con-
ducting such services.
. It is impossible to give an exact idea of the amount that
* may be derived by the State, or its representatives, from such
enterprise, but if properly cultivated, there seems every hope
that these may result in substantial addition to the wealth of
the community, and therefore, to the amounts at the disposal of
the Government.

At the pyesent time, the Land Revenue, Excise, and Cus-
toms Duties and Income Tax,—to mention the most salient
items,—press with uneven burdens upon the people §ctually
producing wealth. At least, in the higher 'bracke_ts of income,
and in many forms of income, not only there is evasion %r
avoidance of the tax; but the rate. even _wk{en _thg tax is pag ,
is as one so disproportionater different in its mcxde_nts ?St e-
tween the different strata of income, that the equity ox tax-
ation can scarcely be said to be maintained. .

In regard to Agricultural Land also, the same gifﬁc_ult_y
arises, so far as Land Revenue is copce.rned, whet erf it 1?:
direct ‘demand of the State, or is paid in the for}r:l 0 ¢ ren
through #amindars, Taluqdars, Malguzdars, or otder orxl-x:z
of intermediaries. The system of demanding 1a?f]() 3(§$‘{e?e -
in cash in a fixed sum over a long term of ye? rSI:. (h _ldinglr ansd
pective of seasons, irrespective of the size of the RO
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‘the number io be supported thereon, has naturally intended
t6 malke the burden of land revenue far greater than even’that
of the income tax, particularly that of the small prodiufer.
Customs and Excise Duties being indirect taxes, also fall
with unequal emphasis upon the small consumer, who has to
pay the increased prices because of these duties, as most of
these are necessities of life. And so the burden is much

greater than can be appreciated from the mere amounts 6f the
revenue.

Salt duty, which is practically a public monopoly of the
Government of India and from which considerable amounts

of revenues are derived is another which fall upon the small
consumer.

The Sources of Revenue placed at the disposal of the
Local Self-Government Bodies, like the Municipalities or-
Local Boards, which are capable of being expanded so as to
provide -adequate funds for carrying on such services and
functions the Local Self-Governing Bodies have been:
charged with, consists of rendering such Publice Utility Ser-
vices, as for instance, Transport in all its forms, corpmunica-
tions like Telephones, supplying of Light and Power by Gas
or Electricity, provision of markets, slaughter houses, and the
like. These are all in the ordinary scope of their duties, and
can be made to yield additional revenues, if only the local
self—govgl'ning bodies realise the possibilities inherent in “su¢h
enterprises. A Local Municipal Bank in the larger towns, with
a full compliment of incidental services; and local enterprisedn
the supply of Sports Grounds, Amusements includ ng picture
houses or Cinema enterprises, Eating Houses, Laundries, Pub-
l“{ Baths, Boatm_g clubs wherever the natural <acilities per-
mit SPCh. enterprise, and a host of other directions of expand-
ing public enterprise are available to many such local bodies
mgﬁdla, which can be made, not only. to render the widest
Py oexvice to the local public, but also to yield, inciden-

¥, by the rendering of such services, considerable resour-

ces of revenue, which is to-da i
. A y taken away by private profit-
taking enterprise operating in these ﬁeldss.( P ?

" .The services, also, of : ;
) ) a non-product which
will devolve upon the Tocal P ive character,

_ pon bodies to cary —such as,
Educatlon, Samta_tion, or Housing,—may rirqlgirgn;,ery“ much
;nuc{:;-iezj\sed expenditure than at present. These canngt be self-
s é:égnlz‘eand must, accordingly be provided out of these ex-
panded 1sources. For the subsidies, at present paid by the

incial Governments in aid of such services will never be

&
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adequate,- even if they are continued, to meet these manifold
requ‘h;ements of an expanded local enterprise.

* We consider it, therefore, necessary to develop these ser-
vices ‘and enterprises, by properly co-ordinated local self-
governing ‘units, mufually co-operating and co-ordinated, so
as tewrender the widest possible service, and yet obtain the
largest possible revenue for these bodies.

The exact extent to which these revenues may be in-
creaged is d.fficult to forecast, but, we have no hesitation in
holding that the present local revenues would be more than
doubled, in fen years, if only these enterprises ave properly
developed. -

In order, however, to carry on these enterprises, profita-
bly and successfnily, from the point of view of the fullness of
service rendered, local self-governing bodies would have to
be regrouped, so as to make the area of operation, as con-
venient and as economic a unit as possible. In delimiting the
unit area, we have to consider not only the geographical ex-
tent of the grea to be served, but also the number and
character of the population living in that area, and ministered
1o that Jocal self-governing body.

While it is impossible to lay down in advance any sfan-
dard unit to be observed all over the country, it Is possible
that in each part of the country, in each provinee, such units
may' be conveniently determined approximating to one
another, in size as well as in strength of population, so as to
permit the operation of this service on the most convenient
and economic basis possible. :

So far s the revenues and obligations between tdh:e Pro-
vinecial Governments and the local self-governing bo tegl.are
common, they necessitate a division of resources and obliga-

tions between the two authorities. We consider it advisable

i - he Local Self-Governing bodies all
to place at the disposal of the Loca S o e ar con-

those reseurces, which are of a produ cha :

sist in renderin’g services and providing .utllltlFS Whl?h mﬁ:f

be paid for and so may vield a progressively mfcre}?m?g s1 u

plus. By these means probably alIl the neeecls OF (17:1‘ eth:c?? ; 3:
iti rees.

can be met out of such additional resout :

‘HnCié‘J Governments, as far as possible, revenue yesaurces

¥ ' i irect taxation, e.g.
reserved should be of the nature either of geath e or i

Land reyenue, Agricultural Income Tax, ) ‘
the natu‘;‘z of puk;iic enterprise of a grovmcewmde c}tla:;cvtﬁ;ré
Such enterprise may consist of co-ordinated ;ransgo;l servics
threughout the province; supply of roads and roa ,
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production and supply of electrical energy on a province-
wide basis; carrying on of monopolistic industries; or cgltiva-'
tion of such waste-lands as are not in cultivation to-day, but
are capable of béing brought under the plough, so as to in-
crease considerably the net revenue of the Province.

So long as the regime of private property is maintatned,
the Provincial Governments will have to obtain a large slice
of their requirements from taxation of property, income, and
such acts of trade or commerce, profession or occupation,
which admit of easy taxation without violating the well-known
canons of sound finance in individualistic society.

By this method all the requirements of sound and effi-
cient administration, democratic self-government, and econo-
mic management of public resources, would be fulfilled, as
between the Provincial Governments and the Local Self-
Governing units, so that the sum-total of the public welfare
will be enhanced much more than the actual volume of the

monies thus spent by these several authorities would indi-
cate.

In this manner,—that is to say, by undertaking as a col-
lective responsibility, a wide range of productive erterprise
and ulility services,—the State or itg representatives, the
Provincial and local self-governing bodies, will be in a posi-
tion to create an ever widening range of employment, absorb-
Ing an ever increasing proportion of population that at pre:
sent impinges upon the soil as practically a deadweight, im-
possible to be maintained except on a rapidly declining level.

The undertaking of all such enterprises and services
would have to he financed, in the first instance, by some ade-
quate and efficient means, a serious question for every publie
authority to face. We consider it, however, not impossible to
obtain capital resources, both at home and from abroad, which
would be more than equal to meet all the reasonahle capital
nterprises and services. The various depo-

edit organisation of the CounE
e . 1a,—joined to the volume o
deposits in the commercia] banks, post office savings banks
? réserves of small or large industrial and
g%téimercflal corporations, may well be said to provide a
€us for obfaining the necessary finance for the successful

:rlilitsirtakmg and prosecution of these enterprises snd  ser-

can %he aggregate vol_ume of known reserves of this charactes
€ put at something like 300 crores at the present time;
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of which over 80 crores are in the post office savings Banks
and an equal or larger amount in the Exchange Banks, while
another amount of the like kind is in the Reserve Bank and
Imperial Bank. The balance can be said td be made up by
the Insurance Funds, reserves of other companies, and those
main;&ained for keeping up the currency system of the country.

All this amount is already available on a ready mobilised
basis of capital reserves. They can be considerably expand-
ed, if the National Currency and Credit system are centralised,
co-ordinated, nationalised and reorganised, so as to provide
the current capital in close correlation with the realised pro-
ductivity of these services and enterprises..

It is impossible, indeed, to estimate the total amount of
capital needed for undertaking and carrying on all the enter-
prises and services mentioned above. But, in the planned
programme of the first ten years, we may well estimate the
requirements of capital for providing such services and indus-
tries or enterprises at about 500 crores, which is not too large
a capital amount spread over ten years. The main justification
for undertaking these services and enterprises, moreover, lies
not only jn providing the amenities or goods at a much lower
cost to the individual than is the case to-day, but also in such
volume and so economically as te yield an ever increasing sur-
plus, sufficient to cover the entire capital investment in about
5 years’ time.

It follows, then, that over a period of ten years, the whole
of this capital investment will be available for repayment from
thé surplus profits of all these services and enterprises, so that
the burden and responsibility will not be too great to under-
take,

We realise, indeed, that this is a very g:onsid_erable utilisa-
tion of public credit. Its use in this c.hrectmn will not bfa c(:lozg—
sidered orthodox, nor have the_ weight of usage lﬁehm it
amongst the individualist economists. Ina Plannedf conomy,
with proper co-ordination, regulation and control rotr_n_sozng
central duthority, much of the dangers that may b‘e an bmlpa '3) 1
from such a use of public credit would of course, dfn atl'lon
matically eliminated by the mere fact of such co-ordination,
regulation, and control.

{ ticipated, because
Such dangers as may, nevertheless, be an .

of this use of t%,he public credit $ .such v?unzl'gvrir:fiigbea%‘é:i; iﬁ
against by laying down conditions ot PToOv.

Igserves goth 3‘ll)y gway of depreciation and smk_lnf,::1 func?s,d SO as
to pay for the capital charges within a prescribed period.
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. A 10 per cent reserve for capital repayment, in addition
to a 10 per cent provision for depreciation or repairg and
renewals of plant, machinery, eic., would only mean & total
volume of net stirplus from such enterprise of 20 per cent,
This is by no means an excessive expectation from these ser-
vices, or enterprises of a productive character. :

A
. On this basis, it is possible, not only to pay off the capital
charge in a period of ten years, but also_to provide a Reserve
Fund for the wholesale renewal, if necessary, of all the plant
and machinery employed in such enterprises or services, that
may need to be replaced by the progress of Science and In-
vention.

- - ¥

Careful supervision and control by the Central authority
would not only be necessary to see that these provisions or
safeguards are complied with, but, at the same time, to see
that the prices of the commodities or services supplied are
kept within reasonable limits, so as to be well within the means

of the average citizen intended to be provided with such ame-
nities.

Reorganisation of Public Credit on this basis, and its link-
ing up with the national system of Currency,” ineluding the
Ieserves supporting these currencies, in the last instande, would
afford an evergreen source of replenishing the liquid capital

N.B. The Tables attached to this Memorandum giviag
the Revenue and Expenditure of the Central and Provincial

ee started work, are now out of date, But have been
replaced by more uptodate figures given in the Introduction.

These Tables, therefore which were attached to the Memo-
randum are omitted,



RESOLUTIONS OF THE NATIONAL . PLANNING
COMMITTEE ON THE REPORT OF THE SUB-
- COMMITTEE FOR PUBLIC FINANCE

- .

The Interim Report of the Public Finance Sub-Committse
was presented by the Chairman of the Sub-Committee, Shri K.
T. Shah on the 24th June. There was a minute of dissent by
Mr, A. D. Shroff, which was read out by the Chairman,

National Planning Committee. Discussion continued on the
25th June.

. The Chairman of the Public Finance Sub-Committee in-
formed the N.C.P. that the Report was agreed to by five mem-
bers of ithe Sub-Committee, namely, Dr. D. R. Gadgil, Prof. C,
N. Vakil, Prof. Gyan Chand, Dr. J. P. Niyogi and himself,
who were all present at the meetings of the Sub-Committee at
Allahabad. Messrs. Qureshi, Thomas and Venkatarangaiya
had not been present, and they had not, so far, expressed their
approval or .ﬁi,asapproval.

He 5he1i explained the main features of the Report. In
answer to questions, he stated that it was not possible for his
Sub-Committee to give estimates of income and expenditure
under this plan, as this would depend on the norms by the
» N. C. P. and the general policy of the State. If these norms
were laid down, then an attempt could be made to give these
estimates. Shri K. T. Shah was requested to prepare a note,
on, his own behalf, giving these esfjimates on the basis of the
decisions of the National Planning Committee so far taken.

The following resolutions were then adopted:

I. Expenditure:

1. In the present system of Public Expenditure there is
considerable room for retrenchment by means of:

a. Reconsigeration of the governing _policy regardix_ag
nhture and object, strength and ec_1u1pment o_f certain
'services like Defence or charge in connection with
public debt; f o ad

b. Reduction in the scales of rates of pay, pensions ar
allowances to Public Servants, In a_ll departments, in
the higher ranks. In conformity with the basic prm;
iple of the Plan, and in fairness to the large army of
the lower paid public servants, a minimum living wage
will also have to be fixed in all departments and ranks

of the Public Service;
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c. Revision of the basis for fixing the strength and re-
quirements of Public Service and in improving its
efficiency in each depariment, and for leave rules,
particularly in the higher services. .

2.. All savings effected by revision, reduction or retrench-
ment are likely to be only a fraction of the expenditure needed
for:

a. Extending and widening the scope, direction, and
volume of existing Public Services, including National
Defence;

b. Increase in the number, variety, and intensity of
public activities, e.g. Education;

¢. Improvement of the basic minimum pay and condi-
tions of service of the lower subordinate staffs.

3. For extending, widening, or increasing the scope,
volume, or number of public services or activities, definite
norms will have to be laid down by the Planning Authorities,
and finance would have to be provided in accordance with the
same, with due regard to economy and efﬁciency.p “

4. Tn public utility services, though commenrcial principles
may not be applicable in all cases, thorough-going check and
control by way of efficient audit is indispensable in regard to all
items of expenditure and out put of work and value received.

5._ Capitgl investment in utilities, services, or agricul'
tural, industrial or commercial enterprise, must be kept apart
from those of recurrent expenditure.

6. Against capital inwestment made out of borrow?@d
funds, adequate provision must be made from the start for a
gzomplete liquidation of the obligation incurred, including
interest, and the replacement or renewal, without incurring
fresh obligations on that account, of the plant, machinery,
stock or buildings requiring such investment, within a definite
pemod._ Adequate provision should also be made, by way of
depreciation, for replacement or renewal of the plant, machi-
nery or buildings, required for such undertakings. “ .

d7. No interferencg should be allowed with the provision
made under the preceding head, and no transfer or borrowing

permitted {rom this account to meet 3 it i
: our t in
e ordimmy s urrent losses or deficit 1

i éli‘&é’wﬁ‘:icrepthn mc;q‘r, however, be made under speciﬁcp ru_IeS
to allow b Croxi’.{u{g‘s rom these Reserve, Replacement’ Sinking
Runds, f ut'?}; al investment in the extension or expansion of
ihe same Luty, service or enterprise, or for similar purposet

gnate utility, enterprise, or service, provided that full
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provision is mat_ie for the repayment and liguidation in full of ’
such loans within a definite predetermined period.

9
9. When Provincial Governments delegate to the Local
Authorities under them functions and assign sources of re-
venue, they shall do so under proper financial and administra-
tive capirol : )

II. Revenue:

10. The aggregate volume of Publie Expenditure——.
national, provincial, and local—collectively as well as severally,
would have to be very considerably increased in order to meet’
‘all the requirements of the Plan. Revenues, would have,
therefore, to be increased proportionately.

11. For the effective execution of a comprehensive Plan,
it would be necessary to increase the contribution from the
several forms of Public Enterprise, including a thorough ex-
ploitation of the Public domain in lands, mines, forests, and
the like. so as increasingly to supplement the revenues derived
from taxation, direct or indirect.

12. The production and supply of all utilities and services,
which are of a national as well as a monopolistic character,
should be’carried on by the public authorities: and the net
surplus, if any, derived therefrom be appropriated as current
revenue. The interest of consumers of each service or utility
should be duly taken into account, particularly by the mono-
polistia undertakings.

Note: Mr. Ambalal Sarabhai desired it to be noted that
while he agreed with the first part of this resolution, he was
not agreeable to the surplus being approprlat_ed as current
revenue. This should not be the objective In view.

13. In regard to public utilities and services, the ideal of
service to the largest number at the lowest cost, shc.mld be lfept
in view. Nevertheless, because of the economies pogsﬂale
under large-scale production and efficient 'manag(::-ment In &
round-co-ordination, a net surplus or profit will probably
accrue, and this should go to the public revenues.

Note: Mr. Ambalal Sarabhai, though he was in favour
of nationalisation, doubts if it would be more economical or
more efficient.

The sub-committee ha
cerned with the provision o

d recommended that industries con-
f the main plant, machiélery ﬁtltmgi
and basic Yaw materials for the production and supply ©
natiOIlah'se§ utilities and services should be conducted as col-
lective national enterprises. Further that all key mdus_tmles
(‘mother’ as well as ‘vital’ industries) should be progressive v
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-ﬂati()rialised and administered by a statutory corpora}tion
created for the-purpose. Private enterprises, so acquired,
s?'xould be paid just and proper compensation. -

. The N.P.C. had so far decided that key industries should
be owned or controlled by the State, the control being strict in
the case of key industries. The possibility of such industries
not being owned by the State but controlled by it has thus
not been ruled out. This question had been left for future
consideration when more data were placed before the Coms-
mittee for any further decision that it might take.

It was pointed out on behalf of the Public Finance Sub-
Comumittee, that apart from other considerations, questions of
finance and the necessity for increasing revenue for the nation-
building activities of the State made it essential for their heing
merely controlled should be ruled out.

The N. P. C. was of opinion that as this raised a question
of fundamental principle, and the argument of revenue had not
been previously placed before it, the whole question should

e considered by it at a later stage when basi% questions of
policy were considered, o

The Public Finance Sub-Committee had further recoms-
mended that in allocating items of publie expenditure, as far as
possible all items of nation-building, service-rendering, and
wealth-producing character should be entrusted to the Provin-~
cial Governments and sources of revenue, adequate for these
purposes, assigned to them. Incomes frem direct taxation on
income, excess profits, and inheritance taxes, it was recom-

mended, should also be assigned to the Provincial Govern-
ments,

The National Planning Commitee referred back this last

recommendation to the Sub-Committee for reconsideration and
fuller examination.

14. For the full consummation of the complete Plan,
direct taxes on Incomes, or Excess Profits, or on property like
Estate Duties, Death Duties, Land Increment Values, should
be developed by increase in rates on a steeply graduated scale.
In levying taxation, the principle of redistribution of the bur-

den of taxation in accordance with the taxable capacity should
be given effect to.

_ Note: It was proposed to add the principle of differenti-
ation between earned and unearned incomes also: Pending

a,clearer definition of unearned incomes, this addition was pogt~
poned,
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£y

15. In a comprehensive Plan, Land Revenue should be
charged according to the principle governing Income Tax, with
proper $afeguards for exempting a basic minimum, and provid-
ing a graduated scale of taxation. It must be 4 wholly provin-
cial source of revenue.

~ 16, Taxes on house property, or urban land, on trades
and professions, and the revenue from municipal and local
licence duty, should ordinarily be assigned to local authorities.

17. All customs duties should be assigned to the Central
Government exclusively. The question of excise duties re-
quires further consideration, and was referred back to the
Sub-Committee. If excise duties are to be levied, this should
be done only by the Central Government.

Note: Mr. Ambalal Sarabhai wanted it to be noted that,
in his opinion, Excise Duties on essentials of life are undesir-
able.

Salt Duty: As the Sub-Committee had made no recom-
mendation about, or reference to, the Salt Duty, the Natjonal
Planning Committee decided to ask them to consider this ques-
tion from the ®eonomic as well as other aspects, and to report.

18. Adequate provision should be made for relie_f from
double taxation within the country itself, as between units and
units, and a unit and the Centre.

III. Credit:

19. Adequate credit facilities must be placefi at
the.disposal of every governing authority—local or provincial
—10 facilitate their undertaking productive enterprise left in
their charge with proper regulations for the safeguard of public
credit. In thes case of local bodies an adequate cont_rol must
be exercised by the Provincial Government. A National In-
vestment Board must be established, through w}uch _alone,
public borrowing for such purposes as may be mdlcte.d in the
Plan may be undertaken. This Board must ‘work in close
eo-operatior with the Central Banking Authority.

Note’ Mr. Ambalal Sarabhai, Mr. Advani, and Prof. R.
K. Mukeriee were of opinion that the Central Banking Autho-
rity should itself do this work directly.

IV. Accounts:

20. mdependent Audit for the accounts of all gox_’em-‘-
mental boaiespand statutory corporations should be provided,

ineaddition to local and internal aurit.



DRAFT QUESTIONNAIRE FOR THE SUB-COMMITTEE

Q 1

Q 4

ON PUBLIC FINANCE

What are the principal items of Public Expenditare in
the Budget of (a) the Central Government of India;
{(b) of the several Provincial Governments and (c) of
the leading Indian States who have introduced some
sort of a definite budgetary system in their administra-
tion?

. What are the items, in the foregoing lists, of the Cen-

tral or Provincial or State expenditure heads, which

you would class as:—

(i) of a nation-building character;

(ii) of a wasteful, unproductive nature without any
reaction on “nation-building”;

(iii) of a self-supporting nature, where income and out-
lay balance one another gengr@lly speaking:

(iv) of a reproductive character, wherein present in-
vestment might repay itself even in material
or monetary terms within a definite period.

What steps would you suggest for the particular cultiva-

tion, development, or discouragement of any of the*
foregoing items, and with what objective in view?

. Are there any heads of Expenditure, in the present-day

Budgets of the Central, Provincial, or State Budgets,
which, in your opinion, would need to be considerably
expanded in the near future? What are *hose heads of
expenditure needing expansion in the near future? To
what extent do you think such expansion must go, as

estimated in figures, to fulfill the main outlines of the
Plan?

What are the services, or occasions, of a developmental
nature, wherein present standards of public expenditure
in India are very inadequate; and which would accord-
ingly have to be expanded? What is the limit of such
expansion which you consider to be indispensable to
reach in the near future at any cost? ‘

. What are items of a non-material character which also

need to be expanded for reasons of progressive develop-
ment of the couniry, and an all-round betterment of the
standard of living of the people? To what extent is it
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possible to attend to such items by readjustments in the
existing outlay on other heads of public expenditure?

What are the heads of Public Expenditure, which you
consider would admit of retrenchment or economy, in
the aggregate, or in the scale of unit outlay at present in
-yogue? To what extent can savings be effected in these
items in the Provincial, Central of State Expenditure?
How would you suggest should such savings be diverted
to items of a more directly developmental chardcter
without undue dislocation, or creating unnecessary dis-
content?

. Are there any items in the Central, Provincial, or State

Public Expenditure, which, in your opinion need to be
fundamentally reviewed from the stand-point as to whe-
ther they are justified at all, and which may be dis-
pensed with altogether?

. Contra-distinguished from items in the preceding Ques-

tion (No. 7) are there any items of Expenditure, in the
Central, Provincial, or State Expenditure, which, in your
opinion_,,tl’lough unproductive, may have to be increased
if India is to be adequately prepared to maintain her
natiénal independence and integrity? What are those
items? How far would they have to be expanded? Are
there no other ways of effecting or achieving the same
purpose without disproportionate increase in expendi-
ture?

. How far is expenditure incurred by Local Governing

Bodies possible to be woven into a common pattern
when a comprehensive Plan of National Development is
undertaken? To what extent would such Local Ex-
penditure by Self-Governing Local Bodies likely to
cause a velief to the Provincial, State, or Central Ex-
penditure?

To what extent is the Finance of Local Governing
bodies dependent upon Provincial Subventions or
Granfs for specified objects? What treatment would
you advocate for these Subsidies? '
What are the principal sources of revenue for the Cen-
tral, Provincial, and State Governments? How would
you classify these sources? How would you differenti-
att between these several sources?

How far is the field of sources of Public Revenues over-
lapping as between the several authorities mentioned in
the preceding Question? What steps woul@l you sug-
~gest for avoiding or minimising the overlapping leading
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"to what might be called “Double Taxation” of tne same

Q.13.

individual, for the same service, or on the same octasion,

. or in respect of th‘e same index of his taxable capacity?

To what® extent is the income at the disposal of the

. several authorities mentioned in question 11 adeguate

Q. 14.

Q. 15.

Q.16.

Q.17.

Q.18.

Q.19.

for the functions of government and administratipn, as
well as those in respect of Public Utility Services and
Developmental obligations of Government imposed upon
or entrusted to or assumed by the several authorities,
any or of them?

In what directions, or by what methods, in your judg-
ment, can the amounts of revenue derived from the
several sources possible to be increased? How would
you suggest should the sources themselves be expanded?

How far, in your opinion, is it possible and desirable to
substitute public revenues from taxation by that derived
from an extension, expansion, or improvement in thé
sources of income connected with Public Domain, Indus-
trial Enterprise conducted by Public Authorities (Pro-
vincial, Central, or State) or Public Utilitv Services (or
any of them) rendered on a commercial® basis?

To what extent is it feasible to utilise sources of Public
Revenues as a weapon for effecting a redistribution of
the aggregate National Dividend on the basis of Equality
50 as to secure to every citizen or member of the coms«
munity sufficient to meet all his needs even as taxation,
or demand for Public Revenue is so adjusted as to take
from each according to his ability in eash or kind?.

What are the principal forms of Public Enterprise,
Industrial, Commerecial, or others of a like nature which,
in your. judgment, it is possible to devélop so as pro-
gressively to replace the existing forms of tax-burdens
by these sources of new wealth ereated by Public acti-
vity of which a share is taken by the Public Authority

responsible for the creation of such new wealth to meet
1its non-preductive needs? T

To what extent, and in what manner, do the existing
burdens of Public Revenues press upon the individuals;
—or objects of wealth—hearing those burdens, and with
what consequences, especially in reference to the further
development of the national wealth? :

To what extent the sources of reve
the Local Self-Governing bodies,
grants or subventions from the Pr

nue at the-disposal of
—apart from specific
ovinecial Governments,

" —capable of being expanded so as to provide adequate
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_funds for carrying on such services and other functions
?f Local Government as may be devolved upon them or
may be assumed by them?

Q. 20. What regrouping of the various Local governing bodies

would you suggest in order to make the resources at

=.their disposal adequate for the functions that they may

be saddled with or which they may assume in discharge

of their duties? What division of resources and obliga=

tions would you advocate as between Provincial (or

State) and Local Governing Bodies, so as to provide for

an efficient discharge of Local Government duties and

administration and at the same time ensure adeguate
resources being at their disposal?

Q. 21, How far is it possible for the State to create employment
for the people? From what sources wouid the finance
required for such activities, be provided for? E

Q. 22, How far is the use of credit possible for the Central,
Provincial, (State), or Local governing bodies to attend
to the various duties that may be charged upon these
several authorities or which may be assumed by them?
What safeguards would you suggest for the economical
and efficient use of public credit by any of these autho-

' rities?

Q.23. To what extent is the control of public credit and
national currency indispensable for the proper husband-

* ing of the resources and obligations of the several public
authorities mentioned above?

Q’ 24. How would you recast the unit of account for keeping
proper record of public receipts and disbursements, so
as to apply not merely to the budget of individual autho-
rities but also to the aggregate of national economy?



SUMMARY OF DEVELOPMENTS

The Chairman of this Sub-Committee being the writer
himself, the Introduction to this Volume has followed a ’.ﬂigh-t-
ly different pattern from that to the other Volumes in this
Series. Statistics as well as other developments have been
included in the Introduction for as late a date as was obtain-’
able. In the present Section, therefore, dealing with the
“Summary of Developments”, note will be taken only of cut-
standing facts or events of a more general character, which
have their repercussions on Finance.

The principal events which have reacted on the Financial
System of the couniry are:—

(1) World War II 1939-1945.

(2) Change in India’s Debt position.

(3) Reactions of the War demand upon the country’s
Revenue and Expenditure. e

(4) Growth of Sterling Balances. ‘

(5) Partition of the country into Pakistan and the
Union of India; and its reactions,—constitutional,
political, as well as financial.

(8) Redistribution of financial rescurces—sources of
revenue and obligations or items of expenditure as

between the Union Centre and the Provinciai-or
States Units.

(7) Accession, assimilation or absorption of Indian
States in the Union and their financial consequen-
ces. :

(8) Recognition of the need to plan the entire economy
of the country to attain given objectives by pre-
determined stages, within a fixed period.,

(9) Formation of Statutory Corporations.

(10) Developmental Finance.

I. War Finance in India—1939-45

I,)uru}g. the six years of the War there was a heavy and
stead_ﬂy rising strain of war expenditure, and in conzequence
also increase in the civil outlay. Figures have been given in
the I_ntroductlon to show the increase that had taken plac:
Considerable additions were made to the rates of taxation .and
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tharges for Public Services in every direction, both at the
Centie and in the Provinces to meet the increased demand;
and ndw taxes were also imposed. The effect of these has been
recorded, so far as statisties permit, in the Ihtroduction.

. War Finance in India was not determined all through the
British regime in accordance with any scientifice principles
of financing for such emergencies. Every time that such ex-
penditure had to be incurred by the Indian Government in
the last 90 years, they had to follow the pattern set up by
Britain, without any consideration of the fitness of the ways
and means for carrying on the War. This was even apart
from the intrinsic justice of India engaging in such quarrels
and bearing any share of the burden on her own shoulders.
Little account was also taken of the nature and probable du-
ration of the operations. It would be useless, therefore, to dis-
cuss the Ethics and Economics of war financing in India. Still
less can one usefully consider the Politics of such ventures,
since India had no foreign policy except what Britain forced
upon her,

Under these circumstances, War Financing had invitably
to follow the British model. In the latest case it was settled
by an Agreement, made at the outbreak of the War, to regu-
late the share of the burden to be borne by India. Indian
revenues had been expressly prohibited to be used, under

the Act of 1858 for any extra-territorial wars that her con-

naeotion with Britain involved. The Government of India Act,
1935, had, however, radically changed this position, and autho-
vised India joining Britain’s quatrels with otl}er countries,
even though they were no concern of hers, neither b;ought
about by her Diplomacy nor likely to give her a share in any
benefit resultjng from such Wars.

Problem solved by Agreement

Several ways of meeting war expenditure }:_la\_!e been t;:ec%
by modern nations. Increasing the rates on emgtmg taxat‘mn,
adding new taxes, cutting down other e:xpe_ndxture, b%%m;’é
ing at home and abroad, have all been ‘trled in the last Leor
War by every nation engaged in it sxmultanequsly% 0 aise;
Lend, invented by the United States was a variat o de t_a's
form without its legacy of perpetual burden of unproductive
debt. .

i her enter-

35 f India, however, the ground for her ent
ing gﬁetsﬁjggﬁz Owas so thin; the chances (_)f her getting .any
banefit for herself by joining the War so slight, that the very
share she should bear of this gratuitous burden had to be set-
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tled by agreement. It was realised, even from the start, that
not only would India have to bear a considerable expenditure
for expanding her own military, naval and aerial armaments,
together w.th thair incidental, accessory or consequential ser~
vices and supplies; but that it would have to make considera-
ble loans of such forces, services, facilities and commodities to
the Imperial British Government, to fight in the latter’s batt-
les far beyond the shores of India.

In addition, since this is a war of machines and materials
rather than even of brawn and muscle, the War Effort would
mean a considerable expansion in the industrial output and
productive organisation of the eountry, to produce, procure or
provide the necessary supplies of material and equipment,
needed both by the Indian and British forces. The accessory ser-
vices of transport by sea or land, or air, together with the ad-
junets harbours, aerodromes, railway terminals; banking and
¢redit, would have also to be re-oriented to meet wartime needs,
and suit wartime conditions. The element common in all these
to the British and the Indian share of the War Effort would
be, naturally, very considerable. Precise accoynding and allo-
cating of each would be proportionately difficult. And hence
the necessity and utility of a working arrangement, to share
the costs, even if no word be said to divide the benefits,

The agreement accordingly, began (a) by assuming a
certain figure to be the normal Defence provision for India’s
own r}eeds.' This was fixed at the figure of the defence budget,
effective,—in 1938-39, the last pre-war year, at Rs. 37.77 crores.

(b) To this basic figure certain additions were to be made
on account of the rise in prices. This was also to be a charge
upon the ‘Ir‘ldian Exchequer. In the first yedyr, 1940-41, it
was taken' ‘ad hoe’ at .25 lakhs; but has s'nce grown till, in
the_Accour}'rs of 1942-43. it was Rs. 7.97 crores: and in the
revxs_ed estimates for 1943-44, it is taken at Rs. 13.01 crores;
and in the Budget of 1944-45, it was 15.04 crores, which was
revised to 16.92 crores, and budgetted at 19.76 in 1345-46.

‘ (c) Apart from this, it was felt, a very much larger figure
would_be necessary on account of India’s own special mea-
sures, mc;u.dmg additions to the armed forces of all kinds and
thelr_auxxhary_services of all description. Supplies of food,
i"ﬂOthmg’ munitions, and weapons as well and facilities needed
t(').;i them on a very large scale would add another# substan-~
ial figure. In the first War-Budget this item was taken at
Rs. 3 crores, again an ‘ad hoc’ figure, but it has been rapicly
growing as shown by the following figures:—

f

'S
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India’s Own Defence Expenditure for Food etc, -

(Figures in crores of Rs.-)

1940-41 ° 2663
1941.42 53.88
1942-43 ) 165.17
1943-44 307.99
1944-45 347.12
1945-46 321.86
1946-47 179.31
1947-48 Revised (net) - 86.64
1048-49 Budget (net) 12098

The last two items are Revised Estimates and Budget
Estimates, respectively, as also those.for 1945.46 and 194647,
while the earlier figures represent the final accounts. This,
it may be added, is, of course, exclusive of the Capital cost
of such. measures, which amounted, accord ng to revised esti-
mates of 1942-43, to over a hundred crores charged all on the
Indian Exchnquer. The total extra burden borne by India
in the six years of the War was over Rs. 1,500 crores, over
and above what India provided in the shape of goods and
services to Britain for which she was paid (?) by LO.U.s that
have aggregated into the Sterling Balances once totalling
rpearly Rs. 1,700 crores.

{d) The last item was the maintenance cost,—or rather a
share of it, of the Indian troops sent overseas to fight in the
Empire’s battles,—a fixed figure of Rs. 1 crore. The equity of
this charge is not easy to understand.

So far . as the land forces are concerned it was agreed

that:—

(1) India would pay for the raising, training a_nd equipping
from Indian resources of all land forces raised in India, and
for their maintenance as long as they stayed in the country
and were available for the local defence of India. When they
left for overseas, the cost to India of raising and training them,
and also of equipp.ng them, would be recovered from the Bri-
tish Government, who would assume all further Hability for
them, .

{ii) AU imported equipment and stores for such expan-
‘sion measures of the land forces from whatever source (ex-
cept vehicles, armoured or otherwise, from elsewh'ere tpan
dhe United Kingdom) would be provided free by His Majes-

tyss Government. .
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Apart from its general equity, this method of dividing
the cost of this war had the advantage also of simplicity' and
administrative convenience. It involved the minimum of
accounting, and ensured effective financial and administrative
initiative. Authority for these measures was located in India.

(iii) War time outlay on the Royal Indian Navy consisted
mainly of war measures relating wholly to India’s local naval
defence. No difficulty was, therefore, experienced in dealing
with such naval joint measures as have been put into force
in accordance with the principles of the Settlement.

(iv) Major expansion of the Air Forces in India raised a
serious financial problem. This, like the expansion of land
forces, was ‘a Joint war measure. Although the role of the Air
Force while located in India was to defend India, it was also
allotted other duties when the removal of the immediate
threat to India’s security permitted. No definite decision was
taken regarding an equitable and simple method, acceptable
to both Governments, of allocating the very heavy expendi-
ture in connection with the joint effort of the Air Force.
Pending a definite solution an arbitrary amount, equivalent
to half of the total estimated capital and recurrfng costs, was
provisionally included in the Budget for 1942-43, und the
balance was taken for the time being to a Suspense account.

This agreement made no provision on account ofi—

(a) the non-effective charges, i.e. pensions and other al-
lowances for the very much larger forces engaged on India’s
account. The Defence Estimates in the successive War Bud-
gets have provisionally taken this item at Rs. 8.41 crores;
but the extra was included in the still more complex problem
of the Sterling Balances, settled in 1948.

(b) Squllarly, no arrangement was made for®the disposal

z]a3nd accounting of the surplus war stores. When the Sterling
l?lances prpblem, in which this was included, was eventu-
ally solved in 1948, the figure had risen according to British

estimates to over Rs. 500 crores. It (inal b
India taking them all over at Rs. 135 c;‘:)?rses.ma v s"ettIEd g

(¢) The arrangement, likewi ‘
! - ) wise, takes no account of any
alterations in the pay and other em’oluments of British troops

coming to India; nor of the corresponding or consequential in-

creases in the pay and allov
greases in the pay a vances of forces actually on the

(d) The arrangement tends in practice to throw a dis-

proportionately heavy burden u ; A ]
- : pon India. And this, quite
?}?:r‘th;:m her ethical or legal Hability to be at all involvgd i»

4



PUBLIC FINANCE 93

) Nature of the Problem of War Financé

The problem of War Finance it may be remarked, is not
the same in India as in other countries. Those who have
reached the peak of industrialisation have only to reorient
their productive organisation to meet the needs of war. At
the end of the war their task would be one of restoration and
rehabilitation to regain their pre-war position. They have
also some hopes of substantial benefit as the result of the war
so as to compensate themselves in a measure for the losses
suffered in the war.

India cannot expect to share in any such benefits—terri-
torial gains or economic advantages. Her gain, if at all, would
be in the improved sense of security, which all people may
be expected to share because of the fall of the aggressor. That
will not butter our bread; but it may help to reduce the bur-
dens of unproductive military expenditure, which now takes
a fat slice of our national income. The institution, however,,
of the United Nations Organisation, with its Security Council,
has not yet, three years after the War, put an end to the piling
up of Defente,Budgets all over the World; and in the case of
India, even the Budget of 1948-49 provided three times the
figure of Defence Expenditure of 1938-39.

As a consequence of the successful termination of the
War on the side of the allies, India had hoped to achieve her
national independence—Political independence has been
achieved at the cost of national integrity in 1947, while eman-
cipation from economic exploitation is only a change in com-
-plexion. Brown capitalists have taken the place of the white.

The problem of War Finance for India was not merely
mobilising ths totality of available resources to win the war;
of co-ordinating the entire effort with that of the allies or as-
sociated on an equal footing. But while making the gﬂ'ort,
India had to keep in view the pfogramme of post-war inten-
sification of her interrupted industrialisation. Her resources
mobilised for the war must be so applied as not to impede, but
rather to accelerate planned growth.

Besides restoring the pre-war norms, and making good the
loss or damage occurring because of the War, we must so tune
the forces of material progress we command as to add to and
intensify our programme of industrial ~advance. With the
achievement or acquisition of political independence, India
would be free to shape her own immediatf:e as well as l_ong-
term intex"estS; and use her weapon of Public Fma.nce actively
and effectively to accomplish an all-round co-ordinated deve-
lopment of all her resources, S0 as to meet all her actual and
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potential obligations in the fullest measure to her own people,
to her neighbours and friends, as well as to those who would
venture to try conclusions with her, e

2. Change in India’s Debt Position

The direct consequence of the heavy War Expenditure
was the growth of India’s Public Debt. Figures, as well as the
component parts of this Debt, are given in an earlier part of
this Velume dealing with Cuwrrency and Banking. There is,
however, a noteworthy change brought about mainly by the
War, viz. that almost all the Sterling Debt of the Government
of India has been repatriated from the accumulating Credits
due to India on account of goods and services supplied during
the War to the British Government. This has been replaced
by the corresponding Rupee Debt held in India. One large
item of the ‘drain’ from India has ceased.

The policy of repatriating the Sterling Debt, and of ceass
ing to borrow abroad began much earlier than the War. Dur-
ing the Depression of the thirties when London had ceased
to be the Central Money Market of the World; -and particu-~
lar]'y after a Congress Select Committee on the 'Foreign Obli-
gations of India had shown the iniquily of many of the items
entering into the Sterling Debt of the Government of India,
t}.le more far-sighted of the British Rulers in India decided to
discontinue the programme of borrowing abroad, lest too
cIose'a scruliny of the terms and cond. tions of the entira
Sterling Debt may lead a strong nationalist Government in
Indl_a questioning at the bar of an international. tribunal the
Justice or legality of any item in the entire total, The where-
withal to pay all the then existing Sterling Debt, incurred
n‘lalqu for Railways, Irrigation Works, as well as Wars,
Famine relief and the like was not forthcoming until the War
accumulated credits for Ind; in London. Britain had to pay
for the goods and services she needed from India. She had
n}? meags to pay—except these holdings of her mnationals; and
Sae used them to pay at least a part of the charges against her.

The economy, however, of such repatriati r
F e n wa en to
il;:shzx_zé foé IDEbts carrying interest §t 3% o(;' 3; %S a?tpmostp
ployelzi lin (l)fnd ¥ means 0# funds which, had they been em-
ger pralit ;,Str.y. n Indla, would have fetched far, far lar-
& feas; si ohtlcal consxd_erations may also be added to
Govern n ?g& ‘}’312-, that by liquidating this part of tke Indian
ators ot we lost a bargaining counter which would

have materially smoothed ¢
problem of Sterling Balanc}else. final setilement of the compler
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3. General View of the War Budgets 1939-45

A general view of the War Budgets of the Government of
India displays a very slow realisation of the nature and ex-
tent of the commitments they had entered into on account of
the War. The last Budget before the War, viz. for 1839-40
had inaintained a status quo. No additional taxes were ime
posed, while on the Defence Services Rs. 80 lakhs more were
to be spent for mechanisation of cerfain units, erection of a
medern munitions factory, postal defences and maintenance of
six modern escort vessels. Heavy strain had just been borne by
the Central Budget owing to the loss caused by the Separation
of Burma, while the implementation of Provincial Autonomy,
and the desire to start them on their new career with as fair
a prospect as possible, led to additional burdens, which were
all borne without the aid of additional taxation.

The original Budget for 1939-40 had anticipated a deficit
because of the decline in the Customs revenue; but it was
proposed to make good that fall by doubling the import duty
on foreign cotton, estimated to yield, Hs, 55 lakhs, and so con-
verting the deficit into a small surplus. The “Slab” system
of Income Tax was also introdueed in this Budget, and the
Sugar Excise was modified; certain economies on the Defence
side helped to kesp down the expendifure to below the pre-
vious year’s level,

With the outhreak of the War, and India’s joining in the
sttuggle, the ordinary Budget was thrown out of joint
Nevertheless the accounis of 193240 showed a surplus of
Re, 91 lakhs, which however, was more than absorbed by the
anticipated deficit of Rs. 7.16 crores on account of the War,
This deficit was to be met by:—

(a) an’BExcess Profits Tax, estimated to yield Rs. 3
crores; .
(b) increase on the petrol duty by 2 as. per gallon, esti-
mated to bring 140 crores; and
(c) increase in the Sugar Excise Duty from Rs. 2 to
Rs. 3 accompanied by an equal duty on imported
* sugar, estimated to add another Rs. 1.90 erores.

A Supplementary Budget was necessiiated in ‘1940»41 by
rapidly mounting Defence Expendiiure, and fall in customs
due io shrinkage in trade. Defence charges had increased by
at least Rs. 144 crores and Civil expenditure by another Rs. 7
orores, wiaile Revenue dropped by Rs. 3 crores. A 25 percent
surcharge’ on all faxes on income, including Supertax and
Corporation Tax; and an increase in postal rates, teiegram aqd
telephone charges were estimated to make good this deficit.
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The next Budget 1941-42 showed Expenditure rising by
Rs. 15 crores, and revenue by Rs. 3 crores leaving a vprdspec-
tive deficit of Rs. 20 crores one-third of this was proposed to
be met by fresh’ taxation and the remainder from Defence
Loans. The previous year 1940-41 had shown a deficit of
Rs. 8 crores due to an increased confribution from the_rail-
ways and a surplus over from the year before. The ixcess
Profit Tax was raised from 50 per cent to 66.2{3 per cent, and
the central surcharge on income-tax and super-tax from 25
per cent to 33.1{3 per cent. The match duty was doubled, im-
port duty on artificial silk yarn and thread raised from 3 annas
to § annas per vound, and an excise duty on prneumatie tyres
and tubes levied. :

Budget 1942-43.—But the following year showed a reve-
nue deficit of Rs. 17 crores and a prospective deficit, on the
prevailing basis of taxation, of Rs. 47 crores for the next year.
The recoverable defence and supplies expenditure was esti-
mated to exceed Rs. 400 crores in 1942-43. Once again the
policy of covering the estimated deficit as to 213 by borrow-
ing (Bs. 35 crores) and the balance by additional taxation
(Rs. 12 crores) was followed. The new taxatiorr included: (1)
increase of surcharge on income-tax and Super-fax from
3317 to roughly 50%, (2) an all-round customs surcharge of
209 to be levied on existing import tariff except on raw cot-

ton, petrol and salt; (3) increase in petrol tax by 25%, and (4) ..
also in post and telegraph rates.

3 EY

 Budget 1943-44.—The total revenue for 1943-44 was esti-
mated at Rs. 199.3 crores and the total expenditure “at
Bs. 259.59 crores, with a deficit of Rs. 60.29 crores. The defi-
cit was to be made good by Rs. 20.1 crores of new taxation,
and Rs. 40.19 crores by borrowing. Increases itf income-tax,
super-tax and corporation tax were estimated to yield Rs. 7
crores of new revenue, the budget proposals making a 66 per

cent income-tax surcharge applic bl j y
levels of income, ¢ pplieate informly over 21

Budget 1944-45—~The deficit rose stit  higher o 78.21
¢rores in 1944-45_Which was met by ordinary taxation and
compulsory deposit. Advance payment was demanded of tax
on income from which tax was not deducted at source. The
compulsory deposit of one-fifth of the excess profits tax was
increased to 1964 of the tax in order to immobilise the whole
}(;f thﬁ excess profits. This was expected to be in the neigh-
hourhood of Rs. 75 crores. The seale of income-tax was raised
to bring in an additional revenue of Rs. 8% croves, and in-
creased surcharge on tohacco and spirits under custo;ns duties
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was expected to yield another crore. Excise Duty on tobacco
was in(;reased to yield Rs. 10 crores and Rs. 4 crores by bring-
ing betelnuts, coffee and tea under the Central Excise Tariff.
The defence expenditure for 1944-45 was estimated to amount
to Rs. 2&.61 crores under Revenue Budget and Rs. 24.60 crores
underk_QCapital Budget.

Budget 1945-46.—The accounts for 1943-44 showed the
deficit to be Rs. 189.79 crores as against the revised estimate
of deficit of Rs. 9243 crores. This was due to an excess of
Rs. 96 crores on Defence accouni. It was hoped to get an
additional revenue of Rs. 8.60 crores by raising the tobacco
duty, by increasing the rate for postal parcels from amnas 6
for the first 40 tolas and annas 4 for every 40 tolas thereafter
to a uniform annas 6 for every 40 tolas, by raising the sur-
charge on telephone rentals from one-third to one-half and that
on trunk ecall rentals from one-third to one-half, and that on
trunk call fees from 20 to 40, per cent, and by increasing the
surcharge on ordinary and express telegrams by one anna and
two annas respectively. Thus the prospective deficit would
be reduced te Rs. 155.29 crores to be met by borrowing. For
the first fime this Budget differentiated, as regards Income-
tax rates between earned and unearned incomes, charging
higher rates on the latter.

~Budget 1946-47 .

» The first peace-time budget was faced with the possibility
of a steep fall in wartime expenditure, income levels, and the
cortinued rise in inflation. The Budget estimated revenue at
Rs. 311.65 crores and expenditure at Rs. 355.71 crores with a
deficit of Rs. 44.06 crores, after allowing for new taxation and
the transfer to revenue of Rs. 26.10 crores the balance in the
two War Risks Insurance Funds. :

The new taxation proposals included:i—

(1) abolition of the Excess Profits Tax afier the 31st
+ March 1946; . 0 o
y ecial initial depreciation allowance o
@ §;incteg§c. sc?n new buildings, and 20 per cent. on new
plant and machinery and for expenditure on scien-
tific research, for purposes of Income Tax;
(3). relief from Customs duty on raw materials plant
“.and machinery imported for industry;
(4) reduction of 13 annas in the total rate of Super
" Tax and Income Tax;

3



NATIONAL PLANNING ‘COMMITTEE

148

-.mswwnou Hof( 70 ‘Suoistadig fetouemiy o
1qo e8riteg plory S jsurede I

r.ﬂumamunm pue udwgmm munmm ‘sulwey uo aanjpuadsy 1o ﬂczusﬁan se 23uag Aq

97 982d “SpS1 ‘uon

U uo (A[quassy Juanynsucy)) mmzwﬁﬁmo 1adxry 3y 10 yodayg—ieamoeg, -
0 135 anjea Y} puB FHET (M IST U0 PISIRMAED SEM UOnUDAQDS ayLb
"40°e Aq peseaidul GRG SABY Y04 JIMIEP
uaye} §p-gpeT U 00't 30 Lpisqng,

% -
£6'6 S6'15+ SEDTPT < 06'a5'vT 961G ¥o'er'er
718 zHg4- P09 gr'co Heotr 6155 purg
0L £5+ 1152 ¥0°6Z 864 1LLL BSS110)
ST o+ S6Te 67'88 ¢S'TT PG6'1T d T M N
T Fet Sy g¥ED. 954 7968 wessy
T8 $9+ 9504 0814 6L 15°E0 Terag @ d D
814 $H8- 1818 9106 01ST - 9058 Teug
619 Lrsgt+ 9P'05°T £5°56'T 1STL 2rve’T qefung
TE'LT T+ 86'76'2 01902 LL'9g SE6LT sA0Ig pa 1uny
gz 9'sT— <EII6'8 LE'5E'g 2669 +5ECST [esuag
LT ¥ogl+ 65'90°2 EM6IT 1592 28e6T Aequiogy
81'62 iret AL 62°48'T ZI%e L2'89'2 SeIpery
pme SIUEID) "Ad(] '
yoIey ISTE WO MH.U wﬂwnwﬂ%% armympuadxs Shuasay mmmwwﬂo% m: Ingaray .
. Spun 2A19s3Yg by s.:.mHm—ESU onuea’y [BIog, 12103, woy Sjuein [eroura0rg §I0UTACI Y

¢ uy sdouereq.

uonNjosa(]

{soadny jo SYNB| Ul

spmacsy (e)

LY-G¥6T O} 85-186T

wteIy u.c.:vu 31} PuE $WA0IJ YY) JO UOHISOJ [BIIURULY



FUBLIC FINANCE

"oz d 'gRET "UOTING
~HSU0D UOTU[} JO SUOISIAOIg [erourulg Sy uo (LuPssy Jusninsuo)) epTwrwo] jxadxy 2y} Jo juodayg—.soinog

‘Lh-9p6T 10F usye] usaq L[[eraudl aaey sojewrlsy PIsiARY

8L059— $8'81'92 £3'L8'8T e5'1e'L L0'89'6T . (42501

8z'¢r— . L5188 11882 08'EH'T 6r'9g'e  (o1BUMSH pasiavy) Ly-SPET
eFee'T— T9'98% £209'e 8EP2'T : 8T'T9°¢ i 9p-SF61
8505 T— 92'96'% 6F'56'S LL00'T TL'ge'e b SH-TY6L
68'68'T— FE6ET 0F'85'E. 18 S6'6%'2 e ¥-ev61
8LTE'T— . ge'sse 25PIE 82'PL STLLT oo £h-2P6T
69°eT— 9z LT £6'E0°T ge'ey 1S'PET .- er-THEL
€g'g— STPI'T T9'gA . L8O 50T - TH~0%6T
' . 1596 ¥5'6% £0'sH 1896 oo 0%-6861
£9— . SI'c8 8ToF 16'88 2573 *e 6£-8¢81
. 15'98 &Ly 6068 15'98 . 8¢~186T
= (-
[e30%, soudfoq T1a1D
(+) sniding e o
(—) 3pysq aInypuadiigy ] anuaAsy - Xeax
(Seadnyg Jo sifxpe; uy) ‘ o - :

(L5-9%6T 03 8E-LE6T) JUOUTLISA0Y [enwa)  (q)



D6 NATIONAL PLANNING COMMITTER

(5) exemption from Income Tax for two years of resi-
dential buildings and initial depreciation of 15%
for business premises; ’

{6) reduction of tax rate income of Rs. 3,500—Rs. 5,000
by 3 pies and on those. between Rs. 5,000—
RsT7,500; o s

(7) the raising of the earned income allowance from
one-tenth of the earned income {subject to a maxi-
mum of RBs. 2,000) to one-ffth (subject to a maxi-
mum of Rs. 4,000};

(8) similar differentiation in Super-Tax rates for eawn-
ed incomes; ,

(9) reduction by 18 pies per gallon of the duty on kero-
sene oil; and on motor spirit by 3 annas per gallon;

{10) reduction in the excise duty on betelnuts by one
anna per 1b. and € pies in customs duty on betel-
nuts;

(11) reduction in the dufy on cinematographs film (not
expos_ed) by 3 ples per linear foot; ¢

(12) reduction in the price of a match-box*by 3 pies
and a similar reduction in the price of a post-card.

Reductions in expenditure arising from the cuts by the
Legislative Assembly amounted to Hs. 93.34 Iakhs on revenué
account, and Rs. 3.46 crores on capital account. The “defleit,
originally estimated, was increased to Rs. 48.25 croves, with
revenue at Rs. 341.87 crores and expenditure at Rs. 330.12
crores. :

The Budget was further remarkable by the proposal of
an Industrial Finance Corporation to provide medium an
long term finance to indusirial enterprise in India, and plan-
ned investment both public and private, to secure the fullest

and most advantageous utilisation of the country’s economic
resources.

An Interim Tariff Board was appointed, and 2 plan was
under preparation to establish an Industrial Finance Corpo-

:z{gflié)n, which was finally ‘adopted by a special Act passed i

The Industrial Research Planning Committ, § recom-
mended the creation of a Central Res%arch Orgz;;eiﬁ:taison toe be
colled the National Research Council. Recommendations have
also been made for the immediate adoption by the Council
of a five-year plan which included the establishment of.a Na-

5
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tional Chemical laboratory, a National Physical Laboratory,
and a’network of laboratories in all Provinees and major
States. ® These have also begun to be implemented in 1947-48.

A housing scheme for industrial workers was put forward
with a copstruction of two million houses in 10 years, esti-
matedrto cost Rs. 40 crores within the first 2 years. The
scheme provided for Central subsidies upto 12}% to local
bodies and industrial and other employers, if the provincial
government concerned made an equivalent grant. A unified
scheme of social security, covering health insurance, mater-
nity benefits, and compensation for accidenls was forwarded
to Provincial Governments covering all perennial factlories,
designed to remove some of the defects in the present work-
ing of the Workmen's Compensation Act, and the Maternity
Benefits Act. 'This, teo, has been enacted in 1943,

Regarding the financial implications of the post-war plan-
ning the provincial five-year plans ave estimated to involve
an expenditure of Rs. 900 crores, a part of which might extend
into the second five-year period. The Central plans in respect
of railways, wgds, civil aviation development were estimated
to cost st&ll more. To expedite carrying out of these Plans,
the Budget promised the Central Government would assist
the Provincial Governments with funds for approved schemes,
particularly those which may provide a high proportion of
semployment and calculated to increase the national income.
Asump sum provision of Rs. 35 crores was made in the bud-
get' for advance payments, and of Rs. 15 crores for loans to
pravinces for productive development works.

The Central Government’s own expenditure of this kind
‘'was estimated, at Rs. 49 crores of which Rs. 22 crores were

in respect of railways.

Estaie Duty

With a view to assisting Provincial Governments in im-
plementing their post-war plans, a bill to levy an estate duty
.on non-agricultural property was introduced in the Central
Assembly on March 21, 1946, A du_t,v was to be charged at
graduated rates accor

perty passing on the death of ar owner whether by will or

any setllement made by others. Immovable and movable pro-

: ; i d property, situ-
perty not exceedng Rs. 1 lakh in value and p: .
ated outside British India, were exempted. This duty being
‘o non-agricultural property, the Provinces were free to levy
.a similar duty in respect of agricultural property.
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4. Sterling Balances

The accumulation of enormous sums in the so-called Ster-
ling Balances was directly the outcome of the War Expendi-
ture by the Goévernment of India on behalf of the British
Government, which was said to be recoverable from the lat-
ter, when the War had ended. Though some kind ofra set-
tlement has been arrived at, by setting of considerable
amounts against surplus stores, installations and equipment,
as well as Pensions to British personnel retired from the
Indian Service, the bulk of these balances siill remains to be
recovered from that Government. The problem, however,
has been considered in greater detail in another Volume in this
Series, and so need not be rediscussed at this stage.

5. Effecis of Partition

The Budget of 1947-48 presented in March, 1247, was con-
spicuous for its sharp increases in tax-rates, its evident anxie-
ty to rope in as much as possible of the War Wealth which
had escaped taxation, and its attempt at introducing such new
varieties of divect taxation as the Capital Gainus Tax or the
Estate Duty. As the then Finance Minister was a Muslim,
and communal tens’on was running very high, the dominat-
ing features of the Budget were suspected of being inspired
by Partisan considerations rather than by intrinsic merit of
each proposal. Considerable agitation followed, on account
of-which the Finance Minister was compelled to make s@b-
stantial concessions to the affected vociferous classes; but the
advance made was not altogether sacrificed. Partition ofethe
country following soon after, however, many of the construe-
tive lines of development, chalked out in the Budget 1246-47,
were either impossible to follow up, or were ‘taken up in a
half-hearted manner for fear that the reaction of the Parti-
tion could not ke fully judged.

When the principle of Partition had become accepted,
but before actual division came to be an accomplished fact,
a series of Conferences was held between the two Dominions
to make a fair division of Assets and Liabilities. This was
effected eventually by an agreement between the two Domi-
nions, arrived at on general principles as well as in many
cases in detail; and where agreement could not be reached,
recourse was had, as agreed upon in advance, to arbitration.
The implementation of these agreements in the several de-
partments took time. The basic idea was that the Indan
Government should take responsibility for the total Public
Debt, and the Pakistan Government agreed to make a contri-
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bution pro-rata for the Debt which fell to its share. The same
principle applied to the Pensions. :

L3

On the question of the Sterling Balances also a similar
procedure was adopted. On all the leading ssues involved’
the two Dominions first made an agreement among themselves,
and presented a more or less united front on those principles
io the British Government. Considering the magnitude and
complexity of the issues involved, considering the value and
volume of item affected, and-looking at the height of communal
passions as well as the shortness of the time given, the
arrangement must be pronounced to have displayed a degree,
of statesmanship and a desire for mutual accommodation,
which might have been perhaps more advantageously em-
ployed in removing communal tension till it culminated in a
complete Partition of the country, an act of vivisection as
Mahatma Gandhi had described it.

A Supplementary Budget was presented in August 1947
for the remaining 7% months of the fiscal year which recog-
nised this sad fact of Partition, but made no very radical de-
parture in thsbasic framework of the Indian Financial Sys-
temn. Thg new and complex problems created by the whole-
sale dislocation of millions of people from their ancestral
homes, and ther re-settlement in new lands, new trades, or
occupations; another sgries of equally @ifﬁcu!t problems cre-

*ated by the accession, admission or assimilation of hundreds
of*Indian States inta the Indian Union, and by such develop-
ments as the Kashmir venture, shortage of food supply, dec-
line in production, the rise in prices, the removal of 'control_s
cn essential commodities and services, kept the financial posi-
tion of the country in unrelieved gloom.

The Iatesat.Budget of 1048-49 had the same outstanding

features to deal with. A beginning for restoring nor-
mal conditions of peaceful progress was magle in an ad }zﬁc
Economy Commi:ttee to consider the Expenditure 51d_e of the
national Budget. It was, however, apprehe_ended 1{)1 man%;l
quarters.that this problem would not be gons'idered y suc

a body so much from the standpoint of sc'.ent_lﬁc efcon-%r_xtxy in
Publie Finance, but rather from the standpoint of arbltrary
retrenchment, unco-ordinated and unrelated to the long-rftzt;ge
demands of National Economy. The Taxation Committee,
promisiéd in the Raisman Budget of 1.946‘-47 h_as yet go t(:ci{me.
Meanivhile cons'derable new enterprise is being un elr al iatr_a,
either dirdctly by the State, as in the case of the severa rrgie 11:
purpose River Training projects, or by the St?tehm ga;rs ™
ship with private enterprise, as in the case of the QOverse
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Shipping and Air Transport Services; or some combination of
both, which is expected to develop rapidly public utilities and
social services of a momentous character in the economic life
of the country, -

Rise in prices was, if anything, steeper after that Budget
than ever before. Neither the settlement of the Sgerling
Balances issue, nor the establishment of specific Committees
for securing to the Exchequer the tax payments which had
been evaded in the previous years, nor the progress made in
the resettflement of Refugees sufficed to moderate the sharp
spiral of prices.

At the present time, therefore, India’s Budget continues
to be in the grooves made for it during the British regime,
Practically all the outstanding features evolved then have
been continued. Public Finance as an active agent in Plan-
ning national development has yet to be reorganised: and the
reconditioning of the resources and their co-ordination with
the new duties or functions the State may assume under its
new inspiration awaits the introduction of planned economy
that has been promised but has not vet been maale.

6. Redistribution of Finanecial Besources®
. and Obligations Between the Centre
and the Units*

Present Constitutionnl Position.

Under the Government of India Act, 1935, the taxing
powers of the Central and Provincial Legislature are entirzly
separate. Provinces retain all the net proceeds of all taxes
levied by them, while the Central Government shares or dis-

tributes among the units the net proceeds of sonfe of the taxes
levied by it.

(1) Federal Estate and Succession duties, (2) Federal
Stangp dutxes,'(b’) Terminal Taxes on goods and passengers
carried by Railway or Air, (4) Taxes on Railway fares and

freights, are taxes which, if levied, would have to e given
away fo the Units.

; _The Centre can levy a surcharge on those taxes entirely
]or_ its own purpose. None of these taxes has, in fact, been
evied, except that the Federal Stamp duties, which are levied

under th_e old laws, and the duties collected and retained by
the Provinces. . "

__ *Constituent Assembly Report of the Expert Committee on the
ancial Provisions of Union Constitution.
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s Fede;al taxes, the net proceeds of which are shared with
thg T:rovmces, fall into two groupsi—

(1) Taxes, the net proceeds of which must be shared are:
Income-Tax and Jute Export Duty;

+ (2) Taxes, the net proceeds of which may be shared if
B the Union Legislation so requires are: Central Ex-
cise, including duty on salt, and export duties
except on jute and jute products. The Central
Legislature has levied certain taxes under these
heads, but has not provided for giving any share to
the Provinces.

Besides these the Act provides, for fixed grants-in-aid to
some Provinces to make their autonomy real. There is also a
general provision for giving grants to Provinces at the discre-
tion of the Central Government either for general or specific
purposes. '

Review of Finances of Provinces and the Cenire.

Duringe the war, all Provinces, except Bengal, had sur-
plus bydeets. Revenue increased several times due to the
war and the levying of a number of new taxes and increasing
the rates of existing ones by the Provinces, At the same time
all development work was stopped, which limited expenditure.
The result is given in the Introduction.

[ ]

« The Provinces are now faced with a heavy prograrame of
expenditure without any corresponding increase in revenue.
Apart from voluntary sacrifice of Excise Revenue, as explained
in the Introduction, Land Revenue, both in the permanently
and temporarily settled Provinces, is likely to decline, Staraps
and Registration Fees are unlikely to increase much: Forest
Revenue will dwindle because of large falling during the War.
Sales Tax, Electricity Tax and Entertainment tax may not fall
much below the war-time peak; but by themselves they can-
not make' up the gap likely to be caused by the above factors.

Prévincial Governments have thus practically exhausted
their exclusive field of taxation. At the same time, they have
to share it with Local Bodies, which are also expanding their
activities. A substantial development of new revenue re-
sources is thus inevitable, if essential and overdue pregrammes
of Social Service and Public Utilities are undertaken.

- L 3

No “oreat assistance can be expected from the Centre,
which has been having deficit budgets for a number of years.
Due to the serious food shortage, the refugee problem, Kashmir
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expedition, and the complex consequences of the Partition of

th country, deficit continues.

-3

Essentially, however, and taking a long-term view the
financial position of the Union is not desperate, as almost all
these problems are temporary. When they are solved, the
budgetary position of the Centre would improve. Adminigtra-
tion and collection of Central Taxes, like those on income,
leave much room for improvement. Not only should it be
possible to collect larger sums on account of those taxes in
future, but also to secure the large sums that are believed to
have been withheld from the tax collector. If necessary ap-
propriate legislation may be passed for this purpose. Under
Customs and Excise there may not be much increase, nor in
Railway contributions.

On the other hand, expenditure on Defence and Foreign
Affairs will very likely grow further still; while there is little
prospect of any reduction in the Debt Service. There may be

~some scope for reduction in the existing Civil Expenditure.
But here, 100, the expansion in Develovmental activities under
a National Plan promises very substantial inc ease, even
though many of those departments are directly ‘the responsi-
bility of units, The problem, therefore, is how to fmprove
existing soutrces and devise new ones, which would providé
adequate resources for carrying out all itemns in an over-all
National Plan of economic and cultural development for the
country as a whole and for every part of it. x e

An aspect'of the problem, which is more of a constitutional
thgn of a financial character, needs to be emphasised at thjs
point. This is not a question of merely transferring revenues
from the Centre to the Units, or increasing Grants and Sub-
ventions from the Centre to enable the Provincessto carry out
their part or items of the National Plan. Such Grants and
Subw_entions are at the best mere doles, which may help to
keep in line all the Units and allow the Plan to be given effect
1o on a co-ordinated and simultaneous level. But at the same
time they would irresistibly tend to undermine the Unit's
Autonomy by introducing or imposing stipulations on condi-
tions on which only the Grants are made or Subventions given.
It is, therefor_e, for those who are charged with the responsi-
blhty qf malflng the country’s Constitution to determine how
far it is desirable to increase the Unit’s own resources and
make them correspond as closely as possible to the oblightions
Imposed upon it in the new set-up in the country’s planned eco»
homy, or whether they are to be for ever dependent on the
Union Government for carrying out such items or sectors of
the National Plan as come directly under their jurisdiction. .
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Claims of Provinces.

Every Province is eager to carry ouf ifs programmes of
social service and economic development at the earliest oppor-
tunity. But for this purpose, its own resources existing as
well as potential, ave limited.

*The Units are divided amongst themselves as regards the
apportionment of taxes which are to be shared, eg. Income
Tax. Bombay and West Bengal support collection or resi-
dence as the basis for distribution; U.P. that of population;
EBihar, the combined basis of population and place of accrual;
Orissa and Assam want weightage for their backwardness,
East Punjab wants her deficit of Bs. 3 crores somehow io be
met. In the case of excise taxes, the bases suggested for ap-
portionment are production, collection, consumption, and popu-
lation, Assam again demands weightage for her low level of
revenue, and special treatment of Excise collected on
wasting assets, like patroleum produced there. She also wants
a share of the export duty on tea.

General Ohservations,

 The Experts Committee appointed by the Constituent
Assembly to advise on this problem take their task to consist-in
a proper distribution of the total available resources among the
Union and Unit Governments adeguate to the functions im-
posad on each; so, however, that the arrangements are not only
&quitable in themselves, and in the interests of the countr_zr as
a whole, but are also administratively feasible. At the sarme
time, there must not be toa violent a depar_tﬁure frczm the stat;x!s
quo. The weaker or more backward Units must be broug: t
up into line, and the progress of all assured on as even a course

as possible, ¥

ic functions of a Federal Government are Defenf:e,

Fore?clr’lrtxe fl;.?fsatiri and National De’bt, Service,—all qnproduct;fve
expenditure. “Communications” would ordinarily pay ox;

" itself; and may, if properly developed, along with the ’Il'ranspéxr
Servics, yield a substantial and progressive }:,urpdusﬁ-cho;
ordination of planned development in researc a{nh Cib ten
technical education may require increasing aid from the tlen ra
if not its own direct expenditure steadily expandmég in vo ?m,e
and variety. The task of active development of ‘LI e cognbry_s
aggregate resources cannot be engmtzered on aPp anned basis
except with Central Aid. The needs of the lfrc‘)vmcei are(ai,
almost Wnlimited, particularly in relation to Welfare work an ;
Development programme. If these services and 1§cregse o
the country’s new wealth are to be properly planned and exe-
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cuted, it is imperative that Units should have adequate re-
sources of their own, without depending on the varichle
munificence or affluence of the Centre. The Provinces raust,
therefore, have as many independent sources of revenue as
possible. It is not practicable at the same time to augment
materially their revenues by adding more subjects to the Pro-
vineial List, without upsetting the equilibrium of the Cedtrn.
Divided resources are thus unavoidable. A few of the most
productive and elastic sources of income may be divided, the
shares of the Centre and the Provinces in them being adjusted
automatically without friction or mutual interference.

Lists of taxes for the Centre and the Unils

No great change is recommended in the List of taxes in the
Federal Legislative List except that a higher limit Rs. 250 is
recommended for faxes on professions, trades, callings and
employments. Stamp duty on the transfer of shares and de-
“bentures are proposed to be transferred to the Federal list but
the duties will acerue to the Provinces, though in view of the
far-reaching effects on public credit and finance of Stock Ex-
change transactions, the Expert Committee thought the Centre
should legislate for the regulation of such transactians; and
the taxes arising out of such regulation should be retained by
the Centre unless they are merely duties on transfers of shares
and debentures, when the units should have the proceeds. A
few minor changes were also suggested in the Provincial List;
but they do not affect the main design. The Expert Committet
recommended no new sources of Revenue, and were unwilling

to recommend public Lotteries on moral rather than materinl
grounds.

For the Central Government, the Experts Committee re-
commended the levying, collection and retention of the pro-
ceeds of all Federal Taxes, Customs Duties, including export
duties; Taxes on capital value of assets and on the capital of
Companies, Taxes on Railway fares and freights. If that in-
volved any loss to the Provinces, they recommended Specific -
grants for a period of 10 years or till the exvort dutigs_on jute
and jute products were abolished, whichever was earlier.

. The Expert Committee desired the tax on agricultural
mmcomes to he also Centralised after a number of years if the
Provincial Governments concerned agreed to that course. For
ihe_ rest they suggested that the net proceeds attributable to
Chief Commissioner’s Provinces should be retained wholly by
the Centre; but the proceeds of the income tax on’ incomes
derived from Federal revenues should be shared. The Prg-
vinees, they urged, should get not less than 60 ver cent. of the
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fnet; procx_aeds of all income-tax, including the net proceeds of
Corppratmn Tax, and taxes on federal emoluments. The
Centre should have, however, the right to levy a surcharge for
its own use, but only in an emergency.* -

They also suggested that 50% of the net proceeds of the
Central Excise on Tobacco, which does not receive any fiscal
protection should be allowed to the Provinces. They, how-
ever, did not accept the suggestion that the Union should be
confined only to specific excises and all the rest be left to the
Units. They do not disturb Sales or Purchases Tax which is
now enjoyed by Provinces. It has great potentiality if it is
levied at a uniform rate all over the Country and collected
Centrally; but the proceeds assigned to the units.

Fstate and Succession Duties cannot be administered
‘satisfactorily except by the income-tax staff. If the Centre is
to part with a substantial share of income taxes, and also a part
of certain Central excises, it should get a share of the Estate-
and Succession duties. The Experts accordingly recommended
that not more than 409 of the nei proceeds of such duties

should be veiained by the Centre.

Tetminal Taxes on goods or passengers carried by rail-
way or air are suitable only for purely local purposes, ie for
the benefit of municipalities, pilgrim funds, elc. but they can
be conveniently levied and collected only by the Centre. No
«<henge was consequently recommended.

Grants-in-Aid and Subventions.

Assam and Orissa now get fixed Subventions of Rs. 30
and 40 lakhs per annum, respectively. The increase in the
Provincial ghare of income-tax and the transfer of a share in
the excise on tobacco recommended by the Expe_rts v_vould
increase the Provincial revenues substantially. I in spite of
that, any Province needs a Subvention, the Expert Commitee
have suggested specific amounts fc_)r parncu_lag Provinces a_nd
also a fubler investigation by a special Commission of the entire

Problem.

The Experts recc_)gnise
stages of the country it wou :
malke specific grants to the Provinces
India, on the other hand, as for examp

T . - .
. X ference of the Finance _thmsteys, from the various
Proviﬁge’:itﬁ;twcgg{:rence of opinion manifested itself gs r:aigarldfl tfhf-
Jivision of the income-tax and the ways and means to be adopted 1o
liquidating Zamindars.

d that during the developmental
Id be necessary for the Centre to
from time to time. In
le in the U.S.A., the
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difference in the levels is very wide, and the
number of units larger when acceding States cume
into the picture. In such a background ‘averages’ wouid be
mere mathematical concepts totally unrelated to actual fagts.
On the other hand, even in a Federation of autonomous units,
there is a great deal to be said for heloing the less prosperous
umits to come up to the level of the more prosperous ones: As
in all such matters, we must take a realistic decision with
reference to the conditions in our country. While we do not
recommend the adoption in this couniry of the Aus.tra].ian
system, we have no doubt that the Centre, while dis‘crlbutfng
such specific-purpose granis should bear in mind the varying
circumstances in the different Provinces, and iry and make
the conditions in the several units as nearly approximate as
possible. :

Special assistance is recommended to Assam in respect of
expenditure for promoting the welfare of scheduled tribes in
- ithe Province. Similar aid is also demanded on behalf of Orissa
to develop her backward areas. The Experts having no data,
could not assess the measure of assistance, if any, required by
this Province. They consequently expressed the View that if
the Central Government, after a due examination of the gues-
tion in all its aspects, decide that special assistance is neces-
sary, it should be provided on an adequate scale.

Taxes on Agricultural Income and Property.
] L
Taxation of agricultural income, now allowed to the Pro-

vinces, while all other income is taxed by the Centre, stands
in the way of a theoretically sound income-tax system. In
view of the ease with which the origin of agricultural income
can be traced, it could be arranged that this tax, even though
levied and collected by the Centre, as part of an integrated
system of income-taxes, should be handed back to the Provinces.
It could be further arranged that till the Centre levies such a
tax, the Provinces already levying it might continue to do so.
The existing arrangement, on the other hand has the political
merit of keeping together in one plece both benefit end res-
ponsibility. Under the arrangements recommended the
Provinces will have full control over but few important heads
of revenue. A few provinces have, in fact, levied a tax on
ag_ricultural incomes since some years; and they can administer
this particular tax with greater facility than the Centre® For
the moment, therefore, the Experts recommended status quas
In view, considering, however, the importance of thd matter,
’rhevlsuggest_ed that the Provinces should be consulted at once;
and if a majority, including those now levying the iax, agree,
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-'t'hig tax and a cognate one on Agricultural Property raay be
‘'omitted-from the Provincial List of subjects.
- L]

Division of proceeds of Revenue betwoen Provinces.

The Experts discussed at some length the various bases
of distributing between Provinces as regards the share of pro-
ceeds from taxes on income, and came to the conclusion that
no single basis would lead to equitable results. Place of
"Origin, the residence of Owner, the place of Collection ete.,
were suggested. But in complex industrial and commercial
structure’ of modern times, where a single point of control
regulates a vast net-work of transactions and more than one of
these stages relate to the same tax-payer, the assignment of a
share of profits to each stage can only be empirical or arbi-
trary. '

Pending enquiry by the Finance Commission which the
Experts recommended should be set up at once, the Experts
accepted the basis of collection as well as population, making
at the same time the necessary provision for adjustment on
the basis of ‘need,' and recommended the Provincial share of
60% of the net proceeds should be distributed among the Units
as follotsi—

20% on the basis of population at'the last Census.
35% on the basis of collection. _ )
., 5% to bring about as much equilibrium as possible,

60-

As for the Excise Duty on tobacco the most equitable
‘method of distribution is on estimated consumption.

Estate and Succession Taxes have not so far been levied;
but a Bill on the subject is now before the Central Legislature.
The manner of distribution of the net proceeds of these taxes
among Provinces will have to be first determ?nefi b_efore such
taxes #an be imposed. No data about their incidence are
available today; and so if and when the taxes are levied. they
will have to start with some a priori basis for estimate as well
s apportionment among Provinces. The Experts the_refore Te-
commended for the time being the basis of the location of the
real property taxed to apportion and distribute the proceeds. -
*Of the Bplance— :

' 75% should be on the basis of the residence of the deceas-
‘ed; and 25% on the basis of the population of the Province.
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The administration and distribution of these taxes would
ordinarily fall on the Central Board of Revenue, it w&_)ulsl be
necessary to empower an appropriate authority to adjudicate in
the case of disputes between Provinces as to the residence of
individuals.

Effect of the Proposals.

The net effect of thése recommendations is, on the present
basis of revenue that the Centre would have to transfer to the
Provinces something like Hs. 30 crores annually. A part of
this loss will be made good to the Centre by the Estate and
Succession Duties, of which it will retain 40%.

The Experts also advised a periodical review so that the
method of apportionment can be adapted to changing condi-
tions from time to time on the basis of experience.

Needless to add that to the extent that the Centre frans-
fers its resources {o the Provinces, whether new taxes er ir-
ereased rates on existing sources, its ability to make specific
grants to the Provinces must be correspondingly reduced.

. & Q
Finance Commission.

The initial basis of apportionment among Provinces, sug-
gested by the Experts is, of course,- not permanent. They
accordingly recommended the immediate appointment of a .
Finance Commission, a Tribunal of five members including a
Chatrman of long judicial experience, which need not be®a
permanent body working whole time, but an ad hoe creation
appointed by the President of the Union in his discretion, so
‘as to exclude any chance of a bias in the members.

Pending the setting up of the Finance Con?{mission, the
Cenh_ral Government should take stevs in consultation with the
Erovmces, to collect, compile and maintain statistical informa-
tion on certain basic matters e.g. the value, volume, and distri-
bution of production, the disiribution of income, the incifence
of taxes, both Central and Provincial, the consuinption of
important taxed or taxable commodities, ete.

W. hen set up, this Commission should be entrusted with the
following functions:—

(8) To allocate between the Provinces, the respective

shares of the proceeds of taxes that have to be

divided hetween them; B “

{b) To consider applications for grants-in-aid from Pro-
vinces and repart thereon: )
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(c) To consider and report on any other métter referred
to it by the President;

{d) Make recommendations on any connected subject.
In making such recommendations, the Commission
must consider all relevant matters, including the
state of finances of the Centre. If these recom-
mendations do not involve any change in the Con-
stitution, they would, when accepted by the
. President, be given effect to by his Order, while
those involving a change in the Constitution, if ac-
cepted by the President, would be dealt with like

any other proposed amendment to the Constitution.

Residuary Powers of Taxation

Under the Draft Constitution, residuary powers of taxation
are to be vested in the Centre, so far as the Provinces are
concerned, while in respect of the States that will be in the
States themselves. To avoid any abuse of this power, all
possible taxes that could be listed may be given to the Provin-
ces. . But that is obviously impracticable.

Exemption of Provincial Governments
From Taxation.

Under the existing constitution profits of state trading .by
asProvince are taxable only if the trade was carried on outside
the Province. Trade here includes industrial enterprise also.
With the present tendency towards nationalisation _of profitable
public utilities, like road transport, the exemption of such
Provincial enterprise from taxation would cost the Centre
sufficiently te necessitate removal of such exemption, or devise
some way for the Centre to share in the profits.

The Experts feit that if nationalisation of industries takes
place rapidli)f, the whole question would have to be rewefv:}eld
de novo, as by that the entire structure of the tax sys-tem 0 3 e
country would be completely changed. It must b_e remember-
ed, however, that in proportion as the Provmmlal ?Sevinues
expand because of these profits, the peed for Grants or hu ven-
tions from the Centre would diminish. In fact it ,151 the view
of the Interim Report that the course'of financia p:iogress
would be most satisfactory which substitutes more and more
the profits of enterprise for the burdens of taxation.

) : ns of the Ceniral Government, the
ption from income-tax. This
tly abrogated in the case of the

On trading operatio
Experts recommended exem
sound principle has been recen
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Industrial Finance Corporation. The experts fhemselves_ also
thought that if the trading is carried on by a separate juristie
person, the profits of such enterprise must be taxable.

Trading operations of Units, the Experts further suggested,
whether carried on within or without their-borders, shoueld be
taxable, the tax or contribution in lieu thereof being treated
as ordinary income-tax revenue going into the divisible pool.

Quesi-trading operations of Provincial Governiments inci-
dental to the ordinary functions of Government, e.g sale of
timber by the forest department, or of jail produets should
not be taxable.

Emergency Provisions.

As for times of emergency, such as war or large seale
internal disorder, the Experts suggested, the Constitution
should specially authorise the President to suspend or vary

the financial provisions in such manner as he thinks would
meet the circumstances. : : .

In regard to Borrowing Powers, at present the Provinces
can borrow in the open market in India, except when they are
indebted to the Centre. This right gives then a sense of finan-
cial responsibility. But it is necessary to ensure that borrowing

Governments do not, by their competition, upset the capital .
marl;et. Under existing arrangemenis the Reserve Bamk
provides this check, as it advises all the Governments. With
- & growing programme of economic development all over the
country, Borrowing will have to be resorted to on our increas-
Ing scale, when expert machinery may be necessary to fix the
order of priority in borrowing for the different {zovernments.
A Minister’s Conference would help, without prejudicing the

responsibility for borrowing policy, to avoid unnecessary com-
petition.

Federal Government, and under such conditions as thé Federal
Government may think fit to impaose.

7. Reacﬁqn on Indian Finance by the Accession,
Admission, or Assimilation of States,

This is the most difficult, perhaps, of the probleins facixg
notk only the Finance Minister, but also the Constitution
ipa lers. The difficulty arises as much from the lack of statis-

teal data as from the complications of the problem itself, as

@
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conditions differ widely between the Provinces and the States
and algo from State to State, which makes it diffeult to apply
a uniform formula. . o .

A Committee of the Constituent Assembly, concerned
with defining Powers of the Union Government, recommended
that uhiformity of taxation throughout the Units may, for an
-agreed period of not more than 15 years after the establishment
of the Union be kept in abeyance and the incidences, levy,
realisation and apportionment of the above taxes in the State
Units should be subjected to agreements between them and
the: Union-Government. :

:If the Union of India is really to secure for the States a
similar standards of economic development to that in the Pro-
vinces, fiscal arrangements and administrative efficiency, the
readjustment and redistribution of resources would have to be
very thorough going. .

: _As a first step to achieve this, the Committee of Experts
appointed by the Constituent Assembly recommended, each
State should»have a proper Budget prepared as soon as pos-
sible, apd, mmaintain proper accounts regularly audited.

. They were quite clear that the States should gradually
develop all the taxes which the Provinces are allowed and

. give up reliance on taxes reserved for the Federation. This
process, however, would necessarily take some time; and in the
meanwhile it will be necessary to have transitional arrange-
ments. The most important of the Union revenues the States
enjoy are Land Customs. _Immediate abolition of that source
would be inadvisable as it would lead to a sevious dislocdtion
in the States’ finance. On a long view, however, In the interest
of the States themselves, these duties should be replaced hby
other taxes, e.g. sales and turn over taxes. The time ththm
which this should be accomplished is fixed at 10 years. In the
meantime, no State should:— ,

(1) hereafter levy land customs on 2 c_0mmo
which there is no such duty now, nor

A(2) increase the rate on any commodity,
date; and .

"7 (8) a State levying land customs shou
© © , on re-exports.

dity on
after a fixed

1d grant refunds

uniform all through the
should :)lfould alone administer them.
the loss to any State of .the

. Marifime customs
Usiion, The Union Government
If this arrangement results in
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revenue now enjoyed by it, it is only fair that thcjz State s}muld
be compensated for the loss pending determination of the ap-
propriate compensation in each case by a States Commission.

The Experts recommended that the Union Government.
may levy Central Excises in all the States. But those States
now enjoy the benefit of a part or the whole of these revenues
raised in their areas, should receive grants in lieu of ‘these
benefits equal to the average revenue during the last three
years. :

The Indian Income Tax Act, with necessary modification
should be applied to all the Federating States. The net pro-
ceeds of the tax proceeds attributed to the States may be
credited to a States Income Tax Pool, and such portion, not
less than 75 per cent. of the net proceeds attributable to each
State, may be paid back to the States. ) '

The need for a uniform system of income-tax in the Pro-
vinces and States has now become urgent, not only because of
the facilities afforded for evasion and avoidance of this Tax by
lower rates or no tax at all in the States hut also because of

the diversion of industries artificially by the incef.tive of lower:
Taxation. .

The experts did not attach much weight to the argument
that the States are, as a whole, industrially backward, and so

they cannot stand the same high rates of Income-tax as the-
Provinces.

L Th_ey recommended, however, the establishment of a_'Si'ates>
Commission to advise on {he financial systems and suggested.
methods by means of which the States could develop their
resources, and fall into line with the Provinces as quickly as
possible; to examine in detail the privileges, imimunities and
Liabilities of each State, and recommended a suitable basis of
compensation for the extinction of such rights and liabilities. -

The States which come into the above arr
pay their contribution for Defence and other Central services
through their share of the net proceeds of Central taxes retain-
ed by the Centre, and nothing more should be expected from
them. On the other hand, the States which
come into the above arrangements should pay a contribution
1o the Centre, as determined by the Siates Commission.
Though the arrangements recommended by the Experts was of

';3) general nature, theylalso suggested grouping togethter a nurn-
er of smallgr States in units of their own as condition prece-
dent 1o their being br

ought into al
pattern, % g any reasonable ﬁna?&’fa

angements would
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8. Post-War Planning,

Tie Budget of 1046-47 was alse remarkable in that that
Government announced their policies and plans of post-war
development. In a statement issued on April 21, 1945, they
declared the fundamental cbjectives in regards to the country’s
industeial development which were—

(1) to increase the national wealth hy the maximuam
exploitation of the country’s resources, the new
wealth being distributed in a socially equitable
manper;

{2) to make the country better prepared for defence,
and

{3) to promote a high and stable level of employment.

To attain these objectives, it was proposed:—

(1) to transfer from provincial jurisdiction to the Centre
20 industries, ) _

(2) to nationalise basic industries of national import-
ance, _

(3) to assist industries by means of making loans, or
subferibing a part of the capital, or guaranteeing

* % 4 minunum dividend; and buying as far as possible,
Indian products in preference to others.

Reference has been made, earlier in the Intreduction to
“this Volume as well as in this Summary, of the gradual realisa
1idy by the Indian Authorities of the need for planned develop-
ment of all resources and potentialities of the country. The
Budget of 1946-47, the first peace Budget after six years of war
dislocation, had devoted considerable space to outline the policy
of the then Government in that regard. A definite policy
was formulatdd in 1944, as explained above, with a separate
Department of Government for Planning and Development.
As this matter has already been considered while t?uﬂmmg
the Budget proposals of 1946-47, and as the entive Series deal§
with planned development of the counfry, mn every item an
aspect of its material and cultural life, no further observations

are necefsary now on the subject.

9. Growth of Slatulory Corporations.

With the coming into power of the National -Governme.r}f
a new departure in policy has been made by setling upt.mxl}xgi
than one gpecific Statutory Corporations to carty out particula
objectives. These Corporations affect Public F{nﬂm:g at wriore,
ihan one angle, and are a recent growth rgpxdiy! berfomnin%'
popular. They are not all State-owned in their entirety. Bu
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even where they arve associated with private enterpri§f, or
have been formed by private capital, under the authority of
the Statute, they constitute a new departure a step férward

in gradual elimination of private enterprise dominated by the-

proft motive. However owned, these corporations are not
worked, primarily, for profit or a commercial su.rplus_}zl,;t {01
service and help to the community. If there is a profit).it
comes wholly or in stipulated proportions to the State. The
attempt, therefore, made in one of the latest enaciments to
charge Income Tax to these profits arises out of a complele
misapprehension of the nature, function and purpose of these
Corporations in developing new facets of cur national economy,
or exploring new resources.

Mention has alveady been made of the Industrial Finance
Corporation established by specific Act in 1948. So far as the
initial finance is concerned, it is privately owned; but it may
he acquired by the State within a stated period and the com-
pensation to be paid to the then shareholders is to he calcu-
lated on lines laid down in the Act. While it is privately own-
ed, its capital and interest thereon is guaranteedcby the State
upto a minimum return; and also as regards the shaies, bonds
or debentures issued by it. A variation of this form is to be
found in the creation of three Overseas Shipping Companies
which are to be owned jointly by the State (51%) and each
of the 3 existing shipping companies, which are to act as
Managing Agents for the enterprise for 15 years. The"total
overseas shipping business is to be divided between them. * A
similar venture is made with the Airways Corporations, where
the State has entered into partnership with a private ent,erprise
holdu}g 49% of the capital, and agreed to assist the new ven-
lure in every way so as to develop these serwvices to their
maximum potentiality. Wherever necessary, Agreements or
Tx_'eatles will be made by the State to safeguard this business
w_1th Foreign enterprise wherever it exists in these fields, or
with Foreign Governments if necessary. .

The_ Hindustan Aircraft Factory is another case of a State
Enterprise in a wholly new feld. Originally started as a joint
venture of the_ Government of India, the Government of
Mysore a.r.ld a private Corporation, it was meant to make planes
and repair them in this country. With the advent of the
?ease-.Le.nc_I system, the American Government the only‘source
v‘(’)li providing parts _az.zd accessories in an ever fncreasiny
vl ];Ja.mg; urgeq the elzmm_ation of the element of private profit’

o e \goz g of this factory. Accordingly, the private
partner and Managing Agent, was bought out, within one year.

-
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of the start of the enterprise, at the cost of a very considerable’
preniigm on the capital subscribed by him; and the venture is
now run exclusively as a State concern. Yet another type of
such Corporation is found in the Damodar Valley Corporation
or the Elecivicity Board. These are, from the very start,
entizely State-owned, and are to be conducted as so many
Publié. Utility ventures, wherein the element of profit, or the
desire to derive a commercial surplus of receipts over expendi-
ture will not predominate. The results of these will be varied
and spread over a number of directions, so that it would be
impossible to assess their benefits on a strictly commercial
basis., Great gains however, are expected from them when
the projects, just begun, are completed.

... The Reserve Bank of India has recently been nationalised,
and is continued as one more wholly State-owned Corporation,
governed by a specific Statute. This device of associating
private enterprise with the State in the initial period when the
public official set to manage such enterprise may be lacking in
technical knowledge or experience has possibilities which,
however, are not yet fully appreciated, and need to be pro-
perly integritad in an all-round National Plan. The corpora-
tions setaup so far are ad hec creations, not necessarily linked
up with one another by any common, consistent bond. Their
place also in the planned development of the country has yet
{o be determined. The older model of the Guaranieed Rail-
ways Companies of the XIX Century is considerably modified
il these new forms. But their contribution to the develop-
ment of the country and distribution of the wealth wil]_only
be ‘possible to assess properly when such creations are scienti-
fically interlinked and all of them integrated in the National

Plan.
a3

16. Development Plans.

Finally a few remarks may he added in rggard to the Plans
of the Provincial, State and Departments of the Central Gov-
ernment for Development. Reference has already been made
io the Provincial Plans made since 1945, and proposa]s of the
Central Government in regard to some of their own Depart-
ments, which have been outlined at some length in the 1946-47
Budget. We need not repeat that discussion here beyond
observing that Scientific Planning on a national scale continues
to attract attention from the leading Statesmen, and lsla?irgice
general sympathy from the public at large. But 1tsiﬁe 3
formulation in 2 clear-cut Plan, in forms more spec cdan
abiding th'an mere blue-prints, remains yet to be achieved.

K. T. Shah.



APPENDIX"
War-lime Budgets

The aggregate war expenditure in India including
vecoverable war expenditure during the period 1939-40 to
1945-48 came to Rs., 3,484 croves. India’s ‘share of ‘this was
Rs. 1,744 crores or about 507, assuming that the recoverable
Expenditure, now frozen as Sterling Balances is recovered.
And this is without counting the additions India has had to
make to her permanent Defence Budget, mainly because of
her dependance on an Imperialist Western Power. The over-
all Governmental outlay during the War years—including civil
expenditure, was Rs. 3,996 croves of which Rs. 1,462 crores or
37% was met from current revenue including increased taxa-
tion. The balance is partly found in the accumulated Sterling
Balances, and partly in addition to India’s public debt, That
Debt has increased by Rs. 1,077 crores. The revenue increase
does not show the increase in the Provincial Refenue.

"The following table gives an idea of the chang: ubrought
about by the War in India’s public revenue, expenditure and
debt between 1938-39 and 1945-46.% ' :

L

- €
(In crores of rupees)

1938-39  1944-45°  1945-&

I. Central Government Budget:

. . S
Revenue , 84.52 33557 360.67
Expenditure 35.15 496.71. 484.57
Deficit ' —063  —16114  —12390
II."TOtal Governmentaly Outlay: 85]3 970.38 ” 894.20-.
" . A. On India’s Account: o
" i) Civil Expenditure 38.97 10122 - 124.34
ii) Defence Expenditure 46.18 458.32 . ’ 3953%

B. Recoverable War Expenditure - 41084 37454

L

*Cp. Indian Year Book, 1948, p. 718
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s (In crores of rupees;)

o

1938-39 1944-45 1945-45

»

III. Central Government Debt at the
end of the year: :

1> Sterling Loans: 464.94 3419 33.54
ii) Rupee Loans 437.87 1,212.14 1,492.20
iii) Small Savings 141.45 159.18 221,52
iv) Treasury Bills and Ways and
Means Advances 46.30 86.70 83.33
v) Total Interest Bearing- .
Charges 1,205.76 1,860.44 2,282.38 -

Though Receipts increased in the aggregate, individual
items of revenue showed strange vicissitudes. Customs began to
shrink partly due to transport difficulties from Rs. 40,51 crores
to Rs. 25,12 crores in 1942-43. Thereafter it recovered, being

. Rs. 39,76 crorves by 1944-45 and very much more sharply in
* post-war years, being budgeted at Rs. 54.50 crores (revised
estimates) #947-48 and Rs. 81.22 crores for 1948-49. Central
Excise, Puties also expanded during war years partly on ac-
count of enhanced rate on existing items like tobacco, vegetable
products, betelnuts, coffee and tea, and partly also by increased
consumption. From Rs. 8.66 crores yield in 1938-39 it rose to

Rs. 38.14 croves in 1944-45 Revised
Rs. 46.65 crores in 1945-46
Rs. 34.00 crores in 1948-49 Budget.

Direct Taxation under, corporation, income and excess pro-
fits taxes expanded much more heavily from Rs. 15.78 crores
in 1938-39 (20% of the total revenue) to Rs. 136.18 crores in
1948-49 (Budget) representing about 549, of the iotal Central
revenues. And that without counting the still more consider-
able evasion of these taxes which has admittedly taken place.
Tatal tax, revenue increased from Rs. 72.34 crores in 1938-39
to the peak figure of Rs. 289 67 crores in the revised estimates
for 1945-46. The Budget of 1945-46 showed a decline to
Rs. 239.15 crores while the latest Budget of 1948-40 puts the
aggregate Tax Revenue at Rs. 269.70 crores. Non-tax revenue
also’ spurted up, specially after 1940-41, owing mainly to in-
creased contributions from Railways and Posts and Telegraphs,
»and -thes larger profits of the Reserve Bank of India. But the
Commercial Departments particularly Railways, have shown a

sheavy 'shrinkage being actually a deficit in the Budget of

1948-49.
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. . . The expenditure under Defence mounted up steadily,
éspecially after the entry of Japan into the war. From Rs. 49.54
crores in 1939-40 it rose to the peak figure of Bs. 458.32 ccrores:
in 1944-45, withaut counting the so-called capital-cost. Il:l“’t.}']e
1948-49 Budget Defence items aggregate Rs. 135.0_7 crores in-
cluding Rs. 14.99 crores on capital account. This does not in-
clude the Interest and Service Charges on: account -of ].)t.'-)bt.
incurred for warlike operations. The charges for the servicing
of debt more than doubled from Rs. 14.12 ¢rores in 1¢38-39 to
Rs. 22.21 croves in 1944-45, and Rs. 61.82 crores in 1948-49
(Budget) less the Interest debited to commercial departments.
ie, Rs. 25.65 or a net payment of Rs. 36.16 crores. This might
have been larger still but for decreases in the efféctive rates of
interest. : o - -

Deficits on revenue account grew steadily -from Rs. 6.5
crores in 1940-41 to Rs. 189.78 crores in 1943-44. With the
deficit of Rs. 161.14 crores during 1944-45 and Rs. 144.95 crores:
in the following year, the total volume of deficits during the
period 1940-41 to 1945-46 came to Rs. 627.26 crores. The 1946-
47 Budget added another Rs. 44 crores. The Revised estimates-
of 1947-48 put it at Rs. 6.58 crores, while the B%dget estimate:
for 1948-49 gives it at Rs. 9 crores. D eer i

. 'With the possibility of economy and retrenchment being
effected on the termination of the War, the taxation proposals
for 1946-47 offered a number of substantial concessions . to
industry and to persons of moderate means e.g. abolition of the
Excess Profits Tax after the 31st March 1946; grant. of -special
initial depreciation allowances of 10% on new buildings afid.
20% on new plant and machinery, as well as allowances forr
expenditure on scientifie research for purposes of income tax;
the;iscope of obsolescence allowance being liable to be widened
so as ‘to include the loss of an asset by destruction or demoli-
tion, and also extended to buildings; relief from Customs duty
on raw materials imported for industry and reduction of rates
on such imported plant and machinery as are now dutiable; a
net reduction of 1} annas in the present total rate of Super Tax
and Income Tax (payable by a company) by lowering the
Super Tax by 2 annas and the raising of the Income<Tax by
i anna; exemption from Income Tax for two years in the case
of buildings for residential purposes, and an initial depreciation
allowance of 15% for buildings used as business premises;
gedp.ction of the total rate on life insurance companies by
3 pies. . T
+ - Other concessions included: reduction of the ratg on the
second slab of income of Rs. 3,500 from 15 pies, to 12 })ies, and
the rate on third slab of Rs. 5,000 from 2 annas 1 pie to 2 annasp
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the raising of the earned income allowance from one-tenth: of |
the eéx;ned income, (subject to a maximum of Rs. 2,000) to one-

fifth (subject to a maximum of Rs. 4,000). In the Super Tax

‘also'there would be differential treatment in favour of earined

'ihcome at the rate of 1 anna in the rupee between Rs. 25,000

?nIShR‘S. 2 lakhs and of 4 anna between Rs. 2 lakhs and Rs. 5

akhs.

Undf,er indirect taxation, the duty on kerosene oil was
reduced by 14 anna per gallon; reduction in the excise duty on
betel nuts by one anna per lb; and 6 pies of the increase in'the
ecustoms- duty on betel nuts; reduction in the duty on un-
exposed cinematographs film from 6 pies per linear foot as
originally proposed to 3 pies; reduction in the price of a match-
hox from 9 pies to 6 pies; of a postcard from 9 pies to 6 pies, to
come into force respectively from August 1 and July 1, 1946.

Reductions in expenditure arising from the cuts by the
Legislative Assembly amounted to Rs. 93.34 lakhs on revenue
zecount and Rs. 3.46 crores under capital disbursements.  In
consequence of the changes in taxation and expenditure, the
deficit of Rs 44.06 crores for 1946-47 was expected to move
up by “RS. 4.19 crores to Rs. 48.25 crores, with revenue at
Rs. 341.87 crores and expenditure at Rs. 390.12 crores.

| The Capital Budget was presented separately from the
Revenue Budget. L

The 1947-48 Budget.

The budget for 1947-48 estimated expenditure at Rs. 327.88
crores about Rs. 54 crores less than the revised estimate and
Rs. 154 crores less than the accounts for 1945-46. ‘The revenue,
on the other hand, was budgeted at Rs. 279.42 crores on the
basis of existing taxation, as against Rs. 336.19 crores in the
revised estimates for 1946-47 and Rs. 360.67 crores in the actual

for 1945-46. 4

. In His budget the Finance Member was mindful that his
proposals should be justified not merely on financial corgsidera—
tions but also by achieving certain social objectives h_ke the
reduction as far as possible of the glaring disparities of income
between the classes and the masses. Proposals to afford relief
1o the lower income groups included abolition of the salt .duty,
dt a netJoss of Rs. 8.25 crores, and raising of the minimum
exemption limit in respect of Tax on income from Bs. 2,000 to
Ts. 2,500, involving a loss of Rs. 25 lakhs were intended to
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realise these ends. Because of the consequential loss to
revenue, the estimated deficit of Rs. 48.46 crores on the¢basis
of existing taxation would be inereased to Rs. 96.96 ccrores,
without counting increase in expenditure re.su_itmg frqm the
recommendations of the Central Pay Commission. This gap
was proposed to be met by additional taxation.—

‘Estimated Yield in crores of rupees.

Rs.
1, A Special Income Tax on 25% on business profits
exceeding Rs. 1 Jakh .. . - o 50.00
-2: A graduated Tax on Capital Gains exceeding
Rs. 5000 made in recent years from the disposal )
 of capital assets .. .. - L. 3.50
- A chenge in the scale of Super Tax so as to reach
the maximum of 0% annas in the rupee at
Rs. 12 lakhs for unearned income and at Rs. 1.5

&2 -

lakhs for earned income .. . .. 250
4; Doubling of the rate of Corporation Tax {o annas 2 4.00.
3. An increase in the Export Duty on Tea from

annas 2 per lb. to annas 4 o .. 4.00

. P
44.00

The reports of the Select Committee on the hills relating
to business profits tax suggested inter alic an abatement of fivee
per cent of the capital at charge in the case of non-ditector
controlled companies or Rs. 1 lakh, or whichever is greafer;
and a similar ahatement of six per cent in the case of director—
controlled companies. The exemption limit in the case of
Hindu undivided families as well as partnership firms should
be raised. On the capital gains tax, the Commite® recommend-
ed raising the exemption limit from Rs. 3,000 to Rs. 15,000 and
fixing the tax at one anna in the rupee on the whole of Capital
gains up to Rs. 50,000, raising by stages up to a rate of as. § in
the rupee on the whole amount of capital gains exceeding
Rs. 10 lakhs. The final acts reduced the rate of business profits
tax from 25% originally proposed to 16-2/3 per cent® fixing a
uniform abatement at six ber cent, of the capital at charge or
Rs. 1lakh or whichever is greater, and exemption from the
capital gains tax of gains from personal effecis. 3

The Budget also proposed to raise by market borrowing
Rs. 150 crores, as against Rs, 112 crores in the revised esti-
mates, and Rs. 250 crores in the budget estimates for 1946-47.

The small savings movement was also to be pursued moge
vigorously., :
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Referring to the financial aspect of post-war planning the’
Finahce Member stated that the latest l:estimate I:Zhowedgthat
the total resources of the Centre, including borrowing, in the
first quinquennium for purposes of reconstriction would fall
substantially below Rs. 1,000 crores estimated by Government?
in 1944-45.

Public Debt.

Wit’: a further reduction in war-time expenditure and in-
creased. efforts towards minimising the deficit, there was a
comparatively smaller addition to. the Central rupee debt in
1946-47 than in the preceding year. The increase amounted
to Rs. 203 crores against Rs. 366 crores in 1945-46. The market
horrowings during the year was Rs. 112 croves, falling short of
. the long-term horrowing of Rs. 250 envisaged in the

hudget for 1946-47. This was due to preoccupation with con-
version operations of the 3% non-terminable loans, the pre-
valence of Communal Disturbances and stringent conditions in
the money market. Special oating loans were issued in the
shape of non-negotiable, non-interest bearing securities for
Rs. 139.25 geqres for paying subscription to the International
Monetary Fund, and for a part payment for buying India’s
quota of shares in the International Bank.

“The public debt of India (including the unfunded debt and
'other obligations) registered a further increase of Rs. 198.17
crorgs at the end of March, 1947, with thg totgl outstanding
rising fo Rs. 2,198.82 crores from Rs. 2,000.65 crofes at the end
of 1945-46. The Sterling Debt showed a slight decline from
R, 63.70 crores at the end of 1945-46 to Rs. 59.06 crores made
up of loans amounting to Rs. 55.44 crores and service funds of

Rs. 3.62 crores.

The total interest-bearing obligations of the Government
of India increased by Rs. 1,176 crores from Rs. 1,206 crores at
the end of 1938-39 to Rs. 2,382 crores at the end of 1946-47
(revised). The figures inciude inter alia liahilities in respect
of the British War Loan suspended since 1931-32, and the
halancas of Depreciation and Reserve funds of Railways, Posts
& Telegraphs, and Income-Tax. Excluding these liabilities,
the total regular interest-bearing debt would amount to
Rs. 2,032 crores at the end of 1946-47 (vevised) as compared
with Rs. 1,158 crores at the end of 1938-39. The Budget placed
the figure at Rs. 2,189 crores at the end of March 1948,

Assets.

Against this liability the assets of the Government of India
vere estimated at Rs. 1,515 crores comprising:
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"The Capital outlay on Railways, Rs. 808 crores!’ _
‘The Capital advanced to other Centra—i.Comm{-:»mlt:d

Deépartments 'of provinces and. States, Rs. 122 t:r_or,e;;
The Burma Debt Rs. 48 crores; - o el
The deposits with British Government to 1'edeer_n ‘Rail-
way Annuities, Rs. 22 crores; and C T e
The cash and securities held on treasuryraceount,
Rs. 514 croves. L

;o o

. .. Of the sterling Debt £324 millions was repatriatéd “since
1937-38 at Rs. 430 crores. Stocks of the value of Rs. 156,76
¢1'dres were cancelled while rupee counterparts were‘l_s.su.e'd
in respect of the balance of Rs. 273.58 croves. ' :

August 15, 1947,

', After the Partition on August 15, 1947, a Suppleméntary
Budget for the period August 15, 1947 to March 31, 1948 was
presented for the Union of India. Existing taxes’ and duties
were to be continued and a commion currency systein, managed
by the Reserve Bank would remain upto the end of September,
1948. The initial liability for the outstanding 7ozns, guaran-
tees, Pensions and other obligations of the undivided-Govern-
ment at the time of the partition would be assumed by ‘the
Indian Dominion subject to an equitable contribution -from
Pakistan. The net deficit on revenue account was Rs. 2624
crores with revenue of Rs. 171.15 croves and expenditure of
Hs. 197.39 croves from August 15, 1947 to March 31, 1948, ' The
éxpenditure estimates include Rs. 22 croves for the evacunation
‘and relief of refugees and inflated defence expenditure. The
existing export duly of three per cent on cotton cloth and yarn
will be replacd by a duty of as. 4 pr square yard on-cotton
cloth and as. 6 a 1b. on cotton yarn. Lo

Budget for 1548.49

.. The main features of the 1948-49 budget for the Union of
India are summarised below:— : ‘

(In erores of rupees)

e -
o . 15-8-47 to 51-3-48 -  1948.49

L Budget Revised . Budget -
Revenue L. .. .. 172.80 178.77 23052
Expenditure .. .. 19739 185.29 257.37
Defence e Lo 92.74 86.63 2108
Civil . .. 10465 98.66 136.29

" Reévenue Deficit o .. 24.59 "~ 652 2685 ¢
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] The proposals for now taxation,; adjustments or reliefs
includgd: - S . -

» - - T

(1) Reduction in business profits tax from 16 2/3 pek
cent. to 10 per cent. and the increase in the abatement from
Rs. 1 lakh or six per cent. on the capital employed to Rs. 2
lakhs orysix per cent, whichever is larger. R

Y

(2) § Increase in the application of the maximum rale. of
super-tax from 13 lakhs for earned and Rs. 1.2 lakhs for un-
earned income, to Rs. 34 lakhs for both earned and unearned
iricoine, together with a re-arrangement of the slab. o

~(8) .Abolition of the penal super-tax on companies distri-
buting dividends above certain percentages;, and ‘a rebate of
oné @anna in income-tax on undistributed profits, i.e., as 5 ‘ou
distributed profits and as. 4 on undistributed profits of com-
panies. ) . S
o 1(4)" Reduction of income-tax on companies with an in-
corne. of Rs. 25,000 and below to half the usual rates. i

(5) Extwption of donations to approveﬂ institutions aﬁd:
charitics #rom taxation, subject to a maximum of five per cent,
of the companies’ taxable income, and 107 of individuals’,
with an overall ceiling of Rs. 2} lakhs. T

(6) Deduction of municipal taxes on property froni the
assessable income. . ' :

» .
, . (7) Conversion of the export duty of as. 4 per sq. yd. on
cotton cloth into 25 per cent. ad valorem, and exemption of

handloom cloth from export duty, and withdrawal of the expgr[;:
duty on cottop yarn.
(8) The withdrawal of the Excise Duty on betelnuts.

The net effect of the changes will be a drop of Rs. 6.46
crores in the revenue. .

New Taxes.

The new taxation proposals were:—
(1) Levy of an export duty Sf Rs. 80 per ton on oilseeds,
Rs. 200 per ton on vegetable oils, and of Rs. 20 per tor} on
manganese. - ' .
© (2) 'Increase in import duty on motor cars from 45 per,
cent. to 50 per cent. with preference of 73 per cent, for the,
United Kingdom. : : :
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(3) FExcise duty of 25% on the ex-factory prices of ciga-
rettes and increase in the excise duty on certain categorfes of
un-manufactured tobacco from as. 9 to as. 12 per lb. i\ some
cases and from as. 3 to as. 4 per lb.in others. ‘

(4) Increase in excise duty on fea from as. 2 to as. 4 per
b, on coffee to as. 4 per Ib; on vegetable produets by 50% to
Rs. 7-8 per cwt,; on tyres by 50 per cent. and on metehes by
Rs. 2-8 per gross on all boxes containing upto 50 matghes.

(5) Increase in postal registration fee from as. 3 to as. 4,
and increase in surcharges on frunk calls from 40 per cent.
to 60 per cent. and their amalgamation with the basic rate.

(8) Increase in the corporation tax from as. 2 to as. 3,
with a rebate of one anna to companies declaring and distri-
buting dividends in India. In the aggregate, these proposals
are designed fo yield Rs. 17.72 cvoves.

This readjustment of taxes was estimated to yield Rs. 11.26
crores, of these Rs. 10 crores were proposed to be transferred
to revenue by crediting advance payments against iaxes,
instead of treating them as deposits. There wedld still be a
deficit of Ks. 5.59 crores; but since the railways weresgipecied
to contribute Rs. 4% crores to the general revenue, the net un-
covered deficit was expected to be Bs. 1.09 croves. CoL

The Budget included a provision of Rs. 10 crores for
Refugee Relief and Rehabilitation, besides Rs. 10 crores fer
setting up a Rehabilitation Finance Corporation for the safie
purpose. Expenditure on this account in 1947-48 will amount
g) I(;is 14.89 crores against Rs 22 crores included in the Interim

udget. :

Food subsidies in 1948-49 were estimated to cost Rs. 19..91
crores, the total Food Imports in the first half of 1948 being ex-
pected to cost Rs. 61 crores.

The Capital Budget for normal requirementis and to An-’
snce the Central and Provincial schemes was estimated at
Rs. 165.5 crores in 1948-49. For this market borrowing would
be about Rs. 150 crores, and more if conditions are favourable.

- Settlement with Pakistan -

On a rough estimate, the outstanding debt of the undivided
Government of India on August 14, 1947, was about Rs. 33.0¢
crores, against which assets available were valued at Rs. 28,00
¢rores thus leaving a net excess of liabilities of about Rs. 500
crores. The arrangement with Pakistan lays down that for

-



CURRENCY AND BANKING 129-

all assets located in her territory, she would take a debt equal
to th'e.ir book value, except strategic railways, valued at
Rs. 32 crores, written down to 145 crores. Pakistan would also
take over a debt equal to the amount of the-cash balance of
Rs. 75 crores, heing her share of the cash balance of the un-
divided Government, and 17} per cent. of the net excess of the
Centrdl Fovernment’s liabilities over its assets.

N Pakkstan’s debt will, however, be reduced by the lability
she takes over in regard to Postal Savings Bank, Postal Cash
and National Savings Certificates, outstanding in her area,
pensions of the undivided Government paid in Pakistan, and
the liability for pensions earned by officers who have opted
for service there. Pakistan’s share will be in the form of a
interstate debt to India. On a very rough estimate this debt
will amount to Rs. 3,00 crores at 3% interest.

The total debt of Pakistan will be repaid in Indian rupees
in 50 annual equated instalments for principal and interest, the
repayment commencing in 1952, : :

New Financial Year.

At the existing level of taxation the total Revenue for the
vear would be Rs. 230.52 crores and the expenditure charged
. to revenue Rs. 257.37 crores, with a deficit of Rs. 26.86 crores.

Post-War Planning.

The 1948-49 Budget made substantial provision for Post-
War Planning and Development. No reduction was made in
the assistance promised by the Centre to the provinces, when
the latter were asked to draw up their plans for development.
After allowing for the expenditure incurred up to Partition
and for the areas now in Pakistan, the outstanding balance of
assistance {o the provinces at the end of 1947-48 was estimated
at Rs. 170 40 180 crores. For Central schemes of development,
includin® resettlement, a provision of Rs. 10.77 crores was made
in the revenue budget, and Rs. 25.5 crores in the capital budget
for 1948-49.

In addition Rs. 26.5 crores was provided in 1947-48 and
Rs. 76"crores in 1948-49 for ordinary capital expenditure. The
sotal prowision in the Capital Budget for normal requirements
as well a$ to finance development schemes, both for the Centre
and the Provinces, totalled the impressive figure of Rs. T
crores in 1947-48 and Re: 165.5 crores for 1948-49.
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... In the large receipts of EPT. and B.P.T. continued in
1948-49 the revenue in 1949-50 may be Rs. 20 crores less*than
in'the previous year. Refugee expenditure may, ho®ever,,
be reduced as.also foodgrains subsidies and defence. ‘A
balanced hudget may therefore be expected in the near future,

Debt Position.

- The total interest bearing obligations at the end of 1948-49
were estimated at Rs. 2,231 crores against interest vielding
assets valued at Rs. 1,237 crores, while cash and other invest.
ments amounted to Rs. 1300 crores leaving a final uncovered
debt.of Rs. 864 croves. The proportion of the country’s debt
to its.national income also compares favourably with more
advanced countries like the U.S A. and the UK. This coun-
try’s debt is only half its probable national income, while in the
U.S.A. it is more than 1} times, and in the U XK. nearly 3 times
the national income. The net burden of interest on the dead-

weight debt in India amounts to only 104 per cent. of the re-
venue next year. -
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