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COUNCIL OF STATE
' i

Wednesday, 28th February, 1945

The Council met iir the Counoil Chamber o f the Council House at Half Past
Fire of the Clock, tfce Honourable the Chairman (the Honourable Sir David.
Devadoss), in the Chair. * * , ,

MEMBERS SWORN *
The Honourable Sir Satyendra Nath Roy (War Transport Secretary).”
The Honourable Mr. Hiralal Muljibhai Patel (Industries anfl Civil Supplies

* Seoretary).

PRESENTATION OP THE GENERAL BUDGET, 1945-46
T h e H o n o u b a b le  Sir CYRIL JONES (Finance Secretary) : Sir, I have th* 

honour tp present the revised estimates of revenue and expenditure of the Governor
General in Council in respect of subjects other than railways for the year 1944-45
and the corresponding estimates of revenue and expenditure for^the year 1945-46,

2. When presenting the budget estimates of 1944-45 a year ago I mentioned as
the most outstanding feature/of the previous year the economic perils and anxieties
which had beset the country, as evidenced in particular by the aoute speculative
mania of the spring of 1943 and the distressing food crisis whioh supervened later
in the year. I referred to the resolute action which the Government had had to
take to meet these dangers, both in the monetary sphere and in the realm o f  com­
modity control, and, expressed the view that the Qonduct of an unrelenting war
against the causes and consequences of monetary abundance in the conditions
created by the war ranked in importance before even the raising of the resources
required for actual physical warfare. The successful establishment o f the principle
of drastic control and the acceptance of that principle by the vast mass of the popula­
tion gave solid cause for confidence and hope for the future.

3. The year 1944 has been one of consolidation of the position then reached
and its major characteristic is the relative stability which has been achieved in the
eoonomio field. Pride o f place should perhaps be given to the steady, improvement
in the food situation throughout the country. The progressive implementation o f
the Government's policy in regard to statutory control of foodgrain prices, to pro­
curement by Government or Government controlled agencies, and to controlled
distribution including an ever-widening extension of rationing, has yielded results
which are both satisfying and encouraging. Secondly, considerable progress has
been made towards the Government’s objective of general price stabilisation and
the elimination of profiteering. The general lever of wholesale prices, though sub­
ject to fluctuations from time to time Corresponding roughly to varying estimates
of the probable duration of the war, has in fact achieved a degree of stability over
the past 18 months which could hardly have been anticipated in the blaok days of
early 1943. Most encouraging of all is the increasing evidence of public resentment
at anti-social activities, such as hoarding, profiteering, and Corruption and of a 
willingness to -cooperate with the authorities in their efforts to stamp them out.
It is to be hoped that this growing public spirit will intensify and extend, but that
it is alrfeady in evidence is beyond question. These are the fruits of those measures
of economic control which were effected in 1943 and developed and improved during
1944, although the improvement in the economic situation has undoubtedly been*
assisted by the striking military victories which have been gained in all theatres
of this global War, with their profound psychological consequences and the material
advantages of the resulting improvement in the shipping position in the form* of
increased imports of food grains, raw materials and finished products. ~

4. It seems desirable here to emphasize once again that, though individual
measures of the kind that I have referred to are indispensable ,r yet ther keystone of 
our defences, apart from our taxation and loan programmes, lies in the eonsoious
restriction of expenditure by the mass of individuals. Though certain classes of
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the population have suffered, and continue to suffer, from the fact that their in­
comes have not-yet become fully ndj listed to the higher level of prices, yet large and
very important classes of the population are now in receipt of money-incomes very
much higher than those which they previously^enjoyed. The consumers goods which
they desire are not* vet available and, except in so far as the additional incomes
which have been generated by the war are amenable to taxation, the only possibi­
lities are abstention from expenditure and lending to Government. Naturally,
at the present time, the, latter is the more completely satisfactory solution ; not
only does such lending greatly assist Government in  its anti-inflatioftary campaign,
but it marks a* break With the age-old tradition of hoarding' which may well be .an 
even greater, obstacle to the rapid progress of India than many of the factors which
are more frequently mentioned. * .■ . • . . .

5. I will now briefly review the final results for the financial yea* 1943-44 as
compared with the revised estimates which were presented to the House last year.
Civil expenditure fell belo\v our anticipations by the moderate sum of Rs. 84 lakhs,
while total, revenue wa§ Rs. 2*44 crores below the revised estimates. Income-tax
collections actually credited to the revenue account were Rs. 8 • 86 crores less than
we had expected, but railway receipts improved considerably in the latter part of
the year from which general revenues benefited to the extent of Rs. 5*37 crores..
Central excise' duties also showed an improvement of Rs. 1*77 crores mainly under
sugar and*tobacco as the result of a lag in adjustments of which we had no know*
ledge when the revised estimates were framed. Defence expenditure exceeded the
estimates by no less than Rs. 95-76 crores. The main reasons for this large excess
were, firstly, the feet‘ that muoh of the fighting against the Japanese took place
within India’s frontiers instead of Wholly outside those frontiers as anticipated and,
seoondly, an unexpectedly heavy adjustment in the accounts of the year in respect
of meohanically propelled vehicles and their spare parts utilised for the initial equip­
ment and maintenance of India’s local defence forces. Other contributory reasons
were a late deoision that all indigenous expenditure on petrol, oil and lubricants
used for Indians expansion" purposes should be the liability of India, and also in­
creased demands for supplies and services on reciprocal aid terms to the forces of
the U. S, A. in India. In the result the r^yenue deficit, whioh .in the revised esti­
mates was expeoted to be Rs. 92*43 crores, proved in the final accounts for the
year to be Rs. 189.79 crores. ' . ,

6. In the current year, 1944-45, total revenue reoeipts are now expeoted to be
Rs. 356-88 orores, an improvement of Rs. 48 60 crores over the budget estimates.
Customs reoeipts are expeoted to improve by Rs. 12 crores as a result of larger im­
ports made possible by the general easing of the shipping position. Of this amount,
Rs. 2J crores are accounted for by the import of looomotives and wagons. Under
Central Exoises, however, there is a shortfall of some Rs. 2 orores, mainly under
tobacco, caused*by transport difficulties and by reduced cultivation as a result .of
the drive in favour of food crops. Taxes on income were expected to yield Rs. 182*5.
orores, Rs, 78 drores from excess profits tax and Rs. 104-5 crores from other taxes
on income. The progress of regular excess profits tax assessments has been stepped
up so that we now expect collections under this head to reach Rs. 110 crores. There
is, however, likely to be a fall of Rs. 4£ crores under other taxes on income whieh
are expected to yield Rs. 100 crores. The net improvement anticipated under the
head “ Taxes on Income ” is thus Rs; 27*5 crores. The divisible pool of income- 
tax has been taken at Rs. 61 • 13 crores and the share of the province's at Rs. 26*56
-prores or Rs. 2* 87 crores more than the budget figure. An improvement of'Rs. 2*56
crores is anticipated under Currency and Mint due mainly to Government’s share
of the surplus profits of the Reserve Bank increasing from Us. 7 • 50 crores to Rs. 10* 07
crores. The revenue of the Posts and Telegraphs Department ia now estimated
at Rs. 28- 78 {jrores, that is, Rs. 86 lakhs more than the budget figure. Expenditure '
is placed at .Rs. 19*46 crores, an increase of Rs. 2.85 crores. The anticipated sur­
plus of Rs. 9 32 crores will accrue to general revenues. The contribution from
Railways to general revenues has, for reasons already explained to the House, bem\
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7. Coming now to the revised estimates o f expenditure for the current year
1944-45, the defencq services have first claim on our attention. The House is aware
of the milit ry, naval and air successes which have been won by the forces of the
United Nations on all fronts, which in the course of a single year reduced the terri­
tories held by the Axis by about one-third and caused devastating losses to'the
navy and merchant fleet of our Eastern enemy. Of speoial significance to India
are the developments in the 8. E. A. theatre. These failed to follow th 3 course en­
visaged at the tims of my last Budget Speech. Before any Uiajor offensive based
on India cduld be launched again them, the Japanese took the initiative and com­
mitted almost their entire respuroes in Burma t )  a large scale assault on India's
North Eastern frontier. Some of the bitterest and fiercest fighting of the war
followed, largely on Indian soil, but the months of rigorous training in jungle war*
fare, whioh had been given to our forces, now paid magnificent dividends and, as.
the House knows, the Japanese suffers i a major and decisive defeat. As aresult
the whole of Northern Burma has now been delivered from their control. India
may well‘be proud of the magnificent part played by her -forces of ail three'services
in these great events.

S. I shall now briefly refer to other important developments in the field of
defence which havel>aken place in India during the past year. There have been a
number of improvements in the tertns and conditions of service affeoting all arms.
Certain improvements in the rates of proficiency pay of Indian other ranks that
were in contemplation a year ago'have since bee i sanctioned .with effeqf from the
1st January 1944. Improved scales of basic pay and tyatta for Viceroy’s Com­
missioned officers were also introduced from the lBt April 1944. The Government

.of India have recently extended to perso tnel of the British Services in the India
Command the war servioe increments of pay sanctioned from 3rd September 1944
by His Majesty's Government for such personnel in other theatres. They have also
sanctioned similar increments for personnel of the Indian services with effect from
the same date. Substantial improvements have been made at considerable expeneo
in the medical arrangements for dealing with sick and wounded in India, and parti­
cular attention too is now being' paid to the rehabilitation of wounded men to enable
them to .take the fullest possible parf in their subsequent civilian roles. Then,
again, during; the cold weather of 1943-44 plana were made whereby the Defence
Servioas would produce much of the supplies of fresh provisions required for their
own consumption. These plans htfVe now matured, and by the end of the year the
Defence Services will be largely self-supporting in fresh vegetables and potatoes
while the output of other items such as poultry and eggs will have beep multiplied
many times. These arrangements should exercise a salutary oheok on the prices
of such produce in the country at large. , .

9. The improvement in the quality of the Indian Air Force continues. The
most recent development is the introduction of the famo ;s Spitfire aircraft, and one
squadron equipped with these will shortly be given an active operational role as a
fightffr squadrod. The 9th squadron of the Indian Air Foroe was formed on the
20th February 1944 and the formation of the 10th is under consideration, but unless
recruiting improves this will not be possible.
* 10. The Royal Indian Navy continues to grow and further progress has been
made in the construction of training establishments and holding depots. Apart
from its work in the defence of India’s ports and coasts, the Royal Indian Navy is
playing a considerable role in the escort o f shi ping and general policing duties
in Indian waters. . It has given invaluable support and protection to the land forces
in the recent operations on the Eastern Front in which its landing craft fiave played
a major part. ‘
, 11. Ihdia continued to receive goods and servioes from the United States of
America under Lend-Lease arrangements and, in return, to grq,nt Reciprocal Aid
in various forms of supplies and servioes as explained in my speeoh last year. The
demands for such aid have been heavier than was anticipated last year, particularly
in regard to works (mainly airfields), petrol and aviation spirit. To some extent
this was due to the increased activities of the U. S. Foroeg in strafing the Japanese
on India’s North Eastern Frontier. The estimated oost of Reciprocal Aid to be
afforded at India's expense to the U. S. A. for which provision has been made in
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these estimates is Rs. 76*33 crores during 1944-45 and Rs. 70*34 crores during
1945-43, /D evalue of such aid furnished in the year 1943-44 amounted to Rs, 35 * 11 
orores and the total cost to the end of 1912-43 ,Rs. 12 \ crores, so that the progressive
total of Reciprocal Aid from the beginning of the war to the end of 1944*45 would
on thes3 estimate * amount to.about Rs. 124 crore*. At present th'3 great bulk of
fteoiprocal Aid afforded to the (J. 3. A. in India is char ged to Indian revenues and
only a relatively minor am >unt of such aid (e.g., that relating-to certain non-indi- 
genous supplijs) is financed by His Majesty’s Government and treated as British
Reciprocal* Aid. The total amount of supplies and services expected to be ipade
to iQdia under Lend-Lease arrangements up to the end of 1944-45 is now estimated
at roughly Rs. 515 crores and the value of these supplies and services whioh India,
but for Lend-Le ise, would have had to provide at her own expense is now assessed
at approximately Rs. 150 orores. It is impossible to make any similar estimate for
the year 1945-46 as the extent of Lend-Lease granted during that year must n^oes- 
sarily depend on war developments'both in the European and the Eastern theatres.
There seems no reason, however, to think that the value of Lend-Lease aid received
by India to the end of that year will fall short of the corresponding amount of Reci­
procal Aid to the United States of America. %

12. During the year under review India signed a direct Mutual Aid Agreeri&ent
with the Government of Canada which entitles her to participate in the benefits
of Mutual-Aid acoorded by the Canadian Government to the Allied Nations. The
preoise effect of this Agreement upon India’s defence expenditure has not yet been
finally ascertained in the absence of complete information regarding the amount
of such aid to be made available but^ in framing the revised and budget estimates,
a reduction of Rs. 5 orores has been allowed on this account in the estimates of each
year. ^

13. Mention was made in my speech of last year of the necessity for ensuring
that India’s eoonomy was not subjected to an intolerable strain as a result of its
employment as a major base of operations against Japan. As the House is aware,
a Mission under Sir Akbar Hydari has reoently gone to London and is now examin­
ing in detail the extent to whioh demands for commodities required 'for war pur­
poses, hitherto placed on India, con be met from other sources, and further what
goods badly needed here can be sent out in order to offset the general depletion caused
by war demands. It is hoped that this Mission will succeed in bringing iiiuch- 
needed relief to India’s eoonomy. * ,

14. During the year the negotiations with His Majesty’s Government that
have been in progress for some time past regarding the allocation-jduriug the war
of non-effeotive charges—i.e., pensions and gratuities paid to personnel of the defence
servioes and their dependants—were concluded and an agreement between the two
Governments on the subject has now been reached. Prior t6 the outbreak of the
present war eaqh Government received from the other contributions in respect of
so mUcU of the pensions and gratuities of their own armed forces as were reckoned
to have been earned in the service of the other Government. Sinoe under normal
conditions the number of British service personnel employed in India far exceeded
the ̂ number. of Indian service personnel employed at Imperial stations, the net
resuft of these adjustments was a substantial annual payment by India to His
Majesty’s Government. This process necessitated the maintenance o f an elabo­
rate non-effeotive aocount and the continuous oolleotion of detailed information
regarding the service 9f  many thousands of officers ai\d men. During the last war
it was found quite impossible to keep up this non-effective account, whioh had
therefore to be held in aboyanoe, and the settlement of numerous claims and counter­
claims in respect of non-effeotive charges relating to that war formed the subject
of prolonged correspondence and eventually—thoughrnot until 1931—had to be
made in a more or less arbitrary manner. It was felt most desirable to avoid a
similar long-drawn-out controversy over the non-effective charges arising out of
the present war. The matter has been examined at great length by technical experts
on both sides, and the agreement now reached may be summarised as follows :

(1) The non-effeotive aocount between the two Governments te be finally olosed
as on th* 1st April 1939, India’s, net liability towards His Majesty’s Government
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for the non-effeotiv# oharges of all defenoe personnel on that date being discharged 
by a lump sum payment of £15 millions. '

(2) India’s net liability thereafter during the war to be fully discharged by an
annual payment o f £1,350,000 to His Majesty’s Government.

(3) Eaoh Government to bear the cost o f those casualty pensions and other
abnormal non-effeotive oharges arising out o f the war, whioh are sanctioned under
its own regulations.  ̂ _

(4) The new agreement to be coterminus with the main Financial Settlement,
a fresh agreement to be negotiated thereafter.

It is felt that this non-effeotive agreement has the great merit of simplicity
while securing an equitable apportionment o f the oharges in question between the
two Qroverpments. The agreement provides for the payment of the sum of £15
millions on the date o f its termination. Recently His Majesty’s Government en­
quired whether the Government of India would be disposed to pay this amount in
advanoe of that date and offered to reduoe the annual payment of £1,350,000 by
£450,00Q as from the date of such premature payment. As this offer seemed to the
Government o f India a favourable one it has been aooepted and the payment was
made on the 1st February 1945, from which date the annual payment will accord­
ingly be reduoed to £900,000.

15. It is now neeessary to consider the effect of these developments on our
estimates of defence expenditure for the ourrent year. The Financial Settlement
aooepted in 1940 was the target for a great deal o f abuse—muoh of it extremely ill- 
informed—by the presB both in India and in the United Kingdom during the year.
As was no doubt inevitable with any arrangement of this character, the criticism
has been vehement and has proceeded from diametrioally opposite points of view.
It still remains, however, our sheet-anchor for the purpose of determining India’s 
share of war expenditure. Under the operation of that Settlement India becomes
liable for a considerable amount of additional expenditure arising _oufc of the Japa­
nese invasion at the beginning of ♦he year. In framing the budget for 1944-45
it had been assumed that operations against the Japanese would take place out­
side India and, in consequence, that no portion of their oost would fall on Indian
revenues, which, on the other hand, would be relieved as a result o f the sending of
forces beyond her frontiers to take part in those operations. In the event, not
only had forces earmarked for employment overseas to be retained in India but
others were brought in from outside to repel the invader, and no provision existed
in the budget for the cost of all these troops or for the other additional expenditure
incurred Jon these operations for whioh India is liable. This .constitutes one of the
major causes of the heavy excess of the defence expenditure for the year over our
budget anticipations, but I trust the House will realise that this is a small ^rioe to
pay for the victory which has assured to India immunity from tho Japanese in­
vader. '

\ 16. Other major developments that could not be foreseen a year ago and for
which consequently no provision was made in the budget are

(1) The grant of war Iwfrvice increments and other pay increasos to both British
and Indian troops during the year ; .

(2) heavy demands from the U. S. A. Forces in India for goods and services on
Reciprocal Aid ; .

(3) the decision that India would be liable for the indigenous element in the
cost of imported petrol utilised for her own war purposes. As mentioned in my
speech last year, His Majesty’s Government offered to bear the cost of petrol and
aviation spirit required for the expansion of India’s land and air forces, but this
offer, it has since been made clear, will only cover the cost landed at an Indian
port, leaving the expenses of distribution in India to be borne by India j

(4) the payment of the.sum of £15 million in connection with the Non-Eff#otive
Agreement. . > .

PfciiBHTATlOlf OF TH* OlKlIUL BUDGET, 1945-46 IT ?
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17. The revised estimates of defence expenditure for the year 1944-45.amount 
to Re. 397.23 orores and Rs. 59.41 orores under the Revenue ahd Capital head* 
respectively. The details are as follows :— * '

ReQenut Portion
(1) Basie Normal Budget
(2) Effect of rise in prices
(3) India’s war measure!
(4) N o n  effective ohaurges

Total

Brikd Portion

(1) Air force—Airfields . . . .
(2) Capital outlay pn industrial expansion . . .
(3) Reciprocal Aid-airfields . . ' . . .
(4)-’ New construction for the R. I. N. . . . .
(5) Capital outlay on tele-oommtfnication scheme . ' .
(6) Lump sum payment under the Non-Effective Agreement

• » Total

(In lakhs of Rupees).
Budget . Revised

36,77 36,77
' 16,05 16,92

215,58 334,22
0,21 0,32

276,61 * 397,23

10,00 15*89
2,00 3,34
5,20 15,20

n 1,60 ’ 1,00
5,80 3,98

20,00

24,60 59,41

In the revenue portion, the increase of Rs. 1 *87 crores in item (2) over the corres­
ponding budget figure is due mainly to the grant of further increases in pay and
allowances to the forces in India. The increase of Rs. 118-64 orores in item (3) is
due to the major developments justf mentioned and to an underestimate of the
cost o f  air services in India. The total increase has been counterbalanced to a
certain extent by.an increase in the amount of receipts on acoount of Lend-Lease
stores supplied to Provincial Governments, Railways, Pofcts and Telegraphs Depart­
ment and other paying indentors, and also to the relief anticipated from India’ s
participation in Mutual Aid from Canada. '

As regards the capital portion, the increases under items (1) and (3) are due.
to further demand%,»for new airfield# and the improvement and expansion of exist­
ing airfields for both JBritish and American Air Forces in India. There have been
further expansions of ordnance factories, dairy farms, etc., which account for the
increase under item (2), while the decrease under iteifc (5) is due largely to a carry­
forward of expenditure connected with the Tele-communication Scheme to the
year 1945-46. Item \#) represents the lump sum payment under the Non-Effective
Agreement which I have already explained.

18. Turning now to a consideration of civil expenditure in the current year,
the House will doubtless appreciate that the continuance of war conditions and,'
at the same time, the need for planning for the transition periodand the days of
peace ahead, inevitably involve an increase in governmental co-ordination and con­
trol, which is reflected in increased expenditure. The civil estimates now stand
at Rs. 115*42 crores compared with Rs. 86.38 crores provided for in the budget.
Of th§ increase of Rs. 29‘ 04 crores Rs. 12 crores are accounted for by self-balanc­
ing items. Honourable Members will find details o f the variations in the Explana­
tory Memorandum on the Budget and I shall confine my remarks here to a few of
the more important items. *

t 19. Provision for Rs. 1| crores was made in the ourreht year’s, estimates as
. Central assistance to Bengal for meeting their heavy expenditure on famine relief.
Representations were, however, received from the Provincial Government that the
grant was inadequate and the posit ion was reviewed. It was finally decided to
make an ex gratia subvention of hajf of the direct cost of the famine, subjeot to a
maximum of Rs. 10 crores, of which Rs. 3 crores had already been adjusted in 1943­
44. Thirdecision is responsible for an̂ tncreate of Rs. 5} crores in expenditure this
ytax. *  « • -



20. 'Another important item is the expenditure involved in paying compensa * 
tion for damage resulting from the explosions in the Bombay Docks in April last*
The House is already familiar with'the measures for the relief o f the victims announced*'
by the Government o f India last May. The machinery for dealing with claims is
at work~and steady progress is being made in disposing of them. At present it i«
not possible to assess accurately the total amount which will be involved, but pro­
vision has been made for an expenditure of Rs. 10J crores this year and Rs. 5f orores
next year. The question of the inoidence of this expenditure is under consideration
and, pending a final decision as to the sharing of the oost between India and His
Majesty’s Government, it has been decided to i$eet the sums involved from general
revenues, at the,same lime transferrirtg from the War Risks Insurance Funds to the
revenue account amounts equal to the* estimated compensation payable; '

21. Cgnsiderable revenue expenditure as well as capital outlay has had to be
incurred in pursuance of the Government’s food policy. That policy covers the
drive for increased production of foodgrains ; increasing procurement by Govern­
ment or through Government agencies towards the objective of monopolistic govern­
ment procurement; extension of rationing, which now covers some 42 million people ; 
and statutory control o f prices at a level which will ensure adequate production
without imposing too heavy a burden on the consumer. s

22. The same objectives of increased production and control of distribution
and of prices have been pursued in the field of other consumer goods. Price control
of cloth has been extended to coyer, both the imported and exported varieties and a
progressive reduction in prices has been achieved. At the same tune the problem
o f  the stabilisation of the prices of Indian cotton within suitable limits has engaged
Government’s close attention and, in fulfilment of their undertaking to maintain
the price above the fixed floor, Government entered the market and purchased dur-

■ ing the current year some 2f 'lakhs of bales valued at over Rs. 6 crores. *
23. The activities of the Supply Department have been directed towards the

fulfilment of the same polioy. An organisation Jias been set up in Calcutta for in­
creasing the production of coal amd ensuring its equitable distribution among the
consuming interests. Schemes for the payment of a bonus to oolliery owners on
increased raisings and for open-cut mining have been introduced, while facilities
have been provided for the import o f labour into the coal areas and welfare officers,

. have been appointed to look after the interests of mine labour.
24. The soheme for financial assistance to evacuees and their families has been

continued and extended. These measures are now estimated to cost a little over
Rs. 1 orore more than the budget provision. 4

25. There is another matter which should be mentioned, namely, India’s con­
tribution to U. N. R. R. A. The House has already agreed that India should parti­
cipate in this administration and in implementing that decision, the Government 
of India have decided that India’s contribution should be Rs. 8 crores. A sum of
Rs. 1 • 10 crores has been expended in the current year, and it is proposed to provide
for the remaining Rs. 0-90 erores in the next year’s estimates. This sum will be
transferred to a special fund to prevent budgetary inconvenience in the future.

26. Lastly, there is the question of the ameliorative measures necessary to
mitigate the hardships caused to Government servants by the continued rise in the
oos of living. The scheme o f dearness allowance to low-paid Government servants
was substantially liberalised in March 1944, and its cost this year is expected to be
Rs. 3| orores in respect of Central Government servants other than those paid from
Railway and Defence estimates. The Government also came to the conclusion in
the course of the year that oertain other Government servants, who had so far receiv­
ed no cash relief, must also be given an allowance to enable them to meet their essen­
tial commitments. The Government have therefore given, with effect from 1st July
1944, a war allowance at 10 per cent, of pay to married, officers drawing pay up to Rs.
1,000 and at 5 per cent, of pay to single officers wh ose pay does not exceed Rs. 700 
Tb* Government keep under constaut review the problems conneeted with the rite
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in the cost of living and its effect on Government servants of an classes, and pro-
posals for increasing the scope and, extent of the relief already afforded. are at this
moment under active consideration. Until a decision has been arrived at it is not
possible to evaluate the extra expenditure li'kely to be involved. The estimates are,
therefore, based o~ the existing scales of relief.

27. The revised estimates for the current financial year 1944.45 can now be
summarised as follows :--

Net Defence expenditure (revenueport.ion)
Civil expenditure (revenue portion)

(Bupeea in lakhs)
Budget . Revised

276.61 397,23
86.38 115.42

Total expenditUre
Total revenue

Deficit -54.71 -155,77

i
~
~.
~~
IJ

I
~
~

28. I pass now to a consideration of the estimates for the coming year, 1945·46.
Total revenue we place at Rs. 353' 74-erores compared with Rs. 356' 88 crores in the
revised estimates for the current year. We have assumed a rise of Rs. 12'85 crores
in Customs revenue in expectation of additional imports including a large number
oflocomotives·and wagons. Under Central Excise Duties we locik for an improve.
ment of nearly Rs. 6 crores, half of which is under tobacco. We estimate the total
collections of Corporation Tax and Income tax at Rs .. 190 orores. This includes an
expected yield of Rs.90 orores from Excess Profits Tax, the forecast for other taxes
on income being the same as the revised estimate for the current year, viz., Rs. 100
erores. The divisible pool of income-tax hall been taken at Rs. 57· 07 crores and
the share available to provinces at Rs. 24·04 orores.

The revenue of the Posts & Telegraphs Department is expected to be Rs. 30t
crores and expenditure Rs. 20 orores, inclusive of an extra contribution of Bs. 50
lakhs to rehabilitate the Renewals Reserve Fund. The surplus is' estimated at
Rs. J Ol orores, the whole of which will accrue to general revenues.

29. The budget estimates of defence expenditure for 194:5.46, amount to
Rs. :;94.23 crores and Rs. 17.76 crores for the Revenue and Capital heads respeceive-
ly. The details are as follows :-

Rtvtmtt Portion
(In Iakha 'of Rupees)

Revised Budget
1944,45; I94i1·46.

36,77 36,77
16;92 19.76

334.22 328;51
9.32 9,19-

397;23 394,25
-----

15,89 2.42
3,34 1,55

15,20 10,74
1.00 50
3,98 2.~5

20,00--
59.41 17,76

(l) Basic normal budget
(2) Effect of rise in prices
(3) Tll(lia'~ warmeaeures
(4) "1 •• neffective charges

Total

Oapital Portion

(I) Air forc&-airfields
(:!) Capital outlay on industrial expansion
(:1) Reciprocal aid-airflelds .
(4) X:)w constl'uction for the R. I. N. .
(;;) Capital outlay on Telecommunication scheme. •
(G) Lump sum payment. under the Non-Effective Agreement

c

Total

I

~

Tn the revenue portion, th';, increase of :Rs. 2' 84 crores over the revised' est.im6te
in item (2) is due to the effect over a full year of the grant of increases in pay and
allowances to the forces in India. sanctioned during- 1944.41';; Iri regard to iteib
(:{) there ia areductionofRe. 1).'71 croreB-ascomparethvith:the revisedestitnauI
wh~ch' is the net result of nl'ipu. inereaees and d.ete.,iS. The principal iner ••••.

e....,~.--,~.
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. to the cause just mentioned, while the ~ecreascs a.re the result of (l) a dccrea11c 
18 due , 'Ung • forces certifiod by H. E. the Commander-in-Chief to be nece88a.ry 
in the ;efence of India. during 1945-46 and (2) the fact that no repetition of large 
for the e tions within India's frontier.s is expected in 1945-~6. ·The. decreue of 
80:16 1~~acrotes .under the. capita.I portioDt .of the budget estip:ia.te, a.part from the 
R~ ·. 4 . f the non-recurrmg·lump sum payment of Rs. 20 crores under the No!l-
0ffi1881.0~ Agreement, is due to. the fa?t that the requirements in the matter of air• 

f E l~cti\ . for India's local defence au- forces are expected to be largely completed 
~e s, e ~ while a. reduction during that year in the programme of airfields. .con-
1n 1~~-n fort.he U.S. A. air forces in India, for th~cost of which India. is liablQ, has 
stru~io n assumed. The provision piade ~gai!1~t item (5) . represents the carry .. f<?r· 
alsod eef I enditure on the Te]e-commumcat1on· Scheme mto the yeu 1~45-46. 
war o exp . . - . . . 8 

30: Civil e::s:.p.enditure durmg .1945.4~ shows a~ mcr~ase of a.pprox1ma~ly. Rs. 
m a.red with the revised estimates for the eurrent year. This 1s due 

cro~esl a.ts co pn.creas·e of Rs lU crore·s under the head 11 l nterest" resulting from mam y o an 1 • • ~ • I , h . ir t by . h li of borrowings to absorb surp us pure asmg power, ouse · savings 
t ed po tohy r h"'"ds In "~e Explanatory Memorandum Honom;a.ble Members wiU 
un er o e .c'"' · • • , H · h f th , l · t thi t find full details- a.nd I wi11 not weary .the ou.sc wit u~ er ~na ys!s a s s ~g~ 
The expenditure estimates also contam sums m ponnect1on with post-wa.r pla.nnmg.· 
to·which I shn,ll refer more fully a.ta. later stflge. · 

' . 31 . I would like to ta.ke this opportunity of bringing sp~c.ific~lly to t~e notice 
; . of. Honourable Members t he expansion that has been progte$s1v~ly effected m rece~t ~ 

.yea.rs in the 'Explo.na.tOt"y~mora.ndum o.r:i the. Budgf1t: The Memora~dum Clf-
eul&d with. the General Budget in the yea.r 1939 consisted alqiost entl.I'ely of a 

:. l!lf'ries of financial sta.tements:wit~ but very little by way of-cxpla.nation. TheExpla-
n~tory .Memora.ndum now eircula.t~d is a pa.~p~.let-0f pr~cf;icaJly <louble~ tha,t size. 
A statement hnrs been a.dde.d showing the variations between tr~e budget estrma.tee 
for the current year, the rev1sed estimates for, the current year, a1Jd the budget. 
estimates for the ensuing year, with full expl(l.nat.ory note.'3 in respect of the 

. variations" under 1'he several Tevenue -&nd expenditure b~ads. J\!uch interesting 
8tatistical· jnforma.tion is appended, such as the cont.ributions rpade by the Centre' 
to the Provitices in respect of Inc6me~ta:x, tbe compcTsition of currency a.nd mint: · 

\
and other wiscE11laneous receipts, ~he principbl items 9f " Rm all savings ", and a ' 
breakdown of the figures under " Ot.her sources of revenue " . . Jllustrative eta.t1'_. 

· rnents have been inCluded summarising the more important detailA of re-venue a.nd 
expendityre· under "Posts and Telegra.phl'I ", a.nd also a.ii analyRis of the transac-' 
ti~ns included in the expenditure heap c4

• JntPrest'". An arresting p'icture of the 
expande~ activities of the Mints is provided by the statemen.t showing th·e output .. 
of the _Mm~s by ~urn~ers _of c!>ins, by denominationl!ia, and t he fig1ues of absorption 
o.f smaH c~nL .. Det.~ile<!,-m{orma.tion is grven regardThg tpe ~nterest.beitring obH~a­
tions and mterest\) ielding asseti of the Government of India.. A second pa.rt lias 
been ac!ded .to the~amp~le~ ~howing variations in pri~e in_dices, cost of living indicett, 

.... ·tr~e .and. mdustnal conditions and currency cir~ulation, with a coloured chart 
.- depactmg mtporta.nt price trends during the period of t he wn.r. Part III shmvfr·ai 

a. glance the mcome·ta.x pa.yap]e on various grade'!;; of iillcoioo according to the la;test 
proposals. The E~pla?atory Memomndum'"'has thus. deye]oped into a compendium' 
'<>~ valua~le a.nd useful mfo~mat.ion, bpth financial and eQonomic , which it is hoped 
~ill prov1~e a, ba~kgr?und to a. study of the Budget and a.cn·dst. H onouraolc ?tfem b~ra 
m· mastermg ~he ihtr1cacies .a.nd technil!alities oft.he a.ccourit.s. 
· 32 .. The revenue position fo1· the coming yea.r 19'5·46 can conveniently be 

. eumma.r1se.d a~ follows :-:- • · ' · 

~-"t DeCeoct'l _~XJiendit.nre (revcnur. portion) 
< lVJ1 t>xpend1ture (nweRue po-rtion) • • • • 

Tot.al ~Xpf'nditnre 
Tot-Al rEWPJln~ 

(1 n lakh11· ,,f 
HE:lviAf>d, 
1944·•5 

3H7 ,23 
115,42 

:ii 2,6!\ 
3fi(i . ~8 

Rupeo~.) · 
Bu<lJtf'f, 

1945-46 . 
3!l4,23 
1 2~ ,40 

!) 17 .fi:l 
3;,;~ ,7 '4 

- - ·-·- - - - -_!..~ ---

--- 1fiii,77 - U3,89 

.l 
I .. . , .. 
' . 
f 
" ,. 
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r We are thus left with a prospective deficit on revenue account of Rs. 163*89

Orores. * It is at this point which precedent ordains that I should deal with the ways
and means position,

33. Last year I explained the changed significance of the ways and means
position in the conditions created by the war and endeavoured to bring into relief
the complex economic problems created by war disbursements as well as the extent
to which Government are able to re-absorb, by way of taxation and borrowing, the
ever-growing quantities of moneys expended by them. In the figures which are
published from time to time of Government’s rupee balances is reflected the extent
to which these and other operations-of Government succeed fn bridging the gap
between our own budgetary requirements and the total outlay on Allied account.
Borrowing is now the m ain stay  of our ways and means programme and during the
past year no effort has been spared to stimulate lending to Government by the
aeveral sections of the public. The total amount invested by the public in various
lbrms‘of public loans reached Rs. 286 crores during the twelve months from the 1st
February 1944 to the 31st January 1945. The Government have, in consultation
With the Reserve Bank, framed their borrowing programme so as to make available
to the public a wide range of securities. The 3 per cent, loan 1953-55 (4th Defence
Loan) was closed for public issue as from the 1st April 1944, after the total subscrip­
tion had reached the record figure of Rs1. 114*55 crores during its currency of nine
months, and, in its place, the tap issue of the First Victory Loan, 3 per cent 1957,
was opened. This issue had, up to its closure on the 17th February, yielded about
Rs. 110 oror s. The demand from banks for a short-term Government security
was met in June by the creation of a special re-issue of the 2} per oent, Loan 1948-52
fo'the extent of Rs. 50 crores. Continued demand from institutional investors for
a long-term loan was also met by the further creation in October of Rs. 35 crores of
the 3 per cent. Funding Loan, 1966-68 so as to replenish the stock of this loan held
in tho Government Cash Balance Investment Account. The generally steady condi­
tions in the Government securities market led to a continuous improvement fa the
price of 31 per cent. Paper, which reached pa^for- the first tim$ during the war on
the 16th November, 1944. At this stage, it was considered desirable to meet the
demand from existing stock, and during the period mentioned above, paper worth
Its. 15*11 cuores was sold by the Reserve Bank of India on Governmerit acoount.
As in the previous year, Rs. 13*27 crpres of new money was subscribed to certain
provincial loans floated to repay a part of the Provincial consolidated debt to the
Central Government. '

34. The main difficulty in the monetary field is that arising from the unfami­
liarity of the rural classes with the various forms of investment in Government
seourities which are a matter of suoh every day concern to institutional investors
and the urban public generally. In, this field we have been fortunate enough to
seoure the willing co-operation of the Provincial Governments as well as non-official
organisations, whose assistance we gratefully acknowledge. Net investment in
the various facilities provided for small saving is now proceeding at the satisfactory
rate of nearly Rs. 3 crores a month, due to some extent to the raising of the rate of
interest on Savings Bank deposits and, in a larger measure, to the scheme of small
savings evolved last year by the National Savings Commissioner. ‘

35. Our floating debt, which was Rs. I l l  crores at the end of last year, stood
at Rs. 93 orores on the 31st January 1945. This is an improvement of a kind one
.would expect, since the Government’s ways and means position from the strictly
budgetary ponft of View must be regarded as very comfortable. The reason why
it has not proceeded muoh further is that we have continued till recently to offer
fairly large amounts of treasury bills to the public in order to prevent the structure
o f  money rates being disturbed by an excessive release of fuads invested by banks
in treasury bills. ,

36. Satisfactory as these results are, with the expected prolongation of hosti­
lities near our borders, it is obvious that we cannot afford to relax our efforts. The
requirements of the situation will impose the continuance and possibly even the
final intensification, of India’s war effort, which includes the finding of the resouroes
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required for the war effort of the Allied countries. In other words, the problem of
the inflationary gap is still with us, and, judging from recent indications, may call
for inoreased vigilance and control. As I have already said, the Government's
various anti-inflationary measures were sustained, and in places extended, during
the year and have resulted in a position of comparative stabilisation in recent
months. There is also evidence that the low rate of turnover of bank deposits
characteristic of last year has'been maintained,'and that there has been, through
the greater part of the year, some slackening of f the general pace of monetary circula­
tion. There was moreover a very marked decrease in the rate of currency expan­
sion, particularly in the first eight months of this year. In the last two months the
results have not been so favourable ; an indication that we cannot afford to relax
our efforts to ensure that surplus purchasing power arising out of Governmental
disbursements is canalised into public saving.

37. The Reserve Bank continued to^ffect sales of gold on behalf of His Majesty’8 
Government and the Government of the U. S. A. and these contributed substantially
to the reduction of the inflationary gap. Sales of Lend-Lease silver which wepe
commenced in the middle of the year have further aided in mopping up surplus
resources which do not find their way to Government loans. .

88. The United Nations Monetary and Financial Conference consisting of re­
presentatives of forty-four nations met in July in the United States, and, as the
House is aware, India was represented at the Conference by a Delegation under the
leadership of the Honourable the France Member. The main conclusions of the
Conference relating to the establishment of an International Monetary Fund and
an International feank for Reconstruction and Development arc recorded in Articles
of Agreement to which none of the Governments is as yet committed. The Articles
are incorporated' in a Final Act of the proceedings of the Conference which has
been published. The Indian Delegation have recently submitted their report to
Government which will be made available to Members of the Legislature when,
in due course, the conolusions of the Conference come to be reviewed in the light
of the*action taken on them by the principal countries concerned, in particular by
th6 United States and the United kingdom.

39. Honourable Members will remember that the Bretton Woods Conference
negatived the proposal put forward by the Indian delegation for partial multi­
lateral clearance of war balances through the machinery of the-International Mone- _ 
tary Fund on the ground, primarily, of the limited size o f the Fund in relation both
to fluctuations in current international trade transactions and also to the magni­
tude of the war balances. The question of India’s sterling balances thus remains
one for settlement by direct negotiation between India and the United Kingdom,
and was discussed in an informal and preliminary way by the Honourable the Finance
Member with His Majesty’s Treasury officials in London after the termination
of the Conference. Since many of the material data were still incomplete and
uncertain, particularly the exporting capacity of Great Britain in the immediate
post-war years on the one hand, and the development requirements and absorbing
capacity of India on the other hand, these conversations were necessarily directed
towards exploring the background for future discussions and the indication o f a
suitable time-table for more definite negotiations. The vicissitudes of the War in
the West have, unfortunately, disturbed the provisional time-table foreshadowed
at these talks, and it is not now anticipated that any n >gotiations can be usefully
entered upon until after the end of the war with Germany. In view of the lack of
definition at this stage of our own development programme, the delay may perhaps
not be prejudicial to India's interests. Indeed, it may well prove necessary that any
negotiations to be carried on should in the first instance be of a tentative charaoter
and should secure both parties an agreed opportunity for review at a later stage
when firmer data may be expeoted to be available. -

40. In the meanwhile, sterling continues to accrue from market purchases
f and from payments reoeived in London on account of recoverable war expenditure'
incurred by the Allied Governments in India. During the last eleven months of
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the current financial year, £248 millions were added to the Reserve Bank’s hold*
ings, and it is* estimated that allowing for the receipts during the last month of the
year, the total holding as on the 31st March 1945 will be of the order of £1,030 millions.
It is hoped, however, that the rate o f accrual will be slowed down in future both by
the diversion of some of tha demands now made on India to other sources o f supply
and by an increase in compensatory imports.

41. With the virtual completion of the scheme of repatriation of sterling liabi­
lities of the Government o f India, including payments on acoount of railway and
railway debentures, there was only limited scope for the utilisation of sterling during
the year, with the exoeption of £15 millions for the capitalisation of a portion o f
India’s Non-Effective charges and of £10 millions for the acquisition o f the M. & S.
M. Railway, the S. I. Railway and the B. N. Railway. The outstanding sterling
liabilities of Government now stand at about £11 millions. The holders are mostly
residents of places situated outside the area covered by the Vesting Order, although
small amounts continue to be tendered occasionally.

42. I referred last year to His Majesty’s Government’s willingness to set aside*
each year, as a^special case, a part of the dollars accruing from India’s export sur­
plus to the U. S. A. an amount earmarked specifically for India’s post-war develop­
ment. After a very careful examination of the current figures and tendencies, we
have agreed to accept an amount of $20 millions for the calendar year 1944 and
a similar amount for 1945, subject to a re-examination later in the light of the rele­
vant statistics for that year. This figure is, of course, in addition to what we need
for ourrent requirements. In agreeing to it, we have recognised that it was both
reasonable and necessary, with a view to ensuring the stability of the sterling system
ill which we are so closely interested, that we should continue to make some contri­
bution to the replenishment of the sterling area reserves, which had been depleted
in the common war effort. On the other hand, we have naturally been anxious to
make some immediate tangible provision for foreign exchange for the purchase of
capital goods likely to be required for India’s post-war development purposes, and
we feel that the arrangement described represents in the circumstances a fair and
valuable concession to this point of view. The relevant figures will be under periodic
review and the House may rest assured that at no stage will India’s direct* interests
be subordinated to interests other than those in w]jich she herself has a greater,
although indirect, interest. *

43. In the matter of planning for post-war development much progress has
been achieved during the past twelve months, and .the creation of a separate depart­
ment at ther Centre for this purpose and of suitable planning organisations in the
Provinces and States bear witness to the determinatiorf of the various governmental
authorities in this immense country that the end of the war will not find them un­
prepared for the major campaigns of the peace to follow. It is obvious, however,
that, so long as war conditions continue., not only in India but in all the Allied
countries, resources of materials and manpower must remain mQbilised for the imme­
diate task of achieving viotory. Once that task has been accomplished and the
inevitable period of adjustment has passed, it will be possible to initiate the execu­
tion of plans for post-war development. These physical limitations to the super­
imposition of a forward policy of national development on an economy subjected to
the strain of total war have their counterparts in the financial sphere. So long as the
financial and currency system of the country is overstrained in the maintenance of
the war effort or in securing the early stages of transition from war to peace, heavy
new expenditure on national development schemes would be dangerous in the extreme.
In other words, -a, vast scheme of national development can hardly be imposed on a
war-time economy. The first year or two at least after actual fighting ends will
inevitably be for the Centre years of heavy deficit on revenue account. It will be
during this period that the Provincial Governments will find of particular value the i 
post-war Reconstruction Funds whioh they had the foresight and determination to Y 
build up while the war was still in progress. ^

44. While it is indubitable that large scale development projects, cannot be : 
initiated so ling as war conditions continue, the Government have ho hesitation in
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'0 mbarking at once on suoh preparatory work as is found to be possible and desira le, 
or in taking Any action calculated to secure early results o f anti-ittflationary w u e .
Thus of late th§ Government have set up a Central Eleotrio&l Power Board, an Irri­
gation and Waterways Board, a resettlement and re-employment directorate'with
a net-work of employment exchanges, and have established numerous panels of in­
dustrialists assisted by Government personnel to prepare plans for industrial deve­
lopment. Plans have been laid for high level technical training abroad, and steps
have been taken'to set up a Rs. 19 crore Government fertiliser, factory to produce
annually 350,000 tons of ammonium sulphate. This general policy the Government
intend to continue and provision for Rs. 1 crore has been made in the Budget for
quch measures of a like nature as may be found practicable. ' This provision is over
and above that included in the budgets "of the various administrative d epartments
lor their planning activities.

45. I mentioned last year that if any effective development is to take place on
the requisite scale in this vast country large amounts of money are bound to be
involved; with the obvious corollary that the first pre-requisite of reconstruction
finance is a sound financial position, both at the Centre and in the Provinces, socured
by the fullest development of their respective taxation resources. . That proposition
I would submit hardly admits of dispute. A vast scheme of national development
of the kind contemplated by public leaders aild Writers and.by the Government, has
to b9 planned for, worked for and paid for. It is essential therefore that not only
the Centre but also the Provinces should lose no'time in developing to tho full their
finanoial resources, since it is clear that the combined resources of all will hardly be
adequate for the great end in view. For that reason the. Government feel that those
Provinces which made an early start and taxed themselves considerably in excess
of their immediate revenue requirements should not, as a result of the favourable
finanoial position in which they find themselves, be prejudiced in the matter of
finanoial assistance from the Centre. I t  is hoped that in due course a substantial
distribution of Central revenues will take place, but the Provinoes will in addition
need all that they themselves can raise if the financial foundations of future deve­
lopment are tq be sufficiently broad#>ased to oxtrj the contemplated load. It
is in this context that any proposal for the levy of an Estate Duty should be viewed.

'For a measure of that kind, together with the reoentf expansion o f  commodity taxa­
tion, should be regarded as the first concrete step towards the building up of a planned
and expanding finanoial system for the future. The reaction of the country to

. measures such as these will surely constrtute 'the first real test of the seriousness of its
intentions in the’matter of post-war development. The second effective tegt will
be the response to the Government’s efforts to establish a national habit of saving
whioh, with the denial of ourrSnt consumption which it involves, will be as necessary
for development purposes after the‘war as it is for holding inflationary tendencies in
check during the war. .

46. I come now to the Government’s proposals for the year immediately ahead.
Against a total estimated expenditure, military and oivil, of Rs. 517 *63 orores, the
.total revenue at the existing level of taxation is estimated at Rs. 353* 74 crores, leav­
ing a revenue defioit of Rs. 163*89 crores. If the whole of this gap were left to be
filled by borrowing, the pattern o f India’s sixth war budget would probably challenge
comparison with that of any belligerent country. But, as was explained in detail

v last year, the wider interests of the country both present and future demand the
• strengthening of its financial and economic position by having regard not only to the
* budgetary deficit but also to what may be called, for short, the inflationary gap.

Although the persistence of an exoess of total rupee outgoings over total rupee in­
comings gives continual cause for anxietv, we have now reached a -stage when no
really significant improvement can be effected by any practicable major change in

y toe sphere of Central taxation. The scope for further improvement in this field
f Vould seem to be rather in the direction o f greater efforts to combat evasion and in

v le enforcement o f existing tax obligations. - The Government are hopeful that the^
fill have the support of the Legislature and the country an that policy. For the
ieefc,reliajK5*mu*t be placed on the* expansion o f our borrowing prdgramme and on
'she response of the public, bom of the gradually widening appreciation of its
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[Sir Cyril Jones.] .  ̂ v
importance to the maintenance of the economic health of the community, and assist 
•d by the operation of the various controls.  ̂ ;

47. In the sphere of direct taxation, it is proposed to continue the exoess profits 
tax at the present rate, together with the scheme of-compulsory deposits, for a fur­
ther year up to the 31st March 1946. Ab regards income-tax the Government have 
given considerable thought to the problems which will shortly arise in regard to the 
financing of the re-equipment of industry. Our scheme of war-time taxation has 
throughout been so devised‘ as not to deplete, but on the contrary to strengthen * 
the reserves at tho disposal of industry for meeting the calls which will be made upon 
them in the post-war period. Nevertheless the restoration and expansion of the 
machinery of production will oall for some new form o f  assistance, and the Govern­
ment feel that they are justified in adapting to Indian conditions the measure of 
relief which has been announced in the United Kingdom. . This will take th6 form 
of the grant of special initial depreciation allowances in respect of new buildings 
erected, and new plank and machinery installed, after the 31st March 1945. These 
allowances will, in the year in which they are given, be an addition to the usual 
depreciation allowances, and they will not be deductible in arriving at the written- 
down value. They will not be given for excess profits tax purposes. It is proposed 
to prescribe these allowances by rule but the figures contemplated are 20 per cent, 
on plant and machinery‘and 10 per cent, on buildings. Allowances at these rates, 
in addition to the usual rates, should provide substantial encouragement for the 
early re-equipment of industry.' It is also proposed to allow for income-tax pur­
poses expenditure on scientific research. The proposals follow generally the provi­
sions in tha United Kingdom Finanoe Act, 1944. They are, in brief, the allowanoe 
of current research expenditure as it is incurred, the allowance of payments to recog­
nised research bodies and institutions and the allowanoe over a perjod of five years* 
or 6ver the life of the assets if shorter, of research expenditure of a capital nature. ' 
Provisions for these reliefs, as well as for earned income relief which I will now 
explain, are contained in a Bill to amend the Inoome-tax and E. P. T. Acts, which 
is being brought before the Legislature. w- - * ' ‘

48. Differentiation for income-tax purposes between incomes that ̂ re earned by 
personal exertion and incomes that are not so earned has'long been a feature of the 
taxation systems of many countries, including England and the U. S. A. It has 
been somewhat aptly described as the only‘method by which the depreciation of tho 
human'machine can be adequately reoQgnized in taxation. Recent developments 
in India have emphasised the- inequity of the identical treatment of earned and un- 
'yarned incomes, and this is an appropriate time at which to introduce this distinc-

“ tion into our system.' The Finance Bill provides that there shall bo an exemption 
of one-tenth of earned income subject to a maximum (in terms of income) of Rs. 2,000. 
The Inoome-tax Amendment Bill to which I have referred contains provisions for 
giving effect to this proposal. The exemption will be given only in respect of income, 
whioh may be described as derived from personal exertion and*will not therefore 
apply, for example, to the income of companies or in respect of dividends, interest 
on securities or income from property. It will be given only for inoome-tax and not 
for super-tax. The C03t of this earned income relief is estimated at $bout Rs. 3} 
orordfc. To make up for this loss it is proposed to increase by 3 pies the suroharge on 
slabs of income above Rs. 15,000 and on incomes taxable at the maximum rate. 
This increase will not apply to life insurance companies whose combined rate of 
inoome-tax and super-tax will continue to be 63 pies. It is estimated that this 
small increase will yield about Rs. 4 orores.

49. In the sphere oftndireot taxes, the customs surcharges which are being levied 
for revenue purposes during the presenjb abnormal conditions will be oontinued for 
another year. In the oentral Qxoise tariff a further change is proposed in respect of , 
tobaooo The improved shipping situation has enabled the limit plaoed on the pro*| 
portion o f imported tobaoco in the more expensive types of oigarette to be raisw  
from thirty to seventy per cent. It is accordingly now proposed that the highem 
class o f flue-cured tobacco in the excise tariff should be subdivided into three aAj|
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should be subjcted* to a duty o f seven rupees eight annas, five rupees, or three rupee8 
eight annas a pound, according as it is intended for use in the manufacture of ciga­
rettes containing more than sixty per cent., more than forty but not more than
sixty per cent., or more than twenty but riot more than forty per cent* by weight of
imported tobacco. Minor changes include a parallel increase in the rate of duty on

. flue-cured tobaccq intended for any purposes other than those specified in the tariff.
Complementary changes to these will be made in the Customs Tariff, where the
standard rate of duty o*n unmanufactured tobacco is being raised to seven rupees
eight annas a pound, with no surcharge, and the rates for related items^: cigars,
cigarettes and manufactured tobacco—are being re-fixed so as to correspond. These
changes, which will come into effect immediately by virtue oi a certificate under the
Provisional Collection of Taxes Act, are expected to result in an increased revenue
of Rs. 3-6 crores under Excise and Rs. 2/4 crores undfcr Customs, a total of Rs. 6
orores. '■ t , -

* 50. The only other change included in the Finance Bill this year relates to
postal paiycls, the traffic in which continues to increase at a rate with which it is
difficult to cope. The rate, which is now 6 annaB for the first forty tolas and 4 annas
for every forty tolas thereafter:, will be raised to a uniform 6 annas for every 40 tolas*
It is also intended to raise the surcharge on telephone rentals from one -third to one*- 
half, and that on trunk call fees from 20 per cent", to 40 per cent. The surcharge on
ordinary and express telegrams will alsoNbe increased by one anna . And two annas
respectively. The total additional estimated yield of these increases is Rs. 1,35
lakhs. '

51. Excluding the effect of the proposals for Relief to industry in respect of re­
equipment and scientific research, of which no reliable estimate can be made at this
stage, the changes in taxation and in ̂ postal and telegraph rates will yield an esti- . 
mated increased revenue of Rs. 8*60 crores, which would reduce the prospective
deficit to Rs. 155*29 crores. ‘

52. That, Sir, completes the picture of the budget for tfte coming year, but I
cannot conclude this speech without a reference to the impending departure from_
this country of the Honourable the Finance Member. To me personally his going
will bring 'a feeling of great personal loss. No man was ever privileged to work
for a kinder or more ccgisiderate toaster, whose imperturbable courage apd unfailing
good humour have proved an.inspiration to the Department in his charge through
six long years of difficulty and stress. But to a much greater extent, I venture to
think, will Sir Jermey’s departure be a loss to India, in whose best interests he has
toiled so long and so faithfully, at a cost of personal strain and anxiety which few
are in a position to judge better than myself. His six-year stewardship of the cur­
rency and finance of/th is country has witnessed many changes of the very first im­
portance, which the House would hardly thank me to enumerate in detail. Sufficient
tribute is it to say that under Sir Jeremy; Raisman’s able guidance India has so ■far 
been brought through the storms, strains and stressed of a prolonged and exhausting
war to a position on the international stage never before attained and a financial
strength whioh will constitute the surest foundation for that future greatness which
is the hope of all her friends. (Applause.) ,

J0TB. CHAIRMAN (the Honourable Sir David Devadoss) : Honourable Mem­
bers, I am requested to remind you that there will be a group photograph taken on
the 7th March, and you are requested to be present before J0-30 a.m.

The Counoil then adjourned till Eleven of the Clook ^  Wednesday, the 7th
Mareh, 1945. - ~ . 4
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