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COUNCIL OF STATE.

Wednesday, 14th February, 1934.

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

MEMBERS S8WORN:

‘The Honourable Mr. Bertrand James Glancy, C.S8.I., C.LE.
(Political Secretary).

'The Honourable Saiyid Raza Ali, C.B.E. (United Provinces:
Nominated Non-Official).

QUESTIONE AND ANSWERS,
Joure ExprorT DuTy.

22. The HoxouvrasLe Mr. JAGADISH CHANDRA BANERJER:
“Will Government be pleased to state whether they have decided to give fifty
r cent. of the jute export duty to Bengal? If so, when will the money

"be available for Bengal ?

THE HoNouraBLE MR. J. B. TAYLOR: The Honourable Member must
not expect me to anticipate the Budget proposals. .

TeELEPHONE CHARGES, DAcca.

23. THe HowouraBLE Mg, JAGADISH CHANDRA BANERJEE:
(a) Have Government received any petition or petitions from several gentles
men of Dacca regarding the lowering of telephone rates at Dacca ? If so,
will Government be pleased to state what action they have taken
regarding those petitions ?

() Are Government considering the possibility of lowering the telephone
chargesat Dacca ! If s0, when will the lower rates be introduced at Dacca ?

Tre HoNourasLe MRr. D. G. MITCHELL: (a) and (b). Certain repre-
sentations were received. No action has been taken on them but Gov-
ermment have under examination a reorganization of the scale of tele-
phone charges at Dacea and elsewhere.

' (71) A
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RauwaY BrIDGE OVER MEGHENA RIVER, AssAM BENGAL RAILway.

24, TRE Ho~ouraBLE Mr. JAGADISH CHANDRA BANERJEE:
{(a) Will Government be pleased to state whether there is any scheme to erect a
railway bridge from Bhairab on the Assam Ben &1 Railway over the Meghna
River ? If so, when will the work of construction of the proposed bridge be-
commenced ?

() Is it & fact that the work of construction of the said bridge cannot
be started owing to the negotiations of the Bengal Chamber of Commerce
and the India General Steam Navigation and ﬁiver Steam Navigation
Companies ¢ If so, will Government he pleased to make a brief statement
on the correspondence that has so far passed between Government or the
Assam Bengal Railway authorities on the one hand, and the Bengal
Chamber of Commerce, India General Steam Navigation and the River
Steam Navigation Companies on the other ¢

(¢) Will Government be pleased to state the decision they have come
to on the construction of the said bridge %

The HoNouraBLe Sik GUTHRIE RUSSELL: (a) The construction
of a railway bridge over the Meghna River is under consideration, and the
likelihood of the expenditure involved being remunerative is now under
investigation. Until that investigation is completed, it is not possible to
say whether, and if so when, the work of construction will be commenced.

(b) The project is not held up owing to objections raised by the Bengal -
Chamber of Commerce or the River Steamer Companies.

(¢) No decision has yet been arrived at regarding the construction of
the bridge.

RECRUITMENT TO SUBORDINATE SERVICES OF THE P0STS AND TELEGRAPHS
DEPARTMENT IN BENGAL.

25. Tur HoNoUrRABLE Mr. JAGADISH CHANDRA BANERJEE:
(a) Will Government be pleascd to state the number of hands recruited in
the subordinate services in all the branches of the Posts and Telegraphs
Department in Bengal since 1931, with their names and native distriots ?

(h) Is it a fact that the place of recruitment in Bengal being Caloutta
the hands recruited mostly belong to West Bengal ?

(c) Were the appointments in the subordinate services of the Posts and
Telegraphs Dopartment in Bengal made by competitive examinations ?
1f not, why not ? . o

(d) Will Government be pleased to state whether candidates belonging
to any Revenue Division adjacent to Calcutta have been appointed in
Caloutta in the subordinate services of the Posts and Telegraphs Department
since lst September, 1926 ¢ If so, how many and why % ’

Tue HonourasLe MR. D. G. MITCHELL: (a¢) Government regret that
the information is not readily available and could not be obtained without
undue difficulty.

(b) The Honourable Member’'s assumption that Calcutta is the only
place of recruitment in Bengal, is not correct. The question, therefore,
does not arise.
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(c) No. It was not considered necessary to introduce such examina-
tions.

(@) Yes. Government regret that the information regarding the num-
ber of men appointed in Calcutta who belong to the Revenue Divisions.
adjacent to Calcutta is not readily available. The appointment of such
men in Calcutta was permissible.

Tae HoNouRABLE Salyip RAZA ALI: Have Government had occasion to
examine lately the general question as to how far «ecruitment to this
branch of the public service should be made by pure competition, how
far by nommation and how far by competition combined with nomination 2

Tue HoNouraBLE Mr. D. G. MITCHELL: I am not aware that any
special inquiry has been made on this point, but it is a question which
Government have always in view in dealing with recruitment at all times.
I would point out to the Honourable Member that the inferior servants
referred to include both peons and linemen and that the question of com-
petitive examination for recruitment for peons is probably not a live issue.

Tre HoNouraBLE SArvip RAZA ALI: Am I to understand that the
policy of the Government is the same as it was in 1925 when a Resolution
to this effect was adopted in this House?

Tae HoNouraBLE THE PRESIDENT: You can claim notice,

Tre HovourasLe MR. D. G. MITCHELL: T should like notice of that
question, Sir. ‘

TRUNK TELEPHONE LINE FROM CALOUTTA TO DAcCOa.

26. Tar HoNouraBLE Mr. JAGADISH CHANDRA BANERJEE :
(a) Will Government be pleased to state what they have done with regard
to opening a trunk telephone line from Caloutta to Dacca ? Have they
begun any work in connexion with this matter ? Ifso, when and what progress
has been made in the matter of laying the line ?

(b) Will Government be pleased to state what will be the charges for
a trunk telephone call from Calcutta to Dacca when the line is opened
for the public ?

Tae HovourasLe MR. D. G. MITCHELL: (a) The question of opening
a trunk telephone line from Calcutta to Dacca has been under consideration
for some time but owing to the high cost entailed, mainly because of the
river crossing, sanction to the scheme has been deferred. Further en-
quiries are now in progress, ’

(b) At the standard rate now in force, the charge for a* call of unit
length of 3 minutes between Calcutta and Dacca would be Rs. 2.

Tre HoNourasLe MR. JAGADISH CHANDRA BANERJEE: Is it the
only place where high cost underlying such a proposal like that of river
crossing stands in the way? '

. Tre Hovoumaera MR. D. G. MITCHELL: I must ask for notice of
that question, Sir,

A2
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CARRYING OF A1B MAILS BY INDIAN NaATIONAL AirwAys Co., Ltp.

27. Tae HowourasLe Mr. JAGADISH CHANDRA BANERJEE:
Do Government give any subsidy to the Indian National Airways Co., Ltd.,
that carry mails from Calcutta to Dacca and from Calcutta to Chittagong
and vice versa? If so, what is the amount ? Will Government be pleased
to make a statement on the naturc of the contract for carrying such mails
between Government and the Indian National Airways Co., Ltd. ?

Tue Honouvrasrk MRr. D. G. MITCHELL: No subsidy is paid to Indian
National Airways. There is no contract with the Company for the carriage
of mails but payment is made by weight at the rate of Rs. 2 per lb. for
conveyance of air mails between (1) Calcutta and Dacca and between (2)
Calcutta and Chittagong.

AERODROME AT Dacca.

. 28, Tee HovouraBre Mr. JAGADISH CHANDRA BANERJEE:
{a) Does the aerodrome at Dacca belong to the Royal Air Force of the
Indian Army ? If so, will Government be pleased to state why the planes
of the Indian National Airways Co., Ltd., are allowed to land and park
therein for commercial and pleasure flying $

(b) Has it been represented to Government that the present timing of
the departure of the air mail from Dacca has caused a good deal of incon-
venience to the public and that there is a demand for changing the present °
timing to the old timing which was 2 p.M. (standard time) from the Dacoca
General Post Office ?

(c) Will Government be pleased to state what steps they have taken
in the matter t -

Tur HoNourabLe MR. D. G. MITCHELL: (a) Yes. Permission has
been granted to Indian National Airways to use the Dacca landing ground
on payment of the fees laid down by the Government of India for the
use of Government landing grounds by commercial concerns.

(b) No; on the contrary, the change of the timings has been of advant-
nge to the public.

{(¢) Does not arise. .

ARRODROME AT DAocCA.

29. The HonNouraBrLE Mr. JAGADISH CHANDRA BANERJEE:
(a) Will Government he pleased to state whether they have received any
application from any private gentleman from Dacca to allow his aeroplans,
which would be solely used for pleasure flying and not for any commercial
purpose, to land and park in the aerodrome at Dacca t Ifso, will Govern-
ment be pleased to state what they have done on that application and what
is the name of the applicant ?

(b) Is the aerodrome at Dacoa under the control of the Director of Civil
Aviation of the Government of India? If not, who are its controlling
authorities ?



fn qoounell of State Debates, 14th February, 1984, Vot. I, No. 4, page 75.
In the answer to part (b) of question No. 31 for the words * Airmen (Motor
Bection) ” vead “ Airmen (Mechanical Transport Section).”
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Tue HoNouraBLe MR. D. G, MITCHELL: (a) The answer is in the
affirmative. The applicant, who is Mr. N. N. Roy, a zamindar and
Honorary Magistrate at Dacca, has been permitted to use the landing ground
on payment of the usual charges to the Royal Air Force. The question
of a site for Mr. Roy's hangar is under investigation.

(b) No. The aerodrome belongs to the Royal Air Force and is con-
trolled by them.

DirEcTOR OF CIVIL AVIATION.

30. Tux HoNoumrasLe Mr. JAGADISH CHANDRA BANERJEE :
What are the functions of the Director of Civil Aviation to the Government
of India and what is bis salary ?

Trk HonouraBLe MR. D, G. MITCHELL: The Director of Civil
Aviation in India is the chief technical adviser to the Government of
India in all matters pertaining to the policy and development of eivil
aviation in India and is the administrative head of the Civil Aviation
Directorate. The post carries a rate of pay not exceeding Rs. 2,500 per
mensem, the minimum pay being Rs. 2,260 per mensem. The salary of
the present incumbent is Rs. 2,500 per mensem.

INDIANS IN THE RoYAL AIR FORCE AND INDIAN AIR FORCE.

31. Tur HoNourRaBLE Mr. JAGADISH CHANDRA BANERJEE:
(a) How many Indians are there in the Royal Air Force in India ¥ Will
Government he pleased to state their namesand qualifications and whether
they received any training in England ? :

(%) Is there any Indian Flying Corps of the Indian Army? If so, will
Government be pleased to state the number of Indians in the said Corps ¢

(c) If Indians are not appointed in the Indian Flying Corps, will
Governmeut be pleased to state why they are not taken ?

His ExceLLency THE COMMANDER-IN-CHIEF: (a) None, Sir. The
Royal Air Force is a purely British service and is not open to Indians.

(b) Yes. The Indian Air Force was constituted on 8th October, 1932,
and contains at present the following Indian personnel:

Officers . . . . . . . . . . . 5
Cadets under training in England . . . . . . 8
Airmen in the Squadron . - . . . . . . . 24
Airmen (Motor Transport Seotion) . . . . . . 116
Airmen (non-combatant) . . . . . . . 332

Eprolment in the Indian Air Force is confined to Indians. The Indian
Air- Force is not part of the Indian Army but is a separate service
governed by the Indian Air Force Act, 1932.

(¢) Does not arise.

. Tax HoncuraBLr Mr. HOSSAIN IMAM: May I know, Sir, how long
it will take to replace the Royal Air Force by the Indian Air Force as
at present according to the present scheme?
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His ExcELLENcY THE COMMANDER-iN-CHIEF: That ig a question
of policy. Tt has not yet been decided whether the whole of the British
Air Force will in fact be supplanted by the Indian Air Force. At present
it is very difficult to say, if that was the policy, how long it would take.
It depends on progress and efficiency, step by step.

AERODROMES IN INDIA.

32. THE HoNoumaBLE Mr. JAGADISH CHANDRA BANERJEE:
q{a) How many aerodromes are there in India and where are they situated 1

() Will Government be pleased to state whether Indians are taken in
those aerodromes, which are under the direct control of the military
authorities, for training in aeronautics ? If not, why not %

His ExceLLEncy THE COMMANDER-IN-CHIEF : (a) The information
will be found in the publication entitled The Air Pilot, India and Burma,

1933, issued by the Directorate of Civil Aviation, a copy of which ig in
the Library.

(b) Members of the Indian Air Force receive training at the aerodrome
at Karachi, but the Air Force organization is not designed, nor would it
be able, to impart training to civilians.

SaiLEsH CHANDRA NaG, DETENU IN THE DEOLI DETENTION JAIL.

33. Tuz HoNouraBLe Mgr. JAGADISH CHANDRA BANERJEE:
Will Government be pleased to state the present condition of health of

detenu Sailesh Chandra Nag of Gundaria, Dacca, now confined in the Deoli
Detention Camp ?

Tur HonouraBLe MR. M. G. HALLETT: He is suffering from enlarged
tonsils which is not in any way serious but causes occasional pain in the
right ear. He is receiving special treatment for this trouble. His general
physique is reported to be very good.

CoNSTRUCTION OF NEW LiNES ON THE EASTERN BENGAL RarLway.

34. THE HoNouraBLE MR. JAGADISH CHANDRA BANERJEE:
{2). Is it a fact that a new line of the Eastern Bengal Railway will be
constructed very soon from Jagannathganjto Pingna in the Mymensingh
diatriot 1

(b) Is it a fact that another new line of the Eastern Bengal Railway will
‘be opened for traffic four miles up from Serajganj in the Pabna district ?

(¢) Isita fact that the construction of the proposed Dacca-Aricha Railway
line of the Eastern Bengal Railway cannot be started owing to
financial stringency of Government ? If so, will Government be pleased to
state why the new lines referred to in (a) and (b) will be constructed and
what facilities they will offer to both passenger and goods traffic ?

(d) Will Governmont be pleased to state the estimated a.pga.r?ximate cost
«of the construction of the aforesaid proposed new lines of the Eastern Bengal
Railway ?

(e) Will Government be pleased to state what will he the total cost of
construction of the proposed Dacca-Aricha Railway line 1

(f) Has the idea of constructing the Dacca-Aricha Railway line been
abandoned ?
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Trr HoNnouraBLe Sie GUTHRIE RUSSELL: (a), (b) and (c). The main
channel of the Brahmaputra River having moved away from Serajgunj
Ghat, which is no longer approachable by steamers, it has become neces-
sary to construct a new line four miles long to a suitable site for a new
ghat station. The extension of the existing line on the other side of the
river from Jagannathganj to Pingna, which will make it practicable to
introduce wagon ferry working between the two ghat stations, is now
under consideration by the Eastern Bengal Railway Administration, as it
is believed that this will secure more goods traffic for the Railway and
‘prove remunerative. s

The present position with regard to the Dacca-Aricha Railway is that
the Government of Bengul have informed the Government of India that
after most careful consideration they have come to the conclusion that the
construction of the railway is altogether undesirable and should not be
proceeded with, because the construction of an embankment across the
spill of the Dhaliswari River would be a serious menace to the public
health and agricultural prosperity of a large area, and that the danger
‘to public health and agriculture far outweighs the benefit to communica-
tions which would accrue from the construction of the railway.

(d) The information required by the Honourable Member is not yet
available.

(¢) The detailed construction estimates have not been completed, bub
it is probable that the cost would be more than 2 crores of rupees.

(f) In view of the opposition of the Government of Bengal to the pro-
ject, the Government of India have for the time being decided not to
proceed with it.

EcoNoMic ENQUIRY.

35. Tage lloNovrasre Mr. JAGADISH CHANDRA BANERJEE:
{a) Will Government be pleased to state what is the nature and scope of the
Economic Enquiry which Professor Bowley and Mr. Robertson are under-
taking at the invitation of the Government of India ?

_(b) Will Government be pleased to state whether any honorarium will be
paid to these Eoonomiste?‘,_}#;,so, how much ?

(¢) Were the two Houses -of the Central Legislature ever consulted by
‘Government before sending invitations to these Economists to come out to
India for the purpose for which they will be engaged ! If not, why not 1

(d) Have the Economists begun their work ¢ If so, when und where §
If not, when will they commence their work ?

(e) Will these Economists examine the official and non-official economio
experts in India ?

(f) Will Government be pleased to state what will be the approximate
total cost of such an enquiry ?

(9) Will the Econowmists make a tour of the country for their enquiry
If not, are new appointments being made for their assistance ?

() Will the Provincial Governments make any contributions towards
the cost of their enquiry ?

- '(f) Has Burma been included in this Economic Enquiry ¢ If not, why
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Tre HoNouraBLE MR. J. B. TAYLOR: (a) The following are the terms.
of reference:

I. With o view to facilitating the further study of the economic pro-
blems of India to report on the existing organisation and range of
statistical and other information bearing on the economic conditions of
India with special reference to the gaps which exist at present and the
means of filling them. In particular—

(i) to make recommendations ag to the organisation of a centrak
Statistical Department which in addition to the collection of
statistics can co-ordinate statistical enquiry and information
for the whole of India,

(ii) to consider the practicability and scope of a census of production,

(iii) to consider the materials obtainable for measurement of national
income and national wealth,

(iv) to make recommendations as to the initiation or continuation of
geries of index numbers of prices, wages, production, etc.

II. As it is desirable that the collection of the information referred to
under I should be as far as possible designed to serve as a guide to practi-
cal policy the main problems which arise in regard to the full utilisation
of India’s econemic resources should be formulated.

(0) An honorarium equivalent to the salary which they would have
received in England plus a compepsatory allowance at the rate of

Rs. 1,500 per mensem in India and £100 per mensem on the voyage to
and from India.

(¢) No. But the proposal was approved by the Standing Finance Com-
mittee at the meeting held on the 25th of November, 1933,

(d), (¢) and (g9). The Economists began their work at Delhi on the
24th of December, 1983, and will remain in India until the 24th of March.
They will tour as extensively as is practicable in the time at their disposal
for the purpose of consulting official and non-official economic experts,
university authorities and others interested in their enquiry. They have
already visited Bengal, Bihar and Orissa and the United Provinces, and
Mr. Robertson has also visited Madras.

(f) The total estimated cost, including the pay and allowances of the
two Indian Economists and the Secretary who have been engaged to assist
Professor Bowley and Mr. Robertson, is about Rs. 60,000.

(h) Provincial Governments have not been asked to contribute towards.
the cost of this enquiry, but their co-operation has been invited.

(1) Burma is included in the scope of the enquiry, but it will not be
possible for the Economists to visit that province during the time at their
disposal.

Tre HoNouRABLE SAlvip RAZA ALI: Was a similar economic survey

made or attempted to be made by the Government of India before and,
it so, when?

Tae HonovraBLE MR. J. B. TAYLOR: Sir, there have been economic

inquiries on several previous occasions but there has been none, so far as
I know, of this particular scope.
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RESERVE BANK OF INDIA BILL—continued.

Tur Honouraere THE PRESIDENT: The debate will now be resumed
on the Reserve Bank Bill. I would like also to point out to Honourable
Members that I propose to continue the sitting of this House after lunch
today.

*Tne HonouraBrE Mr. HOSSAIN IMAM (Bihar and Orissa: Muham-
madan): Sir, at the close of the debate yesterday I was going to discuss
the agricultural credit provisions of this Act. Keeping in mind the fact
thut of India’s population nearly 80 per cent. are concerned with agricul-
ture, thev are the real producers of wealth in so much that they are the
only exporters of goods. Very little of our manufactured goods finds its
way outside India because in order to support them we have to give them
an enormous amount of protection and protected industry is, as is well
known, unable to compete in outside markets. Therefore, the well-being
even of the industries depends largely on the well-being of the
agriculturists.  Therefore, it was necessary and to be expected,
Sir, that the Government would have made ample provisions in this Act
to facilitate the agriculturists. In the Joint Select Committee, a scheme
of agricultural credit was placed in the hands of the Government Members,
showing how in other countries of the British Empire agricultural credit
was being supported bv the Reserve Bank of the country concerned. We,
Sir, expect that when we place before the Government what another part
of the Empire is doing that it will carry greater weight and it will affect
them more than any arguments or appeals to reason that we might make,
and we were in a way justified. We had a discussion in which this
provision was included. We thought, Sir, that something is better than
nothing. But now, Sir, we find that the real thing has been taken out
and we have been left with but a shell. The Agricultural Credit Depart-
ment of other parts of the British Empire contains provisions by which
they can go on giving facilities to agriculturists. A portion of the reserve
is earmarked for this fund. Here we have got nothing of the substance.
Wo have got the shadow, in so much that an expert staff will be main-
tained to study the question of agricultural credit. It is thought, Bir,
that after the exhaustive inquiry made bv the Central Banking Inquiry
Committee and its provincial branches Government will have sufficient
dota to proceed on as to how to facilitate agricultural credit. It is
unfortunate, Sir, that up till now no Resolution of the Government of
India on the whole of this report has been published. Commissions are
formed, enquiries made. public money wasted, people asked to give evidence
and other expenditure incurred in studying and coming to decisions and
making certain recommendations to us, but these, when they reach the
Government, are shifted from one department to another, from the Finance
Department to the Home Department, and afterwards it takes such a
long, long time that by the time the whole thing goes through the Govern-
ment of India and they come to decisions, it becomes .a history of the
past and is not the burning question which it was at the time when the
enquiry was started. Just the same thing is going to happen with the
Agricultural Credit Department. We are afraid that the Reserve Bank
wili take three years to present their report. After that, the report will
& {o the Finance Department and from there it will in due course pass
on to the Home Department and after that it will go to the Vicerov's

*8Speech not corrected by the Honourable Members,
(79)
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Fxecutive Council. Like a shuttlecock it will be passed on hither and
thither and it will end in & fiasco and nothing will come out. Therefore,
Sir, we expect some provision to be made that such-and-such a thing
shiould bo done by the Reserve Bank to facilitate agricultural credit.

One point which we wished to include was that facilities should be
given to the agriculturist to hypothecate his crops. The difference between
Englanl and India, an industrial and an agricultural country, is that in
sn industrial country credit is required for moving the goods from the
warehouse to the purchaser. A wholesale house gives credit to the pur-
vhasers and after that, it goes in the bill market and liquidates that
bill. But here in India the position is the reverse. It is the purchaser
who wants credit. The seller of the goods always insisted on having his
cosh down at the moment of parting with his goods. Therefore, what is
nccessary is that people should be given advances to purchase agricultural
produce and thereby the agriculturist would be in a position to get money
wkenever he requires it and this can be very easily done if hypothecation
of the crops is allowed so that the agriculturist may have dealings direch
with the Reserve Bank and these bills will no longer be eligible for
purchase by the Reserve Bank. The Bank will not have anything of
the sort. This indirect method is going to harm the agriculturist more.
In the original Bill hypothecation was included, but in the amended
Bill it has been taken out.

Regarding the inclusion of indigenous banking, it seems strange that
when they are willing to come into the fold, when they are anxious to
deposit their money free of interest, nothing is done. They pleaded to
be included in the list of the scheduled banks. We had & representative
of the indigenous bankers before us as witness before the Joint Select
Committee and he was anxious that members of his community should
be included in some form or other. Their Association from Bombay also
pleaded for their inclusion. But the (Government would not have them
because it was thought unwise, or you might say they will come into
competition with the establisheq banks and therefore they will harm
vested interests. "It is a known fact that industrial banks which exist
in India deal only with less than 20 per cent. of the population of India~—
T mean with those who are concerned with industries only. Thev do not
have dealings with the people concerned with agriculture. Eiéhty per
cent. of the people have no connection with the industrial banks, exchange
banks and joint stock banks which you have in the big towns. It is with
the indigenous bankers they have to deal,—the baniag to whom thevy will
have to go for their needs. If they had been included it would have been
possible by means of rules and regulations to effect some sort of reform.
You could have asked them to keep accounts; vou could have asked them
to forward accounts to their debtors and so on and so forth. In some of
the Toeal Councils T am very glad that a Moneyv-lenders’ Bill hag bLeen
introduced. Tunjub has taken the lend, and now other provinces are
fallowing suit. It is probable that other parts of India will also make
this desirable reform. Something on those lines could have been done
by the Reserve Bank. By executive action they could refuse to recognise
those who refuse to keep certain kinds of accounts. It would have been
wholly to the advantage of India to bring in these indigenoug bankers
into the fold of the Reserve Bank. But the Government are so obsessed
with the ideas of an industrial country like England that they cannot
realize the real needs of India.
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Now, Sir, I should like to say a few words about the technique of the
Reserve Bank as understood by that word and as adopted in the present
Bill. The first point is about the stable money, what is being called
planned economy, in which a constant price level has to be maintained,
money has: to be kept at such & standard that its value does not change.
That desirable monetary reform could not be worked by the Reserve Bank
in the way in which it has been constituted, because 1t will be impossible
for it to keep its money at a level which would sustain prices. I am not
going to labour the point. The next point is that the connection between
the Government and the Reserve Bank should be so cordia] that Govern-
ment could always intervene and dictate. I would point out that it is
only in times when there ig no trouble and life flows along placidly from
duy to day that a Reserve Bank functions smoothly without Government
interference. As soon as some calamity overtakes the country, when war
is declared or there is an economic disaster, then the Government in
.all the countries of the world have to intervene and dictate terms. Even
in that home «f conservatism, England, Bradburys were issued during the
war. They attacked the domain of the Bank of England. Even now
they are supporting paper sterling by the operation of an exchange equali-
zation fund. Nothing of the sort has been made out here. There ig &
great difference between England and India. In England, as is well
known to you, Sir, ~there are very few things laid down in a written
-constitution. Everything is carried on by means of tradition, the growth
-of centuries of usage. Unlike the newer countries, they are not habituated
to having everything in black and white. We cannot boast, Sir, of the
sume traditions and pedigree and we have not the same reliance on
precedence. We want to have everything in black and white. It would
have been in the fitness of things if provision had been made in the Act
for taking over the entire management of the shares of the Bank in case
-of emergency by the Governor General in Council.

Then, Sir, we come to the provision, seetion 42, about the inclusion
of scheduled banks. 8ome of my friends were anxious to erase the whole
schedule and have no scheduled banks and they would like to have every
one free to join the Reserve Bank at any time they might select. In
other words, they wanted to follow the Bank of England where there is
no statutory provision for other banks to come in or to deposit any
money. As I have said, that is difficult for us because we have not
the same traditions to fall back wpon. But my point is that Government
have made the position worse hy tho amendment which was carried in
the Joint Select Committee that only those hanks which have a capitel
of Rs. 10 lakhs should be included in the scheduled banks. As I have
instunced in my note of dissent, it creates anomalies, go that banks with
very small public deposits are included among the schedule banks and
given all the facilities whereas a bank holding Ra. 35 lakhs of publie money
does not find a place among the scheduled banks. The Mysore Industrial
Bank of Bangalore with total public deposits of Rs. 48,000, because it
has 8 capita] of Rs. 10 lakhs, can get in while the Bhowanipur Bank of
Calcutta which has deposits of more than Rs. 82 lakhg cannot come in.

¢ are concerned in the Reserve Bank——

THE HonourasLe THE PRESIDENT: We are not dealing now with
the Schedule. At thig stage the general prindiples of the Bill are only
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to be discussed. = When the Schedule comes before us you may then:

refer to scheduled banks. You will have an opportunity of speaking
on the subject then. '

Tre HoxourasLe Mr. HOSSAIN TMAM: My complaing wag that no
account has been taken of the deposits. Capital ig the sole criterion.

My point is that both capital and deposits should be counted for a bank.
to be qualified to enter the Schedule.

Then, Sir, there is one point to which most of the speakers have not
drawn attention and that is the constitutiona! aspect. A few of us, Sir,—
T am glud to say that out of seven. four were Members of the Council of’
‘Btate—who appended a note of dissent on this point referred to the Secre-
tary of State’s evidence wherein he said that the Central Legislature will
not have the power to amend the Reserve Bank Act wherever it touches
the powers of the Governor General in Council. That came to us as
a surprise and we thought that it was too high-handed to be allowed to-
pass unnoticed. No doubt the British Government can hold us to our
promise, nt least those who went to the London Committee on the subject,
that they have given their consent to the inclusion of such and such items
in the present Bill. But I say that nc one, either in India or any other
country of the world, can pledge the future Legisluture to any line of’
action. The Legislature is the supreme bar of the country and not cven
the King can circumscribe its power. 1 am grateful that my friend
(the Honourable Mr. Jagadish Chandra Banerjee) reminds me of the
fact thut he has also drawn attention to this position and I should like:
to make the point clear that no pledge or promise given by any one can
bind the future T.egislature of India to anyv line of action. The history
of constitutional reform will bear me out when T say that those kinds of
pledges do not hold; they are always liable to fall as umder.

Then, Sir, I should like to put in a8 few words about the Directorate.
As I said in the beginning, some element of non-shareholders in the shape
of public bodies should be included in forming the electoral colleges to
send Directors to the Bank. People have not realized the fact that the
interest of the shareholders is so slight in comparison with the work of
the Issue Department that it pales into insignificance. The Issue Depart-
ment will have Rs. 180 crores and the shareholders will have Rs. 5 crores,
and even that Rs. 5 crores will carry a guarantee of a minimum rate of
profits for them. What interest have they got in the management of
the currency? They do not gain unything by it; they do not lose anything.
The Reserve Bank can lose any amount of monev without touching the-
profits of the shareholders. Why should they care?

Then, Sir, we should realize the fact that no provision has been made
in the Act itself to retain the wide franchise which will be created at
the time when the shares are allotted. 1 agree with the Government that
they have taken care to give shares to as large a number of people as.
possible and without losing votes, but what provision have the Govern-
ment made to see that the centrifugal tendency of everything going back
te Bombay or Caleutta will not prevail? The whole of the shares will go-
{0 the Bombay mill-owners and the Calcutta bankers and others.

Tag Howourasie Sie HOMI MEH;I‘Az Why?
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Tue HonourasLe Mz, HOSSAIN IMAM: That will be a good invest-
ment. You are now investing st less than 2 per cent. in Treasury Bills.

Tae HoNouraBLe Sik HOMI MEHTA: What makes you say that it
will go to Calcutta and Bombay?. ’

Tre HonouraBLe MR. HOSSAIN IMAM: Therefore, Sir, we wanted
to have a prcvision in the Bill that there should be no transfer from one
Register to another,

TrE HoNouraBLE THE PRESIDENT : 1Is there any precedent for it?

Tre HonourasLe Me. HOSSAIN IMAM: There is no precedent for
many things that are being done in India. There is no precedent in the
world for this demarcation of the functions of the Government.

Tre HoxovraBLe THE PRESIDENT: Is such a provision included in
the Central Bank Acts of other countries?

Tae Ho~xouraBLe Sir HOMI MEHTA: It means that if Delhi wants
to sell shares and if there are no buyers at Delhi the poor shareholder
will suffer because he will have to sell at a lower price in Delhi whereas
he could get a much higher price at Calcutta or Bombay.

Tue HoxouraBLE THE PRESIDENT: That is why I asked the
question. .

Tre HoNouraBLE Mr. HOSSAIN IMAM: Our point is that shares in
the Reserve Bank should not be a matter of speculation. They ought
to be held by people as they hold their property, their ancestral property,
something sacred, something which carries with it not only the question
of profits for the time being but the responmsibility as you say of carrying
and of managing the currency of India. You give the lie direct to your
own argument by arguing that it is nothing but a monetary transaction in
which the question of profits has got nothing to do with the management
of the currency of the country. We odmit, Sir, that you are right im
this diagnosis that nothing will be done, this share will not be held by the
people a8 8 trugt—

. THe HowourasLe Sir HOMI MEHTA: Why should they not? What
is the argument?

) Tre HonourasLe Mr. HOSSAIN IMAM: My argument is that you
Rive this power to shareholders so that they may question the currency
policy. Nothing of the kind will happen because in order to question the
currency policy you have got a qualifying share. That share has absolutely
no relationship with the magnitude of the currency business, with the
good management of the concern. The cat is out of the bag; it is money
grabbing. People are out to make as much money as they can. They
want profit. It just means profit taking and then the thing will fall down.
I should have liked that in addition to the shareholders public bodies like
the chambers of commerce and co-operative socleties to be included; they
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should have a voice in the matter. They would come in with an un-
biased mind, without any desire to fill their own pockets. They would
be unbiased judges of the actions of the Ileserve Bank. Here you have
8 body which is directly interested in all their dealings and Government
thinks that they will be good judges. Our point is that just as the Gov-
ernment have included four nominated members to be nominated by the
Governor General in Council, we should have four nominated by different
electoral colleges. We are contributing equal shares, Rs. 5 crores by the
Government of India and Rs. 5 crores by sharcholders; we should have an
equal number of shareholders and non-shareholders.

I am not going to discuss the day-to-day working of the Bank as
detailed in the Bill because that will be discussed when amendments are
being moved, but I should like to say a few words about the initial assets
and Jiabilities. In our joint note of dissent we have stated that the initial
liability which is to be transferred to the Reserve Bank is inadequate to
meet the requirements of the Bank. It has been very exhaustively dealt
with in our joint note of dissent. I shall not therefore waste the time
of the House by going through the whole of it, but I should like to point
out one thing. As a result of the Hilton-Young Commission proposals the
external reserve was to have been Rs. 118 crores and .the present sugges-
tion asks for an external reserve valued at the outside at Rs. 106 crores
at gold stocks valued at old parity. This was a point which we made
out in our note of dissent. Here I should like to point out that it is wrong
that our external reserve should be based on the note issue only. Other °
countries no doubt base their reserves on the liability for potes or liability
for note issue and public deposits. But the case of f,ndia is very different.
Here there are two kinds of notes, silver notes and paper notes. Our
silver coin, token money in India, is of such enormous magnitude that
we cannot lose sight of it. In other countries they have also got silver
shillings and small subsidiary coins and half crowns. There subsidiary
coins do not count because they are of such a small amount in circulation;
the Central Bank can very easily discount it and not take it into account,
In India, Sir, the question is different entirely. Here the stock of rupees
in circulation has never been correctly estimated. It might be anything
between Rs 2} to 400 crores. For such an enormous amount we should
have some sort of reserve. ~Formerly, Sir, we had the gold standard
reserve earmarked to liquidate our liability on account of depreciation in
the rupee value if it is sold as bullion. The amount at present out-
standing ought to be adequately safeguarded if we wish to have a stable
form of government. It was unfortunate, fir, that with the exception of
the gold standard reserve, Secretary of State after Secretary of State
wanted to tzke slices out of it at times of distress, with the result that all
the accumulation that could have been made in the gold standard reserve out
of profits of silver coinage was not kept there. Sometimes they were taken
for railway works and sometimes for other purposes and 8o on and so forth.
It would have been better, Sir, that, if we could not have earmarked the

- profits of the Reserve Bank for the liquidation of our sterling debts as I
said in the beginning, at least the profits should be earmarked for some-
thing in the nature of the gold standard reserve as it existed in times past
and we should have a gold standard to liquidate our losses from silver
unless and until a sufficient amount of external reserve in the shape of
gold or sterling is created .to underwrite the whole of the losseg whick
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are likely to sccrue to the Government or to the Reserve Bank from
demonetization of the silver rupee. It is necessary that an adequate
reserve should exist and therefore, Bir, I should like to suggest to the
Government the advisability of creating something on this line.

I should like to say, Sir, one word more and then I will conclude. In
the creation of the Reserve Bank care has been taken to exclude the
Indian politician and I will admit that English politicians do not directly
find place in it. But the nomination by the Governor General will be
most probably at his discretion, which means directly under the influence
of the Secretary of State, because for any powers which the Governor
General exercises at his discretion he is answerable to none but the Secre-
tary of State who in turn is responsible to the British Parliament. There-
fore, Sir, we would request the Government to make provision here that
nomination will not be at the discretion of the Governor General but it
will be on the advice of the future Finance Minister of India. This
Reserve Bank Bill, €ir, as it is at present worded, confers no new benetits,
it simply, as my Honourable ILeader pointed out, creates a new glorified
Imperial Bank which will cost us money snd will not benefit us. For these
reasons I dn not support this Motion.

Tur HoNouranLe SiR HOMI MEHTA (Bombay: Non-Muhammadan):
8ir, before I begin to have my say on the Reserve Bank Bill one thing
is certain, and that is that the whole of India is indebted to the Honour-
able Sir George Schuster and the Honourable Mr. Taylor for drawing up
the Reserve Bank Bill as they have done, elucidating every point arguable,
and putting before us a finished article which has goue through the Legis-
lative Assembly and is likely to go through this House. On the former
occasion, in the time of Sir Buasil Blackett, when he tried to launch a
similar Bill, it was thrown out on very flimsy grounds and India regreta
today that that Bill, which, as -some of our friends here say, was a better
enactment than the one now produced, was thrown out at the will of a
few of the Members who were opposed to Sir Basil Blackett. I will not
sny they were personally opposed but they were cbsessed to such a length
that they saw everything with the eye of suspicion, thinking that Govern-
ment was always doing the wrong thing. Howewer, this time this new
Bill was put before the Select Committee in London where it was gone
through clause by clause and eventually came out with almost & unanimous
opinion .and then it was placed before the Joint Committee of both the
Houses in this country, where those Members of the Council of State who
8at on that Committee will bear me out that every clause was scrupulously
examined, every clause was argued absolutely threadbare and the Chair-
man of the Committee, Sir George Schuster, took great care, and at
the conclusion of every clause he took the opinion anq asked for the
votes of the Members and when he found that the votes carrieq the
clause by a large majority, then and then only he passed on to the next
clause. This was the procedure adopted by Sir George Schuster and
it p}eased and conveyed to the hearts of all those 28 Members of the
Legislature who were gathered together there, that at least Sir George
Schuster had the honesty of purpose and that he wanted the thing
thoroughly done, a thing which would satisfy the Legislature and which
wes for the good of the country. On that basis every clause was argued
out and eventuslly it was placed before the Assembly in the shape of
the Bill. That Bill has gone through the Assembly and this shows that
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sl) the flimsy objections which were raised and raised with -very little
meaning in it were thrown out and the Bill came out with a large
majority showing that it is appropriate for India.

Well, the Honourable Mr. Taylor had to do most arduous work and
80 had the Honourable Sir George Schuster in conducting the Bill as
ke did so exceedingly well in the Lower House. One must admit that
they have secured the freedom for India, as fur as the currency and
finances are concerned. Hereafter the currency of this country will not
be conducted by one man, the Finance Member, but will be dictateq by
a Governor and a Central Board nominated as well asg elected. This is
real Swaraj in the currency as people must admit, and the names of
these two gentlemen will go down to posterity to show that they were
the first liberutors of this country ag far as currency is concerned.

My friend, the Honourable Mr. Hossain Imam, has urged that there
should be as many nominateq members on the Directorate as elected.
Supposing for one moment, Sir, that that clause had been inserted by
Bir George Schuster with the consent of the Executive Councillors »nd
His Excellency the Viceroy, what would have huppened? Those very
gentlemen of the Legislature would huave suid: There ure eight elected
members and eight nominated members, therefore the country cannot
rightly get its voice heard, and thefe would have been such a hue and
cery about it that nobody would have known where they stood. - You cannot
satisfy everybody. When the Government does a certain thing to please
the country, the country wants something else which cannot be done and
there is no Government in the world which can please everybody.

"THe HoNourasLE MR. HOSSAIN IMAM: May I point out, Sir, on a
point of personal explanation, that I did not say eight nominated members.
I said four nominated members and four from electoral colleges and
public bodies.

THe HoNouraBLE Sig HOMI MEHTA: Sir, if my friend will look
up his notes of yesterday’s speech he will find that yesterday he said
12 Noox eight nominated members. 'This morning he did say that four
s " should be elected members, saying Chambers of Commerce,
this and that, should send one man each. Now, what are the Chambers
of Commerce, Millowners' Associations and other national institutions

formed on such lines? .

Tag HonNouraBLg Mr. HOSSAIN IMAM: Co-operators would have
.come in.

Tus HoNouranLe Sig HOMI MEHTA : Co-operators? Many of them too
are elected by the people and sent to the Chamber of Commerce, and then
join the executive body in that Chamber. They are also mostly merchants.
‘Therefore the suggestion made by the Honourable Member will not
achieve the object he aims at. It would only mean that instead of
eight elected members, there would be 12 elected members and four
nominated members. That is all; but as I have said, my friend’s object
would not be fulfilled. '

Then, Sir, there has been some sort of dispute as to why this Reserve
Bank has been constituted a Shareholders’ Bank instead of a State Bank.
This point was discussed very fully in London and the ultimate result



RESERVE: BANX' O INBYA BILL, ! ]

was that, barring one, everybody wanted a Sharehclders’ Bank. It was
discussed in the Joint Select Committee here in India and I think that
the Honoursble Rai Bahadur Lala Ram Basan Das wag the only one: who
said that a State Bank was wanted.

Tue HoNourasLg THE PRESIDENT : Proceedings of Select: Committess
are of a confidential character and it ig not usual for Honourable Membxls

to refer to them in the course of debate.

Tae HonourasLe M. HOSSAIN IMAM: I can correct my Honoursbis
friend’s memory. A State Bank has been recommended by nine members
in the note of dissent.

Tre Honourane Siz HOMI MEHTA: I am very grateful to you,
Sir, for drawing my attention to the fact that the proceedings of the Belect
Commiittee are confidentia] and I shall not therefore touch on that
‘ subject. I am very grateful to you, Sir. A Shareholders’ Bank is
wanted by every reasoning man. Why is it so? Because, it has beem
provided that so many shares should be held in Delhi, so many in Bombay,
go many in Calcutta, so many in Rangoon and so on in other places:
That shows that the purpose of the Government was that electorntes
from all these parts should have a clear voice in the management of the
finances of the country and that no one part of India should carry the
whole burden whilst the remainder remains ignored. Then the point was
raised that these shares will be bought by Bombay and Calcutta. How
can that be? You cannot compecl a man to sel] his share if he wants to
keep it. He knows full well that he is not going to get more than 5 or
6 per cent. dividend on his share. He knows that he cannot get more
than 8 per cent. in any good investment in this country teday, and
therefore he will stick to it. If he dees not want to stick to it, in the
first place he would not go in for it. And what is the holding? Five
shares worth Rs. 500 in order to ‘eable him to have a vote in the bank-
ing and currency policy of the whole of India. That being so, why should
he sell that share? If he wants to sel] it, why should he buy it? And
what will be the premium? There could not be an enormous premium as
my Honourable friend supposes. If there is a premium of 50 per cent.,
what will be the realization on that share? Not even 8 per cent. People
arc not so foolish as to put all their money into a thing which would not
realise 8 per cent. Therefore, that argument falls to the ground absolutely.
Ar regards the other argument which my Honourable friend Mr. Banerjee
brought. forward that shares should not be sold from one side to the other,
what will be the consequence if this is not allowed? Buppose one person
wants to sell his shares. There is no market there, yot he must sell
locally. So a few buyers on that side who may be rich men will simply
take away from the men who are in distress at a ridiculous price. It
would bring.them a loss instead of a profit. I do not know why my
Hono.uraple friends are saying that Bombay anq Calcutta are the only
culprits in thl.s country who will deprive the poor cultivators and agricul-
turists of their holdings. Nobody is going to do that. Nobody has got
_the slightest, intention of doing that. ‘

T dThen, a great deal has been said in this House about the tatio question.

'I'bo not kqow how the auestion of ratio enters into this didcussion at all.

be Preamble of the Bill says positively thet, the ratio question iy mot

poerned’ with the. Beserve Bank Bill.. It lewvee ib- aissiutely in-the
B
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hands of the Governor and the Central Board hereafter, when the monetary
oonditions not only of this country but of the countries of the world have
been stabilized, to take up this question and see what ratio is good for
the country. That is the only thing 1 can see from the Preamble of
this Bill. That being so, it will be useless to waste one’s time by entering
into a discussion on the ratio. Whether 1s. 6d. or 1s. 4d. or 12}d. is good,
I have no doubt that everybody bas got an honest opinion about it. There
are people very intelligent, well-educated, experts in economics, who
think that the present ratio of 1s. 64 is bad for the country and who want
a lower ratio. There are also many who think that the present ratio if
touched at the present moment would do more harm to the country
than good. They all hold honest opinions. But, Sir, let me say that
the ratio is not playing a great factor in this country alone. It is playing
a great factor in every part of the world. All countries are economically
upset. No country knows where it stands and the best economic brains.
of the world are at present trying to find out what ails the world in its
tinancial and economic condition. These are the conditions prevailing all
over the world, and India cannot be free from that condition. I am
cnly happy to say that India must congratulate herself that she is not
so much down as the other parts of the world. If my Honourable friend
takes the trouble to read, he will find that there are parts where the
crops have been burnt down—ecrops like wheat, coffec and rubber goods.
Rubber plantations have been left neglected absolutely, leaving the tracts
a wilderness. Why? Because there is more production in the world than
the world can consume. That ig the main reason why prices are falling.
There are certain countries in South America and the lower Europe where
they have not been able to pay even the wages of Government servants.
They have been ‘in arrears for five months or six months. Such are the
conditions in other parts of the world. We have to be thankful even for
small mercies as they are in this country. But this is all going away
from the point of the Reserve Bank Bill. I took it up only because
previous speakers had tried to convince this House that India was the
only country in the world suffering on account of the ratio, a point which
really does not arise so far as the Reserve Bank Bill is concerned. I
may perhaps hold the same opinion as my Honourable fricnd that the
ratio may be doing harm; but that does not matter one bit, because
many men cleverer than myself have failed to understand this problem
and no one should claim that he alone is right and everybody else is
wrong and fight over that.

Tae HoNovrasLE MR. HOSSAIN IMAM: 8Should the Government
fight?

Tre HovouraBre Stk HOMI MEHTA: Tt is not the Government that
is fighting. That is the wrong way of expressing it.

Then, Sir a great country like America thought that it might make an
experiment because it is so abnormally rich, and they set up a system
which no other country in the world would have dared to do, even old
countries like France, England and Germany have not done it. They
depreciated their currency? And what was the result of that depreciated"
currency? If my friend will take the trouble to look into the figures he
will find that last June and July when America went off the gold standard
the price of cotton was about 12°40 cents and after going off the standard
instead of the prices of wheat, cotton and other produce soaring up they
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’ by nearly 80 per cent. and the price of cotton came down by
}v;ﬂzta:tosw‘éill yth:ePrZsidenI:s, Mr. Roosevelt, and his advisers did not know
where they were and what else they should do. They evgntually found that
the only remedy was for the country to produce a8 little as possible sc¢
that the surplus may be wiped out, and that is the policy they have
adopted.

Tre HonouraBLe Mz. HOSSAIN IMAM: Will the Honourable Member
point out the price of cotton in Bombay and Broach in that season?

Tue HonourapLe Sie HOMI MEHTA: The price of cotton when
America went off the gold standard was Rs. 228. After that it slumped
41l it came down to Rs. 172 which was the price ‘only six weeks ago. Sincs
America declared that the acreage would be reduced to limit the produe-
tion to 10 million bales, the price began to go up and the price last
evening according to the telegram 1 had was Rs. 215. 1 do not know
what it is this morning.

However, that proves absolutely to the hilt that the, ratio is not the
only thing which can avoid all evils. It may have a temporary effect but
in the end it does not change the position materially. 1f it did so, then
all the countries of the world would do the same thing. Why otherwise
should France and Holland and Switzerland and Denmark remain on
gold? Then my Honourable friend drew attention to the fact that before
the war our exchange was 1s. 4d. and we are the only country in the
world whose exchange is 1s. 6d. which is higher than the pre-war level.
But look at Switzerland; there it is nearly 40 per cent. above the pre-war
level, and the same is the case with Holland and Denmark and other

' countries.

Tur HoNouraBrLE Mr. HOSSAIN IMAM: Because of the gold standard.

) Tae HoNourasLe Sizk HOMI MEHTA: Nobody denies that. Then,
8ir, about finding so many millions as surplus, my friend Mr. Hossain
Imam gave us the hint that America has saved something like 2,400
million dollars by its policy of devaluating the dollar. But where has
that 2,400 million dollars come from? May I ask that simple question?
And the answer is also simple. It is & mere paper entry, just like any
trading concern with a stock worth Rs. 170 putting it down at the price
of the day as Rs. 220 when he is striking a balance. There may be 2,400
millions more on paper, but it is not money. The -Government of India
has a stock of Rs. 45 crores of gold, and you might just as well say on
the same analogy that stock is worth Rs. 80 crores of gold, because our
gold must have been bought before 1920-21 when the price was never
more than Rs. 19 or Rs. 20 per tola, and taking to-day’'s price the value
would be between Rs. 75 crores amd Rs. 80 crores. Suppose the Honourable
Finance Member were to take it into his head to put down the value of
that gold at Rs. 80 crores, would this Legislature look on silently? Most
clzlerta.mly not. 1t would maka a considerable noise and Government would

{oive to recede from that positicn, because the excess is not there. It is
: paper money or book value. Money can only be obtained when a

ransaction is complete and there is no other way. You cannot count in

the difference bet : A
not & o &:e waer; th:a}::;?h“e value and the selling value. That is

B2
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- Tag, Honousame Me. HOSSAIN IMAM: How did they establish a
8,000 million dollar loss? ‘

Tae HonouraBLE S1k HOMI MEHTA: Because they experimented in

ways to increase prosperity in the country and they failed miserably.

f the Finance Member in this country had played that kind of game

he would perhaps have been recalled the very next day and India could
not have stood the strain for five minutes even.

Then, Sir, as regards agriculturists. That is a class which every one in
this House should defend as it constitutes nearly 80 per cenf. of the
opulation. But when some Members attempt to prove that this class is
E;pi'pg killed by the industrialists, and the Government of thé country are
not looking after the interests of this class, they are entirely wrong. " The
natural instinct of the agriculturist and the labourer in the field is self-
preservation. We are all aware that holdings in India are of much lesser
area than clsewhere, being on an averuge of five, ten or even less acres. But
these holdings are cultivated by their own hands and with the same imple-
ments that they have employed for generations past. They cannot use
tractors and such other improved implements because they have not large
holdings. But whatever they may be producing, rice, wheat, cotton or
other produce, the first instinct of the oultivator is to set aside enough
to last him and- his family for the year. The rest he wants to dispose of
at the best price he can obtain so that he may buy other amenities of
life. That is the instinct of every uneducated man. But owing to the
digtressing conditions prevailing in every part of the world they cannot
get the prices they require. We all know that the American farmers have
been ruined and that is why these great experiments have been tried in
America. In Brazil, in Argentine, it is the same story, perhaps far worse
than what it is in India. These conditions prevail not only in our
country but in all countries in the world. Providence has given with two
hands such an enormous amount of orops that the crops cannot be

consumed by the countries and therefore prices have fallen down to that
extent.

Speaking of the imports and exports of this country my Honourable
friends Mr. Hossain Imam and Bai Bahadur Lala Bam Saran Das told
this House that our exports were falling miserably and if these conditions
were to continue we would be wiped out from the surface of the earth.
Well, if these gentlemen will take the trouble of studying the actual
figures, they will find that the arguments do not hold much water.
Certainly during the last year the exports of India have been affected and
they have, to a very large extent, gone down tremendously, but still
without taking the shipments of gold, the yellow metal, into any considera-
tion, the exports of India were Rs. 5 crores more than the imports. This
year, according to the statistics published by the Government of India
up to the 81st December, if T am not wrong, the exports in commodities,
without taking gold into consideration at all, are about Rs. 82 crores more
than the imports. Is that the condition which my Honourable friends
mude the House believe will bring about ruination? I should like very
much to know what would be their views if tha exports eontinue like that.
Basides gold is playing the part of an individual commodity, not only
as & valuable metal. People are not compelled to sell. Some gentlemen
gay it is all distress gold that is going out of the country, Well, I would
be very much surprised if that were true, AJl' the former. writers and
econbmists like Mr. Dadabhai Naoroji when they wrote that India was a
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" miserably poor country must be entirely wrong if the distrowséd classes
were in actual possession of at least the Rs. 200 crores worth of gold
shipped out of Bombay. Either the one or the other is wrong; surely
both cannot be correct, because the two ways of explaining the situation
are absolutely opposed to each other. Now, taking the basis of gold
exports, if my friend will divert his attention he will find that as soon as
gold begins to fall in price, and comes in the neighbourhood of 80 or
80/4 or 80/8 there is a lull in the shipment. Shipment then comes to
about 45, 80 or 70 lakhs per week. Ag soon as gold rises to
83 the shipments go up to 2 crores and more, and when it came to the
level of Rs. 84 and more per tola, the shipment in a week was over &
erores. Does he mean to say that all that gold came from the dis-
tressed classes and from the distressed and ruined farmers all over the

, country within & week to the tune of 3 and 5 crores more?

. Tae HonouraBLe Mr. HOSSAIN IMAM: The middle classes are being
reduced to starvation and they are joining hands with labour.

_ Tae Honourase S;ig HOMI MEHTA: Sir, this is beside the point.
Tf, instead of giving an answer to a concrete question put before him my
Honourable friend diverges, I am not going to enter into a discussiom.
Certainly there may be a certain percentage of distress gold. I do not
deny that for a moment, but surely most of the gold that is going out
is the hoarded gold and people are shrewd enough to understand the value
of it. They say, ‘‘Well, we have bought it at Rs. 19 or Rs. 20 per tola;
we can realise Rs. 84 or more, we make 75 per cent. profit, which in no
other commodity can we do. There will be a time when the gold will
¢ome down in pricc and we shall refill our coffers when this happens.’’
One who goes to the top of the hill never remains there. He must come
down for the necessities of life and therefore gold cannot keep on the
top us my Honourable friend seems to imagine. It rust find its own level
once again and that level will soon come when people who are so fond of
hoarding gold begin to realise that after some time the inflated value is
:abyolutely nothing else but nominal and there will be no buyers or sellers
at that price, and when they want to dispose of it that will be the time
for India to purchase gold.

Tne HonouraLe Mr. HOSSAIN IMAM: When will that day dawn?

Tae Howourasre SiR HOMI MEHTA: I cannot tell you. If I knew
it I would be a rich man and I would not be here.

Sir, before I make any further remarks, I only want to kee.p myself
within the bounds of the Reserve Bank Bill. My Honourable friend says
that it will take three years or three-and-a-quarter years for the Bank to
come into being. I hope not. Perhaps our Honourable friend Mr. Taylor
will be able to guide us in that respect in his summing up speech; but
the sooner it comes the better if is for the country because it is really and
substantially to the advantage of the country for the Currency Department
to be in the hands of the Governor and the Central Board. I would tell
you why. Because, not that one head is worse than several hends—it is
not that—but the confidence of the country will be with our own elected
eight representatives; and there will be four nominated by His Excellené
the Viveroy and surely thé Government is not going to make the mhtdg
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of appointing people who have no voice in the country. Certainly they
will take every care to see that those four nominated have the confidence
of the country. These with the Governor and two Deputy Governors,
out of whom we are assured one at least will be an Indian gentleman,
will command the confidence of the country and people will in turn have
confidence in the finances of their own country. That being so, one
thing is certain, vis., that from the day that the Bank comes into opera-
tion we shall be far more happier in mind than we are now. Another
thing is about the ratio. When the Central Board, which would be
mostly Indian, comes into being, and when they really see, as my friend
Mr. Hossain Imam says, that the present ratio is wrong and is no good to
the country, then they will be the first to bring before His Excellency the
Viceroy and the Governing Body that this ratio is no good for the country
and I do not believe for one moment that any Viceroy can do or act
otherwise than on the recommendation of the Board.

Sir, with these few words, I support the Bill.

Tae HoNouraBLE KHAN BAHADUR Cuauprt MUHAMMAD DIN (East
Punjab: Muhammadan): 8ir, the Keserve Bank is necessary in the
interests of the new constitution of this country and the Government of
India is to be congratulated on bringing forward the scheme to ensure con-
fidence in the management of India's credit and currency. The vexed
question of the exchange ratio has been very much discussed during the
lust few years. The present ratio of 1s. 6d. has been useful because a8
a result of it foreign goods are selling more cheaply. The price of
machinery and plant is considerably less than before. In a way the pre-
sent rupee exchange is favourable to the creditors and this favourably
affects the credit of India in the money markets of the world. S8ir, the
disadvantages of the exchange ratio have however been very much more
serious. 1t has adversely affected the value of agricultural produce.
Major Vanrenen, a big zamindar in the Punjab, told us the other day that:

‘‘in contrast to India, Australia and New Zealand in the crisis have been free to
depreciate their currencies.’’

This they have done by 25 per cent. In comparison with the time wheun
the rupee ratio was 1s. 4d. the Australian farmer enjoys an advantage
over the Indian cultivator of 87/12 in the exchange factor alone. The
Australian farmer has been saved by the policy of his Government from
the same degree of distress as the Indian cultivator has suffered in the
depression. In spite of the depression Australia has been able to increase
the volume of her agricultural exports by 83 per cent, whereag India’s
exports have diminished immensely. Speaking at Bombay the other day
fir Montagu Webb said that:

“it was certainly a most suitable moment for making the strongest possible protest
against a continuance of the over-rated rupee seeing that most other countries had
de-rated their currencies, and that Japan in particular was undermining our trade in all
directions, largely by the aid of their depreciated yen.'

Sir, nearly 80 per cent. of India’s population lives on agriculture. . It
is becoming increasingly difficult to find a market anywhere for India's
sgricultural jroduce. As this has adversely affeoted the purchasing power
of the agriculturist, the internal trade and industry of the country has been
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ruined, the zamindars have become utterly destitute and even the village
moneylender is having the hardest times of his life. Lord Linlithgow,
the President of the Royal Commission on Agriculture, had said:

“Raise the purchasing power of the ryot and help him to raise himself out of his
present terribly depressed condition, and in one stroke you will give to industry, to
manufacture and to commerce, an extended field of service and so far legitimate gain'’.

But in India, Sir, as a result of the currency policy the course of events
has gone the other way about and the purchasing power of the ryot
instead of being raised and strengthened has been almost shattered.
Indeed, so sharp and kecn are the feelings of zamindars on this point that
the representatives of the Punjab in the Central Legislature hava received
definite instructions from their constituencies to make the strongest possible
protest against the continuance of the present ratio policy.

In Americz President Roosevelt has been compelled by circumstances
to depreciate the dollar. This has gone some way towards giving an
impetus to tiade in the United States. If that country in spite of ite
enormous resources and wesalth finds some depreciation of its currency
necessary for reviving trade, it is very much more necessary in the case of
India that we should also act in the same manner. The exact level of
depreciation it is difficult to lay down. But a true and natural adjust-
ment would be rcached if the rupee is delinked from the sterling and
is allowed to find its own level. There is no doubt that the mere change
in the currency policy is not sufficient by itself to usher in an era of
prosperity, but it will certainly give the necessary impetus to trade and
industry and may ultimately bring better times to the ryots.

I would therefore strongly urge that with a view to save the agricul-
tural masses from starvation and to enable them to pay the revenue the
rupee should be ullowed to find its own level.

Tar. HoNovrABLE KHAN Basapre Dr. S;R NASARVANJI CHOKSY
(Bombay : Nominated Non-Official) : Sir, I beg to support the Motion for
the consideration of the Indian Reserve Bank Bill. I associate myself with
the sentiments expressed by Sir Homi Mehta with regard to the great
pains and interest that both the Finance Mcmber and Mr. Taylor
have taken in the matter. I would submit some observations from
8 detached and impersonal point of view. The one and only
consideration that should weigh with the House in our deliberations
is whether the Bank is calculated to preserve and enhance the interests and
financial stability of India and that it is not likely to benefit any class or creed.
That is the sole criterion from which it has to be judged. A very apt remark
was once made by a well-known personage in relation to the benefits that
were anticipated to accrue to India from the Ottawa Pact. He said :

* What does not suit one’s pocket doea not suit India .

Truer words were nover spoken. And no better occasion to take them to
heart and to apply them could be envisaged than the present.

The Dominion of Canada has had to face the problem of a Central Bank.
A Royal Commission was appointed about two years ago. Its recently pub-
lished report appears to be of vonsiderable interest to us inasmuch as some
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of the vamnditions are analogous to those with which we have to deal. To
summarize briefly its principal recommendations. They are ;

(1) The first Governor and Deputy Governors and Directors to be
appointed by the Governor General in Council and in future subject
to his approval.

{2) The Bank to be a Shareholders’ Bank, the capital to be offered for
public subscription.

(3) The shareholders to be British subjects resident in Canada.

(4) The Bank should reserve 25 per cent. in gold and foreign exchanges
against its outstanding note-issue and sight liabilities.

(6) A rural credit department of the Bank could be brought into
operation after a new and separate enquiry.

One very pertinent statement in the report is of immense significance.
Tt says:

“ A Central Bank could not cure all the economic ills of Canada. It would not be &

source of unlimited credit for all borrowers on all occasions and indeed its operation might

often be restricted as expansive. A Central Bank is not & panacea for economic trou-
ies and it can have only & very limited influence upon price levels”.

Tt-will thus be seen that the Bill under considsration does not contem-
giat'e 8 remedy for our economic troubles; on the other hand, it has been -
raméd upon a more liberal basis than the Canadian Bill.

Sir, I would bricfly touch upon two matters, viz., the restriction for hold-
ing shares proposed to be imposed upun the nationals of those ocountries
that discriminate against Indian subjects of His Majesty the King Emperor,
and the alteration in the present ratio in order to effect devaluation of the
rupee.

This House is fully aware of the numerous humiliating disabhilities
under which Indians labour in South Africa und eclsewhere. Itis greatly to
be regretted that in order to perpetuate the present policy of discrimi-
nation against Indians, the Act of 1833, Qucen Victoria’s Procla.
mation of 1858 and the repetition of the pl:dge in the Act of 1919
have now been unfairly invoked. Nay, further, there is no inclination to alter
this policy which the Secretary of State stated beofore the Joint Select
Committee has existed for a century und that it would be a very retrograde
step to go back now upon a consistent line of policy of the kind that has
always been in operation. He expressed his sympathy with the question.
He said there was a strong feeling in India against it and he hoped that
the Joint Select Committee while making its report will take into considera-
tion the strong feeling that existed in India. He suggested that the
Government of India would have an opportunity of negotiating an agreement
about questions of that kind and that they have got, after all, in their power
a strong lever to refuse the right of ontry. The fact is, however, overlooked
that when the pronouncements of 1833 and 1858 were made, commonwealths,
dominions, unionsand colonies as known taday did not exist nor were dreamt
of, nor was labour even recruited from India by those countries. Circum-
‘atances have radically changed and it is only fair that the policy should now
be altered a8 a piece of bare justice to India and to suit existing comditions.
.The repetition of the pledge of 1919 shouid have been resented by Indis.
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During the ocourse of his speech, in another place, a oértein #peaker
stated :

* The self-respect of India resents discrimination and that self-respect is sometimes:
more important in the history of nations than precise political definition”.

He went on to add that he had not met an Indian resident in any of the
Dominions, with one exception, who had not come back and spoken with
humiliation of the position of his countrymen there. But beyond some minor
changes Government and their representatives have not been able to achieve:
any material ameliorntion in their oondition. Repatriation to India has.
not been a success as 1he returncd emigrants and their children born in Afrios
find themselves looked upon us alions in their motherland. Schemes for
oolonizing them elsewhere are in a nebulous state. Sir, in this connection we-
should feel grateful to the British commercial community in India for its
persistent and unstint:d support in our demands for the redress of their
grievances. All honour to them.

Turning now, Sir, to the consideration of the ratio and consequent devalua-
tion of the rupee. Certain hypotheses, unsupported by data, but with assuran-
ces of great benefits to India, bave been placed before the public. It has been
said that the ryot would receive mwore for his produce on account of the rise.
in the price levels of the commodities he produces ; further, that exports would
be stimulated and fetch higher values and thereby enable him to purchase
imports which, in their turn, it is surmised, would increase Guvernment reve-
nues through customs duties and higher tariffs. That is the picture of the
promised land flowing with milk und honey set before us by the protagonists
of devaluation. It is evidently forgotten that, with the exception of some big
zamindars and talukdars with unencumbered estates, the old peasantry is
deep in an enormous load of ever increasing debt ; that it is bound down hand
and foot to. the makajan or the sahukar or the money-lender, whatever he
may be called. The ryot has been reduced to virtual serfdom, whereas the
lot of his Jabourers is far better than nis. His lands are mortgaged up to
the hilt and in timoes of necessity even his prospective crops are also hypothe-
cated. Is it cenceivable that the sahukar or the rack renter would be so gra-
cious as to turn over to him even a pie of the anticipated rise in the prices of
hir staples 2 Whatever gain there may be is more likely to he absorbed by
him and his bankers. And, further, the ryot will have to pay more for those
necessaries that he does not himself produce. In fact, it appears as if his last
state would be worse than the present. Scant heed appears to have been
paid to the prejudicial effect upon the wage camer and the man with fixed
salary. Would not living be made dearer for them ? This important fact
has been completely ignored and no remedy suggested to increase their income.
An:erica’s experience from the National Recovery Act, whatever it ‘may be,
18 not applicable to Indian conditions. To take ome instance from the
American National Recovery Act. Let us look at the ease of the farmers,
They were asked to restrict production in order to bring about a rise in
price levels. But how was it worked ? They were assured that an increase
in the level of prices will help them and that this will he supplemented by
Government subsidies. Since the subsidies were to be paid from new taxes
on the consumer, the consumer had thus to pay doubly, i.e., higher prices

to the farmer and at the same time to contribute to the additional
ion,

. Bir, the anticipated stimulation in exports bringing more wnoney into the:
dountry is another myth dangled before our eyes. Europe, hitherto by far.
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‘the largest importer of our staples, has collapsed as a purchaser of Indian com-
modities. Honourable Members who may have had the opportunity of study-
‘ing the last report of the Indian Trade Commissioner at Hamburg must have
found the aspect indeed not only gloomy but getting worse every day. All
countries have put up tariff barriers. They control quotas of their imports.
"They have exchange control systems in order to promote self-sufficiency by
all sorts of devices and therefore import their barest requirements. Thus
it is that imports of cotton, jute, rice, tea, oil-seeds, etc., into Germany have
greatly declined. As regards oil-seeds the import of ground nuts has been
reduced to a negligible quantity as the oil is found too dear for the manufac-
ture of margarine; and whale oil and soya have been substituted instead.
"There are no signs of improvement in this outlook and the situatiun is less
promising than when the report was written. The only solution that the
Trade Commissioner suggests is that India should now search for other out-
lets for trade within the Empire instead of Continental Eurcpe and thus bene-
fit from the Ottawa Agreement. There is another aspect of this suhject that
has not even been referred to. It is that India is not the only producer of
those staple commodities and that whatever may be the ruling level of inter-
.nal prices, there is no guarantee that those prices would be obtained in world
‘markets in competition with other countries producing the same commodities
-and all the more so, if their currencies are depreciated of set purpose.

¢TIt will thus be seen”, says the Trade Commissioner, ‘‘ that India’s position as an

-exporter i beset with grave obstacles and the above conditions cannot te overcome
by the depreciation of the rupee’’.

As rogards great increase in imports it has been noted that they have
-steadily depreciated and if the capacity of the Indian ryot and wage earner
should become further reduced to absorb them, what hecomes of the rosy
outlook presented to us that the custom duties and higher tariffs would make
up for Government deficits? The Home charges to the extent of five to six
crores will have to be met : the cost of supply to the Defence Foreces will in-
crease pari passu with the risc in price levels and it is but obvicus that the
-duties on imports would not react in proportion to Government’s requirements.
It is worth noting that this aspect of the question has been either brushed aside
-or most airily or cursorily disposed of by the supporters of devaluation.

It appenrs, Sir, as if the present state of the rupee is not dissimilar to that
of & poor sore stricken patient besieged by a horde of quacks in opposition to
his own doctor in whom he has perfect faith. He has become disgusted with
the nostrums of the former and asks them to leave him alone, as he knows he is
‘in safer hands and ultimately bound to recover under the ministrations of the
latter. The rupee is in the same sorry plight. It has been knocked about,
bruised and battered until it has lost the semblance of its former self. It is
being treated by Dr. Schuster, its old doctor, but its friends have brought in
a host of medicine men, fledged, unfledged and even fledglings, who recommend
their pet panaceas. Dr. Schuster, however, does not believe in them for he
BAYS

“ Devaluation is the most insidions drug that can possibly be administered to &

-patient ; that it may be a stimulus to a certain portion of the economic body, but it is & most
s:ng‘mus drug, @ most dangerous stimulant the use of which encouragee the demand *.

In fact the appetite grows with what it feeds upon. Should we there-
fore not Le guided by the experience of such a clever and versatile physician
ike Dr. Schuster rather than trust to the tender mercies of all sorts of currency
<quacks who have so suddenly sprung up in our midst ¥ Let the latter not
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ignore the experience that befell Simple 8imon and the pieman when devalua-
tion raised the price of a penny pie to two and then to three pence. He could
not sell them. After he had eaten up his pies himself and made them last as
long as he could he crawled under the farmer’s corn stack and died of starva-
tion. When, however, inflation followed through Government printing a lot
of paper money and handing it over to a Central Bank matters did not at all
improve as the price levels scared higher and higher. Even the ten penuy
nails that the pieman’s son made at a smithy cost three shillings which people
could not afford to buy and used bits of string instead. Then he happened
to come across a copy of the Financial Times and he read about discount bills,
long dated credits and short dated drafts : the bullion reserve and the cross
rate and thought that things were improving. Whereupon he revived his
father’s old trade of making pics but they went up to four and five pence apiece.
He, too, could find no customers. Being, however, a man of education, a
B. Sc.and M. A. (Econ.) he did not starve like his father but became bankrupt.
Such is the uncompleted story rolated in the Times of India hy a correspon-
dent who styled himself * Daddy Long Legs.”

Such, Sir, was the bitter lesson derived both from devaluation and in-
flation. The monetary systems all the world over are in a chaotic ‘condition
and changing from day to day. It is impossible to forecart what twenty-
four hours may bring forth. The occasion therefore to initiate radical changes
by devalution is not yet. We shall have to wait until more stable conditions
have become established. 1t is dangerous to swop horses in midstream. And,
finally, though the dying echoes of the plaintive refrain of the swan song of the
Currency League still reverberate, they will cease ere long to disturb us.

THE HoNouuaBLe Sa1iyep MOHAMED PADSHAH SAHIB BAHADUR
{Madras: Muhammadan): Sir, the Bill now under consideration repre-
sents a most important measure. In fact it is the. most important piece
of legislation that has come before this House during recent years. This
Bill proposes to take away from the Government the management of the
currency and to place it in the hands of a separate and independent agency.
It proposes to place the monetary policy of the country on a more stable
and firm basis, making it free from political influence. The institution
which the Bill proposes to set up is thus the most essential for the
monetary policy of the country and the management and control of credib
and currency. In the very early stage of the Round Table Conference at
its very first session the need for such a central banking institution for
our country was realized, and the White Paper has made the establishment
of this institution a condition precedent to the grant of further constitu-
tional advance. Therefore this is a measure which is designed for the
purpose of securing for us financial responsibility and for satisfying one of
the four conditions which have got to be satisfied before India can hope
for sclf-government. Sir, the Honourable Leader of the Progressive Party
quoted extracts vesterday from Sir Malcolm Hailey's memorandum showing
that the present budgetary position was extremely unsatisfactory and bade
fair to get much worse with the addition in public expenditure on account
of the reforms under the new constitution, and he observed that when the
budgetary position was not assured it was not advisable for such a banking
institution to be set up in India. Sir, may I ask whether it would be
advisable to allow the present system to continue, to allow the manage-
ment of the currency to remain in the hands of Government an_d credit
to be contralled by the Imperial Bank, and whether it is in the interests
of the country that these two closely connected functions should be allowed
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to be performed by separate agencies instead of by ome. Is it advisable
to allow Government to continue to control the currency so that it may
manipulate it to suit the requirements of unbalanced budgets. Is it not
therefore advisable that this Bank should be established as quickly as possi-
ble so that credit and currency may be managed by one and the same agency
and Government may not be able to manipulate currency to meet the
needs of their deficit budgets. There is another reason why this Babnk
should be established without any avoidable delay. Instead of the present
depression which is holding the world in its terrible grip, it is hoped that
ere long there will be a change for the better, and when this change
does come attempts are bound to be made all the world over to set in
order the monetary system which has been so badly unhinged. Sir, if the
attempts that were made in this direction failed at the great Economic
Conference held in London recently, it was not because it was not re-
cogrized that some such permanent monetary system was necessary for
the world, but simply because in existing circumstances in the abnormal
conditions now prevailing it was found impossible to co-operate inter-
nationally.

As some of my friends would like to adjourn now, may I continue my
speech after lunch, Sir?

Tur HoNouRABLE THE PRESIDENT: I am afraid you must finish your
speech

Tue HoNouraBLe SAlvEpn MOHAMED PADSHAH SAHIB BAHADUR:
Sir, the failure was due to the fact that it was not found possible in
present abnormal conditions to co-operate internationally in determining
the monetary standards. Therefore if a change for the better’comes and
trade begins to look up and the depression passes away, it wilt"be possible
for India also to consider a permanent and more stable monetary standard,
and it will be all the better if by then this Central Bank has been well
established- and hns hud an opportunity of functioning for some time.
By this I do not mean that any proposal that may be made for the
establishment of this institution whether good, bad or indifferent, should
be accepted. All that T mean is that if we find that the proposal made
i3 sound in essentials, if we find that the arrangements proposed for
calling into being and the functioning of this Bank are such as are cal-
culated to give us an institution which might safely be entrusted with these
important funections, then it is our duty to accept the proposal and not

obstruct. it merely because some provision therein might offend some pet
notion of ours.

Sir, as one who has had the privilege of working on the Select Com-
mittee I could testify to the great care with which the provisions.
of the original Bil] were gcrutinized by that Committee. Sir,
every provision of that Bill was subjected to very close examination and
every practical point was discussed with the experts who, I might ﬂclfqow.
ledge here, helped the Committee a good deal in arriving at proper decisions
in connection with those technical points about which some doubts were
felt. Almost nll the objections that had been raised about this proposal
on the occasion of the Motion for reference to Select Committee and all
the polrits gbout which controversy has been raging in the country ever
since the first attempt in this direction was made in 1927 all these wete

1r.M.
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very carcfully and closely examined. The result was that a number of
Azpportant amendments were made in the original Bili, even though it
should be admitted that the main features of the Bill have remained as
they originally were. Sir, one of those amendments was the ome which
related to the reducing of the share value. Sir, the share value was
reduced from Rs. 500 to Rs. 100. The object of it was to put the share
walue within the reach of even people of moderate means in order to ensure
the widest possible distribution of the. shares so that almost every citizen
might be made to take an interest in the working of the Bank. Then,
Sir, the voting power was also brought within closer reach inasmuch as
the. minimum qualification for one to get qualified to have the franchise
was reduced from Rs. 1,000 to Rs. 500 by the Select Committee. Now,
Bir, while I am on this point, I might as well meet ome of the objections
that was raised by my Honourable friend the Leader of the Progressive
Party. He asked even if distribution is so made that the majority of the
ghares are held by Tndians what guarantee is there that the. outlook of the
bank would be national inasmuch as the Imperial Bank is said to have
65 per cent. of its share capital owned by Indions and despite that fact
the outlook of the Bank is far from being national? 8ir, 1 think it is
obviously wrong to make any comparison between the position of the
Imperial Bank and that of the Bank which is proposed to be set up under
this Bill. So far as the Imperial Bank is concerned, there is this thing,
that there is no limit to the voting power. If anybody has been able to
corner shares it would be possible for him to vote down a group of share-
holders who might possess shares of a smaller value. But this kind of
thing is not possible under the provisions of the present Bill. Here what-
ever may be the amount up to which shares might be. possessed by anybody
in no instance would anybody be able to have more than ten votes, 8o
" that a person who owns shares of the value of only Rs. 5,000 will hawe
the same amount of influence as another who owns shares to the value
of Rs. 50,000 or Rs. 1 lakh, so that the analogy that is attempted to be
drawn between this Bank and the Imperial Bank is a follacious one.

Just one word more. I think Fam speaking at a very inconvenicnt time
as my friends are in a hurry to get away for their lunch. One word more
with regard to relief to the poor agriculturist. Most of my Honourable
friends who have preceded me have stressed, and stressed rightly, the
importance of providing for this kind of relief. Bir, the Belect Committee
was not indifferent to this aspect of the question. It did its best and in
the circumstances under which it had to work and during the very short
time that was at its disposal and considering the magnitude of the problem
and its complexity it was not possible for the Sclect Committee to arrive
at any other decision than it had done. The best that it could do under
those circumstances was to recommend a procedure by which & more
thorough investigation could be carried out and proper proposals made
for bringing about this relief. Some provision has been made in this Bill
for providing this kind of relief but as my Honourable colleague from
Madres, Sir Kurma Venkata Reddi remarked yesterday, this provision in
respect to the harassed agriculturist is much more important than any
encouragement that might be shown to the trade and commerce of the
country. He was perfectly justified in observing that the Bank would fsil
in one of its most important duties if it failed to give the much needed
relief to the poor agriculturist. :

... Now, Bir, just one word or two about .the two important questions
about which controversy has been raging since the time that the first
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-attemnpy was made to establish this Reserve Bank. 1 will first take up
-the question of a Shareholders’ versus a State Bank. Bince this question has
been discussed threadbare I am not going to enter into any elaborate
-arguments. All that I wish to point out is that since this controversy has
begun there has been a steady change in public feeling. If we closely
‘examine the facts we find that most people who originally were very stout
:champions of a State-owned institution have veered round to the side of the
.8hareholders’ Bank. If we only look at the Report of the London Com-
miltee there are people who were signatories to the report who have now
obviously accepted the shareholders’ institution but who only recently were
very staunch champions of a State-owned institution; and it is just right
‘and proper that it should be so, since the experience of the world has
demonstrated beyond all possibility of doubt that it is the Shareholders’ Bank
that is best suited in the present circumstances. One of the most success-
ful institutions in the world, the Bank of England, is a Shareholders’
Bank. The Bank of Fngland is only a Sharcholders’ Bank. Now, Sir,
the other alternative that was proposed by some of our Honourable friends
who signed the minute of dissent was a Stock-holders’ Bank. So far as
I am concerned I am at a loss to see what difference there is between this
“and the other? To my mind if there is anyv difference between thesc two
the difference is in favour of the Shareholders’ Bank, inasmuch as there
the interests of the masses of poor agriculturists and of the people of the
“countryside are entrusted to the two directors who have got to be elected
‘by the 60 trustees. But, Sir, under the present proposal the shareholders
will elect eight directors so that under this proposal we at least have
eight directors who have been elected directly by the shareholders. I do
not think, Sir, T need prolong this and I close my observations by support-
ing the Moftion, -

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

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

Tae HovNourasrLe MR, BIJAY KUMAR BASU (Bengal: Nominated
Non-Official): 8ir, before I begin I wish to. pay a very well deserved
enmpliment to the Finance Member, Sir George Schuster, who has been
able with so much tact, persuasive eloquence and ability to push this Bill
through the other House. Sir, although I believe that a good many
members of the public also feel that the passing of thig Bill through the
other House is a feather in Sir George Schuster’s cap and a crowning glory
to an eventful career in India, there is another section who certainly
appreciate the tact with which he got the measure through the other
House but they do not certainly thank him for the result because they feel
that some portions of this Bill at any rate could have been improved. The
technique of a Reserve Bank is & very specialized technique and very few
up till now have been able to grasp really that specialized technique.
With the exception of the Bank of England, ali the other Central Banks
in other countries of the world, are of very recent origin. They are, if
I may say so, still in their experimental stage and our experiment also in
_setting up our Reserve Bank should have come earlier than now, It will
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be time enough for us after the Reserve Bank is constituted and has.
been in operation for tome time to see what results can be achieved and
then to judge whether. this measure has to be modified or not in the
light of the experience that would be gained hereafter. In the criticisms.
that have appeared in the Press, in the other House and also on the floor:
of this House a good deal of imagination has been brought into play. I
certainly think that in matters of legislation imagination plays a good patt,
but if we wait for the results we shall come to a better understanding than:
if we base our remarks merely on imaginative data. There is one feature
of this Bill which it will be proper for me to draw the attention of the
House to, and that is, that the provisions of this Bill are mostly taken'
from the provisiong of charters for Central Banks in different parts of the:
world, specially from England and the Continent of Europe. The only
feature that has been taken from the United States Reserve Bank is about
the compulsory deposits. The Central Banks in the Continent and the
Bank of England have no system of compulsory deposits from the member
banks. Tt is only in the Federal Reserve Bank of the United States that
this feature appears. 1 always thought, Sir, that this compulsory deposit
wag, meant to bo a lever by which the credit of the country could be con-
trolled, and T thought that this provision was therc in the IFederal Reserve:
Bank of the United States because it was one of the two links to control
credit, one link between the Reserve Bank and the member banks and
the other link between the member banks and the public. In the United
Btates of America the banking system is 8o well developed that if the
Reserve Bank could control the other banks, the public deposits with the
Bank would be controlled and through those banks you could control the
credit of the country. But here, the second link is absent. Of course, by
this legislation the Reserve Bank will have some hold on the member:
banks, but the member banks will not have the same control over the
public because if we just refer to the Report of the Central Banking Com-
mittee, we will find that the indigenous banker in India controls about
three or four times. or perhaps more, than the amount of money that is
controlled by the Joint Stock Banks in India. Attention has been
directed in the Bill to this state of things, and by clause 55 it has been
provided that:

“The Bank shall, ai the earliest practicable date and in any case within three
years from the date on which this Chapter comes into force, make to the Governor
General in Council a report, with proposals, if it thinks fit, for legislation four the:

extension of the provisions of this Act relating to scheduled banks to persons and'
firms, not being scheduled banks, engaged in British India in the business of banking.

In other words, there is a provision that within three years, the manage-
ment of the Reserve Bank will report to the Governor General in Council
for a change in legislation roping in the indigenous banker, and then this
compulsory deposit will have some effect because I take it that when the
Bourd of Management reports to the Governor General in Council, they
will also provide that those people who would be included in the
Bchedule, although they are not joint stock companies will have to make
the same compulsory deposits as joint stock banks will have to do. This
mixture of the Continental system with the American system appeared
then, and it appears now, before the Management's report comes into-
being, to be rather an incompatible mixture and the result may not be as
favourable as we seem to imagine. It might lead to the birth of a:
morstrosity, T ¢ '
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Then, Sir, I wish to refer to another feature of the’Bill, and that is
with regard to the Agricultural Credit Department, which has been put
in at the Select Committee stage. I refer to clause 54 of the present
Bill. I certainly join whole-heartedly in the wish expressed by my
Honourable friend Sir Kurma Reddi that if it was possible through the
Reserve Bank to help the agriculturists out of their indebtedness, to. help
them to organize themselves better and to prosper as they ought to, cer-
tainly that would be a consummation devoutly to be wished- But what
I find is that by section 17 of this Bill the duties of the Bank and the
‘business that it may do have been specifically fixed. Sir Kurma Reddi
‘pointed out that one of the things the Reserve Bank should do is to lend
money o the agriculturists against land But that is not to be. Then
the second suggestion was that the Co-operative Banks should float
-debentures which would be guaranteed by the Reserve Bank. But even
‘tkat business has not been specifically mentioned in section 17. 8o that
‘the Reserve Bank as constituted by this Bill as it stands will not have
the power to guarantee thc debentures of any Co-operative Bank. I should
have liked Sir Kurma Reddi_to have given notice of an amendment to
include such a provision in the Bill itself.

As regards exchange and matters connected therewith I think the
points have been thoroughly discussed both in this House and the other
House and there is no necessity for me to. cover the same ground.

There is one other point to which I would like to refer and that is the
.constitution of the Board of Directors. At present the proposal is that
we should have four directors nominated by the Governor General in
‘Council and eight directors to be elected on behalf of the shareholders,
and it has been indicated how many directors are to be elected from
each register. As regards the four nominated directors I think it is
practically accepted that particular interests will be represented by them
:and one of them at any rate should be a person connected with the
agricultural development and agriculture of the country. The elected
-dircctors will be from different provinces. The question, however, may
grise later on, when shares in a particular register are transferred to
-other registers, and no minimum having been fixed, if the number of shares
held by a particular register falls to a particularly low level, would it be
proper to have the same number of directors from that register? Take,
for example, the Delhi Register, Suppose the Delhi holders sell their shares
to people on other registers, and there is no prohibition as to the free
marketing of shares—say seven-eighths of the Delhi shares go to Calcutta
and Bombay, would the Delhi Register still continue to elcct two directors
as is here proposed? I would myself suggest the holding of a minimum
numher of shares in each register. [If that meets with the wishes of my

friend Mr. Taylor I would expect him to carry that out in the form of an
amendment.

Tae HoNoURABLE Rasa CHARANJIT SINGH (Punjab: Nominated
Non-Official) : Sir, I support the Motion for the consideration of this Bill.
Every important.country in the world has got its Central Bank and I think
it is only proper that India. should also have ome. This js all the more
‘necessary in view of the constitutional changes which are going te.ba mede
“before long.. In fact it is considered essential that a Bank of this kind
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should be established before the'reforms are introduced. From the dis-
cussion which has taken place here and elsewhere, it is quite clear that
every section of opinion is agreed about the desirability of having a Central
Bank. This Bill has been thoroughly considered and discussed;, not only
section by section but word by word, in the Joint Select Committee, and
I am sure the Honourable Members of this House will find it in every

way satisfactory.

Tue HoNourasre S DAVID DEVADOSS (Nominated InHian
Chrigtians) : Sir, great credit is due to the Finance Member for bringing
forward this measure and piloting it successfully through the other House,
and credit is also due to the Honourable Mr, Taylor for the very lucid
explanation of the principles of this Bill. I will confine my observations
to one or two points. It has been said that this should not be a Share-
holders’ Bank but a State Bank. {f it is a Shareholders’ Bank, it is urged
‘the shareholders may not take any interest in its concerns seeing that they

are sure of their dividends, and therefore. the Board or the Governor will
be able to do as they please. My answer to that is that if the share-
holders do not take an interest in their own share-holding concern, and
it they are going to be indifferent about the doings of the Board, how
are they gomg to manage the affairs of this country when they get
self-government? Tf people realize that this Reserve Bank ought
to work 1n the interests of the country and if people are
educated to see that it is worked properly I think the shareholders will
take a real interest in its ‘concerns and will see that things are properly
done. Another provision in the Bill helps to bring about this result. The
Bank's headquarters will be migratory and the annual genera]l meeting
will be held not only in Bombay and in Calcutta but also in Madras and
Delhi.  Well, the peonle of those places could bring forward objections to
the procedure of the Board if they found the procedure was wrong. There-
fore, 8ir, the objection to the Bank being a Shareholders’ Bank, is not
a sound one. Again, it is said that the management will be greatly in-
fluienced hy the Secretary nf State. 'Grtinting that. proposition is true,
would it improve matters if the Bank is a State Bank? Would the
influence of the Secretary of State be less if it is a State Bank-and more
if it is & Shareholders’ Bank. Therefore. Sir, I think that a Shareholders’
Reserve Bank will certainly serve the best interests of the -country. If
our people kad been a little more careful we should have had a Reserve
Bank working now. It is a great pitv that the Bill of 1928 was not passed.
Tf that had been passed, we should have had a Bank working now for
nearlv six years and, as a well-known preacher said..when we commijt
mistakes we stumble npwards. We must have. stumbled upwards and we
should have had a perfect bank working in 1934. Therefore the sooner the
Reserve Bank becomes a settled fact and is put in working order the befter
it would be for this country. Then, another safecuard is the low value
of the shares. It was feared that some capitalists might corner all the
shares. Tt is open to us to induce the people of the country to buy up
the shares. Government will not allow the cornering of the shares by a
few capitalists and millionaires. Each share is worth only Rs. 100 and
we could induce the people of this country to take up.almost all the shares
and therefore the fear that a few people ‘will .get all the shares in their
hands is not a well founded one.

Tre Hovoveaprg Mr. HOSSAIN TMAM: How will the Government
prevent that?
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Trx Howourasue Sin- DAVID DEVADOSS: By allotting shares to
small investors just as some time ago when the Govermment wanted to
raive a loan:-they gave preference to people who were prepared to offer
small sums and not ¢éo big- bamks. Government could see to that. We
could ask the Governinent abw to assure us that they will give preference
to small investors and not'to big investors. Then, Sir, with regard to
the question of scheduled banks, I think it is in the interests of the
banking world that banks should have some portion of their money in
the Reserve Bunk. After all 'we must understand that we are only at the
beginhihg of things. Not only that. We are new to this sort of business.

ien 1 say new I say it in this sense that we have been domg banking
in the European  way ‘within ‘the la 50 or ‘60 years. Our old way was
entirely different. We know how the Chettis, Marwaris and other money-
lendsrs havs been ‘dotng their business, bub the oo-operative bank and the
sharsholders’ bank and the company-managed bank have been altogether
s new thing to us, and we 'should have something to guide us, something
to direct us, and something whith would really be beneficial to us. There-
fore the scheduled banks shoold have a portion.of their capital in the
Reserve Bank not only to ensure their stability but also to facilitate
business. Tt is not proper that all the capital and the invested money
of the banks should be utflised for lending purposes; they must always
have a fluid ressree wo as to meet 'demands. Therefore, SBir, no complaint
can be made on the ground ‘that the scheduled banks are made to deposit
a certain amount of their capital in the Reserve Bank.

Tt was said ‘that the Imperial Bank has been given facilities which it
ougltt mot 'to thave. The Imperial Bank is doing really very good -business
and it hes been with -us amder this:name for the last ten or twelve years.
Biefore ‘that we had the 'wall-known Presidency Banks, the Madras Bank,
the Bengal Pank and the Bombay Bank. This Bank. hag branches all
ovtr the country shd whtn the new Reserve Bank -comes into being it
miust huve some help from e bank which is ‘well -established and I do not
think that tire facilittes propused to be given to the Imperial Bank are
stich us to miadve vne think that the Imperial Bank is having something
whish ‘it ought' not-'to have. Thers is no other bank which can take its
phate nnd ‘threrefore all -the vbjevtion raised on that-ground, T think, is not
well foumnded.

I do not want to enter into the question of ratio. Tt is a very, very
difficult question and experts or pandits on that point are not agreed
and it is not for me, a layman, to venture to offer any observations on
that point. But I will only say this. When we were boys we were told
the story of two perssns having a fight over the colour of a pillar and
after the fight one man fell on one side and the other on the other side
and both were right. One said it was dark and the other said it was
blue or red and -thev found one side was red or blue and the other side
dark. In this controverasy it may be that both are righ{ or both wrong.
Therefore we cannot now lay down a hard and fast rule as regards this
ratio. and seeing that this is a mensure within the competence of this
Lecislature it is open to the T.ecislatire to make nnv amendment it likes
afterwards. No doubt there ‘is the statement of the Secretarv of State
that nothing can be altereil without reference to the Imperial Parliament.
Sir, we know how things are at present. Fvervthing i8 in the melting
pot. We do et kmow what' s dev may bring forth. As matters stand
at present we do not know what is going to happen with regard to the



currencies of the world. America is doing one thing, Frence is doing
unother and England is trying to do s tbird. Im .thia present state of
things it is not right for us to say that we ust kave either the 16d.
rutio or the 18d. ratio. We shall see haw things work. As 1 said a little
while ugo, let us stummble upwards. 1f we commit suistakes, Govermment
are not going to see that Indis loses everything. They will open their eyes
snd see that & mistake hus been mude and they will reotify that mistake.
1t is not right that we should objeot to this meusure being passed because
the ratio is not what some of us would like to have.

It was said that the Legislature should have a voice in this cancern.
Political influenee a8 it is understood today -ought mat to have anything
to do with Lusiness operations because politicians may.ebange their mind,
may change their opinions, and they may be moved by passion, or by she
sentiment of the hour. This Bank, I find from the RBill, will be @bove
that influence, but it is seid that the mflyemce frem Whitghall will -be
preponderant. I do not for a moment think that the Government of India
will do things in such a way as to harm the oursency of this country.
It may be that even if that influence is exerted people here, the Viceroy
and his Councillors, would tfy to put matters right by showing what would
be beneficial to India. Now, teke the Tariff Bill. There are so inany
things we are doing which may not be in the interests of Great Britain
but are in the interests of India and the Geowernment of India will take
care to see that the finances and the inteweats of this country are not
jeopardized by giving way to influence from qutside. ‘

fir, on the whole, 1 find that this Bill is a very satisfactory one and
it is up to us to see that it is worked properly. If, after some time, we
tind that there are defects and there are sins of omission and of commis-
sion, we can get them all corrected. As 1 said, a Reserve Bank hasg been
gv(eirdue for some time and the sooner it is put in force the better for

naa.

With these few wcrds, I have great pleasure in supporting the Motion
for consideration of the Bill,

Tue HonouraBre Mz. J. B. TAYLOR (Additions] Finance Jecretary):
Sir, in the course of this long and interesting discussion there have been
numerous points raised and though I do.not propose to deal with them all,
I shall deal with several of them, because I am glad that Members of this
House instead of moving smendments on particular ppints have taken
the opportunity in this general debate to .raise certain questions which
cun be discussed more properly with relation to the Bill as a whole than
if they had been raised on particular amendments. The first point that
I would like to deal with is & simple one, namely, Bir Kurma Venkata
Reddi's apprehensions nbout the Local Governments and their position
vig-a-vis the Reserve Bank. He apprehended that in a fubure régime of
provincial autonomy the interests of the Locel Govermment might suffer
because they would not have a representative on the Board, on the assump-
tion apparently that the Central Government would be fully represented.
I would like to point out that the four non-official Members who will
be nominated by the Federal Centre will be designed to afford representa-
tion to interests otherwise unrepresepted. They will not be there as
representing Government. The oply representstive of Gevermment will be
what T might call the technical expert who will be there to co-ordinste
the technical work of the Bank with that of Government. As regards
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‘the Local Governments, the only practical point that I can see as likely to
emerge is with regard to louns and their borrowing programme, and this
will certainly not be a matter to be dealt with through a local bLoard.
At present, borrowings on account of Local Governments are discussed
~with the central .authority, either Giovernment or the Imperia] Bank, and
in future they will be.discussed with the central authority of the Reserve
Bank. I do not think that in practice there is likely to be any difficulty
at ull because the Reserve. Bank will be only too anxious to co-operate
in any measure that will improve the credit of the Local Government.

. Mr. Basu raised a final trumpet call, on the question of the compulsory
deposits for scheduled banks. 1 congratulate him on a long and gallant
fight which I am afraid that he has lost; I am afraid that 1 um still
.completely unconvinced .by his arguments. 1 agree with him that the
Bank of England does not require to exact compulsory deposits from British
banks but the.Bank of England is the oldest bank in England, it is by far
the most important bank, and it has, as a result of its prestige, numerous
unofficial ways of putting pressure on any recalcitrant bank in England.
We are creating. a new institution which will be confronted with other
institutions, long established and with a very high prestige, and for that
purpose we must give it some means of exercising at any rate a limited
control over such institutions.

Tae HoNouraBe Mr. BIJAY KUMAR BASU: This system does not
exist on the Continent either. .

TuE HoNouraBLE MR. J. B. TAYLOR: gir, I have not time to discuss
all the banks, but there. are several banks that have such compulsory
deposits, and in Europe in the case of the oldest and strongest institution,
the Bank of France, its prestige is so immeasurably superior to other
banks in France by reason of its quasi-government status that it is able
to enforce its asuthority without this particular right. However, Sir, 1 do
not wish to pursue this particular point.

Another difficulty which was raised which I think is illusory is that the
shares might drift to the larger centres, thereby denuding the up-country
centres of their representation. I do not think, 8ir, that is likely to
bappen. In the first place, as Sir David Devadoss pointed out, we are
making careful arrangements in the Bill to secure the maximum distribu-
tion of voting power on the initial allotment. Preference is going to be
given to those shareholders who apply for Rs. 500 worth of shares, that
is to say, the minimum voting right. Afterwards, Sir, I do not gee any
reason to anticipate a drift. These shares are not going to be speculative.
They are going to constitute a stable form of investment. As Sir Homi
Mehta pointed out, the people who initially subscribe for them will not
be people who intend to turn them over at once. I therefore think, Sir,
that there will be very little reason to anticipate any drift to the larger
centres. Even if there is, that will not affect the voting right of the up-
country centres, centres like Delhi and Rangoon, because they will still
be allowed to return the same number of directors however much the
share register may be denuded. And that, Sir, in itself will also be a
powerful corrective to any excessive drift because the more shares that
drift away from such centres the greater will be the voting power of the
remainder. For these reasons, Sir, T do not think that we need anticipate
eny material alteration in the initial distribution.
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Sir Kurma Reddi twitted Government with over-apprehension about
what is called political influence. Sir, 1 do not,_wish to overstate the case.
Everybody knows what political influence is mterpr9wd ag Iucaning o
Indiu at present. But, Sir, that will not always continue. We must not,
visualise that for ever what ig called political influence in India will be
synonymous with a certain type of national aspiration. In future we hope
that politics will develop in India on the same lines 88 in other countries
and when that development occurs we do definitely wish that there shall
be in existence a banking institution which will be outside politics. L
wmight give as an instance something that has happened during the last
fow weeks. The Bank of France is outside politics. We have seen one
GGovernment succeed another day after day in France and yet the Bank
nf France has managed to stand up against one of the strongest attacks
made on its currency and has emerged undefeated. What would its
position have been, if it had been politically bound up with the changing
Governments of the day? 8ir, the experience of other countries, of the
Bank of England and of the Bank of France is, to my mind, conclusive
that we should look at this question not from the temporary aspect of
nationalism or anti-nationalism but from the point of view of the stability
of the country, and you will be building well if you create now a Reserve
Bank that is and will remain outside politics.

I now turn, Sir, to- what I might call the destructive criticism of the
measure and I find considerable difficulty in arriving at an appreciation
of what is the attitude of mind that underlies those criticisms. In the
first place, T do not think they are putting their case quite fairly even
from their own point of view. What Lala Ram Saran Das and Mr.
Banerjee were saying in effect is that they will be put on the horns of a
dilemma, that India was being compelled to swallow what it did not want
as an essential pre-requisite to constitutional reforms. 8ir, I think that
is an entirely wrong way of looking at the matter. Constitutional reform
does not come suddenly. If it is to be wholesome it must broaden
steadily from one development to another and this measure, quite apart
from any question of a further instalment of constitutional reforms, is in
itself a most material advance in India’s constitutional development. In
fact, Sir, I do not think that I would be exaggerating if T said that both
as regards immediate effective powers and as regards ultimate potentiality
it is one of the greatest, if not the greatest, transfer that has ever heen
made since the British Government assumed the control of this country.

Then, Sir, they went on to talk about pre-requisites. The Honourable
Rai Bahadur Lala Ram Saran Das said that until certain pre-requisites
were fulfilled it was rash to create a Reserve Bank. There, Bir, I was
frankly amazed. T could imagine him talking like that if he was a Die-hard
speaking in the House of Commons arguing that the times were not
propitious for such a great transfer of control. But why he should
stand up in this House and say that these are arguments why the Indian
Legislature should not accept it when offered I frankly confess that I do
not understand. In any case, he was exaggerating. He said that our
budget was not balanced, and though he somewhat reluctantly admitted that
there was a certain minor improvement in our short term debt position
and our external credit, he maintained that our exports were going from
bad to worse and that the .end could only be ultimate disaster. Sir, in
reply to that T can only ssy that no country can say that it is at the
height of prosperity at present, but if he will look round X do not think
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that he will find that there is any country whose budgetary position appears
more favourable than ours. As regards our short tern liabilitiey in the
last two-and-a-half years we have succeeded in funding liabilities which
would have matured within five years to the extent of Rs. 170 crores.
As regurds our external credit, we huve now built up externual reserves to
the extent which the Bill has set out as a pre-requisite for the creation
of a Reserve Bank, that is to say 50 per cent., and as Sir Homi Mehta
pointed out, if you take into consideration the hidden reserve which we
have on account of gold and also the other sterling balances that we have
in the Treusury, that percentage will be raised muaterially; it might even
be as high as 70 or 75 per cent. Also, Sir, in the first year after we went
off gold there was a temporary dislocation of our imports and exports.
The balance is now being redressed, and there is again a steadily increasing
export surplus quite independent of the exports of gold.

Then, Sir, the Honourable Mr. Hossain Imam said, if I understood
him aright, that there was no object in creating a Reserve Bank because
the Reserve Bank could not stand up to emergencies, and that if there
was a8 war or other crisis, that Government must take charge. 1 did not
follow what the conclusion of this argument was. 1 presume that it was
that there was no use in creating a Heserve Bank at all. Surely, the
commonsense view of the matter is that if there is a crisis, (Fovernment
must co-operate, but that if such a crisis occurs it will be of very great value
to Government to have an independent and authoritative body which can °
tender advice at that timme. If there is no Reserve Bank and a crisis
occurs, Government has to take what action it can, but if there is a
Reserve Bank in existence, they will be ready with their advice. They
will also be able to wurn the Government of impending dangers, so that-—
even though when the crisis occurs Government may have to take charge,
it will be all the better for it to have a Reserve Bank in existence as
an established authority.

There is one minor point that the Honourable Rai Bahadur Lala Kam
Saran Das asked me to answer specifically and that was about the
cost of the new institution. He quoted figures from a memorandum of
Sir Malcolm Hailey. The figures, Sir, were not on the same basis. The
originul ‘arrangement was that the reserve fund of the Bank should be
built up to the -extent of Rs. 5 crores from the profits of the Bank
aver a. period of about five years. As Government is what I might call
the residuary shareholder of the Bank, that is to say, the party which
will get the balance of the profits after the shareholders have been paid
their dividends, it follows that if this reserve had to be built up out of the

rofits, there would have been a temporary loss to Government revenues.
%Ve have now miet that by providing in the Bill that Government will
make an initial subsidy of Rs. 5 crores, which will be borrowed, to create
a reserve fund for the Bank. This will mean that Government will get
at once its full share of the profits. 8ir Malcolm Hailey’s forecast was
based on the position before this provision was brought into the Bill, so
that is out of date now and the initial loss will be very much reduced.
It is somewhat infructuous to attempt a calculation of what that loss wil]
be, because the profits of the Bank depend so much on the rate of interest
at which the Bank can invest its reserves. Two or three years ago when
the Bank would have been able to invest at 4 and 4} per cent. in British
Government Bills, these profits would obviously have been very much larger
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than now when it could only get one-half or two-thirds per cent. Fluctua~
tions on that account may easily amount to Rs. 2 or Rs. 8 crores. At the
same time, so far as I can calculate, the actusl loss to (Government as
compared with what it would have had to incur if the present management
of the currency had been continued should not be more than Rs. 5 to Rs. 10
lnkhs, and even that is not going to be a dead loss. It is due to the
fact that we are incurring expenditure in creating an Agricultural Credit
Department and in engaging in other activities which the country dema.nc!s
and which seem to be necessary for productive development, so thab it
is unfair to talk in terins of profit or loss. In any case, as I 'havp sa:d,
the profit or loss will be negligible in comparigon with the fluctuations in
the ordinary profite which will accur fraom fluctustions in the value of
its holdings.

I now come; Bir, to the old and vexed question of the ratio. I do
not propose to desl at any length with it because I think that the argu-
ments of the Honourable Mr. Hossain Imam have been fairly effectively
riddled by several other speakers, and I do not consider that the ratio
issue arises on this. Bill. But, looking at it in an unprejudiced way from
the outside, there is:one characiarigtic feature of the debate which appealed
to me and that was that though the advocates of devaluation were very
eloquent they stuck to generalities while the opponents, that is, those
who argued against it, went down {o details. They anualyzeq the
problem, commodity by commodity and showed with reference to parti-
cular classes how the change would work out. It ia very simple to say
that if you reduce the rupee 12} per cent. you wil] immediately increase
the price of wheat, or cobton or rice by 12} per cent., but cverybody
knows that this is mot the way the thing will work. The Honourable
Mr. Hossain Jmam werrt even further. He said that the policy of keeping
money stable ought to be the policy of the Cemtral Bank. 8ir, there ia
ne charter which any Central Bank in the world possesees which contains
the words ‘‘stable money’’ and T do not see how it would be humanly
possible to throw -such a task-on a Bank. Jf I might give a small metaphor,
Suppose we were oreating a Bengal Pilot Service to pilot ships up and
down through the dangerous currents of the Fooghly. Somebody gets
up and opposes it on the ground that instead of having a Benga] Pilot
Service, we ought to mdke the sem flat and prevent there being any
currents, as in that case we would not require a Bengal Pilot Service.
‘When asked to develop his thesis, in replv to the question ‘‘How do you
propose to stop these dangerous ‘tides’’, his answer is, that it is quite
simple, 80 long as yem have elastic mieasures. You throw out
the weight. ‘At one time it registers four fathoms and at another time
it registers six fathoms. If the water gets shallow, then you have
only to invent a shrinkeble line which will still show six fathoms, and
the ship will still pass in perfeot security. T think, Bir, that fairly
describes the attitude of those who thiok that thev can get over these
world troubles simply by tinkering with the internal standard.  Sir
Kurma Reddi was perfectly correct when -he said that there are maay
more factors invelved than that. Ti.s o most difficult question and it
is impossible -to simplify it in that way.

At ‘the same time, Bir. T entirely agree with him ‘that the position is
not satisfactory. particularly ag regards agriculture, and that Government
cannot simply fold their hands and say thet nothing can bhe done.
Unfottunately, Sir, it -in very-difficult to know what to do. There is &
luck of anything concrate 40 -wewk upon: We hane had Commbission adter
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Commigsion. The Honourable Mr. Hossain Imam accused us of pigeon-
holing these reports. 1 have carefully examined the recommendations
of the Agricultural Commission and the Banking Enquiry Committee on
this point, and so far as I can see, any concrete recommendationg which
they had made have been nullified by some recommendation, some pre-
requisite, which is quite impracticable. = For instance, the Banking
Inquiry Committee recommended the wide institution of land mortgage
banks. They talked a lot about it and then added a sentence:

« Provided that there will be free transferability of land”.

Now, what is the use in India of saying that you want land
mortgage banks but that you can only have them if there is to be free
transferability of land? Everybody with any knowledge of the agricultural
problems of India hag known for years that there lies the difficulty. We
have built up in India an artificial protection for the agriculturist by
impeding the right of transfer. His rights vary from province to province,
from district to district and even from village to village. So long as you
maintain that protection to him it is idle to suppose that the credit which
he can offer will be as good as if he had something more definite to give
as security. E

Then again, ag regards co-operation. Co-operation has done a great
deal of good. I would be the last to under-estimate the value of the
‘work which has been done. But, Sir, there again, we must look facts-in
the face. The essence of the co-operative movement as I understand
it is that a number of men band together, some of them to lend money
and others to borrow it. If it is merely & case of them combining
together to borrow money then it is doubtful how far the mere fact of
their so combining increases their corporate security. In fact from one
point of view it might be argued that it made it less. If you have one
individual borrowing money and anything goes wrong, you can sell him
up; but if a whole village is in a. co-operative society and. all borrow money
and fail to pay it is obviously iimpossible to sell up the whole village.
There will be no buyers, and obviously the wider this tendency spreads,
the less will the security become. From that point of view it is arguable
that the co-operative movement does not really increase the corporate
credit of individuals for borrowing.

These, Sir, are points which I am bringing forward. because it does
seem to me that there has been too much rhetoric on thiz question and
that it §8 time that people got down to real facts and put forward
proposals before Government which are based on these facts. We are
only too anxious to do anvthing that can be done, but until those two
esgential difficulties are realized it is idle to talk of any panacea.

The only panacea which I am definitely certain is a quack one is
devaluation. Where there is devaluation, 8ir, I am convinced that
whoever loses it will not be the mahajan. The mahajan will alwavs be
two moves ahead of the game. If the rupee was devalued so as to increase
prices by 20 or 80 per cent., you may be perfectly sure that the paper
debta would go up by 50 or 80 per cent. You are not going to get rid of
the problem of agricultural indebtedness by those means. unless vou
follow Mr. Hossain Tmam, who has developed an enthusiasm for Germany,
to his logical conclusion and reduce the rupee to the value which the
mark-once’had. He said the mark went down to 100 millions to a penny.
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He was wrong, it was 1,000 millions to a penny. Well, 8ir, if you could
devalue the rupee to an extent which would reduce the whole of the
present revenue of the Government of India to less than one anna, I have
no doubt that you would effect a certain reduction in the debt of the
agriculturist. But I do not know that that would be the end of the
matter. Russia, Austria, Germany have had to devalue their currencies
to nothing and they are still struggling with the consequences and if we
look to see what in practice was the result, we find that it was not the
agriculturist who has benefited but the man whom one would expect to
benefit, that is to say, the man who knows something about currency
and exchange, the speculator, the fnoneylender—he is the man who is
going to profit by any alteration.

But as I said, Bir, we recognize the gravity of the problem; tho
unprecedented fall in prices has undoubtedly had severe repercussiong on
the established social order in India and we do not wish to minimize
that aspect of the question. At the same time, looking at it from that
point of view, I still think that what Government have proposed is the
wmost practical method, that is to say, to get ahead with the Reserve
Bank, to try to get people together who will examine these questiuns
in a dispassionate and concrete manner and put up proposals to Govern-
1ent giving us something to work on. We can go on turning out Com-
missions, but so long as they are composed of people who can merely
repeat what has been said before we do not get forward at all. I do
think however that an Agricultural Credit Department which will act in
co-operation with the Local Governments will afford some chance at any
rate of seeing these problems in their true perspective, of seeing what
the real difficulties are and possibly finding a solution. From that point
of view, from the point of view of the agriculturist, T think that the
Reserve Bank should be ap, unmitigated boon to India.

Tre HonourapLe Tne PRESTDENT: The Question is:

“That the Bill to constitute a Reserve Bank of India, as passed by the Legislative
bly, be taken into consideration.”

The Motion was adopted.

_Tre HovouraBLe THE PRESIDENT.: As regards the next stage of the
Bill T propose to postpone it till tomorrow for two reasons. In the first
instance we have made satisfactory progress today and I feet we wil]l be
able to finish this Bill tomorrow. ~Secondly, 1 dislike that a Bill of this
magnitude and importance should be passed when many non-officials are
absept. I would like non-official Members to have the fullest opportunity
of discussing their amendments. It is for these two reasons I shall
adjourn the House til] tomorrow.

15&'1:1;6&‘;:;3?1 11313? adjourned till Eleven of the Clock on Thursday, the





