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l Sit· Jeremy Huisnulll. ] • _ . - , 
we can now see more clearly than was then possible how 18l'gel,y the favourable 
effects on India's economy outweighed the unfavourable ones. The war was 
far from our shores and ~ it exerted a marked expansionist influence on produc· 
tion, employment and trade without any very serious disadvantages ~

ing the trnnB'ition from peace to war. It is true that we 'lost some overseas 
markets, but we, gained others. Our external resources mounted rapidly and 
the repayment of our external debt begun, a prooe'ss which will have a permanent 
effect upon India's international situation. Employment imprQ,ved and higher 
earnings od'mpensated the rise of agricultural prices, which in its'.j;urn improved 
the buying power of the ryot, and the mounting demand was met by a fuller 
utilisation of the margin of productive power still available. It wo.uld be idle 
to pretend that in the last twelve months the unfavourable factors have not 
guined relatively to the favourable. Occupatio:n by the -enemy of neighbouring 
territory has robbed us of part of our food supplies and increased the strain on 
cummunications. The war-demands are eating de.eply into our manufacturing 
capacity, expanded though that has ~ . The drastic cutting off of imports 
~ reduced our supplies and helped the profiteer to exploit the consumer. At 
a .time when our food supplies were reduced by the outting off of imports 'we 
have had to.come to the assistance of Ceylon. Civil disturbances have added to 
difficulties of transport and at the same time have encouraged individuals to hold 
stocks of food on 8 larger scale than usual. Prices have risen and, as in other 
ports of the world, an increased money inoome is being expended on a smaller 
~r  of immediately available goods. 
4. But, I repeat, the increased difficulties which we are now called upon to' 

(ace are not in any way unique, and no good purpose can possibly be served by 
magnifying them Or by failing to recognize that there are also favourable factors 
in the situutio'n. Even if rising agricultural prices have done nothing else, they. 
have obviously diminished ~  real burden of agricultural indebtedness, a source 
to which so many of the major evils which heset the Indian cultivator have sO' 
often been traced. The industrial worker is enjoying full employment at rising 
W:lgeS and jf he can be induced to exercise sufficient self-control and abstain 
from the immediate purchase of superfluities,he cnn build up a useful fund 
against the contingencies of the future. Our external debt is on thb point of 
disappearance and we have large funds in hand with which we can finance the 
improvement of our industrial equipment in the future. All in all, when we 
compare our economic positi<Jll with that of the other belligerent  nations, we 
CHll face the difficulties of the present, not with complacency, for which there 
is certainly no room, but with the convietion that our problems are no worse and 
lire indeed in mnny respects, easier than those of other peoples in a world at 
war. 

FINANCIAL YEA.R 1941-42. 

5. I will now touch briefly, according to custom, on the result,s of the last 
financial year 1941"-42. In our revised estimates we ~  to end t.he year 
with a deficit of Rs. 17,27 lakhs. The Rctual defiCIt turned out to be only 
Rs. 12,69 lakhs. Revenue r~  by no less than Rs. 4,95 lnkhs, of which 
Rs.'1,89 lakhs are accounted for by Customs, Rs. 1,05 lakhs by the Ta.rger contri-
bution made by the Railways to General revenues, and Rs. 1,4.8 takhs by Cen-
,tral Excise duties and Income-tax. Defence expenditure increased by Rs. 1.48 
lakhs which was offset in a large measure by savings aggregating Rs. I,ll. lakhs 
in the total Civil expenditure. -

. FINA.NCIAL YEAR 1942-48. 

fl. I turn now to the current year 1942-43, and will deal first with the-
revenue aspect. 
Lnst February, in laying before the House our revenue estimates for this 
rr ~ year, I wa1'D'ld Honourable Members that, there was likelv to be a 

further marked ~r  'in tl1e scale of c;mr import,s, owing mainly to thf' war. in 
• 
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the Pacific. Customs r ~  duritig the first ten months of the financial year 
show a deterioration of over Rs. 6i crores as compared with tholle of the correll-
ponding mont.hs of the rrevious ~ r. ~  now ~  ~  for the ~  
year lU42--18 the net Customs receipts will amount to Rs. 31 ~ crOl'es, agamst 
the Budget estimate of Rs. 35'85 crores, or a shortfall of 4'35 r r~ . Salt 
revenue is estimated to amount to Rs. ·10' 50 crores. 

7. Collections of Income-tax aud Corporation Tax have continued t.o in-
crease. Receipts on account of ordinary Income-tax including ~ r  r ~  
are expected to yield Rs. 7 crores more than our Budget tlstlmllteEi. With 

. increasing experience gained in the administration of the Exce!'!s Profits Tax 
Act, the work of assessment has steadily progressed and 0\11' total (:ollections 
under t.his head, including advance payments, are expected to reach Rs. 26 
crores, that is Rs. 7 crores more than the Budget estimate. The provincial 
share of the ~  pool of I ~ ~  will. ~  be ap:pl'oxinlately Rs. 10' 55 
crores as against Rs. 8'87 crores orlgmally prOVided for m the budget. 

8. The iarge increase under Currency and Mint calls for some t'xplanatbn. 
Our Budget estimate of Hs: 3,26 lakhs included Rs. 2,47 lakhs as surplus profits 
of the l{eserve Bank and Rs. 45 lakhs on account of profits from the circulation 
of bronze and nickel coin. Our share of the Reserve Banle's profits this year 
amounted, however, to Rs. 3,24 lakhs. As regards the profits from small coin, 
Hon'ble Members ""ill recall the decision, announced in my sP!lenh introduoing 
the Budget for 1941-42, to credit to revenue from that year onwards an average 
figure of Rs. 45 lakhlE, any balance in excess being credited to a suspem;e 
account. .The object was to even out the receipts over a series of years and 
eliminate from the revenue budget the disturbing effects of. lal'ge rotums of 
coin in any year. We did not then anticipate such larg.e, profits as have 
actually. accrued from the unprecedented demand for small coin. On our 
present reckoning, Re. 1,77 lakhs of profits have accrued in 1941-42 and we anti-
cipate profits of Rs. 4,68 lakhs in the current year and about Rs. 4,08 lakh!; next 
year. With the large expansion in our minting programme, expenditure ball 
gOlle up from Rs. 78 lakhs in 1941-42 to Rs. 1,80 lnkhs this year and is expected 
to be Hs. -92 lakhs next year. In theso circumstances we have decided to 
transfar 'from the suspense account an o.mount which will provide a' net sum of 
Bs. 45 lakhs a year, over and above the actual mint expenditure. 

Honourable Members already know from the Railway Estimates recently .. ub· 
mitted to them that the Hailway surplus in the current year is expected to 
be better than the Budget estimates but that the contribution to General 
Revenues halil been ma'intained at the original budget figure of Rs. 20,18 lakhs. .' 

9. Allowing for an expenditure of about Hs. 60 lakhs in the current vear 
on account of the· grant of dearness allowances to certain cl,!-sses of employees, 
the working of the Posts and Telegraphs .Department is now expected to add 
to our revenue Rs. 1 .. 85 lakhs more than wall taken in the budget. After paying 
an outright contribution of Rs_ 2,00 lakhs to the General Revenues, the Post8 
and Telegraphs Department will have at the close of the year an acclJmulated 
~r  of R$-. 7,72 lakhs out of which a lumr sum contribution of Rs; 1,50 Il.Ilehs 

":111 be blade to the Renewals Reserve Fund which needs replenishment in 
Vlew· of the heavy programme of capital e:q>enditure. 

Fino:lly, ~ r  is an ~  of Rs. 1I'i,Ol lakhs in the receipts 01 prem!a 
connected With the War Risks Insurance Scheme. This is in addition to the 
amount o{ Hs. 8,24 lakhs .which we had' provided in the budget. For acconnting 
r ~  these sums r~ !Deluded both in the reveriue and the expenditure 
estimates AS they ure for the present being paid into a separate fund. 

Ezpenditure. 
10. Defence ServiceB.-Turning to the e:q>enditure side of the clIrrent-year, 

I deal first with the defence services. . . 
It is hardly necessary for me to recapitulate the sequence of military 

developments which in the course of this year ~~  the ~ · dl1nger of 
A.2 
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invasion to the eastern frontier of India, while at the same time a more distant 
mentlce was looming up from the West as the German armies penetrated into 
the Caucasus and advanced to within a short distance of Alexandria. _ Despite 
the signal failure of 8 Japanese- air attack on _ Ceylon and the severe damage 
inflicted by Allied naval and air forces in the Pacific on the Japanese na.vy 
and merchant shipping, the position of the Allied cause at the end of July last 
presented to many observers a. picture of almost unrelieved gloom, which in 
IndiO). was rendered even darker by a deplorable outburst of civil_ disturbanoes. 
Under the surface, however, tremendous long range forces working in favour 
of ~ Allies_ were gathering momentpm, and dramatically revealed ~  
when the Axis forces were hurled out of Egypt ond Libya, while the Allied 
landing ,further west in North Africa, probably the greatest feat in the history 
of comhlned operations, created the vastly different situation in that continent 
which we see today. On the Russian front our Allies are continuing the megni-
fioent aeries of brilliant victories which haa 1'10 completely dispelled the myth 
of German invincibility. _ Meanwhile in the Eastern theatre the Japanese have 
l'ecently suffered serious reverses in- New Guinea and the Solomons, while 6D 
advance into Burma has been made by the forces of the India.n command. 

11. At the beginning of 1942-48 it had become clear that further- substantial 
increases in all three arms of the defence service&-particularly the Air arm-
beyond those envisaged in the expansion measures which I mentioned in my 
last budget speeM, Were called for to protect India against the fresh dangers 
to which the coune of the wnr had exposed her: Impending movements of 
forces from India overseas were -therefore cancelled and additional forces had 
to be brought into the count.ry to meet the imminent threatti of attacks by sea 
and air on her shipping and ports, and of invasion by land. 

On the army side the processes of raising, training and equipping new units 
and formations in India \\ere intensified. Recruiting activities were extended 
and by the middle of the year we were raising recruits at the rate of about 
70,000 per month, many being drawn from Madras and other new recruiting 
grounds. Meanwhile ~  establishments increased and multiplied, and 
spl'ciBI attention has been devoted to the instruction and training of omeara and 
men required for the Indian Armoured Corps, Signals, and M. T. units. I 
bave referred elsewhere to the scheme for a vast extension of India's internal 
telephone and telegraph systems. The further improvement of the country's 
communication systems has been dictated largely by the .. vital needs of the 
defence servicr.s and a large proportion of the . capital cost involved will be 
charged to the defence estimates. It is anticipated however that some of the 
equipmellt aud stores required for this scheme will be obtained from the U. S. A. 
on Lease.Lend terms. -

12. For the equipment of the additional troops, India if; obtaining her full-
share of the grelltly mcrensed production of the United Nations and the position 
in this respect has improved tbough shipping and inland transportation diffi-
culties naturall,v tend t.o hold up supplies nnd dela:v distribution. The provi-
sion cf accommodation for housing the additional troops and for the storage 
of the equipment, stores and workahops required for the great expansion of 
the army in India, presented a most formidable problem to the engineering 
Buthorities in this conntr\' Ilnd has thrown n vers !'Ievere .strain On the countr,v's 
resources in building materials nnd labour. The withdrawal· of the Allied forces 
from Burma into India at the ~  of the year, involving 8S it did t,he 
tremendous task of opening up communications by ibe land route between the 
two countries, had already made heavy demands on those resources which 
throughout the year were further taxell to the utmost by the massive require-
ments of the Air Forces, To meet these demands, which were far beyond the 
capacky of- the Military Engineering Servic?s, the . ~  of the Central and 
Provincial Publie Works Depp-tmeDte, and In tIODle cases of the Works-Services 
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of Indian States, was enlisted and in addition Civil Pioneer Battalions were 
raised to provide disciplined labour. In Eastern India large numbers of 
labourers engaged by the Tea Association and Indian States have been 
employed on defence works of various kinds. 

As a result of these combined efforts, the land forces in India during the 
year 1943-44 will have reached a stage at which they cun be regarded as reason-
ably adequate to meet all the demands likely to be made upon them for the 
defence of India. I shaU not attempt .to prophesy what may happen during 
that year but in the light of recent events we may hope that the role of some 
at least of these troops, which has hitherto been that of defence against r~  
of invasion, will be exchanged' for offensive action alongside the other Alhed 
powers. , 

13. During the course of the past year it became necessary to review the 
adequacy of the pay of the Indian soldier. Although he is paid, clothed and 
housed at the expense of the State and thereby largely protected from the effects 
of the rise in prices, he has tp make an allotment, from his pay for the supP'Jn, 
of hiq family who are not so protected. To afford him relief, an increase in the 
basic pay, proficienc'y pa'y and messing allowance of all Indian other .ranks and 
all non-combatants was sanctioned in October la!>t, the details of which ha"e 
recently been given to the House. ~  was felt however that in the r ~ ~  
conditions it was less important to increase the amoHnt of money at the soldier s 
imllit'diate disposal than to improve his position at the time of demobilisatioD 
when his need would probably be the greatest. ';l'he rr ~ ~  of all ranks was 
acccrdingly also increased, to be accumtIlated m the soldier s account but .not 
to be payable until his demobilisat.ion. The Government at the same tIme 
decided to set aside annually, sums equivalent to this increase in deferred pay, 
the amounts being paid into a fund to be used for financing post-war schemo?s 
designed to promote the welfare of demobilised soldiers and follower!>. 

14. Turning now to the navy, the year witnessed considerable progress with 
the expansion programme of the Royal Indian Navy and a very substantial 
number of war vessels completed since the outbreak of war are now in commis-
sion. An increasing number of t.hese vessels is engaged in the protecti9n ()f 
eOllYoys and Honourable Members will not need to be remind{'d of the recent 
heroic exploits of one. of these ships which resolted in the destruction of a very 
much larger and better armed enemy vessel. In addition to new construction 
undertaken specifically for the Royal Indian NIH-Y a number of motorcraft 
constructed in India on Admiralty llccount have now been -handed over to ~  
Royal Indian Navy, and will form a valuabie addition to our port defence flotillas. 
The strength of officer8 nnd ratings has increased by approximllte\y 50 per cent. 
during the past year. Much progress has also been made in the improvement of 
faCllities at tbe various nByal bases and several new base!> are being constructed. 
A 1'orpedo School has been opened for the training of officers and ratings in the 
use of this weapon. The existing Signal School has been expanded and a nflw 
and larger Anti-Submarine School constructed. A School now exists too for 
the training of officers and ratings in the handling of Landing Assault· Craft. 

15. ~  it is the development of the Air Forces in India during the year 
~ r r ~  that r ~ ~  most impressive picture, by reason not only of 
~  ~~  but also of Its Immense importance and proved value 8S a factor 
lD. India s defence system .. ~ r ~  reasonR I cannot give ·the House I\ny- . 
thIng beyond a very rough mdICatlon of what has been !lchieved in this direction 
~  t!te respect with ~  our air defences today are treated by the J ~  

Air l'or:es ~ the faIlure of their airmen to inflict any appreciable damage on 
targets III lndui ma,v be allowed to speak'for themselves. 

A year a.'1o our programme of expansion of the Air Forces in India comprisp.d 
first the . ~  up as rapidly as possible of an Indian Air Force, and secondly 
the provIsIons of air fields and other facilities necessary for the .operatUm and 
mainten!lnce of .an air_ force such as in ~  circumRtRlJces,it might be neoe8-
sary to employ In IndIa to protect her agalDst external aggression. It had from . . 
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the first been realised that should war on any considel'able scale come to India's 
actual frontiers our air forces would have to be supplemented by reinforcing 
ROyl\1 Air Force squudl'Olls until· such time tl.S the expuntiion of the Indian. Air 
}'orce would enuble IndiH to be self-supporting in this ~  of the servIce. 
The review undertaken ut the beginning of the yeHr in .the light of the situation 

then existing and of r ~  gained in other ~ r  of war showed, first 
that It very much larger number of reinforcing squadrons would be required f:h'1n 
bad previously been envisaged, and secondly that ~  anel other facilities 
on a vast scale were imper.atively necessary to give the air forceR in I ~ the 
mobility and flexibility to meet attacks from any likely quarter. AccordIngly 
/I cornprehellsive programme of nerodrome construction was drawn up, the 
carrying out of which as a matter of the highest possible r ~  has: a.bsorbed 
a large proportion of the country's resources of labour '1nd materials during the 
year. To give some idea of the effort invOlved I mil." menti.on tbat nearly ~  
million men were employed often b.v dRY ond night for several months on the 
tAsk. 
Meanwhile a steady stream of aircraft, . with their conneoted equipment :md 

stores, and of trained personnel to operate and maintain them ~ been pouring 
into India., where squadrons of various types equipped with the most modern 
aircraft are rapidly being formed· and allotted roles in t.he defence plan. At the 
same time the work of raising and training personnel for the expansion of the 
Indian Air Force is being vigorously pursued with satisfactory results and it. is 
anticipated that early in lQ4S"44 this f,orce will consist of seven squadrons, A· 
number have already been re-eqnipped with !lircraft of the ~  types and are 
being trained in their use so lUI to be ready for active operations. This develop-
ment of the Indian Air Force involves' the trRining of a large number of Indi'llls 
in various crafta and tr.adeR and is thus bring-inA' into being a body of highly 
skilled artiSAns, whose existence, apart from their vn}u6 in the present ~r

gency, is likely to be of great permnnent advantage to the country 8S a whole. 
An up-to-date warning system based on the experienoegained in Britain hilS 

been established in India and has already demonstrated its effectiveness. The 
anti-mrorMt defences of the country have a.lso been enormously strengthened 
and improved. 

A rapidly expanding  air force' makes heavy demands for repair and main-
tenance facilities and to assist in meeting these demands it has been neceeary 
to curtail very greatly the construction programme of .the Hindustan Airer_ft 
Compllny and to concentrate its Iwtivities on servicing, repair and overh,ml. 
The Company will specialise in AmeriGun types lind its facilities are being utilised 
to a growing extent by the United StateR Army Air Corps. In addition a Civil 
Repair Organisation is being built up to supplement the capacity available in 
Government workshops and depots for repairing and maintaining aircraft of all 
kindR. As a result of these intensive efforts the time is rspidly approaching when 
the air defences of India will he capable of meeting any threats likely to arise and 
indeed of increasing the damage that they have for some time past ~  in-
{Hcting -upon the enemy in Burma and elsewhere; for it must be remembered 
that in air-warfare the power to ca.rry out deterrent offensives is even more 
valuable and constitutes a more effective means of defence than passive resistan'}6 
to air at.tack. . 
16. It is. now r~ to consid,er the effeet of these activities on our defence 

expenditure. Security in these disturhed timeR is only to be purchased at !1 
beavy price, and the HOllse will no doubt l1e prepared for a bill of unusual 
magnitude; Before giving t.he actual· figures of expenditure however r must 
<ienl at Rome length with certRin major problems that hnve ari!ien in connp.otiom 
with the allocation of the cost of some of ~ measures. For this purpose 
it will be desinble to recapitulate the arrangements on which the apportionment 
of Indie's defence expenditure between British and Indian revenues is based . 

• 
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, The House will recall that the Financial' Settlc:ment between His Majesty's 
Government and the Govemment of India was negotiated in November 1989. 
lJnder it India is to pay: 

(n) her pl'c"war nor111111 budger.for effect.ive charges of Rt!. :36'77 C1'01'es; 
(b) a sum in adjulltment of the normal budget for rises, ill prices; 
(c) the cost of "Indian War measures", that is, such war measures as 

, can be regarded as purely Indian linl?ilities by reason of their 
having been undertaken by India in her own interests; 

(d) a contribution towards theadtlitiollal costs of her external defence. 
India has paid H lump sum of Rs. 1 crore on thill account. 

His Majesty's Government is to pay for the remaincler of all general defence 
and supply expenditure incurred by India, subject to separate post-war negotia-
ti.l)ns concerning the liability for surplus war stores in India acquired in the 
common interest. Non-eftedive ('harges were to be dealt with separately. 

Expenditure on Supply in its widest sense-the production of guns, ammuni-
tion. armoured cars, clothing and warlike stores of '-every description (some 
60,000 ~  was so closely related to direct defence expenditui'e that it also 
was covered by the Financial Settlement. The arrangement was, broadly 
speaking, the same: India pays for waatever she takes from Indian production 
for Indian war measures, and for her share of joint war measures, including 
storage charges, and His Majesty's Government pays for, and owns, all the 
remaining stores produced, together with pru.ctically all the capital assets 
~r  for the'purpose of expanding production and storage. 

Both parties to the Settlement emphasised the ~ ~  of avoiding the 
meticulous calculations. arguments and adjustments which gave riRe to Ruch 
eniliess trouble and confusion in the last war. 

In!,ctual practice the majority of war measures in India are not, in the 
nature of things. taken solely in India's interests, nor solely in the interests of 
His Majesty's Government, but in the joint interests of both. Such measures 
have conventionally become known as joint war measures. Although joint war 
meusures have been referred to and described in the Appropriation Accounts for 
the years 1939-40, 1940-41 and 1941-42 and are well known to the Public 
Act'ounts Committee .of this House, I find that there has been some misunder-
:o;tanlling as to their precise natul'e and scope. 

17. The war machine in India is a very comElex organisation and it is not 
1IlwIlyS possible to establish direct connection bet*een a defence measure and a 
distinct class of war activities. For example. an expansion of General Head-
qliflrters may be necessitated by the putting into force of a number of measures. 

- illcludit;tg the. formation of ~ Indian, Observer Corps, the raising of railway 
protectIon umts, the constructlOB of prIsoners of war camps, and the despatch of 
troops overseas, Of these measures the first two are undertaken for Indian 
purposetl and the third and fourth in the interests of Ris Majesty's Govern-
71II:Int, Similarly the creation or expansion of a Fighting Vehicles School cannot 
be related ·to one class of war activities since those trained iri the sehool may 
subsequently serve in units employed in' a Defence of India role or in units 
-employed overseas. Such an expansion of General Headquart{'rs or of training 
facilities clearly cannot be classified definitely as an Indian war men sure or as a 
war measure for Rig Majesty's Government since it serves common purposes. 
Who then is to pay for measures of this kind under the Settlement? Clearly they 
must be classified I1S joint war measure, the Indian share or which becomes an 
Indian war measure and the balance 11 WfU' mel1sure for whi('h His MlljeRt.v's' 
Government is liable. This is an inevitable consequence of the Settlement and 
not R departure from, or an additiOn to, it. 

, There are alsomeBsures whose immediate purposes are joint in character, 
(l.g., the creation of naval bases in India to cltter for both India's local navfll 
defellce vessels and those of the Royal Navy, and schemes for the expansion of 
the Armv in India. As regards the latter it is obvious that the expansion of her 

'land r~  is a matter in which India's interests are directly concerned but in .. . 
• • 
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80 fnr 8S the additional forces raised under these expansion schemes may (pro-
vided they can be spared by India) be made available _ for ~  
overseas in the service of His Majesty's ~ r  that Government also 1& 
interf!sted and has agreed to share the cost 'of such schemes, which may accord-
in@ly be rega.rded a& "joint". But for this agreement India would have had to 
pay for them entirely herself. . 

18. In practice the Settlement has worke.d very weU in nn atmosphere. of 
mutual l'ordiality and trust. Its application IS closely ~ ~ by. the ~ r 
General of India on behalf of both Governments; he scrutmlPes m ~ I  the 
allooation of charges between India -apd His Majesty's Government and reports-
to the Public Accounts Coinmittee in India the results of ~ scrutiny. His 
Report and comments go also to the Comptroller and Auditor General ill the 
United Kingdom, and the Report of the Public ~  Committee of the 
Indian Legislature is forwarded to the Public Accounts Committee of Varlin-
ment. I mention these facts in order to emphasise that the allocation of war 
expenditure under the Settlement between India and England is conducted in. 
accordance with settled principles, and is . open to audit On behalf of the Indian 
Legislature and to investigation by the Public Accounts Committee of this-
House. 

The Settlement was concluded at a time when no major expansions in the-
land, 8ca and air forces of India or in our Supply' activities were in sight .. 
Almost 'im mediately afterwards however thc first large measure of expansion of 
the land forces was embarlted on. It hegan as 1\ measllre to'rais(, forces for 
the defence of India, but shortly afterwards His Majesty's Government began 
to HSIt India to supply troops for overseas service' in the Middle al1d Far Enst. 
This India agreed to do provided the strategic situation in India permitted, and 
it therefore came about that, from time to time, while the expansion was in. 
progress, troops originally raised for purposes of India's defence _ were l'eleased 
for servke overseas and had to be replaced in India. These changes in the 
roles of MW units and formations led to constant cnanges in the allocation of 
HIe relevant expenditure, lind it soon became obvious that all expansions in the 
land forceF in Indin must be considered as one joint war measure and that the· 
<,o"t thereof should bl' divided in the following manner: 

(a) That India would pay' for the raising, training and equipping from· 
Tndian rre801lTceB of all land forces raised in India and for their maintenanoe all' 
long as they stayed in the country and were avaiIablt> for the local dafence of 
India. When they left for overseas, the cost, to India of raising llOr} trainittg 
them and also of equipping them would be recovered from His Majesty'& 
Governmtlnt. who would assume all further liability for them. 

(b) All imported equipment and stores for such expansion measures of the· 
land foroQII from whatever source (except vehicles, armollred 01' otherwise, from. 
elsewhete than the United Kingdom) would be provia-ed free by His Majesty'S' 
Government. ." 

Apart from its generai equity, this method of dividing t.he C(J"t of thiR jointt" 
'W:Ar men sure had the great advantage alsc of ~ and ndminisb'ative. 
convenience. It involved the minimum of Bccounting, and ~ r  that effect-. 
ive fiNmcial Bnd ndrninistrative initiativE'. Rnd authority fOl' t.hese measures was 
loollted in India. . 

.~  'allocation of the ~  of .expnnsion of the Royal Indian Na.vy raiselJl 
no speClllI1 r ~ . It COllSISts mamly of r~  Indi8'Il war measures relating' 

~  to. India s local ~ ~  defence and ~ dlfHculty has .been el.-pt:rienced in' . 
denlmg wlth sllch llav!ll Jomt. measures 8S have been put into force in Mccordance' 
with the principles of the Settlement. 

20. The major expansion of the Air Forces in India which I have explained' 
has raised a finanoial problem of considerable magnitude. It is clear that this, 
expansion. like that of the land forces, is a joint war measure Rince, although. 
the lOla of the Air Forces while located in India is t.o· -defend India." some of 
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them might, aud almost certainly will, be allotted other roles when the, reQloval. 
of the, immediat6 threats to India's security permits of their release. 'l'he 
problem was to arrive at an equitable and simple method, acoeptable to both. 
Governments, of allocating the very heavy expenditure arising out of this joint. 
meas1.!re. In many respects the problem resembles that connected with the· 
expansion of India's land forces but there' are certain important points of differ-· 
ence. In the. case of the air forces the bulk -of the expl&usion IOlltlt necessaril,. 
cousist of Royal Air !<'(Irce squadrons specially brought into India for the purpose" 
and His Majesty's Government have incurred heavy expenditure on the raising, 
aDd training of these squadrons. The aircraft and most of the other equipment of. 
an air force have to be imported into India and are exceedingly costly. On· the; 

~r lumd. the expenditure incurred in India on the provision of ground facilit-
ies for t.hese forces is, as already mentioned, very large. 

21. In addition to this problem connected with Air Force expenditure major' 
questions regarding the incidence of expenditure on two other wllr activities 
huve arisen. These relate to: 

(a) the increasingly complicuted expansion of our Supply Department's. 
activities, and 

(b) theamval of United I::ltllte!; Air Forces in India, Ilnd Reciprocnl' 
'Lease-Lend ~ them. 

To deal first with Supply Department activities. ,The Roger ~~  tbe· 
Bastern Group Supply Council and Inter the American Technical (Grady) 
Mission had all been examining India's industrial war potential. They had' 
recommended wide expansion m our war industries in multifarious directions. 

~ of these were being implemented, and new factories and facilities were 
being established, all at the cost of His Majesty's Government. At ,the snme 
time India's own share of the off-take from these factories was rapidly increas-· 
ing and was much larger than originally planned. Again, the establislunent 
and expansion of major industries required the estdblishment of minor nnoil1ury 
industries (nuts, bolts, rivets, buttons, silk filatures, imd 11 host of others)' 
which were spreading to almost every comer and workshop of India and the· 
Indian States. This intelTelated ~  was continually growing. and; 
was growiug at the capital expense of His Majesty's Government although a 
large [tmount of it was to sRtisfy India's own needs_ Further' it WI1S being paid' 
for and t,herefQre owned by His Majesty's Government and the right of cl'isposal 
aft.for the \vHr wus vesting in His Majesty's Government. Again Ii great dpul of" 
it would be to the pemlanent advantage of India. It W8e. becoming evident 
that, apurt from the equities of t.be matter, it was to the mutual interests ()f' 
both parties ~ .  thE allocation of capital pxpenditure on Supply ~ r  
should be reV'lewed. 

To tum now to the second question, linme.ly, Reciprocal Lease-Lend to the· 
United States forces in India. The advent of the United States Air Forces, 

~ R  raiqed tpe ·questior. of l\'ho was to pay for the Reciprocal' Lease-
~  or ~  goods and services I1S India could supply. Reciproclll Lease-Lend' 

~  immediate cash expenditure in India, just as Lease-Lerui involves cash. 
~ r  in America by ~  American Government. It was first neoessary to· 

<l;clde whether the expenditure on Reciprocal Lease-Lend fell within. the Finan-
CluJ Settlement or not. and if so how it. should be ~  in some simple IInd:i 
broadly equitable way. ' . 

. 22 .. Resides these questions which related to. the application of the existing-' 
FmanClnl ~  (UJd overshadowing them, there arose a much larger issue, 
namely, whether m the new situation which had developed, the terms of that· 
Settlement were a-ny IOllger capable of producing an equitable apportionment 
of defence linbilities. On behalf of His Majesty's . Government it was pointed' 

- out. that whilst on t,he one hand, large quantities of the most expensive modflm· 
equipmcnt were ~  sent to India for the defence of India without any charge-· 
by Britain, ()n the other hand,-the cost of the goeds and services supplied by:, 

e_ 
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India for theatres of war outside IndlQ was . bemg charged mfull ,to His 
Majesty's Government. It was r ~ that the ~  of I ~ ~  ~ ~ ~ . 
on which the existing scheme rested, was too narrow m that India s hablhtles 
were restricte.i to ~  geographical limits of India and did. not extend even to 
~ r  in contiguous territory i.u.st beyond t.hose borders. r ~ .  the 
'world ,there was a growing recogmtlon of the Importance of the prinCiple of 
".Heciprocal Aid" enunciated by President Roosevelt, namely,. that each. of the 
'United Nations should contribute all it can from its own resources and m pro-
,portion to its capacity to the common war effort. It was. strongly ~  ~  , 
His Majesty's Government that the continued operation of the . ~  
:Settlement., between India and the United Kingdom would lead"tp an mequltable 
.distribution of the costs of the joint efforts to defend India and the countries 
with which the defence of, India was intimately bound up. against the aggres-· 
'I!illn of the Axis powers. It was therefore proposed on behalf of Bis ~  
'Government that the existing Settlement should be abandoned and that m the 
nbW arrangement it should at least be stipulated that the val,;,e of equipment 
:supplied by IDs Majesty's Government for the defence of India ~  be, set 
,against the cost of goods and services supplied by India-for use m r ~  
-outside India. . 

23. These problems were of snch importance, and -involved such major 
.financial issues, that it- was deemed advisable that I should proceed to the 
United Kingdom to discuss them. The discussions on the major question of a 

'revision of the Financial Settlement were prolonged and occupied- the r ~ 
'part of the duration of my stay in England. On behalf of India it was pointed 
'oui that, owing to the developments in the situation since the entry of Japan 
into the war, the cost of the measures necessary for the de,fence of India and , 

-£(>r whil6h India is liable under the existing Settlement, was so great as to 
;iropose a' very heavy' strain, on India' iii limited financial resources. Whilst it 
wall true that the existing Settlement had in the first two years of ~  war 

'operated in- such a way as to shelter India from the major financial consequences 
'of Will', that was no longer tlw case at the present time. It was therefore 
'strenuously contended that the existing Finullcial Settlement should not be 
ahandoned and ~  any outstanding questions should be adjusted with strict 

:J'eference to the principles of that Settlement. I need not travel'Se in detail all 
'the arguments that we're adduced in support of our case but I am happy to be 
:in a position to sav that the Government of India have now been informed that 
'His Majesty's ~  do not intend to pursue tne proposal to modify 
"t,he charac.ter of the present FinaDcial Settlement. The Settlement therefore 
. IIt.ands, and I have no doubt that this important decision will give as great 
'satisfaction to the House as it, has dene to the Government of India . 

. 24. In t.he ~ of an equitnble ~  of ~ costs of expanding the 
All' Forces m Indln, It has not :yet been pOSSIble to arrlVe at a definite decision. 
It is accepted that India's' lIability shaU' be related only to the amount of 
,the expenditure act\U\lly brought to account by India, namely the -capital out-

~  r~ ~ . in Indill on the ~  of air fields and other ground and opera-
·tlonal faclht\(l", and the recurnng costs of ~ r  lind connected services 
while employed in India. It is, however, considered essential -in India's interests 

:to .I ~r  at. all' ~ ~ regarding the maximum forces which should be 
.~ r  ns stnct.ly U~  for the. defence of India. As J have previously 
mdlcated" 0l!r maxmmlll. reqmrements In r~  of Land forces will probably be 
renched durmg the commg year, and the estimates have been framed on' this 

; basis. In the·, aase of the Air forces, B limitation of this nature is more diffi-
'cult. to formulate. Pending the ~r  .0£ t,his isaue an arbitrary amount 
. eqUivalent to half of the total estimated capItal and recurring costs in ques-
tion has been r ~ ~  in the revised and budget estimates, and 
~  balance taken for the 'time bemg to.a Suspense account. ' 
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25, As far as the Supply Department activities are concerned, it was sug-

~ ~  that a solution of the problem satisfaotory to both .parties might be 
found in the practice to which Government frequently resorts in negotiating 
:with a private industrialist an expansion of his plant for war production. !He 
is frequently not prepared to find the finance himself, either because he 
cannot, or because the expansion may have 8 doubtful post-war commercial 
value. India's war-time industrial expa.nsion aB a whole is very similarly 
-circumstanced. Some of the expansions may not have any post-war commercial 
!Value, but others will have. It is accordingly proposed that India should pro-
,vide one half the capital (as is usual in dealing with private industrialists) and 
:should then own all the assets, alre/!ody created or to be created. This arrange-
tllent would not extend to the Chatfield factories which are already owned by 
India, althOugh established at the expense of His Mnjesty's Govemment. India 
would thus acquire the ownership of industrial- assets located in her territory, 
.und this rr ~  would avoid long post-war arguments as to the disposal 
o()f property owned by Jiis Majesty's Government. 

26. The question of Reciprocal Aid to the United States Forces in India 
~  relation to the Financial Settlement between tHis ~  Government and 
lndia has proved extremely difficult. The Mutual Aid Agreement of February 
'1942 between His Majesty's Government and the United States of America does 
:not cover either the Dominions or India. That. agreement provides for Reciprocal 
Lease-Lend 'fl.S an obligation arising from the benefits of Lease-Lend. Some of 
t.he Dominions have already executed separate AgreePlents direct with the 
TTnited States of America adopting in terms the Mutual Aid Agreement between 
-fIle _United Kingdom and the United States of America and thull accepting the 
liability ·for 'Reciprocal Aid to the United ~  of America. In the Il'Dsence 
·of any such separate r~  between India and the United States of America 
1he true character and significance of India's r ~  in the benefits of 
Lf\ase-Lend goods and serVit!es and the nature of the consideration which should 
~  given in return, are very difficult to determine. One view would be that 
the. Lease-Lend' goods which India receives have really been Lease-lent by the 
United States of America to His Majesty's Government who might pass them 

-on to India on such conditions as were mutually agreed upon. Suitable condi-
!tions' would obviously be extremely difficult to devise and impose. His 
Majesty's Government could not pass such goods to India unconditionally 
~  of the obligations it has nSflumed in respect of them, The nature 
and extent of the consideration for them which India would have to give to 

'.:His Majesty's Government would again raise a problem thn.t it would be exceed-
'ingly difficult to solve. It would almost certainly be expected that Indio. would 
:afford reciprocal Lease-Lend to the United States Forces within her territories 
:as one element in this ('onsideration. Again the ownership of the cash receipts 
-which accrue from the sllies of Lease-Lend goods to India to the public' or to 
q1Ia8'i-public bodies would need determinntion. In short, in the absence of a 
direct Mutual Aid Agreement between India o.nd the United States of America 
thE> problem of Reciprocal Aid to- the United States Forces in India bristles 
with difficulties. The possibility of entering into a direct Mutual Aid Agree-
'ment with the United States of America is at present being considered, and I 
can say no more at present. In the meantime Reciprocal Lease-Lend to the 
t1nited States Forces in India has been shown in the Defence Estimates as a 
'r-harge t.o Indian revenues. ~ the Rametime credit has been taken in .the 
,snme e8timates for all receipts expected to be realised from the sale of Lease-
Lend supplies to the public, Provincial Governments, ·Railways and Govem-
ment Departments, run on commercial or quaRi-commercial lines. This decision 
involves a modification of. the procedure announced in my 18st budget speech . 
under which the value of Lease-Lend stores utilised for Indian purposes, 
whether civil or military, was to be charged to the budgets concerned and the 
oMrresp.onding credits ~  to a suspense head of account. 

• 
• • 
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Although it has been necessary for budget purposes to ~  estlma Ion 

~  the cost of Reci}lrocal Aid likely to be rendered to the Umted States ~ r  
. I d' durina 1942-43 and 1943-44, I must warn the .House that OWJDg to-

t ~~r ~ . r ~  factors nnd accounting ~ .  the accurate ~  
of this cost is impossible-at any rate, at thIS ~ r  Apy figures g h 
therefore must be taken with the greatest reserve as beJDg lIttle more than. roug 
guesses. A similar caveat applies to an even greater extent. to. any ~ . . 
of the value of Lease-Lend supplies to India. The r ~  of I I~  
alone render it impossible· to say what . ~  goods ~  reach I ~ . In. 
an.l' given time. Subject to this reservation tine total expenditure on provldJDg 
Reciprocal Aid to the United States Forces in India dUllng 1942-48 and 1948-441 
hllE, been taken ill these estimates at Rs. 16,70 lakhs and n.. 8,04 lakhs, 
respectively. ,The disparit.y between the two amounts .is due. to the fact ~  
the bulk of the capital costs of providing aerodromes lD. India for the UmteeJ., 
States Air Forces is included in the amount for ~ . On the other ~ .the 
estimated value of Lease-Lend supplies al:ready received in India a?d ~  
for her own purposes exceeds the aggregate provision mode for reciprocal aleil 
during the current year and the next. .. 

27. It has also .been decided to liquidate as soon as convenient our Chatfield' 
debt of one quarter of £84 millions. It will be recalled that this. was the-
estimated pre-war capital cost of modernising the Army in India, three-fourth& 
of which was to be provided by His Majesty's Government as a free gift to-

, India while the balance' of one-fourth was to be India's liability, to be discharged 
on easy terms. Early liquidation of this liability, which will in any case have-
tolbe discharged sooner or later, amounts in effect to the repatriation of another 
small block of India's sterling debt. . 

28. It remaiqs for me to mention one other special feature of the defence 
portion of the estimates now presented before I c6me to the actual figures. 
An analysis of the expenditure covered by those estimates brings out the fact 
tb,nt it contains mBny elements of a capital nature against which tang!ble and 
valuable assets are held, 'l'he principal items faUing into this category are 
(1) the capital outlay 011 providing air fields and other ground facilities for the-
Air Forces, (2) India's share of .the capital cost of industrial expansion menures, 
(3) the capital outlay on air fields,. etc., provided under the Reciprooal Aid 
arrangements for the United States of America Forces in India (4) the cost of' 
constructing new oapital ships for t.he R ~  Indian Navy and' (5) the defence 
share of the capital outlay on the scheme for the extension of telegraph and 
telephone' communications in Iudia. It would he quite in accordance with the· 
general practice of .Government to charge such expenditure ·to a capital' head, 
although this course has not in the past been .followed in the case of defence-

~ r . It has therev>re been decided that the- revised and budget 
estimates for the defence services will consist of a revenue portion and a capitaf 
portion, and as the capital expenditure in the· current nnancial year is likel v to-
be ver.Y much heavier than thAt incurred in 1943-44 this arrangement has' the-
advantage of avoiding a serious dispnrit,v that might otherwise be shown between· 
the revised and budget estimates of the defence expenditure chargeable to-
revenue. 

29. The revised estimates of defence ~ r  for the year ]942-43 amount 
to Rs. 1,89,75 lakhs and Rs. "\,9.14 ~  under the revenue and capital head., 
respectively. The details are 88 ~  

Rwmae pomo.. 
(I) Bufo Normal Budjlet 
(I) Efleot or rile in priI'M 
(3) Iodfa'. War ~ 
(4) Non-eftect.ive "hargee " 

• 
Total . 

In laklll of .~ 
a8,'" 
8,81 

1,15,9& 
8,41 

1,81,75 
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(1) 'Air Foroe-eerodromel. • • 
(2) Capital outla1. on induatrial espanaion 
(8) .ReoiprooaJ Aid_el'odl'ometl • 
.(4) New oonsillUotiOD lOl'6he B. I. N.. . 
(IS) Capital outlay OD Tele-oommUDioation BOheme 
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In Iakba of Ra. 
18,37 
12,00 
12,76 
4,72 
1,30 

49,14 

In the revenue portion the increase of Us. 2,09 lakhs in item . ~  over the 
.corresponding budget figure represents the· estimated effect on the cost of India's 
.normal peace garrison of the increases ill pay and allowanees of British and 
Indian troops Bnd of dearness ~  for 'other low paid Government, 
:servants, sanctioned during the' year. 'fhe increase of Rs. 54,66 lukhs in item 
(8) is due mainly to the mcrease in the Rtrength of forces in India. increases 
in pay and allowances of defence personnel, the grant of field service concessions 
to troops in India, and the provision of additional port and coast defence 
.measures. Allowance cas been made for receIpts amounting to Hs. 7,50 lakhs 
-on account of ~  supplies utilised by the pub'ic, Provincial Govern-
.ments, Railways and the Posts and Telegraphs Department. 

The estimate of non-effective charges remains uncqanged pending conclusion 
-of a settlement with His Majest.y's Government regarding the allocation of such 
charges arising out of the war. The diSCUSSIOn of the terms of this settlement 
is now approa.ching finality. 

The nature of the items provided for in ·the Capital portion of the ~  
~  has already been described. 

80. Civil Estimat88.-Civil expenditure in'the ourrent year has inoreased by 
Rs. 29i crores over the ~ estimate. This sum, as I have already indicated, 
·includes the premia accruing from the War Risks Insurance Scheme totalliug 
Rs. 18i crores or Rs. 15·01 crores in excess of the budget provision. The actual 
increase is therefore Rs. 14l crores Rnd is attributlible in the main to causes 
oonnected with the war and the conditions created by it" and in a lesser degree, 
to measures taken to meet the internal situation reflected in the disturbances 
which commenced .in August last. I sqail allude briefly to a few of the main 
items. 

31 The approach of the enemy to the North-Eastern frontier of India greatly 
increased our vulnerability to attack from the air and rendered it imperative 
to' speed up and augment our Civil Defence preparRtions. Precautionary 
mflasures were taken in 846 localities and the strength of the A. R. P. Set vices 
reached the figure of about 850,000. Five new A. R. P. Schools were opened 
to truin personnel and 2,000 officers and instructora have already passed. out 
from them. A Civil Pioneer Force has also been enrolled. While Civil Defence 
is. primarily a matter for Provincial Governments, the Central Government has 
undertaken to bear a r ~  of the expenditure incurred by them nnd we 
now expect our liability in the current year on this aocount to be Rs. 6,28 lakhs 
which is ~ r 50 per cent. of the total Provinci4l exp.enditure on A. R. P. 
Services .. The Government of India also maintain a number of Central organi-
eations and services which together with A. R. P. measures carriod out in 
Centrally Administered Areas will cost about Rs. 75 lakhs. In the light of the 
present fav,ourable developments in the military situation, we are now making 
a review of our activities in this sphere but the effect of any conclusions arrived 
at will be reflected mainly jn the expenditure of next year. 

32. Pre-eminent among the problems arising from conditions created by the 
war is that of dearness allowance. We full v realise that, in increasing purchasing 
pOWEll' by enhancing dearness allowance, we are not finding 1.\ permanent 
remedy for the problem of deam,ess but are exposinA' ourselves' to ~  risk 
'Of inflation. This consideration affords an added iucentive to our efforts in deal-
ing with the major question of !bod supply, as the success of these will furnish 
the best safeguard against a further rise ~ the eoet of living and eod'sequential 
demands for more dearness allowance. We jlaveestimafled that the cost of 
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allowances on the present sCllle fol' a full year will approximate to Rs. 1,70 lakhs, 
for the civil administration exc1llding Posts nod Telegrapbs. :Railways aud 
Defence SerVICes. , 

88. At ,this point I may also allude to meaSUl'es wEi have taken to afford 
relief to lorge numbers of persons evacuated from Burma in the face of the 
Japanese invasion. Some 4:00,000 persons left that country by the land routes.. 
l(lRding into Bengal.and ~  and approximately 84,000 were evacuated hy sea. 
and air. .Special organisations ~ had ~  be set up on an adequate scale to-
dt'BI with these. In Assam we provided over SO camps with ~  and sanitary 
staffs for their reception. It has also been neoessary to make advances of money 
to afford to thoee at present ~  an opportunity of rehabilitating themselves· 
in their new environment. All these meUSUl'es have cost us about Us. 1,00 
lakhs. . 

Apart from the war and the abnormal oondition8 it has area,ted in civil life. 
WE' were confronted also with the widespread internal disturbances which 
commenced in August last. Here we had to come to the assistance of the 
Provinces already heavily burdened with Civil Defence exPenditure by meeting 
in part the cost of expanding their police forces. On this alone We estim'lte 
to spend approximately a crore of-rupees. This figure of course takes no cogni-
sanoe of the great IOS9 we have suffered in the damage to oUr' property, parti-
cularly on Railways and in the Posts and Telegraphs Department. 

34. The Supply Department Ims. continued to expand. The Qnly substantial' 
changes in its organisation during the year 1942-48 have been the establishment. 
of a new Directorate-General of Shipbuilding and Hepairs and the transfer to 
the new Food Department of the reE!poneibility for the procurement of foodstuffa 
for Defence Services. Two other important changes to which effect will be 
short.ly given are the creation within the Direotorate-General of Munitions Pro-
duction of a division to handle the repair and maintenance of Service aircraft 
land the production of aeronautical stores on an all-India fooling. 
- The volume of the orders with which the Supply Department has dealt mfty 
be judged from the fact that from the ~ r  of war to the Slat of December 
1942; the value of contracts plnced by its Purchase Branch amounted to 
Rs. 454'5 crores. For the first nine months of 1942-48, Rs. 168·1 orores worth 
of orders were plaoed, glving a current monthly nverage of over Rs. 18 crores. 

There are signs, however, that the curve of production is flattening and that. 
for certain items-particularly clothing and personal equipment which have-
been in large scale production for a. long time-there may.be a falling off. 

85. 1 have now reached the end of my generaL review of the current year and. 
it ouly remains for me to summarise the final position. 

Our revised estimates for revenue show an improvement of Rs. 26, 76 ~  
while there is a net increase of Rs. 86,85 lakhs under expenditure charged to. 
revenue. Thus we expect t,o ~  the year with a revenue deficit of ~ . 94,00-
lakhs. 

FINANCIAL YEAB 1948-44. 
Usvs"us. 

86. I now corne to the financial year 1948-44. Our total revenue estimates 
amount to Rs. 199,80 lakhs as compared with Rs. 178,76 lakhs in tIie revised esti-
mRt,)S of thE' currt'nl yenr. Under Customs revenue we are. providing for Rs. 3u 
crores against Rs. 81 crores. in the current year. The position in this respect 
iii now governed mainly by the amount of shipping space available for 
private merohandise which, as the war develops, tends constantly to shrink_ 
In taking a figure of Rs. 30"Orores for 1948-44 we are, therefore, probably being 
optimistic, Under Central Excise Duties we expect all increase of Rs. 84 lnkhs, 
solely on account of sugar. The out:rut ~  this ~  during the past year 
has been restricted by difficulties WhiCh, 10 the ~ r before us, we trust will be 
removed. • 

• • 



All regards VorporutlOU tux aud other tuxes .OU income, includmg .b::x.lles» 
.l:'robts 'J:lAX,- we have,after tllJuug l1l1io account the trend of oW' recent collec-
tions and waJoug allowance for ~  assessments yet to ,be wade, raised our. 
estimate of the total yield from these taxes by Hs. 17 crores. Of a total ut 
.Rs. 95 crores estimated under these two heads of revenue, hll£cess Probts l'ax. 
alone is expected to yield .l:ts. 40 crores. .The divisible pool· of .Lncome-tax nils 
been taken u.s Hs. 33·19 erores u.ud the shul'c ~  to Provinces will be even 
better than in the curreut year, touching the record figure of Us. 12'10 crares. 
Under Salt, we are allowing only a modest mcrease of Rs. 50 lakhs over the.. 
current year's budget estimates. In view of the improved demand for opium 
and morphine for medical purposes both in India and abroad, we ute pJ,.cing 
oW' estimates of. opium rev.enue at Hs. 1,08 lakhll. 

As a result of the financial arrangerlltlDt WIth Hia Majesty's Government in 
regard to the Railway Annuities, we will receive next year about 1\s. "7 lakhs, 
representing the interest portion of the. credit to be made available by l:iil3 
Majesty's Uovernment and this is redected in .the inlproved receipts under 
Interest. Our Currency and Mint receipts for next year are placed at a higher 
level than ii the. current year's budget for the reasons I huve already stated in. 
dealing witli the revised est1mates for the current year. . 

37. We are ~ Rs. 27.10 lakhs as the contribution from Hailways to. 
General Revenues. in pursuance of the revised !lrrangements placed before t.he· 
House recently. . 

.For next year the revenue of the Posts and Telegraphs Department is·, 
expected. to be RI!. 20.78 lakhs Gnd expenditure Rs. 18.57 lakhs. The lorgl,r' 
revenue is mainl.\" due to the' generulincrense in traffic and the taking over by 
Government of the systems belonging to Telephone companies at. Bombay. 
Calcutta ano Madras whose Hcences expire in 1948. The whole of the surplus 
of Rs. 7.16 lnkhs in 1943-44 is being treated os unoutl'ight, contribution to-. 
General Revenues. . 

Ezpenditur6. 
38. DlJjellce SeTvices.-The budget estimates Of defence' expenditure for' 

1948-44 alJlount to Rs. 1.82.81lakhs and Rs. 16.85 }akhs under the re:venue and:! 
cupital heads·l'espeeth'el;\'. The details are 8S fonows': 

(I) Baeic normal budget 
(2) Effect.·of rie in prices 
(3) India'. war MeaaUfea 
(4) Non_elfective charge. 

Revenue portion. 

Oapital portion. 
(I) Air :B'01'C&-Mi'OClrome8 • • • 
(2) Capital outlar on induatrialaxpllllBion 
(3) Rei(iprooal Aid-aerodromea • • 
(4) New cOlllltruction for th3 B. 1_ N.. • 
(5) Capital outlay on Tela-communication &Chame 

Total 

Total 

Lakha of RI!_ 
36,'77 
10,62 

1,27,01 
8,'1 

2.lIt 
4,00 
2,U 
3.28 
4.20 

16.85 

In thE;: revellue portion the .increase over the revised estilhates ill item (2). 
is hused on the alltidpated general level of prices during 1948-44 and allows for 
the effect for a full year of increases in pay and allowances sallctioned for 
r~  and Indian troops during ~ r  of the year 1942-43. In regard to, 

item (3). the decrease of Rs. 9 crores as compared with the revised estimates !s 
the net result of large increases arid decreases. The increases in the main lire 
due to the opernt.ion throughout t,he year of improvements in poy and allowances. 
of defence personnel, and of the grant of field service concessions tQ troops. 
serving in India. ODd to the higher average strength of the defence forces in, • • 
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India. 'l'be mcreases have been more than counter-balanced by Q lump deduc-
tion made to allow for poAsible movements of troops out of India and for a 
heavier receipt (Rs. 15,00 lakbs) on ac.count of Lease-Lend supplies utilised ' 

.by the public, Provincial Governments, Railways and the Posts and Telegraphs 
. .1JeIJartment. 

It will be noticed that for the first time since the war began our estimates 
.envisage a decrease in the defence Dudget 8S compared with the revised so far 
,8S expenditure charKed to revenue is - concerned, and, although it would be 
.unsafe to conclude from this that India has now reached the peak of her own 
war expenditure, it is legitimate to hope that the stage of heavy additioBs is 

. past. . 
The large decrease in the provision under the capital section of· the budget 

·.estimates as compared with -the revised reflects the completion during 1942-43 
'of the bulk of the programme of aerodrome construction for the Air Forces in 
:India as well as for the United States Army Air Corps. 

Oivil Estimates. 
S9. Our civil expenditure shows a reduction of about Rs. 7 ~r r  aI compared 

-with the"revised estimates of the current year.. Of this a little more than Rs. 41 
·/3rores is ttCllounted for by smaller receipts from the Factories Wor Risle Insur-
. .anoe S(lheme which ~r  I1S r~ on tranl!fer to the relevant fund. 
Five out of the eight. instalments of the premia relating to the -Scheme will 

.have been realised by the close of the current financial year, le9.ving only three 
in&talments to be collected next year. A reduction of Rs. 2\ crores in respect of 
'Civil Defence expcnditure i& also anticipated as a r ~  of the general hnprove-
n1elJt ill t.he war situation and the less imminent threat of' enemy attacks.. We 
Ibope, indeed. that; the provision now made on this account will be still furl;her 
rreduced as t.he result of provisional conclusions reached at a recenb conference 
·on future Civil ~  policy. On .the other hand, we are providing for an 
:increase of Rs. 1,80 lakhs over the revised estimates for the current year under 
Interest. This requires a little explanation. Though as a result -of the 
'lepnyment. of t.he non-t.erminable sterling loans and Railway ~r  tht:re 
"Will be a saving of Re. 8,78 lakhs, interest on the loans we have floated in Indh 
:in 1942-48 and which we expect to float in 1948-44 will cost us in all Rs. 8.50 
1akhs. Other factors which have affected our interest charges are the diminution 
·jn the interest payments from certain Provincial Governments resulting bom t.be 
~r  of a capital portion of their consolidated debt, the growing Railway 
Depreciation :Fund. and the o.ecretions to our floating debt lIccasioned by rpvenue 
·deficitR and capital expenditure. 

40. The food crisis that developed during the course of the year has rendered 
it. necessory for Government to 'crente tl separate Food Department. \Ve U ~ 
·trying to induce the producer. by propaganda Ilnd other means, to market hi!:o 
'Produce freely, and control mensures are also being taken to suppress hoardil1g 
:and to ensure a freer flow of commodities. Under the scheme. the surpluses 
·of certain Provinces will he bought for the purpose of equalising the deficits of 
other Provinccs, Special steps are heing ta.ken to see that the grain obtained 
by the Government agencies reaches the individual consumer at a reasonable 
'Price. Any efJtimat.p of the financial outlay involved must. at this stage, he 
conjectural but we estimat.e that the total purchases during 1948-44 will amount 
t(' approximately Re. 75 crores. Tbis will be met by the Central Government in 
the first instance and recovered later from the Provincial Governments on whose 
-behalf purchases are made. 

The Government of India are determined to spare no effort .to 'increase the 
product:on of essential.food commodities and are anxious that a.t this stage no 
scheme which affords promiRe of making an early and substantial contribution 
to this end ~  be excluded from considefation on purely financial grounds. 
'Pending • decision on the specific measures· to be taken, we have provided in 
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the budget' a "round sum of Be. 50 lakhs, but we would ~  our expenditure 
1.0 that ngure if further outlay were to offer a. greatly enhanced prospect of 
aohieving our ·object. I . . 

41. I can now summarise the position for the coming year. The r~ 
detailed in the Civil estimates comes to Re. 76,78 19khs and the provision for 
Defence Services has been ~  at }te. 182,81 lakhs. ' Our tob;ll expenditure 
estimates thus amount to Rs.' 259,59 lakbs. . The total revenue at the. existing 
levels of taxation iS1lstimated at Rs. ]99,30 lakhs. We are thus left with a 
r ~  revenue deficit of Rs. 6O,2Q lakhs. 

WAYi AND MEANS. 
42: I spall now proceed to outline the broad, features of our wliys Qud meaus 

position, which with the intensification of the multifarious demands made by 
the war, has now become 0 formidable pre-occupation for Goverqment. 

'rhe SUbscriptions to the Defence Loans during the period begiIining from 
the 1st February 1942 and ending with 31st January 1943 amounted to He. 34i 
crores, raising the total, proceeds to Rs. 145 crores since the Defence Loan,> 
were first issued in June 1940. The Second Deftnce Loan which Will'! dOlled 
on the 14th February 1942 was followed in July, 1942 by the Third Defence 
Loan, which is a re-issue of the 3 per cent. 1951-54. tn October 1942 there 
was also a special re-issue of the 3 per cent. 1968-65 in connection with the 
fllnding of our liabilities in respect of railway annuities, the amount offered 
and taken, up being Bs. 15 crores. While the !lQles of Defence Savings Certi. 
ficates and ~  in the interest-free Defence Bonds have oontinued it 
would appea.r that the effect of the initial moment,um is being lost aud I/. far 
more "h'id realisation of the importancij to t,he ordina.ry' citizen of utilising 
these channels of investment for the common good as well as for the furtherance 
of the country's war effort is called for; At the same time it should be 
remembered that in addition to the subscriptions to the Defence Loalls there 
is a steady investment of new money in Government loans through the machi-
nery created and developed in ~  with the repatriation of our sterling 
debt. Opportunities gre ayailable to the public for investing i.n a variety of 
Government loans consisting of counterparts of the repatrillted stoolts or the 
re-isSue of existing rupee 10aIIJI into which some of these were converted, RLld 
. these opportunities are being utilised e,specially. by institutional investors. 

~ tota1 public investment made through this 'channel amounted to, TIs. S6 
crore .. over the 12 months. I~R  oho\!,t Hs: 8 crores of new money ~ 
subscrihed during this period to certain provincial loans Boated to enable the 
provinces to lliake advance repayments of i part of the conwlidated debts'due 
to t,he Centre. Together with the subscriptic;ms to the Defence Loans. these 
inve!oltment,s Rggregate to Rs. 93 crores over the 12 months and tQ Bs, 26.7t 
crorcs since the beginning of the war. The lnt.est trends are howevpr much 
mord encouraging than those figures would suggest. Our t.otal ~~  of IOHn 

-money during the second half of 1942 amounted to over Us. 73 crOl'es, and in 
,January 1948 to 11 crores. At the same time the net increase in our short i;(o,rm 
'borrowings from the public by the S81e of. ~r r  bills during these seven months 
was Rs. 48 crores. Total borrowings thus ~ r  RE:. 19 crores a 
monf.h during t.bnt period. 

48. While the aggregate s,upport to public loans compares very favourably 
with the normal scale of puhlic borrowjng in India, as I observed last year, ,the 
caB for .. greatly increasert transfer of purchasing power from the hands .of 
the public to the Exchequer through the medium of loans has los'l; none of Its 
,cogency and has indeed he.'!n strikingly reinfprced by subsequent developments. 
Apart frcim the greatly incrf-nsert war eX'Penditll1'e in India, both on ollr account 
Imd that 0' His Majesty's and other allied Governments, for whom we have 
to find the rupee finance, the !!'enernl economic situllrtion resulting from war 
conditions makes it imperative for every citizen to defer priva.te 'expenditure 
to the utmost of his capacity in' the cofnmon inte1'est and to r . ~r ~  
inv:estible Burplll!; t.o Government in thp fnrm Of. JORn!;, Jt, ~I ~· wpll he hId 

~ . 
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that jn the otmtext of a WW' economy a public loan IS • "Twice blessed; It 
• blesseth him that gives and him that takes", To the State it sPblls an indis. 
pensable aid to victo,ry while to the' investor it mea.ns not only a precaution 
against the perils and uncertainties of the transition from war to peace after 
victory has bee.n. gained, hut also II. potent preventive against the economic. and 
social disorder which may- arise from the uncontrolled exercise of 'purchasing 
power in relation to limited or ·diminishinl:; stocks of consumable goods. 
!Even apart from these puhlic reasoJ)s, lInd looking £It the matter from the 

narrow individuul point of view, investment in r ~  securities offers 
advRnt!lges provided by fe\" other forms of investment ill wall time. With the 
vastly improved technique which has. now been developed here as in' England 
for co'ntrolling the securitie!! market, risks of capital depreciation have been 
minimised to an fllt'tont which must cause astonishment to those who can 
rem Amber the position in this rellpect r ~ the last war. The fixation of 
minimum prices together with the organisation for maintaining them with the. 
Central Bank's open market operations may be. said to have placed security 
values beyond the range ~  tQe major fluctuations which the chang-ing fortunes 
of war used to create ;n this market. Moreover, 'the war itself hast&ken a 
tum which reinforcell and justifies the faith ill ultimate victory that baR always 
inspired the United Nation!i: 
44. The ~  of the volume of r~ r  \\'ar expend:ture and 

Pllrch£lses on behalf of His ·Majesty's Government and Allied GoverninentB 
hR.ve continued throughout the year. a.1though the net refunds by the Secretary 
of State which were est.imnh'd to he £11'4 million in all will 'fall sOlllewhat short 
of the forecast. owing to thp funding of Railway ~ Bnd the Ilcquillition 
of R R~ Dehenture Stocks. ThiJol shollld leave lIome £100 million of fresh 
accretionI':' with the Re"erve HRnk, in Rddition to itll own purchases from 

~ nnrl· on t.rlldp Rnd other ~. 

41l. The R ~ is now familiar with the' m'lin ~  of our scheme of 
repatriating the R r ~ debt and T need not r ~r  again the grounn covered 
in the last t.wn hu,tgC't speeches. The blllk of the payment in respec,t of t.he 
~ per ('ent. and 3 pel' cent., l1nnntp.d r ~ loana whir-h.' T ~  Iltllt 

~ r  was et'feete!l in March last. t.he. necellsary st.erling amounting to £60 
million bpinl! provided wit,h f'ASf' b;\' the Resprve 'Rank. No <'ollnterparts were 
created thil'l time. n!! for t,he flrRt. trnMhe of the repatriation programme, And 
the entire rupee finnnce was raise!l in-t·he nrst. instnnce by means of ari 170r 
r . ~ r  ~ i!;Rut'd in fnvour of the Rp,8E'rvc 'Rank. Ruhsequent s'tray lots d 
the ve"t.en II ~ nR well DR the r ~ . pllrrohn>leR of .t.he Sl per cent. Rtock were 
finnn('.ed from Ollr hnlnnees. hut, for tllr. lnRt f1nil tinal IIhl'le or redp.r.mincz £5B! 
million of the l\\per cent. Rtnck the rupee tinnnce wn-,: ngnin in the form of 
ad hoc trensu"ry bi11R. . 
< Thnt lIome £300 million of "terlinrT dpht should hllve been repatriated since 
t,he olltbl'eak of war. with so liHle disturbance to the monev market ic; n 
roonsllmmntion for which the (,Ollnt,rv mnv well feel jn-atified. "The balance of 
sterlinl.'( atocl, wbich fell beyond the' scone of the vesting orders anrl which has 
not ,been Rljrl'enderl'd in p.xerei"e of the option ~  to holders or which 
hnll not. ~  bpen ~  ~ to non-present,ntion of claims is only about 
. £11\ million. J know the HOl.ll':e ",ill join with, me in ~ . the 
RII ~  rellocre!l ill t,hill momentous Reries of transactions by His Majestv's 
Government, nnd in nppreciat.ing t.he eo-operation of the Bank' of ~  and 
the Reserve Bank iT' ~  them t,hrollgh with smoothness and ~  . 
. And ~r  I .mm:t on ·behalf of ttte ~  of India and myself pay ~ 
trlbde to the Imlnense r ~ .  RerVIceR rendered by the late.Sir James 
I ~· r. whose SUr\OE'll Ilnd untImely !lenth R few days ago has been 1\ bitter 
blow to all '\\o'ho hn',e ",!irked with him in the sphere of Indian ~ I  And 
whose sound ~r. .. ripf,l expel'ien('p., nnd lo:va1 <,o\lnl;e1 l10uld ~  ill be 
spared-in these difficult times. 



THE BUDGET :to'OR 1943·44, 
41). We have taken advantage of the large I:Iterling balances still available 

after the repatriation of the sterlmg loans to fund o'ur outside obligations in 
respect of Hailway annuities by arrangement with His Majesty's Government 
and, with their co-operation onef; again, to repatriate Hallway Stocks. In 
the former case we have funded a rather complicated series ofliailway annui-
ties by the payment of a lump sum of £80 million to His Majesty's Govern-
ment, who have undertaken LO ,provide the annual sums required for payment. 
to the annuita'nts until their termination, the tlat rate of interest taken 8S II. 
fail' basis for the arrangement on actuarial c!llculations being 2i per cent. 

Thlt vesting of Railway Debenture Sto<:ks of the flice value of £20 million 
has already been announced and notiee has also been given of the redemption 
on the 4th E'ebl'uary 1944 of three 3} pel cent. Dehent,ure Stocks for which the 
vesting procedure would have been inappropriate us in the cllj!le of the 3i per 
cent. undated sterling stock. The payment. for the vested debentures will 
be made during the course <,>£ the current financial year. The rate at which 
'sterling is accumulating with the Heserve Bank has not only enabled it to 
provide us with the sterling needed for. our repatriation and other trransactiO!1s, 
but left a surplus well above its reasonable' reserve requirements. . 

47. And thus India has completed the transition Drom a debtor to a creditor 
country and extinguished within the brief space of about three years aocu-
mulations over decades of its publio indebtedness to the United Kingdom. 
A part from the immediate exchange gain "of a substantial relief from the neces-
sity of finding sterling annuully for the puyment of interest charges, a great 
deal could be said on the implications of this remarkable chunge in India's 
status. To deal adequatdy with that theme and· to attempt to prognostioate 
tho role which India is destined to pray in the post-WAr .world, would carry 
me far beyond the limits of a budget speech. . 

As I observed last year the teIJilporary revenue guin to the budget is of 
minor consequence, being;. conditkmed by the progress of funding the floating 
rupee aebt raised for financing repatriation: It is difficult to state with 
r~  to what extent the funding of floating debt raised for the purpose of 

I'Ppatriation has been achieved, since borrowing of both temporary and pE(rrrm- . 
nent . nature is resorted to for other purposes lJesides repatriation and Govern· 
ment's balances are also increased by the payment ·which the Reserve 
Bank makes from time to time for the "Bu pee coin" that it talres over. The 
bro'ld position may be saiJ to be that of some'Rs. 400 crores raised so far fElr 
financing the various repatriation and funding operations, only Hs. 11)0 crore8 
may be regarded as being F..till in the foml of Central Bank finance, since that 
is the amount by which the rupee ser:urities held, by the Beserv() Bank as 
covel' against its note iEo8ue. exceed the corresponding figure at tht! outbreak of 
the war. 

:18. 'rhe question of the future utilisation of India's sterling balances is one ' 
which has attract-fd intense publin interest in recent ~ and has been the 
subject of muoh speculation: It is 11 question which also naturally enga'ges the 

, continuous attention of the Government. Hitherto action has been concentra-
ted on extinguishing as many us possible of ollr 'public sterling liabilities, l\ud 
this is obviously the primar.y use to which surplus sterling assets should be 
put. With the virtual cessation of puyments on interest account to external 
bond-holders. the only substantial liabilitv still remaining on account of whICh 
sterling remIttance would normally be necessary will be' payments on account of 
sterling pensions, family pensions and provident funds. It is eRtimated that 
these charges in the period that lies ahead will be of the order of from £5 k 
£(l million a year. The Government of India hsve accordingly had· under consi-
aeration a scheme for making advance provision for the requisite strrling 
remittance wherewith to meet future' payments in respect of these liabilities 
on the lines of'the arrangement recently mllde for sterling railwuy annuities. 
This would in effect involve the purchase from His Majesty's r ~ ~  by 
the investment of a capital sum at a 'suitable rate of interest, of the ~  foO 

. , '.. 02 • 
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rt'ceive a series of sterling payment!> estimated to be sufficient _to llleet the 
rEllevant charges' over the period during which they aro likely to have to be 
lOet. These charges, and consequently the sterling remittance required to meet 
iht:m, would naturally aUer a certain time b"l"udulllly decline in amount until 
they disappeared, and the traIlsaction might thus be described as the purchase 
of a tapcring annuity. It i$ not contemplated I;hat the rights of any class 
of Government servants would be affected, or that the liability to pensioners 
should be transferred from the Government of India. - The arrangement would 
be purely .finan'cial, and would amount to the investment ofa capital sum ~ 

. return for which the Government of I ndis would at stated intervals receive 
stated SUDlS of· sterling with which thai would be in (\ position, as far as .can 
be estil!lated, to meet these \terli.ng obligations. This ~  would 
,naturally provide a much more fllovourable rate of interest than that earned' on 
the present'investments in sterling treasury bills. . . 

49. An arrangement of the nature just described wo1,1ld be capable of 
absorbing. a. considerable sterling ~  and would indtled be the equivalent of 
a largescale repatriation. There would however still remain, ·as far as aan. 
be judged from the rate at which sterling is accruing, a . substantial surplus 
above the amount which is likely to be required a.s a r ~r  against· our 
currency note circulatiQn. The Government of India are therefore at the same 
time oonsidering the proposal, which has been made from several qusrters, 
that something in the nature of a }teooIlstrnction :I!'und should be constituted to 
provide for the financing of Ii programme of post-war reconstruction, including 
the r~  and re-equipment' of industry. It is clear that, in the post-
war period India will have heavy' demands for imported machinery 
and plant to equip her greatly expanded industrial system, to re-equip her 
railways and ,t.o' enable Provincial and State Governments to carry 
out schemes of electrification, irrigation and the like, which have had to 
remain in abeyance during ~ war. It may be taken for granted that it will 
be found necessary even after thtl end of the· war to proceed on some orderly 

. prugramme for the purchase of these capitnl goods from the ~r  countries. 
In this respect the. position may well be found to be not greatly dissimilar from 
the present situation in regard to the procurement from overseas sources of the 
plant and equipment necessary for war production.' The first essential would 
probably be a careful and comprehensive survey ~ India's requirements' and 
the establishment of some order of priority upon ~  a. programme could be 
drawn up. In 80 far as this programme depended on the ability of producing 
countries to release certain types of goods for export, it would clearly involve 
international co-oparation, lind in particular the assistance and co-operation of 
His Mltjesty's Government. The existence of such a Reconstruction Fund 
coupled with a concerted programme of requirementswou\d place India in a 
favourable position to endeavour to secure the. early fulfilment of her post-
war needs and so enable her to go ahead with post-war reconstruction with 
tha minimum of delay. . . 

50. I turn' now ~ a consideration of the ge,neral currency position and the" 
problem that is exercising the minds of all of us. As the all round rise in prices 
resulting .from complex aud int.eracting factors' in war conditions tends pro-
gresaivelyto low.er .thf' standard of living of everyone, thoughts naturally tum 
more and more JD!HsteUtiy . to the Qauses of the trouble !lOd possible remedies. 
Of late there have been a number of non-official communications to Government 
and pronouncements by Ilconemists, both professional and amateur,on this 

, subject, according to whinh the source of the trouble is' the arrangements in 
force for making rupee disbursements on behaH of His M$sty's Goverumeni· 
and Allied Governments, und the currency machinery of the Reserve Bank ill 
regarded as ~ conduit pipe of . ~ ~ r  credit. I feel it ~ r  therefore. 
to state certalD broad conclUSIOns In order that, the problem may be viewed 
in the eright perspective. . 

e e . 
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51. As in all discussions of this nature, a great deal depends on the point 

from which the initial approach' is I(lade. 1 would therefore make certain 
preliminary genel'a! observutions. First, India's wa.r effort has clearly not yet 
reached the ceiling of the maximum ntilizution of available manpowel' and 

- resources, and public expenditure on supplies, purchll.!ies, works, ete., still 
continues to promote the end in view, which is the defeat of the enemy Gnd 
the safety of India. Secopdly, in a common war effort the usual method& of 
settling international indebtedness in goods ond services are not. available and 
for a variety of reasons It is not possible to give play to the usual checks 
employed in order to adjust international trade relations, i.e., it is not possible 
to increase the vi;llume of commercial imports or to adjust the trade balance by 
an upward movement in the rate of exchange. Thirdly, liince disbursements 
must be made in Indian currency, the question of how war expenditure is allotted 
is irrelevant so far as the infl,ation aspect of the' problem is concerned, although 
from'the point of view of t.he final settlement it is, of course, of considerable 
implJrtance. In other words, other things being equal, as for instance, the 
conditions governing the extent to which taxation and borroWing are feasible, 
the size of the sterling halllnces accumulating in India's favour has no direct 
bearing on the internal problem. Lastly, on the only assumption on wh:ch 
it is at all possible to delll with the problems of the future, namely. thut the 
war will [esult in victory for the United Nations, and that both the United 
Kingdom a.nd the Government of India ,,'ill therefore be in a position to pursue 
sound financial policies, there is not the remotest risk of in1lation of the nature 
and on the scale which occurred in some of the countries which suffered utter 
defe"t .in the last war. Without wishing to minimise the importance, of the 
twin problem of sterling_balances and iuflation, 1 venture to suggest that on the 
above pOf:ltulates we need not allow ourselves to take too pessimisiic a view of 
the currency expansion that has taken place so far and that may be expected 
in the future. 

52. So far as the accumulations of sterling are concerned, if regard is had 
to the identity of purpose of the United Nations, it seems to me that the. 
only reasonable principle on which one could proceed is to ensure that indebted-
ness is not aHowed to increase in one direction while there are set olIs of 
existing indebtedness that can fairly Imd practically be made in t.he other 
iiirection. It is on this principle that His Majesty's Government and the 
Government of India have so far concerted measures for repatriating sterling 

. debt and other public obligations of India expressed in sterling, ~  we shall 
, continue to explore the scope for further action in the same direction. I 

cannot share the anxiety of those who appear to regard the surplus balances' 
as almost in the nature of useless Rssets. Apart from their being available 
as a reserve wherewith to pay for t4e capital goods which the United Kingdom 
will be in a position to supply for India's industrial expa.nsion and the replace-
ment of machinery IIofter the strain which will have been put on it during the 
period of the war, India's balances should enable her to trade as one of the 
principal commercial countries of the world and playa helpful part ~ building 
up a system of international trade such as would ensure a fair market for 
goods of export. 

53. In my opinion BomB of the fear which is now expressed arises from ~ 
failure to distinguish between pure credit inflation and tue temporary. situation' 
in which an increlse in the volume of purchasing power impinges for a time 
on a stationary or diminishing volume of consumable goods. Here in India 
I think w, oan ~  with. R clear consci,mce that the Government has at nO 
time resorted to credit .inllation. The eaBY expedient of borrowhig frem ''',he 
Reaene Bank has not been adopted for making up the revenue deficits of 
goverpmental budgtltS or for augmenting governmental balances for the }.ll.trpOle 
of meeting disbursements. I have already referred to the ad hoc treasury. bills 

r ~  which repstriation hilS partially been nnanceel. but I should not like 
the House to go away with the impression that this at any rate · ~ credit 

• • 
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infiation. That very delinitely it is not. At no stage ~ the l'IJpatrlB-. 
tiOD programme has there been any expansioIl of lmrrency agamst ~  ad .hOd 
treasury bills created. 'rhese treasury biils ~r  r ~  the r ~  ~  
which ourrency had ~  been expanded In ~ ordmary ~  m o. der to 
meet legitimate demands, tor. the means for maklDg cash payments, and the 
substitution merely amounts to a readJust.nlent of Jihe assets of ~  Heserve 
Bank's Issue Department. 'l'he ttue position surel.y is that ~ r . 1S 3. block 
of'investment waiting to be taken up by the natIon for whIch It has been 
acquired.' \ ' 

54. Owing lot.he inevitable im,lJerfections of our ~  statistic!:! a 
quantitative r R ~  of the. phen?Dlenon of ~  is. even more d.iffi.-
cult in thil! country than In the Umted KmgdoJll or the Umted tStates;of AmerICa!. 
Without wishing to bEl dogmatic, however, I should like to draw:.ttention to 
what appear to :ne to be the prevalent misconceptions on this subject.. 'l'he 
tirst is that a geneml rise in prices must mean inflation and that it is caused , 
by avoidable exp'ansion of currency. To my mind this notion is the ro.sult 
of ~  cause and' effect and misinterpreting the elementary fact 
that all the expansion and intensification of Government's war acti-
vities involves cash payments to an ever widening circle of recipient, 
in return for labour and raw material. or services .. The aiarums and 
excursions of war also tend to oreate varying preferences for ~ 
ment of claims in cash among sections of the public over methods customary 
in peace time and in other countries, e.g., by cheque, thus increasing the i"ll' 
Cal)ita cash requirements of a huge und expanding population. To stop issuing 
the currency which. the public needs ill such circumstances would simply 
mean "a corresponding or even disproportionate curtailment of the whole war 
effort. ' 

Moreover, not all the Govermnent disbul'ilements on war putposes neces-
blU'ily or proportionately contribute to a rise in prices, even though Govern-
ment's war effort curtails the production or import of civilian goods, as it is 
bound to do to some extent. 'I'hat purchusing power may' not all be employed 
for the purchase of such goods, and much ~ on the rate at which money 
is being turned over in the process, Hoarded cash,' for insta.nce, exerts no 
presBure on prices. Similarly deposits in banks may have an effect on prices 
much: smaller than their volume would suggest if their rate of turnover is 
slower thaD normal. .. That this is the csse is shown by the ratio of' average 
deposits of scheduled banks to banks clearings, which is 6·6 'for" the first 9 
months of the current year against 15·6 in 1938-39. Both these a.re forms of 
a liquidity preference which, while it lasts. tempers the rise' in prices. 

In assessing the significance of a rise in prices it is also necessary to remind 
ourselves that we did not start from an optimum price-level and that the prices 
of Dlllny essentiul articles, particularly agricultural commodities, had been by 
grmeral consent unduly depressed for years prior to the outbreak of hostilities 
and the problem ~ been not how to keep them from rising. but how to 
IImJl)ulate them, In any analysis of inflation on the basis of price indices 
IlJlowance must therefore be made for the taking up of the slack. This is not 
to say, however, that any of us can afford to evade the problem or" to allow 
wha.t may not be tl. serious situation today to develop into one'ior lack of timely 
and vigilant roction. It would be foolish to ignore the crux of the matter, 
which is tha.t in the ~  economic s,et up of a country at war fret purchns-
inr power is a potential source of danger.' 

55. 'l'hRt beinq so. I most, earnestly deprecate loose talk and wild exaggera-
tion in the,se ma.tters: for they are the parents of panic buying and hoarding. 
and these III theIr turn benefit only the profiteer and the speculator. There is 
the most urgent need for economy in personal expenditure at the present time 
not only &ecause lavish expenditure will raise the level of prices, bUtal80' 
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because of the need for conserving supplies of scarce ~r  for war r ~. 
After the war, when war-demands will inevitably have greatly shrunken, if 
not have vanished entirely and when the question of securing and maintaining 
the level of employment will have become more urgent, there will be ample 
justification for increased spending and it will then be a valuable safeguard 
against falling prices. During the war itself, there is an obvious alternative to 
private spending-e.n alternative, r ~ r. which most powerfully assists, the 
Wid effort and greatly reduces the risks attaching to the increase in the voluIDjl 
of purchasing power, which, I may add, is characteristic of the ~ in 
every part of the world and not of the Indian position alone. That alterna-
tive is investment in loans of the Government of India on the largest possible 
scale. A free flow of savings into Government loans will not only greatly eBse 

, ~ strain on Government finances, but it reduces competition for the greatly 
shrunken volume of consumers goods which is all that is now available. At the 
Rome time, it does not deprive the public of the opportunity ultimately of 
enjoying the fruit of present self·denial-in which res.pect it differs greatly from • 
ipcreased taxation. I am convinced that' our sht;let-anchor in the 'present 
tllIlergency must be more and more borrowing. ' 

NEW PROPOSALS. 

56. It remains for me finnlly to lay before the House thtl proposall:i of the 
Government for dealing with the revenue defi(,lit of Rs. 60·29. crores wbich! 
on the estimates I have presented, is anticipated ill the forthcoming financial 
year. We haveil.lso, in this context, to bear in mind that thc curl'llllt yenr WIll, 
it is estimated, close with a revenue deficit of· Rs; 94'66 crores, By far the larger 
part of these .sums has, of course, tEl be met by borrowing, but it is proposed to 
raise Rs. 20 crores, or approximately one-third of the prospectivn deficit, by Ilew 
taxation. Last year we introduced' into our system of direct taxation certain 
features which combined the methods of borrowing and taxation. Whilst such 
experience as we have had justifies tohe retention ,of these features, it is not 
proposed to endeavour to extend their scope further this year. The reasons 
are not far to seek. The incomes which come within the orbit of our income-

.' tax system are those of a comparatively sma.ll fraction of the population, a 
section in ~  moreover, the habit of investment in public loans is generally 
speaking already well established. It is impossible to deal' adequately with th'e 
problem of surplus purchasing power by methods which do not touch agricultural 
income at all ana which are inappliCAble to that vast body of industrial employees 
whose incomes fall below any taxable minimum which it iR practicable to Bdopt. 
,It is therefore clear that the national savings movement must cast its net 
far more widPl.v und must secure the co-operation of larae elements in the 
country who are not affected by direct taxation. Whilst action on these lines 
thus cells for r ~ attention and, a constantly renewed endeavour, it 
will not affect our immediate proposals. . 

. 57. To deal first with income-tax, ,there will be no chltnge· in regard to 
incomes up to Rs. 5,000. On, the next slab of incomes from Rs. 5,000 to 
Rs. 10,000 the central surcharge will be increased from 9 pies to '10 pies in the 
rupee, and on the slab from Rs. 10,000 to Rs. 15,OOQ it will be raised from 
14, to 16 pies in the rupee; on the balance above Rs. 15,000 the surcharge wiIl' 
be increased from 15 to 20 pies in the rupee. ThE: effect of these changes wiII 
be to impOse a surcharge amounting uniformly to 661 per cent. over the basic 
rates of income-tax. At the same time there will be an increase in the super· 
tax on the slabs of incoru#) between Rs. 25,000 and R ~ Bi Iakhs: here, the 
surcharge will be raieen uniforml:v hy half an anna in the rupee. The resultant 
aglll'egate tates of I ~r.  I ~ r r~  wiII thus run frt)m two annas 
in the rupee on the lowest slab to ten and a half annas on the top slab. Corpora-
tion tax will also be ,raised b:v half an anna·, to a rate of two annas in the rupee. 
The ExcelS Profits Tax will be extended to cover tbe profits of'8 furtIrer period • • • 
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of one year, but the r ~ of 66! I?er ?ent. will .r ~  ~ . '!'he ~ 
tional revenue from these changes 10 direct taxatlOn IS estimated at Es. 7 crores 
in the coming year. • 

58. Turning now to indirect taxes, I would observe in the first place that it 
is proposed to conpinue for a further period of one year ~  levy of .the eIn:ergency 
surcharge of one-fifth over the schedule of customs, unport duties whIch was 
imposed in the last Finance Act. We are still fully conscious of the disadvant· 
a'ges which would attach to a measure of this kind in normal times, but our 
iru}J\)rt trade must remain subject for the time being t.(;,> highly atmormal 
restrictions a,nd elIlergency control, and in these circumstanoos We cannol afford 
to forego such gain' as accrues to our revenues from the addiiional duties. For 
the rest, we propose to introduce two new taxes, an excise duty, on tobacco and 
an excise duty on vegetable product. . 

The quantity of tobacco consumed in India is extremely large; but, while 
"imports have long been subject to customs duties at luxury rates, the problem 
of its internal taxation has hitherto' defied solution, thus leaving a notable gav 
in India's fiscal system. 'robaceo's unique eligibility for taxation is universally 
acknowledged; it is not a necessity of lile, its use is widespread, and its COll· 

~  can be varied greatly, according to the means of the consumer. By 
various methods, ranging from a State monopoly to the licensing of vend, it i" 
.taxed in almost every ot·her civilised country in the world, and experience in 
these countries shews its immense l'evenue possibilities. The feasibility of 

~  taxation on an all-India basis was repeatedly examined by the Gov· 
ernment of India and in ]925 the Indian 'l'axation Enquiry Committee observed 
that "tho consideration.s which led in other countries to the selection of tobacco 
as one of the principal subjects for. consumption taxation apply with equal 
force to India." The problem was la'st investigated in 1930-31, but !10 solution 
was found and provinces were accordingly encouraged to derive whlOi; revenue 
they could from the r ~ or .. ~  of retail vend and generally to develop 
this field of taxation in the bope that experienee of the various schemes suggested 
might lead to the evolution of a practicable general excise system. Apart 
from the obvious administrative difficulties, the two chief obstacles at that time 
were that the tax on tobacco was not then a Central prerogative ~  that even 
if provinces introduced identical legislation there then existed no organisation 
capable of operating the excise 011 au all·Indio. basis. 'These obstades nn longel' 
exist. Under the present COllstitution Act the power to levy a tobaceo excise 
has been clearly allocated to't\le CentrA, and with the', development. of ('entral 
excises which has taken place in recent years we have organised the administra. 
tive machinery on lines· which now enable us to tackle the operation of a new 
all·India Excise. In view, therefofe, of the compelling need for ndditional 
revenue we have decided- to introduce. a Bill for. the levy of excise duties on 
tobacco produced ,or manufactured in' India, with the exception of tobacco grown 
for the personal consumption of tbe grower or thp members of his household. 
Administrative' difficultip;s undoubtedly remai'n,..hut, we have for some time now 
~  engaged on a detRlled survey of the field and we are c<>nvinced that with 

'lare and close aUention they can be satisfactorily overcome. The ~  will 
be more fully described, when consideration of the Bill is moved; 'all'I Heed 
say now is t·hat it r ~ all iClrms of tobacco, that duty will become chargea.ble 
only after the tobfwco has been cured and will in Bome cases be charged on the 
manufnct.nreli product; that the rule!; allow payment to be postponed till the 
tobacco is about t.o pass into manufacture or consumption; thnt t.he Rcale of 
duties has been so devised 8S to cause only a. modest I ~ in retail prices; 
that full drawback will be granted ~ exports and that t.he ,cost of administra· 
tion will form but a small percentage of the yield. On the limited dlltn now 
ayailable the yield of the tax cann?t be precisely ca\culated but. we estimate a 
gross return of Re. 10l crores dunng the first ~ r. I may obflerve here that 
ill t,f* cotne- of our enq\lirieEl we have been imprel'l8ed b:v ~ con!;idel'Rblf' I':('ope • • • 
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which exists for development of ihis important eash crop, both in extonding' 
the cultivation of, lind internal and external trade in, high quality leal, and in 
generally improving productIOn and r ~  ~ we, propose to make I1U 
annual grant of lis. 10 lakhs for the purpose of financmg measures deslglJeci; 
tv bring about such improvements. . .' 

The proposed excise on vegetable product. sometimes known as vanaMpatl, 
raises no administrative difficulties. There has for a long time btten public 
agitatJion against the frequent use of this product for adulterating natural ,ghe.e, 
but that is an aspect which is not directly relevant to our present purpose, 
which is to raise new revenue. The rate proposed for the new tax is He. 7 
per l!WL., und the ehtimated yield is Hs. 140 lakhs. 

5g. We propose tinally to make certain increases in our postal and telephone 
rute!:>, which are estimated to yield approximately Rs. 120 lakhs. The Uhal'lgp.8 
are an increase in the inland letter rate for each tola after the first from half 
an anna to one J.nna; an increase in' the inland parcel rate for the first 40 
tolas from 4 annus to 6 annas and an increase in the exist,ing surcharge on 

I telephone ~  from 1J6th to 1J8rdw 
CONCLUHION 

tiO. The total ~  yield from new taxation thus amounts to Re. 20·1 
crores, leaving a r ~  deficit of Rs. 40·19 crores to be oovered by our 
borrowing programme. When it is remembered that this is the estimated 
position for a period which will carry us to the end of four and a half years of 
war, it can. I submit, onll' be viewed with extreme satisfaction. Honourable 
Members will find, in the Explanatory Memorandum a statemel1t :,;ufml1arizillg' 
the position in regard t.o our public debt, as it stood before the war, !lIld will 
stanci, on the b\losis of our present e!ltimates, at the end of March 1944. ~  
figures are explained in the Memorandum which shows that, atl compared 
with the last pre-war figure of Rs. 1,185 crores, the total ,'interest-bearing 
obligations of the Government of India will have increased by Hs. 88 crores 
by the end of the current year and by Rs. 146 crores bJ t,he end of next ~ .r  
Practically the whole of this is in the form of internal rupee debt. &.nl1 the 

r ~  ~  the estirriated revenue deficitfo< lind enpitHI expenditure OJl 

defence. I~  be seen that excluding the capital of HailwBys amI of Posts 
and Telegraphs. certain loans and advances, il'lvestments Bnd cash, the 80-
called deadweight debt at the end of 1943-44 is estimated at no more than 
Rs. 317 crores. Even against this we shall hold, in addition to a vast amount 
of Central property, B quantity of partially remunerative assets. As against 
the modest net annual liabilities which the service of this debt will ~  
we ,have in recent years called into being important new sources of revenue, 
which cannot fail, even after purely war-time features have been discarded, 
to contribute powerfully to the strength of the budgeta.rJ position. 

In the consciousness of this intrinsic strength India can face the future' 
with confidence and can play her part among the United -Nations. Imme-
diately ahead lieR the stage of final effort which alone can lead to the eon-
summatio? ?fvictory, a sta.ge which can be shortened 'not by eager popes l,ut 
by ~ . I .I  endeavour. Beyond this ~ the 8,tage of international co-
operation In the great t-nsks of reconstruction, and in ~ the fonndations 
of a peace that ~  be lDaint,ained; and here too India will have 1\ part 110 IE'SS 
signifieant than in the winning of vietory. . . , 

THE INDlAN F1NANCE BILJ •. 
The ~ r  Sll ~  .It&t.aman (¥inance MeTl1ber): Sir, T ~  for 

If'Rvf' t.o lIltrodllce the IndiAn Fmnnce Rill. Hl4R. 
Mr. President (The HonourAble Sir Abdul' Rahim): The qlleRtioll iI;: 
"That leave' be granted to introduce the J ndian FinaneI' Bill. 1943." 
The motion WIIS Adopted. . 
The Honourable Sir Jeremy Kalaman: Air, J r ~  the Bill. • 

• • 



~r  TOBACCO (EXCISE DUTY) BILL. 
De Hoaouable Sir Jeremy Bailmul ~  M;ember): Sir, 1 move for 

leave to introduce !I. Bill to provide for the imposition and ~  ilf excisl!' 
duties on tobacco. 

Mr. PreltdeDt (The Honourable Sir Abdur Rahim): The question ia: , 
"Ttl" .. leave be granted to introduce" Bill to provide for the imposition and collec"OIl 

of . excise duties on tobacco." 
The motion was adopted. 
The Honourable Sir Jeremy BallmaD: Sir, r introduce the· Bill. 

THE VEGETABLE PRODUCT (EXCISE DUTY) BILL. 
'The Honourable Sir Jeremy ltai8mau (Finance Member): Sir, I move for 

leave to introduce fl Bill to provide for the imposition and collection of an 
excise duty on vegetable product. 

Mr. President (The Honourable Sir Abdur RQ.him): The question is: 
"That leave be granted to introduce a Bill to provide for the imposition and collection 

of au exciBe duty on vegetable product. ... 
The motion was adopted. 
The Honourable Sir Jeremy ltalamaD: Sir, 1 introd';!ce the Bill, 
The Assembly- then adjourned till Eleven of the Clock on Monday, the 1st 

March, 1948. 
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