Saturday,
28th February, 1948

THE

CONSTITUENT ASSEMBLY OF INDIA
(LEGISLATIVE) DEBATES

Official Report

————

VOLUME II, 1948
(17th Februray to 4th March, 1948)

——

SECOND SESSION
of the
CONSTITUENT ASSEMBLY OF INDIA (LEGISLATIVE)
1948




Pages
/TUESDAY, 2418 FEBRUARY, 18048—conid.

Railway Budget—List of D ds—oontd. . )
Demand No, 9.—Working Exp -Miscell Exp . . . 1169,
 1167—76
Loss on Railway Grain Shops . 1167—786
Demand No. 5—Working Expanses——Repan-s and Mumiemmee ", 1}76—88
Prevention of Thefis of Railway Fittings . L . 1176—88
Demand No. 1.—Railway Board . . . . 1189—92
Conditions prevailing on Oudh and Tirhut Railway . . . 1189—92
Demand No. 13—Appropriation to Betterment Fund . . 1192—95
. Demand No. 14—Appropriation to Reserve . . . . 1192—95
Demands Nos, 1—11 and 13—18 . . . . . . 1195—986

WEDNESDAY, 25TH FEBRUARY, A1948——

Starred Questions and Answers . . . . 1197—-1219
Election to Standing Committee for Mmmt‘ry of Transport 1219
Demand for Supplementary Grant (Railways) 15th August 1947 to 315t

March, 1948 . .. 1220°
Provincial Insolvency (Amendment) Bﬂ]—anamd to Select Committes . 1220—28
Resolution re extension of penod bl 2 and 3 of the

India (Central Gover t and Legislature) Act, 1946 as adapted—passed 1228—38
Dentists Bill—Motion to consider as reportaed by Seleot Comm:tfee—
not concluded . . 1289—64
THURSDAY, 26TH mevnr, 1948—
Starred Questions and Answers . . . . . . . . . 1286—82
Short Notice Questions and Answers . . 1283—84
Provincial Ineolvency (Amendment) Bill—Mnhon to ctmmdn—no moved . 1284
Code of Criminal Prc t) Bill—A t of Sections 161 and PP !
162—Withdrawn . . . . . . 1284—85
Code of Criminal Proced (A d ﬁ Bill— Amendment of Sections 4, 20A, E
eto.—Introduced . . . . e . . 1286
Delhi Sikb Gurdwaras and Re]x ious End ts Bill—Introduced . . . 1286
Criminal Tribes (Repeal) Bxll—Introduoed . . . . o . . 1287
Indian Penal Code (A d t ) xll-—~ d t of Secti 58, 121, 132, eto.
—Introduced . . . . . . . . . 1287

SATUBDAY, 28TH FEBRUARY, 1048—

tation of the G 1 Budget for 1948-49 . . 1327—50
Ind.m.n Finance Bill—Introduced . . . 1360

‘MoNDAY, 15T MARCH, 1948—

Starred Questions and Answers . . . . . . . . 1351—78
Transferred Starred Questions and Answers . . . . . 1378—88
Election to Standing Committee for Ministry of Eduoshon . . . 1388—89
Election to Standing Committee for Ministry of Transport . 1389
Delhi and Ajmer-Merwara Land Development B:ll—Extenskm of time for pmaan

tation of Report of Select Committee . . . 13890—90
Indian Power Alcohol Bxll—]'.ntroduced . . . . , 1390
Taxation on I (Investigation C ission) (A: d %) Bill—Referred to ™=

Select Committes . 1390——1411
Rehabilitation Finance Administration B:ll—Dmcuas:on on the motion to consider

as reported by Select Cc ittee—not o e 141224

TUESDAY, 2ND MAROH, 1948—

. Btarred Questions and Answers . o . . . . . . . 1425—1448
N Dest'n of Shri Debi Prasad Khaitan o . . 1446
Interim Agmemem, on Sterhng Ba\anm—l’npen Imd on t.he ubba . . 14471452
Rehabilit n Bill —Pessed as amended . . !1423 —1468,
7—1601

Announcement, re £ 'lotmenv of 'AdSitional Dates for vot.lng on Demnndl and for
eforence of Fiaatos Bl to Seleot Gymmittee . . . 1466—1467

G



CONSTITUENT ASSEMBLY OF INDIA (LEGISLATIVE)
Saturday, 28th February, 1048, .

The Assembly met in the Assembly Chamber of the Council House st
Five of the Clock in the afternoon, Mr. Spesker {The ‘Hounourable Mr. G. V.
Mavalankar) in the Chair. '

THE BUDGET FOR 1948-49

The Honourable Shri R. K. Shanmukham Chetty (Minister for Fiuance):
Mr. Speaker, when I presented my Interim Budget to Free India's firgh'
Parliament s few months back, our nation had been shaken to its very found-
ations by the great Punjab tragedy. Thousands of our people  bhad been
brutally butchered, and millions of innocent men, women and children driven
vut of their ancestral homes and forced to make a dusty, deadly trek in search of
u new home.  Our crying concern then was to dress the wounds of uproated
humanity; and to mobilise all our finaneisl resources to set aright an unhinged
economy.  Our new found freedom, however, weathered the storm, and as the
eve of my first annual Budget approached, I could see 8 silver lining around.
the cloud. Then, suddenly like w thunderbolt that rends the sky and spins
the globe, calamity struck us once more and orphaned our infant State aud
enveloped the country with a darkness even more complete. The hand that
nailed Jesus to the Cross reached cut of the evil recesses of history once again’
and slew the latest in the line of Prophets. Along with Bernard Shaw one
wonders: ““Must then a Christ perish in torment in every age to save those
that have no imagination?’” In. Mahatma Gandhi the world has lost an
uplifting standard, our mnation its Founding Father, and each one of us his-
friend, philosopher and guide. Many ran up to him in times of stress, national
or personal. and came back with renewed confidence. Our fledgling freedorn
felt. warm and secure under the protective wing of Gandhiji. The way ill
fortune has dogged our heels makes one doubt whether our people had made
a tryst with disaster rather than with destiny. But that is & most un-Gandhi-
an mood; for he remained cheerful and buoyant and hopeful even in the dark-
est hour. Indeed I rise to-day under a shadow, but I know it is the shadow
of his Cross, and so I feel contident that our nation will be prepared to mest
the great challenge of thesituation. In the faith that looks through death
we shall shape the destiny of our nation on the pattern which he cherished and
lead it from the dark abyes of hatred. and despait to the sunlit pastures of
eternal life, )

) Review -of Economic- Conditions -

2. The third vear after war finds the ‘world still in the meshes of those
ecanomic maladjustments which are the inevitable aftermath of total wary-
the nemesis that inexorably pursues the victor and the vanquished a'ike. Wes-
tern Furope is still in a sad plight and intolerable economic conditions prevail
in many of the devastated areas. The efforts at rehabilitation by the United
Nations Organisation and the United States Government have so far borne little
fruit. * Al hdpé is now centred round the Marshall Plan. But its gestation i
induly delaved, and it has worsened the alréadv strained relations between the
Big Three. The United Kingdom iz making n heroic effort -to rehabilitate her
wartorn economvy and shattered trade. There has been serious economic disloca-
tion in many Arian countries owing to viclent internal struggles or fight for free-
dom from foreign -domination. Thus, over a large part of the world, economic .

( 1327 )
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conditions are still worse than in war time; production bas fallen, even below
pre-war levels in some gases, and prices have been soaring to new heights. The
world toud situation is still a cause for serious anxiety, wile the world & populd-
102 Liws inereused by about 200 m:llions since 1939, the totul tood production hus
fallea by 7 per ceat. At the same uine, there hus been a irenzndqus uciease
jn the mouey iu circulation, The wany bigh-powered internauoenut  bodies
lately set up for rectifying the world's currency and food troubles have so far
maude litde headway. In the result, inilation 1s still boiding the worsd w its
firm grip and the stundards of living of the great majority of the world s pu-
pulation remain at depressingly low levels. Lspecially in Asian countries, the
ecouotnic situation has greatly deteriorated owing to violent internsl strugg.es
end the cousequent dislocation of normal economic activity.

8. There has been no material change in the general economic conditions
in our own country since I reviewed them last when presentng the bu'ret for
the current year last November, The dislocation caused by the muss migration
of people between—Western Pakistan and India still remaius to be surmoeunted
and only the fringe of the problem of rehabilitating. the millions of people who
have crossed over to India has so far been touched. While active steps -are
being takén to provide the necessary finanoial assistance to the refugees to
enable them to start on useful careers in their new surroundings, the process
of rehabilitation is necessarily bound fo take some time. The budget for next
year provides a substantial amount for relief and rehabilitation and the House
may rest assured that everything possible will be done to place fhese refugees
in useful occupations as early as possible. It is not merely a matter of humau-
itarian velief but one of economic investment, for the sooner these people,
many of whom are skilled workers and agriculturists with experience, are
placed in occupations in which their productive capacity would add to the
wealth of the community the better for the country. In this task of rehabi-
litation the Government of India are working in close co-operation with the
neighbouring States and Provinces and the plans for their relief and rehabi-
litation are being drawn up in co-ordination with them.

4. The food position still continues to cause anxiety and conditions have
definitely become worse in large parts of the Madras Presidency following the
fuilure of the monsoon. Steps are being faken to make additional supplies
available but the position is bound to be difficult until the new harvest comes
on the market. It is not necessary for,me to explain in detail the reasons
which led to the policy of gradual decontrol of food which was approved by this
House. The effects of this policy on the internal sources of supply still remait:
to be seen but if the expectation behind this policy .that it would bring more
supplies to the market and, to that extent. reduce our dependence on foreign
imports is realised, it would be completely justified.

5. In my speech last November I mentioned the rising trend of prices as
the most unwholesome feature in our economic situation. This, as I explained
then, was the result of a number of factors some of which, like the accumul-
ation of surplus purchasing power in the hands of the community, have been
in operation for some time while the all round fall in production, both indus-
trial and agricultural, was of more recent origin. I stressed then the need
for increasing production in every possible way and I gave details of the steps
taken to promote the increase of textile production as an example of what the
Government are striving to do. But the House must realise that any subs-
tantial* increase in production is impossible until the shortage of materials the
Lottleneck in transport and other impediments are removed. If the increase
in productien requires the import of equipment from overseas, this again takes
time to obtein and is also limited by considerations of foreign exchange on which
the motre urgent requirements of food have necessarily the first claim. Theae
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difficulties are inherent in the situation but it ‘does not necessarily follow the
Government are doing nothing in the matter. " One serious hindrance in ta
way of production, even witn the available resources, has been the frequent
disputes between capital and labour, resulting in strikes and other interrup-
iions of work., If the recent truce agreed upon between capital and labou.
for a petiod of three yeurs in the recent Industries Conference can be ipl
mented in letter and spirit, the way would be clear for a considerable increase
in production.

6. A view that has in recent years become almost. unanimous amoug eco-
nomists and financiers is that each year a Government's financial policy should
be so planned as fo rectify the economic maladjustments of the time, and to
serve as a compensatory device to offset fluctuations in the private sector of
economy. In a time of inflation, budgets should mnot only be balanced but
there should be a comfortable surplus ior mopping up the excess purchasing
power and to encourage economy in private spending. On the other hand,
when a depression is on, Goverment should launch bold schemes of public
expenditure and should boldly budget for a deficit if necessary.

7. An inflationary pressure resulting from too much money chasing too
few goods has been the key-note of cur present economy, and there is no
indication that a reversal of this trend is in sight. At such a juncture, we
should exert every nerve to budget for a surplus, if possible, by increasing revenus
and curtailing expenditure. The methods by which these aims are achieved
are important, because as the present phase of inflation is due to an abundance
of spending power without the goods to spend on, we must see that =
surplus is achieved in such a way as to curtail spending and create suitable
incentives for increasing production. In other words, the tax-burdens laid
must be met by cutting down expenditure on consumption and not by savigg
less.  Bimilarly, the borrowing made must be from genuine savings and not
from inflated bank credit. The practical application of these principles is in-
deed difficult, but we must bear them in mind in shaping our financial policy.

Balance of Payments

8. I should like to draw the attention of the House to a matter which has
been causing some concern to Government, namely, the emergence, in recent
times, of a substantial adverse balance in India’s external payments. India’s
balance of trade has in the past always been substantially in her favour, the -
surplus of exports over imports being used by her to meet the interest and
e#mortisation charges on her sterling debt, to pay the pensions and leave sala-
ries of British officers and to make other invisible payments such as the re-
mittance of the profits of foreign investments in India and banking, insurance
end shipping charges. During the war years India’s balance of trade became
even more favourable than before, due not only to restrictions on her imports
on account of war time conditions but to the large payments which rcorved
fo her on account of supplies and services to the allied nations and the De-
fence Expenditure Plan. The result of India’s earnings, both visible and in-
vigible, being vastly in excess of her expenditure, was the rapid accumulation
of our sterling balances. Yart of these balances was used to purchase the
Indian railways and to repatriate compulsorily almost the whole of the Indiar
sterling debt; part was used through Indian nationals acquiring British  in-
vestments in dndia. All these measures served greatly to lessen the annum
drain on India while the interest earned on the sterling balances added in some
menasure to our income. If, therefore, all the other factors.in the sitwstion
had remained the same, India, should have had now a substantially more
favourable balance of payments than she had before the war.

9. Far from naving a favonrable halance, however. Tndia had i the fird
wst-war vear ' 1048.47 a substantial deficit in her halance of psvments on



80 CONSTITUENT ASSEMELY OF:[NDIA (ERGISLATIVE)  [28Td Fzs. 1048
[Bhei R. K Shanmukham Chetty] _
ourrent account. The tendency wiich then munifested itself for the first
time Istlll continues and had it nobt been for the restrictive import policy which
was introduced in June 1047 the deficits we have had would have been subs-
tantially greater. The reascns for this are two-fold. Firsbly, it & the inevi-
table result of the absence of imports during the many years of war that the
long pent up demand should seek to sabisfy itself as soon as goods become
availsble. This is true not only of consnmer goods but also of ‘producer goods
and plant and equipment, the arrears and. maintenance of which have to be
made good as soon us possible if peoducsior is not to be interfered with. The
second, and_by far the more important reason for this deficit is, as is weil
owu, our imports of foodgrains. Indis has of course been u regular importer
of food for muny years but quactities and prices huve both been recently going
up. In 194445 und 194546 the value of foodgrains imported into India was
Bs. 14 crores and Rs. 24 crores respectively Iu 1946-47 the figure wag
Bs. 89 crores.  These figures nre in addition to the import of supplementary food .
articles which cost o fortlier Rs. 15 crores in 194647, [n 194748 the amount
expected to be spent on the impart of food-gea'ns i e, 110 erorce. T

10. The money required for the purchese of food is of course a first charge o
our available foreign- exchange resources.” These consist of aue export earnings
and of our-sterling halances bub ou the lattér ‘we have necessariiy to' draw
in moderation. These resources are ndt sufficient to finance hith ‘the heavy
deuin cuused by food imports as well as ta pay for all the other importe we should
like. to- purchase:  As food must hove the highest priority,” we have necessarily
to restrict the impert of other commodities. [t is undesirable that this should
be so, particularly at a time when inflationary tendencies persist in the country.
I§ is therefore, imperative for us to take all the steps in our power, not only
to increase the production of food in this counbry so as to reduce imports, but
te increase production in every other field of economic activity so that it may
be possible to increase our export income without * reducing home consump-
tion. T fear, hiowever, that in spite of all the actior that may be taken in
this direction.it will take a few years before it will be possible for India to
bring her foreign payinents into equilibrium and that, therefore, it will be neces-
gary to continue with our present restrictions op- imaports. ‘

11. It will be apprecigted that, with India’s l'un'itad-raaogl'ces ?i hard.cm"-l
rencies, it would have been impossible to continue the policy of non-discri-
mination regarding the source from which Tndian imports camie, which was'a

" feature of ludian import policy during the last half year. Honourable Mem-
bers will remember that T indicated $o them in my last Budget Speech that the
doller shortage would cause us to réimpose discrimination and T fear we havé-
had, in framing the import policy for the present half year, to make the most
drastic cuts in imports from the hard currency areas. It is |1;:fort.nnate that
this has to be so, for we are being compelled either to do without a large
number of useful ‘articles which are obtainable only in the hard currency’ area
or to pay for them a higher price in the soft currencies. ﬁg iong_, haweve_t,
‘a5 the world doller shortage caused by the disequilibrium in w:?rl:I _tr&de_-. Gon-
tinues. 1 fear we have no alternative but to procesd on the basis which has
been in foree ever since the war broke out and to.which we have now had to
revert. I am, however, glad to be able to report to the Housd that we have.
been,abe slightly to decrease the rigour of the import control from the sterling
and':\tfher soft currency areas which we had imposed during t-}:e ls_g_.st half year.
It was neither desirable nor indeed pessible -to continue impert coutrol from
aH over the world with that degree of vestriction which we had introduced, for
not only would it have led, if it continued for any length of h_me“ to an increase
w the inflationars potential but would also have interfered with produstion.
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12. One other recent trend in our extérnal financial position is deservi
of speciul rention, Till 1945-48 not only did we have an overall favourable
balance of payments but we were in substeniial surplus with the U.8.A. Sinee
1946-47 thaf situation has aleo changed, both because goods have become
much more freely available in that country ‘and because we have ¢ purchase
there u substantial portion of our food requirements. In 1946-47 our deficit
with the U.S.A. was Rs. 15 crores. In the subsequent mowths it increased
substantially, being Rs. 134 crores and Ks. 22 crores regpectively for the second
and thivd quarters of 1947, Preliminary figures for the twe months October
and November diselose u deficit of Rs. 14 crores. Witk the othner hard cur-
rency countries the position is né better and during the period April o Nov-
‘ember 1947 our deficit with them hes been T, 5} croves. - Qur total net
earninigs of hard ¢uencigs during the period - September 1829 {0 - November
1947 were abouf Rs. 37 crores, :

'13. The most important lesson to be drawn from s study of our. external
financial position is that so long s food imports continue :on the present scale
we would be confronted with the problem of an adverse baiance of payments
and the disequilibrium in our economy will persisi. Such a state of  affairs
will be a source of anxiety and even danger. The only way. to redress the
balance is to increase the intérnal preduction of focd. - While an expansion
of .our export trade will- go a long way mitigate the seriousness of the problem,
it will_be imppésible to bridge the gap by exports elone. It ‘will be ‘obsg d
that, though 1-have indicsted the trende in- our external financial position, A
have not given-any figures for our overall deficite in the balance of payments.
This is. for the simple reason that such figures have so far not existed, t-hopgh
steps have now. been taken to mee that they are collected in future. 1 would,
nevertheless, like to give the House some idea of our position- as it isikely to
be during the first half of 1948 and propose to mention certain figures on fhe
clear -understanding that there are to be taken more ms an indieation of the
magnitude of the figures involved than of the aetual figures as they are likely
-to be.. Forecasts of balance of payments are notoriously liable to be inaccurate
because of the uncertainties of the factors involved ; but in preparing the forecast
for the firat six months of 1948 we have suffered from the additional h_&ndlcap
that it is impossible to say what -effect the partition of ‘the conntry will have
on.-its external frade and that there are no paet actusle“to guide us: ’_I'he fig-
ures I shall mention. relate to-the balance of paymenis on current account of
the Dominion of India with the rest of the world exelnding Pakistan. For our
balance. of  payments with Pakistan. 1 fear it is not. possible to make even
the roughest of estimates. - In the half yedr January o June 1948 we hope to
earn . through our  experts. and other sources Rs. 208 crores. - We expect to-
spend .during the samie perind Rs. 260 croves. - We therefore anticipate an
overall - deficit of Rd..52 -crores. -Out of our total expenditure durinz ‘the half
year, no less than Rs. 61 croves will he spent on i.lia'lpumha_se’ of food. - R

" 14. Honourahle Members will appreciate more fully in” the lfk}_lﬁ ~of what
I ‘have ‘ntated : ahove the- significance of the sécond interim agreement on the
eterling halances: whioh has beén concluded between the’ Government (_Jf':l_nrlm
and the Goveérnmterit of thé United Kinzdom' by en ‘exchange of “létters. In
brief. the ‘éffect ¢f the exchange of Jettets i€ “that the fmaneidl agreemient ‘dated
14th Augiwt=1947 - which expired:on ‘the 81st Decernhér 1947, hits ‘been’ exten:
ded upto: 80th June 148 with some modifications. * The firél. abreemnt Wa -
on behalf of ‘both Tndia and" Pakistan but ‘the ‘present’ Ttefision is @1 ﬁfha\!
of the Dominion of Tndin alorie.  Honoutable Mefiibers will remember” {hit’ i
December  1ast, When an” agreement was réached” hetween AR i offf
selves” on -all outstanding  financis] issuss including the' division' 6" the’ _J_erig;g N
balahede, it was'bgrebd that-trom the 18t of Janimiry 1948 the ekchifié dc




1332 CONSTITUENT ASSEMBLY OF INDIA (LEGISLATIVE) [28TH FEB. 1948

[Shri R. K. Shanmukbam Chetty]
of the two countries should be kept separately. As a consequence of this
separation it was also agreed that negctiations for a further interim settlement
between the United Kingdom and the two Dominions should le carried on
separately by each. Hence Pakistan was not a party to our recent negotiations.

15. The cbject that we kept in view in our recent discussions with the re-
- presentatives of the United Kingdom Government was to make available to
us sufficient foreign exchange resources to meet our estimated overall deficit in
the balance of payments during the first half of 1948. As I have indicated
earlier, we estimafe our overall deficit for this period at £ 39 million or Rs. 52
crores. It has now been agreed that a further £ 18 million (or Rs. 24 croves)
will be transferred from Account No. 2 to Account No. 1, the existing balance
in which will, of course, be carried forward at our disposal except for a certain
amount to be transferred to Pakistan under the Indo-Pakistan Agreement of
December last. This fresh transfer, together with the balances that we have
at our disposal under various accounts and some borrowing from the Inter-
national Monetary Fund, will enable us to meet our anticipated deficit. - As
our Account No. 1 would now stand, I have no aunxiety on account of the
external financial position of the country so far as currencies other than the
‘hard currencies are concerned.

.16. One important fealure of the new agreement is the limit on converti-
bility. Under. the original agreement the whole of our sterling in Account
No. 1, whether it arose by transfer from Account No. 2 or through the pro-
ceeds of current earnings, was fully convertible for current transactions into
any currency including that of the U.8.A. In other words, the whole of the
sterling that we held in Account No. 1 was multilaterally convertible. Under
the present agreement. however, we have heen put ta the necessary of
limiting our right to multilateral convertibility to the extent of only £ 10
million or Rs. 13.33 crores. This restriction wﬁ'l necessitate our borrowing to
some extent from the International Monetary Fund. I am, however, satisfied
that the extent ef our borrowing from the Fund during the current half-year
will be well within the limits of our rights of borrowing from that ¥Fund.
Honourable Members are entit'ed to know why we agreed to limit the right to
full multilateral convertibility which is possessed by every member of the
sterling area. The answer is that, like all international agreements, this agree-
ment was a compromise, and in the light of the circumstances that faced us
I consider it in the bést interests of the country to accept this condition. T am
not unmindful of the great difficulties under which the United Kingdom is
labouring today, nor am I unappreciative of the valiant efforts being made by
that great country to restore equilibrium in her economy and to discharge her
international obligations. I am fully aware that the gold and doller resources
of the sterling area are small, are rspidly being exhausted and require to be
husbanded with the greatest care. It is for this reason that we agreed last
September, soon after our first interim agreement was concluded and when
the United Kingdom was forced to suspend the convertibility cluuse in the
Anglo-American Loan Agreement, to co-operate by restrieting doller expendi-
ture a8 far as possible. For the half year in question our expenditure in hard
currency has been severely limited to essentials. Nevertheless, T caunot help
feeling that it should have been possible to svoid introduecing this very undesir-
able and harmful principle of a limit on the convertibility of sterling for
members of the sterling area who are pledged to hold sterling without limit
of amovnt. We have honoured that pledge perhaps even hevond the hounds
of prudence. Even from the point of view of the necessity for safeguarding
the oentral reserves of the sterling arsa, I cannot feel happy about the low
limit of convertibility forced upon us. After all, our proposed drawings on the
central reserves were the merest fraction of what the United Kingdom berself
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proposed to draw therefrom. Undesirable as this feature of the agreement is,
we accept it in the hope that it would be possible to vemove this_cond.tion at
the earliest possible moment. We have decided in fact to make a long term
settlemens with the United Kingdom on this vexed question uss soon as pos-
sible. I feel that it is unsotisfactory that there should be negotiations every
six mouths en this subject for the element of uncertainty as to the results of
these periodical negotiations makes it impossible for any long term co-ordinated
trade policies to be formulated. I heve, therefore, conveyed to the Leuder
of the British Delegation my desire that steps should be taken for initiating
talks for a long term settlement.

Financial Settlement with Pakistan

17. When I gave a brief account to the House in my last Budget Speech
ot the: details of the partition and its financial and economic results, I mentioned
that a number of important points connected with the partition still remained
unsettled and were likely to be referred to arbitration. As the House is aware,
these outstanding questions have been the subject of further consultations bet-
ween the two Governments and all of them have been settled so that so far
as the two dominions are concerned, it became unnecessary to resort to arbi-
tration ou any issue. Now that a final settlement has been arrived at, although
the details would necessarily take somer time to work out, I propose to give the
House a short account of these decisions.

18. The position of the undivided Government as on the date of partition
was that its outstanding liabilities exceeded its assets so that ultimately it is
the debt that is being divided between the two Governments. Ou a rough esti-
mate the outstanding debt of the Central Government as on the 14th Augnust
1847, including in this not merely the outstanding public debt but all its
obligations to outside parties such as deposits in Postal Savings Banks, out-
standing balances of Post Office Cash and National Savings Certificates, Pro-
vident Fund Deposits of Government servants, the amounts likely to be paid
to the British Government for surplus stores and other property acquired by
the Defence Services and the capitalised vulue of the liability for pensions in
payment on the date of partition und pensions earned by serving officers-upto
that date, is likely to be of the order of Rs. 3,300 crores. The Government
of India's assets on that date are represented by the capital spent on the
great Commercial Departments like the Railways and the Posts and Teleg‘n‘iphs,
the Security Printing Press, the Irrigation works in the Centrally Administered
areas, the Port of Vizagapatam and New Delhi; the buildings, stores and equip-
ment of the Defence Services and the various branches of the Civil Administra-
tion; the cash balance with the Reserre Bank and investments such as the
Silver Redemption Reserve and the subscriptions to the Tnternational Mone-
tary Fund and the International Bank; and the miscellaneous debts due to
it such as the outstanding loans made to Provincial Governments and local
bodies and institutions. The total value of these sssets is of the order of Ra.
2,800 crores leaving a net excess of liabilities over assets of about Rs. 500 erores.
As T gaid earlier, it will be some time before the final figures are available fmd
the machinery for obtaining them as early as possible is being set in motion.
The arrangement with Pakistan is that for all assets located in her territory such
as the Railways and the Posts and Telegraphs system operating in Pakistan, the
stores and other movable equipment allocated to her, the administrative build-
ings and installations taken over, by ber in her territory she takes a debt
eqnal to the book value of all these assets. An exception hns been made in the
case of strategic railwavs the book value of which for purposes of the settle-
ment, will he written down from a litHe over Rs. 32 crores to Rs. 14.45
crores. Tn addition, Pakistan will take over a debt equal to fhe smount of
the cash balance of Rs. 74 crores allocated to her out of the cash balances
of the undivided Governmenb and siso 17} per cent. of the net excess of the.
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Central Government’s liabilities over assets which, as 1 mentioned earlier,
is likely to be of the order of Rs. 500 crores. The total of Pakistan's debt as
calculated above will be reduced by the liability she takes over directt in'regard
to Postal Savings Banks, Postal Cash and National Savings Certificates out-
elending in ber area, the pensions of the undivided Government paid in Pakis:
_ten and the liability for pensions earned by officers who have opted for service
in' that Dominion. For purpeses of the financial settlement the outstanding
debt of the Central Government will be valued after taking into account the
interest payments, discounts, the date of redemption and so on. Similarly
the actuarial value of the pensionary lighility will have to be caleulated. The
, ¢losing of the accounts for the pre-partition period, without which the out-
shanding assets and liabilities cannot be determined, will also take some time
to complete. It is not therefore possible to give anything mare than # very
rough indicatjon of the amounts involved in the settlement or the share of
Pokistan m the outstanding debt. Pakistan's share will take the form of
an inter-state debt to India. On a very rough estimate this debt is likely to
be of the order of Rs. 300 crores. and the rate of interest may be near about
8 per cent. Pakistan’s total debt is to be repaid in Indian rupees in fifty
annug] equated instalments for principal and interest.  As a measure of as-
sistance to the new Dominjon in its earlier yesrs it has been agreed that the
first payment should commence only in 1952. . In addition 1o the Rs. 75
crores given to her out of the cash balance of the undivided Gowernment it has
also- been agreed that India would make svailable to Pakistan a further sum
&. Rs. 6 crores for meeting the expenditure on the smetting up of Ordnance
factories and similar special institutions requived by her. This amount will
aleo be added to Puakistan’s debt. With this settlement. the terms of which,
s8 the Deputy Prime Minister hes already told the House, are generous and
conceived 'in & real spirif of assistance o Pakistan, the purely financial pro-
blems arising ont of the partition may be said to have been satisfactorily solved.

19. The allocation of the sterling reserves that the Reserve Bank will
hold when it ceases 10 be the currency authority and banker to the Pakistan
Government on the 30th September next also raised difficult issues and I am
glad to say that a satiefactory solution hes been reached here also. It has been
agreed that out of the sterling éssets in the Issue Department, Pakistan would
receive a share in the proportion of the notes in circulation in Pakigtan. In
addition she would also he entitled to 173 per cent. of the excess of the sterling
held by the.Reserve Bank:on the 30tk September 1948 in both the Banking
and Issue Departments after allowing for the payments to be made to the
British Government jor surpius military stores and fixed assets and the capi-
talised value :of pensions paid-in sterling and for the retention of a reserve in
e lssue Department which, together with the gold, would be equal to 70
‘per. cent: of ‘the liabilities. This additional sterling will be relensed to Pakis-
{em by India, as and when -required, till the 81st’ December 1967, against” pay-
tnent in- Iadian rupees. - . Pl W T R

FI.I@\KCIAL. Year; 1947-48.
‘Revemie = R v
current and. the ensuving years. _ _
In.my interim Budget 1 estimated the “deficit for the éurrent “year Mer:ng
73 months at* Re.: 24.5% crorés.  The House will be glad 10" know that I now
astimate the deficit ‘at only Re. 6.52 crores. ''The improvement is dve to some
increase in'the anticipated revenve and & decresse in expendifure.. . " °

a
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21. The revenue receipts during the period 15th August 1947 to 31st Maren
1948 are now estimated at Rs. 178.77 crores against Ks, 172.8 crores in the
Budget passed by this House last November. The improvement of 'nearly
Rs. 6 crores is mainly due to an increase of Rs. 2.35 crores under Custowms
and a windfall of Rs. 3 crores from the levy on old stocks of cloth released for
sale at increased prices following the recent decontrol of textiles. The esti-
mates also include Rs. 2.25 crores on aceount of Government’s shure in the
increased price of sugar, stocks of which were frozen by Government when
sugar was decontrolled Just December, and Rs. 2 -crores. on aceount of the
receipts of the Cotton Textiles Equalisation Fund. - The revenue under Cen-
tral Excise Duties is now estimated to show o reduction of Ks. 1.86 erores
compared with the budget, mainly under Sugar and Tobacco. The total re-
venue from Taxes on Income including Corporation Tax is now estimated at
Rs. 115 croves, a reduction of Rs. 3 crores in the original estimate. The divi-
sible pool of income-tax is now estimated at Rs. 65.49 crores of which. the Pro-
vineial share would amount to Rs. 29.74 crores. The credit of Rs. 2.25 crores
on account of the increase in sugar prices mentioned above will however be
set off by a corresponding provision in the expenditure estimates as the intention
is to fund these receipts for the benefit of the industry and the sugar producing:
Provinces. Similarly the receipts of the Cotton Textiles  Egualisation. Fund
will be transferred to it by provision in thé expenditure estimates.

Expenditure

23. The total expenditure this year is now estimated at Re.. 185.29 crores
showing a reduction of Rs. 12.1 crotes in the original estimate. The expendi-
ture on Defence Services is expected to show a saving of Rs. 6.11 crores, Civil
estimates accounting for the balance of Rs. 5.99 crores..

93, The current year’s budget for Defence Services included a substantial
provision for new schenies- and for the aequisition of land but owing to changes
in the plans on strategic and other considerations amd the pre-oceupation of
the Defence authorities with matters such as the -operations:in Kashmir to repel
the invaders from that State, it is expected that a saving of Ns. 575 croves
is likelv to.be effected this year. The budget .also included a provisin of
Rs. 1:88 crores for payment to an Equalisation Fund for the replacement of
certain vessels of the Royal Indian Navy and aireraft of the-Roval Indian Air
Force. On further consideration it has been decided that this contribution
should wait until conditions become more stable and the provision on this
account will accordingly lapse. - .

24. The saving of Rs. 5.99 crores in Civil expenditure is mainly due to a
reduction’ in .the provision -for expenditire’ on the relief and rehabilitdtion of
refugees. The House will remember that a lump ‘sim’ of R, 29 erores was
provided for this purpose in riiy budget: - At that time Wheh the large’ scals
movements of population were still taking place’'it' was imjiossible to frame a
close estimate of the expenditure likely to be involved. On the indications
then available, I considered it advisable to provide a subgtantiz] fieure. “The
position kBis sinee been reviewed . and although it is difficult. in view of the
constant changes.in the position .and._the - fluid nature .of the: relief plans, to
meke a close estimate -it is now expected that -theiexpenditure this: vear :may
not_amount to more .than Rs. 14.89 erores. A eaving-of Fs.' 2.86 ‘rorer I8
also expected in the provision of :Ri. 22.52 crores: forwubsidies on “ifiparted
foodgrains. - Intarest charges-ave also eipected to.show & saving of Re:- 1:29
crores. These: gavings are partly set off. by, the provision of Rex2:25. crores
for. funding. thetspecial reeeipts following #he deeontrdl of -evigee:.and - .the
proxigion, of Re. . erares for the.irensfer te.she -Cotton ‘Pextiles: Eequalisation
Fund of.ilie receipta:realived for ity both. ofi which: F-Have: zoehtioned: eardier.. - |
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25. I now turn to the estimates for the year 1946-49. At the e;isting level
of taxation, L place the total revenue for the year at Rs. 230.52 crores aud the
expenditure charged to revenue at Rs. 257.37 crores leaving a deficit of Rs. 26.85
crores. Before 1 deal with the detailed estimates, I must warn the House
that the revised estimate for the current year does not provide a basis for com-
barison when considering the estimates for next year, because the estimates

for the current year cover only 74 months while the provision in the Budget
for next year covers.a full year.

Revenus

26. The total receipts from customs have been placed at Rs. 81.75 crores.
This provides for a full year's revenue from the enhanced duty on exports of
cotton cloth and yarn imposed in the current year's budget. The effect on our
tevenue of the restriction on imports so as to conserve foreign exchange has
been taken into account as also the restrictions on the exports of raw cotton.
Central excises are expected to bring in Rs. 84 crores and receipts from income
tax, which include Rs. 12 crores of Excess Profits Tax and Rs. 17 crores on
account of the Business Profits Tax, have been placed at Rs. 130 crores. The
divisible pool of income tax is estimated at Rs. 80.24 crores of which the
Centre will retain Rs. 42.87 crores leaving Rs. 37.87 crores as the Provineial
share. The profits from Currency and Mint, after allowing for the share of
Pakistan under the arrangement for the management of the currency of both

the Dominions by the Reserve Bank upto the 30th September 1948 are esti-
mated at Rs. 9.4 crores.

The revenue of the Posts and Telegraphs Department is expected to
amount to Rs. 26.2 crores and working expenses and interest to Re. 25.82 crores
leaving a small surplus of Rs. 38 lakhe. In the current year, the surplus
will be shared between general revenues and the Department in the ratio of
three to one while next year only half the surplus will acerue outright to generat
revenues. The Deparfment will get a rebate of interest on its share of the
-accumulated profits in the past which at the end of the budget year are expected
te amount to about Re..8 crores.

Expenditure

27. The total expenditure for next year is estimated at Rs. 257.37 crores
«of which Defence Services will account for Rs. 121.08 crores and Civil expendi-
ture for Rs. 186.29 crores. Following the customary procedure, I shall first
deal with the Defence estimates.

28. Defence Services.—The reconstitution of the Armed Forces of the un-
divided Government of India into separate forces for the two dominions is
now virtually complete. It was envisaged at an eawrlier stage that the re-
organisation of the Armed Forces would be largely completed in the financial
year, 1048-49. With the alteration in the role of the Armed Forcea as a result
of the partition a redistribubion of the available financial resources between tha
three services to allow for g more balanced development was contemplated.
Unfortunately, however, the recrudescence of communal dinturbapcas and tl}e
necessity in.present clrcumstances of having to retain substantial forces till

* normal conditions return have made it impossible to undertake thc long term
planning of the Armed Forces so as to keep the expenditure on them at a.
level appropriate to the financial resources of the gountry.
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29. As the House is already aware, the process of demobilisation of the
Armed Forces was arrested by the partition of the country in order to facilitate
the division of the forces between the two dominions and to enahle them ia-
dependently to determine the size and composition of their respective Armed
Forces. *In the altered strategic situation following the partition and also in
view of the recent disturbances in the country, it hss not been possible to re-

-sume demobilisation in the Armed Forees of the Indian Domipion. The future
strength and composition of these forces still remain to be decided and it may
be some time before a decision is taken. Meanwhile, the Army is expected to
be maintained at its present level. .

30. Certain decisions for the expansion of the Naval and Air Forces have been
taken and a delegation was sent to the United Kingdom last November to dis-
suss with the British Government the question of acquiring certain Naval
vessels and aireraft and the provision of training and other facilities for officers
and men of the Indian Forces. These discussions were successfully completed
and arrangements have been made for the acquisition of certuin assets and for
the training of Indian personnel. Honourable Members are aware of the de-
cigion by Government to strengthen the Navy with new types of ships, notably
a cruiser and three destroyers. A party of officers and men of the Royal
indian Navy has already been despatched to the United Kingdom %o undergo
the necessary specialised training in order to ensure that these ghips are
manned as far as possible by Indian nationals. The Royal Indian Air Force is
also being expanded.

31. The budget estimate for Defence Services for 1948-49 is, as I have men-
tioned Rs. 121.08 crores. This is exclusive of expenditure of a capital nature
amounting to Rs. 14.99 crores to be incurred on the acqui-
siton of land, the construction of  training  institutions,  the
provision of accommodation for personnel, the aequisition of
vew naval vessels, aircraft and connected equipment for the ex-
pansion of the Navy and the Air Forces which I have mentioned earlier. Pro-
vision for this expenditure has been included in the Capital Budget. As the
House is aware, this practice of providing for capital expenditure outside the
revenue saeccounf was introduced during the last War, and was discontinued
only in 1947-48. T trust the House will agree with me that in the presenb
abnormal conditions the decision to charge to capital the expenditure on the
acquisition of permanent assets is unobjectionable.

#2. The parlition of the country placed h‘ea\r}_' responsibilities on the Armed
Forces of this Dominion when they were in the process of reconstitution both
in the matter of maintenance of law and order and in assisting the Civil autho-
rities in the evacuation and relief of the minorities in the Punjab. A Military
Evacuation Organisation was set up during September 1947 with its headquar-
ters at Amritsar apd an advance headquarter at Lahore and this organisation
succeedad in evacuating over 4 million non-muslims from Western Pakistan
and about 5 million muslims from India within a period of 3 mcenths. This
stupendous task had to be performed under the most trying conditions and
the troops which took part in it have responded most maguificently to our call.
While the energy and resources of the army were mobilised for this humani-
tarian work further calls were made ou them for the defence of Kashmir. The
fighting in Kashmir is being earried on in difficult terrain and severe climatic
conditions. T am sure the House will join me in paying a tribute to the Army
and the Royal Indian Air Force for the magnificant way in which<they have
responded to the eall made on them.

33. Civil Estimates.—Details of the estimates under individuel heads nre.
as usual, given in the Explanatory Memorandum circulated with the Budggt
papers and T do nob propose to weary the House by repeating them here. I
should like however fo refer briefly to the provision included in thess estimates
for certain special items like the expenditurs on refugses and the subsidy for
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food. The expenditure on the rebet and rehabilitation of refugees next year it
estimated gt Rs. 10.04 crores. The expenditure next year wili be largeny on
relief and rehabilitation as the evacuution of refugees has now been nearly o
pleted, except from Sind and to some extent from the N.-W.F.P. This estinute
is necessarily tentative because in the rapidly changing conditions, it has wvob
been possibic to frame 4 close estimate.  In addition to direct reliel and grants
for rehabilitation a comprehensive scheme for granting advances to the refugees
o enable them to settle down in various walks of life has also been drawn up” A
Hehabilitation Finance Administration to which  Government  will  advence
Rs. 10 croves is also being set up. 1 hope that the facilities provided by the in-
dustrial Finance Corporation will also pe available for the assistance of indus-
“iries which have bad to be transferred to India on account of the comnmumal
disturbances. In addition to the provision of Rs. 10.04 crores m the revenue
budget a sum of Es. 10 eroves has been included in the capital budget fer the
Rehabilitation Finance Administration and Rs. 5 crores for Joans and advances
for rehabilitation, including loans to Provinces for.this purpose. The expen-
diture on food subsidies, including the bonus to Provinees on the internal pro-
curement . of grain under the new food policy announced recently, is estimaterd
at Re. 10.91 crores. The estimates also include a total provision of Rs. 105

¢rores under various heads for expenditure wpon development schemes and
resettlement.

94, The House would doubtless wish to know if in framing the budget ior
next year any allowaice has been made for the implementation of the recom-
mendations of the Economy Committee the appointinent of which under the
Chairmanship of Shri Kasturbhai Lalbhai was announced by me. The House
will realise that it is obviously impossible to forecast the directions in which
the Committee may suggest economiss and the total amount that could L=z
expected to be saved. 1 have howevel made a lmp cut of Rs, 2§ crores under
ihe various heads of civil expenditure in order to ensure that some econotny
is effected pending the report of the Committee. 1 the. Connnittee’s report
suggests econamies on a larger ~cale T prapose to take steps during the conree
‘of ike year to see that they are realised. T wish™ fo make it clear however
that this Jump sum ent is mainly in the natwe of a token and should not
be taken as giving any indication of the size of the gronemy which T consider
coule be efiected. This must necessarily depend on the considered jndgment
of the Committee after -they havk examined the various departmental atho-
rities and 1. do nmot wish in any way to anticipate their findings.

35. Of ‘the total expenditure of Ra: 1836.29 croves provided in {he hudget
for next year Re. 20.95 crores are accounted tor By the expenditure an refugees
and the payment of subsidies and bonus for fondgrains, Jeaving Rs. 106534
erores for normal expenditure. This includes Re. 8.98 croves for tax eollection,
Re. 20 erores for grantstin-aid to Provincial Governments and Rs. 20-93 crores,
and provision for debt redemption. Rs. 3.15 crovés for Planning and Resertle-
ment, Rs. 2°2 crorés for expenditure on fhe Mints and "the Nasik Press,
Re. 205 arores for grants-in-aid to Provineial Governments and Rs. 20-93 crores
{or ‘éxpenditure in the nation-building  sphere such’ ‘as “Fdneation.  Medical,
Public Heahh, Broadcasting, Aviation and "the condiict of kdientific ‘survevs
and “nstitations in which the Central Government, supplemert the Work of the
Provineial Governments and provide vhluable techuieal assistance and’ research.
The halande of Rs. 24.97 crores represents the provikion foi ardinary, adminis-
tration, Civil Works, ete. and this comstitutes only 1R per cent. of theriu’n\l
civil expenditute: Tn addition-to Rs.~20:03 erores it thesnitiontbuilding sphese
mentioned above, provision has- been “mide’ v -theseapital® budget Tor ‘& “mrant
o} Rs. 30 crores to Previncial Govérnments for dévelopifent and Rs. ‘34 HroTes
for.logms, - IR e el o e wd Bl
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36. Ou the basis of the estimates of revenue and expenditure that I have so
fur explained, the unticipated deficit in the Budget for 1948-49 is Ks. 26.85
croves.  In a-later part of my speech 1 shall revert to the question of how T
propose to deal with this deficit.

Post-War Plunning and Deve.lopment

37. When 1 addressed this House lust November | mentioned that the gues-
tion of re-examining the development schewes of the Provincial Governments
with reference to the reduced resources likely to be available to the Centre for
financing deve opment aud the changes resulting from the partition will be takeu
up. 1 have since hud this further exumined and it has been decided thut so fur
as the Centre is voncerned there should be no reduction in the extent of assist-
ance promised by it tu the Provinces when the Provinces were asked to draw
up their plans for development. The House will remember that the Provinces
were informed in 1943 that they could draw up their plans of Post-war develop-
meut on the wsswuption that in the five years beginning with 184748 they
could expect assistance by way of grants of the order of Rs. 250 crores. This
awount was provisionally distributed among the Provinces in the ratio of their
population.  But some special weightage wus given to the backwnrd provinees
of Assaro, the NCWUF P and Orissa wnd to Bengal, which with Assam, had
beew affected by the impact of war in the vorth-east frontier. With this weigut-
age the Centre's promised  contribution  in five vears rose to Rs. 273:83
crores.  The Provinees were given advince grants to cover the expenditure iu-
curred by them on development schemes in 1945-46 and 1946-47 fc. be taken
against their shave of the grant for the five year period. The progress of expeu-
diture ou the development schemes has been somewhat slower than auticipated
maiuly due to the shortage of material and man-power and the time taken to
formulate detailed schemes.  1u the current year a provision of Rs. 20.59
crores was included in the budget for the period 15th August 1947 to 3lst
March 1948 but it is uulikely that the whole of it will be spent.  After allowiny
for the expenditure incurred up to the  partition and for ~ the ureas now in
Pakistan and reallocuting the bulance to the Provinces in the Indian Dominion
the outstanding balauce of the assistance fromn the Censre to the Provinces at
the end of the current year, on approximately the same scale us was promised
by the then Government of Tndia in 1945, is estimated roughly at between
Rs. 170 and ‘Rs. 180 crores. I have carefully considered whether in the altered
circumstances the Centre should reduce its assistance to the Provinces but |
have come to the conclusion that in the larger interests of the development of
the country as a whole it would be unwise to do so, particularly as the Pro-
vinces have framed their plans on the assumption that the promised assistance
would be forthcoming. In reaching this decision 1 have been infiuenced by
the fact that in actual practice the grants are likely to be spread over a some-
what longer period than the four years that remain out of the original five vear
period fixed for this assistance. This, to some extent, will relieve the strain
on the resources of the Centre. But it is being made clear to the Provinces
that in future the grants from the Centre upto the maximum agreed to will
be contingent on the Provinces spending from their own resources at least an
equal ameant and that the whole scheme of assistance should he subject to
readjustment if in the new constitution there is any substantial trausfer of re-
sources fyom the Centre to the units. T trust that with this assurance the
Provinces will now be in a position to go ahead with their schemes of develop-
ment and that they will conserve and exploit all the available resources for this
purpose.  The budget fon the next vear includes a provision of Rs. 30 crores
for grants to Provinces for development and Rs. 84 crores for loans to them.

38. For Central sehemes of development including resettlemgnt o provision

of Rs. 10} crores has been made in the revenue budget and Rs. 253 crores fh
the capital budget. Details of the provision are given in the Explanatory
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Memorandum circulated with the Budget papers and I do not propose to dilate
at length on the individual schemes for which provision has been included in
the budget. But they cover a very wide field and among the important
schemes 1 would mention the expansion of the IForest liesearch Institute,
Dehra Dun, the development of-the valuable forests in the Andamauns, the pre.
limisary work on the Kosi, Sone Valley, Gbhandak and Assam Valley projects,
all of which forma part of the large scale schemes of river development, the're-
organisation of the Central Waterways Navigation and Irrigation Research Sta-
tions, the setting up of a Tractor Testing Station, the establishment of a Cen-
tral Agricultural College, the expausion of the Indian Agricultural Ligsearch:
Institute, the loan of Rs. 2 crores to the Damodar Valley Corporation and. the
investment of Rs. 1 crore in the Industrial Finance Corporation. In addition
to provision for expenditure on the individual schemes just mentioned the
budget also provides for an expenditure of over Rs. 2 crores for buildings for
development schemes, Rs. 6} crores for the construction and improvement of
our National Highways, Rs. 63 crores for the Fertiliser Factory under construc-
tion at Sindri, Rs. 4 crores for the expansion of Ciyil Aviation and Rs. 70 lakhs
for the expansion of broadcasting facilities.

CAPITAL EXPENDITURE

89. Before I pass on to deal with the ways and means position I shall give
the House a brief account of the provision included in the budget for normal
capital expenditure. The revised estimate for this year includes a provision of
Rs. 26} crores of which the Railways account for Rs. 18§ crores, Posts and
Telegraphs for Rs. 2} crores and schemes of State Trading for Rs. 43 crores.
For next year the provision amounts to Rs. 76 crores of which Rs. 244 crores
are for Railways, Rs. 8} crores for Posts and Telegraphs, Rs. 15 crores for De-
fence, to cover expenditure on the purchase of naval vessels, aircraft and spares
tor the expansion of the Navy and Air Forces, the acquisition oi land and the
construction of accommodation for Defence Services personnel, Rs. 31 crores
on the provision of additional accommodation in New Delhi, Rs. 2§ crores for
administrative buildings and communications costing over a lakh of rupees, *he
cost of which is now met from capital, and Rs. 27 crores for the bui.ding-up of
the central reserve of 6 lakhs tons of foodgrains in accordance with the recently
announced food policy of Government, The total provision in the Capital
Budget for normal requirements end for financing the development schemes
both of the Centre and the Provinces comes to the impressive figure of Rs. 70
crores this year and Rs. 165} crores next year.

Ways and Means

40. T now turn to a brief consideration of the ways and means position.
During this year owing4o the uncertain political conditions in the earlier months,
the partition of the country and the widespread communal disturbances in cer-
tain parts of the country it was not possible to borrow from the market the sub-
stantial amount which it was originally planned. Next year in addition to the
interest-free prize bonds, with an outstanding of a little over Rs. 5 crores, which
mature in January 1049, Government have the cption of repaying the out-
standing balance of the 23 per cent. Loan 1048-52 and the 4 per cent. Loan
1048-58. A decision on the exercise of this option will be taken in fhe course
of the year with reference to the eonditions then prevailing. .The market bor-
rowings noxt year have been taken at Rs. 150 erores but if eircumstances are
propitious the scale of borrowing will be stepped up.® T would in this eonnee-
tion reiterate the appeal I made on the floor of this House last November for
the utmost co-operation from the public in the horrowing operatinns of the Gov:
énment.  Apart from the need whizh still remains for withdrawing surplus
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purchasing power from the hands of the community as a measure of anti-intla-
tion, the requirement of funds for finaucing the large scale plans of develop-
ment which the Government have in- view and for assistance to the Provinces
for implementing their schemes is as great as ever and uunless the publc co-
operate whole-heatedly with the Government by lending their savings it will be

impossible do undertake all the schemes vi development necessary ior raisiug
the standard of life of our people.

41. 1 shall now pass on to the cousideration of the all-important problem of
bow to deal with the deficit of Rs. 26.85 crores.

. 42,1 just mentioned a deficit of Rs. 26.85 crores. This is exclusive of any
contribution from the railway surplus. As Hon'ble Members are aware, it huas
now been decided that out of the railway surplus a contribution of Ks. 4.5

crores should be made to general revenues during the next year. The estimated
deficit is therefore reduced to Rs. 22.85 crcres.

Reliefs in Tazation

43. The House will remember that in my Budget Speech last November I
referred to the widespread criticism that the level of taxation in the 1947-48
Budget had seriously affected the incentive for saving and investment and I
undertook to make a careful examination of the consequences of our taxation
policy before I presented my annual Budget. Since then I have given very
anxious thought to the question and I have reached the conclusion that there
is a considerable measure of justification in that criticism. As I have em-
phasised elsewhere, the paramount need in present- conditions is to stimulate
vroduction and any fiscal or administrative measure which restricts or curtails
the expansion of industry will stunt our development and add to our future
difficulties.  'While industry should be called upon to pay ite just contribution
to the common exchequer, the burden placed upon it myst be such as to allow

business to expand. At the samie time the aim1 of our policy should be to
secure that, while the level of taxation iz reasonably high so that the wealthier
sections of the community are placed under an equitable contribution for the

common neéds of the State, a genuine margin is left for savings which would
flow back into investment and thereby add to the produetive wealth of the com-
munity, which the State itself could subsequently tap. It is also necessary
g0 to adjust our taxation as to provide a real incentive to the ploughing back
of profits into fresh business. In making my proposals in the field of direct
taxation, I have kept these consideraticns prominently in mind.

 44. 1 shall pass on to deal first with the various measures of relief which I
propose to give.

My first proposal is with reference to the Business_Proﬁ{-.svTax. This mea-
sure gave room for s good deal of controversy when it was introduced for the
first time in the budget for 1947-48. The sudden yxtl;dmw_*al of the Excess
Profits Tax gave this tax a considerable measure o{_ justification.  During the .
discussions on the fieor of the House the then Finance _Member stated t}?at
this tax would be in operation for one year, Iea\_ving it to his successor to decide
whether it should be continued or not. In view ci‘ the criticisms levelled
sgeinst this measure, both inside this House and outaldfe, I gave [ good deal of
thought to .this matter. I have come to the wnciuswn_t.hst, in the present
cireumstances, there is no justification for the f:omplgte withdsawal of this tax.
Hon’ble Members might know that in the United Kingdom a tax of #his kind
was introduced some time back as a National Defence Contribution.  This tax
is retained though its nomenclature has been subsequently changed to Profits
Yax. The need for additional funds for reconstruction and espe,glally‘for th_e.
rdhabilitation of refugees would justify the continuance of this measure in Indie
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for some time. 1 have, therefore, decided to retaiu this spurce of reveuue but
to reduce the burden of this tax considerably. The abatement allowed at pre-
sent is Rs. 1 lakh or 6 per cent. of the Capital employed, whichever is larger.
The rate of the tax is 16 2/3 per cent. [ propose that the sbatement
should be Rs. 2 lakhs or € per cent, of the capital = employed,
whichever is larger, and that the rate of the tux should be reduced to 10 per
cent. I hope this reduction will be welcomed by the business community.
The result of this proposal will be & gross loss of Rs. 2 crores. Bs. 1 crore of
this loss will, however, be recovered by the increase iu income-tax receipts and
the net result will therefore be a loss of Rs. 1 crore.

My second proposal is to reduce the existiug rate of super-tax. The House
will remember that last veat the limit of income at which the maximum rats
of 104 annas is attracted was reduced in the cuse of earned incowme from Rs. 5
lakhs to Rs. 14 lakbs and in the case of unearned income from Hs. 31 lukhs
to Rs. 1,20,000. The effect of this was to take awwny from any person with
an income of over Rs: 1,20,000 neurly the whole of the income bexond  this
amount.  This hardly left any incentive to save und I have no doubt myself
that such severe taxation at this level would seriously hamper the growth of
savings and retard our industrial development. I huve uecordingly ruised the
limit at which the maximuin rate of .tax will be attructed to 1is. 8} lakbs for both
eartied and uvearned incorne. I trust the House will agree with me that this
measure of relief is justified.. 1 have al$o rearranged the rate of the tax withi
the slabs and the rates us they now staid seem to me to fulfil the double pur-
pose of keeping the level of taxation sufticiently high while leaving at the sume
time n margin for saving.  The changes in supertax are estimated to cost Iis. 1
crore, -

In the budget tor 1946-47 a complicated systemr of levving suplertax at steep-
ly graded rates orn dividends above a datum line was introduced and last year
these rates were further stitfened.  The object of this wus to deter the distri-
hution of large dividends and to secure the ploughing back of profits into busi-
ness.  In actual practice very little revenue was collected from this source and
the purpose with which it was introduced duves not appear to have * been
realised. T feel that something more positive is required to induce industria-
lists to return more of their profits into investment than taxing those who dis-
tribute large divideuds. My proposal to secuve this end is to reduce the tax
on the undistributed profits of a company by one auna.  The eftect of my
proposal will be that on distributed profits the preseut vate of 5 annas will re-
main, while the tax on undistributed profits will be at the rate of 4 annas, I
trwst that ihis concession will produce better results thau the present com-
plicated systern.  The cost of this concession is estimated at Rs. 2 cwores.

My next proposal is to reduce the income-tax on companies with an incotne-
of Rs. 25,000 and below to half the usual rates. Among the dungers to be
avoided in the rapid‘dndustrialisation of this country is the one of concentrating
too many husinesses in the hands of large companies, and 1 feel thut every en-
couragement should be given to the growth of smaller companies.  This will
hroadhase our economy and will also be in line with our general pattern of in-
dustrini development with its constant emphasiz on the development of cottage
industries and a fair distribution of industry over the various Provinces. My
contribution towards such a development is to allow this concession in favour of
small companies with moderate incomes. The loss of revenue from this is esti-
mated at Ra. 12 lakhs,

There is a widespread feeling that with the heavy taxation to which incomes
are now subjeet there is very little scope left for assistance by the public to de-
serving institutions and eharities. T have received a number of representations

. on this subject and after eareful consideration of the matter I feel that a mea-
sure of relief on contributions made to recognised institutions and charities
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would be justified.  In this country there is a lup too general a tendency for
charitable and other institutions 1o look to the State for assistance and uot te
the public.  To the extent to which there is a lurger low of private benefuction
to such iwstitutions, the burden on the State for supporting them will be re-
duced. 1 accordingly propose thut donations tu approved institutions and
charities should be exempted from taxation so long as they do not exceed b per
cent. of the net taxable income in the cuse oi companies and 10 per cent. in
the case of individuals, subject to u maximun of Rs. 23 lakhs in both cases. L
trust the House will welcome this convession and 1 -hope it will encourage our
industrialists and the public to subscribe more generously to deserving institu-
tions and purposes. It is my intention to have a list of approved institutions
and bodies drawn up in cunsultation-lwith the Provincial Governments. It is
difficult to estimate the loss of revenue iuvolved in this concession and I have
taken a rough figure of Rs. 75 lalhs.

I also propose to give a further meusure of relief, in regard fo the payment
of municipal taxes on house property. 1 have felt that the absence of such an
exemption is an anomaly in our tax system aud that there is a justifiable claim
for relief here. = I accordingly propose tc exempt these payments from taxatioh.
The cost of this concession is estimated at Rs. 75 lakhs.

45, Before I pass on to deal with reliefs in indirect taxation, I should like
to mention briefly a point in which it seems necessary to readjust our Cor-
poration Tax. Hon'ble Members are aware thut under the law as it stands
we are entitled to recover supertax on dividends paid by companies incorporated
sutside this country to their shareholders abroad in respeet of their Indian
business.  For this purpose it is necessary to ascertain from the companies
particulars about their shareholders abroad und the dividends distributed to
them. This information is rarely available in full with the result that very
fittle of the tax is collected. It is necessary that some effective arrangement
chould be mude to protect our revenue against this leakage and I think that
this can best be done by raising the general rate of Corporation Tax and giving
un appropriate rebate on their income to those companies which declare and
pay their dividends.in India. I accordingly propose that the rate ‘of Corpora-
tion Tux be raised from 2 annas to 8 annas and a rebate of one anna allowed to
the companies which declare and distribute their dividends in India. The
effect of this proposal will be that companies in India will pay the present rate
of Corporation Tax of 2 annas while foreign companies having business in India
will have to puy a Corporation Tax of 3 anunas on their profits earned in thie
country.  This change is expected to bring an additional revenue of Rs. 2
crores.

46. I may now summarise the net effect of the reliefs in mcome-tax and
the proposed change in'the Corporation Tax. The various concessions I have
just detailed will result in a loss in revenue of Rs. 6.62 crores, of which the
Provincial share will amount to Rs. 2.41 crofes. This will, however, be partly
set off by the additional revenue of Rs. 2 crores from the change in the Cor-
poration Tax and Rs. 1 crore from the crdinary collection of tax resulting from
the reduction in the Business Profits Tax, of which the Provincial share will
amount to Rs. 46 lakhs. The net effect of my proposals on the Centre is a
reduction in rtvenue of Rs. 1.66 crores.

47. T ghall now turn to the reliefs in the field of indirect taxation. *
During the debate on the interim Budget there was some criticism about
the increase in the export duty on cloth and I promised to consider the sugges-
tion that the duty should be converted into an ad valorem duty. I have received -
4 number of representations that the present speeific duty is . pressing too
heavily on handloom cloth and on certain categories of mill-made cloth. The
duty of 6 annas a pound on cotton yarn has also proved burdensome and on a
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careful review of the matter in all its aspects I have decided to convert the ex-
port duty into an ad valorem duty of 25 per cent., to exempt handlcom cloth
from the duty aud to withdraw the duby on exports of cotton yarn. These
concessions will involve a loss of revenue of Iis. 4-5 crores.

1 also propose to withdraw the present excise duty on betelnuts. The ad-
ministration of this excise has always been difficult and it has been a prolific
source of complaint from the areca-growing Provinces. 1 trust the House
would welcome this concession which I hope will mean a cheapening of this
article to the poor man.  The loss of revenue involved is Rs. 80 lakhs.

« 48, The net effect of all the reliefs mentioned so far and: the changes in in-

come-tax is a reduction in revenue of Rs. 646 crores, rais{ng the prospective
deficit to Rs. 28'81 crores.

New and Additional Tazes.

49. In au earlier part of this speech 1 expressed the view that in the present
‘inflationary conditions it is necessary to reduce, as far as possible, the gap
between revenue and expenditure and if it is at all possible to have a surplus
budget. 1 am sure the House will agree with me that the prospective deficit
is too large to be left uncovered aud shat in a transitional time like this we
should take every step possible to strengthen our revenue position. In raising
additional taxation it is, in my view, necessury to secure that as little of the
burden as possible falls on the poor mau,

50, Before 1 deal with my proposals for raising additional revenue 1 shall
briefly digress to mention a change in the accounting which will reduce the
prospective deficit by Rs. 10 crores. Advance payments of income-tax under
Section 18-A of the Income Tax Aet aré not credited as revenue but held in
deposit till the complicated process of ussessing the tax is completed. These
advance payments of tax are not really refundable deposite and there is no
reason why they should not be credited to revenue straightaway. 1 propose to
introduce -this change with effect from next year. DBut the change will be
made in stages so that the butgetary position is not violently disturbed. The
advauce payments will be credited to a separate minor head within the major
head and transferred to the final heads on completion of the assessments. The
change in procedure will be given effect to next year in respect of advance pay-
ments of Corporation Tax and will be extended to advance payments of in-
come-tax in the subsequent years. 1 need hardly mention that this change
in procedure will not in any way affect the provincial share of income-tax. The
result of this change will be to divert to revenue negt year Bs. 10 crores which
would have otherwise been credited as the deposit. This will reduce the
deficit to Rs. 18-81 crores.

51. I shall now address myself to the problem of covering this deficit by
new taxes. The House will apprecinte that with the existing shortage in the
foreign exchange resources of the country and the need to conserve.them as
far as possible to meet our heavy commitments in respect of our*food purchases,
it is not possible to expect any substantial relief from the expansion of customs
revenue from import duties, although the country could absorb all the imports
likely to flow in if the restrictions on imports are relaxed. For a considerable
time we shall have to rely on Central Excises and, to some extent, on the
yield of export duties. n framing my taxation proposals I have turned as

* much as possible to the field of export duties, which do not involve any addi-
ional burden on our people,-and to such of the excises as do not affect the
poorer classes.
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My first proposal is to levy an export duty of Rs. 80 per ton on cilseeds and
Rs. 200 per ton on vegetable oils, There is & wide disparity between the in-
ternal prices of these commodities and their export prices and 1 am satistied
that the Jmposition of this duty will not affect our export market. The yield
from this duty is estimated at Hs. 2.5 crores. .

My next proposal is to levy an export duty of Rs, 20 per ton on Manganese
to yield Rs. 80 lakhs.

I propose to make only two minor changes in the import duties. The duty
on motor cars will be raised from 45 per eent. to &0 per cent., with & preference
of 74 per cent. in favour of the United Kingdom. The yield from this increase
is estimated at Rs, 50 lakhs. ) The import duty on cigars, cigavettes and
manufactured tobasco will also be glightly raised following the changes in the
excise duty, to which I shall presently refer. The increase in revgnue from
this change is estimated at Rs. 12 lakhs.

In the field of Central Excises my main proposals eoncern Tobacco, It is
only in recent years that the Tobacco excise has been developed and the system
of taxzation could, in my opinion, be rationalised so as to increase the revenue®
from this source. But this will take some time. Meanwhile, I propose to levy
an excise duty on cigarettes amounting to roughly 25 per cent. on the ex-
faetory prices. I estimate the yield from this change at Rs. 7 erores. Simul-
tansously the duty on certain categories of unmanufactured tobacco will be
raisad from 9 amnas per Ib. to 12 annas per lb. in some cases and from 3 annas
per lb. to 4 annas per Ib. in others in order to secure that there is no diversion
from the consumption of cigarettes to the cheaper varieties. This increase is
estimated to yield Rs. 2 crores.

The excise duty orr Tea will be raised from 2 annas per Ib. to 4 annas per
Ib. to bring it to the same level as the export duty. The additional revenue
from this increase is estimated at Rs. 1'8 crores. .

The duty on Coffee will be similarly raised to 4 annas per lb. to yield Ra. 30
lakhs.

The duty on Vegetable Products will be raised by 50 per cent. to Re. 7-8-0
per cwh. to yield Re. 40 lakhs.

The duty on Tyres will also be raised by 50 per cent. The additional revenue
is estimated at Rs. 40 lakhs. _

The House will remember that in the budget for 1946-47 the excise duty
on Matches was reduced from Rs. 2-8-0 per gross to Rs. 1-12.0 per gross for
boxes containing between 40 and 50 matches. In actual practice this redue-
tion has not been passed on to the consumer and T propose that this should be
withdrawn and the minimum duty fixed at Rs. 2-8-0 per gross on all boxes
containing up to 50 matches. The additional revenue from this will amount
to Rs. 150 lakhs.

T also propose to make two minor changes in the Postal and Telephone rates.
The registration fee will be raised from 8 to 4 annas while the surcharge on
trunk telephone calls will be raised from 40 to 60 per cent. and amalzamated
with the basic mate. These changes, which will be introduced by executive
orders, will bring in an additional revenue of Rs. 40 lakhs.

Net result of proposals, .

5‘2. T may now summarise the net affect of all the proposals that T have
made. The reliefs and the changes that T have proposed in income-tax, super-
tax and cm-poﬂ,{{iou Tax will result in a loss of Rs. 1.66 crores. Fhe abolition
of the export duty on handloom cloth and varn and the reduction of the export
duty on mill-made cloth will mean & loss of Rs. 4.5 crores, The ahnlition of the
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duty on betelnuts will cost Iis. 50 luihs. The total loss to reveuue on ac-
count of relief and rejustments of these tuxes will be ls. 6:46 crores. On
the basis of this loss the originul deficit of Rs. 22.35 crores will bt increased
to Rs. 28.81 crores.  This deficit will agaiu be reduced to Rs. 18.81 crores by
taking the advance payments of Corporation Tax next year direct to revenue.
With regard to the additional tuxes, the proposed export duties will ‘bring
in dis. 8.8 crores. The inerease in the nuport duties will bring in Ks. 62-lakhs.
The increase in excises will bring in 1ts, 18.4 erores. The changes made in the
Postal and Telephone charges will bring in Rs. 40 lakhs. The total net Tevenue
resulting from these new taxes und the enhancement of certain existing taxes
will thus bring in an additional revenue of Rs. 17.72 crores. The final deficit
for this year will therefore stand at Rs. 1.09 “crores. Insthe present circum-
stances, | feel fully justified in leaving this small deficit uncovered. In con-
sidering fhis deficit the House must remember that the estimates do not include
any credit on account of .the interest due from Pakistan on its partition debt
which, but for the moratorium, would be available to the credit of our revenues.
Though it is not possible to know accurately at present the amount of the in-
terest due from Pakistan, it may be assumed on a very rough caleulation that
it would be of the order of Rs. @ crores. If this amount, which is legitimately
due to us and the payment of which is only postponed, was available to me in
the next year, this small deficit would really be converted into a substantial
surplus. .-

Direct and Indirect Taxes.

58. Much has been said-in the past on the floor oi this House and elsewhere
regarding the maintenance of a proper balance between direct and indirect taxes
in our tax structure. The House will appreciate that'this is not a matter
which could be regulated by any set principles and that, in the ultimate
analysis, -it is merely a question of arranging the taxation to the best advantage
of the community and with reference to the economic conditions of each eoun-
try.  Thus, while in an industrially advanced country it msay be possible to
raise a substantial revenue by direct taxation it will obviously be unwise to
pitch the direct taxes too high in a country in the proeess of -development as the
inevitable effect of high direct taxation i8 to retard the formation of capital
without which industrin]l development is not possible.  Similarly, when the
main consideration is to curtail consumption, as during a period of shortage of
goods and inflation, it ‘may be necessary to raise the level of indirect taxation
to secure & reduction in consumption. There is also a common fallacy that
the larger the amount of indirect tazation the heavier the burden on the ordi-
mary man. While it is of course true that over a considerable field con-
sumption taxes reach a wider section of the population than direct taxation eon-
sumption taxes on such Juxuries as motor cars, the cost}ler varieties of tabaceo,
cigaretfes, duties on wines and spirits and export duties whieh do not affect
the internal consumer, all of which go to swell the total of indirect taxation
do not touch the life of the ordinary man. In this connection T am sure the
House will be interested to know the pattern of our tax strueture, Tn 1987

out of a total revenue of Rs. 758 eroves direct taxation accounted for only
g? per cent. while the bulk of the revenue came from indirect taxation. This
proportion has naturally varied during the war when there was a sfeep rise
in direct taxation due fo the large increase in income-tax and the levy of the
Toxcess Profits Tax. Tn the hudeet for next vear whieh T am now presentine
‘fn this House The nroportion of direct to I'E‘ll?ll‘P(’-.f tﬂx_atbn will be about ‘equal
Tt would be interestine fo compare our position in this resneet with the TTnited
Kingdom, * In a highlv indnstrialised eonntre like the United Kinodam e

;.-;:159 for raising large revenues from direct taxation iz greater. The United
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Kingdom budget for 1947-48 discloses that in that country the percentage of
divect taxes to the totul revenue is only 52, This compares very: favourably
with our tax structure in which, with & comparatively poor industrial ecanomy,
wo collect about 51 per cent. of our taxes from direct taxes. Another in-
teresting feature of our ecouomy is that, as compared with 1937-88, the. direct
tuxes would have increased eight and balf times in 1948-40 while the indirect
tuxes would have increased ounly by a little over twice.” Considering the re-
latively undeveloped state of our country, 1 do not.think that any one could
say that the burden of direct taxation in this country is unduly light or that
there has been any shifting of the burden on the shoulders of the ordinary
man,

Future Prospects. : N

64. Ou the estimates as they finally emerge, the total revenue nexb year
will staud at Ris. 256.28 crores and the expenditure at Rs. 257.37 crores leaving
an uucovered deficit of Rs. 1.09 crores. I must, however, warn the-House
that this cannot by any means be regarded as the normal figure of revenue
and expenditure for the subsequent years. The estimated income-tax receipts
for 1048-49 include collections relating to the Excess Profits Tax which ‘will
practically disappoar in the subsequent years. The Business Profits Tax in
subsequent years will also be less and other factors being equal, the net pro-
ceeds of incume-tax aceruing to the Central Government for 1949-50 will be
approximately Rs. 20 crores less. than the corresponding receipts for 1948-49.
The total revenue for 1849-50 will therefore be at least Rs. 20 crorss less than
for 1948-49. As against this it should be borne in mind that certain items
of expenditure appearing in the budget for 194849 may ressonably
be expected to show a considerable desrease. The expenditure provided for
next year under relief and rehabilitation and food subsidies amounts to
Rs. 29.95 crores. It may reasonably be anticipated that the expenditure
under these two items will go down considerably during the: subsequend years.
i normal conditions are restored, a reduction in the defence expendi-
ture may salso be anticipated. Taking all the factors into consideratiom, it is
not unreasonable to hope for a balanced budget in the future. The House
will realise that in the transitional phase through which we are passing; it
is difficult te make any precise estimate of our financial position for the next
two or three years. On any reasonable view of the situation, T feel it is the
path of prudence to strengthen our revenue position and keep down our ‘ex-
spenditure as much as possible. As a precautionary measure, in tapping new
sources of revenue I have decided to re-introduce in the current session the
Estate Duty Bill. Even though the proceeds of this duty will go to the
benefit of the Provinces any augmentation of the revenues of the
Provinces would, to some extent, reduce the strain. on Central
finances.  Apart from this, it is possible under the proposed measure to levy
surcharges for purely Central purposes.

56. Although T have not been able to present a balanced or a surplus budget
much s T wish to, the size of the deficit next vear which I propose to leave
iincovered is very small in relation to the total expenditurs. This may be con-
sidered an index of the efforts that we are making to close the era of war-
fime deficits and bridge the gap between revenue and expenditure. In my
interim Budget T ventured to express the view that the financial possition of
the country .was intrinsically sound and that we were not living beyond our
means or heading towards bankruptey. The Budget that T am now presenting
fully supports this view. While if will be folly to ignore the diffieulties,ahead,
T feel that we can face the future in a spirit of sober confidence.

Public Debt.

" 5B Tha deht mosition of counfry is a sure index of its finansial strength
nd here again. T think our nosition is inherently sound. At the end of the
current vear the total outstanding public debt is expecfed to stand at Rs. 1,705
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crores and to rise by o further Ks. 56 crores duing next year to Rs. 1,851 crores.
The total of the interest bearing obligations is estimated at Rs. 2,182 crores at
the end of this year and Rs. 2,231 crores at the end of the budget year. Against
these obligations, we expect to have at the end of this year roughly Rs. 1,161
arores and at the end of next year Rs. 1,237 crores by way of interest yielding
‘assets representing the investments in the two great commercial departments
of Government, namely the Railways and Posts and Telegraphs, outstanding
amounts due to us from the Provinecial Governments, Indian States, Burma
and others, and the probable debt due from Pakistan to us. In addition, we
shall be holding cash and other investments on treasury account amounting tu
Ra. 248 crores ot the end of this year and Rs. 180 crores at the end of next
year. The total interest bearing obligations not covered by interest bearing
assets and our cash and intertst vielding investments would thus amount to no
more than Rs. 775 crores at the end of the current year and Rs. 864 crores at the
end of the next year. The House will realise that these figures are to some
.extent approximate and it is not possible to give precise figures until Paldatan’s
ghare of the obligations which she would assume direct and her debt to India
have been fully worked out. Allowances has however been made for this on
the best guess that could be made and I think the House may accept these
figures as giving a broad indication of the position.

57. The delt burden is to be judged primarily by the size of the deadweight
debt. The amounf of deadweight debt which I estimate at Rs. 884 crores
is indeed very small when compared with the resources of the country and
our national income. The debt position may be compared with the national
income for assessing whether the debt is wne which the country can afford
to carry. TFor this purpose, we may take the whole of the inferest bearing
obligations of the Government of India which are expected to stand at
Re. 2,281 crores at the end of next year. Unfortunately, we have no accurate
data regarding the national income of our country.  Various estimates have
been mads from time to time, but none of them has been made on a really
accurate and scientific bagis and I do not think we shall be far wrong if we
assume that our national income is of the order of 4,500 crores of rupees. Our
public debt is less than half of our national income. Tt is interesting to com-
pare our position with that of more advanced countries like the United Kings
dom and the United States. The national debt in-the United States is more
than 13 times its national income and the national debt of the United Kingdom
is nearly three times its mational income. The burden of the debt may aleo
be assessed in another manner by studving the intgrest charges in relation to
the annual revenue. For the year 1948-49 our grose payment of interest
charges will amount to Rs. 61.82 croves. From our Commercin]l Departménts
like Railways. Posts and Telegraphs, ete., and by way of inferest receipts
from Provincial Governments and other sources we gef Re. 25.66 crores. The
net interest payment therefore is only Rs. 3616 crores. From this must again
be deducted the interest due ta us from Pakistan which T have estimated at
approximately @ crores of rupees. Our net interest burden is therefore about
Rs. 97 croves. The anticipated revenue is Rs. 256'28 crores.  Our met in-
terest payment therefore represents ouly abouf 103 per cent of .our revenue.
The inference that max legitimatelv be Arawn from these ficures is that we
ecould varry even a larger volume of debt and that there is still a large souree -
available here for finaneing the development of our countrs.  The savings
of the community could he mobilised on a very mnech larger seale for financing
productive schemes of development. T appealed earlier in my speech for
putflic en-operation in the borrowing programme of_ Government.  The picture
of our financial position which T have unfolded hefore this Hovise will. T Fone
have n reassuring effect on the public and fnstil a spirit of confidence all round
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Conclusion,

48, Mr. Speaker, 1 have completed my survey of the economic condition
of our country, my estimaté of our income und expendittze and my proposals
for the coming year. 1 must apologise to the House for the length of my state-
ment.  In the first aunual Budget, 1 thought it my duty to give the House.a
fairly full picture of our financial position. In my interim Budget I struck
& note of subdued optimism snd ventured to express my opinion that our
financial position was intrinsically sound. A more detailed examination over &
longer period has confirmed that opinion. In spite of all the trials to which
our infant State has been subjected, we have the solid foundations on which
we can confidently build the superstructure of our economic and social edifice.
The pattern of that structure is entirely in our hands to draw. While fighting
the uphill battle of freedom we dreamt the dream of su India free from want
and insecurity, a land in which our people would have in abundance the
material and moral contents of a good life.  But then our hands were tied and
50 we merely made plans which would improve our agriculture and industria-
Lise our country, and thus provide a higher standard of living to our masses.
From August 15th, 1947 the chains of our bondage have been-broken and
we are free to translate our dreams into reality. The plans are there, but
we find that our freedom was born in an era so fluid and fast changing that any
pre-determined step other than the next became obsolete before it could be
taken. We feel like the pilgrim who drags his weary limbs finally to the
mountain top, only to find higher peaks stretching before his eyes. It is by
np means the journey's end and the night falls and engulfs him in darkness.
And like him we are inspired to pray in the spirit of the favourite hymn of
Mahatma Gandhi—Lead Kindly Light. The next step is enough for us if it is
illuminated by the star of our ambition and fortified by the faith in our destiny.

SUMMARY OF ESTIMATES

Revenue ST
(In lakhs of Rs,)
Reviged Budget
1947.48 194849

. - 81,76
Customs 54,50 nw
Central Bxoise Duties . 34,80
20,72 13,100
Corporation Tax 30,50
40,43 10,90%
Taxes on Income . N “ . 90,50
- * 74,67 _3’62.

Balt . . ' f a . (1]
Opium . . . . 88 1,48
Interest . © . . . . . 46 1,17
Civil Administration . . . . . 7.28 5,12
Currenoy and Mint . . . . . . 1,25 .40
Civil Works . . . . . . 47 81
Other sources of revenue . . . . . 5,11 4,38
Contribution frow Posts and Telegraphs . . ' 2,14 432
Contribution from Reilways . . . 4,50

i . i 87

Deduct—ghare of income.tax revenue payable to Provinces —29,74 !3'1!:”.
ToTAL REVENUE . 1,78,17 2,66,28

ﬁﬂm preposals. .
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'z iture
' Ezpond (In lakhs of Rs.)
Revised Budget
i} 194748 1945.49

Direct demands on revenue . . 545" " 8,98

Irrigation . . . \ 18 al3

Debt Services . o . 1.18,24 ‘L,16

Qivil Administration . . 23,75 4,56

@urrenocy and Mint . ’ . 1,14 2,20

Civil Works . . . 6,28 7,21

Pensions : . . 1,57 2,70
Miscellaneous—

Experditure on refugees . . . 14,89 10,04

Subsidy on foodgrains . . . . 20,16 £19,91

Other expenditure . R . . . 2,36 3,28

Grants to prévinoes B . . . . 11,85 2,96

Extraordinary items ‘ . . . . 1,39 3,16

Defence Services (net) . ., . . . 86,63 121,08

TOTAL EXFENDITURE . 18b,29 _.‘;5_7,_31"

NET DEFIOIT . 6,52 1108

Mr. Speaker : Honourable Members will now get their Budget papers and
thereafter I shall call upon the Honourable the Finaunce Minister to move for
leave to introduce the Bill to give effect to the financial proposals of the Central
Government for the year beginning 1st April- 1948,

Haji Abdus Sasttar Haji Ishaq Seth (Madras: Muslim): Before you call
upon the Honourable the I'inance Minister to introduce the Bill, may I just
seek information as to whether it was by an oversight that this was not men-
tioned in the List of Business, or is it some new precedent that you, Sir, want
to set up.? )

Mr. Speaker: It is not a new precedent. The Bill will be introduced and
8 ocopy of the Bill is being circulated.

Haji Abdus Sattar Haji Ishaq Seth :That is not the point 1 am referring
to. " .In the List of Business it is usually entered that the Honourable the
Finatice Minister will move for leave to introduce the Bill, but it is not entered
in the list circulated to us.

Mr. Speaker : That will not be a 1.urécedeut for the next session. There
were gome circumstances which it is uot necessary to disclose to the House.

INDIAN FINANCE BILL, 1948, -

The Honourable Shri R. K. Shanmukham Chetty : (Minister for Financé):
Bir, I move for leave to introduce a Bill to give effect to the financial proposals
of the Central Government for the yesr beginning on the 1st day of April,
1945,

Mr. Bpeaker : The question is

“That leavo be granted to introduce a Bill to give effect to the DBl prog
sals of the O2ntral Government for the year beginning = the 1st day of April 19483

The motion was adopted.

The Honourable Shri R. K. Shanmukham Chetty : Sir, in introducing the
Bill T just want to give an informaticn. In view of the many p: :
contained in the Finance Bill, it is my intention at the appropriste stage fo
move that the Bill should be examined by a Select Committes,

Sir, I introduce the Bill.

The Assembly then adjournsd till Quarter to Eloven of the Clock on Monday
the 1lsi March, 19§8.
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