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COUNCIL OF STATE.
Thursday, 9th March, 1939.

The Council met in the Council Chamber of the Council House at Eleven
of the Clock, the Honourable the President in the Chair.

BILLS PASSED BY THE LEGISLATIVE ASSEMBLY LAID ON THE
TABLE.

SECRETARY or THE COUNCIL: S8ir, in pursuance of rule 25 of the
Indian Legislative Rules, I lay on the table copies of the following Bills which
were passed by the Legislative Assembly at its meeting held on the 8th March,
1939, namely :

A Bill further to amend the Workmen’s Compensation Act, 1923, for &
certain purpose.

A Bill to amend the Cotton Ginning and Pressing Factories Act, 1925
for certain purposes.

GENERAL DISCUSSION OF THE GENERAL BUDGET FOR 1939-40.

Tae HoNouraBLE THE PRESIDENT : Honourable Members, General
Discussion will now proceed on Part II of the Budget. I will remind Honour-
able Members that I do not propose to put a time limit, but I will depend on
their good sense to be as brief and concise as possible in discussing the Budget.
At 5 p.M. I propose to call the Finance Member if he is here or Mr. Raisman to
reply to the debate that has proceeded before and at 5-30 P.M. it is my inten-
tion to adjourn the House.

Tae HoNourRaBLE MR. HOSSAIN IMAM (Bihar and Orissa: Muham-
madan) : Mr. President, before I commence my remarks on the Budget, permit
me to congratulate Mr. Raisman on his impending elevation to the Executive
Counocil. Sir, this honour is all the more remarkable as it has come after a
very long time to the I. C. 8. who have not been appointed to this post for a
long time. As Mr. Raisman belongs to the cadre of my province I also feel
much gratified by this honour.

Sir, before I come to the Budget proper, I should like to tell the Honour-
able Member that his campaign of economy has been carried too far, at least
in one respect, i.e., the memorandum which he has given to us is very short.
Formerly we used to have a memorandum of 40 to 50 pages ; this time he has .
confined it to 26 pages.

Trx HoNourABLE THE PRESIDENT : Do you measure the value of the
memorandum by its length ?

Tre HoNouraBLE Mr. HOSSAIN IMAM: No, Sir; by the statements
contained therein. It used to have a report by the Finanocial Adviser on the

( 815 ) A
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Military Accounts ; that has disappeared. It used-to-have a statement of the
debts of the Government of India on 31st March of each year ; that too has
disappeared ; and other items of very useful information which used to form
Ea.rt and parcel of the financial memorandum do not find a place. I do not

now whom to blame, because formerly it used to be a signed document by
the Finance Secretary, but this year it has not been fathered by any one.
It is a financial memorandum on the Budget of the Government of Iundia.
By whom it is prepared we do not know ; probably by the Department itself.

Sir, now I shall come to the Budget proper and deal with the tnree years
accounts which form the budget papers. I refer first of all to the year 1937-
38 for which accounts have been submitted. That year was expected to close
with a deficit of Rs. 177 lakhs which was proposed to he mndgefxp from the
Revenue Reserve Fund. When the Honourable Member presented his revised
budget he estimated that it would end with a deficit of Rs. 109 lakhs, but the
actual figures show that the deficit is only Rs. 78 lakhs. 8o far so good. But
there is an item hidden in it which is not very proper. I am old-fashioned
enough to resent a raid on the Sinking Fund. This figure has been arrived
at by reducing the already small provision for reduction and avoidance of
debt from Rs. 3 crores to Rs. 252 lakhs ; a raid of Rs. 48 lakhs has been made
on the Sinking Fund which is not very proper. The real deficit is more than
the revised estimates, but. only by manipulation of the figure or by raiding the
Sinking Fund, as I may call it, has it been possible for the Government of
India to carry forward a greater amount in the Revenue Reserve Fund than
they would have been strictly emtitled to- and this fact that a raid on the
Sinking Fund has been made is mentioned nowhere either in the speech of the
Honourable Member or in the financial memorandum of this year. ‘

THE HoNOURABLE MR. A. J. RAISMAN : Tt is not made.

THE HoNovrABLE MR. HOSSAIN IMAM : This is in your memorandum
and that is where I got it from. I will give you the reference. It is in state-
ment 13 on page 18. Provision for reduction and avoidance of debt is given
as Rs. 252 lakhs.

Tat HoNOURABLE MR. A. J. RAISMAN : That is not the only way of
avoiding debt.

Tur HoNouraBLE MR. HOSSAIN IMAM: Now, Sir, I come to the
year 1938-39. The results are disappointing. The real deficit is not Rs. 265
lakhs as has been pointed out, but is much greater. Firstly, we havo not
paid Rs. 38 lakhs which is due to the provinces and that has to bo added to
the account of the current year and that will increase the deficit to Rs. 303
lakhs. Another thing has been shown, is that customs heads are not amen-
able to any more jugglery. They do not respond to any increases. On the
.one side you may pile up your taxes on imported goods, but there will be so
much of shortfall of the goods imported that they are equalised.

Coming, Sir, to the year 1939-40, I welcome some of the changes which
are especially valuable as they come in after 1938-39. Instead of a huge
deficit the Honourable Member expects only a deficit of Rs. 50 lakhs which he
covers up by an import duty on raw cotton. That item has been subjected
‘to_some criticism in another place as well as in the country. I personally
‘welcome it. I regard that as a help to the agriculturist and also as a timely
wa.r[ning that India is an agricultural country which produces more cotton
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that is consumable. Unless the mills co-operate and consume a greater quan-
ity of indigenous cotton our excess cotton which does not find any market
-sither in Japan or in England will be glutted. N

Tas HoNourapL® Tep PRESIDENT : But this duty is on long staple
.cotton only.

.. Tae HoNouraBLE Mr. HOSSAIN IMAM: That is the only thing im-
.ported, They will start consuming more of short staple cotton ; the agrioul-
turist will start growing more long staple cotton. They will be able to com-
.mand a higher price for their commodity. (An Honourable Member : ‘ They
are consuming ”’.) Not enough. If you compare the figures and find out how
much of the cotton goods imported from Japan and England have been
reduced, you will find that the consumption of Indian cotton has not increased
by that percentage in the cotton mills. I am prepared to abide by the figures
which you might colleot that this consumption has increased pro mta. The
production of Indian mills has increased mostly from the long staple cotton
imported from outside. That is not what the agriculturists demand. They
want that their own products should be consumed first. If they mak®e out a
case for protection, it is on the basis that the raw material of the country
should be consumed first. I would also point out, Sir, that with the certainty
of possible reductions in the customs hcads, as a direct corollary to the pro-
tection policy, it is nccessary that exeise should become a more and more
_important head of income. Pefore 1923 we used to have an excise duty on
textile goods manufactured in the mills. It is about time that we introduced
" again this system with a countervailing duty on customs. With the gelf:suffi-
ciency programme of the country which T regard as guite healthy, it is neces-
sary that provision should be made that the finances of the Government of
" India should not be so much dependent on the import of foreign goods. At the
present moment, the interests of the Government of India and the people of
India clash. The Government of India is well off when there is a greater
import of foreign goods because thereby the customs increases but the people
suffer because thereby their wealth goes outside the country. So in order to
equalise the position, it is necessary that excise should be more and more
relied upon by the Government as a stable source of revenue.

Now, Sir, while I am on this point, while 1 admire the solicitude of the
Finance Member for the agriculturists, I cannot fail to register my protest
against his step-motherly treatment of the Imperial Council of Agricultural
Research. In the year of account and in the budget year, there has been a
Teduction of Rs. 2,45,000 from the grants made to the Imperial Council of
Agricultural Research. At the last meeting, Sir, the Imperial Council sub.-
mitted a proposal or request to the Government that their grant should be
increased. The usual plea of the Government is that they have no funds.
But I find, Sir, that in the Pudget he has increased his grants to two favourite
‘Departments by Rs. 30 lakhs—Civil Aviation and Broadcasting.

Tue HoNouraBLE Sik JAMES GRIGG: The Honourable Member is
mistaken,

- THr HonouraBrLE Mr. HOSSAIN IMAM: I will give you the figures,
*Bir. The grant made to the Imperial Council in the last accounts year was
" Ra. 11:42 lakhs and he has budgeted for a grant of Rs. 877 lakhs. While

‘the grant under the head of Aviation has been increased from Rs. 21-45 lakhs
to Rs. 8954 lakhs and the grant to Rroadcasting from Rs. 13-98 to Rs. 25.9¢
lakhs. Thirty lakhs of rupees mére can be spent on luxuries but for the

A2
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neoeagaries of life which are the very life-blood of India, i.e., prosecution of
agricultural research—there is o money to be had. And it is some com.
mentary, Sir, that this Department which ought to have demanded more, is.
presided over by an Indian Member. The Government can spend Rs. 30
lakhs on these luxury departments—I do not deny that they are good depart-
ments, that there should be increased expenditure on them—but you have to
compare their respective claims and then decide which you will give first.
Will you give food first or a motor car first # When a man is starving, does
he want a ride or food ? That you have to decide and decide quickly. This
is the result of the irresponsible nature of this Government, which is ever pre-
pared to listen to those departments which happen to be in their good books.
This Broadcasting Department, Sir, is not a philanthropic department. I
would have liked, Sir, that, as they do in the Post Office and the Railways,
this Department also should take the income in reduction of the expenditure
and only that part of the expenditure should be shown in the demand for
grant which is not covered by the licence fees. The incormse from licences.
should be taken as appropriation in aid and thereby a true picture should be
given. I do not grudge, Sir, the expenditure of double this amount if it comes.
from the consumers’ pockets. Then you are utilising a surplus. If there is
any increase in the income from broadcasting licences, then with great plea-
sure you are bound in justice and equity to increase the expenditure, but when
the licence fees do not cover the cost, it is necessary that the expenditure on
this Department should not be increased atthe cost of the essential depart-
ments. If there is an excess of money, I would not grudge it, because this
is an educative department ; it does something to give cheer to those who are-
in urgent need of it.

Now, 8ir, I come to another item, the regrettable decrease in the income
under the head of Currency and Mint. This is a head which previous to 1935
used to give us a net saving close upon Rs. 2 lakhs per annum from 1925 on-
wards. What is the position now ? Your net income is less than Rs. 30
lakhs from it. The net income after repayving all the charges under the head
of Currency and Mint. That, Sir, is not a healthy state of affairs. The
Reserve Bank in nine months’ working was able to pay us Rs. 43 lakhs but in
12 months’ working on an average it has paid us not more than Rs. 15 lakhs
from 1936 to the present year. That also requires important consideration.
These matters involve some discussion of policy and therefore I will leave
it now and discuss it further at the time of the Finance Bill.

Another item on which I want some information is about the repayment

of the 5 per cent. Rupee loan of 1939-44. The market, Sir, is expecting a

repayment of this loan at an early date. I see this by having a look at the

rice to which it has come down. The price of the script indicates that the

olders and the market expect its repayment probably in the present year.

The Government have made no mention and neither have created the atmos-
phere which is necessary for the successful flotation of a new loan.

THE HONOURABLE THE PRESIDENT: What sort of atmosphere

TeE HoNourABLE Mr. HOSSAIN IMAM: Lower the rate of interest.
Discount rate on treasury bills is very high because the Reserve Bank has
indulged in a contractive policy in order to maintain the exchange. These
are big questions of policy on which I do not wish to touch at the present
moment. But these are the preparations which ought to be made in order to
facilitate the flotation of a loan at faveurable rates of interest.
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Tx;n |HoNouraBLE THE PRESIDENT : Whether you want the money
or not

THE HonouraBrLE Mr. HOSSAIN IMAM: We do want the money.
The loan matures in 1939. And we have the option of paying at any time
from 1939 to 1944. The earlier we pay the greater will be the saving. It
involves a saving of about Rs. 50 lakhs a yeur if it is successfully floated and
at the present moment we cannot leave out such a big saving.

TaE HoNouraBLE THE PRESIDENT: You may depend upon it Sir
James Grigg will not lose such an opportunity.

Tae HoNoURABLE Mr. HOSSAIN IMAM: I want an assurance from
him, Sir, that he will do it.

On this occasion, Bir, at the risk of repeating the remarks which I made
the year before last, I ask him to reconsider his position about Burma payment.
I mean that the whole of it should not be credited to revenue, but the element
of it which is a capital payment should be credited to the capital head as is
done in the case of provincial payments. My authority for this is Sir James
‘Grigg himself ; his own action in the case of provinces is differeat from that in
the case of Burma. I appeal to him before he goes to regularise this grave
irregularity.

I again draw his attention to the unscientific position which the Finance
Department have taken up about the Post Office Cash Certificates. I tried
to understand from the Explanatory Memorandum and from the speech of
the Honourable the Finance Member what the future policy is going to be.
Are they going to live from hand to mouth, and when the certificates mature
g:y whatever amount is withdrawn ? That is very uncertain. There might

a demand for the whole of the amount falling due or there might be no de-
mand at all. Are we to carry forward these problematic demands and know
nothing of the real indebtedness ? The Post Office Cash Certificates are issued
on a compound interest basis. On this basis, your capital should increase at
the close of each year by the amount of the interest which has accrued. Do
youdo that ? T have definite information that it is not done. We have a very
irregular system of accounting. We add up only when the loan matures. Even
the interest remaining in the Cash Certificate Bonus Reserve Fund is among
the list of those reserves which carry no interest. It is not in the list of those
liabilities on which you pay interest. A further irregularity is that I do not
find in the Explanatory Memorandum any mention of the fact that Rs. 1,15
lakhs were paid from the Bonus Reserve Fund during 1937-38 which is found
in the Appropriation Accounts. These Accounts say that you paid Rs. 1,156
lakhs from the Bonus Reserve Fund but on page 15 of the Statement you do
not mention it. From this Statement, there is a balance of Rs. 1,16 lakhs on
that account, but, as a matter of fact, that balance does not exist. I had to
look into the Appropriation Accounts to find out whether it really existed or
not. I find that it has already been paid, but it has not been noted. The
whole system of accounting of Post Office Cash Certificates is based on
wrong methods. The correct method was adopted by Sir George Schuster by
which the payments are only payments on the accrual basis and any payment
for the past should be charged to the capital head. That was a sensible method
of accounting, which you can understand and which should be followed in
the future if it has not beea followed in the past.

When I read in the speech of the Honourable the Finance Member that
the defence expenditure is to remain at the former figure of Rs. 45,18 lakhs,
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I felt somewhat disconcerted. Although I do not support, and have always:
opposed, the excessive expenditure on the Defence head, I felt that as we
were receiving Rs. 2,87 lakhs from the British Government, earmarked for a
special expenditure that ought to be spent on the items for which it has been
%iven. I was afraid that it might have been taken to reduce expenditure.

am glad, Sir, that under head 5 of the Defence Department Budget, Stores,
nearly the whole of this amount is being spent for new services, and the way
in which he has arrived at Rs. 45,18 lakbs is by taking a debit for all this ex-
penditure. 8o, the defence expenditure this year is really up by about Rs. 2
crores from what it is going to be in the current year.

Sir James Grigg has been very fortunate. He came at a time when he
found it possible to reduce the interest charges by big slices. He has not
taken any credit for it, but T think he deserves great credit and the thanks of
the Indian taxpayer for his good policy of conversion by which he has made
it possible to save 8o much. I find that in 1937-38 and in 1939-40 there will
be a saving of Rs. 2,53 lakhs under this head. I mentioned at the time of the
discussion of the Railway Budget that the credit for the railway contribution
was due entirely to the Finance Department and I wish to prove it today.
The net interest payments by the Railways after deducting the interest received
on their Depreciation Fund was Rs. 29 crores in 1936-37, and in 1939-40.
it is going to be only Rs. 26,73 lakhs. So, there is a reduction of net interest
payment of Rs. 2,27 lakhs, and this has been made possible by the manipula-
tions of the Finance Department and their contribution is to be only Rs. 2,13
lakhs. The Railway administration is not paying the general taxpayer out of
their own profits, but as a result of savings which have been made possible by
the efforts of the Finance Department alone. That hasbeen made possible
by his conservative policy of loan conversion. That our indebtedness in
England has also been substantially reduced is another fast on which we wish
to thank Sir James Grigg. I realise that perfection is impossible to be had
among men. But there are two points on which we are matually agree:d,
namely, his loan operations and his war against the mercantile economics
which has found large support in hizh quarters. The masses have not
received much relief in the direct taxes like those on salt or kerosene, but indi-
rectly he has done much and he deserves well of India.

Tue HoNouraBLE MR. RAMADAS PANTULU (Madras : Non-Muham-
madan) : 8ir, it is said that this Budget is colourless. I really do not know
what colour the budgets of other countries have. Butthe Budget of the
Government of India invariably had a colour and it retains it. Taat ocolour
is a thick paint of the British imperialist policy of exploitation of this country
and I do not see that it has faded to any extent. It has not only the colour
but also a very strong odour of that policy intact.

Bir, leaving aside the details and facts to which my friend Mr. Hossain
Imam has referred, at the end of Sir James Crigg’s financial stewardship of
this country Indians are entitled to ask how the Britislr financial and budge-
tary policy in this country has helped to improve the standard of living of
the people of this country, their purchasing power, and how it has helped to
reduce unemployment and to promote industrial development. dged
from that standpoint, the budgets of the Government of India have nothing
in them for which the people of this country can feel gratitude. In another
place Bir James Grigg said, and said rightly, that if he were not the Finance
Member but, for instance, the Leader of the Opposition and my friend Rai
Bahadur Lala Ram Saran Das was Finance Member, then these defects would
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still be there. I entirely agree with him. I am not blaming any particular
Finance Member. I do not say Sir James Grigg has not done his best. I am
finding fault with the systom and with the policy of those who conduct the
Government of this country.

Tux HoNourapre TRE PRESIDENT : Why not hasten up the Federa-
tion and bacome the Finance Member of the Federal Government ?

TaE HoNoUkABLE ME. RAMADAS PANTULU: Well, we shall wait
and see. Therefore, our grievances remain unredresscd, and on the principle
of redress of grievances hefore voting of supplies we shall be entitled and
justified year after yoar in criticising the Budget and the Finance Bill from the
standpoint of national economy and interests. From that, standpoint the
Budget is a colourful budget, having on it the thick paint of the British im-
perialistic policy of exploitation. Having said that, as I have said on other
occasions, we sre not unmindful of the good points of stewardship of the
Finance Members within their limitations. For instance, in the pressnt
Budget there are features which are certainly welcome. There is the debt
position which is much sounder. The reduction of intorest charges to the
extent of about Rs. 2 crores is a welcome feature, and there is also the policy
pursued by Sir James Grigg in regard to financing of the reforms. That is
a thing on which T not only congratulate him but express my gratitude. He
has been always sympathetic to the autonomous Provincial Governments,
and if the opinion of the Finance Ministers of the provinces were ascertained
it would be seen they should have no reason to be discontented with his
stewardship. I personally think most of them should feel gratoful. Thess
are some of the good features which I cannot without heing insincere fail to
admit. I also like the feature of the Budget rolating to income-tax. While
I am not an advocats of undue taxation of the rich, I am an advocate of even
distribution of the burden of taxation. I think the slab system has certainly
helped the people with lower incomes and has placed not an undue but a
legitimato burden upon thoso whose incumes are higher. Therefore, I also
appreciate the adoption of the specimen rates recommended by the Incoma-
tax Inquiry Committes and in reforming the incom.e-tax law and practice of
this country to the advantage of the taxpayer. ’

Sir, before I come to some details of the Budget, I would like to say one
thing. Laymen like me find it very difficult to navigate the sea of finance.
We are between two rocks. There is the Finance Member in whose special
pleading the vostad interests of British capitalism are reflacted. There are
also the paople like the Federation of Indian Chambers in whos> memoranda
the views of vestad interests of capitalism in this country are reflected. I am
like the mariner of old in the Straits of Messina, between the Scylla of Sir
James Grigg and the Charybdis of the Federation of Indian Chambers. Sir,
I will illustrate my point. Take the Federation’s assertion that thc deficit
was created by deliberate underestimating of certain sources of revenue,
}»&rthularly the sugar revenue from both excise and customs and the revenue
rom income-tax. I am not quite in agreement with this view of the Federa-
tion. They have indunlged in speculative reasoning. They estimate the pro-
duction of sugar in the financial year 1939-40 at 750,000 tons, and because
normelly over one million tons are consumed annually they assume that at
lqsst 150,000 tons will be imported to cover the shortage ofy internal produc-
tion and therefore the excise will yield Rs. 3 crores and the import duty about
Rs. 2% crores. I think their figures are hypothetical. In the last three or
four years from 1936 to 1939 we have had only an income from import duty
on sugar of about Rs. 20 lakhe, and now they want us to estimate it at about
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Rs. 270 lakhs for 1939-40. I think they themselves are overestimating the
customs duty on sugar and without any data for their conention. Similarly,
with regard to income-tax. They are very sure that the increase will not be
Rs. 79 lakhs as forecast by the Finance Member but that it will produce over
Rs. 150 lakhs more by way of additional income-tax. I am very sceptical
about it, seeing the way in which things are proceeding in the provinces,
how all trades and professions are being “taxed and with prohibition being
introduced in cities like Bombay. That means a loss of Rs. 30 lakhs on im-
ported liquor and also a loss on income-tax because of the dwindling of the
incomes of those who trade in foreign liquor. Taking all these factors into
consideration I think that the Federation of Indian Chambers has not given
a helpful lead to the Members of the Central Legislature by the memorandum
they have circulated. Therefore, it is not really an underestimate of the
revenues or an overestimate of expenditure that has resulted in a deficit.
In my opinion, the deficits are due to the failure of the Govornment of India
to effect adequate and propor retrenchment in their expenditure and Ekeep it
level with the revenue. Here the special pleading of the Finance Depart-
ment has got to be steered clear of. 8ir James Grigg says that the percen.-
tage of expenditure on defence in this country is low compared with the per-
centago of expenditure in other countries. He says it is 124 per cent., if I
remember aright, in England, and only 3 to 4 per cent. in this country. But
that is a very fallacious way of looking at it. If a man’s entire income is
Rs. 8, to say that a cut of one rupee only means a cut of 12} per cent. is very
different from the case of a man whose income is 8 millions and a cut of one
million is made in that. The hardship on the former is infinitely greater.
Bo other countries with huge national incomes and wealth can afford to spend
large sums on defence. But India is a poor country, whose national wealth
even on 8ir James Grigg’s estimate, does not oxcced Rs. 1,600 crores. I wish
he had given us the percentages of dofonce expenditurec to revenue. And
India cannot afford to spond more than Rs. 50 crores on defence. It repre-
sents over 50 per cent. of the annual tax income of the country. Therefore,
he is also going in for special pleading. Again, we do not believe that all the
retrenchn.ent possible has been effected even in civil estimates. He has told
us that in the civil estimates an economy of Rs. 118 lakhs has been effected.
But we all, who are in public life, know how such economies are effected.
It is always the poor man’s income or salary which is touched, while those
who are drawing fat salaries of thousands of rupees are not touched. We
are not unfamiliar with the cheese-paring policy effccted through small re-
trenchments to the disadvantage of the ill-paid and over-worked lower grades
of the services. I will mention one particular instance which may be in the
reoollection of my friend Sir David Devadoss. Some years ago the Govern-
ment of Madras proposed to the High Court to examine the possibilities of
retrenching some expenditurc in the High Court. I think that after ela-
borate inquiry they camo to the conclusion that about Rs. 6,000 & month
could be saved by curtailing the salaries of some of the subordinate officials
in the High Court and by dispensing with the services of sonie. The amount
expected to be saved was Rs. 6,000 a month or Rs. 72,000 per annum.
Rumour had it, and there was free talk in the Bar Association at that.time,
that tho then Officiating Chief Justice, who now adorns the place of the Speaker
in the other place, suggested that instead of saving Rs. 6,000 by cutting down
the salaries of the poor people—there were 12 Judges in the High Court—
if each Judge would only take Rs. 3,500 instead of Rs. 4,0C0 then twelve
times Rs. 500 would give the sum of Rs. 6,000. He suggested that tho Judges
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might take Rs. 3,500 instead of cutting down the salaries of the poor people.
I am told that every body was for dropping the proposal and not for any
retrenchment and a report was sent to the Government that no retrench-
ment was ible. The Chief Justice’s proposal was either to cut down the
Judges’ salaries or to leave the salaries of the poor people as they are; the
latter alternative naturally found favour with the Judges. If I am wrong
Bir David Devadoss who was one of the Judges at that time will correct me,
but I think I am right. S8ir, it is only an illustration. When the Government
of India or the Provincial Governments are in search of methods for saving
expenditure, it is always the poor man and not the man who gets a fat salary
that is affected by these methods.

Bir, I will not accept either the Federation’s reasoning or Sir James
Grigg’s reasoning in regard to the Budget. As I said, our troubles are due
entirely to the wrong policy pursued by the Government of India. 8ir, one
of the most contentious items in the Budget is the tax on raw cotton. With
regard to this, my views are somewhat different from those expressed hitherto
by others. Supposing, as a mattoer of fact, India can grow the special variety
of imported raw cotton by making an effort to be self-sufficient in regard to
the supply of long staple cotton, is that any reason why the facilities for im-

ing raw cotton from foreign countries which are now available should be
curtailed by the imposition of an additional duty on raw material ? I assume
that by strenuous exertions, expenditure of more n.oney and perseverance,
India in course of time will be able to grow raw cotton which it now imports
from other countries. In my opinion that is not a reason to justify the addi-
tional tax on raw cotton.

TR HoNOURABLE Ral Bamapur Lara RAM SARAN DAS: The soil
is unsuitable for finer cotton.

THE HoNOURABLE MR. RAMADAS PANTULU: The Federation of
Indian Chambers of Commerce has said that after 14 years of strenuous exer-
tion and expenditure of nearly Rs. 1 crore it has not been possible to improve
the cultivation of cotton or to produce long staple cotton. I accept that
statement as currect. Supposing we do not take it as a correct statement,
even then my contention is that both economically and financially it is wrong
policy to say that a country should not import even a portion of its raw
materials and should aim at being wholly self-sufficient in regard to its supply
of raw materials.

T HoNouraBLE Mr. HOSSAIN IMAM: That is the, first basis of
protection.

TeE HoNOURABLE MR. RAMADAS PANTULU : That is not the basis.

Tee HoNouraBLE Mr. HOSSAIN IMAM: That was the point laid
down by the Commission.

Tee HoNouraBLE MR. RAMADAS PANTULU: I may be wrong.
My view is this. What we have hitherto been objecting to is making India
the exporter of raw materials and the importer of manufactured goods. "That
is a policy which is inimical to the interests of the country. Nobody with a
sound financial knowledge and to whose opinion I will give any weight has
ever advocated that India should not import raw materials and export more
of manufactured goods. With all respect to my friend Mr. Hossain Imam
I cannot agree to his statement that at any time the policy of discriminating
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protection ruled out import of raw material for manufacture here. So far
as I am aware it has never been advocated by any financier or any economist
in this country.

THE HoNOURABLE ME. HOSSAIN IMAM : When your own raw material
rots ?

Tee HoNouraBLE MR. RAMADAS PANTULU: It is a question of
the raw material of the kind which we want. Is long staple cotton of the
imported variety rotting ? If it is profitable and advantageous to the textile
industry of this country to import long staple cotton, which is grown in Egypt,
the Soudan, Kenya and East African countries, and it is not more profitable to
grow it in this country I unhesitatingly advocate the import of that raw
material to this country in the interests of the textile industry in this country.
That is my view of economics and finance and 1 stand by it. Assuming that
there is scope for encouraging the production of long staple cotton of the
kind now imported into this country, even then I say it is not right for the
Government of India in the interests of the country to double the tax on
import of the cotton to this country to the prejudice of the textile industry.
Here again I do not wish to enter into details of the effect of increase in the
duty. I am between the two rocks, Scylla and Charybdis, because the Indian
Federation says that this aggregate import duty of one anna per lb. will
amount to an addition of 20 per cent. to the cost of cotton, 14 per cent. to the
cost of yarn and 8 per cent. to the cost of piecegoods, and Sir James Grigg
in the other place said that it only amounts to an addition of 3 per cent. to
the cost of the cloth. According to the Federation it works out to. 8 per cent.
Whether he is right or the Federation is right, I cannot say.

THE HoNouBaBLE MR. G. 8. MOTILAL : The Federation is right.

THE HONOURABLE MR. RAMADAS PANTULU : On that I could not
express an opinion. The most important reason, Sir, why I object to the
imposition of this tax is that I hate all import duties on plant and machinery
as well as raw material which is used for manufacturing process in this coun-
try. I hate all tax on such raw materials as would prejudice the industries
of this country. On this main ground I object to it.

I also think that the time chosen for this new impost is not a happy one.
The Indo-Pritish trade agreement is in the making and rightly or wrongly
people are inclined to think that the Finance Member has by the back door
given a preference to the Pritish textile industry which they would not perhaps
have got through the Indo-Pritish trade agreement. I am not in a position
to say that he deliberately did it. Probably the exigencies of finance may
be the only motive which actuated him ; I personally have no reason to dis-
believe him. Put I say that the time chosen by him is extremely unhappy
because in the course of this month before the financial year finishes we are
expecting an announcement of the terms of the Indo-British trade agreement.
This proposal to tax cotton mecans some protection to the PBritish industry.
Whether it is 3 per cent. more or 8 per cent. more is a matter of detail. The
ocost of Indian cloth is going to be increased to some oxtent, by 3 per cent.
according to Sir James Grigg and by 8 per cent. according to the Federation.
In any case the competitive capacity of the Indian textile mills would to that
extent be curtailed. Unfortunately, the policy of the British Government
has been all along while serving the interests of Lancashire, they are also
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putting India at the mercy of other countries like Japan. Their shipping
policy, their textile policy, their fiscal policies generally while aiming at giving
some advantage to England, have also given to other exploiting countries
some advantage and India has been placed at the mercy not only of Lan-.
cashire but of Japan and other countries. I consider this a very unhappy
moment for him to select this particular taxation,

Sir, with regard to the other item of taxation, namely, the khandsari
sugar, coming from Madras I am not affected by it because we are not making
khandsari sugar at all. But, Sir, the implications of this tax are briefly this,
that hitherto only when khandsari sugar was manufactured in factories where
more than 20 persons were employed did they have to pay an excise duty of
one rupee per hundredweight ¢ Now, it has been reduced to 8 annas per cwt.
but now everybody who manufactures khandsari sugar will be affected and
Sir James Grigg has said in his Budget speech that the production of khand-.
sari sugar was somewhere between one lakh and two lakh tons a year. There--
fore, if it is Rs. 10 per ton it means that an excise duty of Rs. 10 to Rs. 20
lakhs will be levied from khandsari sugar. 8ir,itis said that this tax will
not affect the small agriculturists because they do not employ mechanical
power, and that therefore the cottage industry aspect of it is not touched by
this new taxation. I am afraid I am unable to accept that position because
cottage industries in this country in future will be pursued not only with:
manual labour but also with the usual small mechanical processes. Every
Provincial Government has been endeavouring to supply electricity on the
grid system and attempting to make power available for cottage industries
in the countryside. If that is so, these industries will be affected if electric
power is utilised in future. Therefore, by cottage industry is to be under-
stood not only the old type of industry carried on with the hands but also
with the use of small scale mechanical power. Therefore, Sir, I think that
this is also not a desirable tax and on the whole it will affect the agriculturist
who pursues the cottage industry of manufacturing khandsari sugar.

Sir, before I close I would like to say only one word with regard to the
need for co-ordination between the Provincial Governments and the Central
Government with regard to taxation. I am becoming somewhat apprehen-
sive in regard to the policy pursued by the Provincial Governments in regard
to taxation. After all, the Provincial Governments and the Central Govern-
ment are putting their hands into the same pockets (4n Honourable Member :
““And putting it deep”!) and the capacity of the people to pay takes is
limited. At present, both the centre and the provinces are multiplying their
taxes and the only man who pays is after all the consumer. Therefore, I
agree with the suggestion put forward by the Leader of the European Group
in the other House that there should be greater co-ordination between the-
Prov.mcml_ and the Central Governments with regard to taxation. Already
the infection of the United Provinces, proposal for an employment tax has
been spreading to other provinces. I think Pihar has already taken it up
and I don’t know that my own Premier will fail to take it up very soon, I
rejoice that the Provincial Governments, in order to pursue their development:
schemes, are now in a position to exploit their own tax resources, but they
must I think come together with the Finance Member of the Government of
India and between them they should see that they do not tax the poor man.
too much. As an Honourable Member said the other day in the other House,
indirect taxation in this country is increasing. The consumer is paying
already for protecting industries. Therefore, there ought to be co-ordination
In regard to further taxation hetween the centre and the provinces.
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Sir, with these words I close. While there is nothing surprising in the
Budget and in the present circumstances, national and international, nothing
better could have been done, I wish the Finance Member had not increased
the tax on raw cotton.

Tae HoNouraBLE Sie A. P. PATRO (Nominated Non-Official): Sir,
half knowledge is said to be very dangerous——(4n Honourable Member:
“ Quarter knowledge is worse ’!)——and my Honourable friend reminds me
that quarter knowledge is much worse. So I do not propose to carry out a
post mortem examination of the budget figures in the past three years though
it has been the custom from time immemorial in this country to give a state-
ment of fact with regard to the previous financial condition of things in the
Budget. Put there 1s one criticism which has been made here today—that
the Budget under estimates revenue and over estimates expenditure. That
is a statement said to have heen made in a pamphlet which has been widely
circulated tc all Members and referred to by the Honourable Member.

THE HoxouraBLE THE PRESIDENT : There is nothing new in it;
that charge is usually made.

TBE HoNoUuraBLE Sik A. P. PATRO : RBut the expert knowledge which
is reflected in that pamphlet shows clearly that this half knowledge is very
dangerous in matters of finance and economics. The controversy that we have
just witnessed between the two Honourable Members who preceded me with
regard to the policy of finance and economics also is an illustration of the
proverb I quoted that half knowledge is a dangerous thing. (4n Honourable
Member : “ No, no! Doctors disagree ’!) Therefore, Sir, I do not propose to
-enter into a post mortem examination of all the past years but only to make
a few general observations or impressions which have formed in my mind as
a layman. Sir, I find there are four great features in this Budget which have
elicited the admiration and appreciation of all those who have read the Pudget
carefully. The first is the admirable manner in which the deficit of the
ourrent year was covered by strict economy and an increase in the income and
carporation taxes. (An Honourable Member : * An economy of Rs. 17 lakhs ”,)
1 dor’t want to be disturbed by any * half-knowledge”’ advocate! The
second feature is the absence of any new taxation except the duty on cotton
imported. The third feature is the maintenance of the normal defence esti-
mate subject to extraordinary circumstances. The fourth is the continua-
tion of the provincial contributions. These are features which reflect great
credit on the financial ability and foresight of the Honourable the Finance
Member and his Secretary.

Sir, there was much idle speculation about the Budget. I read various
things in the newspapers,—that there would be large deficits which would
necesgitate the imposition of fresh burdens on the country and that, in view
of the extraordinary circumstances elsewhere, the defence budget must be
augmented. Happily, these financial speculations and imaginations were
dispelled by the financial sagacity and the practical wisdom of the Finance
Member. The uncertain economic conditions in India and outside and the
trade depression were faced with a sense of economic reality. The skilful
manner in which the fall in customs revenue and the increased defence charges
during the current year were tided over merit our high appreciation.
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From the gloomy and frightful pictures of provincial hudgets, presided
over by Nationalists, with heavy and crushing taxation in
12 Noes. gl direotions, where (8% in some provinces and six in
others) new taxes have been imposed in order to balance the budget withoyt
corresponding benefit to the taxpayer, we turn with much relief to the Central
Budget. It is no small gratification to have a sound budget in the centre.
The finances of the Government of India are now placed on a firm basis during
these eventful years—the last five years. The slab system of income-tax is
expected to bring in a revenue of Rs. 76 lakhs this year, a system which gives
relief to many individual assessees and poorer classes. Nevertheless, the
Budget, Sir, indicates a deficit of Rs. 60 lakhs which is made up by increasing
the import duty on raw cotton. This is said to be for the benefit of the culti-
vator and to encourage him to produce long staple cotton. As an agricul-
turist I do feel that this is a boon conferred upon the cultivator of cotton.
Much controversy has been raised by capitalists and millowners, which may be
justified from their point of view, but from the point of view of the general
public and of the cultivators, it is really a great boon to them. (An Honour-
able Member : ““ Very *’!) Sir, this is a very great boon to them. They know
where the shoe pinches, not you, who sit here as a capitalist or has the mind
of & capitalist and begin to air your views here in the Legislature and in the
newspapers ; but if you go to the ploughman and see his suffering, you will
see that even this little addition will be a great benefit to him. I am not alone
in this view. I have the support of the Chairman of the Tiruppur Cotton
Market Committee. As you all know, Tiruppur is a great centre for cotton
growing in Coimbatore. Now, the Tiruppur Cotton Committee have appre-
ciated the step taken by the Finance Member and have stated that it is a
great blessing that there will be this increased duty on imported cotton. As
T said, I quite appreciate the agitation that is set up by millowners that it
will hit them in certain ways. But the difficulty is: Where is the other
alternative source to cover the Budget without further taxation? No
other alternative to cover this deficit has been shown, and in its absence, the
step that has been taken is the right one. The absence of any fresh taxation
is one of the most creditable features of the Budget.

The other aspect is that there is no increase in the Defence Budget.
During the current year the deficit in customs revenue was made up by drastic
savings in the civil estimates and strict economy of expenditure. Every-
thing was cut to the bone. Only those items that would bring in any revenue
to the country have been allowed. Otherwise, everything has been cut to
the bone. It may be good economy and good finance from the point of view
of the Budget, but from the point of view of the general taxpayer it is very
disappointing because no new scheme could be inaugurated and no progress
could be made except perhaps in small matters.

The revenue estimate for the next year is Rs. 82-70 lakhs while the ex-
penditure is Rs. 82:65 lakhs, thus leaving a surplus of Rs. 5 lakhs. The
reasons for the fluctuations of revenue and expenditure, which were argued
with some force and reason by the Honourable Mr. Hossain Imam, have
already been explained in the speeches of the Honourable the Finance Member
and the Honourable the Finance Secretary. The fluctuations are, for instance,
connected with Broadcasting. A criticism has been offered that Government
are indulging in too much expenditure on Broadcasting. On the other hand,
my own view is that sufficient organisation is not present in the Central Gov-
ernment to disabuse the many misrepresentations that have been made by
particular parties in the country. It is very necessary for Government or
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“for those who are interested in maintaining the constitutional form of govern-
ment in this country that more money should be spent and & better .orimisn-
tion should be set up with a view to see that the services rendered by the
Government is properly explained to the people in general. The absence of
"such propaganda certainly leads to very many inconvenient positions in the
“Government.

Sir, there are two tests laid down by writers on Finance. The funda.
mental principle in a sound budget is whether any legitimate source of revenue
was thrown away or neglected and is there any expenditure undesirable or
unprofitable to the country. My own view is that the Budget examined by
.a layman, stands these two tests. It has always been open to comment that
_the provision for defence expenditure takes a very large proportion of the
revenue, Rs. 46 crores out of Rs. 82 crores, leaving only Rs. 87 créres for civil
expenditure. The Explanatory Memorandum, Statement XVIII, gives an
analysis of Defence Service receipts and expenditure. Not one of the items

~.could be characterised as unnecessary, though it may be useful to investigate
the means of effecting economy if possible. But, so far as Statement XVIII
goes, it cannot at all be found fault with. The disturbing factors in Europe
and the approach of Japan to Hainan and the threatening situation both in
the West and in the East necessitete the strengthening of the defence force
. and reforming the Indian Army up to modern standards.

The fourth feature of the Budget is the utter silence on the extraordinary
“provision with regard to emergency circumstances that may arise. "Egypt
has beermaking vast expenditure on the military equipment to modernise
the army and the air force and we hope that the Chatfield Committee will not
only propose reforming the defence force but will at the same time enable us
to obtain from the British exchequer a proper contribution for that expendi-
ture. We read the other day in the speech of the Under Secretary of State in
the House of Commons that according to some interim decisions they would
increase the annual contribution that is made~—it is £2 million at present;
but this would te increased by an increase in the annual grant for India and
Burma to make a capital grant for equipment and to modernise the Indian
and also for equipment of the Royal Air Force squadrons. For this purpose
the British exchequer is prepared to pay a higher contribution than at present.
In another report we find that this would necessarily increase the contribution
by £3,751,000 in addition. But how this will stand finally in course of time
it is not possible to say at present. There is one aspect of defence which we
have to keep in view, that at present the Legislatures have no control over
the expenditure. This right is bound to come in course of time. For that
reason we cannot follow the disastrous course of rejecting the Budget. The
maintenance of efficient and well-equipped modernised forces is necessary,
when India obtains the goal of independence along with other parts of the
British Commonwealth of Nations. This being necessary now and hereafter
it is extremely unwise to criticise the defence forces at present.

Sir, the inauguration of provincial autonomy has brought in its train
many indirect financial difficulties. The Neimeyer award necessitated that
the surplus in the Railway Budget and the revenue from the income-tax
-exceeding a certain sum the balance available should be distributed to the
provinces. In addition to this there is the rural development contribution
and the Road Fund. The Honourable the Finance Member has always been
solicitous of the financial well-being of the Provincial Governments and that

. they should be placed on a sound financial basis and not fail on the rock of
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finance, whatever other causes of failure may be. In the new provinces six
new: taxes were raised in addition to the crushing burdens imposed last year.

The taxes I need not narrate. People are being ground down in the daily
work till nothing more could raised. They are crushing burdens which are
not for the material benefit of the provinces nor for economic advancement
of the people. They have not proved to be so though challenged often. It
is merely for the sake of fulfilling political promises and programmes. It is

after all a will-o’-the-wisp. For the sake of fulfilling political promises and
programmes the peoples of these provinces have been burdened with these
taxes. Look at this picture and that. The excise revenue is voluntarily

thrown away. If the process is pursued there is no doubt that it will endanger

the stability of the finances of the Governments, and not only that, other

disastrous consequences will follow. Again, encouragement for hand-spin-

ning and hand-weaving is a desirable thing by way of supporting small cottage-
industry, but the entire responsibility for carrying it out is placed by the

Provincial Governments in the All-India Spinners Association and village

societies which are merely appendages of the Congress, a political party. This

is unfair and unsound, that this contribution should be devoted to party funds

and party propaganda. This is disturbing the minds of a large section of the

people. Tt is not the occasion for me to go into the wages which they pay

to the weavers in the different centres. That must wait for another occasion.

These factors should not be lost sight of in the distribution of the provincial

contributions from the central budget.

In the financial picture presented to us there is no reference to tariffs:
It is perhaps in consequence of the Indo-British and Indo-Burma agreements
not having been completed, nor the tariff duties and valuations in respect of
paper, sugar, sericulture and textiles which must be under the consideration
of Government. These questions have a great bearing on budget calenlations.
The duties on textiles and sugar are due to expire on 31st March. Whether
the Protective Dities Act will be extended and another Tariff Board will be
formed is not known. The public mind is exercised over these industrial
problems.

As I have said, the main feature of the Budget are four in number, and
these reflect great credit on the financial ability and foresight of the Honour-
able the Finance Member in the Budget he has presented to us.

TRE HONOURABLE RAl BAHADUR LaLa RAM SARAN DAS (Punjab :
Non-Muhammadan) : Before I begin my observations on the Budget I would
like to congratulate our Honourable colleague Mr. Raisman on his elevation
to the Finance Membership. He is the second I.C.S. officer who has been
fortunate enough to get that appointment and we wish him every success and
popularity in his new job. 8ir, I also thank the Government for the appoint-
ment of the Honourable Mr. Lal as Deputy Secretary to the Government of
India in the Legislative Department. I congratulate them because hitherto
this appointment has been held by an I. C. 8. officer and now the Government
has reen that even that post can be given to a gifted P.C.S. officer.

Although it has been observed in the other place that some of us are dic-
tated to by an Indian central commercial and industrial body, I must say,
Sir, that that body is 2 competent body representative of Indian com-
mercial and industrial interests in India, and so it is not right and fair to call
that body an unrepresentative or incompetent body.

The Honourable the Finance Member has developed the habit of underesti-
mating the revenues. 1 find so in the case of the revenue and exoise from sugar.
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The estimate of those who know this business well and who are in the trade is
that the excise income from sugar will be about Rs. 5:77 crores, which the
Finance Member has only estimated at Rs. 420 crores. Sir, next year when
the Budget is presented to us we shall be in a position to say whether the esti-
mate of the central industrial representative body is correct or wrong. 8ir,
the sugar trade expects that the production of sugar this year will not exceed’
7% lakhs of tons and the import from Java and other countries of sugar will
not be less than 1§ lakhs of tons. I take these figures because I know what is
the average annual consumption as well as production of sugar in India and
my figures are based on that. The second underestimate is with respect of
income-tax and super-tax. No account seems to have been made of the changes
recently effected in the body of the Income-tax Act, and from the proposals
“embodied in the Finance Bill. For instance, the assessment of foreign income
on accrual basis, trusts, section 23A and section 44D and discretion given to
income-tax officers to treat unregistered firms as registered firms, etc. The
estimate of increased yield is expected to be about Rs. 2 crores from income-
tax and super-tax. This increase is arrived at after taking into consideration
the relief in respect of individual income-tax on an estimated increase of Rs.
40 lakhs from income-tax and an estimated increase of Rs. 170 lakhs from the
yield of super-tax. In case these items had teen rightly estimated, there would
not have been a deficit and I have no doubt that the figures which I have quoted
will turn out to be true when the actual budget figures comes before us next
year.

Then, Sir, I come to the point of doubling the import duty on raw cotton.
I am one of those persons who have taken a keen interest in growing of long
staple cotton in the Punjab. In the Punjab perhaps I was the first person to
introduce the growing of long staple cotton on my estates and I tried all sorts
of Egyptians, Americans, and other cotton seeds. My own experience is
that as far as results went Egyptian cottons counts (sackles of Egypt) it was
good enough to spin seventies ; in the year following its seeds deteriorated and
the quality of cotton was not good enough even to spin fifties. In the third year
the seeds and the produce was not capable to spin even good forties. The
result was that the cultivation of long staple Egyptian cotton had to be given
up because the yield per acre was 8o poor and its quality grew worse every year.
Then, Sir, I fell back to trying American cottons and the cotton which is now
called 4F succeeded and the result was that the Punjab now produces a great
deal of this quality. The Punjab Agricultural Department is exerting its best
to develop the growing of long staple cotton. A variety which we call 289F
was the first long staple cotton that we produced in the Punjab, but I must say
that we cannot produce any longer staple cotton than 289P. N. T. 43 and
L. 8. S. have been recently introduced in the Punjab, but they also are not so
fine as to give us counts over forties warp. Although my friend the Honourable
8ir A. P. Patro has observed that it will be of great benefit to the agriculturist
to me it seems that Sir A. P. Patro has no experience at all of growing such
cotton in his own lands.

THE HoNOURABLE SIR A. P. PATRO : It will encourage us.
AN HowouraBLE MeMBER : That is half knowledge !

TaE HONOURABLE Ral BAHADUR Lana RAM SARAN DAS: I should
say no knowledge !
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TEE HONOURABLE S1r A. P. PATRO : Itisnotso. I miself raise cotton
in my land. I have experience of it and others-are merely vakils and pleaders
who do not know anything !

THE HoNOURABLE Ral BamADUR Lara RAM SARAN DAS: I am
sorry that Sir A. P. Patro has made an evasive sort of speech. I want to
.inquire from him whether he is growing fine staple cotton in his own lands
or not ? My inquiry is only confined to long staple cotton.

Tar HonoumrasrLE THE PRESIDENT : What is the cause of failure ¢
You do not veplenish the soil by fertilisers, etc.

THE HoNoURABLE Rar BaADUR Lara RAM SARAN DAS: S8ir, in
my experiments 1 was very greatly helped by the Punjab Government and by
agricultural experts, who did their very best to put in the best manure to meet
the deficiency of the soil, but the soil is such that we cannot get as good a cotton
as even the low quality of Egyptain. Sir, it is no use arguing as experiments
proved this to be impossible. Sir A. P. Patro also referred to Tiruppur cotton.
I know, Sir, that Tiruppur and Cambodia are one of the best cottons grown in
India but even that cotton is not as good as even the inferior sackles of Egypt.

THE HoNouRABLE THE PRESIDENT : What about the Sukkur Barrage?

TueE HoNOURABLE Rl BAHADUR Lara RAM SARAN DAS: Sir, my
information is that the cotton produced there is not very much better than
the Punjab American cotton.

Tue HoNoURABLE Sik A. P. PATRO : You want a higher price for the
Punjab cotton ?

Trep HoNOURABLE Ral BamApUR Lara RAM SARAN DAS: Punjab
Americang are now finding a grea.t market in India, but all the same I must say
that they cannot spin 328 for warp yarn.  Sir, experiments in Sind and in
the Punjab have shown that the soil is not fit to grow any better variety of
longer staple cottons. 8o, 8ir, it is simply a bogey to say that by this additional
duty of half an anna per lb. the agriculturist will benefit. I know, 8ir, that
it is a fact that since the doubling of the duty was announced, there is a certain
rise in the price of cotton, not only of long staple cotton but even of low staples.
No speaker has tried to prove that the Indian agriculturist is going to benefit
by this additional duty on cotton. I agree with my m.any friends in holding
that this doubling of duty is & bounty particularly to Lancashire and Japan
by the back door.

_8ir, I find from the import figures of machinery that Government has
derived a very good revenue, viz., Rs. 2,46,000. 1 have taken the figure from
Btatement 2 of the Customs Revenue, page 4. Sir, it is not right to go on over-
taxing an industry which gives you a big revenue. Theimports of yarn and
-tex_tlle fabrics is likely to yield a sum of Rs. 9,00,000. That, I think, is under-
estimated, because this additional duty on imported cotton will result in heavy
increases of the imports from foreign countries, particularly Lancashire and
Japan. The duty from cotton fabrics of British manufacture and cotton
manufactures of other than British manufacture is also under estimated
because this duty will also lead to increase of those imports. It would have
been fair, Sir, for the Finance Member to levy a comparative increase of import
duty on piecegoods and yarn. I find, Sir, that, in addition to the piecegoods
& great quantity of yarn is being imported from foreign countries and there is

B
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a difference between the duties, the importation of y¥arn and piecegoods, the
effect of the low import duty on yarn, the Indian cotton industry is suffering.

Then, Sir, I will refer to the question of the Ottawa pact. The attitude
now adopted by the Finanoce Member is in marked contrast to the reply given
by His Majesty’s Delegation at Ottawa when the Indian Delegation was in-
formed unequivocally that the question of imposing any import duty on non-
Empire cotton could not even be entertained as it would affect the interest
of their textile industry. If His Majesty’s Government could net afford to
impose such a duty in favour of Empire-grown cotton it is only in a subject
country like India that such a proposition could be introduced by the Finance
Member.

There is one aspect of the imposition of this duty which, a foew days before a.
statement is made by the Government of India in the Assembly regarding the
Indo-British trade negotiations, must be mentioned here. With this deliberate
bounty to the United Kingdom and other imports of piecegoods into India,
the question of any further concessions to Lancashire appears to the Commit-
tee to be completoly cut out. When the Ottawa pact was demanded to be
denounced by the Assembly, a suspicion was expressed that certain political
parties were dead opposed to a trade treaty with the United Kingdom. All
these parties have kept their patience during more than two years and a half
when the Government of India have been examining the possibilities of an
Indo-British trade treaty with the help of non-official advisers. Just on the
eve of a statement from Government in this connection, it is the Finance Mem-
ber of the Government of India who has lost patience and hastened to get a
veritable bounty for imports of Lancashire piecegoods into India. If this
were not the motive, the additional im position of half an anna per pound would
have been coupled with an increase in the import duty on the relative piece-
goods and yarns. But a few weeks before Government could put before the
Assembly their recommendations in connection with the Indo-British trade
treaty, a deliberate effort has been made to prejudice the issue by putting an
unjustified further impost on the Indian textile industry.

The Committee of the Federation of Indian Chambers has the same view
as I have. 8ir, there is even time now for the Honourable the Finance Member
to see his way to increasing the import duty on foreign piecegoods and yarn.

I now come, 8ir, to the military oxpenditure. From what I see in the
papers before me, 8ir, that the military expendtirue this year increased by over
a crore of rupees. 8ir, we have got a standing army in India such as does
not exist any where else in the world. Indianisation has snail pace. Our
defence expenditure has gone up very heavily since after the war. There is
discontent among the people for the reasons which I gave on the floor of the
House the other day. I simply want to repeat them again so that I may
be able to impress uwpon His Excellency the Commander-in-Chief the necessity
of removing those grievances and thus avoiding taking more legislative and
punitive measures and also making a saving. 8ir, I said that the necessity of
enforcing recruitment and of punishing those who did not join their ranks im-
mediately on demand is simply due to the fact that the treatment extended to
Indians in India and abroad is far from being satisfactory. In the other
place yesterday, an Adjournment Motion was carried as regards the position
of Indians in Kenya. 8ir, the Indians overseas are in great difficulties in
certain matters. Even as far as their religious obligations are concerned, they
are deprived to observe them. I am thankful to the Honourable the Educa-
tion Member who is in charge of Emigration that he was good enough some time
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back to indicate his desire to appoint an Indian Agent in the West Indies and
in other places where Indians exist in good numbers. The Sanatan Dharm
Pratinidhi Sabha of the Punjab, of which I have the privilege to. be the
President, sent abroad a great worker in Dr. Purusram Sharma who visited
British Guiana, French Guiana, Trinidad, and other places far away from
India where Indians exist. I say * exist ”’ because their condition is far from
being satisfactory. Dr. Purusram from his personal experience told us that
in Trinidad the Indians form one-third of the total population. In British
Guiana they are 40 per cent. and in Dutch Guiana they are 33 per cent. The
Hindus there are not allowed to cremate their dead, which is obligatory upon
them from the religious point of view. Luckily, when Dr. Purusram was in
Trinidad he approached the Dominion Governor, 8ir Hubert Young. S8ir
Hubert Young was probably born in India as his father, 8ir Mackworth
Young, used to be the Governor of my Province (Punjab). From what I under-
stood from Dr. Purusram, ho passed orders that the bodies of Hindus be allow-
ed to be cremated. I do not know how far those orders have been carried out
but we expect that in case his successor agrees with him perhaps one of the
grievances of Hindus in the West Indies will be removed.

Then, 8ir, another grouse is the Marriage Registration Act. Every
marriage has to be registered, whether it is a Hindu or Muhammadan or any
other marriage. Indians protested and the Dominion Governor was good
enough to appoint a committee to report on their hardship in which Dr. Purus-
ram was also taken as a member. Dr. Purusram along with others did put in
a report to the Dominion Governor and I do not know what will be the fate of
that recommendation. The position is that 88.per cent. of the Indians now
in Trinidad are said to be illegitimate, and that is because their mother’s
marriage was not registered as they on religious grounds refused to register
the marriage. The result is that they are declared illegitimate and I do
not know what will be the fate of their sons and daughters in matters of
succession.

TrE HoNOURABLE 81 DAVID DEVADOSS: What is the harm in
registering a marriage ?

THE HONOURABLE Rar Bamapur Lara RAM SARAN DAS: My dear
8ir Devadoss, I will give you the reason. Whenever we have any religious
command, nobody is to question or to argue this.

TeE HoNoURiBLE Bir DAVID DEVADOSS : There is no religion in
tha:z.be Lilarnages can be registered, births can be registered and deaths can be
registered.

Tae HoNOURABLE Rat Bamapur Lara RAM SARAN DAS: That
may be your view. However, 8ir, I hope that the Government of India will
be good enough to appoint Indian Agents in these colonies as soon as possible
in order to remove the grievance of East Indians who have settled there.

I would draw the attention of His Excellency the Commander-in-Chief
to the segregation of Indian officers in the way in which it is being done now.
People realise that the formation of the Indian Division is for confining Tndian
officers holding Indian commissions to its component regiments. Why should
they not be allowed to serve in other regiments along with King’s Commissioned
officers ? That segregation is deeply resented by us, including those who are

“in the segrogation. Bir, people hold that this is the result of the statement

B 2
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“whichk 1 made in this House some time back that a Professor in a certain Mili-
tary College in England observed, while addressing students : ¢ If you join
the College in bigger numbers and on your success let me assure you that in
India you will never be put under command of Indians*’. If this statement is
wrong, I hope His Excellency the Commander-in-Chief will put me right.

I find there is a fall of Rs. 367 lakhs in customs receipts. That shows that
the country is poor and the effects of the economic depression have not yet
disappeared. I would therefore beseech the Government not to increase the
taxation so that there may be some revival of prosperity in India  which will
naturally result in more imports and swell up revenue.

As regards the purchase of stores, I must congratulate His Excellency the
Commander-in-Chief on the moasure he has adopted for manufacturing, parti-
cularly ordnance stores in India for military use. I hope His Excellency will
be able to pursue this policy further so that India be made self-contained as
far as the supply of stores to the Indian defence force is concerned.

I will not take more time of the Council but will say beforc I resume my
seat that the military expenditure ought to be reduced at least by the amount
that is spent on the maintenance of British troops in India. India is the
greatest asset of the British Empire. It finds employment for thousands of
Britishers on high salaries unknown elsewhere in the world. Therefore, because
the British Army is the army of occupation in India, its expenditure should
be borne by the British Exchequer in addition to the Indian naval defence
expenditure. The British Government had undertaken the protection and
defence of the Indian coast for several centuries past and the same should

continue.

TaE HonoUrABLE MR. R. H. PARKER (Bombay Chamber of Commerce) :
Sir, T would like to join the Honourable the Finance Member in the first place in
his appreciation of the foundations laid by his predecessor, Sir George Schuster,
and I can add to that, what he cannot add, a very high appreciation of what
he has done also. Not only is our present position due to the foresight
and sagacity of these two Finance Members but I regard a lot as due to the
sagacity of His Majesty’s Government also. They have shown a very deter-
mined attitude, and certainly, if they had not shown a very determined atti-
tude, T think India would not be borrowing at 6 per cent. It would be borrow-
at 10 per cent. instead of 3 per cent.

I cannot understand ‘the Honourable Mr. Pantulu’s attitude. He talks
about exploitation but he has not given one single instance, as far as T can see,
of exploitation of any kind.

Tae HoNOURABLE MR. RAMADAS PANTULU : If I were to do it, I
would want a whole day for it.

Tae HoNoURABLE MR. R. H. PARKER : I am afraid one cannot be
spared. I find it difficult to reconcile the Honourable the Finance Member’s
general policy of sound finance with a point which I mentioned and I have
mentioned it on several previous occasions in connection with the Railway
accounts. I make no apology for returning toit. The Honourabhle the Finance
Member probably really understands it or he has not time to look into it. But
if he does not understand it, then he ought to leave it to me. If he under-
stands it, then he ought to put it right. As I told him the other day when"
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replacing an asset costing Rs. 1 lakh by an asset costing Rs. 13 lakhs, he is giv-
ing away capital as if it were a profit of Rs. 50,000 out of the whole transaction.
That is not a very sensible thing to do. Perhaps, Honourable Members might
like to know what the effect of my method would be. There would be very
little change in any one particular year. Your capital at charge would be up
by Ras. 1,25 lakhs, your depreciation would be up by Rs. 1,25 lakhs, that is, the
amount in the fund would be up by that amount. Your interest would be up
by somewhere in the region of Rs. 5 lakhs, but that would be counterbalanced
by the interest on the higher amount in the Depreciation Fund. Your contribu.
tion to the Depreciation Fund would be bigher by about Rs. 2 lakhs in the first
year, but it is worse than it sounds in the next year—X +2 in the next year,
X +4 in the following year, X +6 in the succeeding year, and so on. It is a
more important error than it appears to be on the surface.

I want to make one or two references to the question of diminishing returns
from customs duties. Taking the case of the tax on motor transport as one of
the most important of them, in the accounts for 1937-38, the receipts were Rs.
1,68 lakhs. In the Pudget for 1938-39 they were estimated at Rs. 1,70 lakhs.
In the revised budget, they have been reduced to Rs. 1,25 Jakhs and in the
Budget for 1939-40, they are shown at the same figure. I regard a reduction
from Rs. 1,70 lakhs to Rs. 1,25 lakhs within a period of one year as very serious
and I think you must admit that you have got your diminishing return, and
that you are taxing them too highly. The import duties on motor spirit tell
much the same tale. The Pudget for 1938-39 was Rs. 5,80 lakhs which has now
been revised to Rs. 5,10 lakhs while the Budget for next year is Rs. 5,42 lakhs.
The total taxation on motor transport is extremely high. It pays a total of
some Rs. 10 crores per annum. The expenditure on roads is roughly Rs. 6
crores. And of that total revenue of Rs. 10 crores the Central Government
receives Rs. 8 crores, out of which Rs. 63 crores are taken to general revenues and
Rs. 1} crores, representing the surcharge on petrol excise, is allocated to the
Road Fund. When I remind Honourable Members that a 13-cwt. bus, costing
the small sum of Rs. 3,500, has to pay annually a sum of Rs. 1,320 in Bengal,
where the taxation is lightest, and Rs. 2,716 in Madras, Mr. Pantulu’s presi-
dency where taxation is heaviest, they will realise that taxation is for the motor
transport industry a very serious item of cost. In Pombay City taxation
amounts to no less than 43 per cent. of the running costs of a motor car. If
the wages of a driver are included in the running costs the percentage comes
down to about 35.

Then I come to one rather tragic note. I do not know whether Honourable
Members got the shock I did the other day when I opened the newspaper and
read, “ Post and Telegraphs Department. Complete collapse . I looked to
see what had happened to Sir Thomas Stewart’s and Mr. Bewoor’s department
and 1 found they had lost a hockey match ! (Laughter.) I suppose they were
not in the team, but T am advised that if my heart had given way under pressure
of the shock my executors would have had a claim against the newspaper !

Then I come to this question of new taxation. Sir A. P. Patro says
there is no new taxation except the cotton duty. I hope he will think so when
he gets his assessment for income-tax and super-tax. BRut I do want to deal
shortly with this customs duty on cotton. Pombay is predominantly affected
by it and is extremely unhappy about it, and they go so far as to tell you that
it would be far sounder to leave a deficit of Rs. 50 lakhs in the Pudget thanto
put this new tax on Bombay. And I must say that the cotton mills have had
a very hard time. There are some legislative or quasi-legislative pro-
posals or actual enactments which have resulted or will result in wages being
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increased by 10 per cent.—there isa sales tax of 6} per cent.—the pending
Bombay budget provides for taxes on property which the millowners say will
cost somewhere in the region of Re. 7 lakhs ; and altogether they have heen
very hard hit. The Finance Member says that the new duty will amount to
3 per cent. of the cost of production.

Tre HoNoUurABLE SR JAMES GRIGG : For those mills using entirely
imported cotton.

TrE HoNoURABLE MR. R. H. PARKER : Well, I actually had a rather
higher figure, but I am not an expert and the Finance Member is. But even
3 per cent. in a case like that is a very important item and I would have much
preferred to see him choose some other tax. I think it was the Honourable
Mr. Pantulu, or perhaps the Honourable the Leader of the Opposition, Mr. Ram
Saran Das, who suggested that Lancashire were being favoured. Well, I
must say that for my part I am content to leave the question of whether Lan-
cashire is being favoured or not to the Honourable Sir Zafrullah Khan. I
think he is very capable of looking after India’s interests in that connection.
And somehody referred to there having been a lot of idle speculation in con-
nection with this year’s Budget. I believe there has been a lot of speculation
of another kind, not very idle but very profitable. Then somebody else suggest-
ed that Japan would gain. I suppose in an indirect sense they may but after
all there is a quota to control that.

The Council then adjourned for Lunch till Half Past Two of the Clock.

The Council re-assembled after Lunch at Half Past Two of the Clock, the
Honourable the President in the Chair.

TrE HoNOURABLE Rar Bawapur SRI NARAIN MAHTHA (Bihar:
Non-Muhammadan) : Mr. President, the Budget for 1939-40 in its essential
features, like its predecessors, is top-heavy in charagter, burdensume to the
goneral taxpayer and step-motherly to the task of building up the nation
economically. But I am prepared to concede that it is in some details pleasan-
ter than the budgets of previous years. I would like, however, to refer to some
aspects of the Budget and also to some of its deficiencies.

The chief deficiency of the Government of India budget is inherent in the
constitution under which the administration of the country is carried on. If
you will look, 8ir, on page 16 of the * Explanatory Memorandum on the Budget
of the Governor General in Council for 1939-40 ”—a hooklet which has been
given to us along with the other Budget papers, you will see, 8ir, at a glance
the measure of irresponsibility and hollowness of the present position. The
statement furnished at the page referred to by me gives an abstract showing
the Distribution of Expenditure between voted and non-voted heads. This
statement (although it includes the working expenses of the Railways, Posts
and Telegraphs and Irrigation Departments) reveals m.ost glaringly the present
state of our tutelage and the vex;y meagre and limited extent to which the
Budget is subject to the vote of the Central Legislature, which, however,
principally or perhaps exclusively, means the Central Legislative Assembly.
And even in that limited sphere the vote of the Assembly is not absolute and
final. It is subject to the veto of the Governor General.
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The statement to which I have referred above shows that out of the total
expenditure, only Rs. 98 crores and 22 lakhs are voted and Rs. 109 crores and
25 lakhs are non-voted expenditure. This works up to a percentage of 47-3
of voted expenditure as compared to the total expenditure. On the top of
this, it cannot for a moment be forgotten that the whole Budget is framed by an
Executive which is not responsible to the Legislature. Tho task of our review-
ing the Budget, therefore, is rendered nugatory and unreal in actual effect,
except for the purpose of bringing on official record what we think about it.

In introducing one of his earliest Budgets in the Legislative Assembly,
the Honourable the Finance Member, who has this year introduced his last
Budget, had said that his main task in that year and the succeeding years was
to make possible the introduction of the new constitution on an even keel.
Judging from his own standards and from the strictly financial point of view,
the ushering in of a substantial part of the new constitution has taken
place without any grave financial unbalancing. I would like, however, in
this connection to take the opportunity of saying that whereas the Finance
Member may have played his part without materially disturbing the current
equations and proportions of the Budget, it now remains for the Government
as a whole to work up to a reconciliation with the political parties in India
and so to bring their pressure to bear on the authorities in England as to
get the Federal Constitution amended in such a manner as to make it accept-
able to a politically conscious India—to make the Federation worthy of
England to grant and India to accept. The present, Sir, is also an opportune
moment to make a move in this direction because the British Parliament is
going to amend the Government of India Act in some respects. I hope, Sir,
that the Government of India will respond to Indian political opinion and
make a move in this direction, which is bound to be appreciated by the
whole country.

The next point that I would like to dwell upon is the necessity of lowering
the heavy burden of administration and defence of the country on the revenues
of the Central Government. The present burden is such that only a very
inadequate surplus is left for being devoted to the nation-building depart-
ments or for being made available to the provinces whose needs are far greater
than their resources can bear. That a great deal is possible to do in
this direction will, I hope, not he disputed. The burden of taxes on
the people of India has increased by over Rs. 75 crores since 1914,
without much reference to the taxable capacity of the people. The
tragedy has now been heightened by some of the Provincial Governments
adding to the burden very considerably and almost in a vindictive
mood. It was very refreshing indeed, Sir, to find the Leader of the
Congress Party in this House giving a timely warning to Government that
co-ordination in the matter of taxation is necessary between the centre and the
provinces. The imposition of new items of taxation in the provinces has been
varied and heavy. In Bihar the rates of court-fee stamps have been raised,
entertainment and agricultural income-tax has been imposed, and while the
Central Government is already taxing sugar, the Bihar Government have taxed
sugarcane brought to mill-head. Whereas the duties of the Central Govern-
ment cannot be under estimated with regard to maintaining a check on un-
bridled taxation and sometimes overlapping taxation in the provinces, greater
is the need for making less costly the machinery of government. I admit that
the economy drive of the Financo Member has resulted in considerable savings,
but one is forced to acouse the Government of merely tinkoring with this very
vital problem of economising the cost of administration and defence. I am
not an advocate of losing in efficiency what we save in money, but I am an
advocate of so co-ordinating the various departments of Government and
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introducing such changes in the services as would make them less costly and
more Indian.

As an illustration, 8ir, I shall make a reference to the defence bhudget-
Though, the defence budget has been reduced by Rs. 1 crore, expenditure on
defence has actually increased by Rs. 1 crore and 85 lakhs in the year under
review as against the revised budget of the ourrent year. This has been made

ible by increased contribution from the British exchequer. I do not advo-
cate that India should have a weak defence. I do not advocate that Indian
military power should bo so lowered as to invite attacks from aggressive
nations. What I want is that the expenditure should be reduced to a level
which would be compatible with India’s present economic position without,
at the same time, weakening the defence of the country. This, Sir, is clearly
possible to do, if this Government did what a truly Indian Government would
and should do, and that is by replacing British by Indian troops. The expen-
diture would certainly go down considerably as a British soldier costs about
four times more than an Indian soldier. Besides this question of cost, there is
another very important difficulty with regard to the maintenance of British
troops. In the United Kingdom, at peace tine, units are maintained at an
establishment smaller than that required for war. The deficiency on mobiliza-
tion required to complete units to their war establishment are made good by
means of reservists. In India the position with regard to British troops has
got to be different. Reservists of British personnel do not exist here and rein-
forcements must be obtained from the United Kingdom. It is obvious that the
process of recalling reservists to the colours, equipping and despatching thom to
India must taken timo. British units in India must, therefore, be self-contain-
ed, and consequently the peace establishment generally exceeds the war estab.
lishment. When a Resolution was moved year before last by the Honourable
Pandit Hirday Nath Kunzru requesting Government to replace British by
Indian troops, I had the occasion to deal with the question of the comparative
efficiency of the British and Indian soldier and I showed it on the authority of
Government statements and reports that the Indian soldier was the more
suited for Indian conditions and requirements. I do, therefore, want to urge
over again the Government to take up a bold policy in this matter which will
satisfy Indian manhood and put the Government in a much better position
financially. Since the Inchcape Committee in 1923, when some really substan-
tial step was taken towards retrenchment and reduction of British forces,
nothing has been done in recent years. It is time, therefore, that something
substantial be done in this direction. I hope that Government in considering
the Report of the Chatfield Committee, which is a sealed document for us, will
give due consideration to this all-important question.

A budget is only an estimate of probable income and likely expenditure..
The figures it contains are bound to be approximate. The Honourable the
Finance Member, speaking in another place, yesterday strongly refuted the
charge that there has been any tendency to under estimate revenues. I think
what he said about import duty and excise from sugar was fairly weighty,
but I am afraid that his defence of the anticipation, as made in the Budget,
from taxes on income was poor. In view of the new Income-tax Act and the
rates mentioned in the Finance Bill, his estimate is certainly low. If this.
income alone had been less pessimistically estimated, the new taxes would not.
have been necessary. Surely a good part of the receiptsfrom income-tax
goes to the provinces, but the share of the Government of India should in my-
opinion have been sufficient to cover the deficit.
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I would reserve my remarks regarding the proposals contained in the
Finance Bill until we have the Finance Bill before us. I think that will be a
more suitable stage to examine them in detail. I would in the meantime only
say that the additional duty on imported cotton has made the industry of the
country apprehensive and I would wish Government to consider if it would not
be a fair step to lay an additional imposition on the corresponding piecegoods
and yarn imported from abroad. ,

Before I conclude, Sir, I would like to say a word about the working of the
Sugar Excise Act. The Bihar Planters’ Association which is now practically
amalgamated with the Bihar Landholders’ Association, of which for some dis-
tricts of North Bihar I happen to he the President, have complained to me of a
certain hardship to which some millers are subjected. Under the terms of the
Act, excise duty is payable when sugar leaves ‘‘ mill premises ”’. ILast year,
perhaps for the first time, excise authorities refused to accept the godowns of
the mills near railway stations ¢ as mill premises ”’ and the mills were compelled
to pay duty on all sugar in those godowns. I think the Act intended that
duty should be paid on sugar when it is sent out for sale and not when it was
lying in the godown. The mills that are situated at long distances from railway
stations have to keep godowns near railway stations as carting is difficult
during the monsoons, particularly in North Bihar, and large urgent orders
cannot be executed unless sugar is stored near railway stations, I shall be glad,
Kir, if Government will look into this matter and relieve the millers from this
hardship which the Act, T think, did not intend to subject them to.

TuE HoNoURABLE PaNDIT HIRDAY NATH KUNZRU (United Provinces
Northern : Non-Muhammadan): Mr. President, it is a gloomy Budget
which the Tiinance Member has presented to us, Lut its gloom only reflects the
depressing economic conditions prevailing in the country. Two years ago
indulging in one of those pugilistic performances which apparently delight him
in connection with the Budeet, he asserted that the course of the import and
export trade and the amount of the trade balance were such as to indicate that
the rupee was under-valued. I hope that the course of trade during the last
two years has convinced him of the wrongness of the position that he took up-

then.
Tue HoNoURABLE SR JAMES GRIGG : Not at all.

Tee HoNouraBLE Panpir HIRDAY NATH KUNZRU: The-
Honourable Member evidently is not prepared to be convinced even by facts.
His own predilections are dearer to him than the testimony of facts. Well, .
if he indulges in giving more prominence to his beliefs than to facts in the
important positions which I am sure he will occupy when he goes back to -
England, I feel certain that he will receive the commendation that he
deserves from his superior officers.

Sir, we are glad to learn from the Budget that the Government, owing to-
the deterioration in our financial position, tried to reduce our civil expenditure.
The Honourable the Finance Member has told us that the revised estimates
show a net reduction of Rs. 94 lakhs as compared with our budget estimates.
I wish that we had been told how this reduction had been brought about. .
We should like to know what are the superior posts, if any, that have been
abolished. We should like to know in what other manner the axe has fallen.
not merely on the low paid services but upon, those who occupied higher posi-
tions. Secondly, we should like to know to what extent departments which
we might regard as productive have been affected by the retrenchment recently
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brought about. I am referring to the scientific departments under the control
of the Government of India. In 1931-32, when expenditure was reduced,
these departments suffered heavily. They have barely recovered from the
-effects ofp the ill-judged retrenchments that were made in their allotments
six or seven years ago. I should therefore like to know what the present
position is, what opportunities have still been left to them to develop their
-activities which are of considerable importance to the country from an economic
point of view.

Sir, it is a matter of regret to us all that the economic position in the
-country should give cause for anxiety but every cloud has its silver lining and in
the present case the deterioration in our financial position has brought us
advantages in its train in connection with our army and military expenditure.
In the first place, His Majesty’s Government have at last recognised, so to say,
publicly and officially that India is no longer able to bear any increase in its
-defence expenditure. The Finance Member has told us that the improvement
made in the conditions of service of British military personnel owing to the
decisions taken by His Majesty’s Government during the course of the year
would amount to about Rs. 115 lakhs. Mr. Nixon told us also this time last
year that certain improvements that had been made then had cost the Indian
-exchequer about Rs. 16 lakhs: The total increase thus amounts, roughly
speaking, to about Rs. 1,30 lakhs. It was impossible for India to bear this
burden. His Majesty’s Government have therefore had to give us a subven-
tion of half a million pounds, which amounts to about Rs. 66 lakhs and at the
same time to withdraw four infantry battalions. The saving to us this year
would be about Rs. 16 lakhs, but I take it that as the expenditure of a British
battalion is about Rs. 193 lakhs, there will be a saving of nearly Rs. 75 lakhs in
the next year. We thus see that the action taken by His Majesty’s Govern-
ment results in a saving of about Rs. 1,40 lakhs, which is a little more than was
needed to balance the increase in our expenditure owing to the improved condi-
tions of service for British personnel. There is one other item, however, which
has not been mentioned by the Finance Member in his speech, nor has the
Finance Secretary referred to it. Unfortunately, as my Honourable friend
Mr. Hossain Imam said earlier in the day, the Explanatory Memorandum which
used to contain brief notes on military expenditure and reviews of the current
year’s and past year’s expenditure has now become so jejune as to be almost
valueless. There is no one place in which you can take in at a glance important
features concerning the year that has closed or the current year, or military
-expenditure. I make the same complaint with regard to the review of railway
accounts by the Financial Commissioner for Railways, which too has been con-
verted from a somewhat human document into a bare collection of tables.
"The matter to which I want to refer is the withdrawal of a cavalry regiment.
We were told last year that owing to the programme of mechanisation it had
been decided that one cavalry regiment should be withdrawn. T see from the
defence estimates that a regiment has been withdrawn. That ought to result
in a saving of about Rs. 17§ lakhs or Rs. 18 lakhs. There is no reference to that
and I should like to know whether that saving would accrue to us or whether it
is intended to use it in connection with the mechanisation programme.

Another point to which I might refer in this connection is that we were
told last year that the mechanisation of eight British units had been decided
upon by His Majesty’s Government. This was to cost Rs. 215 lakhs of which
Rs. 80 lakhs was to be provided by His Majesty’s Government. I see in the
first place now that the scheme for the conversion of four British battalions
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into machine gun units has heen abandoned and that the Indian exchequer
has been asked to provide much less than was anticipated in February last
year. We were then told that the probable expenditure on mechanisation
which would have to be met by the Indian Pudget during the course of this
year would be about Rs. 85 lakhs. But this has now been considerably
reduced, and in addition to this, we have a capital grant of £2,150,000 for the
mechanisation of British and Indian units. I should like to have some infor-
mation on this point. To what extent is mechanisation to be proceeded with
and what portion of the capital grant given by His Majesty’s Government will
be utilised for the mechanisation of Indian units ¢ What would be the effect
of this mechanisation, when it has been carried out, on our military expendi-
ture ? We were told last year that mechanisation of the PBritish units would
result in a decrease in expenditure. But, as I pointed out then, that decrease
was really due to the proposed withdrawal of a cavalry regiment which has now
been carried out. Now, the PBritish units may be reduced in number and
withdrawn to England in order that the expenditure on the British force here
may not increcase bheyond what it is now. PBut the Indian units cannot be
sent anywhere. What then do Government propose to do ? Has this subject
been thought out ? If so, we should like to know the ultimate result of the
process of mechanisation in so far as the burden on the Indian exchequer is
concerned and its effect on the strength of the Indian Army.

Sir, when I pleaded some time back with His Excellency the Commander-
in-Chief for the replacement of Pritish by Indian units, he told us that nothing
could be done beyond the small reduction of British forces provided for in this
slow scheme of Indianisation. The financial stringency with which we are
faced has, however, compelled His Majesty’s Government to do what we would
never have been able to persuade them to do. I suggest that this process
should go further and that means should be devised of continuously replacing
British by Indian troops. When I say this, I am not in any way oblivious of
the international position or even of the position in the Far East. I recognise
the changes that are taking place all over the world and the pace at which
military expenditure is rising in every country. But it must be recognised
that these countries are spending large sums of money on their armies for the
preservation of their national existence, and in the second place they have
placed their defence arrangements on a national basis.
When we are therefore asked to bear the present level
-of military expenditure, even granting that it is not large compared with the
standards fellowed in other countries, we have a right to ask Government to
place our defence arrangements too on a national basis. It is not enough
merely to utilise the man power of this country in certain limited ways. It is
also necessary to expand the opportunities for its development and at the same
time to mobilise the moral resources of the nation,

3 P M,

Sir, there is another subject connected with our defence which I consider
necessary to deal with before I pass on to other things. Waziristan has cost
us !a,rge sums of money during the last two years. The special expenditure
on it amounted to Rs. 176 lakhs in 1937-38 and the roads in tribal areas cost
us another Ras. 25 lakhs, that is, about Rs. 2 crores leaving out the Rs. 24 lakhs
spent on tribal roads out of the money previously set apart forit. In the current
year the Waziristan operations have cost us about Rs. 45 lakhs. We have
thus spent nearly Rs. 2§ crores on Waziristan. Where are we now as a result
of the operations that have been carried out and the large expenditure in which
we have been involved ? ‘
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Tae HoNouraBLE Lr.-CoL. Stk HISSAMUDDIN RAHADUR: What
do you propose to do about it ?

Tur HoNouraBLE Panpir HIRDAY NATH KUNZRU: What do I
propose to do ? I should like to ask His Excellency the Commander-in-Chief
as to what he proposes to do. As the person responsible for our defence arrange-
ments he cannot merely come and say to us : “ You must give me all the money
that T ask for . If he comes and asks for money he must be prepared to
answer as to the manner in which that money has been utilised and the extent
to which the expenditure ensures us against disturbances of the kind that we
have had during the last two years. 1 should like to know what is the policy
of the Government with regard to it and what are the prospects in store for
us in this connection?

Sir, the Honourable the Finance Member told us two years ago that we were:
losing a great deal of revenue owing to the defects in our administrative machi-
nery. He proposed to look into it in order that our existing resources might
be made the best of. Now I see from a resolution recently published that a
special pool of officers is going to be created in connection with the Finance and
Commerce Departments. It will consist of about 80 to 85 officers, about 30 to
35 of these will be or about 30 to 35 of the posts included in the pool will be held
by men belonging to the 1.C.S. Now I should not like to discuss again the
Report of the Wheeler Committee which was debated here about a year and a
half ago, but I do want to know what part the Indian members of the I. C. S.
may be expected to play in this connection? What opportunities of employ-
ment will be given to them in the pool ? Will they be chosen in such a way that
they may not all be, so to say, at the bottom of the list of 1. C. S. officers and
that some of them may in the course of a few years hope to occupy the top
positions included in Class A?

Sir, faced with a deficit the Honourable the Finance Member has proposed
& tax on raw cotton and has referred in this connection to the excise duty on
sugar, which he says has justified his forecast and belied the anticipations of”
those who feared that it might lead to a reduction in the price of sugarcane.
Sir, if one considers the position impartially I think one would come to the
conclusion that the present position of the sugar industry is not due to the
excise duty imposed by Government in order as they said to check competition
between sound and unsound concerns, but to the efforts made by the United
Provinces and Bihar Governments to centralise the marketing arrangements.

The HoNoURABLE MB. HOSSAIN IMAM : At the cost of the consumer,

THE HoNOURABLE Panpit HIDAY NATH KUNZRU: Well, that
question ought to be put to the Finance Member who thinks that his excise:
duty has succeeded. Obviously if the cultivator was not to pay the cost of the
excise duty, it was the consumer who had to meet it.

TrHE HoNOURABLE ME. HOSSAIN IMAM : Not the manufacturer ?

Tae HonNouraBLE Panxpir HIRDAY NATH KUNZRU: Well, the
Tariff Board decided that the manufacturer should have a certain profit. I am
not in favour of the existing high rates, not in the least. If any efforts can be
made to check profiteering I should be delighted indeed. But that has got
nothing to do with the excise duty on sugar. (4n Honourable Member : ‘1t
has something to do with the customs duty ”’.) Well, so far as the customs
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duty is concerned, its level has not been raised during the last few years. Itis
what it was before. It could not therefore have directly contributed to this
increase in the price of sugar.

Now, Bir, we have been told that this tax on cotton would lead to an increase
in the growth of long staples, and I find that some Honourable Members have
supported the duty on that ground. They think that the agriculturist would
benefit by this duty. Now, if the tax on raw cotton is really intended to develop
the production of the varieties that are imported from abroad, I should like to
know whether the experience of the Cotton Committee in the past has been
taken into account in this respect ? Secondly, if it has been found that experi-
ments can still be carried on in order to bring about that result, we should like
to know if any scheme has been devised in concert either with the Cotton Com-
mittee or the Imperial Agricultural Council for this purpose ¢ Thirdly, since

“the interests of the agriculturists have been trotted out in this connection, I
should like to know whether it is intended that the duty should be permanent ?
Speaking in the Legislative Assembly yesterday the Honourable Member
objected to some suggestions that were made on the ground that after all the
increase in revenue from them would only be temporary. Now——

Tue HoNoURABLE SR JAMES GRIGG : I said nothing of the sort.

Tre HoNoURABLE PanpiTr HIRDAY NATH KUNZRU: That is the
report of the Honourable Member’s speech in today’s papers.

THE HoNoURABLE SIR JAMES GRIGG : 1 said nothing of the sort.

THE HoNOoURABLE PanpiT HIRDAY NATH KUNZRU: I leave that
out of account because that is not germane to my argument at all. It is enough
for me to point out that the Honourable Member said in the course of his Budget
speech that this duty levied primarily for financial purposes would tncidentally
benefit the grower of long staples or encourage the production of long staples.
Now, if it is meant really to encourage the growth of such varieties, it can do so
only when it is made permanent. Is it intended that the duty should be per-
manent ? If so, the question naturally arises whether Government by the
further pursuit of the policy of protection which they have condemned again
and again want to make our economic system, so to say, a closed one. Sir,
I personally agree with those who have regretted the imposition of this tax,
It is a tax on the raw material of one of our most important industries.
Secondly, it is unfortunate that it should have been imposed before the.Indo-
British negotiations were completed. This may have no result on those nego-
tiations, but it ought to have been apparent to Government that action of the
kind that they have now taken would inevitably rouse suspicions in view of the
delay, the unconscionable delay, that has taken place in the negotiation of a
new trade pact. I admit that there is a deficit. I am not prepared to say
that the calculations made with regard to the increased yield from imported
sugar would be fulfilled in the current year. Although the production of sugar
in India is estimated to be only about 800,000 tons in 1938-39 the amount of
sugar so far imported is only about 8,500 tons. In view of this we have to be
cautious and very cautious. But it may be asked if this is the situation, how
is the Government of India to meet the deficit ? I will not refer to what they
did in 1937-38 for then they did not utilise the Sinking Fund for revenue pur-
poses at all. In fact, they withdrew money from it only temporarily. But
80 far as the current year is concerned, they have met their deficit by practically
wiping out the provision made for the reduction or avoidance of debt. If the
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worst comes to the worst, I should personally think that we might wait and
leave the deficit uncovered, for the present, even taking the risk of having to
reduce the provision to be applied for the reduction of debt ultimately. If
we wait for a while the Indo-British negotiations would have been concluded
and we would be in a better position to judge of the course of raw cotton imports.
This I think would in every way be preferable to the course followed by Govern-
ment. Sir, I do not wish to be dogmatic on this point. I have not questioned
any of the cstimates made by the Finance Department. I have assumed that.
the deficit which they are trying to make up for is a real one; yet I cannot
support their action in imposing a duty on raw cotton. Notwithstanding the-
disadvantages attendant on the course that I have suggested, I venture to
think that it would have been better in the interests of all concerned than the:
one that has been adopted by Government. :

Tae HoNouraBLE Mr. H. G. STOKES (Bengal Chamber of Commerce) :
First, Sir, I would like to congratulate the Finance Member that in this his final
budget there is no departure from the policy of financial orthodoxy which has
characterised his previous budgets. The Honourable Sir James Grigg in
another place has paid a graceful tribute to his predecessor whose sound policy
he very modestly claims to have followed. I consider it a great achievement,
Sir, that during five years of great difficulty he has not only beeu able to present
each year a balanced budget but that by and large he has been able to reduce
the load of taxation. When England went off the gold standard in 1931 we
saw clearly the value of good credit. We see it now in our own case, as the
Honourable the Finance Member has pointed out, in our enhanced credit and in
the remarkable savings in interests which have been found possible.

The most striking feature of the year now closing to me has been the fall
in customs receipts. The Honourable Mr. Raisman, if I remember, said that
he considered the general level of revenue duties to be now at the maximum
consistent with the highest yield. I suggest, Sir, that that view is optimistic.
During the past year trade certainly has fallen away but I do not consider that
so far as India is concerned the recession has been uriduly severe. There has
been no slump, yet we have this catastrophic fall in imports. I suggest that
this goes to prove that the general level of our import duties is dangerously
high, Apart too from the loss of revenue, we should, I think, remember that a
fall in our imports means a loss to us of bargaining power in disposing of our
exports. Totalitarian ideas are very prevalent in India today. They are
insidiously attractive but extremely dangerous so long as we depend for our
grosperity upon our neighbours. In international trade we are now largely

back to the days of barter. If you want to sell jute or rice or rubber to Germany
or let us say gunnies to Turkey, you can only do so provided these countries can
sell you something in return. A drastic reduction in our imports is desirable
only if we do not as a result suffer a curtailment of the exports which are this
country’s income.

Turning to the Finance Member’s proposals for 1939-40, the changes pro-
posed in the method of levying excise duty on khandsari sugar seem both
equitable and sound from the point of view of revenue. Evasion will be stopped
and those who have not sought to escape liability will benefit from the lower
rate of excise. The scale of income-tax rates proposed is, I think, what most of
us expected—or should I say feared ? While giving the promised relief to the
smaller incomes, the rate presses hardly on the larger. Most of these incomes
in India are, I think, derived from trade or commerce and I suggest that this.
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increased taxation plus the numerous exactions which most Provincial Govern-
ments appear to be devising cannot but result to the detriment of commercial-
development. There is little incentive to embark on a new venture when you
have to take 100 per cent. of the risk but must hand over in taxation a large
slice of any profit that may accrue.

The tax on imported cotton now to be doubled has the advantage of pro--.
viding just the amount needed to balance the Budget. It will not, I consider,
increase the production in India of long stapled cotton. The several ventures
started with this object have proved disastrous in the extreme for their promo--
ters and the increased cost of their raw material must handicap mills who spin
the higher counts of yarn. The deficit to be made up is not large—Rs. 50
lakhs only—and I wish that the Honourable the Finance Member could have:
seen his way to be less conservative in his estimates of receipts from other
sources and so have avoided this additional levy. I have heard it said, for-
instance, that his estimate of receipts from the sugar duty is low by as much as
one crore. Put we must, I think, presume that the Finance Department are the
best judges in these matter and if the only alternative is to mﬁ a deficiency at
the year’s end, then I think this tax should not be opposed.

In conclusion, 8ir, I trust that the economy measures initiated last April’
will be continued throughout the coming year. I do not agree with my friend
Sir Muhammad Yakub that war is inevitable, that if it does not come in 1939
it will come in 1940. In fact, I should say that the position is definitely more
hopeful than it was. PBut the uncertainty remains and a policy of rigid economy
is to my mind the only justifiable policy.

THE HoNOURABLE Mr. M. N. DALAL (Pombay : Non-Muhammadan) :
Mr. President, Sir, on a Budget so void of sensational proposals as this laat
performance of the Honourable Sir James Grigg, it is obviously difficult to say-
whether one should congratulate or condole with Sir James who has had the
financial destinies of India in his charge for the last five years. According to
the ancient wisdom of him who said, “ Happy are the peoples who have no
history ”’, one would be inclined to compliment Sir James and his colleagues
in managing the finances of India in a manner, which, at least in this last
effort of our present Finance Minister, offers no great target for attack. For,.
speaking generally, and confining oneself for the moment to this Pudget, one
must admit that it might have been worse ; and, inasmuch as it is not so
bad, it is a matter of comfort to the taxpayers of India. This is, however,
not to say that there is noroom for criticism or complaint. The financial
stewardship of Sir James, as revealed even in the Budget now before the
Council, gives India the most substantial grounds for complaint and
uneasiness.

I do not know if Sir James has been deliberate, or is unconsciously record-
ing the spirit of anxiety which broods over the world due to the unsettled politi-
cal atmosphere everywhere. Let me here point out the heavy hand of trade
depression, which is visible so clearly in the financial accounts and estimates
presented to us. The most important head of revenue of Customs this year
shows a deficit of Rs. 367 lakhs which Sir James can scarcely arrest by the
alteration in the scale or range of duties charged on imports and exports of -
merchandise in and from India. We must, indeed, take the entire field of
indirect taxation, customs and excise together, to be able to pronounce a fair
judgment on the financial situation. The Indian customs tariff is today a
combination of what may be called productive and protective duties, each of -
which shows a decline, for its own special reasons. .
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Productive dutses, for example, decline because economic depression, which
is chronic in this country, shows no sign of lifting. Luxury goods like motor
cars and petroleum ; cinema films, silk fabrics, all must show a steady fall
while people’s trade and industry languish as they do today. On the other
hand, protective duties also record a decline, because the industries sought to
be protected by means of such duties, sugar, matches, cotton goods, etc., are
beginning to take root in the country, and consequently, foreign imports of
competing produce are being steadily reduced. That must necessarily involve
a corresponding reduction in the customs duties on imports of such products.
In this year’s budget, customs shows a steady decline of Rs. 367 lakhs from the
-expected figure, and Sir James and those in charge of the financial affairs of the
country may naturally feel alarmed. But, the welcome implications of such
.a development is a matter for felicitation by us. For, when Sir James mentions,
in his review of the customs revenue, the increase of machinery to the extent
of Rs. 21 lakhs and decline of the imports of manufactured goods, it should be
understood that to the extent that new machinery and capital goods are flowing
into the country, India is steadily building up her own industries which have
been almost criminally neglected in the last half century or more ;~and the same
is obvious from the progressive decline of foreign manufactures imported
into India. The improvement in the economic condition of $he country at
large, deducible unavoidably from such a growth of local industry, may not be
apparent to Sir James and those who think with him, though even to these
financiers the improvement in the receipts under the income-tax cannot but be
.& pointer in that direction.

The financial policy of our Government, Sir, has called forth in the past,
and quite rightly in my opinion, violent criticism from Indian economists and
businessmen. Their steady refusal to consider any suggestion for revising the
Tupee-sterling ratio, which has been fixed at a disproportionately and unduly
high level for narrow reasons of finance ; and which succeeds in strangulating
Indian industry, agriculture and trade, is but one of a dozen examples that
could be cited of the fundamental prejudice, not to say hostility, with which our
Finance Department has approached its task. That all over the world, the
most powerful and richest countries, Britain and the United States leading the
van, have not disdained the use of manipulating the exchange ratio of their own
currencies to protect their local producer in the face of a most ruthless and
unscrupulous competition in international trade, is to them no argument that
India, essentially a weak country, more a debtor than a creditor in the world
markets, should follow suit. That thiz ratio, artificially maintained, and
involving an unprecedented drain of gold from India ever since the credit balance
-of international payments began to go against India, results only in a concealed
protection or preference to British goods in Indian markets. This, Sir, is to
the Finance Member either not visible, or is a matter for felicitation, which in
one who is paid by the taxpayer of India to be their trustee and steward, is
rank ingratitude, not to say worse. That Pritain herself, in the face of world
depression, was the first to devalue her currency, and depreciate sterling deli-
berately, is also & precedent, that India should copy this admirable example of
-every leading European country. 4

Britain and France, the United States or Nazi Giermany, have not even
the excuse that India has of grinding poverty and exploitation, which makes it
more than ever necessary for her to use every precaution and safeguard to
‘maintain her own industry in her own country and obtain for her producers in
‘the international markets as reasonable a position as possible,
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8o far as the army expenditure is concerned, I think it has been so thorough-
ly discussed by several Honourable Members hefore me that I think I had better
leave it out entirely except to say something about the separation of Burma.
About two years ago, when Burma was separated, the control of the army
was handed over to Burma, and even if the expenditure cf the army in Burma
to defend the Eastern Frontier of India come to about one-tenth of the total
defence expenditure of India we should have a relief of about Rs. 4 to Rs. &
crores. Again, 10 years ago, the army expenditure was Rs. 65 or Rs. 56 crores
and today it is Rs. 45 crores. How does that compare with the purchasing
power of money today ? Ten years ago prices were about 25 per cent. higher
on an average so that Rs. 45 crores of today is really equal to Rs. 56} crores of
1929." In my opinion, Sir, Britain should bear more than half the share of the
cost of India’s defence. Instead, she makes only miserable doles, and that too
because she imposes, without reference to India’s interests or requirements,
changes in equipment and personnel, which give rise to far more burdens upon
India counterbalancing the advantage of the contribution that Britain makes
for particular purposes.

In his Budget speech, the Honourable the Finance Member takes credit for
the retrenchment in strength which has been effected by the withdrawal of
certain units from India, and drawing to a certain extent on military Sinking
Funds. These may have resulted in some economies ; but, I venture to submit,
the increases resulting from the additions to the pay and pension charges,
effected by the British War Office also without any reference to India or Indian
needs and standards, will have greater repercussions in India.

There is yet another consideration, Sir, which I must mention to show how
hollow is the claim of those who would suggest that we have effected all possible
economies in this section of our national budget. We spend every year enor-
mous sums on military stores, ordnance and munitions of all sorts, and almost
all of these are of foreign—British—imports. If all this money had been spent
on the production of such material in this country, it would have at least provid-
ed employment for a considerable amount of Indian capital and labour. When
countries like Britain or the United States of America spend lavishly on arma-
ments, the result is only a transfer of wealth from one set of individuals to an-
other in the same country. For us, on the other hand, almost every rupee spent
on military and naval or air force stores and material is sent out of the country ;
and the main- portion of what is spent on personnel does not benefit the
children of the soil. Military expenditure is thus doubly injurious to the
national economy of this country inasmuch as not only is it disproportionately
heavy but it does not even develop the country’s industry, nor provide em-
ployment for local capital and labour. Modern industry is so closely connected
with preparation for national defence ; or putting it correctly, effective prepara-
tions for a countrv’s warlike defence is so closely connected by that country’s
state of industrial advance that unless industrialisation has advanced propor-
tionately, there can be no hope of real economy or benefit, however high the
scale at which outlay is maintained on this account.

These, Sir, are perennial features of Indian finance which the present Gov-
ernment cannot remedy radically.

Coming to the Budget for 1939-40, it shows a deficit of Rs. 50 lg»khs. We

are told that the deficit would have been as formidable as it was in 1938-39,

Rs. 2:65 crores net, were it not for the economies effected by a Committee of

Government Secretaries presided over by the Honourable the Home Member,

We would have liked to see those recommendations, and consider the economies

they suggest in detail. J udging from the railway experience, especiatly as
o
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Tevealed by the Reports of the Pope and the Wedgwood Committees, we
cannot help fearing that there is a far more considerable field for such eco-
nomies than our Government either knows of, or would like to admit.
Besides, these economies, as the Finance Member says, do not seem to have
been effected for permanence. If so, they would hardly be more than tem-
porary relief, which would soon be swallowed up by the irregistible tendencies
of such a Government as ours to be expensive.
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