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FOREWORD 
Dr. ChlntamanD. Deshmukh's contribution to the national life 

of the country-as a civil servant, Govemor of the Reserve 
Bank, Finance Minister and a leading public figure-has few 
paraJlels. His work and interests spanned fields as diverse as 
finance and education, planning and social service, horticulture 
and linguistics. . 

Beginning his career in 1919, Dr. Deshmukh embellished his 
record of distinguished and dedicated service with a short but 
momentous tenure in the first Lok Sabha (1952-56). A 
renowned economist, he brought to Parliament his· expertise in 
the fields of finance and planning. In 1950, he became Union 
Minister of Rnance as well as Member of the Planning 
Commission and held these positions till 1956. As Finance 
Minister he played a key role In the process of econ~mic 
resconstruction of the country and laid the foundation of India's 
planned economy. There can be little dispute that the guidance 
and shape that Dr. Deshmukh gave to the national economy in 
the early post-independence years, has stood the country in 
good stead. 

To mark the occasion of his birth anniversary on 14 January, 
1991, the Lok Sabha Secretariat is bringing out a Monograph 
on Dr. Chintaman O. Oeshmukh, as part of a series of 
Monographs on Eminent Parliamentarians. We hope that this 
brief work will serve to acquaint the reader with the outline of 
his life and career; and to highlight, through his speeches on 
the floor of the House, the contributions of a remarkable 
parliamentarian, who sought no political gain or limelight and 
knew no political master other than his conscience and an 
unswerving commitment to the cause iof India's progress. 

New DeIhl 
January, 1991. 

RABI RAY 
Speaker, Lok Sabha 

and 
President, Indian Parliamentary Group. 
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Dr. C.D. Deshmukh: A Profile 

Dr. Chintaman o. oeshmukh. a leading and dynamic public 
figure of post Independence period, played a key role in the 
process of economic reconstruction of India. He was one of 
India's ablest Finance Ministers, who guided the nation in the 
initial years along the path of planned economy. This richly 
deserved accolade, however, does scant justice to his extra-
ordinary talents, and t6 the exceptional ability and verve with 
Which C.D. o.shmukh cultivated his wide ranging interests. His 
proftle, to be complete, must acknowledge his high stature as a 
great scholar, linguist, refined conversationalist, horticulturist, 
practical social worker, devotee of the public interest, and civil 
servant of the greatest merit. He pursued his many interests 
with flair and enthusiasm, and as noted by him in his auto-
biography, nothing gave him greater satisfaction and joy than 
that he had tended many gardens,' and tended them thought-
fully and well. 

E.rly Life Mel Career 

Few Indians have had a more distingUished career than 
Chintaman D. Oeshmukh. Dr. Oeshmukh ranks high among the 
eminent sons India has produced in the twentieth century. The 
eldest child among nine brothers and sisters, Chintaman's 
family had a hereditary tradition of public service. His father, 
Dwarkanath Ganesh Oeshmukh, was a well-regarded small-
town lawyer. From his mother,. BhIIglrathibai, a deeply religi-
OUS lady, Chintaman acquired an abiding sense of humanity 
and spirituality. 

The early promise of talent In the boy bam on the auspicious 
day of 'Makar Sankrant', 14 January, 1., at Nata Village In 
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the Kolaba dIeIric:t of MaharuhIra. onty glowed bItG* with the 
years, as Chlntaman proceeded to cover hlrneelf with .cademIc 
honours from a very young age. His high school edncdan 
commenced at the age of 11 years in Bombay, where under the 
guidance of • dedicated teacher, Shri R.K. Lagu, he learnt 
EnQIi$tl and Sanskrit, French and German. In 1912, he secured 
first rank In. the Matriculation Examination of the Bombay 
University, and also the first Jagannath Sankaraett Scholarship 
in Sanskrit. In the next two years in Elphinstone College, he 
stood first in the "Previous" and "Intermediate" examlnatianl. In 
1915 he went to Jesus College, Cambridge where In 1917 hi 
took the Natural Science Tripas, in Botany, Chemillry _ 
Geology, obtaining first class and winning the Frank .am.t 
prtze in Botany. In the open competitive examination 01 the 
Indian Civil Service. in 1918, then held only In Landon. .. 
topped the list of successful candidates. The modeIt cI*I 
.,blequently made. that he owed his performance to a 1WIWIc-
able memory and hard work, cannot detract from the truIh ... 
he was, In fact, • person of phenomenal ability. 

WhIle In the U.K. ·he also studied for the bar at the Inner 
Temple, ptIS8Jng the final Bar examinatiOn In 191'. SuI 
because hechoae for himself an admlniltndlve career, II .. 
nat till 1965 that he got himlelf called to .. bIr. 

The saga of Dr. Deshmukh's dlatingullhld. career began In 
November, 1919, when he entered the Indian Clvtl ServIce. He 
fOI8 ~ In the ..... of the British admIni8tratIan. Aft« • 
stint In the Central PnMncea and Berar (1928-1931) ..... he 
was SetIIement 0IIIcer. AaIput. he became gecIMIIty to G0v-
ernment In the ~ 01 R8venue, FNnce, ConImIrw 
and Induatry and PublIc Work.·1n 1.1, .. was .... cted _ one 
of the SecretarieI to the Seaand Round Table eomer. ... 
attended by Mahatma GMdhi, 8nd was attached to the fedInI 
Structure CommIttee. In 1939. ~, he was Joint SeclIIIIty 10 
the Government alincla In the DepMment of EducIdIan, HeIIJIh 
and LMIdI, .... he mowed an to the AeIrIe BMk of ..... 
tnt • Government DirecIor an the CMIraI Board of the .... 
.. ... • SecrRry 01 the CenIrII 80erd of the ..... In 
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December 1941, Dr. Deshmukh resigned from the Indian Civil 
Service following his appointment as DeplAy Governor of the 
Reserve Bank. 
Governor, A ... rve BlInk of India 

In Aygust 1943, Dr. Deshmukh succeeded Mr. JamdS Taylor 
as the first Indian Governor of the Reserve Bank and had the 
distinction of being among the youngest bank Governors in the 
world. At the time he joined the bank, it was in a formative 
stage, performing only the most basic functions of a central 
bank, like the issue of currency, being banker to the commercial 
banks and the central and state governments, and managing 
the public debt of the country. ,aut by the time he retired from 
the bank in July 1949, he had transformed the bank into a 
modern development-oriented bank with some newly launched 
departments functioning at full swing and some other in various 
stages of formation and growth. The Research and Statistics 
Department that he had started had already made a mark as a 
useful tool in the country's economic policy-making. There were 
also a Banking DeveloJ>ment Department, an Industrial Finance 
Department, an Industrial Finance Corporation of India, all of 
which bear witness to his vision and foresight. It was also under 
Dr. Deshmukh that a committee was set up to· make 
recommendations for the establishment of a Department for 
Rural Credit and the Financing ()f Rural and Agricultural 
Growth. It was during Dr. Deshmukh's term as Governor that 
the Reserve Bank's status changed from that of a private 
shareholder's bank to that of a nationalised institution\ without 
affecting the bank's role as an independent adviser to the 
government on economic and financial matters. 

Dr. Deshmukh represented India at Bretton Woods 
Conference in 1944, which established the World Bank and the 
International Monetary Fund, on both of which he served for 
several years as governor. His contribution earned him the 
appreciation of the eminent economist, Lord Keynes. 
Entry Into Politics 
. A late entrant tOI politics, Dr. Deshmukh had never believed 

hImself suited to the rough and tumble of political life. This 
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consideration and his conviction that he could render more 
useful serviCe to the country in· a non-political and technical 
cflpacity, caused him to decline the offer of finance membership 
in the Executive Council, made by the then Viceroy of India, 
Lord Wave II , in 1946. 

On one occasion Sardar Patel broached the subject of his 
(Dr. Oeshmukh) helping the Indian cabinet as Finance Minister, 
but the latter pleaded his inability due to domestic 
circumstances. Following his visit in 1949 to USA and Europe 
as Financial Ambassador, a capacity in which he carried out 
preliminary negotiations for a wheat loan from the U.S.A., he 
was asked by Prime Mini.ster JawahaMal Nehru to help the 
Ministry of Finance with some budgetary adjustments 
connected with a River Valley Project. Later he was requested 
to organize the Planning Commission. In June 1950, when 
Dr. John Metthai resigned as Finance Minister, Dr. Deshmukh, 
on being asked by Jawaharlal Nehru who should be appointed 
Finance Minister, suggested the name of Shri N. Gopalaswamy 
Iyengar. The latter wrote back to say that Dr. Deshmukh himself 
WQuid be the bitst choice. At Nehru's Insistence, Dr. Oeshmukh 
agreed to accept the position, and the Punjab Government 
elected him as a representative to Provisional Parliament. In 
1952, he won the election to the first Lok Sabha from Kolaba 
Constituency, Bombay and was reappointed Finance Minister. 

Expressing her gladness that Dr. Deshmukh had joined the 
Cabinet, Smt. Vijayalakshmi Pandit hoped that "the petty pin-
pricks" of "lesser politicians" would not trouble him very much. 
It was to his immense credit that he was on excellent terms 
with his Cabinet colleagues. On a point of difference with Pandit 
Nehru over the question of keeping Bombay a unitary biUngual 
state, Dr. Oeshmukh resigned from the Cabinet in 1956. This 
ended his career in politics but not in public service. 

Ftnance Mlnlater, Economic Policy Shaper and Planner 

Taking up the office of the Union Finance Minister at a time 
when the economic situation In the country was far from 
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satisfactory, he set in motion a pragmatic and workable fiscal 
· pol,icy oriented towards .~~Iopment. The broad objectives of 
· the' economic policy outlined by Dr. Oeshmukh in his' malden 
address in Parliament on 2 August, 1950, not only spelt out the 
goal of the' government but also his personal commitment 
towards the economic progress of the country. His endeavour 
was to follow sound fiscal and monetary policy to check 
i~ation, to attain self-sufficiency in food, cotton and jute, to 
establish. conditions for maximising industrial production and 
alleviating rural employment, and to plan the utilisation' Qf the 
country's resources in the most advantageous maqner. 

Dr. Deshmukh persuaded his predecessor, Dr. John Matthal, 
to accept the Chairmanship of th~ Taxation Enquiry Committee 
in 1952, which had been appointed by him (Dr. Deshmukh) to 
streamline the existing strwcture of taxation: Earlier, In 1949, he 
had teamed up with Dr. P.C. Mahalanobis to effect 
Improvements in the method of collection of statistics especially 
those relating to agricultural production and national Income, 
and was instrumental in establishing a Central Statistical Office 
directly under the oontrol of the Cabinet. He took early steps to 
appOint the Finance Commission, which by 1952 had submitted 
its report su9gfilsting guidelines for the distribution of revenue 
between the Centre and the States. 

Dr. Oeshmukh was enlisteci by Pandit Nehru to explore the 
possibilities of organizing planning in the country and building 
up a Plan Secretariat. With the assistance of Shri N.R. Pillai 

; arid Shri Tarlok Singh, the rQugh draft of a scheme for setting 
up the Planning Commission was drawn up and the. 
Commission was inaugurated on 1 April, 1950. Dr. Deshmukh' 
· became a Member of the Planning Commission. The major 
terms of reference of the Commission were: (i) to assess the 
material, technical, capital and human resources of the country, 
anctto investigate the possibility of augmenting such resources; 
(Ii) to ensure effective and balanced utilisation of these 
resources; (iii) to fix priorities and define stages for the 
Implementation of the Plan; (Iv) to create conditions for the 
successfUl execution of the Plan;'(v) to determine the nature of 
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the machinery necessary to implement each stage of the Plan; 
and (vi) to periodically appraise the progress made. 

The Commission produced the Arst Five-Year Plan report 
within two years of its establishment, a remarkable 
achievement. The First Plan has been the most successful and 
has fittingly served as a benchmark for planning in India. The 
effort of Dr. Deshmukh and his team of competent economists, 
led to the concept and mechanism for planning, as well as its 
efficacy, being firmly established. 

Eminent Public figura and Renowned Educationist 
Dr. Deshmukh was perhaps even more actively engaged in 

public activities after his resignation from politics, finding time to 
follow up his interest in educational, scholarly and cultural 
affairs. He gave generously of his time to voluntary and 
honorary work, bringing his intellectual and administrative 
abilities to the forefront. He became the Chairman of several 
organisations such as the National Book Trust (1957-60); 
Administrative Staff College of India, Hyderabad (1959-60); 
Indian Institute of Public Administration (1964-65); Central 
Sanskrit Board (1966-67); Administrative Reforms Commission; 
Study Group on Machinery and Procedures of the Ministries of 
the Govemment of India (1968). He was the first person to hold 
the office of Chairman (1956-61) of the 'University Grants 
Commission which was established by a Statute in 1956. In this 
period he helped lay a solid foundation for the improvement of 
university education in India. He was the Vice-Chancellor of 
Delhi University from 1962 to 1967, during which period he 
made it an outstanding centre of higher education. He served 
also as President, Council for Social Development (1964); 
Indian Institute of Economic Growth (1965-74); Population 
Council of India ('970-82); and Indian Statistical Institute, 
Calcutta (1945-64); and Vice-President, Indian Council for 
Cultural Relations (1960-67). 

He was a member of the Goveming Board of the 
International Institute for Educational Planning, UNESCO, Paris; 
a member of the Board of Trustees and Vice-Chairman of the 
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United Nations Institute for Training and Research, tram 1965 
to 1970; and Chairman of the Indian National Committee of 
Wortd University Service. 

The India International Centre was established in 1959 
through the efforts of Dr. Deshmukh and his wife Smt. 
Durgabai, and he was its life President from its inception. this 
institution, with its headquarters at New Delhi, has been 
functioning as a centre for exchange of ideas and knowledge, 
and for the promotion of understanding and amity betw88i'1'the 
different communities of the world. 

In 1969, Dr. C.D. Deshmukh was invited unanimously by the 
Democratic Opposition Party, to contest the Presidential 
election as a non-party candidate beca"se he was considered 
to be a person of the "highest integrity and spotless character, 
unrivalled achievements and great eminence and above all, an 
unquestioned patriot with no party affiliations". He, however, 
lost to Dr. Zakir Hussain. 

Distinguished Orator and Writer 
Despite his deep involvement in varied public activities, 

Dr. Deshmukh devoted time to writing and delivering a number 
of lectures, many of which are available in print. One of his 
earliest reports during his tenure as a general administrator, 
viz .• the Resettlement of the Raipur District (Khalsa) published 
in 1932, is regarded as a classic of its kind. As Chairman of the 
University Grants Commission, he delivered numerous lectures, 
which were subsequently C9mpiled and published in 'tWo 
volumes viz. In the Portals of Indian Universities, and, On the 
Threshold of India's Citizenhood. A two-part lecture delivered in 
Washington in 1965, under the auspices of the Per Jacobson 
Foundation, was later published under the title, The Usefulness 
of Monetary Means in Curbing Inflation. Other lectures worthy 
of mention are, Citizens of No mean Country. delivered in the 
Rt. Hon. V.S. Srinivasa Sastri Memorial Lecture series of 
University of Madras in 1959; Hindi or Hindustani-Official 
Langua,e or Lingua Franca of India,· delivered under the 
auspices of the Gandhi Memorial Foundation, Bombay; Pre-
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requisites of Development in Under-dave/oped Countries, and 
The CommQnwSfj/th as India sees it, dellwred In the Kinkhede 
Memorial Lecture series at Nagpur University and Smuts 
Memorial Lecture series at Cambridge University, In 1962 and 
1963, ,respectively. . 

He also found time to tum to his early love and forte, 
Sanskrit, and followed up the translation of Kalidasa's 
Meghadutam (1943) with' Gandhi Sukti Muktavali (1957) 
(selected sayings of Mahatma Gandhi In Sanskrit verse with the 
original), Sanskrit-Kavya-Malika (1968), (Poems in Sanskrit 
composed by him), Bhagvadgita: Commentary (1976), 
Dhammapada: Study of the Doctrine of Buddha (19n), 
Amarakosa (1981). His works In English include;:Economic 
Developments in India, 1946-1956: A Personal Retrospect 
(1957); Free But Fettered: The Illiterate Citizen (1970), Social 
Change in India (1970), Reflections on Finance, Eduqation 8I'Id 
Society (1972), Aspects of Development (1972), The Course of 
My Ufe: Autobiography (1976). 

Recipient of National and International Honou1'8 

Over a dozen honorary doctorate degrees (honoriS causa) 
were conferred on him by the Universities of MY80re, Nagpur, 
Poona, Osmanla and Hyderabad, Annamalai, Allatlabad and 
Deihl. and by the Universities of Princeton, New Jersey. U.S.A. 
and L:eicester, UK He was awarded the degree of Doctor of 
Science (honoriS causa) by the Indian Statistical Institute, 
Calcutta, in recognition of the distinguish.ed services· rendered 
by him in the field of statistiCS, in his capacity as President of 
the Institute from 1945 to 1964. It was during this period that 
the Central Statistical Office was established and the National 
Sample Survey instituted. 

In 1959, the Republic of Philippines honoured him with the 
Magsaysay Award for distinguished government service. T~ 
Government of India jointly conferred on Dr. Deshmukh and hiS 
wife the Padma Vibhushan, in recognition of their many 
contributions to the national life. 
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A IIfe·of. High Principles and Rare Distinction 

Dr. C.O. Oeshmukh will be remembered, as one of the 
giants of an era when one's standing and worth in .public 
life depended singularly on one's endowments of character, 
merit and intellect. AiJundantly possess8d of these and with 
all humility, his vast experience and. monumental scholarship 
afforded him a vantage position from where to make his 
plea for uncompromising standards of honesty and 
efficiency, the necessity of education and enlightenment, 
and the value of culture and intellect. It did not seem 
appropriate to him that values other than these should ever 
become the guiding posts of . men and women in public 
and political life. There was never any infraction of his own 
high philosophy an~ principles. Preferring constructive result-
oriented policies to the pursuit of ideologies vaguely 
formulated, he sought and achieved ex~lIence without 
pandering to self-interest, politics or political masters. 

In one of his fine lepures in 1959, Citizens of no Mean 
Country, he wamed against the peril of 'Oharma7Glani', the 
languishing of the moral law, and feared that unless 
Indians drew on their spiritual heritage to stem the moral, 
social and political rot, the implications of the following well-
known verse in the Bhagwad-Gita, would have to be 
suffered. 

,166LS-4 

Vadi Vadi hi Dharmasya 
'3181ir bhavati Bha-at 
Abhyutth81am adharmasya 
Tadllm81am Srji'nyaham 
Paritr811¥a Sadhii"li'n 
Vinashl¥a cha dushkriti'n 
Dharma-sansthipana-thitfa 
Sambhavi'ni yuge yuge 

(Whenever the moral law languishes, oh Bharata, 
and Its negation raises Its head, then I create 
myself. For saving the good, destroying the 
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eVildoers and re-establishing the moral law ever and 
anon through the ages I appear on the scene). 

The plea was not· idly' made, and its relevance even three 
decades later can hardly be disputed. 
Tributes 

In the death of Dr. C.D. Deshmukh in 1982, India lost a truly 
great man. While making an obituary reference in Lok Sabha 
on 4 October, 1982, the former Prime Minister, Smt. Indira 
Gandhi, said, that as, "civil servant, Scholar, late entrant to 
politics, conscientious Parliamentarian, distinguished Planner 
and Finance Minister, educationist, author and godfather to 
many cultural and social service institutions," Dr. Deshmukh 
had made a "solid ... contribution to national life." She said, 
"The House well knows his many-sided gifts and achievements. 
He and Smt. Durgabai DeShmukh were an unusual. husband 
and wife team whose services to the country will be gratefully 
rememb8red.' , 

Prof. Madhu Dandavate described Dr. Deshmukh as "an 
outstanding personality in our national life who combined in 
himself integrity and scholarship-a rare combination. He never 
allowed power motivations to dominate his life and his 
convictions had always the upper hand." 

In his obituary tribute in the Rajya Sabha, on 4 October. 
1982. the then Chairman, Shri M. Hidayatullah recalled that 
Dr. Deshmukh had served several public offices with "rare 
distinctio~", and "received approbation both in India and 
abroad."· Shri Hidayatullah said, "He was highly respected for 
his foresight and profound wisdom. I knew him intimately and 
always admired his great qualities." 

The distinguished life and career of Dr. Oeshmukh had been 
illustrated earlier by another rich tribute paid to him on the 
occasion of his 75th birth annive~ary in 1971, .by an eminent 
contemporary Sanskrit scholar, Dr. V. Raghavan, in a pOem:' 
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Translation of Dr. V. Raghavan's poem on Dr. C. D. Deshmukh. 

i CHINTAMAN DWARKANATH DESHMUKH ! You are 
indeed one whose name is meaningful. When you were the 
Finance Minister of India, you were really the magic stone of 
Chintamani which gave whatever was desired. 

ii) As in matters financial, so in matters educational and 
cultural, and indeed in a variety of matters contributing to the 
welfare and development of the country which had become 
free, you were in the forefront because of your capacity: and 
therefore you shone as the mouth-piece of the country 
(Desamukhii)· 

iii) Without abandoning your own heritage of the Rishis you 
have illumined yourself with the culture of the West and thus 
you shine in India as model of the synthesis of the old and 
the new. 

iv) The great poet Sriharsa cultivated the mystic mantra of 
Chintamani and mastered Speech which gave delight: that 
Speech which is spoken diversely in different .countries carne 
to you, Chintamani, of Herself, in Her manifold form. 

v) That Speech, particularly in Her divine form called 
Samskrta by which you are at once sanctified and 
embellished, is at your command and even when you just 
think of Her. She presents Herself before you. 

vU Certainly several important positions came to you: if 
some other positions did not come, the loss is for those 
positions, not for you a reservoir of merits. Indeed Dame 
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Position has no shame in associating Herself with the lesser 
ones. 

vii) He who conducts the JOumey of his life, full and pure with 
knowledge and character, with service to the world and with 
self-satisfaction, like a veritable Sacrifice such a person like you 
wins heaven here itself. 

viiI Raghavan who loves to praise the qualities of tho~wtlo 
are elders in knowledge, character and age has ardenllY 
composed this praise of his friend Deshmukh. . .. 
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ECONOMIC AND FINANCIAL MATTE~S 

l' 
Finance Laws (Amendment) Bin* , 

r beg· to move: 

"That the Bill' to amend the Indian Finance Act, 1949 and the 
Rnanee Act4 1950 be taken 'Into consideration". ' 

In dealing with this Bill it is not necessary for me to enter Into 
the vexed question of the equity of the incidence of income-tax 
on the Hindu undivided family. I shall start with 1949 when for 
the first time the exemption limit for such Hindu families was 
'ralsed to Rs. 3,500 and the exemption limit for the individual 
was Rs. 3,000. This was proposed during the passage of the 
Bill In Constituent Assembly (legislative) and the proposal was 
further llberallsed by increasing the exemption. limit to Rs. 5,000 
and at the same time, it' was considered proper that this high 
exemption limit should not apply to every assessee who is for 
the time. being a Hindu family but only to such families, as 
consisted of at ieast two adults coparceners or at least two 
branches, the qualifying phrase ,used in the Finances Act, 1949 
being "entitled to a share on partition". In the Finance Act, 1950 
the exemption limit in the case of the Hindu undivided family 
was raised to Rs. 7.200 subject to the same condition. 

I may explain in this connection that the sole surviving male 
member of the Mltakshara family with a wife aI)d no children 
,would be assessed 88. an individual in respect of his income 
from ancestral property but this assessment would have to be 
In the status of a Hindu family as soon U a son is born to him. 
It is this peculiarity of the Hindu law which 818de' ~necessary to 
$, , 
,ProvIeIanaIP~ Deb; 11. Auguet. \1854. cc. 892-894; 12 'Auo.ust. 
19150. ~ "1Q02. 
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impose the conditions which were embodied In tho8e Acta. The· 
conditions were 'sO design«! that the benefit of the higher 
exemption would not be allowed, unless thtl condition ~ the 
assessee's family is different from that of an Individual, who has 
also to maintain himself, his wife, or husband and minor 
children out of his eamlngs. It has. not been found that 
according to a literal Interpretation of the wording employed In 
the Finance Acts, 1949 and 1950, the benefit of the higher' 
exemption limit COUld, be claimed by a family consisting of a 
husband, wife and minor son, since the wife, though she cannot 
claim partition, is according to Hindu law, entitled to share on 
partition, should· partition take place at any time between the 
father _nd the ,;linor son. This lacuna was brought to our notice 
by an assessee who claimed the benefit of It In app8al which 
was upheld ~ an Appellate AssIstant Commlssloher. We are 
therefore faced with the altemative of either, amendlnsj the law 
or accepting the decislcn. The decision In the appeal was 
brought to th8 notice of the Board' in May 1950. So the 
amendment· that Is now propos8d Is to substitute for the words 
"entitled to a share on partition" the words "entitled to claim 
partition" . 

So the a1ternat1V8 concIitIQns which Hindu undivided family 
would have to satisfy are either <a) that the family should have 
at least two members over the age of 18 years, who ant 
entitled to claim partition; or (b) that the family should have two 
members entitled to claim partition. neither of whom Is a Hneal 
descendant of the other and bOth of whom are not lineally 
descended from a common living ancestor. 

I should explain' now why we are making this retroapectlve 
amendment. The amendment being In respect of an accidental 
iacuna, there Is no reason' why the law should not be rectified 
from the very comrnencerpent. OtherwIse there would be 
anomaly in gMng the bene'fit of the lacuna to a· few persona 

. who detected It arid claimed the beneflt of It. I may also state 
that many aaeeaements In which the benefit of the lacuna was 
not given nor claimed have become· already final and 
conclusive. 
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I should like to conclu~ this by saying that the general 
question of the assessment of the Hindu undivided family Is stili 
very much ,before us,' as a result ot the recommendations made 
by the Income-taX Investigation Commission. But the House will 
recognise that the, discussion of this question will be Irrelevant 
to the present bill and all I can say Is that we should be 
prepared to consider this question In all Its bearings after the 
Hindu Code Bill Is placed on the Statute Book or Parliament 
decides not to place Ii on the Statute Book. As the House Is 
aware, there Is a provislori In the Bill which Is' likely to a~ the 
status of the Hindu family In that It might approximate, the status 
of the M/taJc8hara family to that of the Dayabhaga family. 

Pandlt'Tha1(ur"Oas Bhargava never 1_ go an opportunity of 
urging the Interests of Hindu undivided familiait' and therefore 
without dl.espect to him he may be said to be perennially In a 
state of heat, but 88 he himself recognizes any elaborate 
discussion of the' equity of taxing Hindu undivided families Is 
beyond th4t, scope of the present Bill and the present 
discussion. I do not think I can add anything. very usefully to 
what I said yesterday regarding considering the whole questiOn 
of equity In regard to the taxation of Hindu undivided f.",llI88 In 
Jhellght of the recommendations ma~e by the Income-tax 
Investigation Commission. When I refer to the Hlr)du Code Bill I 
simply ntter to an. element of uncertalnty which might tum one 
way or the other and according to his decision either, the 
dIatInction between Mltakshara and Oayabhaga Hindu undivided 
families might be maintained or might not be maintained. 'I did 
not mean to Imply that if the -Hindu Code aid not go throUgh, 
then I would cease to have an open mind on the question of 
the ..... s of Hindu undivided families for the sake of 
assessment of Income-tax. 

Theti he made another point la regard to the retrospective 
application of this leglslatlon. but I do not think here again I 
can add anyth!ng usefully to what I said yesterday. I took 
nQt of this point and exp!8ined why It was' necessary that this 

I 

·~Ion 12Augu11, 1850. to the poInIa rIIIeed by Shrl T.T. I<rIIhrwnectwt 
Ina P..adII 11IaIcur DaI Bhargava In the CDUr'II of the dIbate. 
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legislation should be appIted retlbapectively. In regard to the 
partiCular custom in the Punjab, as I have I'8C!itntly become a 
Punjabee, I am afraid I was not· aware of the peculiar customs 
which prevail there b~ I recognize that they are as he stated 
and therefore, I propose to bring at the proper time the two 
amendments of which I have given notice. 

The only other contributiol"! to this debate was made by 
Mr. T.T. Krishnamachari who seemed ft) think that the change 
of phraseology which would be brought about by this legislation 
Is likely to affect the administration of section 25(a) of the 
Income-tax Act relating to assessment after partition of a Hindu 
undivided family. I cannot see on what he bases his 
apprehellSion and I am aware that he has voiced certain 
grievances In this matter and in response he has received 
certain assurances In regard to the administration of section 
25(a). The necessary instructions have already been Issued to 
Income-tax OffIcers and If Mr. Krlshnarnacharl feels that there 
are stili difficulties, then they should be brought to the nOtice of 
the Central Board of Revenue In DeIhl. They WIll be able to look 
Into them and ~ whether there are any legitimate grievances 
Which could b8 removed. 

While I am on this subject, I might say that Pandit Thakur 
Das Bhargava himself. forgot to point out one thing when he 
made. a reference to these two amendments. He said that he 
refrained from going Into the general question of Hindu un-
divided families because of the financial situation. It seems as If 
lilt the light of the debates that have taken place over the last 
few days, he must have come to the conclusion that the 
financial situation is very much better: 

·the mellon that the bill to MI8nd .,......., fInenCJ -. 1148, Ind the 
FNnCe. Act, 1950, W88 adopted. 
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In~iar:'. ~~ome Tax (Amendment) Bill* 

I beg to move: 

"That the Bill further to amend the Indian Income-tax Acf, 
1952 be taken into consideration." 

Income from house property is chargeable under section 9 of 
the Indian Income-tax Act. 1922. and the income has to be 
computed on the basis of the bona fide annual letting value of 
the property, subject to deductions for repairs; insurances 
premia interest on mortgage, ground rent, land revenue, cost of 
collection of rent remission for vacancies etc. No deduction for 
municipal taxes is specifically provided for. in the law and they 
have not been allowed ever since income-taX was introduced in 
·Indla. When the Act was amended In 1939, section 9 was also 
amended so as to provide for a deduction from house proPerty 
income jn respect of the following new items: where the 
property is subject to an annual charge, not being capital 
charge, the amount of such. charge. This amendment was 
intended to permit the deductIOn of any cOmpulsory annual 
payments which were charged on the property under a court's 
decree or other binding settlement. But it was never. the 
Intention that the amendment should cover municipal taxes 
which though payable annually are not considered to be a 
charge on the property. In fact, a speciflcamenctment which 
was moved In· the Assembly at the time for the allowance of 
municipal .es was opposed by Government and was 
therefore withdrawn. Thus. evan after the amendment of the Ad 
In 1939,. the municipal taxes and the lIban Immovable progerty 

·PnMIIoneI PMIIment Deb., ·14 0ecImber~ 1950. cc. 1822-1125; 18 
~, 1850, CC.1 ... 1856. 
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tax levied· by the Government of Bombay continued to be 
disallowed for the purpose of ca~lating· annual rental value. 
this disallowance was upheld by the Bombay· and Madras High 
Courts but a year later- this was In 1943- the Allahabad High 
Court decided against the Department. While Govemment had 
appealed against the d8clslon to the PtfYy Council, another 
Bombay 88888888 took· the matter to the Bombay High Court 
which refused to change Its earlier decision. The Govemment's 
appeal against the Allahabad High Court judgment anet.. tt)e 
assessee's appeal against the Bombay High Court judgment 
were recently heard together t»y the Supreme Court who 
decided on 26 May, 1950, that municipal taxes are admissible 
as deduction as they come within the meaning of the 
expression "annual charge" not being a capital charge. 

As I have already stated, It was never the Intention that these 
words shoMldbe. 80 construed 80 far as· the tax collection Is 
concerned. So we took the view that although we have no~ say 
against, and Indeed we are not competent to say aAYtt1lng 
against the verdict of the S~preme Court. since we feel, from 
the point of view of revenue collection, that that was never the 
Intention, and since that was confinned in the course of 
dlicusslons In the House, the only remedy was to change the 
law and make It clear 80 that this allowance in respect of 
municipal taxes will not be made. 

Then we considered whether we should walt before we came 
to the House with a Bill, or whether we should Issue an 
Ordinance. 

Soon after the Supreme Court judgment was received, we 
started receiving representations from varfous bodies and 
Individuals In which It was urged that Govemment should refund 
the tax recovered In the past according to the old Interpretation 
which the SUpreme Court had prwJOUnced to be Incorrect. EVen 
" according to practice followed lSY the Income-tax Oepamnent 
both In India and the U:K., no relief had been given In cases In 
which the 888888m8nt became final and conclusive on the date : 
on Which the new I~· was given, the cost to revenue I 

In cues In whICh appeaII.or revision applications were pending 
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or tiled within the time-limit would have amounted to several 
crcnI, and In future, of course there would.. have been a 
contInuoul Ioaa of revenue. Therefore, we thought that the best 
course to take was to Issue an Ordinance only leaving the two 
.... e .. les who had won in the Court to their triumph and 
ensuring that the old practice which had been in existence for 
nearty 64 years was followed. 

At the, same time we took the occasion to consider the 
equities of this particular taxation. Now, as you krJOw, municipal 
taxes are of varioul klnde.6QmetlrM8 they are purely of the 
nature of property taxes, although they I"clude an element of 
service, 80metimes they are property taxes and service taxes, 
and sometimes service taxes alone.' And we felt that 80 far as 
service taxes were· concerned they were property a burden 
which lhould fall on the tenant and not on the landlord. It I .. 
Impossible, In view of the lack of uniformity of the system of 
taxation In municipal ~Ies, to evolve a very exact form~la, 
and we therefore thought we would 80rt of cut the Gordian knot 
by IUggeatlng a percentage, that II, half of the consolidated 
Municipal or other local tax or 12 "h per eant of the bona fide 
annual value of property, whichever II 1818. The way In which 
that calculation Is made. exemplified at the bottom of the note 
on clause 5. 

Since the Bill that I am moving Ie In accordance with. the 
views that have' conalatently been taken by the House, and 
lince It Is an old practice which extends, as J said, over 64 
years, and since we- have taken into account some of the 
equities of the situation, I hope the House will agree to thll 
motion. 
• • • 

. 1ft the course of the speeChese much has been made of the 
question of· paYing respect to the judgment of the Suprem 
Court and avoiding cIiarespect to any judgmenta given by 
Courts, and 80 on. J don't really Me the point of these 
·e 
....... to the ......... ·on the _, on 114· c-nber, 1110. 

lli6[.S.....6. 
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criticisms. The House is the law-making body and it is for the' 
courts to interpret the law. If the courts' interpretation does not 
agree, in the opinion of the House, with the intention of the 
House then it is open to the House to make a further attempt to 
clarify their intention, and indeed any such attempt betokens 
respect to the court and not disrespect because we recognise 
that they are the interpreters of the language that we have pUt 
in the· statutes. Well, we admit that perhaps we have failed to 
make our intention clear, and we bow to the ruling of the cou~. 
At the same time, if public policy requires that a certail' state at 
affairs shall be ensured, then it is the business of the House to 
go into the matter again and evolve a proper form of drafting. 
Therefore, I think It is quite unnecessary to say that the courts 
would feel hurt by what this House is doing because to say so, 
is to admit that the court is a law-making body and not this 
House. 

Now, let us See what the real point is that the Supreme Court 
decided. It .held as a matter Of interpretation that the words 
"charged on property other than a capital charge" are wide 
enough to include a municipal tax or an urban tax like the 
Bombay urban immovable property tax. These very words were 
interpreted by the Bombay and Madras High Courts, on more 
than one occasion, as not being wide enough to include such 
taxes. Therefore, it is quite. obvious that there waS scope for 
differance of opinion as to the ambit of the particular words that 
we used. The Supreme Court did not consider, and ind8ed It 
was not within' their province to consider, whether any 
interpretation . that they were favouring was the one actually 
Intended by the legislature as evidenced by the Assembly 
Debates of 1939, or whether as a matter of taxation policy that 
was the proper interpretation to give. These are matters which It 
is for us to decide. We know our intention much better" than any 
court and therefore, I think we are perfectly within our rights. 
both the Government and the House; in trying to correct ·the 
situation and setting it riQht. 

The next issue is that of giving retrospective effect to this 
legislation. Well, .generally speaking, it is 'considered that 
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retrospective legislation ought not to be undertaken except,. as 
one of the speakers said, for the purpose of granting relief, or 
where a particular ugly situation needs it. Well, we hold that this 
Is a situation which needs retrospective legislation. The present 
case is one where it can be definitely stated that an undesirable 
situation has arisen by virtue of the interpretation given by the 
Supreme Court. The Court gave an interpretation of words which 
had been interpreted differently by the lower courts. It was also 
clearly not the intention, as we know from our records, that 
those words should bear the Interpretation put on them by the 
Supreme Court. Therefore, clarification has become necessary, 
and clarificatory legislation is gene~ally retrospective because it 
does nothing more thaFt set out what it had all along held as its 
Intention. There are precedents for such clarificatory legislation 
of a retrospective character not only in this country but also in 
other countries. There was a case in U.K. where .the House of 
Lords decided in January, 1926,-1 shall not give the name of 
the case that even where liability to tax is determined with 
reference to the income bf the previous year, the source of 
income must continue to exist during the assessment year 
before there can be any liability to tax in respect of income 
received· in the previous year. Now, this decision of the House 
of Lords was not in accordance with the intention of the 
legislature. Therefore, within a few months of the decision, 
retrospective legislation to overrule it was passed by 
Par1iament, reference being to Section 22(2) of the U.K. 
Finance Act of 1926. It is interesting to note that when the U.K. 
Act was amended with a view to neutralising the House of 
Lords decision, they did not exempt from the purview of the 
amendment the particular assessee who took his case to. the 
House of Lords. 

I think there is an Indian case also In connection with the 
Professions Tax (Umitation, Amendment and Validation) Act, 
1949. The Preamble to that Act runs as follows: 

-Whereas . It has been judicially held that the tax on 
circumstances and property imposed under clause (b) of 
SectIon 108 of the U.P. District Boards Act, 1922 (Act X of 
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1922) Is subject to the limitation of RI. 50 per annum 
prescribed in respeCt of tax on profeeaIonl, tradal, caIIlnga or 
employments by Section 2 of the ProfeuIonI Tax (Umltatlon) 
Act, 1941, (Act XX of 1(41) and whereu It Is expedient further 
to amend the ProfeIIIonI Tax (Umltatlon) Act, 1841, for the 
purpose of excluding the taxee on circurnstance8 and property 
imposed,in the U.P. by Municipal or DiItrIct Boards from the 
operation of SectIon 2 of that Act and Validating the IrnpoaItIon 
thereof before the commencement of this Act. .. " 

So, the House will remember that where a certain tax hal 
been found to be fanlng within or outaIde the mllChlef of the taw 
contrary to whot the Ieglalature Intended, It does become 
neceaaary to' amend the' law with retroapectIve effect to 
neutralise the effect of the court'l construction of·the taw. " this 
were not~, the benefit would go to the litigious man and the 
pereon who acquleacelln the law .. Intended by the leglalature 
suffers and therefore the fundamental principle of equity wlU be 
violated. 

Now, reference wu made during the course of the debate to 
th8 previous dlacusaionl in the Aaaembly.· Well, It II true that 
there were previous attempts to amend the law 10 u to allow 
deduction for municipal tax. The propaaal wu ,nciuded In the 
Finance BII. of" 1948. The Select Committee deleted the 
propof8l wftt'l the remark,-

"The equities of making any such dedUCllon for the purpose 
of Incom.taxare by no means clear, and we have thought that 
It would be more appropriate to go Into this queetIon In a 
regular Income-tax Amendment Act than In an annual FInance 
Bill." 

Thereupon, an amendment to this effect waa prapaIId In the 
Income-tax and Bull,.. ProfIt·tax BIll 1148. ".,. 19aIn. the 
8eIIct Commlttll made some IcInd of oomprot"ftIae IUggeIIIoIi 
but finally It wu decided to drop It and no IUCh provIIIon WU 
Included. 

One or ~ ~ have ~ to the Iqulty of such a 
tax. In computir\g Income, deducuoo for municipal tax wu not 
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IP8CIfIcaIIy provided for before 1838 and wu not allowed ever 
IInce lnoome-. wu Introduced In India. There are two 
,..,.,. why that wu not done. The find II ~ the general 
prtnclple of taxation Ie that no liability or charge Ihou~ be 
allowed If It II not Inarnount spent In earning an Income. but II 
rather an appropriation of Income and ·thls prtnclpl. II 
analogous to section 10(4) df the Incom •• Act. The municipal 
taxeI and urban Immovable property tax levied by the Bombay 
~ aIIo fall In this category. because they are levied 
on the owner on account of the ownership. These IIablIItIea 
attach to the owner In hie capacity of being an owner of 
property In a particular ..... and not as the oWner of In Income. 
The IIICGnd ,...", why municipal • II not and ought not to 
be allowed ... deduction I. that It II _Iy a rate for ~ 
...,...ItIeI for which the owner hu to IP8nd out of hi. Income 
.)uIt .. he hie to IP8nd for hI* other peraon8l nHda and 
comforts. The municipal tax.. are levied at rateI which are 
~Iy between 15 and 25 per cent of:the annual Value and 
more often nearer to the 25 per cent leVel. There Ie .., the 
Bombay urban Immovable property tax which II levied by that 
Government and collected on Ita behaJf by the Bombay 
M~1ty at t8n per OInt of the InnuaJ value. To allow thll 
tax .. deduction from Incom.tax would be to acknowledge the 
rtght of ·State GcMrnmentI and Iac8I .uthorItIee to ~ 
upon the Central IOUroM 'of' revenue and ther8fore .. 
encroachmenta may well be to .. ext8nt of leaving nothing for 
.. Central Exchequer. Now, that Ie an upect which ...... 
ought to take very ClMfuIIy Into conaIdendIon. 

The principle undertyIng our decision Ie thll: If 1oaaI ..... 
GOUld raduos Income-tax .... ment, .. taxation authortIIII of 
.. 8tateland thole of .. Union would oome Into conflICt *td 
.. Government of India would conaIcIIr It neal •• 1ry to appall . 
.-y atItIon to .. pet'OIrItIIge of ....., IrnpoIed by .. 
local bodies and thII would not be Oooct for .. smooth woitdng 
of .. ConItItutIon. That.1e an ~ argument In GDIWIeCIIon 
with equity of the -. • point which wu I'IIIId by 101M of .. 
~. . 
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Then, there was some reference made to delay in the taking 
of measures to correct the situation. Well, the time element is 
like this. The Supreme Court judgment was delivered on 26 
May, 1950. We could get an uncertified copy only on 11 July, 
1950. Then some time was taken in considering the matter ,and 
weighing the pros and cons and propos8ls for legiSlation in a 
longish summary were' formulated some time 'em 13 August, 
1950. I took a little time to go into the matter and the matter diet 
not come up' before Government as a whole till 26 August, 
1950, and a decision was obtained on 31 August, 1950. After 
that several drafting points had to be settled with the Ministry of 
Law and the Ordinance had to be printed and it was finally 
issued on 7 October, 1950. In the meanwhile it is not correct to 
assume that all cases remained open. It was only cases in U.P. 
affected by the Allahabad case which were held up. In the rest 
of the country the tax continued to be collected in accordance 
with the previous decisions. 

The' House might be interested to know the dimensions of the 
ligures here. Two courses were open to Government to avoid 
any distinction between open ,cases and other cases. One was 
legislation that refund of tax be given in all cases, 
notwithstanding their assessments have become final and 
conclusive, the other was to legislate and clarify the law that the 
expression -annual charge not being a capital charge" never 
Included property taxes.· The first course would have cost 
Government something like Rs. 25 crores. Even If refunds had 
been confined only to the cases where a refund was possible 
under the existing law, the amount of refund ·.would have been 
Rs. 6 crores. 

• • • 

I think I .have covered most of the points that were made 
during the debate, except one or two minor ones In regard to 
the tenant's liability. A point was made that the allowance was 
'npt sufficient. Well, there Is such a vartety in municipal taxation, 
as I have said, that one 'Is driven to adopt some kind of a 



31 

formula and we thought that half and half waS as fair as 
anything else. We have provided that where that half is less 
than 121h per cent. of the annual retting value, then the lesser 
sum shall be adopted for the purpose. I now Q)tnmend my 
motion for the acceptance of the House. 
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G.n .... 1 ,Budget" 1951-52* 

After .four, c;Iaya of pr:olonged ~atIon and catha,. I rtee In 
defence Of the Budget. I feel somewhat encouraged by the· 
Information that hal been glver1 to me that In. put years the 
~ on the budget were far more critical and far more fierce. 
I have tried to conjUre up a Budget In the light of the crItIcIIms 
that have been made and the suggestions that have been put 
forward and I feel greatly puzzled. The Budget should provide 
for additional expenditure . on prbjectl and In aecurtng full 
employment: It should al80 provide money fol' rural 
development and the development of cottage Induatr1ea: It 
should have twice the amount that hal been provided for In the 
way of aubaldlee: It should al80 make g..ater prOvIsion for the 
ermed forcea In the Interest of the security of the country: It 
should be free from any kind of direct ~, In particular, It 
·should spare the common man and yet It m~at be a 8udget that 
would take care of Inflation and will bring down the price level. I 
think that Is an ImpQ!!lllble order to fulfil. It Ie made more 
ImpoaaIbie by the suggestion Jhat In administering the 
Govemrnant all the high-paid otnc8rs should be. dlacharged or 
should have their aaIarIeI greatly reduced and that In effect 
tbere should be no one who gets a .. lacy of more than three 
figures •... 

After ~ that Budget with ml~ I am hopeful of 
convincing all but a feW Irreconcilablea that the Budget that 
have put forWard Ie calculatec:i to iet the country firmly on the 
path of economic lHOgrea. Arat In =. mixed economy, 
regard u Impatient IdeaIIim the that 1he Budget 

·PnMIIaI ... ' p.....". 'Deb.; 14 MIn:h, 1881, cc. 4573-4&87 
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subserves no clear social and economic ideal. I claim that it has 
been framed so as to lay a sound foundation for the country's 
economic development. 

I claim that it consciously goes further than any previous 
Budget since Independence towards combating infla~n and 
achieving a balance between the private and the public sectors, 
stirring up all sections of the community· to a valiant and 
patriotic effort to help build the India of the future and maximise 
the chances of any capital assistance in acceptable terms that 
may be ~rthcoming from more favourably situated nations. 
Above all it seeks to lift the country from the class jealousies 
that paralise the vitally needed common effort. I see nothing 
wrong in calling upon the common man to whom this country 
belongs to make sacrifices for his children and his children's 
children. I see no practicable advantage in trying to define 
precisely at what stage o( mixed economy we are. What we are 
interested in is the maximum possible use of our productive 
resources. To the extent to which the private sector is able and 
ready to assist, we welcome that assistance and try to the best 
of our judgement to set up conditions in which private economy 
can operate fruitfully for the common good. But to the extent to 
which It proves a hindrance by reason of lack of good faith or 
abIence of ethics we shall try and eliminate It within the 
framework of the Constitution to the extent to which we can 
oommand men and money for the purpose. Any Idea that we 
can abruptly extend the public sector of our economy-and I do 
not take It as axiomatic that this should be the ideal-is te my 
mnd a doctrinnai~'s chimera., Our newly found democracy 
IUStalned only. by an over-strained bureaucracy, hastily 
Improvised or imperfectly trained, r fear, will crumble under Its 
181f-imposed burdens, If we act prematurely. It follows that there 
18 no essential change in the Industrial policy which we 
8I'1I'V)UI108d aometIme ago. I would not take up the time of the 
1661.$-7 
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house by repeating it, because I think Its main elements and 
features are within the memory of hon. Members. 

I take this opportunity of referring to the Industries Control 
and Development Bill. I think the title has undergone some 
change. I can assure the House that it has not been laid on 
the shelf but it was felt that with the setting up of the 
PlanninQ Com.mission any measure of that kind should be 
such as would implement whatever plans the Planning 
Commission may have to indicata, so far as the private 
sector is concerned. In other words, a certain amount of c0-
ordination was called for remembering that the Bill was 
originally framed merely in view of the constitutional 
provisions, without any factual basis or any basis of actual 
experience. Well, Sir, to my knowledge the Planning 
Commission have been deliberating over the provisions of 
this Bill for some time, and their recommendations are in the 
hands of the Commerce and Industry Ministry and I have no 
doubt that they will seek an early opportunity of bringing a 
well-considered Bill forward, or at.. least well-considered 
amendments tb the Bill which has already ueen reported on 
by the Select Committee. 

In regard to the behaviour of the private sector, many 
harsh things have been said. I myself deprecate any hasty 
generalization that capital is not co-operative. It should be our 
policy' to distinguish between the good and the bad, and to 
encourage the good elements and to curb the bad and the 
anti-social ones. And in this respect I think there Is a certain 
amount of misunderstanding in regard to the tax reliefs that 
have been given over the last two or three years. It ta. fait 
that all thase reliefs must immediately be raftected In either 
conspicuously expanded industrial production or In the 
suppOrt of Government loans. In the first place, I think that 
some of these reliefs were not to clasaas which we call 
capitaliSts at all; they were confined to the lower middle-class 
or to the lower slabs of the income groupe. In certain C8I8I 
deliberately generous relief was given to income group slabs 
between Rs. 1 ~OOO and Rs. 25,000 to encourage not what is 
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knows as the capitalist or the entrepreneur but the investor who 
IS again a common man, perhaps a superior type of common 
man. 

He was the man in the past who used to support the money 
market and the investment market. Now in trying to judge the 
results we must not forget that we have lived through a kind of 
social revolution. The constittrtional changes that have occurred 
and the other changes that are in train have, apart, from shifting 
incomes, made a difference to the prospects of various classes 
among themselves and a certain amount of time will be 
required before we quite know what the pattem of the invest-
ment market is Q9ing to be In any case, the criticism that 
·because our borrowing -programme is not supported, therefore 
the tax reliefs given last year have been wasted, is I think a 
somewhat misconceived one. I do not believe the monied 
classes as such were the supporters of our borrowing-their 
money Principally went towards extending the industrial 
machine. The money market was supported to the extent of 
about 50 per cent by institutional investors like banks and 
insurance companies, and for the rest, to a large extent, by 
what I might call the upper middle classes in the old days. Now, 
these are the classes which, one way or the other, either by the 
inflation or by the constitutional changes, have found changes 
in their fbrtunes, and that is the reason why I think our 
borrowing programmes have not been a success in the last two 
or three years. 

A reduction in the volume of private investment in a particular 
year cannot be said to diminish production of goods in that very 
year or in a very short period, and may not therefore add to 
inflationary pressure. The main industries in which production 
~ad lagged behind are cotton and jute textiles. Shortage of raw 
materials, and I repeat it again although it was quoted with a 
certain amount of contempt, shortage of raw materials has been 
the main factor impeding greater production in these two 
Industries. Taxation cannot be said to have anything to do 
with the lag in productioh in these cases, and now that we have 
in one case taken what we believe will be very successful 
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measures and in the other case encouraging measures to 
increas~ the supply of raw materials, I do believe that we shall 
find an increase in production next year anel these industries 
will make a very much better show than they have done this 
year. 

In several industries production has gone up of late. I quotect 
some figures in my speech. I would like to quote some more. 
For the first ten montM of 1950 for which figures are at present 
available, production of pig-iron was 113 per cent. of the 1946 
level, of direct castings 124 per cent. of semifinished steel 112 
per cent. and of finished steel 110 per cent. of 1946. Electricity 
generation is now 120 per cent. of the 1946 level and cement 
produced is 165 per cent. of the 1946 out-put. In several 
relatively small industries there have been large increases. For 
instance, the prOduction of diesel engines is over nine times the 
1946 level, of sewing machines about five times, power 
transformers four times, caustic soda and soda ash 30/4 times, 
the 1946 level. No precise figures are available in respect of 
private investment from year to year, but it must be recognised 
that production trends in the short run need not vary with 
investment trends. 

Suggestions have been made that this country can be run by 
increasing the level of direct taXation. Anyone who studies the 
figures of the total assessees as well as the number of people 
who pay super-tax will find that the total number of income-tax 
payers is .2 per cent of the population. The total number of 
assessees is abOut six lakhs--I think the calculation is 
right-and the people who pay the super-tax are 28,000. Now 
to Imagine that the country can be run by taxing only this class 
is, I think, to kid oneself. That, as my hon. colleague points out, 
Includes a large number of Government servants who PdY their 
pxes like lambs before they ever see their money. 

The bulk of the, tax is paid by people with Incomes above 
Rs. 25,000. Below Rs. 3,000 the percentage of num&ar to the 
total was 19 and they paid As. 0.49 crores. This Is the figure for 
1949-SO before the exemption limit. Now they have gone out. 
Between As. 3,000 anct As. 3,500 the tax pakI was As. O.SO 
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crores and the percentage of number to the total .vas 12.1. 
Between Rs. 3,500 and Rs. 5,000 the tax paid was Rs. 1.34 
crores. Between Rs. 5,000 and Rs.10,000 the tax paid was 
As. 1.34 crores. Between Rs. 10,000 and Rs. 15,000 the tax 
paid was Rs. 4.63 crores. Over Rs. 15,000 the tax paid was 
Rs. 67.33 crores and the percentage of number to the total was 
42.3. The number of those above the supertax level, that is to 
say, abOve the Rs. 25,000 limit is 28,000. 

That Includes officials also. It is possible that there is SOQ'le 
room for increasing the taxation, may be at some Mure date. 
But In a country where we are wrestl1ng with the problem of tax-
evasion, every increase in tax bears very heavily on the 
righteous people and people who are prepared to pay their 
taxes. I think as some hon. Members pointed om it is our duty 
first to find .out how to deal with this problem of tax evasion. A 
great deal has been said and pemaps something more would 
be said tomorrow-about this, but we confess that at the 
moment we have not found the means of satisfactorily dealing 
with this problem of tax evasion. 

If we had national income figures, I think our taxation 
8JNcture WQuld have been much more scientific. The trouble is 
we have not got them yet. Pertlaps this time next year 
someone else in my place will be able to answer 'that questiOr I 
very much better, because the National Income Committee Is 
now about to submit a report and I think they will give the 
statistics of <national iacome for the year 1948 and probably .also 
Indicate its distribution among vJlrlous sectors of the community. 
Until we have those figures I am afraid I am not in a position to 
answer the hon. Member's question. Now retumlng to the 
problem of the black markefeer, tax evader and 80 on. I still 
hope that they have some kind of a distorted sense of 
patriotism. While. it is our duty to reinforce our powers to deal 
with them as with all anti-social etements, one can only hope 
that the hard work and the righteous conduct of the common 
man will 1nfka1ce them jn moderatiog their greed . 
• • • 



38 

Something was SRid about issue of bearer bonds . in this 
connection. "He have had that suggestion very carefullv 
examined in the Central Board of Revenue and have corne to 
the conclusion that while it may bring some black market 
money to our coffers, it will rob us of some other money which 
is coming through the regular channel. I think the Issue of 
bearer bonds will be a grossly self-defeating process. 

There was also some reference to compulsory savings which 
I might deal with at this stage. The difficulty is that you cannot 
run these two horses .of compulsory saving and borrowing, 
together. Either you resort to the one or the other. We did play 
with the idea last year and the first obstacle that we came 
across was that there was not practicable means of imposing 
any kind .of compulsory savings on the agricultural community, 
the power to tax which vests in the State Govemments. That 
takes off a very big sector and in view of that leaders of labour 
claimed that compulsory savings could not very well be applied 
to workers. That left Govemment servants in the upper ranges, 
who have already been subiected to a comoursorv cut of 
Rs. SOO or thereabouts-I think it is about 12-112 per cent. 
Below that top rank up to Rs. 250 there is a scheme ot 
compulsory . savings in operation. Railway workers, I may 
hasten to add, are an exception in that they agreed to subject 
themselves to compulsory savings for the sake of the common 
good and I think that arrangement is happily still holding. It 
seems to me that any form of compulsory saving which would 
meet the situation would make borrowing in the traditional way 
almost Impossible. We therefore came to She conclusion that 
there was no practicable means of raising resources in that 
particular fashion. 

That brings to the savings campaign and the bOrrowing rates. 
In regard to the savings campaign, in answer to questions I 
have already stated that the new officer whom we have 
appointed has already infused a great deal of energy into this 
work. We have revived, as an experimental measure, the 
system which was in force, of commission agents in certain 
States. We are employing rural. l'ostmast8rs. We have every 
reaaon to· hope that the new form of deposit certificate will be 
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popular and It may be that having regard to the seasonal flow 
of Income in the rural areas we may eontrlve some other forms 
of weaning away the savings from those who have money laid 
by In the rural _reas. I can claim with justice that the estimate 
that I have made from savings will be realised, whatever 
Indirect taxation there may be in the way proposed in the 
Budget. 

As regards the borrowing rate for the money market. I do not 
quite know what the criticism was-whether this was an 
exceSsive estimate or whether this was an unduly low estimate. 
I gathered some speakers to say that this was excessive and 
would never be realised and if that happened what would 
happen.to us. The other criticism was that it was low, because 
the rate of interest was not high enough. Now, here again, I 
would advert to the changes that have occurred in the money 
market. The figures for the last two or three years do show a 
distinct and encouraging improvement, considering that our 
estimate allows for the fulfilment of the needs of the State 
Govemments in this matter. Many of them hold large chunks of 
Govemment securities and it is the practice of the Reserve 
Bank to make money available to them by placing them on the 
market, not buying them themselves, or if they do it is for their 
own portfolio. So on the whole we have provided for non-in-
flationary finance for the State Governments. Then, we allow for 
their raiSing of loans in the open markft. We have also recently 
permitted one or two State Govemments to raise money in the 
rural areas in special forms. -Taking all these things into 
consideration, I think, our estimate of borrowing is a reasonable 
one, but at the same time a moderate one--moderate in the 
sense that we do not think that we are going to overstrain the 
market. From that it is open to anyone to draw the conctusion 
as to the future of the money market rate. I do not propose to 
make any further statements. 

I explained that the mechanism In regard to control of money 
rate had a vital connection with 'inflation and that If the Reserve 
Bank carried out Ita money market operations mechanically, 
merely to stabilise the rata at a certain level, there was always 
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the danger of Its putting up inflationary finance. That is an 
operation which the Reserve Bank and the Central Govemment 
have agreed must not be resorted to. Therefore,. it Is within 
these Hmitations that the borrowing rate will be regulated. 
Sometimes it happens that conditions are favourable· and there 
II no demand for money and the slightest sale. depresses the 
market. At other times, there are people who are willing to buy 
.00 there are small fluctuations in the rate and thetefore 
fluctuations in the prices of securities always occur. But-I 
believe that nothing that you could do to the borrowing rate, 
even if that was wise to do it, would make very much 
difference. I believe that the key to success in the money 
market is countering inflation, that Is to say, raising the value of 
money and It is that which this Budget sets out to do. 

Now, SIr, criticism has been levelled that this Budget is going 
to be inflationary. I think that idea is entirely wrong. So far as 
direct taxation Is concerned, I do. not think that anYQn8 will 
claim that that is likely to be inflationary. It must be deflationary 
in its potential. As regards indirect taxation, the biggest single 
Item Is tobacco. To the extent to. which the consumers of 
tobacco maintain their present level of consumption, the effect 
of this increase would be to reduce consumption in some other 
lines. Therefore, taxation of comr:nodlties other than articles of 
necessity has the· effect on the whole of keeping down the 
pressure on consumption goods and has thus a deflationary 
effect. The taxation on other Items Is very widely spread. Export 
duties are obviously deflationary. Indeed they are a device to 
deflation and that Is why an export duty was levied on jute 
when we devalued the rupee, because they divert a portion of 
the profits of exporters to Govemment. The surcharge and 
Import duty on wirtes and spirits and the rationalisation of d\dieS 
on mineral oils are small Items intended to bring Rs. 1 crore 
and in a way that would not be regarded as essential Items, I 
hope. The 5 per cent. surcharge on imports which Is estimated 
tD yield As. 2 crores may be objected to on the ground that It 
Will raise the COlt of living and partly the coat of production. 



41 

As regards cost of living some figures were ... quoted. I can 
give you the results of calculations made in the Social Service 
DIvision of the Planning Commission which tndicate that the 
maximum rise in the working class cost of living index in 
consequence of the various taxes, direct and indirect, proposed 
in the Budget, and the increase in railway fares will be 1.15 
points, or .33 per cent, fo~ Bombay. It will be less for other 
celltres, the cost of living index tor which do not include railway 
fares. 

In a aenae, Sir, the Budget is inflationary, not because of 
what It seeks to do, butcitNhat it does not do. That is to say, it 
envIIages an uncovered deficit of Rs. 52 crores. To the extent 
to which the deficit Is sought to be covered it is deflationary; to "1IXIIIr1t to which It leaves the deficit uncovered, it is likely to 
.Inllllalay, aIIhough In fairness I must say that to the extent 
to wh1c1:11hat daftcIt will correspond to our purchases of foreign 
adwIge from the Reaerve Bank, the money would not 
neceuartly go lnto Internal circulation: therefore, its severity will 
to that ,extent be diminished. 

As regards the quantum of taxation, many, complaints have 
been made In the debate. I doubt whether this is the occasion 
to deal with them. I think there will be many, more occasions, 
eapecIaIly In the Select Commfttee, when one could take notice 
at some of the suggestions that have been thrown out, 
par1Icularty In regard to kerosene and so on. But I make no 
promIsea. 

* * * * 
Now, Sir, the main'. that I Wish to bring out here 18 that I 

have ... 1 left a daftaI GU_. SO'Q'OI'8S uncovered and I have left 
• "**"um cIoIir'If'tJIiMnce of As: 43 crores, and not 50 crores. 
Now I must rwncMt a rnisapprehenaio In the minds of certain 
han. Mernbera thetAs. 50 crores Is not a statutory "mit which 
hal been mpc.ed on us. Neither 18 It the banker's limit. But it 
Is the limit of prudence. But bearing In mind the relation of cash 
baIancaa In the old ~ witt1 the total ~ of transactions, I '** any prudent person would come to the conclusion that a 
budget of the dIrnensiorIs we have, ought to have as a closing 
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balance something round fifty crores. But the point I wish to' 
make is that I have provided for only fortythree crores. It is not 
as if I have sought perfection In this budget. Therefore, 
criticisms that certain estimates are under-estimates, that I 
have failed to take into account the possible beneficent effects 
of the Indo-Pakistan Trade Agreement and so on, are 
:somewhat misplaced. Apart from the fact that I have made tlie 
best estimate that I could, the fact that there was going to be 
some sort of agreement was not hidden from me. It was in the 
offing for some time while the budget estimates were being 
framed. But I do not think that that will make any substantial 
difference. If it does keep up our jute exports at the level at 
which they prevailed last year, I think we should be fortunate. I 
do not quite know what effect international developments will 
have on a larger volume of jute goods becoming avaUable and 
what other factors would arise, but, generallv speaking, I think 
I have tried to make estimates as honest as I could. 

I think most of the Members seem to have some sort of 
fear-although they seem to agree that this year some heroic 
measures were necessary-they seem to fear the future. They 
. wondered . whether taxation is likely to continue or whether 
year after year we should have to Impose fresh taxation. That 
brings me to what is the purpose of the budget. As. I said, the 
purpose of the budget is to give us a good start-off for our 
next five or six years' development. In the Colombo Plan we 
provid~ for a tQtal annual expenditure of Rs. 300 crores, 
Centre and States combined of which we thought that we 
ought to be able to raise Rs. 200 crores ourselves, that Is. to 
say the State and the Centre ag~n. I have examined the 
figures for the last two years and I find that' we 'have fallen far 
short of ·that. I think the tot&! defICit will be of· the order of 
about Rs. 100 crores. That fs to say, we have been running 
~r c;teve1oDment .on dt(icH fin~ .k! the. exteDt of ~ 
As. 100 crorei. This tima I think ~ wi. probably. find that our 
d8fIcit may be of the order-of Rs. 50 or tJo crorea. If conditions 
Improve-and I hope to '8I\ow ttleY. are likely »-then I think 
we shall have. discharged our. part of the burden. that is' to say 
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we shall have raised our Rs. 200 crores for our development 
plans. 

I do not believe, at least I hope, that expenditure on relief and 
rehabilitation will be always with us. In a year or two I think that 
ought to abate. That is Rs. 35 crores now. Then food subsidies. 
In spite of what some hon. Members have said, I do not think it 
is a very good system and I hope to see the day when no food 
subsidy will figure In the budget. That will be about As. 20 
crores. Grow More Food schemes are related to our food self-
sufficiency plan and they may go on for a year' or another year, 
But after that I think there should be relief from that part of the 
expendlture._ Then we are returrllng E.P.T. deposits. That 
process also ought to come to an end 'in a year or two. If you 
add these figures you will find that there will be a very 
considerable relief to our budgets in future. I am not therefore 
at all pessimistic that we, shall have to carry on this process, of 
taxation. I say that If conditions do tum out so, then we have to 
choose between taxation an~ development. And I would again 
urge that we must try and stint ourselves for the sake of 
posterity. 

The Prime Minister has lightened my task very considerably 
in dealing with the general aspects in regard to efficiency and 
reliance on the II8rYices and so on. In any case it would have 
been very difficult for me as an ex-member of the Service to 
have said anything because it might have 'been taken as a 
special pleading. But I would like to add that there is imperfect 
realisation of the hard work that is put in by the services in 
support of governmental activities. 

And there has been a termendous proliferation of 
govemmental activities in recent years, proliferation of which we 
t)ave really no conception. Our relations with the public in 
various sectors have multiplied and It is within my personal 
knowledge that most of the high placed officers are very heavily 
worked. 

Then, Sir, there was some criticism In regard to the nature of 
the projecta that we h,ave undertaken. I believe that even If the 
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choice ha~ been open to us anew we should have taken 
courage in our hands and started some of these river valley 
projects. 1 flave had a great deal to do with them and ,I have 
had occasion to find' fault ~n regard to their administration. All 
the same 1 think the conception is essentially a very sound one 
and that is the cheapest and ultimately the most economical 
form of increasing the value of our Jand, that is to say 
maximisigg our land utilisation, especially after the difference 
that Partition made to us in that respect. Minor irrigatiori 
schemes are all very well in their place, but they are far more 
dependent on the vagaries of the monsoon as you, Sir, find in 
your part of the country. Many of the wells and tanks and evan 
Krishnarajasagar. suffer because of the lack of timely rains 
whereas these big river valley projects will, I am sure, be a very 
lasting and permanent investment. I think the criticism that the 
results a~ QOt yet visible is very captious. I cannot see how a 
river valley project which was started, say, two years ago can 
begin to show result when even the dam has not gone up and 
the canals. have not been dug. It is true that in Madras, where 
they started earlier, there are some schemes which have 
already started· yielding revenues, and that is all to the good. 
But there are schemes of this kind all over India, and I thi'nk 
that is one of the. fascinating fields of endeavour that India has 
today, a field for which money must be found at all cost. In 
regard to the' closing balances also I do not quite understand 
the criticism that the balances were allowed to run down, as 
made out as a matter for shame. When one has balances 
either one allows them to run down or one imposes taxation 
and keeps them up, 'because during the last a or 3 years, there 
was hardly any taxation. Reliefs were given with the result that 
the balances were run down and what saved us from ~ 
inflationary consequences of, doing that was that odr 
requirements of foreign exchange were far greater than the" 
amount by which we ran down our balances. In other words If 
we had to spend 400 crores with which we paid for machinery 
or food or anything else, ttHtn our balances should have been, 
run down by As. 400 crores which you had to pay the Reserve, 
Bank by sterling. Instead of As. 4qo crores you obviouaIv paid 
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As. 400 crores minus 172 Cr0r8S. To .that extent you certainly 
raise revenues towards meeting the cost of foreign exchange. 
So I cannOt see that there is anything on which the Governmttnt can be blamed. In the matter of this running· down of the 
balances, we we~ hoping that we were coming to an end but it 
so happens that this year, at the end of the coming year, we 
will not find that we have approached the end and th~t is why I 
have shouldered this unpleasant duty of asking the House to 
replenish .those balances by an act of self-sacrifice. and self-
restraint. 

Then . there are m~tters of economy and control of 
expenditure. In the mlfter of control of expenditure, I shall 
always b8 at one with the House. But as I have. explained on 
previous occasions, it is a long term process. It is matter of 
keeping the screw on all the time and no flash action can be 
exercised, so that results are immediately portrayable in a 
budget. I can only reiterate that we shall not slacken in our 
quest for economy. 

In regard to the results of measures of economy, I went very 
carefully. through the schemes that we had drawn up and I had 
to agree with my colleagues that in some of the directions in 
which I thought economy was possible, there was not mubh 
scope at the moment. It may be that there is some scope for 
retrenchment in getting rid of superfluous staff and so on but 
that is a .process that would hav& to be spread over the year. 
The suggestion that one fine morning one should issue notice 
to 19,000 or 20,000 people as was done in Bombay, I must 
confess, does not commend itself to me. There was suggestion, 
made, I think by Prof. K.T. Shah, that the Standing Finance 
Committee was not given a full opportunity for scrutinising items 
of expenditure. I· think his notions, as he confessed, are 
somewhat antiquated. I can challenge him to ask any member 
of the Standing Finance Committee and satisfy himself how 
much material is supplied and how. much time they take in 
scrutinisiQa the schemes. 



There was a point made In regard to projects, that we could 
Induce State Govemments to Impose betterment levies. That is 
precisely what we have done but that will not help to reduce 
present expenditure. It will certainly improve:,"e chances of our 
getting, back so tar as the Centre is concerned, the loans that 
were advanced to them. I believe the State has"already passed 
legislation and another 'has undertaken to do SO and both 
Government and the Planning Commission are using all their 
endeavours to persuade the States to see that those who profit 
by these new irrigation schemes will contribute towards the 
repayment of the public monies that are spent on them. That is 
all a very sound idea and it is already being followed. One 
small point about Part C States. It stirred' my sympathy. I am 
sony that we had not given enough i'n the way of details as to 
what happenS to their budgets. I do not know whether they will 
be I'Mtxt tim" but in case they are, I shall ensure that enough 
details are· given about significant changes in the budgets as 
they affect Part C States. 

Now I am approaching the end of my allotted span of time, 
think that any message that I leave for the House, I fear, will 
have been lost if any attitUde of defeatism or frustration 
persiSts. I think the present, which I call an emergency, is an 
emergency of economic development. It is. no other kind of 
emergency. I think the present emergency is a challenge to all 
of us, which has no place for tragic Cassandras or ..gloomy 
Jeremiahs and th~t India of the present Is no place for the faint-
hearted. Mr. Deshpande challenged me to mention my taxation 
proposals to villagers. That Is what I have.longed to do. I 
should love to visit again and again the villages where I have 
explained why taxation is necessary. I would love to see the 
unfolding of the benefits of the expenditure that we are 
financing out of this taxation and therefore the unfolding of an 
inspiring national endeavour. 
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Ceiling on Income of an Indlvidual* 

I think it was necessary to have a perspective for a 
consideration of a resolution·· of this kind, and fortunately that 
perspective is fumished to us by the· presentation .~f the Plan. 
What exactly is .the· Plan? It involves a process of production 
and investment, and a process of development, that Is to say, 
the functi.ning of social services to the community in general 
and to the disadvantaged section of the community in particular. 

Fortunately, we have been able to preserve th.e percentage of 
the Plan that is to be spent on social services, round about 19. 
or 20, although in absolute figures, 20 per cent of the new Plan 
will mean very much more than 19 or 20 per cent of the old 
Plan. To the extent to which we are able to devote 'sums to 
development, obviously we are taking positive measures to 
remove disparities of income, wealth. and opportunity. That 
leaves us with the question of production. I think it is very 
necessary that we should discuss this question in an 
atmosphere which, as far as possible, is free from sentim~tnt or 
undue zest or obsession; because, It is frightfully Important .that 
we do not make a mistake In regard· to the processes of 
production that we intend to adopt during these next five 
years-taking the view only of the near future, so to speak, 
apart from any perspective that we can have. 

It is in this context I think It is necessary to deal once for all 

·L.S. Deb .• 25 May, 1956. ce.8518--9527. 
-"ThIs Houle II of. the . opinion that· GOvernment lhould take suitable ItepI 
immediataly to fix a ceiling on the Income of an indlvldu.J·~ the AeeoIuIIon 
moved by Shrl BIbhutI M.,. on 27 July, 1958. 
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with the various methods that have been advanced by, my hon. 
friend, Shri Gadgil. The best thing to bring about equality of 
Income and of opportunity' is to nationalise' most of the 
instruments of production. That means the socialism of a vtJIr'f 
very advanced kind indeed. We have given reasons In the Plan 
why at the present moment we do not consider '&hat it r. 
parcticable and why we feel tllat an Integrated operatIon.Of ttMt 
private and public sectors is the one that the country' seems to 
need. That is a proposition which seems to have been accapted 
even by some of the Members on the opposite side. Therefore, 
I think for the purposes of this discussion" it Is Irrelevant ~ 
suggest that we batt.- start on the high road to sociaJlsm and 
that everything will wall into its proper place. Obvtously It will be 
because then almost everybody will be a government servant of 
some sort or the other. In 'oth,er words we shafl have a very 
extensive bureauCracy and a salaried, class generaily II more 
amenable to fixation of their emoluments than the ~ which 
operates in the private sector. But that is not the problem that 
we are dealing with today. 

Incidentally, so far as salariei are concerned, there was 
some reference to the Central Pay Commission and some 
fiS"" were given of extraordinary high salaries drawn by 
certain Government servants. The hon. Members are aware 
that the pay scales f8C?OfT1rnended were for new entrants and 
those· which have been adopted by. the Centrat Government. It 
just t18ppans, that we have the resId", and the.- remnants of 
the old service and they fuml8hthese awful examples, 80 to 
.ak~ to Members Of the Opposition. But. one should not lea 
sight of the fact that by and large the recommendations of the 
Pay Commission have been accepted and Rs. 2,250 Is the 
highest pay, apart from the pay 'of Secretaries which II going to 
be about As. 3,000-+ think 80. According to the CentraJ PaY 
Commission; Rs. 3,000 Ie the limit of Individual pay or salary 
that has been, rec:ommended. 

Here, as ,I said, we are not reaJIy dealing with tt:te problem of 
salaries. As the hon. Members have pointed out. even if you fix 
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a pay ceiJing and an Income is left after taxation, I doubt, 
whether there will be any salary in the pubtic sector which 
will come within the purview of that kind of ceiling. Because, 
In order to get your Rs. 30,000 or Rs. 36,000 or Rs. 40,000 
you should have an income of Rs. 60,000. I do not know the 
exact figure. Therefore, I do not think we should draw a red 
herring across the path and discuss the salaries of public 
servants here. 

There was a resolution In the Rajya Sabha which coupled 
this recommendation of fixation of a ceiling with another 
recommendation that the salaries of government servants 
should be fixed at a particular level. But that is not what we 
are dealing with here. Considering that our chief source of 
concem is production, we have to give all our thought to his 
particular problem. By what means shall we succeed in 
increasing production, is the first step, the second being of 
course, distribution of the incomes and the amenities. 
Therefore, references to social justice, feelings that the 
common man has for capitalist production and incentives, 
appeals to the electorate, reference to tall poppies, appeal for 
a precise statement of what we are going to do, lack of 
earnestness or otherwise, our moral responsibility, our 
partiality to private enterprise or private uplift, are all really 
un-businesslike aspects, if I may say so. We should convert 
ouraelves Into a committee where all of us are of one mind 
that we want to maldmise production and to maximise the 
equality of Its distribution. If that is so, let us forswear all 
theIe suggestions and insinuations and so on. We are trying 
fD addreas ourselves to this basic task with as much ...,....,.88 and certainly with greater fervour than the people 
who are not charged with the business of the executive 
Government. Because, after all the House will look to us for 
the Implementation of the Plan. The House is certainly 
entItted to criticise the Ones on which we propose to go, but, 
speaIdng on IUbjective attitudes, no one can be more 
anxious than Olft8Nes to deliver the goods. Therefore, I 
would appeal tID ...House not to Indulge in the suggestions 
lti6LS-9 
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that somehow or other we are partial to or are overinfluenced 
by private capitalists. 

It is in this light that I would like the House to read very 
carefully what the Planning Commission has said In detail under 
this head: 'Reduction in Inequalities' on page 32 of the 
Plan-paragrapns 19 to 29. I am quite certain that some of the 
difficulties which the hon. Members have felt In this connection 
will be cleared if they read this impartially. 

The next issue is this. If our preoccupation is with production, 
necessarily we are concerned with incentive. Whether you call 
that incentive or whether you call it material interestedness, it 
does not matter; it is the same thing. It is there that 
psychological considerations come in. Whether they apply to 
the rich or to the poor, that is equally the same thing. I am with 
the hon. Members when they say-I think Shri Mukerjee 
sai~"consider the one fact which will have a psychological 
satisfaction on millions of our countrymen, that they are having 
a fair, square deal". Certainly, that will lead to production and 
so on and so forth. Nevertheless, that does not absolve you 
from the duty of throwing incentive in the sector in which private 
enterprise operates. You must satisfy yourself that the sort of 
incentive that you leave there will be enough to draw the best 
of the men whorn--if you like--reluctantly you are allowing to 
operate in the private sector. That is not a matter which can be 
decided by mathematical formulae, nor can it be decided once 
for all. It may be that their expectations of material reward are 
very important in the light of their past experience and as one 
goes along, as taxation measures develop, they themselves will 
learn to expect a lower order of reward. What is not possible 
today-I am talking of the possibility only in the light of 
incentive and production--may be possible two, three or five 
years hence. This is the principal difficulty in the way of our 
spelling out more elaborately what exactly we are going to do In 
order to lop off the tall poppies, If I may borrow that 
metaphor-in other words, what one is going to do in regard to 
taxation and, in particular, direct taxation. 

One han. Mernber-l think Shrl Mukerjee-dsmanded that, in 
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view of this near unanimity that is prevailing in regard to this 
Resolution, I announce, concretely here and now, what steps 
Govemment are going to take in order to remove inequalities. 
With all the experience that I have had of fiscal administration 
for the last six years, I cannot for the life of me think how I 
can satisfy the House In regard to all those measures that 
have been adumbrated In those pages by the Planning 
Commission. How do I tell them what exactly Is the form that 
the taxation of wealth will take? How do I tell them what I 
propose In regard to capital gains? How do I tell them what 
amendments I may have In view In regard to the Estate Duty 
Act? Then, somebody complalnech-I think It wu In the debate 
on the Plan-that no ""ference wu made to the excess profits 
tax, tax on gifts, tax on expenditure and a hundred and one 
other forms of taxation. I consider, since weare dealing with a 
planned economy, there are proper occasions on which qne 
elaborates one's Ideas and puts forward concrete 
measure&-and by 'concrete measurea' I understand the 
Finance Bill. Do I put about 12 Finance Bills In the course of 
my reply before the han. Members of this House? That la not 
poulble. The HOUle will recall that In the course of my 
obIervations In the general dlecuaaion on the Budget, I said 
that It II not pouIble for me to sketch out very much In 
3IIvInoe what the Govemment II going to do In regard to the 
model of direct and Indirect taxation the point I am developing 
ii, we are all at one In wanting to maximise production. As far 
.. I can 1M, distribution may be a direct dlstrlbutlon-that Is 
not very much under our control except that Incomes flow and 
transfers and exchangea take place In the communlty-but In 
addition we wllh to spend moneys, which we take from those 
who can afford It, on those who need the amenities which we 
can provide out. of those funds and thole development 
expenditures. What I was going to say lathat the State 
legislature Is supreme In Its own field. The Central Legislature 
18 supreme In the field which has been allotted to It by the 
Conaltutltton and It would be Improper for me to crtttcIae any 
legislation paaaed by a State legislature In regard to the 
aaIarteI of ttl Mlniltera. That Is all the answer that I can give 
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and the same sort of answer applies to this legislature also, that 
constitutionally I cannot go into that particular question. 

What I was going to say is ... that there is one thing that has 
been brought in forcibly as a conviction to my mind and that is, 
that this House, the legislatures in the 'States and the 
electorate, will now be imposing a very very severe criterion 
indeed in regard to taxation. I can see the task of future 
Finance Ministers getting increaSingly difficult only in this sense 
that they will have to make sure that they do not put a pie on 
indirect taxes, if there is any possibility of that same pie being 
recovered through direct taxation. Therefore, it Is al! a question 
of considering in the future how one would behave or how one 
would arrange these fiscal matters. 

It is also true, what Shri Asoka Mehta said, that most 
processes of development lead initially to disparities of income. 
They have a tendency of making the rich richer and the poor 
poorer. Therefore, unless the Planning Department and the 
country are wide awake all these results will follow. It follows 
even in socialist countries like Sweden. I ~ told-I think there 
is a reference to it in Prof. Kaldor's report-that is the case In 
socialist countries. Therefore, I realise the necessity of keeping 
a very wide eye open on how wealth is accumulating and how It 
can be tapped for purposes of better distribution among the 
community. 

So, if hon. Members agree on two things: firstly, that we 
should maximise production, and, secondly, that on every 
occasion on which a taxation measure comes forward they will 
be entitled to ask what measures we propose to take in regard 
to the profits that are going to this first category of proflts--that 
Is, dividends, and not wages and renls-then certainly the 
Rnance Minister concerned will have to give a satisfactory 
answer. 

The reason why all these have not been brought In today Is 
(1) that we only needed a certain sum of money, and (2) 
there are certain forms, I understand, which have still to 
be examined. It is quite certain-lf I may refer back to 
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Prof. Katdor-that it is at our instance that Prof. Kaldor was 
asked to come to this country. We knew he had written a 
'Minority Report' in the Taxation Enquiry Commission. It was 
placed for convenience in the Indian Statistical Institute, but he 
has submitted a report to me, to the Finance Minister, and it is 
my intention to plaoe that report before the House before the 
end of this session, because I am anxious that hon. Members 
should consider everything that that report contains and be 
prepared with their observations when we take up the question 
of Plan. I am sorry this debate is getting mixed up between the 
Plan and the ceiling. Both things are one, practically parts of 
the same discussion. That is why I am saying, I am anxious 
that hon. Members should share the Durden of consideration 
with me. I am considering Prof. Kaldor's report and I would like 
suggestions of hon. Members. I am quite certain that we shall 
be able to hammer out something which will give some little 
satisfaction to the House, to all sections of the House I should 
say, when the time is ripe for bringing forward further measures 
of taxation. That is all in a general way that I can say in order 
to allay the anxiety of the House that, somehow or other the 
Finance Minister has swom himself only to raising revenues by 
indirect taxation. I have never said so. What I said was that one 
will have to remember all the time that the people who have 
Incomes over Rs. 4,500 In this country are, say, 1 per cent or a 
little less than 1 per cent. People who have incomes of over 
As. 60,000, after payment of taxes would hardly exceed 450. 
We can deal with them. Therefore, I say, that after we have 
done all we want to do with these people, who are, so to speak, 
our commission agents in increasing production, it may be that 
in view of the large volume of taxation that we have to raise, we 
may have to ask the common man to spare some promised 
current consumption in the way of either taxation or borrowing 
or saving. That is alii have said. I have never said that we shall 
confine ourselves exclusively to indirect taxation and that I feel 
that the limit of direct taxation has been reached. In my own 
mind, there is not even a vestige of feeling of that kind. I very 
readily accept the fact that there will be larger and larger 
surpluses in the hands of the well placed and advantaged 
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Individuals. companies and firms which the community Is 
entitled to tax. ' 

So far 18 the method of raising surpluses Is concemed. It Is 
no good deluding ourselves with the feeling that If some gets 
Into the hands of a few people as surplu .... or If It gets Into the 
handI of a very large number of people 1n smalf driblets. both 
are the same thing. They are not. So far as surpluses aro 
concemed' It Is easier (a) to locate them and (b) to tap them If 
they go Into the hands of a few persons. Therefore. the process 
that I have Indicated should not be difficult. If. on the other 
hand. surpluses or these additional Incomes-these get· 
distributed In very small doses or driblets or thimblefuls all over 
the community. It Is almost certain .that It will be absorbed In 
additional consumption. 

• • • • 
If Incomes or amenities are being distributed. to that extent. 

one should make up one's mind that It will be almost impoeslble 
to tap them except through small savings or voluntary acts of 
self-abnegation on the part of the holders of these Incomes. 
But. so far as these surpluses are concemed' I say that I do not 
anticipate any great difficulty In either locating them or devising 
suitable measures. If a little time Is given to us, to tap them for 
the purposes of the community. This Is the general philosophy 
of this matter. 

In view of thll. my difficulty Is. I cannot accept the resolution 
In the form In which It has been put forward. I need not make It 
clear. I hope. that Govemment wholeheartedly accept and 
Intend steadily to PUI'IU8 the objective which underlies the 
ResolutIOn namely a progreulve reduction In economic 
inequality. and If there II any satisfaction to the House that we 
should give at Ieut token Indication that we are at one with 
them In eplrIt. I am prepared to accept the amendment which 
hal been euQgeeted by Shrt Bhagwat Jha Azad 10 that we at 
.. Itand committed to the principle. The gap hal been 
r1IIIOW8d • little. shall we say. between the advanced thlnkel"l 
andou~. 
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It Is possible to spin out this matter and go Into platitudes 
which are well known as to what planned development means, 
what capital formation means, and how man was not bom 
equal, how his capacity, etc., are unequal and so on. But, I 
shall not take the time of the House by stating most of these 
platitudes. Nor shall I mention, except very briefly, the steps 
that have already been taken by the Govemment in the same 
direction: land reforms, although many hon. Members find fault 
with them, regulation of rents, control of money-lending, re-
organisation of rural credit, amendment of the Company Law, 
nationallsation of the Imperial Bank, life Insurance and so on. 

The only other issue Is this question of the expansion of the 
public sector or expansion of state-trading and so on in order to 
tap some of these profits. There, again, dimensionally, we may 
not be able to satisfy the House. I am a great believer In 
Chanchupravesh, in making a small beginning which could be 
broadened and widened as opportunities offer themselve8-thln 
end of the wedge. There has been some reference made to the 
Taxation Inquiry Commission's report. I do not think hon. 
Members have really studied it because, otherwise, they would 
not use the word immediately. . ..... When I place the report of 
Professor Kaldor on the Table, which I hope to do in about two 
or three days, hon. Members should study not only what he 
says about taxation, but also what he says about ceiHng on 
Income. I have no time to read It today. When they read It, I 
think they will agree with me more than eYer that all that we 
need do at the moment, is to accept the amendment moved by 
the hon. Member Shri Bhagwat Jha Azad: 

-The 0rtgINI AeeoIuIIon wu IUbeIIIuted by the following moIIon Ind 
1dapted:"ThIa HouN reccmmend, to the Govemment to tMe appraprtate 
....... tD reduce the dIIpertty In Inocme pwveIIIng between the dIffeNnt 
___ of IOCieIy In the ccuntry." 
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Food Situation * 

--In the time that my hon. colleague allowed himself by a 
sort of self-denying ordinance, he was not able to elaborate 
his philosophy, nor was he able to give certain statistics 
which I think it is necessary to furnish the House for giving 
it a perspective against which to consider the present 
problem. 

As regards the statistics, I would first like to refer to 
certain statistics of wholesale prices just as a background. 
The wholesale price index for all commodities has risen 
from 383.7 in September, 1948 to 386.3 for the week 
ended 1 November, 1952. That is to say, it is more or 
less at the same level as four years ago. The index for 
food articles was 395.5 in September, 1948 and it is 376.6, 
that is to say a little lower, today. Now this category of 
food articles is made up of Patna rice, gur, jowar, salt, 
coffee and arhar del. The index for rice, jowar, erhar dal, 
cotton, ·groundnuts etc. is as follows:-

Item Sep.1952 11-10-52 

Rice 965 894 
Jowar 187 
Arhar Dal 692 
Cotton 455 
Groundnuts 616 

-L S. Deb., 17 November, 1852, cc. 784-n4. 
Int8MlIiIIg In the deb.ae on the moIIon regarding food situation moved 
~ the MInIIIer of Food and AGrtculture (Shrl KIdwaI). 
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Alee 
Jowar 
ArharDaJ 
Colton 
GI'OUndnuIB 

57 

894 

25-10-52 

858 
179 
763 
424 
619 

~I theSe Indices are against a base of 100 In 1939, the Index 
for 25 October, 1952, being the latest that I have got. 

Now I IHnk the IaIIon of this Is that the grower of cereals 
hu not done 80 badly. and there is not really very much In the 
point made by Dr. Lanka Sundaram that cereals are now gMng 
pe.ce to cash crops. Actually the grower of rice still gels 
epperentIy • better price. and even If It Is true that there Is a 
certain amount of substitution from time to time as between 
Ibem, I do not think any .State concerned loses or the country 
.. a whole 1Oaes. We want most of these things either as the 
raw material of industry or for export, to the extent to which the 
St8te makes a special effort; In regard. to jute we promised that 
we will make up the deficiency as we did in the case of West 
Bei1gaJ, and If any change Is taking place ar:tYWhere else In 
Madras then we shall have to take notice of It. That Is the 
Inference that·1 draw from these wholesale Index figures . 

• • • • 
One of 1he moat difficult things to detennlne Is the coat of 

production. I remember that the Indian Central Cotton 
CommIttee and the Imperial Council of Agricultural Research 
carried out an inquiry extending over three years between 1936 
and 1939 Into the cost of prodUctIon of cotton, and the reaults 
were quite DImTe; In lOme ca-. there was a profit while In 
~ CII88a It was ~ proved that there was • 

166LS-l0 
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continued loss for the last three or four years, which it did not 
seem to be possible. Therefore one has to content oneself 
with some kind of datum line and that datum line, as I said, 
has been taken as the price level of 1939 at which It is 
assumed that almost every crop was producing some kind of a 
profit. 

.. • 

1ft regard to the working class cost of living indices, I would 
refer to them only to 'SOund a note of warning. If we take 
Madras, the figures were as follows: 

Month 

January 1947 
September 1952 

Food 

303 
360 

General 

251 
330 

The food index has been rising since April, the figures for 
the various months being as fonows: 

Month Index 

April 1952 347 
May 1952 350 
June 1952 354 
July 1952 358 
SeptembEtr 1952 360 

I think finally when we consider whether the Madras 
experiment has succeeded or not-whatever the reason may 
be, may be failure of crops or may be failure of the 
eyatem Yo'S should have to kelp these figures at the back of 
cDr mind, because these are the final criteria. In this or similar 
figures one must start .. new series for· the middle ciass cost 
of Ilvine or the agricultural workers' coat of living. But some 
IUCh sertea would have to be considered to .... what the 
effect:has been. .. 
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As regards prices, I was glad to find one of the speakers. 
Mr. Khandubhai Desai, placing emphasis on certain main 
criteria, the price level also being one of tMm. 

When one would have to oeal with prices, what is more 
important is that one would have to watch the figure of imports. 
If it Is 'Said that prices were high, they happen to be low this 
year. It is a thing that simplifies our problem very much. If we 
had been taking this decision last year, I think we shoult.: have 
considered the risk too big, because the price of the imported 
wheat was Rs. 24 per maund, While this year it is Rs. 16 per 
maund, which is about the same as our procurement price, and 
that makes a world of difference. 

The third thing which we have to consider is our ability to find 
any money for subsidy. In regard to this last point I quoted a 
great many figures and I pointed out that we have lost a great 
deal of our income by the same process which has brought the 
buyers' market, namely, we have lost crores of rupees, by way 
of export duties, and I am afraid the process has not ended. 
These are the points or beaconlights on which we should have 
to keep 8 weather-eye. 

Now that brings me to the next point. I talked about 
resources and subsidy and so on. Actually I think it would be 
most convenient If we regarded this question as the 
concomitant of the question of Implementing the Plan. Now 
those who have had the opportunity of studying not only last 
year's draft outline but this year's draft in various consultations 
would have found that the kingpin of all this Plan is some kind 
of implied control. And the reMOn is this. As an undeveloped 
country, we want to maximise our investment effort, that is to 
say, we want to increase'the size of the Plan as much as we 
can. We realise that no plan produces its effects 
Instantaneousty and there is always a time-lag and the larger 
the time-lag the greater the danger of a disparity arising 
between purchasing power and the stock of essential consumer 
goods. And that is why we have to ensure that the distribution 
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of essential censumer goods will remain on an equitable basis, 
and the only means we have achieved by and large Ia. of 
course by the imposition of physical contrbI. Therefore, If one 
were to say that "thIngs are easy and therefore, In theae 
essentials one might afford ~ be slack"--1 am not talking of 
one year or two years; conditions this year are certainly very 
abnorI'naI, but over the whole period of the Plan--then I, as one 
of the planners would say that we are not putting forward our 
maximum possible effort In planning, because If that Is so, If 
there is slackness in the system, then obviously one ought to 
pay more money and take up more schemes to the point at 
which a control beeomes necessary. Therefore, It Is no use 
saying that there are circumstances for a planning country In 
which a state of decontrol would be a state of bliss. Certainly It 
would'be; but that state of bliss would not last very long. Not a 
day passes without my getting some kind of demand for adding 
to the Plan. By way of amusement-Oecause I really cannot do 
very much about it, I have them added-they already amount to 
As. 93 Crore&. So now on the one hand I am asked to Increase 
the size of the Plan by, say, As. 100 crores, and on the other 
hand, there are some gentlemen-fortunately very few-who 
say that we could run a plan with a threat of aecontroI running 
eternally In our minds. Now those two things are not 
compatible and that Is what Government have recognised, and 
I believe, that is what the majority of the House would 
recognise. Now that being so, we have got to consider what are 
the different factors in the situation. There are several questions 
that fall to be answered. Do contrQls affect production of 
cereals? Well, frankly, one does not know. The trouble Ia that 
we are not agreed even as regards our statistics. Till a few 
months ago I was under the blissful Impression that the ICAR 
statistics were the last 'NOrd on the subject. I am sorry now to 
have to say that there Ia another statistician who thinks they are 
rather under-estlmates. They are under-estlmates by as much 
as, well, X per cent., X being a double figure. 
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I wiD take for argument the ICAR figures. 
All cereals: 

1949-50 
1950-51 
1951-52 

RIce: 
1949-50 
1950-51 
1951-52 

MiIIe1s: 

M1Uion tons 
45.5 
44.2 
44.4 

22.9 
22.0 
22.8 

1949-50 18.1 
1950-51 15.5 
1951-52 15.4 

Thera Is not really very much In these figures, and one has to 
ramembar If reports are correct and If the requests I get for 
II8IIstanoa for relief worb are considered, there Is acarcIty and 
fwnlne OYer a larger area· this year than there has been In the 
previous years. Well, if one makes allowance for that, I do not 
think It Is prcMIn that conIrOIs affect production one way or the 
0Iher. 

Then the next q&atton Is: Is there any difference between 
Northern and Southern areas? Now there too I have taken the 
overall figures, n I find that there Is not really very much In It. 
Taking Bihar, Madhya Pradesh, Punjab, U.P., Madhya Btwat 
and Orissa as the North. thaae are the flgurea: 

1841HiO 23.2 milan laM 
1950-51 21.8· 
1951-52 22.0· 

There Is • slight reduction In the South-8ornbay, Madras. 
Myaore, Hyderabad, Travancore-CochI. 

1949-50 
1950-51 
1951-52 

13.8 
13.2 
12.9 

million tons 
• 
• 
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There again we must remember that there have been scarcity 
areas i" the South and some more are emerging now. So if you 
ask my own judgment in the matter, I should say that that alao 
is not proved. I have also looked at the figures of production 
and I for one am not convinced tha~ laxity _ or· rigidness in 
methods of procurement has any great effect. on production. 
Punjab has done extremely well and Punjab is running a 
aystem of procurement although it is not a very efficient system 
Indeed. And, therefore, on that point also I would not myself be 
prepared to dogmatise. But these are personal opinionS. 

Then the third question is: Will increase in prices raise 
production? Well now here we find by going through a bit of 
economic history that there is no fixed relation between prices 
and production over the whole field of agriculture. You can 
certainly' promote production by substitution by giving incentive 
to one single crop, and the smaller the crop the greater the 
effect of this stimulant. Take sugarcane, or take jute. It is a 
classic example. Prices went up after decontrol to Rs. 100 and 
the area went up. I do not think all of that represented 
production, but anyway it was regarded as production. And this 
year .the prices are Rs. 25. Now one can only sit with one's 
fingers crossed and keep hoping that the prices would not go 
down. I might inCidentally dispose of a pornt here. That brings 
me to the heart of the matter and that is that what we call 
procurement prices in a period of rising prices are 'floor' prices 
In a period of failing prices. That, I think, gives some validity to 
the point made by Shri Lal Singh. Ha says: "You cannot have 
the best of both the worlds. You cannot say 'demand and 
supply' when prices are going down and the poor cultivator gets 
five rupees, four rupees, three rupees for what he grows In the 
anticipation that he would get a good profit judging from last 
year". So either you choose that system and then you leave 
him to his own way or you keep the 'floor' and work for Stability. 
And, therefore, I think that one ought to think for good days and 
wli. It is an essential plank In our policy that we must keep a 
ceiling and a floor. We must keep a floor under the cultivator's 
priCeS. Now once that is done then you can get your stability. 
That rrieans, as somebody suggested, that if somebody brings 
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coarse grain, we must be prepared to buy it. It is no uS(t saying 
that your challan wUI take, as my hon. colleague said, four 
months to cash. He must get the money on the spot. 

What is intended for the protection of the revenlJe must not 
act as a detriment to the cultivator, when you undertake State-
trading. Nor will it do to say that our storage accommodation Is 
limited. That is not the cultivator's concem. It is up to you to 
888 that you have enough storage accommodation. And then if 
It all goes bad, well it is ·your 'funeral'. 

So I think, ~herefore, that floor prices reasonably spaced as 
between two different crops are very neatssary. That brings me 
to the point that was made by the hon. Member there who 
seemed to me to propound very dangerous theories about 
conceding • price rise to everyone who wanted to grow. I do 
not suppose he has paused to think what· will happen to Indian 
economy if one were to do that. I agree that for about six 
months or a year everyone would be very happy but after that I 
fear that even he would start feeling miserable, because we 
shall not be able to export anythlhg, we shall not be able to 
keep up our Imports and I do not know what will happen to our 
CQuntry. 

There has been a floor for cotton for the last four or five 
years. In the last season I gave an assurance that I was 
prepared to buy every bale that was offered to me. 
Unfortunately no bale was offered to me last season; in 
Jlpluary-February. I offered to buy-in this House, I announced 
th8J I was prepared to buy cotton at the floor price •. The dispute 
was about what the ftoor price should be-that Is quite 
Irrelevant for the purpose of the present deba:t~hether It 
should be As. 450 or As. 500 or Rs. 600. 4 do not think thaI 
Increase In. price necessarily will increase production over the 
entire field of agricultural production. And, as I have said, a 
fixed price acting as a floor has a great deal to recommend 
both from the point of view of the consumer and from the point 
of view Of. the cultivator. 



The next question Is, -Haa the food defk:It dlminished?- I 
have incid8ntauy ~rred to it. According to the view of our 
statistical officer both our prodYction and our consumption are 
bigger; In other words, we have achieved by statiStics what.othe 
fivJt years of planning could not have achieVed. 

If we want to make efforts tQ reduce our Imports, as we Are 
all anxious to do, and we seem to be united on this OM matter 
and ·1 do not think there is a single dlSentient voice in this 
House of 500, we can dO 80 more In the consciousness that 
perhaps we are producing a little more and consuming a little 
more. Therefore! the be:It' can be tightened a little, 80 I think as a 
long term policy the· PQIIcy advocated by the Planning 
Commission is the only one that is acceptable by the country, 
namely, over these next 31nyears we must eliminate the Import. 
Whether you can do it next year or not, ~ cannot say, and my 
han. colleague is bound in view of the commitments in the light 
of Intemational Wheat Agreement. 

I hope there is a demand of about 625 lakh tons; Whatever ft 
may be, that is a matter which we have to· consider. Th~t Is 
about imports. It is against this backgroLind that I think we must 
consider what we are going to do this year.· I personally think 
that we should not allow our ideas about controls and particular 
methods of procurement and 80 on to be fossilised. It is not 
right to ·keep them on the same track and in the .saine rut, levy 
monopOly procurement, this or that. It may be that conditions 
this year are such that we ought to think of something new and 
the cond.itlons are now peculiar In this way that an unexpected 
slurqp has Come upon every producer, Inciuding the producer-
hoarder. And with the deflationary measures which, I would like 
to point out, we were enabled to carry out by the sale of the 
two million tons of wheat, which by themselves formed our 
addItiOnal stock. So, it is a double-edged weapon. We got the 
stock and we got the money. We sold it out and we got money 
for our development purposes. Therefore we Idlled not two birds 
but tl;ree birds with one stone not the stone In the wheat, the 
wheat wis· not 10 bad.·So that lawhat we are able- to do today. 
We have got some stock In our hand, ~ to mai10euvre 
with. AIIo for a certain period, the producer-~ Idee rnany 
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of his betters is wiser and is coming out into the market. There 
is a good deal of grain coming in the market. At the same time, 
our ships, not one ship a day but three ships a day, call at the 
ports and when the monsoon was very inexorable in May and 
June we had little more storage accommodation, we had no 
confidence that we could cope with the problem. In Madras, 
for instance, we had four lakh tons of rice already in the hands 
of the Madras Government, which, at the rate of five ounces a 
day meant a minimum of 15 months or at seven 9unces a day, 
12 months for all the rationed areas. There were two deficit 
districts, Malabar and Nilgiris. They said they can manage this 
and that is why the experiment started. Whether that 
experiment wiH be successful or not, one cannot say finally until 
one sees the result 01' this monsoon with Madras production. 
When we see it successful, it does not mean that what we did 
in Madras should automatically be repeated in other States 
also, because the result of that would be to stereotype the 
pattern of control and the burdening of the Centre with the 
residual responsibility, whatever it may be. Now, if that 
responsibility is to be discharged, there are only two ways of 
doing it, call it in whatever way. You may call it one million tons 
for a population of 20 millions, call it four millions for a rationed 
population of 40 millions, or eight million tons for a population of 
110 or 120 millions. There are only two ways of getting it, 
procurem'ent and imports. Now, we do not want imports. 
Therefore, what you have to do is to procure. For this we say 
that the essential machinery of procurement shall not be 
Interfered with and we can turn back to it if necessary, if our 
present plenitude comes to an end. If it does we ought to be 
able to go back to procurement. There must be some kind of 
system and that is why I think we have not agreed to take away 
the State barriers at the moment except for small things like 
gram. We have controlled it and decontrolled it some four or 
five times. About millets, it is a different position because it is 113 
of our total produce and that is why there is no question of 
sufficiency or not. The idea behind a sense of self-sufficiency is 
that nothing serious will happen. But that is not so. Sometimes 
unexpected shortages aevelop and in free movement this kind 
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of unexpected shortages are likely to be aggravated into very 
big shortages as happened in the famine of Bengal in 1943. In 
Bengal, statisticians have calculated that the original shortage 
in rice was only six per cent. but the moment it was known that 
there was going to be a ~hortage, people started saying that it 
will develop and the shortage extended to the point at which 
people could not subsist. That kind' of thing is likely to happen 
in any zone. Therefore, a self-sufficiency zone is not really a 
zone which can always afford confidently to run a system of 
decontrol. A country which is self-sufficient cannot necessarily 
say that we can run a system of decontrol because then they 
would have to depend on some kind of import. Therefore, I 
think that some kind of rational form of control is wanted, with 
fair prices which will enable us to put part of the grain as a 
store against these which will serve as a sort of buffer stock. 
That is a kind of system that we want and that is a system that 
has been thought of in the FAO. and other il')ternational bodies 
and in which, I think, there has been a kind of proposal that 
there will be an international pool for that purpose. These are 
the matters which I wanted to explain. 



Sir, I move: 

6 
The Estate Duty Bill, 1953* 

"That the Bill to provide for the levy and collection of 
an estate duty, as passed b~ the House of the People, be 
taken into consideration" 

Death duties in one form or another constitute an important 
element in the sCheme of taxation of mo~t progressive 
countries. That, I believe, is common knowledge. In fact, so far 
as our knowledge goes, such duties exist in about 43 other 
countries. In India, the imposition of such duties was 
recommended as far back as 1924-25 by the Taxation Enquiry 
Committee, and Government's interest in the matter may be 
said to date from 1936-37 when a Special Officer, the late 
Sir Alan Lloyd, was appointed who studied the whole matter 
and made recommendations. So far as my personal interest 
goes, Sir, I might say that it dates also from the time I had the 
privilege of assisting one of the Governments then and I had 
occasion to consider with Sir Alan Lloyd the suggestions he had 
made with regard to this question. Actually, the Bill to impose 
such a duty was introduced in the late Legislative Assembly in 
1946. On the dissolution of that Assembly, this Bill in 
substantially the same form was again introduced in the 
Provisional Parliament in 1948 and was referred by it to a 
Select Committee. In their preliminary report, the Select 
Committee felt that two difficulties, which apparently they 
regarded as insuperable, lay in the way of further consideration 
of the Bill. The first was the fear that the application of the 

°R.S. Deb., 17 September, 1953, cc. 2640-2646. 
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Estate Duty Act would be well nigh impossible so long as the 
joint family under the Mitakshara system continued to be 
recognised by law as a unit for purposes of taxation. The 
second was that they considered that so long as the then 
Indian States remained outside the scope of legislation, there 
was every possibility of flight of capital to such States, if a duty 
was levied in what was then known as British India. But by the 
time the' Select Committee submitted their final report in March 
1949, the integration of the Indian States was in sight, so that 
the second difficulty no longer stood in the way of implementing 
this legislative proposal. As regards the first difficulty, they tried 
to steer clear of controversial issues by subjecting to estate 
duty the coparcenary interest that ceased on the death of a 
member of a Hindu undivided family. With certain further 
changes in the Bill, they were able to make the necessary 
recommendations to the Provisional Parliament. 

This Bill, as reported on by the Select Committee of 1948, 
could not however be taken up in the Provisional Parliament as 
its fortunes had somehow got tied up with those of the Hindu 
Code Bill, and it lapsed with the dissolution of that Parliament in 
1952. The Bill which is now before the House is the one 
introduced again in 1952 in the House of the People and as 
modified by them. 

Sir, the present Bill seeks to impose a duty on property 
passing on death and on property which is deemed to pass on 
death like the interest in the coparcenary property to whidl I 
made a reference a little while ago. At one time, there w ... 
suggestion in the Provisional Partiament that a succession duty 
would be preferable to an estate duty. A great deal of attention 
was given to this point by the Select Committee of 1948 which 
came to the conclusion that in view of the practical 
administrative difficulties involved in the levy of a succession 
duty and possibly the smaller revenue which it might yield, the 
duty to be imposed should be an estate duty, and that principle, 
Sir. has so far commended itself to everyone in authority who 
has considered this matter. 
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The Bill has been before the Parliament and the public for 
about seven years now. I shall not, therefore, take up the time 
of the House to go through its detailed provisions at this 
stage-we shaD have it later-but shall confine my present 
remarks to the main changes in the present Bill from those in 
the 1948 Bill as reported by the Select Committee. 

Sir, as the Council is aware, this Bill is based largely on the 
lines of the Estate Duty legislation as embodied in United 
Kingdom Finance Acts. Opportunity has been taken of 
Incorporating in the present Bill some of the important changes 
made in the United Kingdom Finance Acts since our own Bill 
was originally drafted in 1946. These are confined to the 
charging clauses and the main changes will be found in clauses 
11, 12 and 27. Therefore, in a sense, by the benefit that we 
have had of the experience of the working of this Act in the 
United Kingdom we have modified the Bill and we hope that we 
have been able to coyer the loopholes of evasion in so far as 
they are known to the United Kingdom authorities. 

I Another important change is the incorporation of the rates of 
duty in the charging Bill Itself. The Council may recall that the 
original idea was that the rates of duty should be imposed by a 
separate Act of Parliament. It was felt, however, that the 
incorporation of the rates in the Bill Itself would make the law 
compact and remove such uncertainties as may exist in the 
public mind that the Govemment intended to come with the 
possible changes in the rates from year to year. Although the 
fact that the rates are contained in the Bill does not, by itself, 
prevent Parliament from changing the rates as often as it likes 
provided the initiative is taken by the Govemment. 

That is the qualification, unless through a Resolution. 
Although that is the position, I might state--it is my personal 
view that it is unlikely that Govemment will suggest any 
changes in the next few years until sufficient experience has 
been gathered of its working in all aspects and until 
Government have formed some idea of its financial results as 
well as of its impact on the economy of the country. 
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The Council will notice that the rates are fixed on the slab 
system and not on the step system as in most other countries. 
At a later stage, Sir, I shall explain in some detail the 
advantages and disadvantages of these two systems. But, I will 
mention here that we are familiar with this system-the slab 
system-because we have this for purposes of our Income Tax 
also. 

The Council will also observe, and I hope agree with me, that 
the rates proposed are on the side of modernisation. Because 
of the high exemption limit, actually the effect rate-and that is 
the important point-that is to say, the average rate that works 
out on the total value of the estate is lower than that in the 
United Kingdom in respect of small properties, while in the 
higher slabs the rates have not been fixed so high as to 
encourage evasion or to be a possible disincentive to savings. 

Another important change is in the exemptions allowed over 
and above the ordinary exemption limits. In the old clause 
corresponding to the present clause 33, Government were to be 
given only a general power for exemption of reduction in rates 
and no details were specified. Objection was taken to such 
wide powers being vested in Government and I think rightly. So 
in the present Bill this power has been retained subject only to 
certain conditions, and in addition we have specified certain 
exemptions, as for instance, books not Jntended for sale, 
wearing apparel, small gifts made shortly before death, etc. 
There is an important exemption made in respect of moneys 
deposited or insurance effected for the payment of estate duty 
up to Rs. 50,000. Therefore we hope that the collection of 
estate duty will be greatly facilitated. 

Also, Sir, the provisions of this Bill have been liberalisad in 
other respects. For instance, quick succession relief to the 
e)(tent of 100 per ~nt. of the duty is to be given in case the 
second death occurs within three months. Unlike the old clause, 
the exemption given to the interest of a Hindu widow· dying 
within seven years of her husband's death is not confined to 
Hindus governed by the Mitakshara law but has been extended 
to all Hindus. Provision has been made for the deduction from 
the estate duty payable, of court fees paid for obtaining 
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representation to the estate of the deceased and there is no 
limit to this, unlike the original Bill. A specific provision has been 
made that in the case of duty payable on immovable property, 
eight Instalments can be claimed as a matter of right by the 
person accountable. There are certain minor provisions also to 
which I do not propose to refer at this stage. 

Another important change to which I would like to refer is the 
duty payable by foreigners. The Select Committee of 1948 had 
suggested a provision by which persons who were "resident" 
within the meaning of the Income Tax Act would be deemed as 
domiciled in India for purposes of estate duty. But according to 
the present Bill, 'domicile' of a person shall be determined as if 
the provi,ions of the Indian Succession Act, 1925. on the 
subject, applied to him, and this appears to be consistent with 
the corresponding Acts of most countries. A provision has, 
however, been made that in respect of-and this is an 
important provision-shareholders pf companies which earn 
more than 50 per cent of their profits in India, a flat rate of duty 
would be charged oli the passing, by death, of the property 
consisting of such shares. The liability for payment of this duty 
is imposed on the company so as to ensure recovery. There is 
a similar provision in the Acts of one of the Australian Statetr-
think New Zealand. 

The only other changes I need refer to are those relating to 
the administration and operation of the Act. In the old Bill, 
detailed provision bad not been made and the assessing 
authority was Central Board 9f Revenue. The only provision 
was that the Central Government could empower any officer or 
authority to discharge the functions of the Board in respect of 
any specified matter. The opinion. belief or state of mind of that 
officer or authority was to be deemed to be that of the Board. 
Now, this position was, on reflection, found to be unsatisfactory. 
In a vast country like ours. It is not possible for the Board 
actually to determine and collect estate duty, and a provision 
like this would have been very inconvenient to the persons 
accountable for the payment of estate duty. It would hilve been . 
equally difficult for Government to find officers spread all over 



72 

the COUntry who would have the same opinion, belief or state of 
mind as tt'le Board. In the present Bill, therefore, Controllers 
have been authorised to levy estate duty, but the ultimate 
responsibility of the Board in the matter of assessments is 
emphasised by a provision that appeals from the orders of the 
Controllers would lie to the Board. Now, so far as appeals to 
courts are concerned, the provision remains the same in 
respect of points of law. As before, points of law can be 
referred to the High Courts or to the Supreme Court by the 
Central Board of Revenue. But in respect of valuation, the 
provision is slightly different. Under the old Bill, a reference had 
to be made to the High Court who would hold, or cause to be 
held, an enquiry and record a finding on the matters in issue. It 
is now provided that in matters of valuation, the question need 
not be referred to the High Court. but should be referred to 
certain qualified Valuers, a panel of which would be nominated 
by the Government. Provision has been made for the 
appointment of one Valuer by the assessee and one by the 
Board and, in case of difference of opinion, for arbitration by a 
third Valuer. Now, it seems to us that this is a satisfactory 
scheme for matters of this kind which must be decided on the 
basis of expert opinion. Now, there are other provisions relating 
to taking of evidence on oath, appearance of representatives of 
accountable persons, arrangements with ·States to supply 
information, service of notices, etc. 

* • * 
Sir, before I conclude, I should ask the council to consider 

this Bill from the point of view of the two opjectives we have In 
view. Firstly, it is a step in the direction of reducing the existing 
inequalities in the distribution of wealth. Our second object is to 
raise some revenue for distribution to the States and thus assist 
them towards financing their development schemes. While I 
cannot claim that this Bill will achieve these two objects to any 
significant extent, I am satisfied that as a first step this measure 
is both fair and adequate. Sir, with these words I move: 

"That the Bill to provide for the levy and collection of 
an estate duty, as passed by the House of the People, be 
taken into consideration". 
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First Five YearPlan* 

I intervene in this debate·· with the purpose of making some 
objective observations on the few points that hav$ been raised. 
I shall not deal with philosophies or ideologies or any other 
'Iogies'. The first point which I wish to make is a general one 
and that is that this draft Plan has been evolved at very great 
pressure and it is at! outline and therefore Members who 
expected to find everything spelt out there in full are bound to 
be disappointed. 

Also, we recognise that it is not a completely integrated Plan 
in the sense in which such plans are understood in countries 
which are blessed with a good statistical equipment. For the 
purpose of an integrated plan you require statistics of various 
kinds-national income and its distribution and all connected 
statistics-and some of the deficiencies from which we suffer 
could be gathered from paragraphs 38 and 39 of the National 
Income ~ommittees First Report to which I shall merely refer 
and which I· shall not read out. 

In regard to the general economic background of the Plan. I 
am entirely at one with hon. Members who regard black-
marketing as one of the cankers in our present society. I think 
hon. Members would not be impatient. At least they might hear 
of our plans for dealing with it. The first observation I would like 
to make is that these phenomena cannot be dealt with in a very 
short span of time. It is a long term measure to eradicate habits 
--------.".. 

*ProvIeIon8I ~ Deb., 16 October, 1951, cc. 5150-5158. 

:*Intervening in the debate on the motion moved by Shri' Jawaharlal Nehru on 
15 October, 1951, "That the draft outline of the Fir'st Five Year Plan 
prepared by the Planning Commission, be taken into conSideration." 

73 
166l.S-12 



74 

which have grown over the space of, shall we say the last ten 
years. Gradually we are tighting the many av'nues along which 
money finds its way to the black markets. We have amended 
the Company Law. We are awaiting the report of the Exper:t 
Committee on Company Law Amendment. Then the Act for the 
regulation and development of industries ought to help us to 
ensure that money does not flow into black markets by way of 
unregulated prices. Hon. Members have seen the report of the 
Committee that had been appointed to advise on the 
amendment of the stock exchange regulations. We have had an 
Act for regulating forward markets. So, in various ways we are 
tightening the se. and in the meanwhile my hon. colleague is 
doing all he can to encourage tax conscience and rectitude. I 
have every hope that these measures followed by more 
rigorous measures to be taken in consultation with the Planning 
Commission ·w.ould enable us to bring this problem under some 
kind of control. 

That leads me to the next question and that is about the price 
level. On ·this Mr. Krishnanand Rai expressed himself very 
·bitterly·and Pandit Kunzru with his usual urbanity. Apart from 
general allegations I do not know that Mr. Krishnanand Rai has 
made any great point in regard to price control or quoted any 
facts. It is true that we have not been able' to hold the price 
level as well as we would have wished but I think I can easily 
quote figures to show that taking everything into account we 
have done better than many countries in similar circumstances 
and indeed till recently there was definite evidence that the 
price level was falling as I had ventured to anticipate some time 
in June .. 

Now, in regard to the purely financial aspect Mr. B. Cas 
raised some issues about the sterling balances. The subject is 
so important and open to so much misunderstanding that I 
hooe I will be forgiven if I dilate upon it a bit dnd quote certain 
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figures .. Our sterling balances stood at £1,160 million on 15 
August, 1947, and declined to £615 million on 30 June. 1949. 
This large drop of £545 million during a period of less than two 
years was due to some special payments, like the payments we 
made to consolidate our pensionary liabilities, the payments we 
made in the transfer of sums due to Pakistan as her share; and 
certain sums paid to the U.K. Government for military stores. 
These ad hoc payments amounted to as much as £361 million 
out of £545 million and the balance of £184 million was used for 
meeting the current deficit in our balance of paymen~ during 
the period from 15 August, 1947, to 30 June,·1949. As a result 
of liberal imports and slow off-take of our exports in the early 
part of 1949 our balance of payments was heavily adverse and 
as a resulf we began to run down our sterling balances. State 
purchases of foodgrains also contributed to this result and the 
sterling balances which stood at £615 million on 30 June, 1949 
declined to £582 million on 2 September, 1949. That is the least 
figure on record. Since then thanks to the devaluation and 'the 
restraints placed on imports. our external balances began to 
rise and we reached the figure of £622.million on 30 June, 1950. 
Of this amount under existing agreements we could have drawn 
a total of as much as £118 million up to 30 June, 1951, leaving 
a balance of£504 million bat since the beginning of July, 1950, 
the balances began to decline as a result of food purchase 
increases and 1he liberalisation of imports to meet essential 
needs. So. it was on the basis of the position as on 30 June, 
1950. that proposals for the extension of the sterling balances 
agreement after 30 June, 1951, were formulated. It was 
considered that out of the estimated amount of £504 million left 
on 30 June, 1951, something like £300 would be needed as a 
currency and foreign exchange reserve and for meeting certain 
other demands. The Colombo Plan which was drawn up at 
about this time therefore stipulated a release of £210 million 
over a period of six years. The discussions which took place in 
September, 1950, between the U.K. Chancellor of the 
Exchequer and myself provided therefore for an annual release 
of £35 million over a period of six years beginning from 1 July, 
1951. You can add up and find that after allowing for the 
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currency reserve there would have been nardly anything left of 
the sterling balances or the sterling balances problem. In the 
first three months of 1950-51. as I said. the 'sterling balanCEts 
were declining. At the end of September. 1950. favourable 
external factors came into operation as a result of the Korean 
war and they began to influence our balance of payments after 
that date. There was a large demand for our export com-
modities. especially cotton and jute textiles. On the import 
si~e although the licensing restrictions were relaxed. difficulties 
of obtaining goods more especially raw materials reduced our 
bill on imports and the sterling balances therefore began to rise 
and reached a peak figure of £661 million of 4 May. 1951. After 
that date the purchase of. raw jute from Pakistan which was 
then a part of the sterling area for us under our agreement was 
an important factor which resulted in a reduction of the sterling 
balances. Now the figure for 30 June. 1951, was £643 million. 
This included a free balance of nearly £90 million. According to 
the understanding reached with the U.K. Government we can 
draw up to £300 million over a period of the next six years and 
that is an important point. Over a period of next six years we 
can draw £300' million, that is to say about 400 crores. leaving a 
balance of about £343 million which is more or less what we 
want as currency reserve. 

Now the House will be glad to know th~t as a result of further 
discu~sions it has now been agreed that a sum of £310 million 
out of this amount would be transferred to our No. 1 Account 
and held as a currency reserve to be drawn upon only in an 
emergency. Now, therefore, the sum total is that large portions 
of our blocked balances have been unblocked and what 
remains in the blocked account is more or less equivalent to the 
amount which we are entitled to draw over a period of six 
years. It would be clear that perhaps at the end of six years 
there would be practically no balance left, in our blocked 
account and as I said there will be nothing leftjl hope, if 
conditions remain as they are of the sterling balance problem. 

I now come to another financial question which was raised by 
Mr. Biswanath Das and that was about State contributions. I do 
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not quite kn6w what his difficulty was.. His idea or his 
philosophy seemed to be that the Centre should draw up the 
plan both for the Centre and the States and finance it both for 
itself and the states or at least in the case of some of the poor 
ones. Actually so far as the State plans are concerned, It is 
obvious that the onus of finance plans most primarily falls on 
the States. It is true that the Planning COmmission has 
assumed certain figures of assistance in order to be able to 
draw up a plan at all. Those assumptions are based on the best 
information that they could get and the best judgment that they 
could form, but it does not and cannot commit the Finance 
Ministry in the nature of things, because the Centre's capacity 
to advanCe that aid either in the form of a grant or a loan would 
depend on a number of factors-their own revenue surplus, the 
progress of their own unavoidable expend,ture, the reactions of 
the money market and so on and so forth. That position has 
been made clear to the States. So far as Orissa is concerned. I 
think Mr. Biswanath Oas would be surprised at the generosity 
which has been implied, so to speak, in the proposals of the 
Planning Commission. In the draft outline of the Five Year Plan 
the figure of development expenditure assumed for Orissa is 
As. 15 erores and out of this the assistance from the Centre is 
assumed to be As. 10 erores. So that if Orissa is to proceed on 
this Plan they would have to raise a revenue surplus of Rs. 5 
erores as against something under one crore which they have 
agreed to do during the discussions. These discussions are 
continuing and I have been informed that preliminary talks show 
that this target may not prove to be unattainable. 

Now, the Orissa Plan of As. 15 erores, so to speak without 
any commitment on the part of the Finance Ministry but based 
on the best judgment compares as follows with the plans of 
other smaller States: 

Assam - Rs. 12.5 crores 
Punjab - Rs. 15.5 crores 
Rajasthan - Rs. 15.2 crores 

Madhya Sharat - Rs. 22.0 crores 
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" shoul~ be remembered that Orissa and Punjab get 'In 
addition the benefits -of Hlrakud and Bhakta-Nangal projects 
respectively and the sums Involved in those projects are very 
very conSiderable. We do not quite knoW what the revised 
estimates are but In one case we know it Is Rs. 130 crores and 
'in another case the latest estimates communicated to' us place 
It at Rs. 65 crores. 

My point here in quoting these figures is to show that the 
States have not at all been treated ungenerously by the framers 
of the Plan and all this has been included in the plan after 
repeated consultations with the States themselves. I am very 
grateful to my hon. friend Shri Biswanath Oas for drawing my 
attention to the possibility Of the States getting something more. 

If I had the time I can go into the details of the discussions 
with every State but I repeat that nothi~ has been included in 
the Plan except after repeated consultations with the States. 
That is ali that I have to say in regard to the general question of 
financial basis except that I think I ought to answer the point 
made by Pandit Kunzru. He said that he was sceptical of _ our 
ability to raise the surpluses. Well, so far as this year Is 
concerned I do not like to, prognosticate but on the figures 
available to me I think on the revenue side we shall not fall far 
short of our expectations. As regards the States I am afraid I 
have not got the information but I do not think it is right to judge 
of the soundness of a Five Year Plan by figures relating to any 
particular year. These ups and downs must be accepted. It may 
be-at least one should go on hoping-that next year may be 
better from the revenue as well as the expenditure point of view 
as the Plan gets into full swing and more con~us efforts are 
made and other extraneous circumstances come into play 
which inhibit the raising of revenues or the contraction of 
expenditure when ·unnecessary expenditure is eliminated then 
one may hope that these fairly modest targets wilt be realized. 

The same thing is true for instance of our estimates of public 
loans. They are only Rs. 114 crores for five years which Is 
much less than Rs. 23 crores a year. , do not think that that is 
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at all too high a target. Then the target· In regard to small 
savings and unfunded debt which is Rs. 250 crores, that is 
Rs. 50 crores a year I think. has more or less been attained this 
year. And as the Plan gets under way and incomes are 
generated. I have no doubt that we shall be able fully to realize 
this particular estimate. Similarly in regard to railways we are 
anticipating Rs. 120 crores. So I have myself, after giving the 
rno8"t anxious thought to·thls problem, no doubt that we shall be 
able to raise the revenues necessary for financing Part 1 ~the 
Plan. And even if we are dri.ven to a certain· measure of deficit 
financing I am quite satisfied that it will not carry with it any 
portentous results for us. 

As regards the Second Part we have conceded that that 
depends ,ntirely on the receipt of foreign aid. I have never 
been able to understand the ~ntipathy shown by certain 
Members in respelct of the receipt of foreign aid when it is 
postulated that we are not going to sacrifice any of our 
independence or any,of our principles in recei,!ing foreign aid. If 
we receive it we shall receive it in the full consciousness that 
we have spent a great deal of our substance in the supposed 
safeguardiog of democracy in this world and that much more 
has been done for ,nemies than for allies. 

I am now referring to It histOrically, I am not entering into the 
anaiytical side of it. It would be a good investment for anyone 
with surpluses to spare to devote them to economic 
development in .thiS' part of the world, and there is no reason 
why we should fight shy of any such friendly assistance. Apart 
from that, there is the possibility of getting some. measure of 
this assistance from the Intemational Bank, for Reconstruction 
and Development, of which we ourselves are a member. 

Well, Sir, that is all that I need say on the financial aspect of 
the problem, except that In respect of the expenditure on river 
valleys I entirely agree with Shrimati Durgabai that unl&ss we 
are watchful we might be spending the bulk of our substance 
on ~ river valleys and that economies and avoidance of 
waste on the big schemes that are In hand might mean a great 
deal for the implementation of the rest of the Plan. Just 



80 

consider the figures 130 plus 70, that is 200, plus 70, that Is 
270 or 275 erores, and even a five per cent. saving on 'thllt will 
give us schools and hospitals and other things which will 
gladden the heart of Shrimatl Ourgabal. So I am well aware of 
the existence of this problem. I have been adopting what may 
be regarded an unpleasant and tough attitude In regard to 
some of these matters and· promoting the appointment of 
Committees to look into the expenditure, and I have hopes of 
ensuring that there is no wastefulness in carrying out these very 
important river valley schemes.· 

On ·the whole, Sir, trying to look at the plan as dispas-
sionately as I can-and I can to a certain extent because 
the respOnsibility for finding the finance finally rests on me, I am 
in a dual capacity. I am a member'of the Planning Commission 
but I am also the unfortunate person who has to foot the bill 
and therefore I am capable of looking at the Plan somewhat 
critically-I feel convinced that it succeeds in finding the middle 
way in many difficult situations and that it has, without being too 
loose, the seeds of adaptability, it clears the deck and sets the 
Compass for future progress. And I am unable to understand 
the cry that often goes up that there is nothing in this Plan, that 
should enth4~ people or is par enthusiasm. I say that the Plan 
presents Ii very fine field of endeavour in which as we go along 
success itself will lead' to greater syccess. I can see signs of it 
in the' countryside today. I can see people gradually drinking in 
this idea of giving some free labour. Today it has percolated 
lU)nong the University graduates, both boys and girls, I have 
seen camps working, taking up the spade, tuming up the first 
sod, so to speak, encouraging the villagers and I have seen the 
slow reaction of t~e villagers to it. I believe if one were to be 
able to take a census in the country today by some magical 
process one could get an idea of what could be done and one 
would find a great deal to encourag~ one. I feel sure that all 
this process will be accelerated because this wish is evident in 
the hearts of our Peasantry in the countryside. I think I can 
assure the House that this fine Plan will not be allowed to 
languish for law of finance. 
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First Five Year Plan * 

Sir, it is very difficult to wind up a debate"" in the course of 
which half a century of speakers have spoken. I have been 
indulging in a bout of self-introspection in the light of the mild or 
ruthless castigation which the Plan has been receiving at the 
hands of the Members on the Opposition benches, and, I have 
tried honestly to consider if it would have been possible at all 
for us to do anything else than what we claim to have achieved 
by means of this Plan. The first charge is about the period 
taken for bringing out this Plan. After a little bit of research I 
discovered that the plan of the U.S.S.A. was brought out about 
20 months after its inception, which is almost exactly the period 
after which we are bringing out this final version of our ,first Five 
Year Plan. I would also remind the House, Sir, that within four 
months of the appointment of the Planning Commission we 
brought out a rough Draft for the purposes of the Colombo 
Conference, and within one year of that we brought out the 
Draft Outline of the first Five Year Plan. So, relatively I do not 
think we have done so badly. 

Then, Sir, I have considered whether we could have made it 
more of a plan. We may at once confess the charge that it is 
not really a plan in the sense in which perhaps economists 
understand a plan, that is to say, a plan, the details of which 
could be displayed in tables and in horizontal and vertical 
columns, giving resources on the one side and expenses on the 
other side end so on and so forth. Now, certainly it is not true 
that it is a comprehensive plan of that kind, but anyone who 
:f'.S. Deb., 18 December, 1952, cc. 2419-2437. 
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has devoted some attention to the problems of planning, would 
find out that in this first experiment, in the absence of 
supporting statistics and data, that kind of a plan would have 
been completely impossible and if we had brought out such a 
plan, I think the Opposition Members would have been justified 
in calling it just moonshine. 

Now, Sir, much has been made that this is really a series of 
annual Budgets. In the course of my speech in the House of 
the People yesterday, I pointed out that it is really not a 
financial plan, that is to say, the limitations of the Plan are not 
just finance and I do not wish, for lack of time, to repeat what I 
said in the House of the People. But since we have made 
allowar:tce for addition to the Plan or supplementing the Plan, it 
certainly could not be regarded as a series of Budgets. 

Then, another charge that was levelled at the Plan was that 
no assessment of resources has been made. Well now, we 
have, It is true again, not given tables of resources, but in 
preparing the Plan we have given special attention to this 
subject and thel'S are several Chapters--III, IX, XXI, XXIU, XXVI 
and XXVll-where we have made some reference to some of 
these resources and the limitations on our capacity to give a 
complete picture. Now, as regards our human resources, the 
information at present available is particularly inadequate. The 
data which the 1951~nsus has produced, might make a 
further analysis of such resources possible. We have made 
some attempt to deal with the problem of unemployment and 
there again, in that connection, I said in the House of the 
People yesterday that far deeper study of this problem is 
required before you could even start getting an idea of the size 
or dimensions of the problem. It will be noticed that the Plan 
contains proviSion for national sample survey and also provision 
of Rs. 50 lakhs for research and investigation relating to special 
problems of national development. Therefore, Sir', our defence 
in this matter is that within the information at present available, 
the best assessment possible of the country's resources has 
been made in the Plan. I would also urge that the study of 
resources is a continuous process and there will be various 
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places in the Plan where we havo pointed out in which direction 
further studies could be made. 

Well, Sir, I have tried to profit by the stream of suggestions 
that have been drawn out in the course of this three-day debate 
and I will try to reconstruct the Plan. I have made additions in 
my mirid for heavy industries, chemical industries, engineering 
industries, railway develop(Tlent, education, health, shipping, 
Rajahmundry canal, under-developed areas, lignite, etc. And I 
find that the total size of the Plan now comes to nearly three 
thousand crores. Well, Sir, I have also made recalculations of 
resources in view of the grim prognostications of some of the 
Members including Members from Rajasthan, who said that 
there was going to be a deficit of Rs. 10 crores on that side 
alone. Our resources are one thousand crores and the size of 
the Plan is three thousand crores. 

I have taken note of the complaint made by the hon. Member 
who preceded me, who said that the Plan does not take any 
notice of the aspirations of the nation. Well, we were under the 
blissful impression that the aspirations of the nation were 
Contained in the Constitution and it is with reference to those 
aspirations that the plaMers were asked to plan. And indeed 
the purpose of a plan is not to state aspirations but to state the 
ways in which those aspirations could, if at all possible, be 
carried oUt or translated into practice. 

Then, Sir, he complained that this was the first time in the 
last three or four days that Members of the Opposition Party 
were consulted. Now, the Planning Commission has a National 
Advisory Board on which the Members of almost every Party 
are represented. Certainly I remember that a very distinguished 
Member of the Party-the han. Member opposit&-is a Member 
of the National Advisory Board and he has to my knowfedge 
been attending the meetings of that Board. So I do not think 
they can complain justly that they have not been taken into 
confidence before. 

Now, the draft of the Final Five Vear Plan was discussed 
during October, 1952, separately with representatives of the 
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Praja Socialist Party who were in a somewhat divided frame of 
mind, having amalgamated very recently and they gave us no 
guidance at all on the vital subject of controls; then it was 
discussed with a group of independent Members of Parliament 
and after that with the representatives of the Communist Party 
and then in early November ,1952, discussions also took place 
with leading women workers. Now, the principal points made by 
representatives of the Communist Party related to taking all 
land without compensation. 

They wanted distribution of land and confiscation of foreign 
capital in India-again I think without compensation, but I am 
open to correction. Now, we felt honestly that there could not 
be verY much meeting ground in these proposals and I think 
that was a fact which was recognised by the representatives of 
the Communist Party themselves. 

Now, in the discussions with the other groups, the points 
made were in the main points of emphasis rather than 
differences in principle, and these concern the following 
principal aspects of the Plan, the need to ensure that the Plan 
would be fully implemented without too much red-tape--we 
agree, Sir, that too much red-tape would be a nuisance, 
although if we avoid It too much, the country will be entirely 
~bsence of interference from political parties .and at the 
same time co-operation to be sought on a national rather than 
on a Party basis, the need to give greater emphasis to cottage 
and small-scale industries, the fullest possible utilisation of the 
manpower resources, discussion on the Plan regarding the 
problems of employment. the importance of rural electrification, 
the need to ensure that the Plan did not result in strengthening 
and entrenching private interests and the general problem of 
financial resources for the Plan. Well, Sir. we did revise the 
draft extensively In regard to most of these points in order to 
take some notice, to find some room. for the suggestions 
received by the Planning Commission from these Parties. 
principally the Praja Socialist Party. 

* * * * * * 
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Now, in regard to resources, I have answered various 
questions in regard to the resources in the House of the 
People. Some people doubt whether the States would be able 
to raise the resources necessary. Maybe they would find it 
difficult. Now, a reduction in taxation revenues might possibly 
be an indication of a certain tale of economic affairs, and I said 
yesterday that if those trends were found to be established, 
then it might be necessary to resort to deficit finance to an 
extent which we did oot contemplate. In other words, the Plan 
will be flexible in that respect and I myself have a streal\ of 
optimism in the matter. Therefore, after balancing all possible 
considerations within the limits of immediate feasibility, we think 
that the size of the Plan cannot be appreciably enlarged. 
Therefore, Sir, that teaves us with the question of priorities to 
which Dr. Mookerji made a reference. The complaint in one of 
the speecMes from the other side, I think from the hon. Member 
opposite, was that even the priorities were not very satisfactory. 
I do not think he had time to develop his point, but as far as we 
can see, we are right in laying emphasiS on agricultural 
production, and we feel that that can be the 9nly sound basis 
for, shall I say, proper planning in the next five year period. On 
that basis, we could construct the next Five Year Plan which 
would have a far higher priority for the various basic industries, 
and yet if you consider that the Plan covers only the public 
sector, you would probably find that the private sector has not 
been entirely neglected. About 40 to 45% of the total resources 
available would be utilised for the private sector and the rest for 
the public sector. 

Now, there was some reference made to the increase in the 
national income. We have pointed out that although 
theoretically it will take 27 years to double the national income 
per capita, yet if we were to mobilise all our dormant productive 
capacity or all our unutilised manpower-ancl that is where the 
cooperation of all parties is so very necessary-then It should 
be possible for us to contract that period to about 20 years 
which certainly is not so bad as 27 years, certainly not so bad 
as 50 years or 100 years which were mentioned by some hon. 
Members. 
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Now, Sir, fault has been found with the targets of the Plan. 
So far as food production and food consumption targets are 
concemed I must confess that we are not on very firm ground 
in the Sense that agricultural statistics are not comprehensive 
enough and are not really precise enough. Hon. Members have 
not had the advantage of seeing the report of the National 
Random Samples Committee which is in my hands now and 
which might be released in a few days' time. This seems to 
show that both production and consumption are about 25% 
higher than we have been habitl~ted to think. 

* * * * * • 

Now, in regard to cloth, the difference is, I think, both in taste 
as well as in the requirements of foreign exchange. In 1955-56 
cloth is to be exported to the extent of 1000 million yards at a 
time when the per capita domestic availability may be less than 
pre-war, but the interpretation put on this by hon. Members 
opposite was that this was designed to give increased profits to 
millowners. I suggest, Sir, that this is entirely a perverse view of 
things. The export of cloth was fixed at 1 ,000 million yards 
because Indian textiles have a ready market abroad and 
because we wanted to cover the balance of payments deficit 
that would otherwise arise. Now, I would ask him to consider 
what would happen if we did not export cloth. If we did not 
export cloth, the foreign exchange deficit may be Rs. 100 
crores more and this would result in greater dependence either 
on deficit finance or extemal assistance which is only 
something which we have to buy from abroad. I think it is 
common ground that we should try to miaimise the extent of 
extemal assistance; that is to say, we are anxious to carry out 
our Plan on the strength of our own resources as much as 
possible. The extent to which we shall be able to do so will 
ultimately depends on the discipline to which the country will be 
prepared to subject itself, and again this is a matter in which 
the cooperation of almost every party would hay. been very 
welcome. 

Now, Sir, the House might be interested in what happens to 
the targets in all kinds of planning. I have here some 
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information about the Five Year Plan of the United States of 
Soviet Russia. It was preceeded by a 4 or 5 years period of 
what they called 'A New Economic Policy', which was a period 
of preparation and consolidation and at the end of that period, 
the Russian economy was more or less in the same position as 
in 1913. Similarly, this five year period is really a period of 
preparation and of making good the damage that has been 
done to economy by two factors-both very serious-war and 
partition. 

* * * * * * 

I am comparing the first Five Year Plan of Russia with our 
first Five Year Plan. It is no use comparing their last Five Year 
Plan with our First Five Year Plan. That would hardly be fair. 
The Russian Plan envisaged a 50 per cent increase in national 
income over the five year period. By how much national income 
actually increased, it is not easy to say, as available estimates 
differ. We have the testimony of a sympathetic economist like 
Professor Bobb, that so far as consumption was concemed, 
things did not work out according to the estimates made in the 
Plan. Various unfavourable factors were: 

(a) large scale slaughter of livestock as a reaction of the 
peasant to the collectivisation campaign; 

(b) unfavourable movements in the terms of trade, which 
sharply reduced U.S.S.A. 's capacity to import; 

(c) rise in defence expenditures instead of a fall as 
visualised in the Plan. 

All these factors, instead of doubling labour productivity 
which had been envisaged produced an actual increase of 41 
per cent. The point is, agricultural yields were estimated to rise 
by 35 per cent. Actually, the average yield for 1929--32 was 
slightly lower than the average for 1925-28. This was partly 
due to the two bad hal'Vests of 1931 and 1932. 

When there is no grain, It cannot be distributed. That is why a 
lot of people die. 
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The most remarkable achievement of course, of the 
Plan-and everyone admits that-was that. in respect of heavy 
industries, they achieved targets ahead of the schedule. Now 
the effect on consumption of some of these shortfalls was this. 
The prices of consumer goods rose rapidly during the Plan 
period. This I think, will ~ of some great interest to the House. 
Between 1928 and 1936, the price of bread rose over 10 times, 
of flour about 12 times, of milled grain 13 times, of beef 10 
times, of milk 6 times and of calico about 8 times. 

Planning in agriculture presents special difficulties. This has 
been the experience of the U. S. S. R. also in spite of its highly 
centralised planning. Russia's agricultural production in 1950 
was only 7 per cent. higher than in 1940, actual production in 
1950 being-I shall not give the actual figure. I have got them 
with me. 

There this led to the adoption of a new agricultural policy in 
1951, of amalgamation of collective farms. 

So that is what is apt to happen to targets. 
Therefore I think, sir, if one considers this dispasSionately 

one would find that the Plan was produced in a reasonably 
good time, that the size of it is also adequate conSidering all the 
circumstances and that there is nothing very much wrong with 
the priorities again considering the further, objectives of the 
projection shall I say of the Plan. 

Now, there have been certain solution which have been 
suggsted by hon. Member but I myself think that this problem 
will not yield either to the Communist phobias or to the arid 
clarity of the Socialist Doctors. 

So far as the Communist remedy is concemed, because we 
feel that certain Fundamental values, to which we attach very 
great importance will be destroyed in the process, it is not 
possible for us to adopt their suggestions. That leaves the 
Socialist doctrines. We have really no great quarrel with them. 
The progress of the country must be towards increased 
. sactalisatton and I believe that has been recognized somewhere 
In the Plan. It is a question of considering what would be 
practical in the light of actual administrative experience and in 
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that in spite of the confusion of our thought, we claim a far 
greater advantage than Members on the opposite side. We 
have handled the affairs. We also find how very difficult it is to 
man key jobs, whether it is in the administrative line or whether 
it is in industry or in expanding industries and unless we are 
able to train up a corps of trusted and well-trained workers, I 
think myself that we should be doing an injury to our cause in 
trying to accelerate the process of socialisation. So we have to 
steer away clear through the doctrine on the one side and 
through feasibility on the other, and in the light of that, take 
decisions as we go along. That I think is the only difference 
between the Socialist Party and ttle Congress Party. 

In the meanwhile we are prepared to do justice and to treat 
fairly everyon&-I mean industrialists or workers or 
anyone-who is prepared to cooperate with us. 

Now, Sir, reference has been made to various problems' of 
land distribution and general Improvement in agriculture through 
that means. Here again we have had to avoid the Scylla of 
under-production on the one side and the Charybdis of 
compensation on the other, and we gave a great deal of 
thought to this problem and came to the conclusion that either 
for social justice or for production and for reconCiling these 
somewhat conflipting objectives it was not necessary to aim at 
either a very low holding or a mechanical uniform distribution or 
doing away with the landlords. I don't mean the zamindar but 
the landlord. There is an immense possibility of increased 
production in agriculture as anyone knows who is familiar with 
that subject. I was myself connected with a very great deal of 
agricultural matter and I claim to have seen perhaps milny 
more villages-about 3,OOO-than almost any Member in the 
House in the course of five-year settlement. I have inspected 
them and I am quite convinced that the policy which has been 
selected by the Planning Commission is the right one at least 
for the next few years till we see how that works out. 

Now, Sir, there are various stray matters to which reference 
has been made by han. Members. I think Shri Guruswami said 
something about the electrification of railways. Now, actually, 
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the Railway Ministry has several schemes, the total cost of 
which might bfr-that is not for the electrification of all the 
railways, but there are some schemes-about Rs. 70 to 80 
crores, and if you have all these in a complete list, the cost will 
be Rs. 80 crores. The problem, first of all, is to find the 
necessary money. Secondly, what I meant was the proposition 
that you will save some money is equally true in regard to any 
other kind of capital expenditure. The trouble is to find the 
capital. Until the heavy electrical industry has been developed, 
we feel that the expenditure by way of foreign exchange would 
be very large if electrification is taken in hand. Thirdly, the 
necessary power is not yet availabie for the purpose. Fourthly, 
new developments are taking place in electrical traction and we 
feel that in one or two years, new forms of electrical traction 
may appear on the horizon. And, conSidering all these we have 
decided to wait a little. We in this, I speak on behalf of the 
Railway Ministry, decided to wait a little in this matter. Then 
there was a question about not utilising railway workshop and 
allowing the tum round of the wagons to be unsatisfactory. 
Now, I have made enquiries from the Railway Ministry and I 
find that the existing railway workshops are workit'lQ to rail 
capacity, and the railways are also making use of private 
workshops to the fullest extent. The Railway Ministry has also 
placed certain educational orders, i.e. trial orders, on new firms, 
for the manufacture of rOiling stock in the country, in C'rder to 
save foreign exchange in due course. Then as regard the tum-
round of wagons, I am told that this has improved greatly in 
recent years, and this has made it possible for the railways to 
carry 1 ~ 17 per cent. more traffic on various sections with the 
same rolling stock capacity as before. 

Then there is the question of rural credit which was raised by 
another hon. Member. All I can say in reply is that there is now 
a rural credit survey the results of which are due by the 
Reserve Bank, and I think that will' throw considerable Ught on 
the latest position regarding rural credit and the facilities 
available. It is recognised that the needs are very large 
although they may not be in the same term-Rs. 800 crores, I 
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mean that was mentioned by the hon. Member. But the real 
problem is to build up an appropriate machinery for th8ipurpose 
of disbursing any credit that may be available from the Reserve 
Bank of India down to the cultivator, and anyone who has 
handled credit problems realises that it is not a mechanical job. 
It is not a job which you can do with slate and pencil, and 
satisfy yourself that because Rs. 800 crores is the requirement, 
therefore the Reserve Bank should print Rs. 800 crores worth 
of notes. That is why, Sir, the Commission has made it 
tentativEr-they have not said so in so many words but a 
tentative measure. In this what I mean is that as we find the 
actual mechanism working, it should be possible for the 
Reserve Bank to revise these figures. We shall see what 
response there is to ru'ral credit that is put out by the Reserve 
Bank, and if we are encouraged by our experience then I 
should say that it should be possible for the Reserve Bank to 
improve on these figures. 

Now, Sir, there was some reference to betterment levy by 
Prof. Ranga. He is not here and I do not know whether I should 
refer to it, but the point is that the various methods of collecting 
the levy or assessing the levy have been indicated in the 
relevant chapters by the Planning Commission, and it is not 
correct that only one method has been suggested; and that is 
representative of the difference between the new sale value 
and the old sale value. The three methods are: The total 
amount of rupees that may be recovered in one lump sum. It is 
not a question of assessment recovery. Then, secondly, a 
share of the produce annually, in cash. Possibly, that may be 
most equitable from the point of view of the agriculturist. 
Thirdly, in the case of the large landholders, a part of the land 
may be surrendered to Government at pre-project rates. It 
seems to me, Sir, that Prof. Ranga got scared at this third 
alternative, which is intended only for large landholders. 

Then, lastly, there is the question of underdeveloped areas. 
The first thing to remember i$ that so much of the area in this 
country is undeveloped, because the country is itself 
undeveloped. 
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I am sorry there is some kind of Oliver Twist tendency on the 
part of the States and the difficulties of these areas. There was 
a time ~n, I am quite certain, the people of Rajasthan would 
have been very very happy over the inclusion of the Chambal 
project, but today they. just give me bare thanks, or the 
PlaMing Commission, bare thanks for the inclusion of the 
Chambat Project and complain that adequate provision has not 
been made for the development of the area. 

About Or1ssa, I poil'lted out in a speech some time ago that 
Orissa really is receiving by way of assistance, about as much 
as its annual revenue, for the completion of a very important 
project. I do think that Orissa ought to concentrate on that 
project instead of raising a lot of doubts about its efficacy, or 
about the way in which it is handled or about the manner in 
which· .repayment will be made. I am quite certain that far 
greater attention will be paid to the subsequent needs in the 
Hirakud area, regarding the starting of factories and so on, if 
Orissa were to stand united behind Hirakud Project and not 
drag other red herrings across the path. 

The Centre found itself in a very difficult position to promise 
any larger assistance for the development of areas, for the 
simple reason that the award of the Finance Commission is not 
yet in our hands. We rather suspect that it will mean a transfer 
of resources-<tirect transfer of resources-from the Centre to 
the State. How m\Jch it will be I am not in a position to say. I 
shall have to find the money not only for the current year but 
also for the next year. That is to say, the award will be 
retrospective from the beginning of this financial year. After the 
results of the award have been· assessed, then it should be 
possible for the Centre to make that Special investigation to 
which a reference was made by one of the hon. Members who 
read out from one of the financial integration agreements. It is 
not our desire to shirk any enquiry. An Ilnquiry will be made, 
and I have no doubt that a clear picture will emerge out as a' 
result. 
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I should be very sorry if it really does turn out that 1t is not a 
national Five Year Plan, because by the action of the 
Communist Party it will cease to be a national Plan, and 
because 1-112 years have passed already, it is not a Five Year 
Plan. The Socialists, and the Praja Socialist Member have 
already stated that it is not a Plan. It is like the Grand Trunk 
Express, which is neither Grand, nor Trunk, nor is it an 
Express. 



8 
State Bank of India Bill· 

The last speaker ""has drawn attention to the fact that the two 
wings of banking @are equally important. I should take the view 
that the extension of banking to the rural areas is the more 
important of the two wings now. If that had not been so 
probably the occasion for nationalisation of the Imperial Bank 
might not have arisen. It is because on an expert enquiry we 
found that the spread of rural banking has not taken place 
under the existing agency, that we have brought forward this 
measure in accordance with the recommendations of that 
expert enquiry committee. The hon. Member who suggested 
that "amendment referred to the Reserve Bank. I think he has 
been misled by the word 'deputy'. Actually, the Governor has 
two Deputy Governors, one Deputy Governor being in charge of 
agricultural credit and the other Deputy Governor being in 
charge of banking. These two functions are not usually 
combined. It has often happened that one looks after the 
monetary side and another looks after the agricultural credit 
side. Here, the set-up is that there is going to be a Chairman 
and there will be a Vice-Chairman and two managing directors. 
The arrangement that has been proposed by the hon. Member 
would be very inappropriate if there is any feeling of inferiority 
on the part of the deputy managing director who is going to be 
responsible for the organisation of this new department. The 
managing director is in his fietd, that is, commercial business. 
He is looking after it. We hope that we will get a managing 

"L.S. Deb .• 30 April. 1955. cc. 7091-7096. 7129-7-130. 71'51-7154, 7202-7211. 
Speaking on the motion for leave to introduce "the Bill to COOStituIe a State Bank 
of India, to tansfer to it the undertaking of the Imperial Bank of India and to 
PfOVide for other matters connected therewith or incidential ther8Io". 

Shri Matthen. 
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director who will continue to look after '~his side. That part of the 
work may not present much trouble because it is keeping a 
running concern going. But this other work is more important. If 
we fail now we shall fail for ever. Therefore the other official 
must carry suffICient guns. That can only be ensured If he is a 
managing director with co-extensive powers so to speak and 
status with the managing director. 

Now, I come to the next point, that is in regard to the experts. 

As regards the .two experts, as one of the hon. Members 
points out, the number is a minimum. It is a minimum of two. 
There are not just two interests: one co-operation and rural 
economy and the other, commerce, industry. There is a third, 
m1d to our mind a very important interest, and that is territorial 
distribution. It may happen that those areas which are likely to 
have a concentration of the shares will probably be able to 
send us all the kinds of people that we want, whether It is c0-
operation, whether It is commerce or whether it is banking and 
80 on. Yet we may find that we have not got representatives 
from certain areas. I think it is very important that we should 
ensure that representatives of those areas are also on the 
S.rd. After all, we must remember that the difficulties of 
organising credit will be all the greater in those areas which are 
not likely to have an opportunity of sending directors In some of 
the other ways. Therefore, I think it is best to have this flexible 
form. The House may trust the Government to ensure that, if by 
any of these channels cooperation is not properly represented, 
more than two are taken on the Board. I do think that they will 
be justified in indulging in this small act of faith so far as 
representation of various interests are concerned, because 
there is nothing in law to prevent us from taking the right view, 
though We should be persuaded that it is necessary to take 
such a view. 

Then, I come to the other small points raised by Shri 



Achuthan that there should be a director from the Planning 
Commission. As you yourself pointed out, the Planning 
Commission is a limb of the Government and it is an advisory 
11mb of the Govt;tmment. Three of the five existing Members are 
from the Government. The Chairman is the Prime Minister. 
Another Member is the Finance Minister. Therr, there is the 
Planning Minister. There are two other Members. 1 do not know 
what other result you can get by asking the Planning 
Commission to deal with a thing with which they are not directly 
concemed. Of course, everything that happens in the economic 
development field is their pigeon, is grist to their mill. They are 
concemed more largely with formulating plans for economic 
development. These matters are ancillary' to them. Whether it is 
the re-organisation of the administrative machinery or whether it 
Is the organisation of credit or whether it is organisation of 
cooperation, these are matters on which they give us the 
philosophy and guidance in regard to practical implementation. 
But, It is not necessary that they should have any participation 
In nominating the people to the actual agencies which will carry 
out the work. I do not think that there is any advantage 
whatsoever in vesting this particular duty on the Planning 
Commission. Alii can say Is that I find the hon. Member's faith 
In the Planning Commission very touching. But I do believe that 
although the suggestion is well-intentioned, it is misconceived. 

Now that leaves only one big, important matter, and that is, 
the representation of the employees and all the consequential 
amendments. Certain hon. Members, especially from the 
Opposition, are In the habit of advocating their pet theories on 
each and every possible occasion. There are occasions on 
which they should be properly discussed. I have no doubt that 
these are very important matters, and I do not propose to be 
drawn into a controversy here and now as to whether workers 
should be represented on the Board and if so, in what particular 
manner, on industrial concems generally and on concems 
which belong to Govemment in particular. That is a very big 
lesue which will require to be discussed on the floor of this 
House when a suitable opportunity presents Itself. There will be 
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numerous aspects of that matter and one cannot, by way of 
just a solitary amendment, get such a revolutionary principle 
accepted. I submit that that is a matter which ought to be 
considered at greater leisure and more delibe~ately. If once the 
House accep~ this, then I think the rejection of these 
8mendments follows. I should like to add that even where the 
private industry is concerned, it is not an accepted principle, 
yet, that workers must find a place on the directorate, because 
obviously there are matters of who takes the riSk, who stands 
to lose if there are losses and so on and so forth. But, as I 
say, it is not necessary for me to enter into this matter. To 
simplifY the '1'atter, take the case of an entirely nationalised 
institution. Now there the ~hoice is not as between 
shareholders and the workers. It is not as between capital and 
the workers, not between big business and workers. It is a 
question of the "community and the workers. AnGt is there any 
particular reason why the representatives of the community 
nominated througt1 the government should be replaced by 
representatives "selected by employees? So that "is another and 
slightly more compiicated aspect of this general question 
which, as • said, would have to be debated on and decided 
after full consideration. I think at the moment, at the . stage at 
which we are, it will not be appropriate to accepf any 
amendment of that nature. 

* * * * * * 
I have taken a particularly simplified case in which I have 

8I8Umed that there are no shareholders. I first dealt with the 
case of private industry and then I spoke about the questlOO of 
who bears losses and so on. Then I took the other extreme of 
an entirely nationalised institution, where I said there were no 
lhareholders, but the anti-thesis was between the cOmmunity 
at large and a small section. Therefore, I said that was 
another aspect of the matter. Now, this only illustrates the 
difficulty of dealing with this matter and therefore, it should not 
be decided in a hUrry. We should maintain the status quo till 
we arrive at some satisfactory sotutlon. I have no 
preconceived notioI)s on the matter. I am still open to 

t66LS-tS 
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conviction; if hon. Members, In tne fullness of time, can 
advance any arguments, we are free to consider them. 

Then some assurance was wanted that directors would not 
be representatives of big business. This big business is like 
King Charles the First's head, with hon. Members. We have not 
divided mankind into big business and the rest; we are not 
thinking, in terms of big business. Indeed, there is another 
amendment which we are bringing forward which will ensure 
that so far as the holding in the bank is concerned, there will be 
a limit. I do not know whether hon. Members have noticed that. 
But there is an amendment by which we intend to limit the 
shareholding . to 200 shares. 

So, that confirms my argument that there is no such thing as 
big business and small business. All that we want to do is first 
to fulfil the intentions with which we are bringing forward this Bill 
and to further the public interest. If somebody happens to 
belong to big business, he will be there on his own merits, not 
because he belongs to big business. If, on the other hand, you 
have somebody else who represents co-operation or who has 
sOme special knowledge of the working of rural eoonomic:s-..-he 
may be a professor, he may be an administrator~ will be 
there. I think it is very wrong to think i.n terms of big business 
and small business and build propoSflls round this false 
distinction. It is for these reasons that I oppose. the 
amendments that have been moved regarding this matter. 

I am not in a position to make any precise proposals In 
regard to remuneration for the reason that I have not at the 
moment any final decision in regard to the persons to be 
appointed to these various jobs. So far as the managing 
directors are concerned, it will be a matter for the State Bank to 
decide afterwards. We will ensure that the remunptlon paid'is 
not on an extravagant scale to whicti reference has been made 
by the hon. Member. So far as the Chairman is concerned, it 
Would be premature for me to come out with the name of tha 
person that I have in mind. 

* * *. * • 
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SUpposing I name the person, supposing you w~re to make a 
conjecture as to the remuneration to be given, supposing there 
were to be, shall we say, some discourteous remarks as to the 
lack of patriotism of that particular person, I feel that we shall 
lose the opportunity of having a very deserving head for the 
new InstiMion. In a matter like this, I think hon. Members have 
to trust the Government to a certain extent. All I can say is that 
the scale at which the remu'neration is paid at the moment is 
extravagant, in our opinion. It is for that reason. that in some 
other case, we have suggested in the case of pensions and 
other things, that after a certain date, we have taken powers to 
vary them. But, when we fix a scale, two matters will have to be 
taken into consideration. First the person whom we want to get. 
It may not ,uit some deserving people. One may have private 
means; another may not have private means. It would be wrong 
to tie our hands and say because one person has private 
means, you offer him As. 1,500. That kind of economy would 
be, in my opinion, a false economy. 

I think that a certain amount of freedom ought to be left to the 
Govemment. We will stand to be judged. We will announce it in 
due course. It will not be a secret salary We will stand to be 
judged. You can try it as a matter of confidence or whatever 
you like. When you finally know our choice, I am sure you will 
be satisfied. 

* * * * * 

The first series of bank failures that I came across as 
Governor of the Aeserve Bank was in Bengal where we had a 
large number of land Companies. These Companies primarily 
gave money on tea estates and various other landed properties. 
It is because they did that, because their business was largely 
confined to that, they came to grief. I do not know what the total 
tale of woe is, but I believe depositors in Bengal had probably 
about As. 50 crores of dBposIts In jeopardy as a result very 
largely of lending money on the security of land. Now, I do not 

.say that money should not be ildvan.:ed on the security of land. 
It Is indeed the purpose of co-operative land mortgage buaine&s 
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and may be other joint stock business. rf they collect Iong-tenn 
money then they are welcome to advance money on security 
like this. There is no particular magic in land 4s security. It can 
also deteriorate in value. Those who were connected with c0-
operative movement during 1930-31 had very bitter experience 
of what can happen to land as security. I know of a central 
bank in Berar in Madhya Pradesh. which failed. At one time 
about 90,000 acres of land were taken by It as security. Now, 
the hon. Member said that land is a very good security and yet 
not a single acre out of those 90,000 acres, they were able to 
cultivate. The land was spread all over in small parts. This was 
in one particular district. When they tried to cultivate it or tried 
to lease.1t out, then the debtors who were all around, they took 
jolly good care that the co-operative bank was not able to 
cultivate the land. I do not think that we have any right to 
jeopardise public money. Apart from private money whict'l will 
be there in the State Bank as a share in this kind of venture. 
And, it is for this reason that eminent men led by Shri Gadgil 
who served on the Expert Committee-Shri Gadgil is one of our 
foremost economists who knows something about agricultural 
finance-I certainly think he knows more about agricultural 
finance than any other Member"-Wlth a" respect to them-
know&-he was one of the doyens of the Expert 
Committe&-there were other officeS with administrative 
experience also and they came to the conclusion that in this 
expansion of the Imperial Bank we had better confine ourselves 
to certain things which were referred to by my colleague. There 
was hoWever some slignt mistake in what he said. My hon. 
coUeague said that the Reserve Bank does only Iong-tenn 
business. That is not so. In the money that they lend out to c0-
operative institutions they also finance short-tenn 
operationa--production operation&-8nd figures have often 
been given to the House in this respect. I began this particular 
system by which, I think, In the first year we lent Rs. 50 lakhs 
and today it is Rs. 15 crores. There Is no reason why the' sum 
should not increase. 
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Then, there IS another signature which is that of the district 
bank or apex bank. It IS on that double security that the 
Reserve Bank gives money at 1.5 per cent. We ensure, as hon. 
Members know, that the money reaches the cultivator at a 
reasonably low rate of interest. There have been certain 
difficulties in that matter, but we are trying to face them. So, it is 
not as if the main function of agricultural production is not 
helped by the Reserve Bank. But, It is helped in a different 
manner. If that is so, when we are not putting any limits on that 
particular kind of business, I do not see why so far as this' 
commercial bank is concerned we should make any such 
provision. This is a jOint concern, partly commercial and partly 
this. It is not as if a separate institution is started only for 
agricultural credit ·in which case we might have taken care to 
see that the monies with which they operate are secured in a 
different way. But these are still short-term deposits and, 
therefore, we have to take care thai they talk of business which 
is ordinarily taken on by commercial banks. That is why we 
have already passed that clause about business principles 
subject to public interest. Public interest might involve a certain 
amount of relaxation of this principle. But, the main principle 
must remain the same. Therefore, I suggest that hon. Members 
s~uld not confuse the two issues and should not over-estimate 
our intentions in starting this particular Bank. I atn sure if we 
extend the branches in the rural areas we shall have various 
advantages like marketing, and when warehouses come we 
shall be able to take. even crops against pledged loans. And it 
will be a very good supplementjlry to the other scheme which is 
being operated by the Reserve Bank.· 



I beg to move:"" 

9a 
Reserve Bank of India 

(Amendment) Bill* 

-n.at the Bill further to amend the Reserve Bank of India Act, 
1934, be referred to a Select Committee consisting of the hon. 
Dr. B. R. Ambedkar, Shri M. Ananthasayanam Ayyangar, Shri 
T. T. Krishnamachari, Pandit Hirday Nath Kunzru, Shri B. L 
Sandhi, Shri T. A. Ramalingam Chettiar, Shri Prabhu Dayal 
Himatsingka, Shri Satyendra Narayan Sinha, Shrimati G. 
Durgabai, Shri ANn Chandra Guha, Shri B. Das,@ Shri 
Sytunnandan Sahaya, Shri Ramnath Goenka, Shri Gokul LaI 
Asawa, Shri V. S. Sarwate, Shri Upendranath Barman, Shri Bali 
Ram Bhagat, Srijut Rohini Kumar Chaudhuri, .ch. Ranbir Singh, 
Shri Mahavir Tyagi, Dr. M. V. Gangadhara Siva, Prof. N. G. 
Ranga· and the Mover. with instructions to report by 7 
Decem~r, 1950." 

The Reserve Bank of India Act, 1934 has been in force now 
for pver 15 years. During this period it has. been amended on 
seWral occasions mainly for special emergent purposes, 
especiallY in connection with the Banking Act and the 
nationalization of the Bank. Experience of operations has, in the 
meanwhile, disclOsed the need for amendments from time to 
time. It has been the poHcy of the Reserve Bank not to seek to 
promote these amendments singly. A sufficient number of these 

"';.8. Deb.,21 November, 1950, cc. 350-358; 22 November, 1950, CC. 432-446. 
Motion for reference to Select CommIttee. 

@NomInatIon of ShrI B. Du subIequentIy withdrawn. 
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amendments have now accumulat~ and it Is considered 
desirable to promote them. At the same .time, constitutional 
charaes have taken place and they also make it necessary to 
amend the Reserve Bank Act in certain particulars. The present 
measure, the~fore, contains amendments which fall Into these 
two classes. 

I shall first deal with the amendments necessitated by the 
constitutional changes. With the financial integration of the 
Part B States with the Union Centre, it is now desirable, and no 
one will doubt the desirability, that the application of the 
provisions of the R~serve Bank of India Act should be extended 
to them, so that in due course, the Reserve Bank will occupy 
towards them the sam6 position as it does in regard to Part A 
States. The Bill accordingly seeks to extend th8 provisions of 
the Reserve Bank of India Act to all the States except the State 
of Jammu and Kashmir. The existing financial and banking 
arrangements in these States are not of the same pattern, nor 
are they of the same standard. Therefor" It Is necessary that 
there should be some provision to allow an eclectic application 
of the provisions of the. Reserve Bank of India Act as 
circumstances indicate. That has been secured by way of an 
explanation to section 21 and it will be found in clause 9 of the 
Bill, namely, to withhold the mandatory provisions of sections 20 
and 21 . of the Act from coming into operation with immediate 
effect in Part B States. At the same time, power has been taken 
for the Central Government to authorise their application to 
some or all of the Sta~es as ancf when feasible by a notification 
In the Gazette of India. 

Since the Bill was drafted, the Reserve Bank have felt. that It 
may not be· possible for them to undertake in any Part B State 
all the functions mentioned in the section at the same time. 
Therefore, it has occurred to us that there should be a provision 
to allow the Reserve Bank to undertake only such functions In 
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any given State as they consider it possible or desirable for the 
time being to undertake. I propose therefore to move a suitable 
arnendm&nt at the Select Committee stage to achieve this 
object. This plan has the advantage that it leaves scope for 
giving effect to some of the recommendations of ·the Rural 
Banking Enquiry Committee in connection'" with treasury 
arrangements in Part B States. These recommendations are 
under consideration at the moment. 

Now, I come to the second and more important group of 
amendments, that is, those which have been shown as 
necessary by the experience of its operations gained by the 
Reserve Bank. The most important of these is the extension of 
the period of accommodation provided in section 17(2) (b) of 
the Act. I would refer to clause 6 of the Bill, sub-clause (2). 
There has been a persistent' demand that this period be 
extended as the present period prescribed in this sub-
clause (2) (b) is not sufficient for productive finance for 
agricultural operations. That is the finding of the Co-operative 
Planning Committee and It is also the conclusion reached 
independently by me Reserve Bank, who hope that if the period 
is extended, it would enable the co-operative movement to tm 
fuller advantage of the finances which the Reserve Bank makes 
available to them. 

The next important amendment is that contained in sub-
clause (4) of clause 6. This really is in the nature of a 
clarification. There IS no section, I should imagine, of the 
Reserve Bank Act which has been misunderstood more than 
this particular section, although any one versed in legal 
interpretation can construe it only in one way, namely, that the 
documents of title to goods themselves are required to be 
transferred, assigned or pledged. The key words in this section 
are the Words "documents of title to goods". If these have not 
been tranSferred, then, it is not possible for the Scheduled Bank 
which seeks' 8ccomrnodation tron1 the Reaerve Bank to create 
such documents, because that Bank is not the mercantile agent 
of the customer as defined by section 1 of the Indian' Sale of 
G()()(w Act. That Is to say, the Scheduled Bank ~ have 
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given an advance to its customer against documents of title to 
goods ~. not against the goods themselves, If, It has to pass 
this paper on to the Reserve. Bank for obtaining accommodation 
from it. The words "documents of title to goods" are defined in 
section 2 of the Indian Sale of Goods Act and they Include bin 
Of-lading, dock warrant, warehouse keeper's certificate, whar-
finger's certificate, railway receipt, warrant or other for the 
delivery of goods and other documents used In the ordinary 
course of business as proof of possession or control on goods 
or authorising or purporting to authorise either by endorsement 
or by delivery the possessor of the document to transfer or to 
receive goods thereby represented. The sum and substance of 
this is that only such documents as are fully negotiable 
instruments are eligible for collateral . under this sub-section. 
Now, it happens that there are not many licensed warehouses 
In the country and therefore the· scope for the application of this 
section is restricted. That is a separate problem Which has· to 
be taken care of and which the Reserve Bank has attemPted to 
take ca~ of by indicatiRg to the States the. necessity of 
legislating for the establishment of licensed warehouses. 
Whatever that may be, and however restricted the scope of thai 
particular section may be, the purpose of the preSent 
amendment is merely to make clear the meaning of It. 

The words occurring· are: "supported by documents of title 
on goods which have been transferred". The word "which" can 
only mean "which documents of title" and If you were to 
construe it as "which goods", then the section becomes 
inapplicable. Of course, as It is, It is clear to anyone who Is 
versed in legal Interpretation but in order to avoid 
miIconceptions on the part of people dealing with the eectIon in 
the course of their wort<, It has been considered desirable to 
clarify It by the amendment proposed. 

Now I come to a10ther sub-clause of this aau. and the 
object of that is to Include all the remittances which the Reaerve 
Bank deals with. The Act as It standi, does not provide for the 

*., SIfJIan 17 (4) (d). 
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Reserve Bank issuing remittances other than demand drafts 
or purchasing ITs- telegraphic transfers. In practice the 
Reserve Bank has been called upon to issue remittances in all 
kinds of purchase of telegraphic transfers. and it is proposed to 
t:-ring the law into conformity with the present position. That will 
be found in· sub-clause (6) of clause 6 of the 81H. 

Then i' has been found in practice that the stipulations 
regarding the limits and maturitf of the government securities 
which may be held by tile .Bank statutorily provided in Section 
17 (8) of the Ad. are unduly restrictive. At one time it is possible 
that there were some justificatfons for the provisions but it is 
quite clear that there is no reason to continue them now. 
especially in view of the transfer of the Bank to public 
ownership which has taken place since the measure was 
enacted. These stipulations fetter the discretion of the Central 
Bank to enter upon the market operations. and they have really 
no parallel in legislation concerning the other Commonwealth 
Central a&nks. and so it is the advice of the Reserve Bank that 
these restrictive provisions should be deleted. 

The next amendment included in this clause relates to 
arrangement which the Reserve Bank can make on behalf of 
the Government of foreign countries. The Bank has been called 
upon to maintain an account and render other banking services 
for these goVernments. and this is not af present covered by 
the Act. So we are taking the opportunity to amend the Act to 
permit of those working arrangements. That is in clause (7) (b) 
of clause 6 of the Bill. 

Lastly. the only other sub-clause I need refer to is the 
provision which allows the Reserve Bank to purchase the 
shares of the International Bank. That was inserted by an 
amendment made some time ago. We find now that there is no 
provision for the purchase by the Reserve Bank of the 
securities issued by the International Bank ahd it Is now 
proposed to fill in this lacuna. That will be found in sub-clause 
(8) of clause 6 where we state that for the words Ain the 
Shares" the words "in the shares and securities" shall be 
substituted. 
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The next important clause of the Bill is clause 10. Now under 
the existing provisions of section 26 of Me Reserve Bank of 
India Act, it is incumbent on the Bank to accept currency notes 
for payments after they have been declared to have ceased to 
be legal tender, at aM its officials and agencies and for an 
unlimited period. Now, it has been found necessary from the 
administrative point of view to restrict the period up to which the 
notes are required to be accepted at the agencies, and to 
provide for their acceptance after a certain specified period, at 
the Bank's offices only. Therefore, it is proposed to amend the 
Act to empower the Central Government to notify a date up to 
which the currency notes which have ceased to be legal tender 
shall be accepted for payment at the agencies of the Bank, that 
is to say, the offices of the Imperial Bank, such notification 
being issued as and when a particular category of notes are 
declared to have ceased to be legal tender. 

The next important ·amendment· is contained in clause 13, 
and that relates to the return submitted at present by the 
schedtJled banks to the Reserve Sank, under section 42(2) of 
the Act. The existing form of- the return does not require the 
scheduled banks to show their investments a!1d their balances 
with other banks in current account and the money at call and 
short notice, and the banks are not also required at present to 
furnish the return of demand bills purchased by them, although 
they are required to show the amount of such bills discounted 
by them. Well, after a great deal of experience in the control of 
commercial banks, the Resenie Bank considered it desirable 
that they· should be supplied with information under these heads 
by the scheduled banks, to enab1e the Reserve Bank to keep in 
touch more precisely with the money market conditions from 
week to week. The proposal, therefore, is to amend the Act, 
and to require the banks to include information referred to 
above, in their ~eekly returns. So the whole of this section will 
replace the Original section, in section 42 of the Act. 

The only portion of the Act to which I need draw attention is 
sub-section (7)which is proposed to be added to section 42, 
that is towards the end' of clause 13. It has been brought to the 
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notice of the Reserve Bank and the Government in recent 
months that some of the scheduled banks which have migrated 
to India from Pakistan are not able to com~y strictly with the 
statutory requirements regarding the maintenance of minimum 
deposits, submission of'returns etc, Now, all these difficulties 
are real, and indeed Government and the Reserve Bank 
appreciate them but so far it has'not been possible to exem'pt 
the banks from the operative sections of the Act without 
undertaking special legislation for their amendment. And to 
meet situations ·such as the above it Is proposed to invest the 
Reserve Bank with discretion to grant exemptions in deserving 
case. from the operation of the relative provisions as and when 
considered necessary. This .will be In consonance with the other 
and more Important powers which are exercised by the Bank 
under the Banking Companies Act. 

For tna same reason we consider It suitable to direct the 
Scheduled Banks to submit ·the prescribed returns now to the 
Reserve Bank, because the pl1)Vlslon of the Act requires them 
to submit separate returns to the Centrai Government and 
those provisions, will now be deleted. ' 

I have Teferred to the more Important of the amendments 
Included In the Bill and I have also referred to an amendment 
which we propose to bring In at the Select Committee stage. 
There are one· or two other amendments which occurred to us 
and we shall take the opportunity of bringing them forward. One 
such relates to the powers which a Deputy Governor may be 
authorised to exercise In the absence of the Governor. Before 
the nationaliaation of the Bank this was taken care of by the 
general regulation and there was a ptW,islon where by, In the 
absence of the Govemor, a· Deputy Governor duly nominated 
by him was authorised to transact all the usual business of the 
Bank which might be transacted by the Committee ·of the 
Central Board. Tttat power is missing. at the moment from the 
present Act, whereas the necessity for the Deputy Governor to 
exercise such powers continues. especially in the absence of 
the Governor out of India on ~!»usinais. 'Which· is apt to be 
for fairtv long periods. l'herefOre we consider it necessary th8t 
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provision should be made in the Act to enable the Governor to 
delegate to a Deputy Governor the powers vested in him under 
the Act. I am afraid .that was an omission which should have 
been noticed when the nationallsation measure was being 
conal_red. 

Then the other amendment which we wish to propose to the 
Select Committee is in respect of the return under section 42 
(2). Since the Bill was draft&d it has been represented that the 
period of two days whlctl is prescribed for the aubmlssion of the 
returns involves unnecessary expenditure on the part of banks 
In obtaining telegraphic Information from their branches. It la. 
therefore proposed that the period should be altered to five 
days and in order to provide for the special dltflculties of .any 
bank owing to 'the geographical position of Its branches a 
provteo ahould be added allowing extension of the period in 
special cases to ten days. 

That, Sir, covers most of the important amendments. I am 
lOrry that thla Bill was printed before a wish wu expreued In 
the HOUse that there shOuld be notes on cllU ... and· that Ie 
why I have taken lOme care to explain' the more Important 
clauees In lOme detail. In future of course all such BIlII will be 
accompanied by the uaual notea on clau .... 

"Brick-bats at the Reeerve Bank and bouquetl at me have 
been thrown during the course of the discussion and in my 
opinion they are both unmerited and undeserved. So far as the 
administration of the Reserve Bank i, concerned. I would 
refer the House to a talk I gave before the GokhaIe Memorial 
Institute In Poona which Is obtainable tram them; It contains a 
very ~Iaborate account of what the Reserve Bank has done for 
the country during the period of 13 years, which that talk 
covered. I claim that the Bank has done well by the country and 
Is an institution which It should be proud of, although It is 
always helpful to nave constrtictlve criticism In regard to the 
way in which the Reserve Bank Is discharging Its functiona. 

I think the plan I propose to follow la to deal with. the 
" Continuing the speech on 20 November,1850. 
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~ular sections of the Bill about which observations were 
made. I come to the proposed amendment to section 17 (2) (b), 
that is to say, the question 01 the lengthening of the period from 
nine 10 twelve months. ~ think it would be helpful if I read that 
.eection: 

Among the Kinds of business which the bank is authorised to 
transact are: 

"the purchase. sale and rediscount of Bills of exchange and 
promisory notes, drawn (and payable in India) and bearing 
two or more good signatures, one of wbich shall be that of a 
scheduled bank, (or a State Co-operative Bank) and drawn 
or issued for the purpose of financing seaso Ral agricultural 
operations or the marketing of crops, and maturing within 
nlne months from the date of such purchase or rediscount, 
exclusive of days of grace;" 
Therefore, this period of nine months which it is now 

proposed to extend to twelve months refers to the period that 
must elapse after the purchase, sale or ra-discount of the Bill 
by the Reserve Bank. It does not necessarily limit the period for 
which the original bank, that is to say, the commercial bank 
gave the accommodation. Prof. Ranga is quite right when he 
referred to the amendment which w8$ proposed in 1934 by 
Mr. T.N. Ramakrishna Reddy and at that time the point made by 
Mr. Reddy was that for a crop like the slJlllrcane crop twelve 
months was a more suitable period than nine months. He said 
then that the cultivation of the crop takes ten months and th~n 
the milling or tuming into jaggery takes another two months 
~d, therefore, he thought that fina'lcing o"f the sugarcane crop 
required twelve months' period especially in view of the fact 
that the sugarcane industry had just been the recipient of 
protection. Now at that time, Sir George Schuster gave the 
answer that nine or twelve months is not necessarily the period 
for which the commercial bank makes the advance, and that 
answer still holds. It may be that the lending bank requires to 
re-imburse itself after three or four months, in which case, now, 
with this twelve months, it will be 16 months. So far as the 
sugarcane tr9P Is concemed, t believe there are very elaborate 
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financing arrangements in the main growing area, that is, in the 
Uttar Pradesh, and in the Deccan most of the sugar mills have 
their own plantations and therefore there is not the same sort of 
problem of finance, so that we might say that circumstances 
even have changed in regard to sugarcane; and in any case, 
for the consideration that I have pointed out, it' does not seem 
necessary to raise this further from twelve months to a much 
longer period. That does not, of course, rule out the 
consideration of any amendment that Mr. Ramalingam Chettiar 
may bring at the Select Committee stage. 

* * * 

Then, you, Sir· wanted some assurance in regard to the 
second proviso to section 17 (8) which is now proposed to be 
deleted. It is probable that the restrictions were intended 
originally to act as some kind of check on excessive financial 
assistance by the Reserve Bank to the Government but the 
conditions in those days were very different. In the first place 
the 'Government itself was not our own hational Government 
-and secondly the bank was a separate chartered body_Now 
those things have changed and both of them, that is to say the 
Government and the bank are very much aware of the eco-
nomic consequeJlces of any excessive use of this sort of power 
that you have in mind. So far as the mechanics of the thing are 
concerned, also there has been a Change, that is, on the one 
hand the accumulation of sterting balances and on the other the 
size of the cash balances of the Government. While these 
factors exist, it is possible, if Government were inclined to do so 
and the bank were agreeable, to have resort to inflationary 
finance without Infringing the present section, namely 17 (8). 
Tha reason is that sterling securities now occupy a very much 
larger proportion of the total assets than was considered to be 
probable when the Reserve Bank of India Act was passed. This 
kind of limit, I think, will be effective with the other kind of limit 
In section 33. That is to say, 40 per cent. of the assets of' the 
Issue Department must be held in gold or sterting securities. 

"Plot. H.G. Aanga. 
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So, in the existing circumstances, this provision is bound to be 
left high and dry and if there is no recognition on the part of 
Government or the Reserve Bank of the dangers of inflationary 
finance, another remedy must be found, which is criticism in the 
House. I am assuming that the House is well awar:e of the 
dangers of such inflationary finance. If, on the other hand, the 
House were to take some other view, then, I have no doubt, 
that they will find the means of imposing their will on both the 
Government and the Bank with whatever consequences that 
might follow from the economic angle. So at the moment, this is 
a somewhat otiose kind of provision and it acts as a sort of 
practical inconvenience to the Bank in what has assumed 
Increasing importance in the management of the money market, 
namely, open-market operations of the Bank. The Bank is 
constantly buying and selling. and altering its investment 
portfolio wlh an eye to regulate the money market and it is not 
always open to the Bank to choose the kind of securities that 
are offered to it. Offers come to it and sometimes on general 
grounds the Bank comes to the conclusion that it is desirable to 
buy or sell. This kind of operation is hampered in a minor way 
by this provision. 1t is true that when they are faced with a 
difficulty, they interchange securities between the Banking 
Department and the Issue Department or between the Banking 
Department and the Government's Cash Investment Account, 
which is a separate portfolio of securities. So, it has been 
possible to carry on in the face of this second proviso. But, as I 
say, it is a minor inconvenience. The Reserve Bank thinks and I 
agree with It, that we might take the opportunity of removing 
this minor Inconvenience In the management of open market 
operations. That is all the significance that attaches to this 
overall limit. 

The other part of It Is liquidity. Now, the House is aware that 
It has invested the Reserve Bank with very extensive powers 
over the whole· of the banking ay8tem and it seems unnece-
aaary to put fetters on the controller Itself. If the Reeerve Bank 
18 worth anything at all, they may be expected to take care of 
this conalderatIon namely, that ItIInveatment portfolio should be 
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kept in a fairly liquid condition. I do not think it is necessary that 
the House should take this view of excessive caution and insist 
on the retention of the security provisions. 

The only other section which was referred to in the debate 
and which is included in this Bin-I will come to agricultural 
credit later-is this clause which seeks to amend section 42. 
Mr. T.T. Krishnamachari thought that there was a certain 
amount of overlapping· between this and the. Banking Act and 
he wondered whether some kind of comprehensive measure 
could not be devised which would bring all this together. That is 
a very long range plan. May be that later on circumstances may 
arise which make a course of this kind necessary. But, at the 
moment, I should think there should be no objection to this 
amendment being carried out. On the factual side, I think the 
Banking Act provides for information being called from 8.anks 
whereas this particular section prescribes a return, a very 
important return which is connected very intimately with the 
control of the Reserve Bank over the scheduled banks. 
Therefore, I hope the Select Committee will agree to his 
particular proviSion in the Bill. 

I think I have dealt with most of the matters that arise directly 
from this Bill, except perhaps the point regarding personnel. 
The principles enunciated that there should be no political 
influence in appointments of this kind. are unexcep-
tionable. So far as the present management is concerned, in 
spite of the somewhat critical observations made, , make bold 
to say that I have confidence that the monetary credit of the 
country and the other functions which the Reserve Bank has to 
discharge are safe in their hands . 

• • • • 

I now tum to some of the general matters which were 
referred to in the course of the debate. I shall first touch upon 
the charge that the Reserve Bank has not come to the 
assistance of scheduled banks In any adequate manner. 
In considering this question it. is necessary to have 
some historical perspective. The Reserve Bank of 
India was established in 19~ and, so to speak 
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inherited a banking system, the pattern of which had been 
created before its coming to birth. At that time the Reserve 
Bank of India Act gave it very restricted powers relating to the 
control of scheduled banks. Indeed, even the form of return 
which was prescribed by section 44 was, as I have pointed out, 
very meagre. It was realised by the Reserve Bank that if it was 
to discharge its responsibilities in the matter of the control of 
scheduled banks, 1t required a wide extension of its powers and 
accordingly a Bill was framed soon after the beginning of the 
war. Then. owing to the vicissitudes of the war and its 
preoccupations, it proved impossible for the Government of the 
day to promote this measure, and it was only recently that the 
necessary legislation, altered considerably in the meanwhile, 
was passed. The very fact that that measure provided for 
extensive powers of control to be exercised by the Reserve 
Bank proves that the House recognised that the pow.ers in 
existence before were inadequate. This is really the answer to 
the point made by Shri Rohini Kumar Chaudhuri that while the 
Reserve Bank was in possession of all the facts, it failed to stop 
the rot. Within the limits of such powers as it had, the Reserve 
Bank has done all that it could first to control the man/llgement 
of the scheduled banks and to extend to them such assistance 
as the law permits it to extend or permitted it to extend. But all 
the time, the bank laid emphasis on this fact that it would only 
be able to assist those banks whose management was 
reasonably sound. The reason for this is obvious. If a bank is 
badly managed and is in trouble then it is of no avail for the 
Reserve Bank to extend any assistance and jeopardise public 
money. At best it means that some depositors get favoured 
treatment and get out, while the others are left to bear the full 
incidence of the diminution in the value of the assets of the 
bank. It is recognised that during recent years banks have 
come into difficulty as a result of causes beyond their control. I 
refer to the partition and its aftermath. Now, those are 
emergencies which it is not in the power of the Reserve Bank 
to cope with. And actually in connection with the affairs of the 
banks affected by partition a special measure had to be passed 
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by Government. With the scope of its own powers. I 
believe the Reserve bank has gone to the uttermost 
limit in giving succour to scheduled banks. It also promoted the 
amendment of section 18 in. order to widen the scope of the 
assets which it could take over from a bank in trouble. Actually 
the experience of the Reserve Bank has been that even where 
a few unsound banks have been helped. they have gone to the 
wall. and that shows very clearly the limitations that naturally 
exist on the powers of the Reserve Bank to help scheduled 
banks in distress. I do not think we could devise any.legislative 
provision which will ensure for ever that loss to depositors will 
be avoided. The only way of minimising the loss to them is to 
ensure fliat the banking system of the country is in good heart. 
In deating with this matter. I do not propose to deal with a few 
individual cases which were referred to during the course of the 
debate. as I have not the relevant materials affecting those 
particular banks, apart from the fact that some of them were not 
named. Shri Krishnamachari referred to the possibility of 
devising some kind of deposits insurance system in this 
country. This mattet has been considered by the Reserve Bank; 
but they found that it would be practically very difficult to 
institute any such system unless banking standards in the 
country are first improved and made a little less unequal. It is 
only then that the burden of such insurance can be spread 
evenly over the banks in the country. Shri Krishnamachari also 
referred to the "Award" in the banking dispute of the Industrial 
Tribunal. Some of us view the possible effects of this award 
with some concern, and we have requested the Reserve Bank 
to examine how this award would affect the. fortunes of some 
representative banks. We shall give the malter our earnest 
consideration after we have received the report of the Reserve 
Bank on this matter. 

I think I might at this stage-although it is somewhat out of 
line with the subject that I have taken up-refer to the point 
made by Mr. T.T. Krishnamachari regarding the inconvenience 
caused to the banks and other investors by the fall in the 
values of Government securities. I am sure he does not expect 
me to make any statement in· regard to the intentions of 
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Government about the interest rate or the structure of money 
rates in general but I would request him to bear this fact in his 
mind: and that is that the open market operations of the 
Reserve Bank are limited by the finance available to them, if 
they are not to encourage inflation. It is always possible of 
course to put a floor under Government securities by 
continued purchase but a time comes when the cash in the till 
runs low. When that situation arises the only way in which the 
Reserve Bank can support the money market is by expansion 
of currency. 1 think the House will realise the dangers in the 
Reserve Bank following such a course. 

I next tum to the relations of the Reserve Bank with co-
operative banks. I am grateful to Mr. Chettiar for the re-
cognition he has given expression to of the assistance which 
the Reserve Bank has been extending to co-operative banks. I 
should like to quote some figures here which are, I think, 
relevant and which answer in part the question that was asked 
by Ch. Ranbir Singh. Here are the figures relating to advance 
to scheduled banks and co-operative banks under section 17 
for the four years 1946--49. 

In 1946 the advances to scheduled banks amounted to 
Rs. 2,469 lakhs and those to co-operative banks 33 lakhs. 
That was the first year when some concessions were being 
introduced in regard to co-operative banks. In 1947 the 
advances to scheduled banks amounted to 308 lakhs and 
those to co-operative banks amounted to two lakhs. In 1948 
the advances to scheduled banks were 2,202 lakhs and to co-
operative banks 122 lakhs. In 1949 the advances to scheduled 
banks amounted to Rs. 3,561 lakhs and to co-operative banks 
it amounted to 616 lakhs including 224 lakhs at 1112 per cent. I 
think it would be realised that the assistance which the 
RMerve Bank has extended to co-operative banks is on an 
increasing scale. Ch. Ranbir Singh asked how much of this 
has reached the cultivator. I should say all of it has reached 
the cultivator. 
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The loans are at first advanced and the documents passed 
on to the provincial bank and the provincial bank obtains the 
advances from the Reserve Bank. I cannot see any reason 
why the co-operative bank should not pass on the concession 
to the cliitivator. 

The only addition that is made by the provincial bank is the 
addition which represents their administrative expenses. I 
believe Mr. Chettiar said that administrative expenses came to 
2112 per cent which is added to the rate of interest 1112 per cent. 
This resultant rate is still very reasonable. Even if it is six per 
cent, it would still be a reasonable rate. -

Before I come to the general question of agricultural credit I 
should like to dispose of very briefly the criticism that was 
levelled at the Imperial Bank and certain suggestions that were 
made regarding its nationalis~tion. I have here to refer to the 
answer that was given by Dr. John Matthai on 1 February, 1949 
in answer to a question by the Deputy-Speaker, Shri Anan-
thasayanam Ayyangar. The question was: 

"(a) Will the hon. Minister of Finance be pleased to state 
what steps Government are taking to nationalise the Imperial 
Bank of India? 

(b) Do Government propose introdUCing legislation for this 
purpose during the current session of the legislature?" 

The answer was:-
"I would refer the hon. Member to the reply given by my 

predecessor to Shri Mohan lal Saksena's short notice 
question on 4 February 1948. In the light of the examination 
of the technical questions referred to and in view also of 
possible repercussions on the investment market and of the 
existing unsettled economic conditions in the country, 
Government consider that it is not feasible to proceed at 
present with the natlonalisation of the Imperial Bank of 
India." 
I may add that I am in complete agreement with this view and 

I am quite convinced that it is not in the best economic interests 
of the country to attempt any such measure. 
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That still leaves the question what action is to be taken. In 
this regard certain suggestions have been made by the Rural 
Banking Enquiry Committee and together with their other 
recommendations they are under the consideration of the 
Government. As a matter of fact the Reserve Bank of India has 
been asked to forward their own recommendations and I expect 
that the matter will come up before them at their next meeting. 

My friend Mr. B. Das, for whose sincerity of purpose and 
parliamentary experience I have great regard, poured vials of 
wrath on the Imperial Bank. He reminds me of an old warrior 
who when recounting old tales of heroism lashes out at 
phantom. enemies. I feel that he has allowed his feelings to 
outrun hiS sense of fairplay and justice. Whatever might have 
been his causes of grievances originally, I think circumstances 
have changed very considerably. 

I believe that quite a substantial portion of the shareholding in 
the Imperial Bank is now owned by Indians and the process of 
lndianisation of the staff is going on apace and in a few years' 
time we hav~ reason to believe that there would be hardly any 
non-Indian officers left. I think it is a very fine instrument of 
banking, technically considered, and it is going to be amenable 
to our control as the years pass by. It seems prejudicial to our 
own interests to take any hasty action which will impair the use 
of that instrument. In the banking system of the country I think 
the Imperial Bank forms the backbone and it is in our interests 
to see that nothing is done to impair the value of that leavening 
in our present banking system, especially as we are making 
attempts to see that banking is consolidated on sound lines with 
the help of the new Banking Act. 

There is one more point I should like to deal with and that is 
the one made by Shri Pannalal. He was afraid that if clause 9 is 
enacted then the Imperial Bank would be our agents throughout 
India, including Part B States. Well, the House is aware that the 
Rural Banking Enquiry Committee have made certain recomm-
endations and the matter is still open. It is therefore our 
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i{'1tention to move a sUitable amendment at the Select Com-
mittee stage. We would propose an explanation that~-

"The expression 'at all places in the States where there 
is a branch of the Imperial Bank of India' .. appearing in 
paragraph I of Schedule One, shall mean, 'at all places in 
Part A and Part C States where there is a branch of the 
Imperial Bank of India' provided that it may be extended to 
include such places in Part B States as may be notified by 
the Central Government". 

The effect of this will be to keep the matter open till. full 
consideration is given to it. 

Lastly, I shall deal with agricultural credit. As the back-
ground, I would like to refer to the Second Statutory Report of 
the Reserve Bank of Inaia, Ohapter IV, in which they have 
explained certain general principles. They deal there with -the 
criticism-which was made yesterday-that the Reserve Bank 
does not place unlimited credit at the disposal of agriculturists. 
They have explained how the Reserve Bank is a banker's 
Bank and how the Preamble of the Act requires it to secure 
the monetary stability of India, and· generally to operate the 
currency and credit system of the country to its advantage. 
The Report points out that the Bank holds the cash resources 
or the fluid reserves against deposits of all the important 
bankS. At one time-at the time of report-these balances 
formed by far the largest portion of the working capital of the 
Bank. That is not so today as there are various other deposit 
liabilities which are greater than this particular item. The report 
then goes on to say--

"This being the main origin of the resources of the 
Reserve Bank, it will be easy to understand why it has to 
be the banker's Bank in an emergency and not the ordinary 
financing agency. The funds which Scheduled Banks are 
compelled to keep with it so that the entire pool may be 
available in times of emergency, cannot be locked up by us 
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in forms of business which the Scheduled Banks themselves 
would not undertake on account of the risk, the length of the 
period, the lack of liquidity or other reasons." 

I shall not weary you by repeating what appears in this 
Chapter, but I would again eamestly request the House, and 
especially the Members of the Select Committee, to read this 
particular Chapter before the Committee meets. 

Now, that does not mean that we don't recognise that the 
problem exists-and exists in a serious form. How serious it is, 
it is not possible to say on account of the general lack of 
statistics from which we suffer in this country. The House will 
recollect that during the debate on the Industrial Finance 
Corporation, at one time one of my predecessors thought that 
the solution would lie in the setting up of a separate central 
agricultural finance corporation. Well, we have consulted the 
Reserve Bank and they have pOinted out various reasons why 
this course would not be practicable. The main reasons are that 
many Committees and Commissions which have gone into the 
matter have come to the conclusion that such an institution 
should be established in the Provincial sphere. The Gadgil 
Committee in 1946, for instance, recommended the establish-
ment of the Provincial Agricultural Credit Corporation. It is true 
that in some other countries there are central institutions of this 
type, as for instance England, Eire., U.S.A., Canada, Australia, 
and so on and so forth, but it is felt that the conditions in these 
countries differ very widely from our conditions. The principal 
difference being that ours is a very small-scale farming anC) that 
the units with which the central organisation would have to be 
in touch would be far too numerous to allow of effective 
administration and supervision. Then short-term finance will 
really fall outside the purview of the central institution as the 
central institution will find it physically impossible to offer these 
facilities to numerous agriculturists scattered over a vast area, 
and such facilities should generally be within, as far as 
possible, the exclusive jurisdiction of co-operative institutions. 
Some, Provincial Govemment were indeed apprehensive 
that even a Provincial Agricultural Finance 
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Corporation would seriousty compete with tne co-operative 
movement whiGh is just getting into its stride. Anyway, the note 
prepared by the Reserve Bank was circulated to State 
Governments for their opinion. 

Some opinions from State Governments have been received. 
The House might be interested to know what they are. Bombay 
and U.P. agreed that agricultural credit should be organised on 
a Provincial, that is to say State, basis. BOmbay further 
considered that the existing co-operative agencies should be 
employed for the purpose. And I may add that they have taken 
some active steps to that end. Then Punjab, Bihar and Orissa, 
while' agreeing that Provincial institutions would be more 
appropriate, consider that the establishment of Provincis.1 
institutions would be ruled out owing to difficulties in raising the 
required funds. 

Then, Assarft on the other hand favours an all-India agricul-
tural finance coll'Ol"cttlon for the· purpose of granting loans to the 
Assam.Co-operatn;$. Apex Bank at a very low rate of interest. 
West a.tngal considers that as finance corporations fall within 
the Uniorr Legislation-Entry 43 of Se\l8nth Schedule--the 
State Government was not competent to establish financial 
corporations. So they have got rid of the responsibility by 
reference to. the provisions of the Constitution. 

Well, alii can say at this stage is that Government are giving 
thought to this matter. These are the only replies that have 
been received. 

I personally agree with the view expressed that this is not a 
matter which can be handled through a Central agricultural 
credit institution and that the Centre and the States and the 
Reserve Bank must get together and see how this matter can 
be furthe~ and what difficulties there are in the way of 
establishing such institutions and what part either the Centre or 
the Reserve Bank could, in consonance with the general 
responsibilities, play in the matter. 

One must not forget that a war was being fought in 1939--45 
and that the war did "make a difference' to this problem of 
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agricultural finance. I think as a nation we have a rather long 
memory and I believe that our views in the "atter are cbloured 
by what happened during the depression when credit was really 
a very acute matter. During the w$r years I believe· the. 
outstandings of the co-operative movement were considerably 
reduced. 

And indeed during the last three years there was the problem 
before the co-operative movement of how to use their surplus 
reserves. I am not denying that the problem still exists, but It ·Is 
really not of tliat acute form that some members seem to 
imagine. 

Well, I think I have dealt with nearly all the points of major 
importance that were raised during the course of the debate 
and I have .,SO dealt with the specific clauses which are 
proposed to be amended here. Now, I recommend my motion 
to the House·. 

-The moIIon was 1dopIed. 



I beg to move: 

9b 
Reserve Bank of India 

(Amendment) BUI* 

"That the Bill further to amend the Reserve Bank of India 
Act, 1934. As reported by the Select Committee be taken 
into consideration." 

Before coming to the main features of the amendments made 
by the Select Committee, t should like to take this opportunity of 
expressing my appreciation of the valuable assistance given by 
the members of the Com"'ittee towards improving the Bill. 
Although this is not reflected in the Select Committee's Report, 
the discussions ranged over a wider field than was strictly 
necessary 'for the purposes of the Bill and touched upon such 
topics as the Mure of the Imperial Bank or the better 
organisation of rural credit. I shall refer briefly to these topics a 
little later 

As I explained on the last occasion the objeC1.s of the Bill 
before the House are of a limited character, namely, to effect 
certain amendments to the Reserve Bank of India Act which 
have become necessary in view of the changed constitutional 
position, particularly by the financial integration of part B States, 
and in view of the experience gained by the Reserve Bank in 
thp course of its' operations. The Select Committee, while 
keeping these considerations in mind, have made several 
improvements in the Bill.' Changes of substance proposed by 

"L.s. Deb., 20 February, 1951, cc. 3219-3225; 27 April, 1951, CC. 7629-7632, 
Motion for consideration 01 Bill u repo/1ed b't Select CommIttee. 
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them nave been explained in the Report of the Select 
Committee and I shall confine my remarks to the more 
important of these changes. 

The first important change made by the Select Committee is 
with regard to clause 8(2) of the Bill extending the usance of 
,eligible agricultural paper under section 17(2) (b) of the Reserve 
Bank of India Act, from twelve months as proposed in the Bill, 
to 15 months. The consenslJs of opinion in the Committee was 
that while a period of twelve months was normally sufficient for 
the purpose of financing seasonal agricultural operations or the 
marketing ·of crops, certain crops such as sugarcane required a 
longer period to mature and that It was therefore necessary that 
the Reserve Bank should be empowered to discount bills 
having a maturity up to 15 months. As I already pointed out in 
making ~y motion for reference of the Bill to the Select 
Committee, the period is not intended to cover the entire phase 
of agricultural operations, that is to'say from the purchase' of 
seed and manure and tilling of the land till tille crop is finally 
marketed, but only for the period the finance is required from 
the Reserve Bank. However, In order to meet the possible 
special requirements of certain crops, the maximum period h~ 
now been extended to fifteen months. As now proposed to be 
amended, I trust that Section 17 (2) (b) of the Reserve Bank of 
India Act will prove to be of further usefulness in making 
finance available from the Reserve Bank to the co-operative 
movem6nt for seasonal agricultural operations. I may mention 
in this connection that the Reserve Bank of India rediscounts 
agricultural bills for the state co-operative banks at thA very low 
rate of discount of one and a half per cent. 

The next important change made by the Select Committee is 
with reference to Clauses 8, 9 and 10 of the Bill. Under Article 
283(2) of the Constitution, it has been provi~ed that the custody 
of the Consolidated Fund of a State, the payme~t of moneys 
Into such funds, the withdrawal of moneys therefrom, the 
~ of public moneys other than those credited to such 
funds received by or on behalf of the Government of the State, 
their payment into the public account. of the State and the 
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withdrawal of moneys from such account and all other matters 
connected with or ancillary to matt&rs aforesaid, shall be 
regulated by law made by the Legislature of the State and until 
provision in this behalf Is so made shall be regulated by rules 
made by the. Governor or Rajpramukh of the State. The 
Committee had to consider clauses 8 and 9 of the Bill as 
originally introduced in the light of this Constitutional position. 
Since the existing position in regard to Part A States is that 
under the present law the custody of their cash balances and 
the banking transactions are entrusted to the Reserve Bank and 
are governed by agreements entered into between them and 
the Bank, the Committee have amended clauses 8 and 9 of the 
Bill so as to confine the operation of Sections 20 and 21 of the 
Reserve Bank of India Act to Part A States and thus continue 
the existing position. As regards Part B States, the Committee 
considered it advisable in view of the provisions of the 
Constitution, that the terms of their banking transactions with 
the Reserve Bank should be left to be negotiated between the 
Bank and the Govemment of the relative Part B States, and 
have inserted a new clause 10 authorising the Reserve Bank to 
transact the banking business of the Govemments of Part B 
States on agreement with them. I may mention in this 
connectiol'! that the entire question of treasury arrangements in 
part B States was recently examined by the Rural Banking 
Enquiry Committee appointed by the Central Government and 
the recommendations of the Committee are now being 
examined by the Govemment in consuttation with the Reserve 
Bank. 

I should, at this stage, like to refer to the discussion in the 
Select Committee with regard to clause 13 of the Bill. The 
Committee felt, while· approving the substttution of the tenn 
"sterling securities" by "foreign securities", that the existing 
provisions of Section 33(6) of the Act were too wide and that a 
suitable amendment to the section should be promoted in 
consultation with the Reserve Bank. Section 33(6) of the Act 
provides that "foreign securities" which may be held as part of 
the assets of the Issue Department of the Reserve Bank shall 
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be securities of the following kinds payable in the currency of 
any foreign 80untry which is a member of the International 
Monetary Fund. I need not quote air that. It takes into account 
(~) balances at the credit of the Issue Department with the 
Bank which is ttle principal currency authority of that country or 
if there is no such Bank with any bank incorporated In that 
foreign country. 

The point was made in the Committee whether the types of 
securities which may be held by the Issue Department of the 
Reserve Bank should not be defined In greater detail. My object 
in referring to the section Is that the matter is somewhat 
complicated and involves a question of principal which has a 
bearing on the operations of the Reserve Bank .. So we decided 
that the matter should be examined in consultation with the 
Reserve Bank and a suitable amendment should be promoted 
later if conSIdered advisable. Sometimes It may happen that 
exchange Is paid in the Banking Department and then some of 
it may have to be transferred to the Issue Department so that 
the Banking Department camot accommodate that. So the 
question has to be examined somewhat more carefully. 

I shall now come to the changes made by the Committee in 
clause 14 of the Bill relating to the weekly returns to be 
submitted by the Scheduled Banks under Section 42 of the 
Reserve Bank of India Act. The main. change made by the 
Committee in the clause is the extension of the period 
prescribed for the submission of the returns from two working 
days to five days. That was in response to the representation 
made by the Indian Banks Association that that period was 
found In practice to be too short and inVOlved avoidable 
expenditul'ft for the banks by way of telegraphic charges for 
obtaining the necessary information from their branches. In view 
of this consideration and having regard to the fact that the Bill 
proposes to enlarge the scope of the return$ by calling for 
additional information relating to inve8tments, money at call and 
short notice and balance with banks the Committee proposed 
1haa"-'the period should be extended to five days to enable the 
Banks to ~n Information from their branches by post At the 
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same time In order to obwtBle the difficulties which any 
particular bank might experience owing to the geographical 
position of Its head 'office or branches, It was provided that a 
provisional retum may be submitted within five days, pending 
the submission Of the final retum within ten days from the 
period to which it relates. It is hoped that the fuller information 
that will be available will·compensate for the delay, if any, in the 
submission of the Fetums by banks under the proposed 
amendment. At present,' the weekly return of the ScMduMd 
Banks relating to a particular Friday is usualJy published on the 
succeeding. Friday, and ordinarily, it should be j)OSSlble to 
continue the present pra~ even after the proposed 
amendment is R8SS8d. It is therefore aimed at the exceptional 
rather than the general case. 

As a result of the discussions of the changes proposed to be 
made In section ·42(2), the SeleCt Committee have made an 
amendment. in sectIon 44 of the Ad which relates to the 
submission of return, by State Co-operative Banks. At present, 
the power of the Reserve Bank to call for returns from State 
Co-operatlve Banks Is restricted only to such of these Banks as 
have transaction with the Reserve Bank under Section 17 of Its 
Act. The Committee thought It deSIrable that the Reserve Bank 
should be empowered to call for returns from' all State C0-
operative Banks whether they have transactions with the 
Reserve Bank or not, and'therefore a new clause 15 has been 
added. 

I now come to clause 17, which continues the present 
position of the Imperial Bank as the so,le agent of the Reserve 
Bank In Part A and Part C States. As I said before, the whole 
question of treasury arrangements In Part B States was recently 
examined by the Rural Banking Enquiry Committee' and their 
report Is being considered by Government In conS!Jltatlon· with 
the Reserve Bank. But until a decision Is taken, obviously the 
existing arrangmentS would continue In ParI' B States, and. In 
the meantime the right of the Imperial' Bank to ba. the 801e 
agent df the ReServe Bank will be confined to Part A and 
Pari eStates. 
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Lastly I would invite the attention of the House to the 
reference I made In my speech on 21 November, 1950, to the 
need for amending section 7(3) of the AI;t to enable the 
Governor to delegate·to a Deputy Governor the powers vested 
in him under the Act. I did not, how~ver, move any amendment 
at the Select Committee stage on the ground that the poWers 
which vest in the Governor under section 7 were chaHenged in 
the Bombay High Court in connection with the affairs of the 
Exchange Bank of India and Africa (in liquidation). That case 
has since been decided by the Court on the basis of a 
comp.romise and I think it would be best if we now carry out not 
only the amendment regarding the delegation of powers to the 
Deputy GovernOr but also remove the ambiguity regarding the 
Governor's position and make it unequivocally clear that the 
Governor has full power to decide whether a special occasion 
as contemplated under section 18(1) has arisen, making it 
necessary or expedient for the Governor to act under that sub-
section for the purpose& of regulating credit in the interests of 
Indian trade, commerce, industry and agriculture. That sub-
II8CtiOn, it may be recalled, was amended by the Reserve Bank 
NationalizatIOn Act, 1948. Before the amendment, that sub-
section provided that the formation of the opinion under section 
18 could be done by the Central Board or by a COmmittee of 
the Central Board or by the Governor, if the powers are 
del89,ated to them by the Central Board, which was the case 
under the· regulations then in force. Sub-section (3) of section 7 
which was Introduced under the Nationalisation Act, 1948, was 
irrtended to vest the Governor with full powers to transact all the 
business of the Bank which was transacted by the Central 
Board and at that time it was thought that the functions under 
section 18(1) would also be available to the Governor, even 
after the Centraf Board was brought into existence. Indeed my 
predecessor contemplated Introducing an amendment In· order 
to make a consequential change In section 18(3), but he did not 
move It as he thought that U. law was clear enough in the 
sense mentioned. Unfortunately; an ambiguity did. remain Which 
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became apparent only when the interpretation was challenged 
in the court. I" am therefore going to move an amendment in 
order both to amend section 7(3) and1T1ake the consequential 
change in section 18( 1) so that the Governor could, In the case 
of an emergency exercise, as he must, the powers under 
section 18(1) without waiting for a meeting of the Central Board 
being convened for the purpose. It is also intended that the 
amendments to section 7(3) and section 18(1) should be 
retrospective from 1 January, 1949, that is the date from which 
the original amendments to section 7 were effective. 

Certain other minor amendments, more or less of a 
consequential nature, will also be moved when the Select 
Committee's report is taken into consideration. 

So far as the Bill is concerned, that is all that I would nave to 
say. 

There are only two other points which I would like to refer to. 
One Is that in connection with the Imperial &Ink cI India we ... 
now received the- recommendations of the Reserve BeAk 8nd 
after we are free of our immediate preoccupations it Is our 
intention to examine them and to see what kind of amendment 
Is called for in the Act relating to operations of the Imperial 
Bank. As regards the other question which is in a sense 
connected, at least In the minds of some people, namely the 
organisation of agricultural credit, at my instance the Reserve 
Bank had called a conference which I think has met now. 

It includes a large number of people who ought to know 
something about rural finance. It has particularly experts from 
Madras and Bombay, because I thought the idea was that if the 
Reserve Bank studied the problem with particular reference to 
eome States then their conclusions could be extended with 
necessary modifications to other parts. The Chairman of the 
conference was Prof. O.R. Gadgil who, it may be remembered, 
W8I Chairman of the Rural Credit Enquiry Committee. Then It 
contaIna Shri Manllal Nanavati, President of the Indian Society 
of Agricultural Economics, who had been a Deputy Governor of 
the Reserve Bank and Is a .Director now. Shri Ramalingam 

16Q.S-19 
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Chettiar, Shri Saralya Chairman of the Bombay Provincial C0-
operative Bank, and (l large number of other peopl&--about 
fourteen or ftfteen. Their terms of reference also are very wide. 
I shall be looking forward to the recommendations of this 
Committee with gr:eat interest and it may be then that we sha!1 
be able to hammer out something in the direction of organising 
rural credit. 

On the last occasion· I was replying to the debate on the 
rnGtion for consideration 8fId I had said that I wished to make a 
few more observations before I conctuded. Those observations 
were in regard to the limitations which exist in the way of the 
Reserve Bank extendi .. agricultural credit. One of the charges 
\fhtch have been levetleCI against the Reserve Bank is that it 
haS to assist agricultural credit by direct monetary help and 
frOm the trend of the c:rIticism I feel that it must have been 
expected that the Reserve Bank would be able to extend this 
agrIculturat credit to an unlimited extent. This subject has been 
covered in the Statutory Report of the Reserve Bank under 
aectIon 55(1) which was Issued sometime in 1936 or 1937. I 
would like to refer to some portions of it which remain as true 
today as they were then. The Report makes reference first to 
the Preamble of the Reserve Bank Act which says that the 
Bank was established to regulate the issue of bank -. 
keeping of reserves with a view to securing monetary stability 
and generally to regulate the currency and credit system of the 
country to its advantage. As one of the essentiat measures of 
enabling the Reserve Bank to maintain control over the banking 
IlrUcture of the country, the Act compets all banks with a capbaI 
and reserves -of As. 5 Iakhs and over, to keep 2 per cent Of 
their time Habilltles and 5 per cent of their demand liabilities with 
the Reaerve Bank. The Bank thus holds the cash reserves 01' 
the everyday reserves against the depoaits of atl the Important 
banks, and the funds which the scheduled banks are compelled 
to keep with the Reaerve Bank are to be made available In 
..... of emergency. It Is, therefore, not possible to lock them 

eOoflllrUlg till ,. on U AprIl, '85', to the debate on the COIllldllalloli ""*" 01 the AeIerve BMk 01 india (AnwIdmenI) •. 
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up in forms of business which the scheduled bank themselves 
would not undertake on account of either the risk or the length 
of period, or the lack of liquidity or other reasons. That is why 
the Reserve Bank has to keep a large portion of its funds In 
hard cash and invest most of the remainder in readily realisable 
government securities and treasury bills. That is the reason why 
the business which It is allowed to undertake by the Act is 
limited to securities which are self liquidating in character. 
Therefore, it is impossible for the Reserve Bank to lend to 
agriculturists direct or to advance large sums to co-operative 
banks; or to indigenous bankers, for being lent out to cultivators 
as a matter of course. Nor can the Reserve Bank take the 
place of Government. 

So, these are the basic limitations on the power of the 
Reserve Bank in extending credit to agriculturists, and that Is 
why it has always to be done through some basic credit 
agencies like co-operative credit agencies or even commercial 
banks fdr certain stated purposes like agricultural operations or 
marketing operations. 

I shall have occasion to deal with some of the particular 
sections about which there is some misunderstanding, namely 
section 17 (4) (b), H the amendments are moved. But I would 
like to point out that for the purpose of section 17 (4) the 
schtfme is that the Reserve Bank should advance on the 
collateral of documents of title which are negotiable and 
according to the law these documents of title cannot be created 
H possession remains either with the borrower or with the 
commercial bank which first makes the loan. In either case the 
law Is such that no document of title comes into existence. The 
document of title comes into existence only H possession 18 
transferred to a third party like a warehouseman, or people in 
charge of railway warehouses who are entitled to issue railway 
receipt or bills of lading and so on. So that Is the reason why 
we cannot admit for purposes of section 17 (4) (d) any direct 
hypothecation of goods. Now It may be said that 1ft that case 
one shollid abandon the scheme of Utat particular section and 
enable the Reserve Bank to advance on the collateral of the 
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goods themselves. Now that is possible where possession can 
be easily transferreq and where the Reserve Bank is in a 
position to look after the property. That is the case for instance, 
in regard to gold and silver. There is another section just before 
this which allows the Reserve Bank to advance money on the 
collateral of gold and silver pledged to it. Now that is possible in 
the case of articles like gold and silver. But It is not possible in 
the case of agricultural produce: much less is it possible in the 
case of standing crops. In either case it assumes that the 
Reserve Bank has branches all over the country and has 
arrangements for taking care of any godds that may be pledged 
to it. That is the reason why it would not be possible to operate 
any such amendment as is contemplated by some of the hon. 
Members who have given notice of the amendment. 

There is another point that might shorten discussion. I had 
promised that I would request the Reserve Bank to send 
someone to the Assam tea districts in order to study the 
present system of financing of the tea Industry. It would be 
recalled that during the debates on 23 February, Shii Chaliha 
had urged that credit facilities should be extended to the tea 
industry with a view to enabling them to finance the purchase of 
food-grains. coal, tea, chests, etc. I had agreed that as the 
financial difficulties of the tea gardens seemed to be of recent 
origin. I would request the Reserve Bank to depute an officer to 
look into the problem and to suggest how best those difficutties 
could be resolved. I have ascertained from the Reserve Bank 
that the Govemor of the Bank has already had preliminary 
discussions with the Chainnan of the Central Tea Board and 
that the matter has also been looked into by one of· the 
economists of the Reserve Bank. The Reserve Bank is 
pursuing the matter further and instructions are being issued to 
the Department of Banking Operations in Calcutta to study the 
problem and to make a report. So that matter is in train and I 
am quite sure it will be taken care of. 

I had also referred to the Conference which the Reserve 
Bank had convened in order to study comprehensively this 
whole question of rural credit. My hon. friend Mr. Ramalingam 



133 

Chettiar was a member and he has given notice of an 
amendment which arises as a result of the deliberations of the 
Conference. They are going to institute a fact-finding survey in 
regard to rural credit and in course of time we shall finalise all 
their recommendations or follow by such executive action as is 
indicated. There also we hope to be able to promote this 
question of rural credit in a way which would be regarded as far 
more satisfactory than the House has reason to regard it so far. 

One of the amendments refers to mixed operations and so on 
and I would like to mention that among the recommendations 
which have been made by the Conference but which have not 
yet been considered finally by the Reserve Bank is a 
recommendation that the definition of seasonal agricultural 
operations and the marketing of crops should be en1arged so 
that it might include certain other items which are regarded in 
many parts as part of agricultural operations. Now that matte.-
also is being considered actively but we are not ready at the 
moment to suggest any formal amendment which could be 
incorporated in the present Bill. So, I think the House will have 
to wait till the whole issue has been carefully considered and 
then we shall be in a position to bring forward any measure that 
our decisions may call for. I have done: 

"The motion ·wu adopted. 
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Life Insurance (Emergency 

Provisions) BUI* 
"That the Bill to provide for the taking over, in the public 

interest, of the management of life insurance business pending 
nationalisation thereof, be taken into consideration". 

This Bill seeks to convert into an Act the Ute Insurance 
(Emergency Provisions) Ordinance, 1956, which was issued on 
19 January last. This was the first and preparatory step towards 
nationalisation of life insurance in this COU"try. I shall now 
explain the reasons which prompted Government to take that 
major decision. 

After reaching the decision to nationalise, Government 
considered the further action, whether any interim measures 
were necessary until Parliament discussed the relevant issues 
and passed the necessary legislation. Normally, of course, the 
procedure would have been to introduce a Bill incorporating a 
provision that transactions entered into by the management of 
companies after the date of introduction could be reopened by 
Government if it appeared that the transactions were mala fide. 
While such a provision would have been adequate for dealing 
with most other types of business, we felt that it would be 
inadequate in the case of life insurance. Our experience of the 
ways of the less scrupulous insurance management over the 
last several years had convinced us that such a prOvision would 
not prevent a serious frittering away of the assets. Insurance 
company managements would have had recourse to a number 
of ways to enrich themselves, perhaps at the expense of the 
policyholders, and may be even the shareholders. Transactions 
could be and almost certainly would have been, badc:-dated and 

-L.S. Deb., 29 February, 1956, cc 1135-1147. 
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documents manufactured to cover even misappropriations that 
might have occurred till then. Indeed complaints have reached 
my ears emanating from some managements that it was a pity 
they did not have another 24 hours in order to adjust the 
accounts. The misuse of funds is not confined to a small 
minority, as would be evident from an extract from a leading 
financial joumal which I propose .to read out. I may mention that 
the joumal is one which is strongly opposed to nationalisation 
and had in fact criticised in no uncertain terms Govemment's 
decision in the very issue from which this extract is taken. I am 
quoting now. 

"Thirdly, some businessmen who have been in the habit of 
speculation in shares with the aid of insurance companies 
under their control have been caught unawares. The practice of 
these persons has been to buy or sell shares first without telling 
the brokers on whose name the contracts are to be made. If the 
transaction resulted in a profit It was recovered in their name. If, 
however, It ended in a loss, It was entered in the name of the 
insurance company. It would appear that at the time the 
Govemment nationalised life insurance, some of these 
speculators had a long position in a number of well known 
counters or securities. As the Govemmerrt gave no time 
for them to adjust the books of insurance companies, 
Mr. Deshmukh seems to have profited by his experience of the 
demonetization ordinance. (That was many years ago.) They 
had no go but to liquidate their purchases." 

It is needless to comment on this very clear description of 
one of the well known and well established practices. But apart 
from this negative aspect, that is to say, preventing the further 
frittering away of the assets, we apprehended, and you WID 
agree, not unreasonably, that even the better type \Jf 
managements would lose interest in their companies. And 
during the period of some five to six months which might eIapae 
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between the. introduction of the Bill and nationalisation, the 
IhtereslS of Policy-holders might suffer in consequence. By 
taking over the management immediately, we fett that 
Government would be enabled to take the steps necessary to 
ensure both the normal working of the business during tt¥t 
interim period and also the eventual smooth and efficient 
integration. 

Members are no doubt familiar with some of the things we 
found out or I should say we failed to find in insurance 
companies. In the case of one company, with the head office at 
Bombay, Government securities worth probably Rs. 30,00,000 
were found missing. That was, I think, two days after we took 
over the management. Calcutta reported two cases where the 
amounts missing were Rs. 15,00,000 each. There Is a fourth 
case from Uttar Pradesh where the managing director, who is 
purported to have with him some Rs. 12,00,000 worth of 
securities ar.'Id cash belonging to the company, apparently for 
safe custody, has not yet found time to return to the head office 
or to hand over the securities. Meanwhile the police are on the 
look out in order to draw his attention to the provisions of the 
ordinance. It is true, of course, that these misappropriations 
occurred before the issue of the ordinance, but if the ordinance 
had not taken these enterprising gentlemen by surprise, I am 
not sure if attempts would not have been made to cover these 
misappropriations by ~uttlng through suitable transactions which 
would have shown a totally misleading picture on paper. In 
making this statement I am drawing upon the experience Via 
have gained from some other cases. In one case, just before 
the winding up was ordered, the manager sold Government 
securities worth over a lakh of rupees and purchased a piece of 
agricultural land for an equal amount. On further scrutiny the 
4lqutdator found that the alleged vendor had no title whatever to 
the land at any time, and in any case the land was not worth 
even a tiny fraction of the amount supposed 10 have been paid. 
In dIlOther case, Rs. 20,00,000 worth of Government securities 
were purported to have been kept in deposit with a bank. lateF 
when the lIQuidator took over, he found, not the Govetnment 



137 

aecurltles, but some shares the title to which was tar from clear. 
Incidentally, the bank where the securities were supposed to 
have been held In safe custody Md whose certificate had 
actually been produced before the auditors totally denied that at 
any time they held these securities In safe custody. In other 
words, the bank certificate had been forged. 

It was precisely to take care of such things as these that we 
had to resort to an ordinance, and even then we had taken only 
the minimum powers necessary, and all the important 
provisions incidental to natlonallsatlon we're left over for 
consideration in the life Insurance Corporation Bill. 

Since this is the first and preparatory measure, the House will 
expect me to explain, however briefly, the reasons which 
impelled the Government to take the major decisiOn, 
nationalisation. This subject had been exciting, people's minds 
for quite some time past. It had been the subject of comment in 
joumals and amongst students of economics, leaders of 
industry and commerce and persons in other walks of life. The 
one disadvantage from which these comments have generally 
suffered is that a comprehensive view of the Insurance indmrtry 
as a whole has in most cases been lacking. Often the study 
has been from the point of view of a particular company or a 
particular class of insurance imerests or has been prepared by 
an obviously academic writer divorced from the realities of the 
situation. We had an advantage in the matter in that the 
administration of the Act has afforded us an opportunity of 
taking an over-all view of the entire industry in its various 
ramifications. We were, therefore, able to appraise the point of 
view of the policy-holders, the shareholders and commission 
agents, and in fact, every Interest concemed. And this broad 
appraisal showed that life insurance today was not being 
managed either efficiently or with an adequate sense of 
responsibility. We felt that a detailed enquiry was necessary 
into the affairs of the industry as a whole with a view to 
determining the measures necessary to place it on a sound 
footing. 
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I need scarcely assure the House that we entered on the 
study with no preconceived notions and It was ~ucted 
strictly on pragmatic lines. The questions we posed to ourselves 
were: Was life insurance functioning In India In the most 
efficient manner possible so as to attract the 6avings of the 
average man to the maximum extent? If not, what was it that 
prevented it from doing so? 

What was the nature of those shortcomings al)d how best 
ceuld they be overcome i»y the further tightening of control? Or 
alternatively, !]lust they be regarded an inherent in the type of 
management found in life insurance in India? I can also claim 
Justly that this study was a prolonged and comprehensive one. 
We took up the questloll first for active consideration sometime 
in 1951. We have been at it through out the period. Even the 
first examinatipn poioted to nationalisation as the obvious step. 
But we did not want to take a hurried decision:Ouring this long 
period we considered every aspect of the case and every 
comment made and incidentally went on collecting our own 
experience of companies which we were administering. The 
conclusion that finally emerged confirmed our apprehensions. 
The industry was not playing the role expected of insurance in 
a modern State and efforts at improving the standards by 
further legislation, we felt, were unlikely to be any I'Tf)re 
successful than in the past. The concept of trusteeship which 
should be the corner-stone of life insurance seemed entirely 
lacking. Indeed most managements had no appreciation of the 
clear and vital distinction that exists between trust moneys and 
those which belonged to joint stock companie&-that Is to say, 
owned by the shareholders themselves. 

I shall now give some detailed account of the reasons 
undertying this step and I can do that best perhaps by giving 
my concept of a well-run Insurance company and then show 
how . the Insurance companies had failed to reach these 
standards. Firstly, the business must be conducted with the 
utmost economy and with the full realisation that the money 
belongs to the policyholder. The premium must be no higher 
than Is warranted by strict acturlal consideratipns. The fund 
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must be Invested 10 as to secure the maximum yield for the 
policyholders that It'may be possible to'secure, consistent with 
the safety of the capital. It must render a PrQlnpt and efficient 
service to its policyholder and by Its service make Insurance 
widely popular. Finally, the management must be conducted in 
a spirit of trusteeship, as I have said. 

Now, take the first criterion. I think the record of our life 
Insurance companies is poor. The ratio of expenses of 
management to the premium income for Indian insurers is 27 
per cent compared with 15 per cent for companies in U.K. and 
17 per cent in USA. Even statutory imposition of expense limits 
has failed to check extravagance. It has been claimed by 
companies that this ratio is high for various reasons but to me It 
seems that it is largely due to extravagance in the field. Most of 
the field agents are dummies and their main purpose seems to 
be to function as the channel for passing illegal rebates. The 
code of conduct, which Incidentally was framed by the industry 
Itself, tried to arrest this mad race for business by providing that 
there shall be only one intermediary between the agent and the 
branch office, but the industry, I am sorry to say, soon got 
round this. Branches came to have several branch secretaries; 
joint branch secretaries and assistant branch secretaries 
multiplied and the scramble for business continued unchecked. 

WIth all this high expenditure, one would expect that the 
polqholders were well served. But here also the record Is not 
good. Post-sales service does not exist and lapses continued to 
be high. When a policyholder takes out a lite insurance policy, 
he does not make a purchase In the sense that he purchases a 
share or any other artlcle of necessity for current consumption. 
The premium Is really a form of saving and when more than 
four annas in every rupee. of tl1ls premium Is spent In expenses 
and only twelve annas or less than that Is paid, then the harm 
to the Interest of the small saver can easily be Imagined. 

Then as regards the premium rates, 1hey are about the 
highest to be found In any advanced country of the wor1d. It Is 
true that mortality rates are higher In India than perhaps many 
of those countries but even after making allowance for this, 
experts think that our premium rates are high. 
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Tuming next to investments, we find that mere are vanous 
inescapable malpractices; when for the first time in 1951 we 
obtained detailed retums of the investments made by 
managements, we were appalled by the picture that was 
revealed. Loans had been given on every type of 
security-good, bad and indifferent Sometimes there was no 
security at aU--loans on share, on agricultural lands. on 
D81'g8S--WhIch indeed was a floating security-, stal1c:ting 
sugarcane crops and on libraries. ,Witn the tightening of the 
provision regarding loans in 1950, we thought that these 
tendencies would disappear. But they did not. Only they took to 
other forms. 

Policyholders' moneys were used to finance enterprises 
irrespective of their intr1nslc merits. There is unnecessary 
tumover of securities, grant of loans on inadequate securities, 
buying property at inflated prices, etc. These are some of the 
ways in which waste occurred or funds were jeopardised. 
Houae propertieS and then possibly shares and 
debentures-some of 1hese have no clear-cut market 
value--and investments it! these categories offered 
considerable scope for malpractices. 

All such investments and high expenses have taken their 
inevitable toll. During the decade 1944-1954, as many as 
twenty-five insurers· went into liquidation and another like 
number had to transfer their business to other companies, in 
most cases with a cut in the policy contracts. I think one such 
case came before the House in regard to a foreign company. 
Further, even among the companies which are carrying on 
business today as many as seventy-five were unable to declare 
any bonus at lheir last Valuation. This means that these 
insurance companies had spent not only the provision for 
expenditure made in their premium but also made inroads into 
the additional premium which the with-profit poHcyholders were 
induced to pay in the hope of getting bonuses. 

Now, we may examine the claim of the insurance companies 
that they are second to none in what they have been able to do 
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in publicising insurance in this country. I do not deny that they 
have done something. The point is this: Have they done 
enough? 

On a careful assessment I do not think it can be maintained 
that the progress has been as it should have been. Ufe 
insurance is a social necessity, more particularl) 10day when 
the joint family system which had been partly serving as an 
indirect insurance is rapidly disintegrating and leaving the 
individual more and more exposed to economic un~rtainty or 
insecurity. In other advanced countries insurance companies 
have schemes whereby persons of low economic means are 
enabled to take out policies tor small amounts. The premiums 
under these schemes are payable weekly, fortnightly or monthly 
and are collected from door to door. This type of business is 
usually known as industrial assurance because they are mostly 
industrial workers. This class of business forms 40 per cent of 
the total life insurance business done in the United Kingdom, 35 
per cent in Germany, to quote two examples. In India this 
business has not even been attempted. There are 70 provident 
societies which profess to cater to the poorer sections of the 
community, but in fact, they have hitherto only exploited them. 
The record of these societies is very dismal indeed. They 
numbered over 500 in the early years of the century and have 
now deservedly dwindled to 71. A majority of them are insolvent 
or nearly so, and the total assets barely equal a months' 
income of one insurer. 

The per capita insurance in force is Rs. 25 in India as 
against As. 8,365 in the United States of America, Rs. 6,647 in 
Canada, Rs. 2,544 in Australia and Rs. 1 ,840 in the United 
Kingdom. Now, Qne might say that this is not a valid 
comparison as the ptr capilll incomes .in these countries, of 
course It is well known, are much higher. But even if we allow 
for this factor, by comparing the sums assured in force with the 
national income in each of the countries we find that in India 
the sum assured in force is only 10 per cent of the nationat 
income whereas for Canada the corresponding figure is 108 per 
cent and for U.K. it is 95 percent. It is, therefore, clear that It Is 
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not the low per capita income in India which can explain 
satisfactorily the comparatively poor progreSs of 'nsurance In 
this country. The reasonable explanation may be that the 
insurarice companie!», by and large were governed by short-
term considerations and consequently their activities were 
confined to urban areas and there too perhaps to limited 
categories of people. 

Now, in the matter of service to the policyholders many 
companies systematically postpone or avoid payment of claim 
until of course forced by legal means. In 1954 a thousand 
complaints were received by us in our department against 
various companies alleging delay or non-payment of claims. In 
Australia, where the number of life insurance policies is about 
the same, according to the report of the Commissioner of 
Insurance there was only one complaint in 1954 relating to non-
payment of claim. A number of cases were .referred to the 
CantrollE'r of Insurance under section 47A after the claimants 
had despaired of getting satisfaction from the insurance 
companies. In most of these cases the insurance companies 
were found to be in the wrong . Therefore, it is clear that here 
in India we have failed to live up to the high traditions 
associated with insurance all over the world. 

And, in respect of investments-for a relatively small 
investment we find that an Individual acquires control over 
comparatively immense funds and this control alas has only too 
frequently been used not as trustees are expected to use It. 

Now, it is claimed that the position could have been remedied 
by further legislation tightening supervision and control. All such 
control or regulation Is negative in character. It can prevent 
what is demonstrably bad but it cannot raise standards. These 
must come from within and all that Government regulation can 
do is to foster the growth. In the United Kingdom, for instance, 
there Is very little control over life insurance and yet they have 
the highest of standards. We started on the model of United 
Kingdom in 1912 but the principle of "Freedom and Publicity" 
was not found to be sufficient in our conditions to achieve the 
United Kingdom high standardS. So, we had to undertake 
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legislation for detailed State control. Therefore, a 
comprehensive-or what we thought was comprehensive-
Insurance Act was enacted in 1938. At that time it was 
described as a Draconian piece of legislation and it was hoped 
that it spelt the end of all mismanagement as every war is 
supposed to end all wars. BU1, we had not reckoned with the 
ingenuity of some of the insurance managements. During the 
last 18 years the Act has had to be amended on as many as 
ten occasions and each time a provision was tightened the 
resourceful management managed to find a way round it. For 
instance, with a view to preventing a life insurance company 
being controlled by an individual the 1950 amending Act limited 
the share holding of anyone person to 5 per cent of the capital 
of the insurance company. Despite this the same individuals or 
groups continue to control the insurance companies as before. 
The Act was circumvented by holding shares in the names of 
family members, friends and employees. We Indeed have very 
many experts in benami in this country. Again, a provision was 
inserted by the same Act prohibiting payment of excessive 
emoulments to officers of insurance companies. This proviSion 
too was circumvented by appointment of dummies, the whole or 
a substantial portion of their salaries being passed on to those 
who control the companies. 

Now I will give another illustration. The Act prohibits granting 
of loans to companies where the directors of the insurance 
companies are also directors. This provision has in some cases 
been got round by those companies floating debentures and the 
insurance companies being made to subscribe to these 
debentures. In one case the only subscriber to the debentures 
were the insurance companies concerned. 

The ineffectiveness of legislative control is also brought out 
when we regard the business from a different angle. As , said 
25 insurance companies went into liquidation during the last 
decade and another 25 had to transfer their business to other 
companies, in most cases with a cut in the policy contracts. 
60,000 poor policy-holders of these companies suffeted in 
varying degrees. Now I may mention the extJeme C8S6S. In the 
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case of 11 Insurance companies administrators had to be 
appointed to take over the management. The reasons for such 
appointments were fraudulent transactions, defalcations, loans 
to fictitious persons, reckless expenditure, insolvency, gross 
mismanagement and so on. Some other companies were also 
ripe for similar treatment but action was not taken either 
because the managements were persuaded to set matters 
right or because of practical difficulties. So, the position thus Is 
that we are as far away today as ever in attaining· the 
standards achieved voluntarily In a country like the United 
Kingdom. 

Had poor standards been confined to a small minority of 
QOmpanles further legislation might perhaps have been worth 
attempting, but I am sorry to say that the truly well-managed 
companies are a minority, a very small minority. Legislation 
and control, therefore, can no longer be regarded as giving us 
a reasonable chance of achieving our objective. The fact that 
the minority of well-run companies account for a considerable 
part of the business done does not in any way affect this 
argument, because lakhs of policies are today insecure 
affecting lakhs of families. There is no justification for allOWing 
such a state of affairs to continue. Insurance is a business in 
which there ought never to be a failure and not a single 
policy-holder should ever find his life savings in danger. So, 
legislative control has been tried long enough and it would 
have been difficult to justify persisting with it any longer. 

Insurance is an essential social service which a welfare 
State must make available to its people and the State must 
assume responsibility for rendering this service once it is clear 
beyond reasonable doubt that it cannot be provided in any 
other manner. So, while it is the failure of the general run of 
Insurance companies to live up to the high traditions 
demanded of them that has led Government to take this step, 
I would like to emphasise that natlonalisatlon in this field Is in 
itself justifiable. With the profit motive eliminated, and the 
efficiency of service made the sole criterion under 
nationalisation, It will be possible to spread the message of 
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insurance as far-and as wide as possible, reaching' out beyond 
the more advllnced urban areas and into hitherto neglected, 
namely, rural areas. 

LHe insurance gives to the insurer-it is a truism--a sense of 
security, but it also compels him to put by money for a rainy 
day. Today, less than 30 lakhs of persons in this country are 
insured. Even if we were to do no better than double this 
number, we shall have increased the savin9s signifi~tly. 
Actually, the possibilities for expansion are even greater. The 
urban areas alone contain a much bigger earning population 
wt:tile the rural areas are as yet wholly unexplored territory from 
ttlis point of view. It has been claimed on behillif of private 
enterprise that it was confident of increasing the total life 
business in force from a little over Rs. 1 ,200 crores to 
Rs. 8,000 crores, and the per capita insurance from Rs. 25 
to Rs. 200 per head in the course of the next ten years. While I 
have very little doubt that the nationalised life insurance will be 
able not only to achieve it. but exceed it, in doing so, we shaD 
have made available for the implementation of our Plans-the 
second and the succeeding Plans-substantial sums of money 
from the people's own savings. 

I come back to the ordinance and shall indicate what has 
been done so far since its promulgation on 19 January. As you 
are aware, it vested the management of all life business In the 
Government and in order that there may be no dislocation of 
business, It was provided that the existing managements should 
continue to be in charge' of the business but as agents of 
Government. They were allowed to carry on day-to-day 
business on their responsibilItY though in certain important 
respects, such as Investment of funds or where any exception 
to the nonnal practice had to be made, they coutd act only with 
the approval of the authorised persons nominated by 
Government. These authorised persons were in position 
everywhere on 20 January. 

We nominated and trained them secretly for a couple of 
months and they had received orders to join their posts at a 
pracIae time Indfcated to them. So, there was no hiatus in the 
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working of any insurance company. There has been a certain 
amount of speculation .ir:l the press at to how these persons 
reached their places . on 20 January itself, and some wftd 
guesses ha'te been made about all those persons being fI~ 
by special plane. But let me state the prosaip fad. They 
travelled by train and they started.movingout of Delhi from the 
evening of 17 January. Only a few travelled by air and they 
travelled by regular scheduled flights taking with them, to the 
persons to be authorised, their authorisation papers which were 
available only after the ominance was duly promulgated. So I 
claim this secret was well klPt. The point I wish to make is, our 
arrangements were designed to ensure that no inconvenience 
wbatever was caused to1f8 ooliey-holders, and I think we can 
cl8Im to have succeeded in this. Immediately after the 
ordinance became public, we proceeded to appoint custodians 
to take charge. of JnSUFanC8 companies. Some 126 insuranCe 
companies are already managed by custodians, and as this 
accounts for over 96 per cent of the total life insurance 
business, it may be said that management at the top is now 
directly in the hands. of Govemment. Custodians have been 
chosen from amongst senior salaried staff of insurance 
companies. They are working together as a team under the 
general guidance of the Finance Ministry, and already there is 
emerging a common and uniform poliey. As you know, uniform 
premium rates have been prescribed as also uniform poUcy 
conditions. 

In the matter of Investment too, a uniform policy 18 being 
evolved. Advertisements have begun to appear commending 
Insurance and Its advantages generally; and. not In one 
company. There have been· suggestions that fresh been 
business Is at a slandstili. I am glad to state categorically that 
that 18 not correct. After a short, a very short, Interval, fresh 
buslnas8 "'as begun to flow in at a rate which Is no slower than 
before, and as doubts are dispelled and the real position 
b8cbmes clearer, the pace will acclerate as Indeed It already is 
doing in some parts of ttMt country. Meantime, It is also 
becOming clear that the claims are met promptly No complaint 
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ft8S at any rate yet reached me on this sCore. I must of course 
add a note of waming. Policy holders in companies which are 
insolvent will necessarily have to wait until tlIe affairs of such 
companies are fully .gone into. The 8ill before the House 
virtually repeats the provisions of the Ordinance. We propose, 
however, in the light of experience which we have gained during·. 
this brief period, since 20 January, 1956, to seek some 
additional powers for the custodians on the lines of the powers 
enjoyed by the administrators appointed unc;ter the Insurance 
Act. It is obviously necessary that the custodians should be 
able to take action to recover monies which may be missing, in 
an appropriate and prompt manner, wherever such action 
becomes necessary. With these words, I commend my motion 
to the House. 



Life Insurance Corporation 
Bill, 1956* 

Sir ,I beg to move: 
"That, the Bill to provide for the natiQnalisation of life 
insurance business in India b1 transferring all such business 
to a Corporation established for the purpose and to provide 
for the regulation and control of the business of the 
Corporation and for matters connected therewith or 
incidental, thereto, as passed by the Lok Sabha, be taken 
into consideration." 

Sir, at an earlier stage, during the discussion in this House on 
the life Insurance (Emergency Provisions) Bill, 1 explained at 
length the reasons which impelled Government to take the 
momentous decision of nationalising life insurance business, a 
decision which was endorsed enthusiastically by the House. I, 
therefore, need not traverse the same ground again and I shall 
confine myself to giving a brief outline of the organisation of the 
Corporation as envisaged in the Bill, and shall also explain 
some of the more important provisions of the Bill. 

All life insurance business in India will, from the appointed 
day, be carried on in the name of the life Insurance 
Corporation of India which is being brought into existence by 
clause 3, sub-clause (1) of the Bill. By virtue of sub-clause (1) 
of clause 7, th8existing life business of all insurers will stand 
automatically transferred to it: The Corporation will have the 
sole right to carry on insurance business in India. Then in terms 
of sub clause (1) of clause 4, the Corporation shaH consist of 

. nat more than fifteen persons appointed by the Central 

-A.S. Deb .• 28 May. 1956 Cc. '3540--3581. 
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Govemment. These persons will be charged with the 
responsibility of running the Corporation. A membership of 
fifteen is somewhat large for the day of day transaction of 
business al1d, therefore, clause 19 provides for the general 
superintendence and direction of the business of the 
Corporation being entrusted to an Executive Committee which 
will consist of not more than five of its members. That 
Committee <:al') exercise all such powers as may be delegated 
to it by the Corporation and in actual fact would be responsible 
for the day to day administration of the affairs of the 
Corporation. 

Sub-clause l2) of clause 19 provides for the constitution of an 
Investment Committee for the purpose of advising th! 
Committee on matters relating to the investment of its funds. 
Looking after the investment of the Corporation, which already 
exceeds Rs. 380 croers, and it is a sum which will increase 
steadily and increasingly every year-is, is as you will agree, 
Sir, a task calling for a great deal of responsibility and judgment 
of financial matters. The investments would be made, it is 
needless to say, primarily in the interest· of the policy-holders to 
whom the money belongs, but the interests of the community at 
large which would be vitally affected by the manner in which 
these vast sums are utilised and invested would be an equally 
important consideration. And that is why the Bill expressly 
provides for the membership of this Committee, the Investment 
Committee, being opened to persons with special knowledge 
and experience in financial matters, although they may not be 
members of the Corporation. In addition to this Investment 
Committee, other committees may also be constituted in 
accordance with necessary power given under sub-clause (3). 
Now, that represents the pattem at the Central Office. 

In addition to the Central Office, the Bill requires the 
establishment of a zonal office at each of the following places: 
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namely, Bombay, Calcutta, Delhi, Kanpur-and Madras. The Bill 
gives the Corporation the right to open more zonal offices later 
on. lhere were sUggestions that there should be more such 
offices straightaway and there was even a suggestion that there 
should be a zonal office for each ·State in the Union. We gave 
very carefull thought to this question, but finally came to the 
conclusion that the interests of the Corporation would be best 
served if,to begin with, we had only five offices, that is to say, 
these five zonal offices. 

Each zonal office will have exclusive jurisdiction over certain 
areas allotted to it. I think I should indicate to you what our 
thinking in the matter of the jurisdiction of the various zones is. 
In view of the impending reorganisation of the States, it is 
somewhat dlfficult.,to define in terms of the existing States the 
areas which would be covered by each zone. But if it is 
permissible to draw upon the picture as it will- emerge after the 
reorganisation, then the territories of each zone would.be as 
follows: 

The Northem Zone with its headquarters in Delhi would 
comprise Delhi, the proposed new State of Rajasthan, Himachal 
Pradesh and Jammu and Kashmir. 

The Central Zone with its headquarters at Kanpur' would 
comprise Uttar Pradesh and the new Madhya Pradesh. 

The Eastem Zone with its headquarters at Calcutta would, 
consist of Assam, Bengal, Bihar, Orissa, Manipur, Tripura and 
the Andaman Islands. 

The Southem Zone with Madras as its headquarters would 
comprise the new State of Andhra including Telangana, 
Madras, Kerala and Mysore. 

And finally, the Westem Zone with its headquarters at 
Bombay would control the present State of Bombay, minus the 
areas comprised in the new Mysore plus the additional areas 
that may become part of the proposed new States of 
Maharaihtra and Gujarat, that Is to say, Marathwada, 
Mahavidharbha, Saurashtra and Kutch. 

Each of the zones will be in charge of a "Zonal Manager" 
who shall perform all such functions of the Corporation as may 
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be delegated to him with respect to the area within the 
jurisdiction of the ionaJ office. this is proposed In clause 22. As 
I mentioned earlier, the zonal office will have exclusive 
jurisdiction over the territories assigned to It. 

The same clause provides for the constitution in each zone of 
an Advisory Board to advise the Zonal Managers in matters 
relating to their zones. By m8ans of this arrangement the 
Corporation will be enabled to· dmw upon the intimate local 
knowledge and enthusiasm of the local people. 

thIS clause also· provides for the constitution In each zone of 
an Employees and Agents Relations Committee. The Idea Is 
copied ·form the Welfare Committ~ constituted under the 
Airlines Corporation Act. We have ·ma~ an important change In 
the ordinary conception of such a COmmittee; we have given 
representation to the agents, and that is why we called it the 
Employees and Agents Relations Committee. The agents, as 
you know, are a very important section of the Insurance 
business. In fact they could even be termed Its pivot, and their 
addition to this Committee Is, in our opinion, necessary. I am 
confident that this arrangement will help In fostering a feeling In 
all sections of the Corporation that they are working for a 
common goal, namely, the success of nationallsation. 

Now, to return to the organisational aspect, ·the zones are, in 
tum required to establish a dlvls~al office and under them 
branch offices and sub-branch offices. Thus the entire country 
will be covered by a network of offices so that every policy-
holder will have some office or other of the Corporation near his 
place of residence or within easy access. This gives the broad 
outline of the organisation of the Corporation. Now, that by Itself 
would not give you a clear Idea as to how the Corporation Is to 
be run and I thought, therefore, that I might add what our 
present thinking is on the functions of these various offices. At 
the outset I might emphasise that It Is our Intention to avoid 
overcentralisation at all costs. In certain mattei'tr like 
liwestrnents, central direction Is unavoidable, but we shall 
delegate as much of the powers as possible to the zonal and 
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divisional offices. In the pattem we have evolved, the divisional 
office in spite of the somewhat modest name will have a very 
Important role to play. It would In most matters function.as the 
present head office of insurance· companies and would be 
responsible for servicing everytliing, from proposal to claim. 

The division of work we have tentatively in view is like this. 
The Central Office would concem ~If with prospectus, 
premium rates and policy conditions, actuarial principles a.nd 
basis, formulation of underwriting standards, standardisation of 
procedure, staff regulations and conditions of service. 
Investment policy and actual investments, which could more 
conveniently be made from the Centre, control of audit and 
inspection, re-insurance arrangements, national publicity and 
co-ordination. Then the zonal offices would conCem themselves 
with underwriting of sub-standard risks, and large amounts 
valuation and actuarial investigation, local investments, audit 
and inspection of divisional and branch offices, zonal pUblicity 
development, planning and review, management and 
administration of research and planning. The divisional offices 
would deal with underwriting up to specified limits, issue of 
policies and servicing, administrative and budgetary control of 
branches, planning and executing development programmes 
and lastly, training of agents and field staff. I must emphasise 
that this by no means represents our ·final thinking, but our 
objective is to combine· the advantage of centralised 
coordination with the advantages Of local aUtonomy to the 
maximum extent possible. 

Before, I pass on to the next point, I might refer to one or two 
matters that have been raised by many persons. They feel that 
the Central Committee. as well as the Zonal Committee should 
have elected represe~tive of policy-holders. We have given a· 
great deal of thought to It both in Govemment as well- as in all 
the discussions that have taken place previously to this, and It 
has not yet been seen how this could be pnictlcabla even If one 
concedes that such a representation Is necesSary. The policy-
hoIdersln each zone number nearly a million even now and If 
our hopes come true, this figure would Increase several fold. 
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One can imagine how difficult it would be to conduct an 
election, when! the voters are so numerous and are spread 
over several States. The cost involved would be enormous with 
no benefit either to the policy-holders or to the Corporation or 
for that matter, the candidates themselves. Unlike privata 
insurance companies, where there are sectional interests, hera 
in the Corporation there can be no clash of loyalties. In every 
sense all the members either on the Corporation itself or on the 
ZOnal Board would be representatives of policy-holders. 

Then another suggestion that has been put forward is that to 
preserve the element of competition we must have savar'al 
independent Corporations each competin~ with others all over 
India. Now, I cannot see how this will work out in practice. 
when the State is responsible for all of them the competition 
must be somewhat unreal. One cannot, for example, prescribe 
different rates of premia or different investment policies .or 
different service conditions. The competition then might 
degenerate into a rebate war, and even if this does not happen, 
some of the Corporations might concentrate on the urban 
areas, where business is more easily obtained, leaving the rural 
areas to the more conscientious of the Corporations. The 
consequences might well be that the rural areas would continua 
to be neglected as hitherto. 

Now, I shall deal with some of the other more important 
provisions of the Bill. The first Important clause is clause 6 (2) 
(g) which empowers the Corporation to transfer the whole or 
any part of its foreign business to any other person or persons. 
It is one thing for a company under private management to 
transact business in other countries and quite another for a 
Government-owned Corporation to do so. It is true and there 
can be no doubt that the Corporation will be autonomous and 
run entirely on commercial lines, but this distinction will not ~ 
clear to the people in those countries and also to N 
Governments of those countries. Some of these Governments 
might take a nota altogether friendly attitude, and embarra8alng 
~uatlons might easily arise. In view of all this we taft that it 
would be better for the Corporation to disembarrass Itself of all 
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its foreign business. It was ror this I'88SOn that the provision 
referred to earlier, that is, clause 6(2) (g) has been made. In 
case the Corporation decides not to do business in foreign 
countries, the transfer of such business will not be all to one 
company. Any Indian company with the necessary resources 
and organisation and which in the opinion of the Central 
Government would be able to carry on the business outside 
India successfully would be considered. As a corollary to this 
provision, by clause 3 we are specifically taking powers to 
permit Indian companies to carry on fresh business in foreign 
countries. Of course, business in India would be run on a 
monopoly basis. 

The next important clause is clause 7, which provides for the 
transfer of the assets and liabilities pertaining to the controlled 
business of insurers to the Corporation. Clause 8 is a corollary 
to this and provides for the transfer of the pension, gratuity and 
like funds to the Corporation. 

The next clauses I come to are clauses 11 and 12, which are 
important as they deal with the staff. These embody 
Govemment's approach to the question of the staff, which 
approach, I can claim, is a liberal one. All whole-time 
employees of insurance companies are automatically taken 
over by the Corporation on the same terms and conditions as 
they enjoyed before nationalisation. 

* * * * * • * * 
Sub-clause (2) of clause 11 gives the Central Government 

the power to rationalise pay scales, and if any person is not 
willing to accept the revised terms, the Corporation Is entitled to 
terminate his services on payment of compensation equal to 
three months' remuneration in addition to any pension or 
gratuity or provident fund which he might be entitled to under 
his contract of service. This kind of rationalisation will probably 
be more prominent only in the case of posts which are in the 
nature of sinecures. 

We have made It clear on more than one occasion that It Is 
riot Government', policy to embark on a policy of retrenchment 
as such, though the staff we may be inheriting from the 



155 

companies would be.larger than what we would need. The best 
way of tackling the problem of surplus staff, in our view, is to 
increase the business rapidly and thus be in a position to find 
work for all. On an earlier occasion arr assurance was given. 
that if any Member felt that any whole-time employee had been 
retrenched, he could always bring the matter to our notice for 
necessary action. Apparently,. this assurance has been 
interpreted to mean that inspectors and other field staff would 
be retained even when they are not able to ~eep up their part 
of the contract. Now that would be most unfair to nationalisation 
and also to other categories of workers. 

And it would be unfair particularly to agents who are 
remunerated strictly on commission. I should perhaps explain 
for the benefit of those who have no detailed knowledge of 
insurance business the distinction between the desk workenr 
and the field staff. The desk workers are given some work and 
there is no question of their doing more or less. The field staff, 
on the bther hand, are expected to bring in a certain amount of 
business and ~n fact the utility of the inspectors, etc., to the 
insurance companies depends entirely on the amount of new 
business they bring in. 

They are like "special agents" but on a salary basis. This, 
whatever claims might be put forward to the contrary, has been 
the hard core of the arrangement, to permit these inspectors to 
continue on the same terms and conditions irrespective of 
whether they fulfil their part of the contract or not would 
obviously be unfair to the Corporation. In fact it would be fatal 
to the success of the Corporation if we allow a feeling to grow, 
that now that nationalisation has come, people could sit back 
and draw their salaries. I do realise that we should be more 
liberal than private insurers and that contracts and figures of 
expectation should be interpreted with sympathy. Sympathy 
there will be, but I hope everyone would agree with me that we 
should not agree to these posts being converted into sinecures 
which many are doing. Though strictly speaking, the 
Corporation has no obligation to take over the staff of chief 
agents, they are doing so in the same manner as employees of 
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Insurance companies themselves with some slight and 
necessary change in order to test the bona fides of these 
arrangements. I am sure that you would agree with me that this 
would be a liberal treatment to these employees. 

Then I tum to clause 14 which has very great importance 
form the point of view of policy-holders. Suggestions have been 
made that since Govemment is nationalising the business it 
should guarantee policy contracts with insolvent companies also 
in the same manner as other contracts. While I yield to none in 
my sympathy for the policy holders who had the misfortune to 
take out poliCies with these companies, I cannot accept the 
underlying principle.The acceptance of such a principle would 
lead to no end of complications and embarrassments later on. I 
quoted the other aay tbe instance of our taking over banks. 
Should we repay all the deposits even though the bank is 
insolvent? While this represents our approach in principle, our 
attitude towards this problem would in practice be one of 
sympathy. The ultimate reduction that may" be decided upon 
might well be less than what strict actuari~1 considerations 
would suggest, and in fact less than even what the policy-
holders themselves or their advocates would have the right to 
accept. Therefore, to sum up, our attitude would be strict in 
principle but generous in practice. 

The next important provision is clause 15 which empowers 
the Corporation to seek relief in certain cases. Where the 
Corporation believes that during the past five years, the 
persons in charge of the management of an insurer had been 
guilty of dubious transactions, resulting in financial loss to the 
policy-holders, the Corporation is entitled to seek relief before 
the Tribunal constituted under the Bill. Now, many persons 
have expressed misgivings that this might lead to harassment 
of others. I can assures the House that such fears are 
groundless. The Corporation which is entitled to apply will, I am 
sure, behave Ina responsible manner. I can give this 
assurance that it ,. not Intended to set up a sort of an 
Inquisition and that we shall not move unless the loss to the 
policy-holders Is significant and the transactions are not bona 
fide. 
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Then I come to clause 25 of the Bill which relates to the 
arrangements proposed for the audit of the transactions of the 
Corporation. At the outset I should like to explain briefly the 
constitutional position. Under article ,49 of the Constitution, It Is 
laid down that the Comptroller and Auditor-General-! am 
quoting-"shall perform such duties and exercise such powers 
in relation to the accounts of the Union and of the States and of 
any other authority or body as may be prescribed by or under 
any law made by Parliament". This makes it clear that in 
respect of the accounts of the Union he is automatically the 
audit authOrity. He does not, however, automatically become 
the audit authority in respect of the offices of statutory 
corporations or in respect of companies in which the 
Govemment might be financially interested. He becomes 
responsible for their audit only insofar as Parliamelit entrusts 
him with such audit by law. I have explained the legal position 
to clear the misapprehension which seems to exist in some 
quarters that audit of statutory corporations by the Comptroller 
and Auditor-General is almost a constitutional R8C8SSity. 

Now, as regards the merits, with the growing activities in the 
public sector, the sphere of Govemmental operations has 
increased and it has occasionally to take on burdens which so 
far were being carried by the private sector. In relation to these 
new activities, Government have to consider what audit 
arrangements would be suitable in each individual case. 
Generally it is the view of the Govemment that-I hasten to 
add-the Comptroller and Auditor-General exercising audit 
control in the manner laid down in the Company Law over the 
great majority of State undertakings is feasible and desirable 
and this has been given effect to in the arrangements made, as 
for instance, in regard to the Industrial Finance Corporation. 
Now, in certain specialised types of undertakings, however, 
especially financial, the type of audit which the Comptroller and 
Auditor-General must necessarily press for, is not likely to be 
the best or the most useful in the public interest, and indeed 
might conceivably stifle initiative and enterprise, defeating Its 
larger purpose. The main consideration must be to run the 
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enterprise in question well and efficiently so that public 
conflde~ is engendered and business expands profitably. 
There will be wider criteria than audit rectitude by which to 
judge results and it is these that must be applied rather than 
the routine standards of even a commercial audit. And it is on 
this consideration that the Lok Sabha came to the conclusion 
that nothing should be done to fetter the full and complete 
discretion of the members and officers of the Corporation to 
carry on the affairs entrusted to their charge involving almost 
continuous exercise of discretion and judgement in financial 
matters, particularly in matters of investment of funds. 

The other provisions of this Chapter are provisions for 
actuarial valuations once in two years and preparation of annual 
reports. These reports are required by clause 29 to be laid 
before both the Houses of Parliament so that Parliament will 
have an opportunity of acquainting themselves with the 
progress of the Corporation. 

Incidentally, it might be noticed from clause 28 that at least 
95 per cent of the surplus disclosed is to be allocated to the 
policy-holders. And 5 per cent to the share-holders, that is, the / 
Corporation. This is only the minimum and I am sure later on 
this proportion could be increased with the result that the 
State's share will be correspondingly reduced. 

I now tum to clause 35(1) which deals with repatriation of 
certain assets and liabilities of foreign insurers. The U.K. and 
Canadian insurers have on their registers a large number of 
policies issued in foreign currencies on the lives _. non-Indians 
temporarily resident in India. Many of these policies were 
OIiginally taken out in the U.K. and elsewhere and were later 
transferred to the Indian branches. Others were issued in India 
itself. ,Transfer of such policies from the Indian register to the 
U.K. or Canadian registers was quite common and, in fact most 
of these foreign policy-holders chose those companies as they 
had a world-wide organisation and were able to provide service 
allover the- world. Most of these policy-holders would in course 
of time retire and go back to their countries where it is unlikely 
the Corporation would be able to provide satisfactory service. It 
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has been represented on behalf of the policy-holders that they 
would like to tranSfer their policies, together with the relative 
reserves to their home offices. This request seemed quite 
reasonable and clause 34 gives the powers to the Central 
Government to permit such a transfer. This business, it is 
estimated, would be between 15 and 20 per cent of the total 
business of the foreign companies in India. 

Then, these foreign companies made another request. They 
represented that the assets which they have in India have not 
all been built out of the receipts in India and, therefore, they 
should be allowed to take back assets which are not required to 
meet the liabilities to policy-holders in India. This too struck us 
as reasonable and provision has been made for returning the 
excess after retaining out of the funds of these companies 
sufficient assets to ensure ample security on the most 
conservative calculations to the policy-holders in India. I do not 
wish to trouble the House with the details of the actuarial basis 
which are given in the Second Schedule; but I should like to 
say that the reserves these companies would leave behind 
would be as strong, if not stronger, as the reserves held by the 
best of Indian companies. 

I now tum to clause 36 which provides for the termination of 
contracts of chief agents and special agents. Chief agents are 
employed by Insurance companies to procure business. They 
are given exclusive jurisdiction over territories not smaller than a 
district and their rembneration takes the form of an overriding 
commission on the business procured through their agency. 
The' chief agents in tum appoint inspectors and special agents 
under them, meeting these expenses out of their overriding 
commission. Whatever might have been the wisdom or 
otherwise of this system of development 88 opposed to the 
more common one of having branches, d11ef agents cannot be 
retained after nationalisation. If the Corporflon Is to make a 
success of popularlsing insurance It cannot afford to haric1 over 
whole areas to persons, over whom It would Itself t1ave no 
administrative control or discipline. There may have been some 
justification once upon a time for the type of organisation which 
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allowed for chief agents. It is not clear, however, that in 
nationalised insurance there can be any useful place for them. 
To retain them would in effect mean retention of private 
individuals as if they were insurance companies carrying on 
business in areas assigned excluswely to them. This has only 
to be stated thus for the House to see how absurd it would be 

, to continue this class of functionaries. It was, therefore, decided 
to terminate all contracts of chief agents as well as of special 
agents who correspond to inspectors. Their compensation is the 
subject of the Third Schedule. All modifications under this 
clause of the Bill will have to be laid before both the Houses of 
Parliament as soon as possible after issue and this House will, 
therefore, have an opportunity of going further into the matter if 
need arises. 

Then, I tum to clause 43 which deals with the application of 
the Insurance Act to the Corporation. I am sure the House will 
agree with me that irrespective of whether the Corporation has 
any system of internal control or not, an external check and 
control is necessary in the interests of everyone, including the 
Corporation itself. We thought that the best way of ensurillg this 
would be to apply the provisions of the Insurance Act to the 
Corporation. It is our intention that the organisation of the 
Controller of Insurance should continue in the future to exercise 
an effective supervision over the affairs of the Corporation. The 
Al;t was originally designed for a large number of companies. 
We had about 160 odd. Their replacement by one Government-
managed Corporation has resulted in a vital change which has 
to be allowed for. The provisions of the Act will, therefore, have 
to be gone into section by section to see which of the sections 
would, with advantage, be applied to the Corporation. Except 
those sections like section 6A which relates to the structure of 
the paid-up capital, sectioh 7 relating to depoSits, etc., you will 
find that almost every section of the Insurance Act is being 
applied to the Corporation either as it is or with provision for 
modifications. In particular, it will be noticed that all sections of 
the Act which confer a benefit on the policy-holders like section 
47A which entitles a claimant to apply to the Controller of 
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Insurance for a speedy decision in disputes with insurance 
companies. section 113 which confers certain non-forfeiture 
benefits. etc.-just to give two instances-have been made 
applicable. The modifications that will have to be made will not 
be such as to detract to any degree from the benefits conferred 
by the Act. 

I take this opportunity of referring to section 44 of the 
Insurance Act which is listed among the sections of the Act 
which would be applied with modifications. that is to say sub-
clause (2). The agents seem to be apprehensive that this might 
result in their losing their accrued rights. I may assure them that 
this would not be the case. Any change made in agency terms 
will only be in respect of policies to be booked in the future and 
even therE: we shall make only such changes as may be 
necessary to put the agency terms on a more rational basis. 

Then I tum to the exemptions. You will notice that among 
those exempted are the Post Office Life Insurance Fund and 
schemes of a compulsory nature established by State 
Governments for the benefit of their employees. These are in 
the nature of amenities provided by Governments to their 
employees and we did not think it proper to abolish these 
schemes by this law. 

I now turn to clauses 44(c) and 45. I take these clauses 
together as they touch on the same subject. Owing to mis-
management. in many cases of a very serious nature. 
Government had to appoint Administrators. under section 52A 
of the Insurance Act. to many Insurance companies. 

Such action had saved the policy-holders from ruin. It may be 
noted that this section applies only to companies carrying on 
life insurance business. In the absence of a speCial provision. 
on the appOinted day all composite companies. that is. 
companies carrying on both life and non-life business, would 
become purely non-life companies and any Administrator 
appOinted to such a company would become functus officio on 
that date. Now, this would be exceedingly unfortunate as it 
would mean that the companies wouid go back to the very 
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persons from whom they were rescued and would also 
seriously Impede the progress of any civil or criminal cases that 
might be pending against the managements. These clauses 
provide, therefore, that the life business of composite 
companies under Administrators would not vest in the 
Corporation on the appointed day, but would be ttansferred by 
the Administrator later on. Steps would be taken to safeguard 
the Interests of the policy-holders and also of the staff 
belonging to the life department. 

I next come to clause 48 which deals with the rules. They 
need no comment except to say that these rules will be placed 
before both Houses of Parliament. Then I turn to the question 
of compensation. I must confess that Schedule I, particularly 
Part A, looks rather complicated, but I make no apology for It 
because It Is entirely due to the fact that we wanted to devise a 
formula which would be fair to everyone. Evolving a formula 
which would fit the large number of companies so widely 
different from each other was by no means an easy task, but 
we feel that we have succeeded in evolving a scheme which 
would be fair to all. The first thing to be noticed is that market 
value does not figure anywhere in ali these calculations. The 
reasons are entirely practical. In the case of Indian compoSite 
companies and all foreign companies, we are taking over only a 
part of their total business. Therefore, in their cases, the market 
value, even If available, would not afford us any help. Market 
value could, therefore, be of assistance only in the case of an 
Indian insurer carrying on only life insurance business. I believe 
there are but two companies out of these, whose shares are 
quoted regularly on the Stock Exchange. Even in respect of 
these two, the quotations were, during the last few years, 
affected by considerations other than the intrinsic value of the 
shares. The market value had, therefore, to be discarded and 
we had to devise other means of estimating compensation. 

First Schedule is divided into three parts. Part A deals with 
proprietary insurers which had disclosed a surplus at their latest 
valuations and had distributed the whole or part of the surplus 
to the policy-holders by way of bonus. Part B deals with other 
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proprietary companies, that is, those which were either In deficit , 
or had only a nominal surplus. Part C deals with mutuals, c0-
operatives and unregistered bodies. Now, taking up Part A firat, 
this Part Is by far the most Important. Though the companies 
coming under this Part number only 79 (60 Indian Insurers, 
10 foreign Insurers and 9 Provident Societies), they account for 
the bulk of the business done in the country and as a corollary 
for the bulk of the compensation payable. Broadly, the 
approach to the question of compensation In this Part Is that 
the share-holders should be compensated for loss of earnings 
on the same scale as in the past. The problem, therefore, 
divides Itself Into two parts-first, determination of the average 
earnings of the share-holders in the past and second, their 
commutation at an appropriate rate of Interest to arrive at the 
equivalent capital sum. 

Now, taking the first, that Is to say, determination of the 
average· annual earnings, Insurance companies, like others In 
this world, have their good years and bad years and we thought 
It fair to the Corporation as well as to those companlel to go by 
the average during a six-year period, that II to say, ulually two 
evaluation periods. To preserve equity Inte' ,. among the 
companies, It was decided to ,go by the same period In all 
cases, the period chosen being 1950-55. Now, while thll 
prlnclple of having the same period for all had undoubtedly Ita 
merlta, It Introduced certain difficulties. To arrive at the exact 
allocations to the share-holders during the calendar year 
1950-55, It II necellary that the companies should have been 
valued at the beginning and at the end of the period, that Is to 
say, on 31 December, 1949, and 31 December, 1956. But only 
a few happened to have had their valuatlonl as on 31 
December, 1949, and as regards the latter date, we decided, as 
a matter of policy, not to undertake frelh valuatlona as on the 
31 December, 1955, because undertaking frelh valuations 
would mean diverting our attention from the big tuk ahead at a 
time when...we can III afford It. We, therefore, searched for a 
method which could give us, approximately at~e .. t, the shar. 
holders' share of the surplus ariSing during the uniform six-year 
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period chosen, that is to say, 1950-55, without the necessity of 
having fresh valuations. The solution that suggested itself to us 
was first to take the annual average of the shar'3-holders' share 
of the surplus at the last valuations (whatever the period 
covered by those valuations might be) and then to multiply that 
figure by a factor which would allow for the growth in business. 
The factor would be the average business. The factor would be 
the average business in force during the years 1950-55 divided 
by the average business in force during ·the period covered by 
the two inter-valuation periods. Now, we do not claim that this 
method is exact, but under the circumstances, we feel that it 
can claim to be fairly scientific, and indeed, the most scientific 
that we could adopt. 

While taking the actttal allocations to share-holders, we 
thought it necessary to make some adjustments in the interests 
of equity. The Insurcmce Act provides that out of the surplus 
disclosed at actuarial valuations not more than 7112 per cent 
couJd be distributEtd to the share-holders. The majority of the 
insurers allocated 7112 per cent, the maximum that the law 
allowed. There was, however, a minority which took an 
enlightened view of their responsibilities and allocated to the 
share-holders much less. Now, basing the compensation on 
actual allocations would mean rewarding those who had taken 
a narrow view of their responsibilities and penalising those 
share-holders who had shown a commendable concern for the 
interests of the policy-holders. To avoid this, we thought of 
taking a fixed percentage of the surplus, but abandoned it as 
shares would have been bought and sold on the basis of actual 
allocations made. Therefore, as a compromise, we finally 
decided to imp'ose a maximum limit of 5 per cent, and a 
minimum of 3112 per cent. If a company had allocated more than 
5 per cent, then it would have been deemed to have allocated 
only 5 per cent. If the allocation was between 3112 and 5 per 
cent, the actual allocation would be taken. If this is less than 
3112 per cent, the company would be deemed to have allocated 
3112 per cent. Now that, I hope, the House would agree, is a fair 
compromise. 
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Having thus arrived at what might be deemed to be the 
average annual allocations to share-holders during the period 
1950-55, our next task is to commute it at a suitable rate of 
interest to arrive at the figure of compensation. If we assume a 
rate of 5 per cent, we get the commutation factor as 20 years' 
purchase and that again seems fair in all the circumstances. 

Having compensated the share-holders for loss of dividends, 
the Corporation would be entitled to appropriate the paid-up 
capital. There is no need, however, to mention this specifically 
in the Schedule as clause 7 (1) already provides for the capital 
also vesting in the Corporation. 

Now, while this formula gave satisfactory results in the case 
of bigger and well-established companies, it gave anomalous 
results in the case of a few companies, where we found that 
20 times the annual allocation to share-holders worked out to 
even less than the paid-up capital we are appropriating. It is 
necessary to remember that all companies coming under this 
Part had declared bonuses to the pOlicy-holders, and yet under 
this formula they would get less than paid-up capital, whereas, 
if they had been taken to liquidation or on transfer of their 
business to another insurer, they would have got their paid-up 
capital intact plus a share of the valuation surplus. Therefore, 
the House would agree with us that it would be unfair if our 
formula should place these companies in a position worse than 
what they would be in under liquidation. We thought of giving 
them the option to claim compensation under Part B, but we 
found that it would only result in adding to the disputes and 
delays that are bound to arise where assets have to be valued 
carefully, without any great difference in the figure of 
compensation. To meet these cases, it was provided that 
insurers would have the choice to take ten times the annual 
allocations to share-holders plus the right to retain the capital. 

I now turn to Part B which deals with proprietary companies 
which did not declare bonus to the policy-holders. Broadly, the 
basis of compensation in this Part is 'assets minus liabilities' 
The Schedule itself lays down the principles for valuing both 
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assets and liabilities. It also provides that if the valuation of 
the life assurance fund shows a surplus, 96 per cent of the 
surplus would go to the policy-holders, leaving as the share-
holders' share only 4 per cent. 

While this is the basis of compensation payable to other 
proprietary Insurers coming under this Part, a special 

'provision has been made for displaced insurers. 
Representations were received on behalf of displaced Insurers 
that some consideration should be given to the fact that the 
partition of the country in 1947 had caused serious losses to 
them and their Inability to declare a bonus (and thus getting, 
compensation under Part A) was due solely to these losses. 
Strictly speaking, any special relief that may be given should 
come out of the revenues of Government and there Is no 
ground for the Corporation being asked to bear It. The 
Corporation Is taking over certain assets and liabilities and 
the compensation should depend on the present polltlon. 
However, It was thought that payment of an ex-gratia amount 
would not be Inappropriate. 

The ex-gratia payment would be arrived at as follow:-
To the life assurance fund (as well as to the assets) would 

be added the losses Incurred In Pakistan under the several 
heads referred to In the Bill, and on the basis of the revised 
figures compensation would again be calculated In the usual 
manner. Half the difference between the figures of 
compensation on the normal and revised basis, or half the 
paid-up capital, whichever Is less, will be paid. 

I now turn to Part C. The compensation payable under this 
Part II to the policy-holders, being a Imall addition to the 
lum aslured by way of bonus. 

This finishes the First Schedule. 
I do not think I need take much time over the provilionl of 

the Second Schedule which lay down the principles for 
valuing pollcles for determining the 'exceu assets' of foreign 
Insurers. I do not think I need go Into the Intrlcaclel of the 
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valuation baals. All that I need say is that the reserves on the 
basis laid down In this Schedule would be stronger than the 
reserves on the basis adopted by the foremost Indian company. 

I now turn to the Third Schedule, which deals with 
compensation to chief agents and special agents. I had earlier 
explained the reasons for the decision to terminate the 
contracts of chief agents. Chief agents received an overriding 
commission. The commission 1& not all net income, as out of 
that commission, they will have to meet the expenses of 
maintaining an office, salaries of inspectors and commissions to 
special agents. Their contracts run for a period not exceeding 
10 years. After taking all aspects into consideration, it was 
thought that we would be dealing very generously Indeed with 
them, if their compensation Is fixed at 75 per cent of the 
overriding commission that they would otherwise have received 
from time to time,. limited to a period of 10 years. The 
compensation payable to special agents is one-eighth of their 
annual income over a period of years. 

Sir, the enterprise which Government are undertaking is 
gigantic in its dimensions and momentous in its bearing on the 
fulfilment of the plans for the country's economic development. I 
shall be the last to claim that experience will never show any 
room for improvement in this legislative sanction for what we 
propose to undertake. But I feel confident that we have "ere an 
apparatus of organisation which will enable us to make a good 
beginning by enlisting the enthusiastic co-operation of all 
concerned. 
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CONSTITUTIONAL AND 

PARLIAMENTARY MATTERS 
12 

Motion of Thanks on 
President's Address* 

. 
The President's Address drew attention to the difficulties of 

the economic situation and their aggravation by the recent 
international developments. It referred to the necessity' for 
constant vigilance, especially in respect of the price levels and 
the need for the greatest possible economy in Government 
expenditure and ·restraint in spending by the public. 

According to Prof. K. T. Shah, Government have utterly failed 
to deal with the situation, notwithstanCiing the appointment of 
the Planning Commission or the improvement in the country's 
balance of trade. Pandit Hirday Nath Kunzru regretted that no 
indication has been given of the steps that Government 
propose to take to deal in the immediate future with what he in 
common with Prof. Shah, characterises as the fast deteriorating 
economic situation. He has also expressed disappointment with 
the Planning Commission's giving no assistance in the matter. 
Mr. Mahavir Tyagi complained that Government's Planning has 
neglected the rural areas and he was confident that by dint of 
effort an economy of a hundred crores could be effected in 
government exper.tdilUre. Mr. Goenka has just expressed 
several grievances in regard ·to the Devaluation Committee. 
Well, apart from. Mr. Goenka's speech with which I shall have 
to deal separately, I listened carefully to the speeches, but I 
failed to find in them any significant evidence in support of the 
basic assertion that the economic situation has deteriorated 
seriously. Prof. Shah was' candid enough to concede that he 
was not sure of the facts regarding the food situation. 

"ProvIeIoneI Parllement Deb., 2 August, 1960, cc. 200-212. 
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Pandit Kunzru referred to the spurt in the price index of 
foodgrains, between ,6 Ju.. and 8 July, as also to the 
phenomenal rise in the prices of oilseeds and both he and Prof. 
Shah r6ferr~ to 1M deflol8nt industrial production. 

I submit that the evidence adduced does' not j)rove that the 
economic situation Is fast deteriorating or that the blame, if any, 
is to be laid entirely at the door of Govemment. I am free to 
confess that the economic situation is, in my opinion, difficult, 
but I do not regard it as. desperate. Nor do I ad."it that the 
Govemment have been supine and apathetic, or that 
Government pOlicy in this fegard has been vacillating or unco-
ordinated. I see no r&;UlOfl why we should take such a lurid 
vieW of the position or fail to~otice the bright spots that relieve 
the gloom. An ounce of fact is worth a ton of theory. Let us 
examine some of the facts of the situation. 

The index number of wholesale prices show very near the 
pre-devaluation level throughout the first half of the year, The 
House will be interested to know that the rise in the price index 
in India from December, 1940 to June, 1950, was 3.7 per cent. 
The corresponding figure for U.K. was 7.2 per cent and that for 
the U.S.A, was 15.2 per cent. 

I should itke to take you through some of the detailed figures 
In this connection. I have here a statement which gives the 
price 'indices since decontrol, the index being the weekly index 
of wholesale prices and the source being'" the Economic 
Adviser's Office. Under cereals in January, 1950, the index was 
454, and on 10 June, 1950, it was 455. Under food articles. in 
January, 1950, the index was 385.3, and on 10 June, 399.6. 
Ur.r Industrial raw materials'the Index was 490.3 in January, 
and on 10 June,' 493.5. Under semi-manufacturers as against 
337.3 In January it was 335.8 in June. Under manufactured 
articfes' "against 355.4 In January It was 348.1. Under 
A'IieceIIaneoua, on the other" hand, the composition of which 
covers a very wide range the Index rose from 619-10 699.3 and 
for, all commc:iditie8 the .indeKi"088 from 388 10 395.4. 
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h is true that for the first three weeks of July, 1950, thEtre was 
a rise of 2.5 points over the figure for the week ending 24 June, 
but I think that can fairly be attributed to the reasons which my 
hon. colleague mentioned as well as· to hoarding, speculation 
and profiteering. These are with us persistent and provoking 
problems and we may fail to solve them at our peril. It Is surely 
expecting too much to demand ht they be solved in a week or 
in a fortnight. ... 

I will say that the Ministers are only workers and not wonder-
workers. We recognise that perhaps a grave situation may 
develop, largely through factorS outside our control and grave 
evils might need grave remedies. But it would surely be 
unreasonable to deny Government a ,little more time in which to 
devise suitable corrective measures. I~ may be that Government 
will need special emergency powers to enable them to cope 
with the situation. 

It should also be borne in mind that in certain vital fields the 
appropriate action lies within the jurisdiction of State 
Governments and certain measures, in consultation with them, 
require a little time. 

So far as the monetary field Is concerned, I think any 
dispassionate observer of economic trends would find that there 
has been a distinct improvement and that there are signs of 
returning confidence. I refer to the response that was made to 
the first loan that was floated by the Central Goveniment this 
year. I think for the first time we secured something net in 
cash ... 

The loan was a conversion loan and not a regular loan and 
considering that, the fact that we secured 7"h crores in cash 
might be regarded as satisfactory. 

Then, Members must have read reports that the Provincial 
loans which were floated the other day were well subscribed. 
That, again, is in distinct contrast to what happened last year, 
when only one Province was able to raise some loans . ..;t,ese, I 
think, are relieving features. 

Prof. Shah has referred to food, the kingpin of Indian 
economy. On this matter it is not necessary for me now to say 
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anything except that I am sometimes amazed at the defeatism 
that Is shown In certain quarters. It may be that we eXP.8rienqa. 

, difficulties In procUi'ement; as long as human nature is there 
these difficulties I suppose will continue to be experienced. But 
I believe that if we were to reform the administrative 
machine--and that Is a matter which I know has the closest 
attention of my hon. colleague--tt should not be difficult to raise 
the production of food to a stage where perhaps we might be 
able to do without controls in a reasonable period of time. All I 
need say in this connection is that the only thing that my han. 
colleague does not promote is the growth of grass under his 
feet. 

In regard to industrial production, there are scores of factors 
that might account for a shortfall from installed capacity,. and I 
can assure you that measure~ are already in train for 
investigating the causes, and machinery for the purpose is 
being organised in close consultation with the Planning 
Commission. The process, however, is bound to be long and 
intricate, and at every step the co-operation of employers and 
workers will be essential, not to speak of the adequate 
provision of finance. ". other day a most useful consultation in 
regard to this and connected problems was held with a number 
of leading industrialiSts. I myself am In consultation with the 
Reserve Bank in regard to the possibilities of' augmenting 
facilities for finanoe-I mean industrial finance. Something Is 
also being attempted, as you are aware, in order to improve the 
working conditions for labour. These are all measures that take 
time to fructify and it would be sometime before we get the right 
amalgam of brain, brass and brawn for increasing Industrial 
production. 

From tna fiscal and monetary angle the end of the first 
quarter of the year is a somewhat difficult time for .. swerlng 
charges of ineptitude. The Ink has hardly dried on the'record of 
tt'e full-dress debate~ regarding the economic and other 
policies of Government that characterised the Budget session, 
and for lack" of fresh charges there is a temptation to 
Government .. critics to resort to acctIsations which could have 
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been made and answered thel1.For Instance, Prof. Shah 
referred to failure to implement' the Economy" Committee's 
Report. The circumstances in which the recommendations 
~ai~.' in that report' Were overlaid. by ~ 
retrenchment measures could have been ascertaind In the 
Budget sesSion. Actually, for the information Of the House, the 
Economy Committee's recommendations, If fully carried out, 
would have resulted i~ a saving of roughly Rs. 41h crores for a 
whole year. 'In view of the financial crisis, however, a 
percentage cut was imposed on the sanction8ct budget 
estimates of all th~ Ministries at' a flat rate and this was 
theoretlcaily estimated to yield an annual rate of saving of more 
than Rs. 61h crores., !Jnfortunately the accounts are not in hand 
and we have not been able to ascertain whether the' whole or 
any part of this has been sSved because pari passu new 
expenditure proposals for services which were deemed to be 
necessary were entertained and it is possible that much of thtt 
saving aimed at has not materialised. However, I can assure 
the House that it is my intention to have this matter thoroughly 
gone into. I have had a review made of the outtum of the 
Budget for the first quarter and the trends that I have noticed 
convince ,me that redout?led efforts are palled for in the interest 
of avoid~nce of waste and effecting retrenchment. I am' not sure 
if these efforts will reach the heroiC heights of renunciation 
envisaged by Shrl Mahavir Tyagi. It should also be remembered 
that by and large retrenchment means throwing out men 
temporarily at least and adding to unemployment. Therefore, 
the human aspects of this process cOUld not be ignored. But I 
hope that I shall not be regarded as being cailous when I 
express my view that after an initially painful readjustment the 
results must benefit the community by replacing waste, by 
gainful employment. I have explained the budgetary situation to 
the Standing Finance cOmmittee, and from my first experience 
with them I antiCipate a great deal of assistance fr~m them. I 
have also had reports of the thorough investigation which has 
been conducted into the Ministries they have looked into, by the 
Estimates Committee, and to these also I shall look for 
assistance. 
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\/Veil, apart from relrencnment and IIvoidance of waste tne 
only other means of Improving the budgetary situation is by 
trying to increase one's resources. It is here that I should feel 
that it would be premature to expect Government to make any 
pronouncement. Usually this a matter that comes up sometime 
towards the end of the year. I am, however, free to say this, 
that I have been paying very close attention to the progress, or 
perhaps the lack of it, in the National Savings movement. I find 
that it has not progressed as well as it should have, owing to 
certain organisational deficiencies but we have taken steps to 
correct these and an officer with a great deal of experience in 
banking and money matters has been appointed as the the 
National Savings Commissioner. He has been arolJnd some of 
the States and in a few months time I hope that I shall be in a 
position to call a conference of the States in order to enlist their 
support for this movement. I am quite convinced that the 
solution of some of our rural problems depends upon the 
success with which we tap savings in certain strata of the rural 
field and that, incidentally, perhaps furnishes an answer to. the 
points which Shri Mahavir Tyagi and the hon. Deputy-Speaker 
made. 

The hon. Deputy-Speaker referred to the increase in the 
index for cereal prices from 100 to 500 - it is 455 
actually -- since 1939. Now, that is an Indication of the manner 
in which purchasing power has dispersed from its usual 
receptacles in the urban areas to the rural areas. It is true that 
much of it is lying idle or is not perhaps applied to the best 
possible uses, and that is the problem which the Central 
Government will have to solve in consultation with the State 
Governments. At the moment, there is a tendency on the part 
of State Governments to look to the Centre for assistance for 
carrying out sChemes of development, whereas the Centre is 
less and less able to raise moneys in the money market. The 
reason I think is that some of this money is right under I the 
noses of the State Governments and if only they 
wlH make efforts - I do not mean by way of taxation 
necessarily - but if they will only make efforts to wean 
these savings for. constructive uses, both the 
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problems of rural development and the problems of finding 
employment f"r some of our agricultural labour will be solved. 

"4ow. apart from resources and the sound management of the 
Budget which is calculated to ensure that no fresh inflation is 
generated. the customary method of dealing with scarcities of 
goods and thereby influencing the price level is finding 
exchange for imports. The House is aware that here Nasik does 
not fumish a solution, and one is limited by the amount of 
foreign exchange that one can eam. From the figures given in 
the Address, the House will have formed some idea of the 
improvement that has taken place in our balance of trade. It is 
quite true, as Prof. Shah Observed. that this improvement may 
not be enduring and that the position would have to be 
watched. Indeed. in considering this matter we have made 
allowance for this and a" that we claim is not the new 
Improvement in the balance of trade but the increase in exports 
that is noticeable over the first six months of the year. That 
again wi" be reduced very considerably during the next six 
months. but it will be reduced for a good purpose. 

We have made good use of the temporary respite that we 
have received. The recent improvement in our balance of trade 
has enabled us to make larger allocations of foreign exchange 
for the importation of essential goods. and in fixing these 
allocations we have followed the usual plan of giving the 
highest consideration to goods required for industrial and 
development purposes. The allocations for commercial imports 
have been made after making reasonable provision for the 
import of foodgrains. of Govemment stores required for 
Defence and RailwayS and for other purposes. The House will 
be interested to know that of the allocations made for 
commercial imports only a small proportion which does not 
exceed four per cent of the total import allocations is for 
consumer goods. and the balance of the allocations is entirely 
for industrial raw materials and semi-manufactured goods.as 
well as for plant and machinery. The consumer goods include 
largely such essential articles as infant milk food. powered and 
condensed milk. drugs and medicines and certain other articles 
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such as betel nuts on which revenue is collected in the shape 
of revenue duty. But the major part of the allocations is, as I 
have said for plant and machinery, petroleum prodUcts, steel, 
nonferrous metals, cotton, chemicals, machine tools, newsprint, 
paper. Two meetings of the ad hoc Committee on Devaluation 
were held during the November-December Session of 
Parliament and problems ariSing from the eight point Economic 
Plan were discussed. Now, the discussions that took place 
during these two meeting.5 and the suggestions made were 
examined by Government, and such of these as could be 
adopted were implemented. Then, this matter came up at the 
time of the Budget discussions and I am informed that the 
specific question of imposing an export duty on jute and tea 
was raised during the debate on the Commerce Ministry'S 
Demand and Government's views on this suggestion were fully 
explained by the Commerce Minister. A decision was then 
taken not to convene a meeting of the committee, as the views 
of the members of the committee as well as of other members 
were known during the parliamentary· debates. Whether this 
was a good reason or not it is not for me to say. 

The position now is that after a lapse of several months the 
specific economic problem that arose immediately after 
devaluation now forms part of the general economic situation 
and it is not easy to separate them. Apart from anything else, 
'Devaluation Committee' seems rather an ominous name. Any 
way now that the matter has been mentioned, it Is my intention 
to convene a meeting of the committee in order to review the 
whole position. 

Well, during the debate several references were made to the 
P*v1ing Commission Ever since the Planning Commission was 
eetabIiahed. I have marvelled at the carping and cavilling that 
.. been directed against the Commission. this has emerged 
nat onlY from those who are not in the habit of devoting much 
~ to economic matters but also frQfn those who ought. to 
knOw better. In part, the critics belong to the ranks of those who 
do nOt believe in planning. This is hardly the place or occasion 
to join Issue. I must, however, deal with one aspect of the 
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criticism in this regard and that is that it is n6 use planning 
when our resources 'are so low and our aspirations so high. I 
should have thought that this is precisely the ,·-conjunction of 
circumstances in which planning becomes imperative witt\. a 
view to the most fruitiul and balanced utilisation of our meagre 
resources, for in the absence of planning there is risk of misuse 
and misapplication. 

The other class of critics, which include Prof. Shah and 
Pandit Kunzru expressed disappointment at the results 
achieved by the Commission. I cannot help feeling that this sort 
of criticism emanates from a misconception about the functions 
of the Planning Commission and the technique and implications 
of planning. Prof. Shah said that he did not know what the role 
of the Planning Commission was and Pandit Kunzru is 
disappointed that the Planning Commission has done nothing to 
cure the current economic malaise. I cannot help wondering at 
Prof. Shah's statement, because the terms of reference to the 
Commission were published and are pretty elaborate, or I can 
only infer that he could not have read them recently or very 
carefully. Pandit Kunzru seems to me to have read a wrong 
awsal relation between the appointment of the Commission 
and the difficult economic situation as referred to in paragraph 
11 of the President's Address. I do not want at this late stage to 
take the time of the House In reading out the terms of reference 
to . the Commission. But I wish to say this that the tasks of 
reviewing the anomic background, defining objectives, 
scrutinising production in scores of different fields, surveying 
resources especially financial, and drawing up realistic plans, 
are tasks of great complexity. They require for IheIr 
4ccomplishment a wide range of statistical data, the collection 
of which takes time and caUs for expert assistance ... 

I must have misheard my hon. friend.· That these tasks are 
being attended to by the Commission with zest and diligence, I 
as a Member of the Planning Commission as well as Minister of 
Finance can bear ample testimony, because I have to devote a 
great deal of time. I appeal to the Commission's critics to give It 

"8hrt H. N. Kunzru. 
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a fair chance. If they feel like it, they can forward any 
constructive suggestions that they, may have and I am sure that 
this kind of positive-assistance will be gracefully welcomed by 
the Commission. At any rate they could assist negatively by 
showing forbearance, patience and understanding ...... 

They ought to let the Planning Commission get on with its job 
in an atmosphere free from popular prejudice, because any 
plans that the Planning Commission may be able to evolve'will 
be condemned to futility in advance if the public is taught to 
believe that they will mean nothing to them. 

The major objectives of Government's economic policy may 
be defined as these: 

(i) To ensure that no fresh inflation is generated and to that 
end to follow sound fiscal and monetary poliCY; 

(ii) In particular, not to relax in the pursuit of economy; 

(iii) To endeavour to remove or minimise the strain on our 
economy attributable to our political and economic relations with 
our neighbour countries; 

(iv) To press forward purposefully with plans to attain self-
sufficiency in food, cotton and jute; 

(v) To make sustained efforts to establish conditions in 
which industrial producation can be maximised; 

(vi) To assist, as far as possible, in alleviating rural under-
employment; 

(vii) To watch the price level vigilantly and take measures 
within its constitutional and administrative resources to hold it in 
check; and 

(viii) To plan the utilisation of the country's limited 
resources in the most advantageous manner possible. 

I submit that Government are addressing themselves to these 
tasks with energy and earnestness of purpose and are entitled 
to receive from all sections of the community and understanding 
support and not petulant criticism. 



13 
Constitution (Tenth 

Amendment) Bill, 1956" 
(reg. taxes on inter-state sales and purchases) 

I beg to move: 

"That the Bill further to amend the Constitution·· of India, as 
reported by the Joint Committee, be taken into consideration." 

The JOint Committee has recommended that the Bill as 
introduced in the Lok Sabha be passed: This conclusion has 
emerged after a great deal of discussion of all points of vievf. 
There are Minutes of Dissent and therefore it is needless to say 
that there was not complete unanimity in the committee. 
Particularly, there was a strong volume of opinion in the Joint 
Committee which was of the view that it would have been very 
much satisfactory, had the Central Govemment been able to 
retain the power to intervene, as it can today, in respect of 
imposition of sales tax on goods essential to the life of the 
community, under the Essential Goods Act of 1952, that is to 
say in regard to the prOvisions of the Essential Goods Act of 
1952, and particularly in respect of what were described as 
necessities of life. This point has been urged with varying 
degrees of emphasis by several Members in their notes and 
Minutes of Dissent. At this stage I consider it necessary to 
place before the 'House certain salient points for consideration. 

I realise that hon. Members have been exercised as to the 
possibilities which this Bill opens up for the levy by the States 

·L.S. Deb., 29 May, 1956, cc. 9874-9880; 9947-9954 . 

•• ~ to amend articles 269 and 286 and the seventh schedule, with a view 
to remove certain anomalies in laxes on inter-state saJes and purchases. 
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of sales taxes at onerous· rates on articles which figure largely 
in the domestic budget of the common man. This anxiety is 
readily understandable especially as the House regards itself 
rightly as the zealous guardian of the fortunes of the common 
man, and yet in spite of this se~timent, I would like the hon. 
Members to consider dispassionately what the present position 
is and how we could change it if in the circumstances a change 
is called for. 

As the Constitution stands at present, it provides in 
substance that any law of a State which imposes a tax on 
goods declared by Parliament to be essential for the life of the 
community can have effect only when assented to by the 
President. The important point to remember about this 
provision, however, is that it does not apply to laws that had 
already been paSsed by the time Parliament declared what 
goods are essential for the life of the corQmunity. It is not 
necessary for my purpose to give a list of the States which had 
such laws in force then and have them now, the commodities 
concerned, the rates prescribed, and the character of the 
taxation, that is to say, whether it is single-point or multi-point. 
There are about four States which were, under this 
dispensation, in a positiot'l to levy a sales-tax on foodgrains; 
some others levied on gur and so and so forth. SuffICe it to say, 
that this provision of the Constitution· has not in fact served to 
give us complete or even decisive control over the levy of 
sales-taxes on such commodities, that is to say commodities 
declared to be essential for the life of the community. Various 
States had, as I said, taxes at various rates and. these taxes 
continue .to be unaffected by the constitutional provision. That 
was the first major weakness of the present situation. 

Then, it is often contended with some justification that the list 
of goods declared by Parliament to be essential for the life of 
the community Includes items which cannot strictly be regarded 
as essential in common parlance. For instance one could not 
reasonably hold that dried fruits and hides and skins are 
essential at least in the same sense as, say, food g'llins are. 
Then, finally, while the State Governments have been 
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prevented from Imposing sales-taxes on goods essential for the 
IHe of the community, except in accordance with the provisions 
of that Act and while the result of applying the essentiality test 
has placed a statutory bar on any increases in the sales-tax 
levy, the States have often complained of the fact that the 
Central Govemment themselves have levied high taxes in the 
form of excise or customs duties on some of the goods 
declared by the Act to be essential to the life of the community, 
for instance, cloth and petrol. 1t was apparent therefore that this 
whole question needed careful examination and this was 
precisely what was carried out In great detail by the Taxation 
Enquiry Commission. They came to three conclusions, firstly, 
that State Govemments should have' full powers to tax sale or 
purchase of goods including goods declared at present to be 
essential to the IHe of the community, and secondly, that some, 
restrictions may be justified in regard to the taxation of raw 
materials of special importance by taxing which the State 
Govemments could effect an increase in the cost of 
manufactured articles whether such manufacture takes place in 
the State which uses the raw material or in another which 
imports the material from that State. The Commission were of 
the view at the same time that such control should be confined 
to a very small number of well-defined commodities of special 
Significance in inter-State trade. Broadly speaking, no 
commodity should be selected for control and regulation by the 
Central legislation as of special importance in inter-state 
commerce, which is not a raw material or largely in the nature 
of a raw material, which either as raw material or later as 
finished good based on such raw material is not in terms of the 
volume of inter-State trade of special importance in such trade, 
and which finally In terms of the country as a whole is not of 
special importance from the point of view of the consumer or of 
the Industry. 

On this basis, six commodities, namely coal, iron and steel 
cotton, hides and skins. oilseed8, and jute were selected as 
being of special Importance In inter-State trade. this view of the 
Taxation Enquiry Commission has found support from the panel 
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of ecOnomists nominated to advise the Planning Commission 
on the formation of the Second Five Year Plan. Their 
memorandum says: 

"We wish to endorse in particular the recommendation 
of the Taxation Enquiry Commission to the effect that 
article 286 (3) of the Constitution may be amended to 
remove the present exemption of articles essential to the 
life of the community from the scope of State sales 
taxation." 

Government have broadly accepted these recommendations 
and also the view of the Taxation Enquiry Commission that the 
saltts-tax must essentially continue to be a State tax as a 
source of revenue and must continue to be levied and 
administered by State Governments. The sphere of power and 
responsibility of the States may be sad to end and those of the 
Union to begin, when the Sales-tax of one State impinges 
administratively on the dealers and fiscally on the consumers of 
another State. In other words, inter-State sales should be the 
concern of the Unions so should specific inter-State sales, as 
for example when a raw material produced in a State figures 
significantly as a manufactured article in an inter-State 
transaction in the manner I have described before. To the 
extent necessitated by these considerations and to that extent 
only the Taxation Enquiry Commission have recommended the 
imposition of restrictions on the States and assumption of 
certain powers of levy and control by the Union. This Bill has 
been drawn up to implement this scheme of inter-State sales-
tax. By the adoption of this scheme of taxation we shall be able 
to ensure that at 'east in regard to the most important raw 

. materials which enter into inter-State trade and commerce, 
there shall be a uniform burden of tax, and that uniform burden 
too shall be of a strictly restricted nature, that is, the tax shall 
be levied only at a single point at the last stage of sale or 
purchase in so far as the specified goods are concerned. 

If to this list, at the proper time, it is possibl~ I am 
advised, it would be posslble-to add one or more commodities 
out of the present list of essential commodities as being of 
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special importal)C8, well then, the interests of the country as a 
whole might Iwve been further secured; we shall have ensured 
generally, therefore, that raw materiale required for the manu-
facture of finished goods carry a more or less unifonn tax 
burden throughout the country. That would be a matter for 
consideration when 8fI actual Bill comes before Parliament, 
after this constitutional amendment is accepted. In due course, 
after this has been put through, we shall, therefore, be 
Introducing a Bill to give effect to the detailed recommend8tions 
of the Taxation Enquiry Commission. The House would then 
have to discuss and decide among other things the principles 
on which commodities are to be declared of special importance 
in inter-State trade and commerce, and the struckJre of the' tax 
rates. 

There is one basic fact which we must not overlook. A' 
constitutional amendment of this nature calls for the consent of 
the States and their legislatures or at least of a majority of 
them. 

I refer to article 368 of the Constitution. We have been able 
to secure this informally to the Bill as it stands before the 
House, and very largely we have been able to do so because it 
follows scrupulously closely the recommendations of an expert 
body like the Taxation Inquiry Commisslon.Therefore, if we 
attempt to introduce any change or substance in this Bill, then I 
am afraid It would be Incumbent upon us to go' back to the 
States. What the outcome of that reference would be I should 
not like to foretell, nor is It, easy to say how long that process 
will take. But one tt'tlr:-g is Certain, that it will take many mOnths 
before we arrive at lBasonabIy. agreed conclusions again. 

Therefore, If we are not to deprive the State Govemments, 
and indirectly therefore, ourselves, upon whom 10 much burden 
Is cast of assisting the States In their development plans, of a 
conceivable considerable. amount of revenU&--th1s Is the 
reaponslbillty of this House as &lao of almilar other chamber8 In 
the.country, '. tf to'say; thia~taak of finding the reeourcea for 
the plans 'we have for developing the country's economy-
we cannot afford to IoIe time In this respect. 
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should-like t0888Ul'e this House, because this point was raised 
by more than one Member in the Joint Committee, that I shall 
acquaint all-the. State ·Governments with the great anxiety with 
whiCh many hon. Members have regarded the sales tax on 
eaential goods, and the views that might be expr.essed on this 
aspect of the matter in this House during the course. of these 
diecussiona. 

Once hon. Members are clear that .. things stand, we do not 
h~ve anything like an efflctive contrOl· over the sales tax as 
levied In various States over essential commodities, that it is 
not possible to "expect the !tates Governments to concur in any 
conatitutional amendment which would enlarge the present 
pOWers of the Centre, and that in the context of our increasing 
dev8Iopment activities and of our anxious' search for further 
resources, then I think they wilt come to the conclusion that it is 
unavoidable that sOMe part of this burden will have to be borne 
by the common man. If hon. Members accept this, I hold that 
they cannot but agree with these proposals. I am convinced 
that in taking powers thus to regulate the sales tax on 
transactlona in Inter-state trade· and by taking powers regulating 
not only the Inter-State but also the intra-State level of taxes on 
important raw materials, Parliament would have taken a very 
decisive step of great importance. 

There is one last point which I should like to make and that is 
that certain hon. Members feel that the State Governments are 
being deprived of their present powers of jUlng sales and 
purchases of CQmrnodities. So far as inter-Stata transactions 
are concerned, under clause (3) of article 286, no law of'a 
State can ~e effect except to the extent t.o which it is 
permitted by an Ad. of Parliament. That Is equivalent, at the 
moment, to raising a bar, but that is not equivalent, I should like 
to point out, to actually levying sales tax. on Inter-State 
transactions at uniform rates .. In other words, It is open to 
States to abstain from any advantage of competence by the 
rerttoval of the bar by Parliament, should we proceed to pass a 
~aw under clause (3) of artlqle 286, whereas under the new 
schema, we take a more posittve step of actuaJly levying a tax 
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on inter-State tran~ns, and to the ~t to which mat is 
levied on commodities .of ~aI importaftCe in inter-State trade 
and commerce. those rates will also apply to-1he rates that are 
leviable in the States. themselves on Inara-State transactions. 

The~efore, indirectly we shall have achieved a great deal of 
uniformity in a field in which uniformity matters most. In regard 
to the other categories of goods uniformity has been urged as a 
desideratum from time to time, but the conclusion of most 
people who have examined this problem is tliat so much water 
has flowed under the bridge that it is not now possible to recall 
it, and'that one would have to give up any hope of introducing a 
dead level of uniformity in the scheme of sales taxes all over 
India and in all States. 

It appears to me that much of the thinking that is behind the 
observations made in the course of this debate, especially in 
regard .to the essentiality of goods is somewhat static in 
character, whereas we are dealing with fluid circumstances aild 
a dynamic state of affairs. I was not myself present when the 
Constitution was hammered out, but, I have reason to believe 
that at that time the viewpoints of State Governments received 
a great deal of weight and con~ideration. But we seem to have 
moved away from that position and now there are voices raised 
in this Parliament indicating that Parliament would almost be 
justified in overriding the views and 'I8ntiments of State 
Govemments. I would submit that that would not be a right way 
of looking at this matter. 

As I said some time ago, it is not a question of bargaining 
between the States and the Centre. What we are trying to do is 
to hammer out a new solution to, the old difficulties, and when I 
said that I am representing' the States I meant that I am putting 
forward a solution· which has the largest 'measure of support 
from among the States. That is why I said, if we wish to go 
back on, this, then we, as Govemment, would not'Jeel justified 
in p~ng with this measure. Tha! is all. It is certainly for 
Partiament In its aspect of a constitutiortCtultlging-authority, to. 
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make whatever change It wishes to in the Constitution. That 
has reference only In a limited sense to article 368 whictl does. 
not bear upon this question of essentiality at all. h refers to the 
necessity of ratification for among, other things, changes in the 
Schedules, that· is to say, the distribution of executive and 
legislative powers as between the. centre and the States. But, 
so far as the gist of this legislation is concerned, It is not 
constitutional dlfficu~es that stand in our way but It is the 
realisation that what Govemment are putting forward now is an 
agreed solution. 

Having pointed out that there is bargaining, I should like to 
state that so far as the States are concemed, they are giving up 
just alittle--not very much-for introducing order into the 
system. To take points otdisadvantage first, for them, in view of 
the latest ruling of the Supreme Court, they, of course, do 
realise that it will not be possible for them to impose taxes on 
sales or purchases of goods when they are involved in inter-
State transactions. The provision in regard to goods essential 
for the life of the community is there and that is, SO to speak, a 
point In favour of the Centre rather than the States. That is to 
say the States· are at a disadvantage. Nevertheless there is 
some small aspect of this Bill where the States have agreed to 
a possible diminution of some of their powers of taxation. I am 
not referring here to the actual wording of sub-article (2) of 
article 286 of the ievIsed version, but what I am referring to is 
the position that any inter-state sales-tax that we may now 
Impose in accordance with our new pa.wers will apply 
prospectively and retrospectively and if we choose to levy rates 
which are lower than the rates at present In existence .in any 
State, then, ~ that extent those rates will have to be reduced. 
Therefore, on the part of tI'los, States, there is a small measure 
of sacrifice involved although I do not wish to attach too much 
Importance to a point of this kind. In regard to the general 
question of sales tax and rationalisation, that is too broad an 
Issue for us to enter upon here when we are only changing the 
Constitution' and not promoting a Bill actually in accordance with 
the prOvisIons of this. new ConstItution (Amendment) Bill. 
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There has been ,..terence to three matters, the appointment 
of an advisory committee, the establishment of an Inter-State 
Taxation Commission and then the question of uniformity which 
keeps cropping up from time to time. 

In regard' to the first, the recommendations of the Taxation 
Enquiry Commission have been conveyed to th8 States and 
from time to time we shall take.advantage of the opportunities 
we have of conferring with the States to bring this particular 
recommendatlpn to their notice. . 

As regards a general Investigation into Aies tax and so on, it 
is not correct to say, obviously When the Taxation Enquiry 
Commission has gone so deeply into the matter, that there has 
been no investigation. But obviously It has been from a 
particular angle, the general angle of taxation and· also the 
general angle of Incidence. Nevertheless there are matters 
connected with the detailed procedure and the administration, 
especially the effective administration of sales tax, which were 
naturally not matters comprised very closely within the terms of 
reference of the Taxation Enquiry Commission. It is my 
Intention, and I have already taken up the matter with the 
States, to send a small team of experts in sales tax to the 
various ,States in order to study the systems of sales taxes and 
try to help In improving them. I have received very encouraging 
responses from all the States. I have also received the offer of 
the services of some experienced States officers from among 
whom I could choose in order to constitute this team of experts, 
and I have hopes that very shortly we shall be in a position to 
send out such an expert team. Whether any further 
Investigation will t?e required will depend on what Is thrown up 
by the investigation that will be made by this expert team. 

The general principle 'involved has alreadY been commended 
by more than one State Minister, either the Chief Minister or the 
Finance Minister in one of the meetings of the National 
Development Council. I feel that, if we succeed in making this 
change in regard to one ~Ie commodity like cloth, may be we 
shall find ways of extending It to other spheres. Our ideas are 
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not very clear yet on the subject, and f- do not think It is 
necessary.to Indulge in any prematurely advanced thinking in 
regard to that matter. We shall be guided by the reactions of 
the States and our actual experience. 

Then I proceed to the main bone of contention, that is article 
286 (3). I think Shrimati Jayashri has already referred to the 
excerpts from the proceedings of the Finance Ministers' 
Conference, which was held in October 1952, that is, after the 
Parliament passed the Essential Goods Act, 1952. She has 
already quoted what the Chief Minister of Madras stated. I 
would like to read out what the Chief Minister of Bombay said: 

"In a country, so situated and so circumstanced as 
India, it was ~t possible to have uniformity of taxation. 
Certain parts of the country were predominantly 
agricultural while the other parts were industrial. When it 
was not possible for the Centre to give up its import duty 
on cotton and its excise duty on cloth, to make' cloth 
cheaper, why should the States be asked to give up all 
ideas of sales tax? Many of the items added in the 
schedule to the Essential Goods Act, 1952 could hardly be 
treated as essential goods." 

Then there were other Anance Ministers who spoke more or 
less in the same strain. The Finance Minister of West Bengal 
observed that it would be difficult to define as to what was 
essential commodity and that the State Govemment should 
enjoy the liberty to levy sales tax at such ril~e as they 
considered necessary ~. 

I maintain that we should proceed on the basis of agreed 
solutions, and it was only in that sense that I stated to the 
Select Committee that it would be advisable for us to proceed 
with this Bill, and at the same time, to try and convey to the 
State GQ.Vemments what the feeling of this HOUse is. So far as 
the present Bill is concemed, it is not a commitment so much 
as an agreement on the principles 'which have been enunciated 
by the Taxation Enquiry Commission. One han. Member asked 
why It is that such a view Is taken. I can only refer him to pages 
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50 to 55 of the Third Volume Of the Report of the Taxation 
Enquiry CommisSion. The Report is ~hat long and 
involved, and I will not take up the time of the House by reading 
out long extracts. The essence of the matter is that in the eyes 
of the Taxation Enquiry Commission, so far as intamal 
cosumption is concerned, the States should be left free to tax 
and we should rely on the moderation and a sense of the 
feelings of the public on the part of the State Legislatures, who 
in their field had co-extensive Jurisdiction with . Parliament in 
regard to items which are in the State Schedule. That view 
commended itself to us, both the Central Govemment and the 
State Govemments, and the result is this Bill. Nevertheless, I 
for one am prepared to say that €Ine should never have a 
closed mind on subjects like this on which there is evidence 
that a large number of people feel strongly, 'whether it is the 
question of exemption or whether it is the question of moderate 
levy or whether it is the question of uniformity. These are points 
which will never lose their importance. 

Therefore, I have undertaken and I continue to do so, to 
convey the views of this House, of the individual Members, to 
the State Govemments, and take an opportunity when I meet 
them, which I do more than once a year in connection with the 
meetings of the National Development Council, to dispuss these 
matters with them. It is not necessary now to have a separate 
conference to find out whether there' is any fair measure of 
agreement in regard to these essential goods. 

In the meanwhile the situation Is not entirely lost even from 
the point of view of those who urge that article 286(3) should be 
retained, because there is the possibility of enlarging, although 
not very much, that .list of goods which are of special 
importance in inter-State trade or commerce. I have just 
received a communication from one State Govemrnent 
appealing to me to' restore the use of the words "raw materials" 
and not use the general word "goods". That only indicates what 
their feant are In this matter. The fears are that again, as in the 
C888 of the EssentIal Goods kt, the Parliament might be 
Induced by the generoaIty of their feelings to make a very long 
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list of goods of special importance In inter-State trade or 
commerce. Therefore, I do nOt wish to raise any false hopes. 
Nevertheless I dO not wish to bar the possibility of Inclusion of 
articles Uke foodgralns, especially when there are some large 
movements nec;essary say, for fair price shops or, even if things 
tum out so bad, for price controls and things like that. 
Circumstances may easily arise where it would not be difficult 
to prove that foodgrains movements are of great Importance in 
the inter-State trade and commerce. If so, I do not expect any 
great difficulty in carrying this inessage, shall we say, to the 
State Governments. This view Is shared by some of my 
colleagues in the Cabinet, it I may disclose it. So, I would 
advise that we leave this particular matter there and for the 
moment proceed with this piece of legislation as we have it 
before us. 

There are one or two other matters which would perhaps 
come up ir;1 the course of the discussion of the amendments. 
Perhaps Pandlt Bhargava referred to article 304 and the whole 
of Part XIII. Our view is that it is not necessary specifically to 
refer to Part XIII. So far as article 304 is concerned, I draw 
precisely the opposite inference from that drawn by Pandit 
Bhargava. He says that an unreasonably high level of tax could 
easily be construed as imposing reasonable restrictions on the 
freedom of trade and commerce and so on in accordance with 
clause (b) of article. 304. I would draw his attention to sub-
clause (a) of article 304 which specifically refers to taxation. 
The side heading is 'Restrictions on Trade, Commerce and 
Intercourse among States'. It refers to taxation. 

Therefore, my' conclusion Is that all matters ~h refer to tax 
are exhausted in sub-clause (a) ~ sub-clause (b) cannot refer 
to any matters relating to tax. They are only limitations which 
the Constitution intended to Impose in respect of tax. Therefore, 
we are free to impose any other mode of tax under article 304. 

It was asked, what will be the shape of the Bill to come. That 
is somewhat premature. There will be plenty of opportunity for 
the Houee to consider what form the Bill should take. In any 
CM8 I do not think that it Is necessary for the House to know 
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exactly what provision that Bill will contain in order to make up 
Its mind as tp whether it should lend its support to the passing 
of this Bill. We have some ideas here and we have also worked 
out possible details of what sort of things we should have to 
consider, for Instance, whether there should be separate rates 
for registered dealers and unregistered dealers, the difference 
between specific gOods and other goods, the mode of 
collection, distribution and so on. But, as I say, we have given 
some thought to the matter and I ao not think it is necessary for 
the present purpose to have any idea of what sort of a 
legislation It would be. 

I have noticed a suggestion by one hon. Member that, 
instead of bringing two or three pieces of legislation, we can 
combine them all in one piece of legislation. Obviously, that is a 
matter of convenience. One piece of legislation can deal with 
the definition of inter-State trade and commerce for the purpose 
of article 269, then the definition of whether the goods are 
going outside or being exported and so on, that is to say, 
definitions required for the purpose of clause (1) of article 286. 
We cannot specify those commodities wt.ich are the subject 
matter In Inter-State trade and commerce. It is quite possible to 
have one piece of legislation. That is a matter of drafting and of 
convenience. 

In regard to this general question of uniformity, although I 
have mentioned the views of the State Governments, I myself 
believe that the logic of events would finally drive the States to 
corne closer together in their rates of levy because there is 
always some grievance of one State or the other. An example 
was given by one han. Member. The vendors in U. P. were 
affected because some rates were lower in Delhi. That kind of 
thing Is all over the place. I have no doubt that rationalisation 
will come in because of conviction and not because of 
sentiment or any particular doctrine in regard to sales-tax. 

We are asked: what machinery is there for recording the 
incidence of various taxes. That is a matter which is part of the 
continuous studies of our Central Board of Revenue and our 
economic divisions as well as the Reserve Bank. A certain 
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amount of study was conducted by the Taxation Enquiry 
Commission on -.--targe scale in regard to the incidence of 
taxation. Obviously, as the dimensions of our taxes increase, 
we Shall have to have far more detailed data in our possession 
In order that we may be able to justify those taxes to the 
House. In other words, as I said the other day, the House will 
be more and more alive to ftndlng out whom they are hurting by 
this process of additional taxation. That onus, I am painfully 
aware, rests very much on the Finance Ministry. We shall try to 
perfect our data ooIlectecf for that purpose. I think I have 
clarified most of the difficulties which the hon. Members felt in 
this respect and therefore, I commend my motion to the 
House.-

"T1w • _ .. ~ and ___ the ConItiIuIon (SIxth ArMIIdIMnI) ~ 
1_. 
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Parliamentary Control Of 

Public Corporations* 
** Government point of view would be more or less a full reply 

to what the han. Member has said. It seems to me, Sir, that the 
han. Member has mixed up two or three different Issues. It 
would be necessary \to get them out of the way. The first one is 
the formation of companies without recourse to legislation. Now 
that was done as a sort of emergency measure for making 
certain arrangements In regard to the production of certain 
matertaJs like fertilisers and so on. That was not a final decision 
and It Is in our thoughts that at the appropriate moment either 
we might come forward with legislation authorising the setting 
up of State Corporations for business or industry by 
Government or aJternatlvely we might introduce In the 
Companies Law (Amendment) Bill which is before the House a 
separate chapter in regard to companies which are owned 
eithtK wholly or predominantly by the State. While we admit 
that, by and large, there is a great deal of substance in what 
the Comptroller and AudItor-GeneraJ says. 

I would like to add that the hon. Member's impression that 
whatever has been put into these companies from the 
Consolidated Fund, Is done without an appropriation is not 
correct. No money can be paid out of the Consolidated Fund 
without some appropriation of some kind or the other. 

-LS. Deb., 10 December, 1853, cc. 1918-1828; 11 o.c.rnb.r. 1953. cc. 
1.8n- 1• 1. 
Dr.Lmca~. 

195 



196 

Therefore, Sir. the real issue is not so much of paying out of 
money's out of th. Consolidated Fund, or the fonn of 
organisation, but <a> the powers of the Comptroller and Audltor-
General and (b) the authority of the executive as well as 
Parliament over these organisations, especially in regard to 
financial matters, that is to say, financial control. In regard to 
the position of the Comptroller and Auditor-General, when we 
bring forward that particular legislation which we have in mind 
or when we insert that chapter, undoubtedly we shall make a 
provision there which will ensure that the Comptroller and 
Auditor-General is enabled to exercise the functions which the 
Constitution intended that he should exercise. In the case of 
organisations which are owned entirely by Government there, of 
course, there is no question; it will always be provided that the 
Comptroller and Auditor-General shall audit. The doubt, Will 
arise in respect of companies or corporations, may be - and 
they are likely to be companies rather than corporation&--in 
which Government have only a share. Now, some limit would 
have to be indicated above which the whole concem would be 
regarded as sufficiently a State concern to attract the exercise 
of the functions of the Comptroller and Auditor-General. And at 
the appropriate time I have no doubt that the House will be 
invited to give its thought to these matters and we might 
remove any doubts that might be lingering in the mind of the 
Comptroller and Auditor-General or in the minds of the Public 
Accounts Committee. . 

The next issue is: what financial control is exercised by the 
executive over these corporations? Undoubtedly there is, 1.0 to 
speak, an act of self abnegation here. That is to say, the 
executive refrains from exercising the day-to-day financial 
control that it exercise over other kinds of disbursements. There 
are various kinds of this kind of relinquishment or suspense of 
the rights of the executive, but as a result of experience certain 
pattems are being evolved and where for the sake of facility of 
administration or for the elimination of red tape, we invest that 
body, may be a company or a corporation, with financial 
powers, certain precautions are taken. One precaution which Is 
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inveRably taken is that the Financial Representative, at a very 
high leveJ--elther a Joint Secretary or Secretary-is attached to 
that concern as a Director. Now, when he exercises his powers, 
although It Is not said In 80 many words that everything shall be 
done with hils concurrence, In practice that result is bound to 
follow. Because, If he is over-ruled, well, then he can report the 
matter to the Ministry of Finance; and the Ministry of Finance 
can then take up the matter with the corporation and move 
Government to make the necessary changes which will ensure 
that financial advice is taken. 

That, Sir, is parallel to the position of the Finance Ministry in 
Government itself. There is no Constitutional provision that the 
Finance Minister will not be over-ruled in matters of judging 
financial propriety. But at the same time it has never happened 
that a Finance Minister-or, shall I say a self-respecting 
Finance Minister-has ever been over-ruled, because, either as 
a result of discussion in the Cabinet, where there is difference 
of views, he acquiesces In a certain decision where a matter of 
grave principle is not Involved, or the altematlve is he leaves 
the C8binet--or he should leave the Cabinet. So far as the 
Rules or Conduct of Business of the Government of India under 
article 77 are concerned, it is laid down that no department 
shall, without the previous concurrence of the Department of 
Revenue and Expenditure, issue any orders which may-(a) 
involve any abandonment of revenue or involve any expenditure 
for which no provision has been made in the Appropriation Act, 
or (b) involve any grant of land or assignment of revenue or 
concession grant lease or licence of mineral or forest rights or a 
right to water, power or any easement or privilege in respect of 
such concession, (c) relate to the number or the grade of posts 
or to the strength of a- service or to the payor allowances of 
govemment servants or to any other conditions of their service 
having financial Implications, or (d) otherwise have a financial 
bearing, whether Involving expenditure or not. 

So, these, Sir, are very wide provisions. And although these 
are Rules of Business made by the President under article 
77(3) under the advice of the cabinet, and Impliedty thereby 
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they can be altered, they could not be altered unless" 88 I say. 
the Finance Minister himself concurs in them. As I said. there is 
a strong representative of the Finance Ministry. 

Then. usually. we find that there is also the power either 
provided for by executive orders· or where there Is an 
enactment. by a provision of the law Itself that Government 
shall issue directives to the corporation. That is a very useful 
power which extends to the exercise of authority both in the 
administrative as well as in the financial sphere. As an Instance. 
I might state that in regard to the Damodar Valley Corporation. 
at one time, when certain high paid appointments were made, a 
directive was issued that no appointments can be made without 
the approval of the Government if the salary exceeds As. 2,000 
per month. That kind of directive can always be issued. That, 
Sir, is the general pattern. 

Why is It that the Executive Government Is prepared to 
devolve or suspend some of Its powers? There is always a 
balance to be sought between the desirability of ensuring that 
public funds are well spent and the desirability of having the 
work properly done, that is to say, to ensure that red tape is 
eliminated. At what stage precisely one should be stressed to 
the exclusion of the other Is a matter of judgment and also a 
matter of experience. We are at the beginning of our 
experience and It may be that as we gain experience-tn that I 
Include any observations made by the Comptroller and Auditor· 
General 88 well 88 by the Public Accounts Committee-and 
distil the principles out of those observations and any retIections 
that occur to us out of any remarks that may emerge out of 
diacussions like this, then, we shall be better able. so to speak. 
to decide the precise pattern of financial control to be followed. 
But. I should like to make one point and that is. that It would 
never be desirable to Insist on the same kind of financial control 
that is exercised in regard to other executive fields which may 
be regarded as departmental executive fields because If we 
were to try to do that then, we should be following a procedure 
which would be defeating Its own purpose. 

Next, I come to the control of P8Itiament. The han. Member 
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quoted something from the U.K. As far as I can discover, the 
Public Accounts Committee is never eliminated. I do not know 
whether I mis-understood him. Anyway, I make the statement 
that all reports and accounts issued by the corporations are 
presented to Parliament and consequently are subject to 
ecrutIny by the Public Accounts Committee. It is the Comptroller 
and Auditor-General who does not always figure in these 
matters. But as the hon. Member himself has pointed out there 
Is now a move that an officer should be appointed to audit, who 
shall have a status equal to the Comptroller and Auditor-
General. Therefore. we may take it that it is ensured that Audit 
Is carried out. 

I say that the Public Accounts· Committee can never be 
eliminated. Then, the hon. MemBer· said that this arrangement 
Is not very satisfactory because the Public Accounts Committee 
can come in only for ex post facto judgment. My reply is that in 
the nature of things, the Public Accounts Committee must come 
In for exercising ex post facto judgment. In other words, the 
method of financial control by the executive must be 
distinguished from the method of financial control by the 
legislature. The two things are not the same. In other words, 
Parliament Is, by constitutional checks and balances, holding 
certain crttIcaI positions. But, they are not the same as are held 
by the Executive. 

Parliament comes in when moneys are appropriated. 
Parliament comes in when the Public Accounts Committee 
reports on how these appropriations have been used, and when 
the Public Accounts Committee considers this there Is no 
document that can be withheld from the PubUc Accounts 
Committee. They can ask for all the accounts of the particular 
concern concerned. I think much has been made of the answer 
given by my hon. colleague in regard to the fumishing of lists of 
contracts. It may be that certainly, as the Prime Minister pointed 
out. If Parliament does insist that all the contracts -must be 
placed before the House. they have a right to demand, but as a 
matter of praetIcaI prudence It may be that these things are not 
necassary. In other words, public officers who exercise certain 
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functions carry their heads, so to speak, on a platter and 
ready to be knocked off if it is shown and proved afterwards 
to the satisfaction of Parliament that they have not propertY 
carried out their duties. Therefore, I do not see how there 
has been any detraction from the authority of the Parliament 
exercised through the Public Accounts Committee by the 

. mere creation of Corporations with the knowledge and 
consent of Parliament. Let us now confine this issue to the 
very clear and over-simplified case of a Corporation created 
by an Act of Legislature. Therefore. Parliament itself would 
be invited to exercise a certain measure of self-denial, or at 
least to agree to a measure of self-denial by the executive, 
in Its financial controls. And if that is the situation, well then, 
K experience proves that the thing is not working properly, 
then it may be that we may have to revise the whole basis 
of what we call our mixed economy. It may be that we find 
that our bureaucracy is not capable of handling some of the 
matters which have been entrusted to them. 

The hon. Member referred to a Food Secretary having 
been appointed as Managing Director or something of the 
Shipyard and the Secretary-General being appointed as the 
Chairman of the Shipping Corporation. He probably does not 
recall that that particular person had been for umpteen years 
in the Commerce and Industry Ministry. In other words, he 
was very well qualified to be Chairman of the Shipping 
Corporation. 

Now, so far as the negotiations are concerned, the hon. 
Member is under a very wrong impression. I myself can 
vouch to this that I have been concerned at almost every 
Important stage with the negotiations, from the financial point 
of view, in regard to the oil refineries or with negotiations 
-that are going on in regard to steel today. l~, so far as 
steel is concerned, there Is an ad hoc Committee of the 
cabinet which includes the Prime Minister, the Production 
. Minister, the Commerce and Industry Minister, myself and 
one or two other Ministers who consider important aspects 
of all draft agreements from time to time. And if we sent an 
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officer to negotiate an agreement, well, he used to ask for our 
instructions -telegraphically and used to receive them. \ 

Therefore, I do not think that Parliament should feel any: 
sense of disquiet in this necessary process of finalising, or first 
drafting and then finalising, these agreements. Also, at the 
proper time we are always ready and anxious to place these 
agreements before the Legislature. I believe that the oil refinery 
agreements have already been placed before the Legislature. 

Therefore, my main point is so far as govemance is 
concerned, there must always be an element "in arrears" so to 
speak. That is to say we must stand the judgment and if we are 
found wrong, then take the medicine. That position can never 
be corrected by any other machinery that you may set up. 

Lastly, the han. Member has referred to the setting up of a 
Parliamentary Committte. Now, it is entirely within the authOrity 
of Parliament. If Parliament were to wish that there should be 
such a Committee, certainly there should be one. But I would 
urge certain considerations before Parliament makes up its 
mind. As I said, a balance has to be struck somewhere. We 
want a fairly adequate financial control of the- kind appropriate 
for that particular body-if it is legislative control, it is then for 
the legislature, if ft is executive control, it is then for the 
executive. We might as well say that a small sub-committee ot 
Ministers should be formed who should visit Sindri from time to 
time. That also is another variation only in the executive field. 
Now, I say that so far as the legislative field is concemed, 
having in regard all the attributes of the exercise of financial 
control, it seems to me that at this stage of our industrial 
expansion and development, there is a danger of our trying to 
go too far, and immersing ourselves too much in the 
administration. I have taken note of the han. Member's 
observation that it is not his intention that there should be any 
kind of day to day interference, and indeed as I understood 
him, it was his object to be fully informed about what is going 
on. And 1hat is where I join issue with him. Is it necessary for 

. Parliament to be informed from day to day or session to 
1I88Ion, as to how a particular corporation is being Nn? 18 it 
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nat better to enable the executive to manage these, and then to 
call the executive to account in the way in which Parliament 
always calls the executive to account? That Is a consideration 
whfch Parliament will have to bear in mind, before they take a 
decision on thia matter. 

Mr. Chairman, Sir, I think this debate has suffered from two 
defects, one, that we are concentrating our attention only on 
one aspect of a very important general issue and two, that 
there have been advanced a great many false analogies· . .. 

So far as the general issue is concerned it is that of the 
efficient co~uct of Stater enterprises. And I myself think It 
would have been desirable had we had a full dress debate on 
the general issue of how to manage State enterprises. 

The question of parllamaatary control or ministerial control is 
only one, althouab very important, aspect of this general 
question. Therefore, It Is somewhat difficult for Govemment 
spokesmen tc, answer some of the points which perhaps go to 
the root of efficiency of management I8ther than the discharge 
of Partlament's or the Minister's responsibility for financial 
control. 

The second general point I would like to make is that as far 
as I can make out the recommendations made in regard to the 
nationalised i(Kiustries by the Select Committee in U.K. have 
not yet been approved of by Parliament-to my knowledge. 
Therefore, I am surprised at statements made that they have 
worked very succeasfully and so on.' 

The third point I would lIl<e to make is that so .. far as the 
Comptroller and Auditor-General's observations are concemed, 
the Issue that he has raised has only a temporary and limited 
Import. One may quarrel with the use of words, but certainly the 
point he has raised Is very Important, and as the House might 
have ~thered. from the observations that fell from my hen. 
coIlMgue, we are well on the way to settling these Issues. 

So far as regulartalng the matter Is concerned, I have already 
'*'l8d that we shall have recourse either to some amendment 
~ the Company Law or we might bring a Bill forward in regard 
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to the control of State Corporations. But whichever way we do 
it, we shall soIve·-tt:te difficulties which the C'.omptroller and 
Auditor-General has raised. 

I shall not take the time of the House by quoting the various 
provisions that already exist in regard to audit, that is to say, 
giving the CompW'oller and Auditor-General the right to audit. 
The latest Instance is the amendment of the ·Industrial Finance 
Corporation Act. There we have specifically provided, as we 
had provided earlier in. regard to the State Finance Corpo-
rations, that the Comptroller and Auditor-General shall have the. 
right to audit. \ 

The next point I would like to make is that this differentiation 
between State enterprises and the general business of 
govemance by the executive is apt to be exaggerated. In effect 
they are the same. They are the discharge of executive 
responsibility. Now, for certain reasons, partly historical, some 
very big ~ctivities, utility services like Railways, Posts and 
Telegraphs· have l'lever been created into corporations. 
Therefore they continue to be under the continuous observation 
and vigilance of the House. For certain other purposes, as for 
Instance for the fancied advantages of so-called business 
management, we are trying out this organisation of corporations 
or companies. Now, in regard to these two forms we have not 
yet made up our mind as to which of them is superior or 
whether one should be chosen to the exclweion of the other. 
That is a matter of convenience. So far as Govemment is 
concemed I believe there will be advantages in both. Therefore 
it may be that we might both have to put In that amendment 
that I spoke of, to the Company Law, and also to provide 
separately ~or State corporatiOns. 

We might favour the form of a company where there is 
participation with other private interests. AAd that participation 
may be of varying degrees. The point I wish to make here is 
that it is all a part of the executive business of Govemment. 
And I cannot really understand the difference of the importance 
of expenditure, say in Sindri and tHe Importance of the 
expenditure in the army. What is it? In the army we are 
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spending Rs .. 200 crores--not capita~ut Rs. 200 crores 
every year. And yet ~arliament gets only certain preSC?"bed 
opportunities for supervising this work, and there is no limit on 
ttle power of Parliament to ask questions. In regard to State 
corporations and companies also, as the hon. Member there 
has suggested, Parliament may indicate that they would Hke to 
have certain statements and forms which they would specify or 
indicate, and we would be only too happy to supply whatever 
Information Parliament wants at the proper time. My point is it 
wi" be only at certain times and in a certain manner that 
Parliament will exercise that function. That would be usually at 
the discussion on the annual Budget statement, or there may 
be special discussions or there may be questions and answers 
and so on. 

If Parliament wishes that the budgets of these corporations 
should come before it, I myself do not see any reason why the 
necessary information should not be given. It is a matter of 
issuing directives to the corporations. That we shall ensure, if it 
is a matter of private companies, in the Bill that we have in 
mind. In the amendment we might provide that in addition to 
other things and exemptions from certain clauses of the 
Company law, and besides the duties laid on these companies, 
they must have another prescribed statement giving the 
necessary details beciluse public mOney is involved and audit 
by the Comptroller and Auditor-General shall be compulsory 
and in the usual way these reports will be submitted to 
Parliament and wi" be scrutinised by the Public Accounts 
Committee. I cannot see any obstacle to any of these 
processes. This matter has been dealt with in two reports: the 
general issue 'either of Govemment administration or of 
administrative effiCiency and conduct of state enterprises. I 
shall not again read out a" th~t. On pages 16 and 17 of 
Shrl Gorwala's report, there is reference to this matter and also 
on pages 55 and 56 of Mr. Appleby's report, there is reference 
to this matter. The point is whether at the present stage, we 
need SUCh. a Committee. As I argued yesterday, we may wait a 
IlUIe and see what pattems we evolve and what experience we 
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gather. No limit, we find, exists in practice, over the absolute 
right of Parliament to ask questions and to elicit information. In 
the fullness of time, there is nothing to stop us from setting up 
any body, which as far as I can see, will be a sort of a 
combination of the Public Accounts Committee and the 
Estimates Committee, for the special purpose of going inta the 
accounts and affairs of these corporations. Actually, the Public 
Accounts Commiltee has been setting up sub-committees to go 
into certain matters. That is another device which ~uld be 
adopted. Therefore, at the moment, I think it is inadvisable---it is 
not a question of being improper, it is a question of being 
inadvisable---in the opinion of the Government. If we hurry too 
much in this matter, there is always the danger of our throwing 
out the baby with the bath water. 
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Issue of Ordinances* 

. It appears· to me that this debate·· has reached an intensity 
which the circumstances do not justify and it was for that 
reason that I made my submission to you. What I meant was 
that one could arrive at a judgment on this matter after one had 
had the chance of ascertaining in each individual case whether 
the exercise of the power under article 123@ was justified or 
not and that was the only point which I had in mind in· regard to 
the discussion. It was not a question of its absolute relevance, 
but it was a question of its opportuneness at this JTloment rather 
than at the end of the session when we shall have discussed 
most of the matters arising out of these ordinances on merits. 
However, I admit that there are two ordinances which will not 
come before the House and therefore, in the course of my 
speech. I shall give the circumstances in which those two 
ordinances came to be enacted. Before I do so I shall deal with 
some of the general points that have been made by hon. 
Members. Much qf what they have said has reference, however 
indirect, to the appropriateness of the provision made in the 
Constitution. Now, it seems to me that one cannot go behind 
this, and one must take the Constitution as it stands. Insofar as 
those observations related to the desirability of such a 
provision, and its absence in U.K., the history of how such a 
provision came to be qualified, and its absence in U.S.A.-all 
these are points to which I do not propose to answer. 

·L.S. Deb. 16 February. 1954. cc.122-132. 
"On the 'Issue of Ordinance given notice of by Dr. Krishnaswami and Dr. 
Lanka Sundarmn. 
@DeaIe wiIh the power of President to promulgate ordinances during r8C8II of 
ParfIament. 
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Now, In regard to the actual provision, some loose use has. 
been made of the words 'emergency' and 'immediate'. 
Immediate is the word used in article 123 of the Constitution, 
and I am obliged to the hon. Member who spoke last, for 
drawing attention to that other set of ordinances under article 
352". The position, before the Constitution came into force, was 
that the section that applied to this kiDd of ordinance was 
section 72 of the Government of India Act, 1919, continued by 
section 317 of the Govemment of India Act, 1935, and 
reproduced in the ninth schedule of that Act. Section 42 of the 
Government of India Act, 193'5, which is similar to the provision 
In the Constitution, did not come into force at all, as no 
federation was formed. The language of the old section was: 
'The Governor-General may in cases of emergency make and 
promulgate Ordinances for the peace and good government 
etc. etc. Now, I should like to contrast this with the wording of 
this article-artlcle 123: 

"If at any time, except when both Houses of Parliament are in 
session, the President is satisfied that circumstances exist 
which render it necessary for him to take immediate action, he 
may promulgate such Ordinances as the circumstances appear 
to him to require." 

Then there are checks and balances and they are contained 
in the subsequent clauses. Clause (2) says: 

"An Ordinance promulgated under this article shall have the 
same force and effect as an Act of Pa~liament, but every such 
Ordinance--

(a) shall be laid before both Houses of Parliament and shall 
cease to operate at the expiration of six weeks from the re-
assembly of Parliament, or if before the expiration of that period 
resolutions disapproving it are passed by both Houses, upon 
the passing of the second of those resolutions; and 

"Proclamation of Emergency. 
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(b) may be withdrawn at any time by the President." 
Then there Is the explanation and lastly, ther is clause (3) which 
says: 

"If and so far as an Ordinance under this article makes any 
provision which Parliament would not under this Constitution be 
CornpetEtnt to enact, it shall be void." 

Therefore, it seems to me that that could also be referred to 
the courts for declaring Its validity. Now, the whole scheme 
assumes that during the inter-session period there may be 
occasions on which the President must, in the public interests, 
act, and if he does not act, then public interests would suffer. 
So again this brings us back to the judgment of what were the 
precise circumstances which impelled the President to issue the 
Ordinance. Therefore, it seems to me that unless one went into 
the merits of each case merely by mentioning the statistics, 
whether this or that Ordinance was issued, one could not 
possible come to the conclusion that the President is in the 
habit of issuing Ordinances or that the executive government is 
in the habit of advising him in that direction. 

Now, Sir, I shall read article 269. It says that among the 
duties and taxes to be levied and collected by the Union but 
assigned to the States is this particular terminal tax on goods or 
passengers carried by railway, sea or air. Then In clause (2) it 
says that the net proceeds shall be assigned to the State within 
which that duty or tax is leviable in that year. That, incidentally, 
disposes of the observation made, I think, by Dr. Lanka 
Sundaram, that it might· have been ,possible for us to ask for a 
supplementary demand or make any other motion before this 
Parli~ment. NoW, so far as this expenditure is concerned it is 
not incurred by us; it is incurred by the U.P. Government, and 
the proceeds from the tax also do not form part of the 
Consolidated Fund of the Union but will go to the Consolidated 
Fund of the U.P. State. 

There was some reference to impOsition of taxes by law. I 
think that particular argument has already been answered by 
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one hon. Member. So far as the legal position is concerned, 
there is no difference between imposition of a tax by Ordinance 
and securtng any other matter by Ordinance. Whether it Is an 
Ordinance or whether It Is a law passed by Parliament, it is law 
for all purposes. 

Now, as regards precedents, there are no less than six 
precedents of a tax having been raised by means of an 
Ordinance. There was the Indian Post Office Amendment 
Ordinance, 1935. That was in the old days. Then the Indian 
Taxes on Income (Deduction at Source) Ordinance, 1935, and 
the Excess Profits Tax Ordinance, 1943, and in the lifetime of 
this Parliament the Additional Excise Duty on Cloth Ordinance, 
1953. Then, just before the Constitution came into operation, 
there was the U.P. Terminal Tax on Passengers Ordinance, 
1950, which was called the Hardwar Kumbh Mela Ordinanc..-
t here is an example of a State Government also having 
imposed a tax by an ordinance. 

The point I would make is that in each case, and certainly in 
the case of the Excise Duty on Cloth, the matter did come up 
before the Parliament. So far as the material before me goes, I 
do not find that any objection was raised to the power of the 
President to raise a tax for a certain purpose and in certain 
circumstances by means of an Ordinance. 

Now, that is the general legal position. In regard to the facts 
of the case, particularly the facts of the imposition of the Kumbh 
Mela Terminal Tax, the facts are these. It was sometime 
towards the end of October, 1953, that we received a· 
communication from. the U.P. Govemment making several 
proposals on the basis of their estimate of the expenditure that 
would be required for the Kumbh Mela. They pointed out that 
as the river had changed its course a new site would have to 
be developed for purposes of the Mela or the approaches 
would have to be made differently and that the total expenditure 
to be incurred by them would be very much larger than in the 
past. Therefore, the first proposal was that the Centre should 
pay them a grant to cover a part of the expenditure. 
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The second proposal was that they should be allowed to 
Increase the yield from their old pilgrim tax which was utilised 
for similar purpose. They pointed out that the yield would be 
about Rs. 2 or 21h Iakhs which would be entirely Inadequate for 
the present purpose. Therefore, they suggested that a terminal 
tax should be levied on the model of the Hari:twar Terminal 
Tax--precedent of 195O-and they calculated that they would 
be enabled thereby to raise about Rs. 15 lakhs. 

Then a great deal of time was spent in correspondence to 
and fro in regard to the merits of these proposals. The Finance 
Ministry took the view that it would not be advisable for the 
Centre to make any grant. Then, there were representations 
again from the U.P. State Government which had to be replied 
to. Then, we pointed out that even in regard to the terminal tax, 
It did not seem to be so necessary to raise just another 
additional Rs. 12 or t 3 lakhs in view of the resources at the 
disposal of the U.P. Government. The case was represented by 
them again through various channels and it was towards the 
end of December, after the House was adjourned or prorogued, 
that the decision was taken that we should accept that part of 
the U.P. State Government's proposal', that is to say to raise 
the terminal tax especially in view of the fact that we had 
denied them the grant that they had asked for. 

Now, all this you might say was administrative delay. 
Certainly It was but I cannot see that having regard to the 
hundred and one preoccupations of Government especially their 
preoccupation with the Parliamentary business itself, one could 
come to the conclusion that It might have been possible for 
them so to hurry matters as to ensure that a Bill Imposing 'this 
tax was brought before the House. ThIs Is an unvarnished 
account of what happened. 

There could not be any reluctance to bring this small 
measure before the House because in the light of revenues that 
are being raised with the consent of the Parliament the 
preaent Finance Minister could not have been entertaining any 
apprehensions that the House would adopt a particularly rigid 
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view in regard to this ~all tax which had been imposed a year 
before for some specifIC purpose. Now it might be possible for 
hon. Members to say that the Finance Minister is transferring 
his burden of lashes for negligence to the. shoulders of the U.P. 
Government. They will say that all executive is one as it is run 
by the same Party. It was the U.P. Govemment which failed to 
foresee that the correspondente between the two Govemments 
would take In the ordinary course a couple of months and they 
should have therefore addresed the Govemment of India 
towards the end of August and not towards the end of October. 
I am not in a position to answer that charge. They themselves 
might have some very good reason why they were unable to 
make those proposals earlier. It may be that their engineers 
had not advised them as to the character of the works that 
would be necessary for the Kumbh Mela in the altered 
circumstances of the case namely the altered course of the 
river. 

I am frankly not in a position to defend the U.P. Govemment. 
All I can say again is that the reference reached us on 30 
October, that WIth the caution which is characteristic of the 
Finance Ministry we refused to accept part of the burden and in 
any case we did not readily agree that the public should be 
taxed unless we were convinceq. Therefore, if we took a couple 
of months to be convinced that a tax on the public is necessary, 
I shOuld say that it is not a penal offence. That is all that 
happened in this particular case. 

I have the details in regard to the other ordinances but as 
you have pointed out this is not the occasion that one could go 
into the merits of the ordinances. I would like to refer to the 
Barsi Ught Railway legislation~ In this particular case the Barsi 
Ught Railway Company, a company registered in the United 
Kingdom, was given a year's notice on 19 December, 1952, 
notifying the intention of the Govemment of India to purchase 
the undertaking on 1 January, 1954. In order to safeguard the 
Interests of the workers, Govemment got that comPlilny to agree 
that the company should pay to Government suitable sums to 
represent the liability of the company in regard to gratuity and 



212 

leave salary of the staff, in respect of the period of service 
of such staff under the company. Although the company 
expressed its willingness to make the necessary payments we 
found that it was not legally competent to do so according to 
the law of England-not our law-in view of the fact that the 
business of the company would come to an end on the 
purchase of the undertaking on 1 January, 1954, and therefore 
there was a danger of the gratuitous payment made by the 
company being challenged by its shareholders in the United 
Kingdom, in order to safeguard the interests of our workers-
and I knew that that matter was causing a good deal of anxiety 
to the Members of Parliament from that part of the country-we 
thought that the best thing would be to tie up this position by an 
ordinance and since the undertaking was to be taken over on 
1 January, 1954, there was no alternative but to issue an 
ordinance. Here again, it could be argued--<!uite validly I 
think-that there is no reason why this investigation into the 
possible legal rights of the company according to the law in 
Engtand could not have taken place bttfore. I have no answer 
except that this is the way in which matters come up in every 
Ministry. A decision is taken and then somebody raises some 
issue. Then there are negotiations with the company and so 
many proposals are made to them. Some are accepted and 
some rejected by them. Then at a certain period of time 
something is fixed and that thing fixed in this case was the 
payment of a gratuity out of their own funds to our workers 
here. That, as I said, took place towards the end of December 
or the middle of December, and it took us a little time to find out 
what the legal position was. Therefore, in this case took, I think 
any dispassionate student of the matter would come to the 
conclusion that possibly this ordinance was also justified. 

And therefore, Sir, I say that unless one knows the details of 
every case it is not really possible to generalise and that the 
real trouble is not any desire on the part of the Executive to 
Ignore the House but perhaps the inability on the part of the 
Executive to foresee each and every circumstance as it 
develops. There are administrative delays and there are, as I 
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said, lapses in regard to foreseeing the future. You may 
perhaps say that these are instances of lack of foresight. Those 
are defects from which Executives all over the world, I think, do 
suffer. When we sometimes say that we are not sure if our Plan 
will be eX8CJ,lted, if our National Plan will be implemented, we 
have the same thing at the back of our mind. It is a hydra-
headed defect. One cannot always tell readily where the defect 
lies, or how delays take place. But I take it that what has 
exercised the mind of the House here is not so much the 
question of administrative delays or lack of foreslght-although 
they are certainly entitled to blame the Government in individual 
cases where these things could have been foreseen--but it 
seems to me that it is a case of indirectly, so to speak ascribing 
mala fides to the Executive and that I am in a position to deny. 
I say that in every case there was an honest exercise of 
judgment and a great deal of cogitation because by the time the 
Executive also is very keenly aware of the view that the 
legislature takes of the issue of ordinances, and I can assure 
the House that if an ordinance is issued it is issued after the 
most mature and deliberate consideration. Therefore, it seems 
to me, that the purpose of this discussion is really in a sort of 
Indirect way to say that the Executive is some what inept. I 
suggest that that is a matter which ought to take another form 
and not the form of a discussion of whether certain ordinances 
were justified or not or, what is worse, whether the executive 
has a habit of issuing ordinances. 

And that leads me to the last point that hon. Members made 
that it might be worthwhile for the Parliament to set up a 
Committee in order to sit in judgment on all the ordinances that 
have been issued since the inauguration of the Republic. 
Indeed, one hon. Member challenged me to produce all the 
ordinances that have been Issued since independence. It is not 
possible for me to comply with that order. I have got all the 
ordinances that have been issued only in the last inter-session 
period. But it seems to me Sir, that much of this work will be 
really a waste of energy of the House that is to sayan ex post 
facto or po$t mortem examination which is so far behind events. 
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I have no doubt that in the course of enacting these 
ordinances into law the Parliament has had on almost every 
occasiot'l---as like· Kumbh Mela, are very few--or at least in 
a very large majority of cases, a very extended and specific 
opportunity of giving its verdict on the judiciousness or 
otherwise of the use made by the President, on the advice of 
the Executive, of the powers vested i~ him under article 123. In 
regard to this particular ordinance where as I said the 
Legislature had no chance of discussion, the Mela was actually 
to commence sometime in December according to the Uttar 
Pr$desh Government. 

We gave effect to it as soon as we pould issue the 
ordinane&-that is to say from 7 January. The point I am 
making is that the date 15 March was given by the' U.P. 
Government, that is on their first communication, when we had 
agreed there was ample time, in consultation with the Business 
Advisory Committee, to have the necessary legislation passed 
In this House. Therefore, it is quite clear that by making that 
ordinance expire on 15 March we did not make any deliberate 
attempt to keep the House in the dark. It just happened that the 
Mala disperses on 15 March and it also happened that 
somebody-it must be you Sir, fixed the date on 15 February 
for the commencement of this Session so that there are four 
weeks and not six weeks. Had it been otherwise no one would 
have been happier than myself to bring this piece of legislation 
before the House and face its verdict. That is all that I have to 
say. 
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Andhra State Bill * 

Sir, with your pennission I should like to intervene in the 
debate·· at this stage to explain to the House in some detail the 
provisions in the Bill relating to the allocation of assets and 
liabilities and to make a few observations in regard to the 
provisions relating to the Tungabhadra project in the Bill. 

I should like to mention at the outset that the Government of 
India have given the most careful consideration to various 
points of view expressed on this somewhat complicated and 
delicate question, in the Legislatures of Madras and Mysore. 
They have also taken into account the recommendations made 
in the reports of the various authorities concerned who have 
considered this problem in the past, and more particularly of 
course the recommendations made in the report of Mr. Justice 
Wanchoo. I have also given careful thought to the observations 
that hon. Members have made in the course of the debate so 
far. It is hardly nacassary for me to mention'that the problems 
arising out of the fonnation of new States within the Indian 
Union have to be approached from a somewhat different angle 
than those relating to the partition of the country and certain 
Provinces in 1947 which had fundamentally to deal with a 
different matter, namely, two separate and'independent States. 
The new States fonned within the Indian Union w111 have the 
same Intimate relations with the Centre as the existing States 

:~.s. Deb., 17 August. 1953. CC. 904-914, 
On the motion moved by Dr. Katju (the Minister of Home Affairs and States) 
on 13 August. 1953. for • -Bin to provide for the formation of the Slate of 
AncIhra, incrMIIng of the area of State of Mysore and dimlnlahlng of the area 
or the Slate of Macha and for matters connec:ted IherewIIh 10 be taken Into 
coneIderatIon .• 
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and will continue to look to the Centre for assistance in various 
ways for their development. It is, therefore, necessary that In 
dealing with this problem one should follow the precedent of the 
formation of Sind in 1936 rather than follow the example of 
partition in 1947. 

I should also like to make one further observation which is in 
my view of considerable importance. While obviously a broad 
measure of justice and equity had to be secured In the 
allocation of assets and liabilities, it should be remembered that 
what is being divided are the actual assets and liabilities 
available at the time of partition. And for this purpose it is 
profitless, and indeed It would be impracticable, to conduct a 
post-mortem into what happened in the administration of the 
composite Province in the past and to what extent revenues 
were utilised and how far reserves have been drawn upon· in 
the respective economic development of the two parts of the 
existing Madras State. Any such enquiry is bound to be 
deceptive, with difficulties both in regard to the past period 
covered by It~ne would have to determine that period-and 
the fact that those who were responsible for the administration 
of the composite State are no longer here to answer for their 
stewardship. In the interests of good neighbourly relations that 
should subsist between the two States, there should be no 
room left for a feeling that either of them is being saddled with 
an onerous financiat burden because of something that was 
done or was not done in the past. I mention this particularly 
with reference to certain views which have been expressed in 
public about the so-called neglect of certain areas of the 
present State In the past and the need for taking this into 
account in the allocation of assets and liabilities. I should myself 
imagine that this kind of consideration is valid not so much in 
the allocation of assets and liabilities as in determining the 
quantum of assistance which should be given in future to the 
new States for development purposes. It.ceases to be of any 
Importance when, as In the case of Madras, what we are 
dividing is not so much the net liquid assets as possibly a net 
liability. For example, If the present Government had large 
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accumulated cash reserves to divide. but no debt. it is arguable 
thil. a larger proportion of these assets should be left with the 
Stale which has a greater leeway to make in development. But, 
actually. apart from • various fixed and immovable assets and 
the outstandings out of loans made by the Govemment. the 
liquid assets of the State are likely to be almost negligible; but 
the State will have a substantial debt due to the public and the 
Central Govemment for which the liability has to be 
apportioned. 

There has also been some amount of criticism that we should 
not embark on the allocation of assets and liabilities without 
having all the details before us. So far as the present Bill Is 
concemed, it merely lays down the general principles which will 
Govem the allocation Govemment is a continuous process and 
it will be impossible to undertake a complete valuation of all the 
assets and liabilities without at the same time hampering the 
functions of Govemment in both the States. But, this actual 
allocation so far as it relates to financial assets and liabilities 
will be made on the basis of the figures recorded in the 
Accounts as on 30 September, 1953. These accounts are 
maintained, as the House is aware, by the Comptroller and 
Auditor-General and we shall derive all the information 
necess.ary for the atlocation from these accounts . 
• • 
I need not add that the settlement ,of the general principles 

has no reference to any secret figures that the Centre has in its 
possesSion. Nor has the Centre been influenced by any special 
view put forward by the present Govemment. 

I shall now explain briefly the broad basis on which the Bill 
proposes to allocate the assets and liabilities. Physical assets 
such as roads. buildings, Immovable properties. various 
projects, etc., will be located In the territory of one or the other 
State, together with the movable assets related to them. This is. 
of course; in8'litable. Generally, these Assets Will go on a 
territorial basis subject to one or two exceptions to which I snail 
refer later. Certain finan,clal assets such as outstandings in 

• 
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respect of loans made by the Prosent Government to 
cultivators, local bocUes, etc., will also have a direct relationship 
to the territory fonning the State, and will accrue to the State In 

... which the territory is located. Here also, observations flave 
been made based on some fancied infonnation in regard to the 
dimension of the assets in the two States. As soon as it is 
discovered that the figures are not what they are, this argument 
Is apt to shift. That just illustrates the danger of trying to Infer 
general principles from incomplete and imperfect data. There 
will be certain other assets such as cas., balanCes of the 
composite Government which cannot be alloc8ted on a 
territorial basis. These, the Bill proposes fQ allocat. in the 
proportion of the population of the areas of th~ States and 
the territory transferred to Mysore. I cannot readily think of any 
other basis for this allocation. As I explained earlier, it will be 
almost an impossible task to calculate how these assets were 
built up in the past and the most equitable method, though it is 
perhaps a somewhat rough and ready method, seems to me to 
dMde these assets on the basis of population. These 8$S8ts 
belong to the people as a whole in the sense that they were not 
earmarked for any specific purpose. It is not illogical, ther.efore, 
to allocate them in the ratio in which. the population of the 
present State is itself being distributed between the two new 
States and Mysore. 

fhis scheme of allocation is, however, subject to two 
modifications. In the case of central reserves, Intended for the 
use of the whole State, but which are kept as a reserve stock, 
territorial allocation· cannot be the criterion for allocation. 
Therefore, it is provided that they should be divided physically In 
the proportion in which the respective areas in the three States 
indented for these stores held in these reserves in the last three 
financial years preceding the partition, indents for headquarters 
offices being excluded for this purpose. Similarly, we are also 
providing for the physical division of the Government Press 
between Andhra and residuary Madras as far as practicable. It 
should be remembered that in the matter of stores, what we are 
dealing with is unused stores which consist largely of stores in 
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the shape of stationery and certain electrical equipment. Stores 
Issued for specific purposes like the Tungabhadra project do 
not figure in this division at all. 

I must mention one other qualification iii regard to the 
allocation of assets on the basis of location. At the end of 
September, the composite State will have large stocks of 
foodgrains and some stocks of fertilisers located partly at the 
headquarters and partly at centres in various parts of the State. 
The location of these stocks may not correctly indicate the 
requirements of the areas concerned. Problems of subsequent 
redistribution may arise. It is therefore proposed to take over 
these stocks; that is to say, by the Centre, notionally on 30 
September and reduce the ways and means accommodation 
already given to the present Govemment by the value of the 
stocks. Each of these three Governments in whose areas the 
stocks are located will therefore hold them on behalf of the 
Ctntral Government on the appointed date. These stocks will 
then be treated as transferred to the new Governments who will 
be debited with their costs. Subsequent transfers of these 
stocks to other States will be treated as cash sales on behalf of 
the Central Government and recoveries effected in the ordinary 
course. The gist of this is that as all this has been financed by 
the Centre, in effect all these assets belong to the Centre. 

I shall deal with the allocation of lialJilities. These, broadly, fall 
under four categories: (i) loans raised by the Madras 
Government; (it) there are loans taken by the Government of 
Madras from time to time fmm the Centre including balance of 
the pre-autonomy ·debt allocated to Madras in 1937, but 
omitting the ways and means accommodation to which I just 
made reference; (iii) there are liabilities of the Govemment to its 
employees such as balances of their provident fund; and (iv) 
there are liabilities to third parties, arising out of contracts or 
guarantees given or moneys taken on deposit as from local 
bodies, etc. So far as the first two categories are concerned, 
that Is to say, loans raised and loans taken from the Centre, the 
Bill provides for the distribution of the liabilities in proportion to 
the capital value of the assets located in the respective 
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territories. For this purpose the capital outlay as shown in the 
accounts will be taken. The reason for allocating the liability on 
this basis is broadly this. By and large the loans taken were for 
capital purposes although they are constitutionally charged on 
the revenue of the State as a whole. If it is assumed that 
current revenues have been spent on the ordinarY day to day 
administration of the State and the surplus utilised for capital 
purposes. the balance borrowed from the public or the Central 
Govemment coutd be considered as wholly for finenclng that 
part of the capital outlay wbich could not be met from revenue. 
It is difficult to say precisely how much of each loan was spent 
on .' particular project but taking the State as a whole it may 
not be Inequitable. we think. to allocate the liability for the debt 
In proportion to the book' vatue of the capital assets created 
from such borrowing. The liability for the provident fund of the 
Government servants has necessarily to go to the Govemment 
to which the Govemment servant is permanently allotted and 
the Bill makes provision for this. The liability for pensions in 
payment and pension of service under· the composite State up 
to the date of the Partition is obviously the liability to be shared 
by the three States between whom the territory of the 
composite State is being distributed. The only available basis 
for the allocation of this liability is that of population and a 
provision for this allocation has been included in the Bill. So far 
as the serving Govemment servant is concemed. the liability to 
the pensioner will be that of the Govemrnent to which he is 
permanently allotted. He will get the pension from that 
Govemment when he retires and the payment w1n be debited to 
the other sharing Govemments in the accounts. 

Now as regards liability in respect of guarantees, etc., and for 
the deposits of L..ocaI Funds and L..ocaI Bodies the liabilities are 
proposed to be alrocated on a territorial basis. ObvIously the 
Govemrnent which has control over the territory should take 
over these liabilities. They represent a continued administrative 
and financial relationship between the creditors and the State 
and they cannot conveniently be replaced by an outside 
authority and the same remarks hold good, In regard to the 
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assets In the shape of advances made to Local Bodies and to 
cultivators because any other mode of diylslon Is apt to 
Influence the alacrity with which recoveries are made by the 
Government concerned. I must, however, mention three 
apecIfic provisions In relation to the allocation of Hlltlities. 
Firstly, so far as the liability for the discharge of loans raised 
in the makst is concerned and. for servicing the~ debts the 
Government of residuary Madras has been made responsible 
wholly but the share of Andhra and Mysore In this debt will be 
discharged by those States by making a cbntribution to the 
Madras Government as and when the latter's liability to the 
bond holder arises and this is In respect of both repayment pf 
the capital as well as repayment of the current interist. 
Government consider It necessary to make this provision 
becauM It is undersirable to make the bond holder look to 
more than one Government for the payment of his dues and It 
Is Impracticable to recall the existing loans and i~ue fresh 
securities as from the different Governments. Secondly, so far 
as the loan relating to the Tungabhadra Project is concerned, 
although initial liability in respect of the capital outlay of that 
portion of the project located in the areas transferred to 
Mysore and included in the Andhra State will be that of the 
two States, the allocation will be subject to future agreement 
between the States, or If no agreement ~ults, it Is to be 
regulated by an order of the President· within a period of two 
years. It is unnecessary for me to explain this provision at any 
length broadly as the financial and other problems arising out 
of the completion and maintenace of this project will be a 
subject of discussion between the Centre and the 
Governments concerned. For the present all that the Bill seeks 
to secure Is that the liability attributable to this project on the 
appointed date is initlaly laid on the States-both assets and 
llabillties--in accordance with the genera,! principles reguratlng 
the allocation of debt . but the way is left Open for a su~uent 
re-allocation either on the basis of an agreement between the 
Sates concerned or, failing 'SUCh an agreement, by an order of 
the President who will obviously take into account all the 
relevant considerations before he makes the necessary order 
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and it will be· o8Pn to him to have such technical and expert 
advice.,;a' is available. 

Thirdly, as between Andhra and Madras, the allocation of the 
liablity will be subject to adjustment in respect of the buildings 
located in the city of Madras. Now we have accepted the 
recommendations of Justice Wanchoo that a sum of Rs. 230.4 
lakhs should be transferred from the liability of Andhra to that of 
Madras as compensation for the loss of these buildings. I note 
that there is a complete divergence of opinion on this matter 
between our friends in Tamil Nadu and those in Andhra, as the 
former contend that such asn adjustment will be inequitable and 
the latter urge that the amount is inadequate. Between these 
two conflicting opinions we consider that the best solution would 
be to accept the considered recommendation of Justice Wan-
choo. We are also convinced· that this recommendation was in 
itself fair, some measure of relief to the new State which will 
have to borrow for building a new capital in future was clearly 
justified although the exact amount to be considered for any 
relief and the method of giving this relief may be open to 
argument. On the whole, I trust that the House will agree that 
taking everything into consideration the abatement of debt given 
to Andhra on this question is both fair to it and to the residuary 
Madras and after all it should be remembered that so far the 
debt is concerned what really matters is the resulting debt 
service charge whereas for economic development If any 
assistance is available from the Centre to the State it will be in 
the form of capital, which I think is far more important. I have 
broadly explained the basis on which the Bill seeks to apportion 
the liabilities and. assets of the present State. It seems to me 
completely impracticable to deal with this problem on the basis 
as has been suggested by putting the present State into 
liquidation and then distributing the net assets and liabilities as 
If it was a case of the division of a joint family or the dissolution 
of a partnership. Even assuming that one could reduce the 
assets and liablitles on a valuation basis, there is no single 
method by which one could distribute the net assets or liablitles 
between the three States. The partition of the State has to be 
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treated throughout as practical statesmanship and not s0me-
thing to be done on any theoretical, commercial or notional 
basis~ I began by emphasizing the defects of such an approach 
and also by underlining the need for securing a settlement 
which would leave no bitterness behind it while it would be on 
the whole just and equitable. The Government of India are 
convinced that the scheme of apportionment proposed in the 
Bill is fair to all the three State concerned. They do not think that 
any useful purpose, therefore will be served by appointing a 
Commission to go into this matter. It may merely provoke more 
controversy without .Ieading to any fairer solution. I myself do 
not see what terms of reference could be usefully given to such 
a commission. There is much to be said in favour of looking 
forward rather than backward at this staSi' of our development. 
I see no fruitful result emerging from any discussion as to what 
happened in the past-and I may add, in the indefinite 
past-but the development of the area as a whole is as mucn 
the concem of the Central as that of the rest of the country, and 
I suggest that the House should approach the questions raised 
by this allocation against this background. I can think of no 
Government at the Centre failing to take note of the present 
position of the areas included in the three States as a result of 
the partition of the present State of Madras in framing its policy 
in regard to future development of this area. And any State 
which, on an objective assessmer:Jl of the position, is found to 
be in need of assistance will, r hllve no doubt, have the 
sympathetic understanding of the Centre. Nothing is gained, it 
seems to me, by relating the present needs to grievances in 
respect of past failures, real or imaginary. 

I should like to make one more point. I do not wish the House 
to go with the impression that all this is something imposed by 
the Centre on lbe States. We have drawn up a scheme of 
allocation which we consider to be basically fair to all the States 
concerned, but it is always open to the States to reach ~ 
agreement in respect of any particular matter so far as it 
concerns themselves. The House will also notice the provision 
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made empowering the President to rectify- by order any unjust 
or Inequit8bIe allocation which may result from the application 
of the principles Iafd clown In the Bill. I need hardly assure the 
House that this power will be used In consultation with the State 
Govemments concemecI to rectify any demonstrable hardship 
that may result from the application of the scheme proposed In 
the Bill. 

Lastly. I would like to draw the attention of all the three 
States to what Thiruvalluvar says in Thirukkural: 

-Tamarakit Tarrurantar Surram Amaramaik Karanam Inri 
Varum.-

which means: "Repulse none with whom you have disagreed; 
men estranged will come to you without reason." 
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Statement on Resignation as· 

Finance Minister· 

Mr. Speaker, for some time past my resignation of my office 
of Minister has been pending. Yesterday the President's office 
issued a Press Note to the effect that the President has been-
pleased to accept the reSignation .. I consider it' necessary to 
make a state,"ot in explanation of my resignation, and 
proceed to do so in accordance with rule 218 of the Rules of 
Procedure of the Lok Sabha. 

I have resigned because I do not wish to share the 
responsibility for Govemment's decision to separate the city of 
Bombay from Maharashtra, as embodied in the States 
Reorganisation BiI!, 1956. and because I wish to protest 
generally against the manner in which this issue, so vitally 
important to the interests of my constituency of Kolaba in 
particular, and of Maharashtra as well as India in general, has 
been handled by the Prime Minister. 

My protest has special reference to (i) the inability or 
unwillingness of the Govemment of India to persuade the 
Bombay' Govemment to hold a judiCial enquiry into the police 
firings of November, 1955, and January, 1956 in the course of 
which about 80 persons were killed and about 450 injured; and 
(ii) to the impropriety of the Prime Minister's announcement in 
early June in regard to the future of Bombay, while the States 
Reorganisation Bill was before the Lok Sabha and had been 
referred to the Select Committee. I had in vain pleaded for an 
enquiry in regard to the former. In regard to the latter I have 

·LS. Deb, 25 July, 1956, cc. 813-824. 
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had no discussion with the Prime Minister, as obviously a 
discussion after the event was useless and as on the day the 
Prime Minister retumed from Bombay after the A.I.C.C. 
meeting. I asked him to make my pending resignation effective. 
h was at his suggestion that I agreed that the acceptance of my 
resignation might await his retum from his tour abroad. 

" accepted the office of Finance Minister in May 1950, at the 
repeated requests of the Prime Minister. The House may be 
interested to know, as some little proof of my disinterestedness, 
tliat I had declined a similar offer made previously by lord 
Wavell in MaY' 1946, on tbe ground that neither by training nor 
by tradition was I qualified to take on the role of a politician. 
Before' accepted the Prime.,.Minister's offer, , warned him that I 
was apt to prove difficult where principles were involved and 
that I would have to resign if there was a major disagreement 
on matters of princiJ'le. +fis reply, if he will recall it, was: "In that 
event it will not be a case of your walking out alone." Although 
the question was never explicitly dllCUSSed between us, this 
remark and assurance formed an unspoken pact between us to 
pursue and promot~ a progressive economic policy as a sound 
foundation for plans for the country's economic development. It 
is for him to say if he is satisfied or not with the nature and 
quality of my collaboration with him. On my part, I should like to 
take this opportunity for acknowledging his constant and 
understanding support in the discharge of my duties, not to 
speak of his irreproachable courtesy, unlimited patience and 
unfailing consideration. We have had our differences of opinion, 
acute sometimes as in the mattertof relaxation of financial 
control, but we have up till now alwaYs been able to reconcile 
them as a result of personal dlacul8kxl. 

I have never been a member of .. Congr881 Party, and I 
am inclined to believe that this freedom from • formal party 
affiliation has helped me to discharge • little mere effectively 
my role as a supposed expert In economic, flnanciaJ, fiacaI and 
monetary matters. Had the General Elections not broken into 
the tenure of my office and had it not been constitutionally 
almost ineluctable for the Finance Minister to be a Member of 
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the Lok Sabha, the present situation in which I feel it incumbent 
to resign on an issue not strictly financial or not of an all-India 
character would not have arisen: because I have had no 
serious differences of opinion with my coHeagues in the Cabinet 
and the Prime Minister continued to extend his support to me in 
all essential matters concerning the Finance Ministry. I ".onslder 
it only fair to all concerned to add that irrespective Df'the SRC 
report and for many months past I had been informing the 
Prime Minister that I did not intend to take part in the coming 
elections and that it was my firm view that the 'time had arrived 
for someone from the Congress Party to take charge of the 
office of Finance Minister. It was with a view to bringing about a 
greater association of the concerned members of the Cabinet 
with the handling of the problems of the Finance Ministry, 
especially in regard to raising resources for the Second Five 
Year Plan that on my advice the Primf" Minister has constituted 
a Resources Committae "f the Cabll!, I 

My electipn as a representative of Kolaba District and as one 
among the Bombay representatives in the Lok Sabha could not 
but affect the political aloofness of my role as a non-party 
financial expert (supposed to be an expert, according to one of 
my very able colleagues). The constituency and the State 
concerned called upon me fror"('! time to time to take on an 
interest in some local problem and I have always been able to 
do sO without being untrue to my responsibility to the country at 
large. The matters involved were not matters of grave principle. 
But I am not one of those who hold that the Central 
Government Ministers should be like disembodied spirits. 
concerned with only their central responsibilities and not at all 
concerned with the affairs. politics and interests of their 
constituencies or States. 

Nevertheless. I can truthfully claim that I have concerned 
myself less with local' matters than any of my colleagues, 
barring the Prime Minister. owing to ml lack of party affiliation 
and the technical natur~ of thE'! matters. deal with in the Finance 
Ministry. 

In the matter of the Government's decision In regard to the 
separation of Bombay State from Maharashtra however, my 
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conscience will not permit me to remain aloof or unconcerned 
as I hold strongly that the decision, with its latest modification, 
is grossly unjust and unfair to the people of Maharashtra and 
against even the interests of the country. I can find no single 
valid argument in justification of it. I hope I shall have an 
opportunity of elaborating this-and this Is particularly 
addressed to you, Sir, during the course of the coming general 
discussion on the S.R.C. Bill as reported by the Select 
Committee. I hope I shall catch your eye sometime. 

Following my role as a non-party financial expert, I did not 
take up a strong personal attitude until I became convinced that 
the announced decision was unacceptable to the people of 
Kolaba in particular and Maharashtra in general and involved 
grave risk of economic ruination to them. I also anticipated the 
difficulties likely to arise over Bombay city and the lengths to 
which Congress devoted Maharashtra leaders were prepared to 
go, and used my influence in an attempt to secure acceptance 
for the bigger bilingual Bombay State, that is, including both 
Saurashtra and Vidarbha, which was the only genuine bilingual 
State arrangement in my view. Unfortunately, this was rejected 
in turn by the Congress Working Committee, the Gujarat and 
Bombay Pradesh Congress Committees and finally by the 
Maharashtra Pradesh Congress Committee themselves by 
implication. Although I am certain that the Maharashtra and the 
Gujarat public will even now favour such a solution, with the 
present leadership b8ing what it is, I fear this solution will not 
be feasible. 

Even before the Prime Minister made his announcement 
about Bombay in January last, I had informed him and the 
Cabinet of my view that if the bigger bilingual Bombay State 
was not possible; then the only alternative was the formation of 
a separate Gujarat and a separate Maharashtra including 
Bombay city and that the separation of Bombay city from 
Maharashtra would be a grave economic and political blunder, 
besides being unjust to Maharashtra. 

I refrained from protesting against the Government decision 
of January last, which was not taken in the full Cabinet; until I 
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became seized of the reactions of the Maharashtra Pradesh 
Congress Committee and was satisfied that the decision was 
unacceptable to Maharashtra in general and my constituency in 
particular. On being satisfied on this point, I tendered my 
resignation to the Prime Minister. lri reply he referred to the 
desirability of doing everything possible to discourage violence, 
as also to interesting possibilities of the fOrmation of big 
bilingual units such as Dakshina Pradesh, Purva Pradesh, etc. 
At about the same time, a few friendly fellow Members of 
Parliament advised me not to precipitate matters until 
Parliament had had an opportunity of considering the question. 
It was in view of these considerations that I refrained from 
pressing my resignation in January last. 

Although the S.R.C. Bill as introduced made no change for 
the better, from my point of view I was content to await the 
report of the Select Committee. But discussions in this respect 
were in my opinion gravely prejudiced by the extraordinary 
action of the Prime Minister in making his announcement in 
Bombay' early last June. His later explanation that he was 
always free to announce Govemment's decisions is not valid as 
in no sense was the decision a decision of Govemment. There 
was no consideration of the proposal in the Cabinet or even by 
circulation. There was no individual consultation with members 
of the Cabinet known to be specially interested, as for instance, 
myself. There is no record even of a meeting of a Committee of 
the Cabinet, and to this day no authoritative text of the so-
called decision is available to the members of the Cabinet. 

This instance is typical of the cavalier and unconstitutional 
manner in which decisions have been taken and announced on 
behalf of the Cabinet by certain unauthorised members of the 
Cabinet, including the Prime Minister, in matters concerning the 
reorganisation of the States. The separation of Andhra from 
Tamil Nadu was decided upon and announced by the Prime 
Minister without reference to the Cabinet. The decision of last 
January in regard to placing Bombay city under Central 
administration was, again, without prior reference to the 
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Cabinet, whose previous decision was that Bombay should be 
made a city State. Nor did that decision represent a solution 
agreed upon by aU concemed, including the Maharashtra 
leaders, since their proposal to that effect was conditional on (i) 
Bombay city being retained as the capital of Maharashtra, and 
(ii) a provision for later merger of the city with Maharashtra at 
the discretion of the Prime Minister. It is true that a Committee 
of the Cabinet was constituted to decide boundary matters, but 
it was never the intention that that Committee should decide the 
fate of Maharashtra and Bombay city on behalf of the Cabinet. 
In any case, I have a grievance in that I was not consulted in 
regard to the speCific decisions announced, although as a 
Minister specially interested territorially and electoraJly, at least 
common courtesy. demanded that I should h&-e been. My 
complaint is that the Prime Minister and the Committee of three 
have arrogated to themselves powers not delegated to them by 
the Cabinet as a whole. 

Even more summary and discourteous has been the rejection 
by the Prime ~inister and the Home Minister of my request that 
they promote an enquiry into the Bombay firings of November, 
1955 and January, 1956. I am convinced that they are being 
false to their principles in regard to the safeguarding of civil 
liberties in helping to hush up the matter. Since the Prime 
Minister has at a later date argued that the question of Bombay 
City cannot be reconsidered just now because Bombay has 
misbehaved, he cannot argue that the matter is one conceming 
the Bombay Govemment alone. His view that such an enquiry 
will only exacerbate public feelings further is not valid, since 
truth can never embitter and what is alleged, with a great deal 
of prima facie evidence, is that the police showed lack of fire-
control and grossly exceed&d their legal powers. There is 
evidence to show that th,y were instructed by the Chief 
Minister to shoot at sight and to shoot to kill, that the deliberate 
use of tear gas before intended firing brought out women and 
children from their rooms choking for breath, only to be shot 
down by the indiscriminate firing of the police, using tommy 
guns, firing several rounds to the second, that there were 2,500 
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rounds fired, resulting in 80 persons dead and 450 injured, that 
the police injuries through stones and acid bulbs were 
insignificant and not contemporaneous with the firing episodes. 
That the ruling party should have thought it fit to order an 
enquiry into the Hoshiarpur lathi charge when they resolutely 
refused to order an enquiry into the Bombay firings, to my mind, 
shows an animus against Maharashtra with which I refuse to 
associate myself. I drew the attention of the Prime Minister to 
many of these matters and inforrned him that I was thoroughly 
dissatisfied with the apathy with which this matter has been 
viewed by him. I pointed out to him that in any other country 
calling itself civilized with such a carnage, a judicial enquiry 
would have been compulsory by law. Even now when the 
coroner has held in several cases that the firing of November, 
1955, was unjustified, there seems to be no intention to enquire 
into the matter on the part of the police because they 
themselves have caused the deaths. 

These matters, viz., the usurption of the powers of the 
Cabinet by an inner circle and the denial of civil liberties by 
giving a carte blanche to the Bombay Police, have a bearing on 
public interest going far beyond the range of the dispute over 
Bombay city. Violence can only be curbed by justice and 
rational behaviour. The aggressive non-violence of many men 
resposible for the Bombay decision will do far more to disrupt 
the unity of the country than outbursts of violence, which no 
sane man will condone and which must be dealt with firmly, but 
not brutally especially where hundreds of palpably innocent 
citizens are involved. 
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States Reorganisation Bill* 

In regard to the subject of today's discussion** I wish. to 
make the following points and if time permits, I shall try and 
develop them. First, I ascribed no animus personally to the 
Prime Minister. It has not even been mentioned in the relevant 
sentences of my statement. If you will permit me, I shall read it 
again: 

"That the ruling party should have thought it fit to order an 
enquiry into the Hoshiarpur lathi charge, when they resolutely 
refused to order an enquiry into the Bombay firing to my mind, 
shows an animus against Maharashtra with which I refuse to 
associate myself". 

You will find that here there is no personal reference to the 
Prime Minister and indeed when the Congress party decided to 
order an enquiry into the Hoshiarpur affair, the Pri.me Ministe! 
was away from the country. In a sense, it was an appeal to him 
to reconsider this matter in the light of the decision in regard to 
the Hoshiarpur lathi charge. But I must add that I believe there 
is some evidence of animus against Maharashtra among 
important personages in the Congress party and that is a 
matter to which I had drawn the Prime Minister's attention some 
weeks ago. I also understand that some proof, which can only 
be apparent until enquiries are made has been handed over to 
him Clod it is for him to verify if there is aavthina in those 
allegations/or not. In any case, I cannot see why in the light of our 
past relations anybody might think that I was interested in making 
such a charge against the Prime Minister. I am well aware that he 
is constitutionally incapable of animus against anybody. But in the 

"L.S. Deb., 30 July 1956, ce. 1415-1430; 1 August, 1956, ce. 1773:1780; 3 
August 1956, ce. 2814-2818, 2821-2622. 
°On the motion moved by Pendit G. B. Pant on 26 Julv. 1956. for consideration 
of • 'the Bill to provide for the Reoraanisation of the States of India and for 
matters connected therewith." . 
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changed Gircumstances, such misunderstandings on the part of 
other people who are more loyalist than the king himself are not 
to be WOIiciered at. 

" •• ~ 1tt ~ ~ t ~ foR1\' 1 
1f4IRr • t '" ~ • ~ ;m _ t I" 

Nobody can help these ups and downs of fortune, but it is a 
consoling thought that a few more like me are here. 

My complaint that the two crucial' decisions regarding 
Bombay were taken without prior decision of the Cabinet-I did 
not say, deliberation-remains unrefuted. The 3' June statement 
..,.1 repeat, in no sense a Govemment decision. It was given 
but by Shri. Jawaharlal ~ehru in the meeting of the All-India 
Congress COmmittee and there was no prior consultation with 
anY Member of the Cabinet, at least to my knowledge, and 
certainly not with me. I have aJre.dy said in my statement that it 
was not reported afterw'U'ds to the Cabinet although the.re 
wer~ do not know how many-about a dozen meetings of 
the Cabinet after the retum.of the Prime Minister from Bombay. 
The Joint Committee have been very trustful and magnanimous 
In basing some observations on a statement which they have 
never 888n. It was only the other day, at my request, that for 
first time we-eo to speak-offlcially saw an authentic version 
of wtlat the Prime Minister has said . 

• • • • 

The narrow point was that I thougttt that the Joint Committee 
was In the same position as the House. I do not knoW that they 
had priYileges which were larger than those of the HOUse. 
Anyway, I had that point to make in regard to that partioolar 
decision. 

The main po,Int 18 ·that the decision was in no sense a. 
Government decision. I should not have made so much of this. 
but I think that that decision places Maharashtra in a worse 
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position than eve.. if. Bombay had been made Into a City 
State-that was the last decision with which I. was associated 
as. Cabinet Minister-hecause, with the status of a city State, 
Bombay city need not have wanted for five years for deciding 
whether it should join Maharashtra or not, misbehaviour or no 
misbehaviour~ Moreover, it could decide by a simple majority to 
join Maharashtra in accordance with the lawful democratic 
procedure provided by the· ConstitUtIon itselt. In the proposed 
formula, if a legal provislon.accompani8d by Shrl Jawaharlal 
Nehru's personal assurance Is to b6 80 called, that is to say, 
formula, then, the exact' democratic process Is yet to be 
determined by executive order, as I understand "It. I do not think 
any amendment is coming to the proVisions of the Act. It Is not 
beyond the bounds of possibility that the Congress Party may 
be left to, decide the matter. There Is no guarantee of a 
constitutional procedure or a guarantee against any unjustifiable 
condition regarding majority, that Is to say two-thirds, which 
would be very much worse than the bare majority which Is 
provided' by the Constitution. What .is more apart from the 
Constitutional deterioration, shall we fIII!If, In an effort to meet 
the' wishes of Maharashtra, during thdle five years, tension In 
the Bombay city, as has been already pointed out by sevet1lJ 
speakers, will continue at a rising tempo. The moralists and 
escapists of Bombay will open their money bags and I estimate 
that one or two lakhs of Maharashtrians will have been 
compelled by economic circumstances to leave Bombay. This is 
not entirely unfounded. Han. Members have given figures of 
Government employees involved. There are about 30,000 
people who are likely to be affected. I have figures somewhere 
here. I have details of how many are In the secretariat, and ~ 
many in other offices. It is quite true that to the extent .to which 
the Maharashtra Government are permitted to retain office In 
Bombay city-to what extent they will be permitted we do not 
know-to that extent this problem will be lightened. I believe 
also that the Prime Minister haS some idea that generally, the 
people concerned will not suffer especially those of the districts 
specially affected, namely Thana, Kolaba and Ratnaglrl. 
Although some care could' be taken in regard to government 
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servants--the majority of Govemment servants in the Bombay 
State are Maharashtrians; service is their b~dg&-semi
govemment servants, corporation and other $tate ,employees. 
I do not believe that Govemment has any right or any -way of 
preventing private non-Maharashtrian. employers from being 
unsympathetic to Maharashtrian employees. It is quite 
Impossible to estimate the number of people who will be 
affected . this way. This fact is recognised even by some non-
Maharashtrlanleaders, and I can privately nalT}e to the· Prime 
Minister a person of great understanding who could throw some 
light on this tendency. Therefore, I see the next few years filled 
with prospects of deepening economic ruin of the 
Maharashtrians in the Bombay city. That is bad" 'enough for 
Bombay city. I think it will be bad for the new State of 
Maharashtra. That State has, in all conscience, a sorry start. 
But this condition will impose on it a major rehabilitation 
problem which It is lII~equipped by its resources or the quality of 
Its leaders to bear. 

K Maharashtra Is the principal successor State to the present 
Bombay State. I. do not see why it should be deprived of the 
natural surpluses of ~e Bombay 'city. ~ut. all that the Joint 
Committee, ironically· enough, has done is to take from those 
who have not. I refer to the Industrial Finance Corporation. An 
IndUStrially backward area will have to wait further for its 
Industrialisalion: 

The han. Home Minister ·talked of sweet reasonableness, 
or,-I forget the words-the spirit of accommodation. ! 
find that so far as the Gujarat leaders are concemeG-1 
repeat, there is no quarrel between people&-they have, 
I8CUred what they exactl)' set out to gain 10 ,years 
ago: a Maha-Gujarat and in addition a fine new port 0.., which 
crores of rupus have been spent. The only fly in ointment is 
that they had to restore Abu whicj1 rightfully belonged to 
Rajasthan. They have successfully persuaded the party and the 
Govemment to deprive Maharashtra of its natural jurisdiction 
over Its· only major port nof the port but the port town: the port 
has a SeParate authority we all know. All the dock labourers are 
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Maharashtrians,-"ghatis" • they are contemptuously called by 
the moneybags of "Bombay, The ony merit of the 
announcement of 3 June is, and the provision for review is, that 
it eliminates. all the lumber of sanctimonious and dislngenous 
argument about the Bombay city.:--not taken by the Government 
but tiY other people-servlng the ,Interests of India as a whole, 
the key-stone, as some Member said, of the arch of national 
pro$perity, This would certainly please Calcutta and other big 
cities because all theSe cities are each In their own way serving 
the interests of India though they are being ruled by their 
tetritojial...powers, and it has not been necessary to resort to a 

- sUrgic~ operation separating them from their parent state so 
. that they may be better able to serve the interests of the nation. 

If one contemplates the possibility of merger in five years, as 
my hon. friend from Ujjain, Shri Radhelal Vyas, said,-God 
bless him-ohe ceases to worry about this galaxy of fallacies. 
Till now, those in charge of BOmbay State thought of Bombay 
city as their own, that is to say, as belonging to Gujaratis, 
Maharashtrians and Kannadigas against the rest of India. Only 
a few months ago there were violent protestations that the 
Bombay Plan was not bigger because Bombay was able to 
raise Its own resources; inoome-taxand so on, as if Bombay 
earned it against the Mat of India. Now, on partJtldn, the same 
parties have discovered that Bombay beldngs to the nation. 
~, keeping Bombay separate from Maharashtra violates all 
prlnciptes, Government has stood for or professed: removal of 
regional disparities, that Is to say; a good area going with a bad 
area, a rich area' going with a poor area--if I may give an 
example, Rayalaseema going with coastal areas of Andhra and 
., on .. Then it disregards the organic nexus and the give-and-
take b8tween a city and its hinteriand. Then' it Ignores the 
principle of the succour of the poor ag~nst exploitation by the 
rich, and curiouSly enough the socialist 'pattern of .aocIety Is 
conspicuously absent from these dlscuS$lOnS. It also Identifies 
Government positively with the capIttIlst view of capital 
formation: In effect, ~ can only be formfd by the savings 
of the poor and by I.r. The real source of capital formation 
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Ie the countryside, the peasant. The ,capitalist is only a 
cunningly contrived conduit for the use of capital. Therefore, 
these local options to cities to separate or to remain separate 
from their hinterland are ethically unjustiflabl& arid economically 
unsustainable. All cities will only be too glad to have such 
options for the apparent finanical surpluses are there in the 
cities. 

To my mJnd, this question of local option has to be 
considered very carefully. There are all kinds of options ~lth 
are extant-for instance the. option of the Centre is there to take 
over an area which is required for rig~tful Central purposes and 
for no other purpo~. You cannot give an option to a tehsil or 
one district to Ile a State. We talk of viable States. Therefore, 
one forms some idea of the extent of area and the size of 
population which will justify statehood. Therefore, if there are 
border areas or there are small areas, all you ask them is 
whether they wish to go this side of the border or that side of 
the border. That is aJl the option that they should have, and as I 
haw pointed out, 80 far as a city is concem8d, no matter what 
Its population is, it cannot be given an option to separate from 
t& hInterI,nd. It cannot be given any option at all. The only 
option Is that the Central Govemment could say whether for 
legitimate Central purposes that city should be taken over. This 
does not appry to the emergency provisions, and even, I think, 
anter . the ~nstitutiOn, the emergency provision cannot be 
applied In parts. You cannot take over a city. If you want SO take 
over, you take over the whole State. Otherwise, city and 
hinterland, town and country must all be 0n8' geographically. 

There was one hon. Member Shrl Dabhi to whom geography 
meant nothing. If It means nothing to him, then this whole 'Bill of 
territorial reorganisation of States al80 means nothing to him, 
and I do not see why he Is taking part In these dellbera~ at 
all. He I. appareritly of the colonial mind. He thinks In the same 
term. 88 Portuga~ 'In respect of Goa to whom al80 geography 
means nothing. They call Goa a province of Pqrtugal, the 
metroPolitan State. That we are violently I'8Itsting In the 
International world. Why should we admit It In the national field? 
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It Is clear that the diScIplined and devoted Maharashtrlan 
leaders are to be treated as In, the junior class for the next five 
years. The word has gone round in the serri8d ranks of the 
worshippers of mammon in Bombay that they' Would surely 
make· a mesa, of things In Bombay. This Is not stated opeftly. 
These things are never stated openly. We are fighting a 
phantom here. Through sub-terraneQus channels words go 
round that If Bombay" ever falls Into the hands of 
Maharashtrlans, they will make a mess of It, they will 
decentralise. If the Congress President uses .the word 
-decentralise" nobody is alarmed, but 1f a distinguished 
Maharashtrian economist uses 'the word, then the dovecoats 
are set fluttering. So, they are to have--these Maharuhtrian 
MInisters, not the economists-a period of probation. I fear that 
because of this they- wlU be s\artlng on their difficult task 
humbled, discredited and dispirited. Unwittingly, although out of 
good Intention no doubt, they will be divided by the newfangled 
machinery of separate development boards. It is as If there Is 
{IOI'n8 kind of destiny that they sha!1 never, never, !lever get 
80mbay city. 

They are not allowed to try their hand at the govemance of 
Bombay city " singly, although they had ruled It In partnership; 
but on the Partnership of the firm, the majority partner Is to be 
deried the authority to deal with assets within his geographical 
area. his· territorial area because the sagaciOUS minority partner 
will no longer be there. This seems to me to be a kind of 
historical retribution on a community which played by no means 
... Insignificant part In the IndependtJnce struggles of the 
country during the last 300 years and produced two 
outstanding, rulers In modem times. I do not refer to thti 
Maharaahtrlan Ministers from 1937, but to Sayajlrao Gaekwad 
Ii1d Madhavrao Sclndia. The British for a time classed 
~ as a non-martial race till they needed them for Kul 
and Keren, Ubya and Italy. The Home Minister has classed 
them as non-sagacloua . 

• • * * 
He 8IIfd the Marathaa have valour and the Gujaratia have 
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sasacity. I do hOi 'say the GUj~tis have no valour. I am not 
mBking a pke. In every area, only certain portions are martial 
and in GUjarat, Kathiawar has a very fine wartike and martial 
history. I do not also claim that among Marathas everybody is 
valorous. It is only certain districts-Satara, the south of my 
con&1itUency, Kolaba, where I was born. 

The Home Minister has by implication classed Maharash-
trJans as non-sagacious. I can understand that. Sagacity left 
Maharashtra when a certain family of Maharashtra Brahmins 
left Deorukh In Ratnagil1. 250 years ago. Recently only the 
better part of valour has been in evidence among the leaders of 
Maharashtra, I mean discretion. But, our Constttution forbids 
dlscrlmlna~lon and Inefficiency should not be presumed. The 
only way the Centre could constitutionally Intervene Is on proof 
of IneffiCiency, and that too as an emergency measure. In other 
words, I could have understood an argument that Bombay city 
should belong to Maharashtrl[t now, but in the light of the 
performance of the Maharashtrlan Ministers, we shall review the 
matter, I can understand that. That is not· discrimination of a 
very serious nature, although it is a discrimination. Now, the 
letter of the Constitution apart, Its spirit Is surely against the 
Centre annexing territories, as I said, except for demonstrable 
Centre-interests, that is to say, the defence of the borders, the 
provision .of a capital for the federation and so on. If ever, God 
forbid, this country is In difficulties, those who have over-
persuaded Government to deprive Maharashtra of Bombay city 
will be busy black-marketeerlng 8lld profiteering; maybe, then. 
Government will think of the common man In Maharastma, 
especially as I said, in Satara and South Kolaba, for more 
extended help. That help, I can assure. you, will always be 
there, no matter how sore their hearts may be. 

* * * 
Bidding Bombay now 6l sad farewell, I tum to the other 

victims of political expediency, Belgaum city and some tehsi/s of 
Belgaum. The 70 per cent rule, Is, I feel, .on mature con-
sideration, wholly wrong, where an existing bHlngual State Is 
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to be partitioned, It is absurd to stick to. large units for 
administrative eonvenlence. Where the whole COUntry Is being 
reorganised territorially, and it is' our duty to reduce the 
discomfort of the people to the minimum; and undoubtedly, 
these territorial' organisations cause inconvenience and 
discomfort. Theretore, the villages ·should.·be taken. is units, 
and I fully support the recommendation that this .';'atter shOuld 
be left to be decided In the light of general principles to- be 
enunciated here by . a properly constituted. boundary 
commission. 

Reference has been maae to. the minority safeguards. In 
some cases, they are Inapplicable. In these five lakhs of 
people, they do not form 15 per cent of·the population, and 
therefore, those safeguards will' not aPPly to them. In any case, 
fear has beeti expressed, which l share, ·that they might easily 
prove to bit: Illusory unless they are embodied In the statute. 
Now, I wish to ad6-ancI here, I venture to speak on behalf of 
1he Maharashtrian leaders, because. they. told rne-th4t the 
Maharashtri8l'\ leaders win accept 'unlformally' such' an 
arrangement; In. other words they wilt agree to ·Akalkot and 
South Mudhol talukS going to Kannadlgas, and all along the 
border, If necessary. 

There Is a very peculiar reason here, and that Is whatever 
happens on the Hindi and Marathl bordttr, so far as the borders 
Involving the frontiers of the Indo-Aryan and Dravidian 
languagei are concerned, It Is very necessary to be as precise 
88 you can. In this particular matter, I wOUld point out that north 
of Goa, the Konkani that is spoken is very closely related to 
Marathl. In other words,' I challenge some Kannada-speaklng 
man that he should listen to the Goa radio with somebody else 
who does not know Kannada but knows only Mar~l, and of 
course, the Kannad8 speaking man must know only Kannada 
and not Marathl; and let them try to make sense of what the 
Goa radio says. You will· find that it 1S an Indo-Aryan language. 
" necessary, you can appoint a small committee to find out 
wt)It Konkanl Ia. I do not say It· Ia a form of Marathl because 
1he Konkanl speakers get. Indignant, but I say It Is closely 
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related to Marathl: It Is an Indo-Aryan tongue. If .you \till take all 
these factors together you will find that all these areas even 
satisfy the 70 per cent rule. I am not speaking against the 
Kannada-speaklng people, but I must speak the truth, and I am 
prepared to yreld the territories which have been transferred 
again wrongly, from them to us. As I said, here the Kannada 
speaking people 'are only less than 30 per cent, slightly less 
than 30 per cent, in these areas. 

There is much more I could speak. about Belgaum city. Its 
language has been Marathi. The municipal committee's records 
have been maintained in Marathi for the last hundred years. 54 
per cent of its population is Marathi-speaking as against' 24 or 
30 per cent of Kannadigas. There has been a piteous appeal 
from the students of Belgaum city to the Prime Minister asking 
him to reconsider this matter. They will be without any 
employment. As for these young boys who are just passing out 
of college with Marathi as the medium, where are they to seek 
employment? It is all very well to say, well, the whole of India is 
open to them; but who wants then, except Bombay? That is to 
say, again, there will be a reh8bilitatian problem of the students 
of Belgaum. Then, there is the quesUon of regional 
development. 

* * * 

Today, Kannadiga officers are going to visit this area to talk 
about community projects and Rational extension service In the 
Kannada language. Not a, word of what they say is going to be 
understOOd by the people, and yet in the neighbouring 
Kolhapur, there' are Marathi speaking officers, who are able to 
attend to all their needs. Why ,do you increase the number of 
people first, who will suffer danger, and then provide 
safeguards to Correct that danger, when it is still open to you, 
'even now, to draw a line here instead of there. Nobody loses 
anything. They are not very rich areas. There are no minerai 
deposits there except in Supa, where· there is some bauxite 
depOsit, I believe, but as for the rest, they are not very rich 
areas; they are poor· areas. "Khanapur has a population of 
50,000; it is a poor tahsil. Why this craze for territory? I can 
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never understand. All territory, now In India, Is a liability and 
not an asset, because you have to spend money on Ita 
development. 

Therefore, these regional development boards and regional 
councilS, which are the Governor's special responsibility are 
not going to help. They are only going to Involve the Govemor 
into unpleasant local problems. The best solution would have 
been for the Planning Commission to be charged with a study 
of all these regional disparities. .we have said 10 In the 
National Development Council meeting. The Planning 
Commission was the right body because It has no special 
affiliations. It is equally Impartial to everybody. And what Is 
more, it has the equipment for making a study of all these 
regional problems. And it has had a very good record. For 
Instance, the Beputy Chairman has been able to pluck, shall I 
say, a very good IOlution in regard to the Tungabhadra 
dispute. Those who know the local circumstances know how 
difficult It must have been for him to persuade both the 
parties. 

Now, I think, myself, that the country has been disrupted by 
all these mistakes but not by thOse who squeal against 
Injustice. There Is a notice in the Paris zoo which says "This 
animal is wicked, because. it defends Itself when attacked" 
And that is the eharge that is made against anyone who 
speaks out the truth. I am not provincial. I have spent the last 
~ years of my . life, at any rate, in the service of the 
country; which, of course, hon. Members have now decided to 
overlook, because I indulge in plain-spe8king. I am not 
Inguistic. I love languages I do not knoW seventeen 
languages, but I would like to know seventeen languages. I 
love ev.,-y language. My library contains as many GLijarati 
books as Marathi books. 

Anyway, my tin)8 Is passing, and I shall only refer now to 
one more point, and that Is about violence in a general way. I 
am not referring to the misbehaviour of Bombay city. But I saw 
that you aJtowed one Member to refer to violence, because he 
AId, nothing has happened to merit a review: except violence 
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and Intimidation. Htr even went to the extent of saying that my 
etatement. wu an open Incitement to violence. I hope he is not 
Judging other people by hlrnael(. 
·_t~R~. 

1I:ir .. _ """. 
Now. IllY, violence Is bad. But IllY that unjust non-violence 

followed by legalised violence Is worse, and It points the road to 
perdition. I prefer the lion to the leech. I shall just finish now 
with a quotaIIon. And I would draw the Prime Minister's 
attention very seriously to It. It is from .. ~.~" by. ~ 
JIm 

\ .,..~ \ ~ ... 1IJ ~, iR;ft 1'M f"'II .. ftRJ ~ _ • 1PR 

~. t." ••• \iIIR lR ~ R ~ t;ftRllt R~ •• 
.. ~~ 1II~1Jfit~ •• ~ .~IIiI~n"~" 
~~tw_~ ~~t"~*.tJrllil~ ~~. 
~t_~~,·.ttt ~~~IIiI1R'U. ~1(f •• 
~ t WIliI ~ t;f •• ~ t .. ~ .1R1 

°1 feel that I ought to correct a few statements which were made 
by the Home Minister yesterday which, in my opinion, are 
wrong. 

He said that there was full consultation at all stages, that 
there were 14 meetings and nine months deliberation and so 
on. Now, these matters have no great bearing on the Cabinet 
Ministers' responsibility. The specific point I made was that 
between 10th or 11 th when the Cabinet decided that there 
should be a separate city State of Bombay and on 16 January 
when the Prime Minister made his announcement that Bombay 
should be Centrally administered, there was no cabinet meeting 
which took a decision to alter the previous decision and also 
there was no power given to any Committee of the C~net to 
arrive at such a decision. Therefore, whether after the 
announcement It was reported to the Cabinet or not Is 

0lnelrwnlng In the debate on AugyIt 1, '851. 
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immaterial'with regard to this point. There is also the other point 
that the Prime Minister, without consulting his colleagues, 
should not have made that announcement of 3 June. Not 
b8cause I am not prepared to trust the Prime Minister's 
leadership. If he were alone, if the decisions had been left to 
him, even now I say, let him decide everything. But, we are 
working the apparatus of westem democracy. I think the 
responsibility for securing that that apparatus is used properly 
rests on Parliament. The Prime Minister is not like the President 
of the U.S.A. who can hear the Secretaries and come to a 
decision by himself. Therefore, to say that there was full 
consultation including consultation with his Cabinet colleagues 
and then decision was taken by ttle Prime Minister or one or 
two colleagues in addition, really is not a sound defence. As I 
said, had it been a matter of the Prime Minister alone, I should 
not have bOtbered. But, this kind of thing is likely to be infective. 
This kind of thing, to my knowledge, happens in many other 
States. I think in the cause of democracy, it is a vep( bad trend 
because other people who are in charge there naturally are not 
as big men as ttle Prime Minister. It is in the nature of things 
bound to be so. Therefore, this authority or competence to 
exercise authority by the Cabinet as a whole is being diluted at 
all levels. That is why I attach great importance to this point. 

Then, the Home Minister said that I resign~ have the 
speech before me; I am not quoting from memory-after the 
three-states formula was agreed to, I suppose in the Cabinet 
meeting of 10. January. That can~t be. He says-

"Shri Deshmukh also did not like it so much so that he 
tendered his resignation after the publication of that proposal." 

There was no publication of that proposal. The proposal that 
was published was that Bombay should be Centrally 
administered, if I have followed what he said. He said that I had 
been associated ·with the SUb-Committee. Here again, I think he 
Is, not knowingly perhaps, causing a wrong impression. I did 
att8nd some of the meetings of this Committee. That was in 
connection with boundary disputes all over, Belgaum city, 
Adilabad, and so Qn. I attended no meetings of the Committee 



245 

which discussed Bombay. The only relevance of this matter is 
that at one time I did think that the general fonnula 
recommended by the S.R.C. about the 70 per cent. was right 
and that is why I advisedly said in my speech that on mature 
consideration I think that it inflicts an avoidable measure of 
har$hip on large numbers of people, and that it is our duty to 
minimise it, and that is why I, have supported this proposal that 
there should be a boundary commission which will do it In 
accordance with proper orderly procedure. If these questions 
are going to arise, it is no answer to say that zonal councils will 
be able to deal with them, because the dispute will be there. 
The only difference is that the zonal councils, being what they 
are, will not be able to deal with this question in a proper vcay, 
In accordance with the proper procedure, where~ a boundary 
commission will have far greater authority. 

Well, then, reverting to the chronology, I am in a difficulty 
now. I have correspondence with the Prime Minister which I 
wish to place on the Table. My own letter of resignation, I think, 
Is not secret, and I do not think that I requrre the pennission of 
the Prime Minister to place it on the Table of the House. It is 
not marked personal or secret or anything. Anyway, It is my 
resignation. So, I would like to place it on the Table in proof of 
what I am saying that I resigned on 22 January after the Prime 
Minister's announcement on 16 January that Bombay was to be 
Centrally administered. 

Now, the question will arise why I waited these six days. I did 
not know what kind of talk the Maharashtrian leaders hild had 
with either the Home Minister or the Prime Minister between 
11 January and 16 January. They did not report to me. They 
did not see me afterwards. They saw me before they went to 
the Home Minister, but not afterwards. Therefore, I thought, 
well, It may be that they had accepted Centrally administered 
Bombay. It was not for ma, ttten, being a financial expert, shall 
we say and not a proper politician, to raise any difficulties. But, 
when the Executive Committee of the Maharashtra Pradesh 
Congress Committee denied that they had agreed and 
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proteItId and went to the length of aayll'1Q th6t they ,hould 
1'8IIgn, then I made up my mind thet whatever they·hacI done It 
wu not· acceptable to their colleague, or the Maharuhtra 
Pradesh Congre. Committee, far I .. w .. It acceptable to the 
people of Maharashtra, and I fOrmed the view that their 
IUppoaed leaders had failed them In getting what they wanted 
or In securing their belt Intereata. Therefore, I thought It w .. 
right that plenlpontentiarles who had failed In their job should 
resign their job and make way for better people. I cannot ... 
anything wicked or wrong In thle. 

The next question 18 why I did not press my resignation. That 
will be clear from the Prime Minister's reply, but I cannot place 
It on the Table of the House. t made a general reference to It, 
and that was that it held out hopes of bigger bilingual States, 
Dakshlna Fh'adesh and 80 on, and since 88 you know I have 
never wavered In my support of the bigger bilingual Bombay 88 
the belt solution, I thought I had better Walt. In any c-.e, 88 
vIoIenc:e had broken out I also thought it waa the dUty of 
everyone not to do anything that woutd exacerbate the people 
further. Therefore I held my hands. Then, there were Members 
of Parliament who came to me. I did not mention any names, 
but I do not think they have so turned against me that they 
would mind my mentioning their names. It is, a fact that it waa 
Shri Feroze Gandhi and Shrl Dev Kant Barooah who came to 
me and said: "This matter will now be in the hands of 
P'lrIlament. Why are you In a hurry?" This W88 January you' 
must rem8lTlber 8nd the session of Parliament waa to come in 
February. Also, I was in a responsible position. I had prepared 
the budget. I had to deliver it. I had to secure the passing of the 
taxation measures. Then there were various other pieces of 
leglalation which were very important. The Plan· had to be 
finalised. In my humble way I thought it wu my dtJty 10 stand 
by the country and not to press the resignation. I do not 888 
there wu anything wrong In it. I claim that in those three or 
four months, I worked harder than I worked in the previous five 
years. I 81'1'1 hoping-l have some faint hope-that some 
Membens at any rate will acknowledge that something valuable 
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had been done for the country 88 a result of my holding back 
the resignation. But my resignation was neVer wlthdrawan. As I 
eaid, I refrained from pressing It because of these 
conaideratlonl. 

There il only 011e more letter I would place on the Table, but 
that can be only with the Prime Minister's permission, but I 
have to read out of It. It Is marked "personal", not "secret" or 
·prlvate", and it say&-thia Is when I offered to resign again 
towards the end of April when I found that things .... AO 
better-

"Your resignation will obviously not be helpful even, I think, 
from the point of view of helping hi a solution which you so 
much desire. The Bill is going to be refe~ to the Select 
Commlt;tee. The final stage will arrive whe" -It,comes back 
from the Commlttoe. I would like you at leait to walt till 
then." 
And that Is what I did. I waited till then. But, In the beginning 

of June. I found that the Prime Minister had made a statement 
which, to my mind, spiked the guns of t~e Joint Committee. 1n 
other wbrds, In the way pointed out by Shri Krlpalanlji, naturally 
the m..-nt¥trs of the majority party who were In the Joint 
Committee found that because the Prime Minister had now 
more or less made a pronounce, It was not right 'for them to go 
any further. Now, as I pointed out, had it been something which 
would help the cause as I understand it, what I stand for, then I 
would not have pressed the resignation, but it Is my honest 
view that it places Maharasht..,. In a worse condition than if they 
had had a city State. The hon. Home Minister said it passes his 
comprehension. Well, l.cannot help that, but I consider that five 
years is a longer period than one year or twO years or three 
years. That is a simple matter of arithmetic. Also, when it Is a 
Centrally administered area whether to pass an Act or not to 
pass an Act to terminate it is entirely at the will of Parliament, 
but they have added a rider by way of an executive 
pronouncement that Parliament will not be moved to take that 
ItIp unleea the wishes of the people of Bombay are 
ucertained, not by regular voting but the sense. I do not know 
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how one assesses the sense. There again I thought ,that that 
was worse than If Parliament had entirely been seized of the 
matt" The trouble with this finding out of the' sense of the 
people is that nobody knows how it has been ascertained. 
Today., can anyone put his hand on his heart and say that the 
people of Bombay city want Bombay city to be separate from 
Maharashtra? What proof is there? The only evidence is that 
about 45 per cent minus one want that Bombay city should go 
to Maharashtra. Now, there are five or seven per cent. Konkani-
speaking people who, I know, will be taking the same view as 
Maharashtrians. Then there are, as an hon. Member said, 
about five lakhs of Tamil clerks. I see no reason why the Tamil 
clerks should object to Bombay city going to Maharashtra. They 
are going to ply their living or whatever it is, irrespective of it. 
They are not allowed to use'Tamii there as an official language 
for the region. They have to leam Gujarati or Kanarese or 
Marathi for that purpose. So, it makes no difference to them 
whether thtlty or their ch~ldren leam Marathi or Gujarati. We 
have not gone to that length. We are prepared to 'give any kind 
of safeguards to minorities. If Bombay should have Gujaratis 
ahcI Marathis, let them have the freedom of choice. Gujarati is a 
very important language for the business of Bombay and I 
would like to make it compulsory for every child in Bombay city 
to know Gujarati because he then understands business and 
therefore instead of having only valour or more valour, I'Ie will 
have 8 little more discretion. Now, therefore, I say that there is 
no one here who can prove today that Bombay city wishes to 
remain separate. If that is so, why give.an option? 

So, according to my view, what the Prime Minister stated did 
make the matter very much worse, and that statement was 
made without any reference to any person, to my knowledge, in 
the Cabinet-at least it was not a Cabinet meeting or Cabinet 
committee meetinst-Bnd 'poor me who was known then to have 
offered his reaignatton, who was asked to hold his soul in 
patience till the Joint Committee sat and pronounced, was not 
even consulted, or asked: "Is this likely to meet your wishe&? 
Do you think that would help you?" I am not worth very mUCh. I 
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have always held that no man is indispensable. I have always 
acted on the maxim that every man, every officer in a high job, 
should deliberately try to make himself dispensable and build 
up his office so that he is not missed afterwards, and I am quite 
certain I will not be missed; I have been written off already. 

So, that is my reason why I attach "ery great importance to 
this, and whether this correspondence goes on record or not 
depends on your discretion. I am not anxious to put the Prime 
Minister's letter on the Table of the House if you are going to 
believe me that this is the extract from that letter. But if you are 
going to say I am quoting from some fabricated letter, then I 
must put it forward because his signature is there. So, will you 
kindly give your· ruling as to what I should do? 

Later on, I dare say the Prime Minister will permit me to 
publish this correspondence. 

Only one short point. I asked for ten minutes, I think I have 
taken eleven minutes. The hon. Home Minist~r said that I 
agreed to the States Reorganisation Bill as every member and 
therefore there is a kind of estoppel against me. I cannot see 
how ar1 estoppel can ad against me, when my resignation Is 
pending from 22 January, when on 24 April, the Prime Minister 
_ys, 'Please wait and see what the Parliament does', when 
Mmnbers of Parliament come to me and say, 'Please walt and 
see; maybe, we shall be able to do something to bridge the 
gulf'. I do not remember now the date on which the States 
Reorganisation Bill was introduced. I have not yet had time to 
make that research .. But I think it was sometime towards the 
end of April. I think 'it was about that time. 

When the States Reorganisation Bill was introduced, I said to 
the Prime Minister that 'Since you are not now going to make a 
change, will you please allow me to speak against the Bill and 
to vote against it, and If fOr that purpose you think that I should 
not be a Cabinet Minister, then I am entirely agreeable that I 
should not be a Cabinet Minister'. That letter is on 20 April, to 
which this other letter is the reply.... It shows that no estoppel 
can operate against me. 
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"I. thank ydU for allowing me to participate. in ,this debate at 
this stage, indulgently, treating what I said the other day as a 
somewhat 'belated personal explanation. I said the other day 
that I stronQly supported the idea of a boundary commission. I 
am convinced more than ever that it will not be P,OSSible for this 
House conscientiously to take a decisioli in regard to the 
hundred and one disputes that have been brought before it. I 
do not consider that once the House has passed a judgement, 
it will later on be possible for the zonal councils to deal with this 
matter. So long as the ~ispute exists, people's minds will be 
disturbed ~her the disgytes are being handled by the zonal 
councils or by the boundary commiSSion. But if they are to be 
Mldled by the zonat'~uncils, then, I fear that they will 
constitute an undesirable distraction to then1, as they have 
many other far more important functions to discharge. 
Moreover, I do nat,suppJOse that they will have at their disposal 
the kind of procedure that would enable them to deal with this 
matter in an orderty fashion. On the other hand, the boundary 
commission will be a property authorised and equipped body. It 
will be given the necessary powers to consult anyone and I 
think there will be a certain amount-not formal perhaps but 
informal-of sanctity attached towards the pronouncements 
when it publishes its findings after having dealt with these 
matters, as I said, in accordance with the procedure laid down 
for the purpose. I therefore very much hope that the relevant 
ameRdrnent in Ws reepect which also sets out-! forget the 
number-the OOIdtoIl8 which should gover:n ,the wor!< of the 
boundary comrm.lon, wHl be approved by the House. 

In the course of my speech the other day, I al80 said that I 
have always' been an unwav~ng supporter of the proposal to 
have a bigger bHinguallombay State. What I have hMrd .nee 
then confirme me very strongly in that opinion. I can now sense 
that the". is a very powerful swing of opinion in favour of this 
propOsal in this House. '"* is a matter of Individual judgment. 
TbIa is-my judgment. " maY proVe to be wrong.'But this is how 
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it. appears to me. T~ swing of opinion is 1n favour of a bigger 
bilingual State. Now, I must say that does not mean that I am 
against a unilingual State as a matter of principle: I think while 
we are discussing t~ matters, we ought to avoid the use 01 
censorious tenns like parochialism, provincialism, linguistic 
fanaticism and so on and so forth. These terms are used by 
one party or the other according to who has the initial 
advantage. If you have the initial advantage, then you use it 
against the other party. Therefore, we should try to look at 
those matters a little more dispassionately. . 

In the South, I am convinced that by and large, States have 
necessarily to be unilingual, because English is no longer the 
current vehicle of expressiorY, as it used to be in this country 
among the intelligentsia. In any Case, with the adult franchise 
that has now been given to us by the Constitution and with 
Hindi not widely established as a national tongue, I think 
unilingual States are generally very convenient from the points 
of view ·of statesmen, politicians and administrators, 
except-and the tfteoretical possibility is always there-where 
two tongues are' more or less alike, as I understand Tamil and 
Malayalam are. That is a matter for the Tamilians and 
Malayalses to decide. As I said, I am an outsider. I was given a 
very fine histroy of the Malayal&(" language by my friend, Shri 
V.P. Nayar. His father has written a very fine histroy of that 
language and I understood that it was derived from the old 
Durbar Tamil. Anyway, I am entirely against dragooning 
anybody into any combination which they do not want. 

I am only quoting this as a possible theoretical exception to 
the otherwise universal convenience of unilingual States in the 
South. 

That proposition is not so valid where two Indo-Aryan 
tongues meet on the frontier, as for instance Marathi and 
Gujarati or Marathi and Hindi. Unfortunately, at the moment, 
there is no possibility of any kind of a bilingual Stat~ecause, 
we have just split one-where Marathi and Hindi meet. They 
were m.bng in the old Madhya Pradesh. But, we are now 
dealing with the frontiers of Gujarati and Maratlii, which also are 



252 

very closely alike. Although the alphabets are not exactly the 
same, a person who knows Marathi can read the GujaRlti 
alphabet and a person who knows Gujarati can read the 
Marathi alphabet, which is the same as the alphabet of Hindi. 
Therefore, apart from any other consideration, it is entirely 
feasible to have a bigger bilingual .State of Bombay from this 
linguistic point of view. Indeed, I am convinced that economic 
interests do not settle round languages merely because 
languages naturally change and vary as the areas vary. The 
demand for Samyukta Maharashtra was looked upon as a 
demand not essentially linguistic, but essentially economic and 
territorial. There were three strips of territories which went 
fancying that each had some kind of economic grievance. 
Whether that was right or wrong, it is not for us to consider, nor 
do I think it is necessary for the purpose of my argument. 
Anyway, those were beliefs honestly held and therefore, that 
arrangement will be approved by speakers of any language 
which is likely to advance their economic interests further. 

I hold that the economic interest of the bigger bilingual 
Bombay State will not be retarded by the constitution of that 
State in that way, because there is the surplus of Bombay city, 
which has been fostering the other areas. As the Home Minister 
pointed out the other day, no doubt the Finance Commission 
would have to make some kind of a specific distribution or 
allocation of the surplus of Bombay. But,· as I pointed out 
myself, it is much better to have natural increasing surplus, to 
have a right without any other commission intervening, than to 
have a periodical settlement made by some third party. That is 
an advantage, which I think should be shared in by those who 
have been sharing it before at any rate, except the 
Kannadiagas, who, for certain other purposes or reasons, want 
to form themselves into a separate Kannada-speaking State. 
But, we need not have any sense of grievance on account of 
that. My view is that the economic interest of any constituent 
part will not be retarded by having a bigger bilingual State of 
Bombay. What is more important from the national point of view 
is that all these embitter~ feelings will subside and, it is, my, 



own personal view that they will subside with astonishing 
rapidity. 

The common man does not bear grudges or does not live at 
that level of intensity, unless he is e~cited by-whoever it is, I 
am not saVing by wicked people-:-people who are their 
trustees. And trusteeship always drives you· into some kind of 
public posturing attitudinising and stancing. A man who speaks 
as a trustee BPfaks quite differently from a man who speaks as 
the individual. Today, if you ask the cloth dealers in the Mulji 
Jetha cloth market in Bombay, they will tell you that they are 
not so much concerned whether Bombay goes to Maharashtra 
or not. They are happy if they sell cloth. The trade is in the 
hands of people speaking either Marathi or Hindi. And in the 
Laxmi Road, which is the me;n commercial thoroughfare of 
Poona, fifty per cent of the wholesale dealers are Gujaratis, and 
not a hair of their heads has been touched during all these 
days. 

I am speaking of Poona because I spent some time there 
recently. and I made enquiries. Not a hair of their heads has 
been touched. So, I am quite certain that all these vague 
&prehensions .and fears are entirely unfounded and that the 
common man win be too glad if these two peoples who have 
lived together in amity for so many centuries come together 
again. 

Now, I referred in my first statement to the difficulty about 
leaders. One hon. Member took me to task by saying that I 
meant Gujarati leaders. He will find that I have never mentioned 
Gujarati leaders. I said leaders. And if I have to be frank I must 
say in the cause of truth that I think the difficulty is likely to 
come more from the Marathi-speaking leaders, not because, 
again, they are wicked or anything like that, but because they 
feel that their interests lie that way. I can see Dr. P.S. 
Deshmukh looking very crossly at me. Now, the Vidarbha 
people naturally feel that they do not wish to get themselves 
entangled in another bilingual area, having just separated from 
one bilingual area. In other words, they have just separated 
from the Hindi-speaking area and they are somewhat 
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apprehensive of gelling into another bilingual area. Then, 
people nearer Nagpur are still hoping against hope that 
Bombay city will not go to Maharashtra so that Nagpur might be 
the capital. These are all vested interests which are natural to 
understand but which need not necessarily, therefore, be 
treated indulgently by this House. It is the duty of this House 
. now and this is the highest body to do justice after having 
heard everything and to take an action which will bring people 
together rather than disrupt national unity. It is no use paying lip 
sympathy to national unity and start carving out different areas: 
this is Maharashtra, this is Gujarat, this is Bombay City, this is 
the zonal council here, the development board here, something 
else there. Are you promoting unity or are you. promoting 
disunity? If there is the slightest chance of your .promoting the 
other thing, then why do you not exert your influence in order to 
get that about? Why don't you secure that? If you are firm in 
other matters, why are you not Jirm in this big cause? I for 
myself am prepared to undertake a tour-this is not a lightly 
given undertaking-in Maharashtra to explain to people that the 
bigger bilingual area would be in the interests of the people at 
large. 

Now, it is quite true that when you divide an area into three, 
then there are three Ministers, there are three Chief Ministers, 
three Finance Ministers, three Home Ministers etc., and 
everything looks very tempting. Nevertheless, I have by bitter 
experience found that the highest king of statesmanship and 
administrative ability is not yet so plentiful in these 'areas, and 
therefore, I think it would be perhaps desirable for the aspirants 
to wait a little and to allow some of the better ones out of them 
to come together and to make a success of the State. I am 
myself persuaded that the bigger bilingual State will be one of 
the finest States in India, and this is not said in order to arouse 
any jealousy or envy in other parts of the country. I definitely do 
not agree with Kakasaheb Kalelkar who spoke somewhere in 
favour of small units and small States. I think it is all wrong 
because it gives you too many lame ducks and it does not give 
you the wherewithal to feed them, whereas if you have larger 
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areas and larger conglomerations of area, then the richer 
people, the richer parts, as I said the other day, pay something 
without feeling very much for it or without feeling that they are 
taxed for it, to the more backward or poorer area. And this kind 
of give and take ought to be encouraged rather than 
discouraged. I say this with some kind of feeling, although I am 
no longer Finance Minister, beeause I know that all the burden 
of correcting regional disparities then comes on the Central 
Ministry of Finance and the Central Minister of Finance is 
almost driven to ~istractlon in trying to find money in order to 
bring areas up to a proper standard or a proper level, whereas 
this other method of having large States inevitably or 
imperceptibly brings it about. That i$ why I think also that the 
decision not to split up Uttar Pradesh was a very wise decision. 
After all, Western U.P. is, I think, a little better, a little more 
prosperous on account of sugar and various other things than 
Eastern U.P. Eastern U.P. is more crowded. I believe it is 
among the poorest parts of India. I think they are as poor as, 
shall I say, Kerala. The average holding of Land in Gorakhpur 
might be about half an acre or so. It is because some surplus 
comes from somewhere that they are able to manage. For 60 
million people they have got a budget of Rs. 65 to Rs. 70 
crores. It is a very small budget. 

Therefore, I am in favour of large units and it is in 
accordance with that general theory that I advocate that the 
House should lend its support to this amendment 462, and I 
very much hope that the Members of the Congress Party will be 
allowed to cast a free vote on this. 

* Mr. Speaker, Sir, I am now well satisfied with tbe Bill as it 
has emerged from the consideration stage especially on 
account of the amendment which led to the creation of the new 
Bomby State I must confess that I do not expect wonders from 
the zonal councils which seems to me only to give a certain 
amount of legislative rigidity to a procedure which is w.known 
and which is already resorted to whenever disputes are to be 
settled between two States. The present practice, in my 
opinion, is more flexible. I referred to an instance the other day: 

• ~ his soeech on 10 Alln .. " 1Q~ 
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the solution of the difficulties in regard to the Tungabhadra 
project which were settled through the intervention of the 
Deputy Chairman of the pianning Commission. Any way I have 
no great quarrel with the legislative machinery that has now 
been created except perhaps in the matter of the provision in 
regard to voting. 

If one studies the composition of the zonal councils, he will 
find that usually the two parties will be well matched: ordinllrily 
there will be three Ministers on the one side and three on the 
other and the scales will have to be held even by the Union 
Minister who is to preside, again ordinarily to preside. Now in a 
sense that converts him, perhaps inconveniently. into an arbiter 
and since the recommendations of the zonal councils are to go 
in' many cases to the Central Government, I fear that he will 
find himself in a somewhat awkward situation having already 
come to a decision. Nevertheless, I hope that this machinery 
will work well with the goodwill of all concerned. 

I feel greatly troubled by the uncertain state in which all these 
border disputes have ~n left, although now we have put the 
seal of our approval on the, in my opinion, necessarily 
provisional arrangements that are contalned in the Bill as it has 
emerged /rom the consideration stage. I have no doubt 
whatsoever that these disputes will be brought up agaln before 
the zonal councils concerned. I have no doubt that the two 
sides, in the absence of any formula, will take positions and 
postures and the matter will be more or less decided by the 
vote, or the casting vote of the Chairman. 

Now if one had reason to believe that the Chairman was 
likely to act on a deep consideration of the principles involved, 
one might not even object to his arrangement. But I see no 
evidence that.these principles have been well considered. Nor 
da I find that there will be readiness to refer every dispute to 
the Central Government for its final decision. The han. the 
ttorne Minister said: "I hope the zonal coui1cils will be able to 
show better results. And if everything falls and If the problem is 
really of epecial significance and there are special 
circumstances, the Government will take stock of the situation 
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and see how it can be helped". These are words whi.ch are 
hedged in with so many 'its' and 'buts' that I fear that the large 
majority of border disputes will remain unsettled. As I pointed 
out yesterday during the course of my intervention, my 
information is that about 4 crores of people are affected all 
over. That is a very large number, and I am confident that if 
one were to revise this present principle that has been applied, 
one could reduce the number of people involved very 
considerably. Naturally it is not possible for me to say to what 
extent that number will be reduced. In the course of I)is 
observations, the hon. Home Minister said .also-I quote. 
again---

"My request was not for a formula because my own feeling 
is this. So far as those differences are concerned, they can 
be settled better if we have no rigid formula than by sticking 
to a particular formula. Otherwise we have a formula already, 
a formula that was proposed by the Dar Commissio~ that 
has been approved by the States fW«9a~$ltion 
Commission and we cannot lightly tamper With that.·· 

In other words, the attitude of the hon. Home Minister 
appears to be that this is by and large the best formula that one 
could think of and that unless the two parties thought it fit to 
agree, matters will be left where they are today. 

On a factual aspect of this situation I am not quite certain if 
by his reference to the Dar Commission the hon. Home Minister 
intended to refer to paragraph 63 at page 12, because as far I 
can find, that is the only reference to this 50 to 70 per cent 
formula. With your Ilermissiol'l, because this is an important 
point, I shall read this out: 

"All the evidence before us is agreed that it would not be 
proper to call any area a unilingual area unless the majority 
of one language spoken in that area reaches at least 70 per 
cent and any area below that should be considered as 
bHingual: or multilingual, as the case may be. On this 
prinCiple, it is claimed by all the advocates of linguistic 
provinces that all border districts where the majority 
language is 50 to 70 per cent may be treated 
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88, Dillngual lind broken up into bits up to villages and their 
population appropri~ted to contiguous linguistic areas. This is 
the way. in which equities are proposed to be adjusted in 
bilingual' area between rival linguistic groups who reRide 
there.:' 
Then they go on to say: 

"If border districts. which are bilingual and which have 
developed an organism and an economic life of their own, 
are to be broken up ..... 
Then they go on to argue that the same logic might be 

applied to cities. 
. From this I infer thaHti8y .. accepted this kind of principle. but 
it would be noticed that ~ey use this 50 to 70 per cent in the 
fir:st place to detennine whict-, large unit can be regarded as a 
bilingual unit,· as.. l.UAderstand it. It is my view that these 
questions as to whether a State should be unilingual or bilingual 
are not influenced by sentiment or passion but by calculation of 
which arrangement is likely to promote the economic interests 
of a certain region. It happens sometimes that that region is 
identical with a language group. Sometimes it may happen that 
that region might have two language groups or three. 
Therefore, I am going to say that one should not attach too 
much importance to this business of unilingual or bilingual 
State; one should direct one's attention to finding out whether a 
particular arrangement approved by Parliament is likely to 
IUbeerve their Interests. 

In the light of this criterion, I am quite convinced-and I have 
some little right to say so with authority-that the arrangement 
In regard to· the new Bombay State is likely to sub-serve the 
Interest of all parts or sectiOns of the State. It was with a 
recognition of this that I was among those who suggested to 
the Commission that we should have at least one good and 
leading example of a bDingual State in India . 

. . 11 have thought It necessary to refer to this small bit of 
autobiography because Shrl H.N. Mukerjee has referred to my 
perambulations. My perambUlations are like pradakshana and I 
have come to the very point from which I started. 
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The reactions of the, people have been communicated to· me. 
Because of recent events, a great many people have been 
sending telegrams and letters to me. Shoals dT telegrams have 
been showered on me. Generally, I find that'the reaCtIons are 
favourable to this new bilingual State of Bombay. It is true that 
there is a minorlty-and I am quite convinced it is only a 
mlnority-in both Maharashtra and Gujarat, who are somewhat 
fearful and diffident but, in my opinion, the apprehensions and 
dissatisfactions of these mlnorl_ies cancel each other. 

I hold that no solution can be good which is hailed as a 
singular triumph for one party or one side alone. Indeed, in my 
opinion, in the affairs of the world a little generosity, just when 
hopes look likely to be fulfilled, is the path of wisdom and the 
interests of any particular group cannot be the sole criteriol1' of 
the success of any arrangement. The promotion of national 
interest, .as' a whole, must be equally, important and a right 
solution must recOncile both these categories of interests. I 
have been satisfied that the bilingual Bombay, approved by 
PariiameRt, is such a solution. Bombay city cannot very well 
throw open its doors to all, as it has always done in the past 
andlet us resolve never to think, in terms of partition again. It is 
only thus that not only Bombay, but all the cities of India will 
truly' belong to India without worrying about the population 
percentages and so on and they will not regard themselves as 
belonging to any particular territorial unit. The instruments of 
Governments have necessarily to be determined by geography 
but all Governments have to subserve'local as well as national 
interests. 

I am confident that this partnership is bound to succeed if the 
partners studied the laws about the formation of partnerships 
and not the laws governing diSsolution.· 

·The Bill. as amended. was passed. 
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DR. C. D. DESHMUKH: A CHRONOLOGY 

(14th January) Birth 
BA (Cambridge). 
U.K. Bar Examination. 
Entered Indian Civil Service. 
ute Member and Member, 
Committee, Bombay Natural 
Society. 

Advisory 
History 

Member of the Legislative Council, Central 
Provinces and Barar till 1937. 
Resigned the Indian Civil Service. 
Ka/idasa's Meghadutam-a translation.· 
oeputy Governor, Reserve Bank of India 
till 1949. 
India's delegate to the World Monetary 
Conference, Bretton Woods. 
Governor for India, International Monetary 
Fund and International Bank for 
Reconstruction and Development till 1956. 
President, Indian Statistical InstiMe till 
1964. 
Financial Representative of India in 
Europe and America till 1950. 
Member, Planning Commission. 

'Lectures, Addresses and books authored by Dr. C. D. Deshmukh. 
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Chairman, International Monetary Fund 
and Intemational Bank for Reconstruction 
and Development. 
Member of Parliament, Union Minister of 
Finance till 1956: 
Ex-Officio Member 
Commission till 1956. 

of Planning 

Chairman, University Grams Commission 
till 1960. 
Gandhi Sulcti Mulctsvall: Selected sayings 
of Mahatma Gandhi In Sanskrit verse with 
the original: 
Hon. D.Sc. by University of Calcutta, Hon. 
Doctor of Letters by University of 
Annamalal. 
Chairman, National BooK Trust till 1960. 
Hon. D.Utt. by the Universities of Nagpur 
and Punjab. 
Ramon Magsaysay Award for Govemment 
Service. 
Citizens of No Mean Country: At. Hon'ble 
V.S. Srlnivasa Sastri Memorial Lectures: 
In the Portals of Indian Universities: 
Convocation and other addresses.' 
Founder Ufe President, India Intemational 
Centre, New Delhi. 
Chairman, Administrative Staff College of 
India, Hyderabad. 

·Lectures. Addresses and books authored by Dr. C. D. Deshmukh. 
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Vice-President, Indian-Council for Cultural 
Relations till 1967. 
Pre-Requisites of Development In 
Underdeve/op(KJ Countries: Reprint of a 
series of three Kinkhede Memorial 
Lectures delivered at Nagpur University." 
Vice-Chancellor, University of Delhi till 
1967. 
Called to the Bar as a Member of the 
Inner Temple. 
Hon. Doctors of Laws by University of 
Princeton, New Jersey, U.S.A. and 
Leicester, U.K. 
Hon. D.Sc. by Indian Statistical Institute, 
Calcutta and University' of Kamataka, 
Dharwar. 
John Matthai Memorial Lectures, Kerala 
University." 
Commonwealth as' India Sees I~muts 
Memorial Lecture delivered at Cambridge 
University in May 1963~" 

Chairman. Indian Institute of Public 
Administration. 
Perspective Planning and Education for 
Economic and Social DevelOPment." 
Sanskrlt-Kavya-Malika: A collection of 
poems in Sanskrit." 
Free But Fenerecl: The II/iterate Citizen. 
(Bombay: Forum of Free Enterprise): 
Social Change in India (Bangalore: 
Gokhale Institute of PubHc Affairs)." 
President, Population Council of India till 
1982. 

'L.ect&nI. Addresses and bookI authored by Dr. C. D. Delhmukh. 
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Reflections on Finance, Education and 
Society. (Delhi: Motllal Banarsidas): 

Aspects of Developmenf-Analysls of 
political and economic events In India.· 

Hindustani: . Rashtrabhasha or Lingua 
Franca. (Bombay: Mahatma Gandhi 
Memorl~1 .Research Centre): 

University of Poona Convocation Address . 

Hon. Doctor of Letters by University of 
Delhi, Hon. D.Utt. by University of Poona 
and Guru Nanak University. 

The Course of My ute: Autobiography.· 

BhagavadgitB: Commentary.· 

Dhammapada: A study of the doctrine of 
Buddha. 

AMARAKOSA: Gems from the treasure 
house of Sanskrit words.· 

(2nd Opt')ber) Died. 

·Lectures, Addr ..... and books authored by Dr. C. D. ~.hm\nch. 
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