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COUNCIL OF STATE

Tuesday, 13th February, 1934.

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

QUESTIONS AND ANSWERS.

AREA UNDER NoN-roop Croes.

20. THE HoNoUuRABLE KHAN Bamapur Dr. Sik NASARVANJT
CHOKSY : (a) Will Government he pleased to state whether the area
under non-food crops has increased from 1921-22 to 1932-33, and in what
provinces ¢ What was the gross value of these crops at the prices
prevailing upto 1929-30 ?

(b) Has the quantity of opium grown in Indis been reduced during the
last five years ? What areas are under cultivation and what is the value of
opium raised ! How much opium is consumed in the country ¢ What is the:
quantity exported to other countries ?

Tue HonouraBLE Mr. M. G. HALLETT: (a) The latest figures avail~
able are for 1931-32. A statement showing the area under non-food crops
in various provinces in 1921-22 and -1931-32 is laid on the table. It is
not possible to make an estimate for the gross value of these crops, as the-
statistics of production and of rrices are incomplete,

(b) Poppy is cultivated in the United Provinces in Britieh India and
its cultivation has been reduced during the last five years. A sum ot
Rs. 28,47,097 was paid to cultivators for opium received during that year.
5,205 maunds 21 seers of opium were consumed in British India and

2,052 chests (equivalent to 8,491 maunds 10 seers) of opium were exported
to other countries in 1982. '

Statement showing the area under non-food crops in various province:.

Area under non-food crops
(in thousand acres).

Province. 1921.22. 1931.32.

(Provisional).

Ajmer-Merwara - . . . . . 52 53
Assam . . . . . . . 1,023 1,087
Benyal « . . . . . . . 3,425 3,621
Bihar and Orissa - . . . . . 2,783 2,650
Bombay . . . . . . . 7,101 9,445
Burma: . . . . . . . 2,319 2.687
Central Provinces and Berar - . . . 6,912 7,282
Coo. . . . . . . . . 44 31
Dellu - . . . . . . . 30 41
Madras . . . . CI— . 6,435 7.971
N. W. F. Province - . . . . 316 273
Punjab . . . . . . . 7,097 8,152
United Provinces - . . . . . 3,875 3,332
Total . 41,082 46,455

( 37 ) A
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Tae HowouraBLe Mr. JAGADISH CHANDRA BANERJEE: Is it
possible to give us an idea which people among the different provinces of
India are greater consumers of opium?

Tre HoNouraBLE MRr. M. G. HALLETT: I regret that I have no
‘knowledge of the question which I am answering. I am only answering
a8 a substitute for the Honourable Member in charge of Education, Health
and Lands. If the Honourable Member will give notice of the question, I
shall try and obtain information.

Tre HoNouraBLE MR. JAGADISH CHANDRA BANERJEE: Ts it a
fact that the largest quantity of vpium is exported to China fram India and
that the Chinese are the greatest opium eaters in the whole world?

THE HoNouraBLE Mr. M. G. HALLETT: T believe that is a fact, Sir.

UNDERFEEDING OF RGRAL POPULATION.

2l. Tae HoNoumaBLE KmaN Bamapur Dr. Sr2 NASARVANJI
CHORSY : Will Government be pleased to state whether there is any
difference of opinion bectween the Census Commissioner and the late
Director-General of the I. M. S., in regard to the underfeeding of the rural
population of India? If the reply is in the affirmative, how is the
divergence explained ?

Tre HoNourasLe MrR. M. G. HALLETT: None that the Government
is aware of. If the Honourable Hember thinks otherwise, perhaps he
would state the passages he has in mind, giving references, and the Director
General, Indian Medical Service, will be glad to examine thewn.

RESERVE BANK OF INDIA BILL.

Tre HonouraBLE MR. J. B. TAYLOR (Additional Finance Secretary):
Bir, I move:

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

Five months ago when I introduced this measure in this House in.
the Simla Session on the motion that it should be referred to a Joint
Committee of both Houses I said that I was convinced that the amore
closely this important measure was examined—and we were determined
to give the fullest opportunity for such examination—the greater would its
advantages from the point of India be seen to be, and T am gratified to
see how that prediction has been fulfilled. We had the meagure examined
by a Joint Committee of both Housecs. We gave that Committee the
opportunity of asking experts to join in informal consultation with them
and thereafter the measure went through a most careful and laborious
examination clause by clause in another place. As a result, Sir, I think
it safe to say that Indians are now realising how great an advance is
possible under this measure, and in sccuring this end I think that the
experiment of Government in asking both Houses to join together to
examine the measure was an important factor. The examination was of
a most meticulous nature. The Bill began with 54 clauses. It has
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emerged from the Legislative Assembly with 81. The Joint Committee
jutroduced no less than 184 amendments or modifications leaving only
nine clauses in their original form. The Assembly also introduced another
round dozen or so modifications.

At the same time in spite of those modifications, the main features
of the Bill remain unaltered and, if I may say so, more firmly estabhshec_l-
‘Those main features are two. The first is that the Reserve Bank'of Ipdla
will be a share-holding institution. When I introduced the Bill in Simla
1 said that I was convinced that examination would show that a share-
holding institution was the only possible one to meet India’s requirements.
The share-holding principle has bsen attacked. but I think that I can say
without fear of contradiction that no workable alternative has been
produced. The charters of other banks in other parts of the world have
been carefullv examined by our critics but there is no alternative which
emerges if a body is to be constituted which will not only be authoritative
but independent.

The second main feature of the Bill which has also, if T may sgain say
50, been strengthened in its passage through the Committee and the
other House is that since the Reserve Bank must be built on a frame-
work of the external value of the rupee, the only possible framework, if
controvérsy was to be avoided, was that in force at the time when the
Bill was introduced. As I said then, what we are doing now is creating
a Reserve Bank: we are not discussing the external value of the rupee,
important though that question may be: and it has been recognised that
the votes of both Houses on this matter are votes in favour of a Reserve
Bank and not necessarily in favour of any particular currency policy. That
is an issue which does not arise.

These are the two main features which I have said remained unaltered
in the Bill. At the same time in its passage through the Committee and
the Assembly there have been numerous important alterations and I would
like to invite the House to a few of the more important of these so thab

they may see what changes have been made since the Bill was originally
Jbrought before them.

__'The first is that the value of the shares has been reduced from
Rs. 500 to Rs. 100 and the mimmum voting power has been reduced from
Rs. 1,000 to Rs. 500. Government accepted the views of the non-official
Mgmbers in this matter though with a certain amount of hesitation and I
th}nls possibly that it is still not fullv realised how enormons an advance
this is towards what I may call the democratisation of the Bank. I have
looked up the charters of some of the other central banks. 1 find that in
the case of the Bank of France the voling power is limited to the 200
shareholders with the greatest voting power and in the case of the Bank
of England voting power is limited to people holding stock of £500 or
more, H(?re we are creating an electorate of 100,000 people with a
ghare-holqu value of onlv Rs. 500 nnd careful modificaticns have been
mtroduqed both in Committee and in the other place to secure as wide
as possible a distribution on the initial allotment of that voting power.

This. 8ir, T think is a most important change in wideni
which the Bank will be built. ge in Widening the base on

The second point, ‘Sir, of importance was that of the Lo
, Sir, ] ndon Office of
the Bank. We felt that it was hardly fair on the Bank to impose a statu-

A2



40 COUNCIL OF STATE. [18tH FEs. 1034.

[Mr. J. B. Taylor.]
tory obligation on it to have a London Office. We wished to leave it to the-
unfettered discretion of the Central Board. In another place, however, it:
was felt that something definite should be put in the Bill about a London
Office; Government have accepted that decision and I am not going to
propose any modification of that alteration.

A third change was that the Bill in its original form would have made-
Bombay the headquarters of the Bank. It has now been agreed on the
suggestion of the Joint Committee that the Bank should be migratory like-
the Imperial Bank. I think, Sir, that is & sound decision. India is such.
a large country and the interests of the various centres are—possibly diver-
gent is not the word, but so different that even though the Bank might.
gain in efficiency by having a central office in one place it would probably
lose more in its representative character than it would gain in efficiency."

Another point on which Government have met the views of the non-
official Mewmbers, though again with considerable hesitation, was as
regards the minimum ' holding of gold. At the present time, Sir, with
gold fluctuating widely in price from day to day, my own view is that
it would be rash to put any definite figure on it. However, there are
other factors and we on the Government side have agreed to accept the-
smendment which was introduced in the Joint Committee that the:
minimum holding should be raised from Rs. 85 crores to Rs. 40 crores.

Another change, Sir, again of considerable importance, wag that the-
silver rupee should remain legally interchangeable for notes without limit.
The Hilton Young Commission, impressed as they were with the dangers
and risks, the strain which the adherence to this principle put on thé
Indian currency system during the war. would have abolished this right
a3 regards the new notes of the Bank. On the other hand, it was strongly
pointed out in the Joint Committee both by non-officiul Members and by
expertg that it was desirable to do nothing which might impair in any way
the confidence of the public in the new note issue. Besides, not only with-
regard to gold but even with regard to silver.the world is at present in:
such a state of flux, and taking all the factors into consideration, it
seems on the whole desirable that- the legal interchangeability hetween
notes and silver should continue.

Finally, the whole of the provisions regarding scheduled banks have
been modified in consultation with experts, and here I would pay a tribute
to ong of the Members of this House on the Joint Committee for the strong
fight, which he put up on this question, We have, however, come defi-
hitely to the conclusion, and I think it has been confirmed in discussion
in Committee, that if the Bank is to function properly in its control of
credit it must have some definite control over other bankg in this country,
and that control can only be effective if they are compelled not only to
furnish information to the. Bank but also to deposit a certain amount as
a token that thev will do their business with it. At the same time, Sir.
8o long as the main principle remained unchanged we were prepared to
make modifications to suit the convenience of the banks. We had a
representative team of bankers from various narts of India representing
the exchange banks. the joint stock banks and also the indigenous banks
and I think that the modified provisiong regarding scheduled banks do
represent a fair measure of agreement as a sound working compromise.
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Then, Sir, as regards the Imperial Bank, there will be & separate Bill
which 1 shalt move for consideration at a later stage as regards the
_consequential amendments to the constitution of the Impenal Bank.
Naturally, the chearacter of that institution will be fundamentally eltered
by the creation of a Reserve Bank. At the same time, it will still have
an important function to perform. It has a large number of branches
‘scattered throughout the country and it is doing a very valuable work
in developing the banking habit which it would not be in the interestg_of
the country to impair. The clause dealing with the sgreement which
will have to be made between the Reserve Bank and the Imperial Bank
and the remuneration of the latter was specifically stated by Government at
the time of the introduction of the Bill to be one on which we would be
.open to suggestions both from the Committee and from the expert
witnesses. The clause wag carefully examined and there too, I think,
Sir. a8 a result of this examination there has emerged a much stronger
appreciation of the valuable work which the Imperial Bank is doing and
which it will have to continue to do, The agreement has been nltered
slightly as regards both the term and ag regards the method of remunera-
tlolr; é)ut the principle remains, if I may say so, even more firmly estab-
lished.

Finally, Sir, in the Assembly thers were several further alterations.
These primarily took the direction of increasing the duties of the Reserve
Bank in the matter of agricultural credit,—a question which I know this
House has very much at heart, There were two particular amendments
which they introduced. In the first place, they somewhat widened the
-definition of a provincial co-operative bank, by giving discretion to Local
Governments to allow the admission of individual central bank as distinct
irom provincial apex banks to dealings with the Reserve Bank, and
-secondly, and more important, the Bank has now been enjoined by Statute
‘to proceed at once to the creation of a separate agricultural credit depart-
ment so as to co-ordinate its activitieg in the matter of agricultural credit,
not so much for direct credit—I am afraid that the Reserve Bank will be
able to give practically nothing in that wav,—but much more in oo
ordinating the activities not only of the provincial co-operative banks but
-of other banks which are engaged in these operations.

These, Bir, are the main changes—I have discussed them as briefly as
‘possible—which have been effected in the passage of the Bill. But, Sir,
what I feel is the most important feature of these prolonged and laborious
-discussions has been the growing atmosphere of cordiality, the increasing
relisation that this Bill is primarily designed in India’s interests. It is
an enormously difficult mneasure to frame because we are building sumething
-entirely new for India and we are building it at a time when we have
nothing to build on. Al the credit systems of the world, all the
monetary theories are now being put to s much searching and critical
examination than they ever had in the past, and in framing s measure
-of this nature we have to combine to an almost impossible degree
rigidity with elasticity. Rigidity because the essence of this Bill is g
transfer of financial responsibility from one authority to another, and that
‘authority in transferring the power must see that safeguards and limita-
tione are imposed. Elasticity because, as I have said, the currency
;)Ystems' of the world are in a state of flux, if not of chaos, and it would

e unfair to tie down the Bank too far in any particular direction, At the
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same time, Sir, I think that these two principles have been reconciled in
this Bill.* To my mind, the most important feature of the Bill is that it
will create in India an independent and I hope authoritative organisation.
which will be able to consider those matters, not as at present from the
outside, but from the inside, which will realise, by being confronted in
practice with the day to day work of such an institution, the practicak
difficulties which we in the past have been confronted with as Currency
Authority. They will realise the practical limitations which are imposed:
upon a country like India, which is after all still a debtor country, so that
the maintenance of its external credit is therefore the fundamental and
primary condition of its economic advance. I think that as the Bill
progressed it was realised how wide the transfer of power was going to
be, wide not only as regards the actual operations but wide also as
regards the extent and the untried nature of the authority in whom it is
propnsed to repose that power. It is a great trust which is being imposed
upon the new Bank—upon itg Directorate and upon its shareholders, and

I tlliust that in the interests of India it will use that power wisely and
well,

8ir, I move. (Applause.)

TeE HonouraBLE MR. HOSSAIN IMAM (Bibar and Orissa: Muham-
madan): On a ppint of order, B8ir. This Bill was referred to a Joint
Belect Committee of the two Houses. According to rule 42 of the Indian
Legislative Rules this Joint Select Committee ought to have been called
up by yourself, but as far as we are aware, the meeting of the Joint Select
Committee was not called by you, Sir, and therefore the whole report of
the Joint Select Committee as well as everything done is vitiated because
in a legislative body the authority which is empowered should call the
meeting; otherwise the meeting has got no position. Therefore, Sir, I
think that this Bill is not in order, because we passed thé motion that the
Bill be referred to a Joint Select' Committee, and until that Committee
reports, we cannot. consider it within one year. : :

Tae HovnouraBLE THE PRESIDENT: I should have expected the
Honourable Member to have given notice of such an important objection.
as this. I consider the objection not at all sustainable and I therefore
hold that the debate will now proceed.

Tue HoxourasLE Mr. BIJAY KUMAR BASU (Bengal: Nominated
Non-Official): Sir, may I suggest that for several reasons which I am going
to specify you would allow this debate on this Bill to go on till lunch time
every day and not to sit after lunch? To begin with, we have the. papers.
before us which have to be read properly and many of the Members here
may like to have time to go through the papers once again before entering
into the debate. Secondly, Sir, Delhi is providing us with a lot of enter-
tainments and some of us may like to attend

Tue HoNouraBrx THE PRESIDENT : I think that is the real substantial
reason.

Tne HoxouraBLe Mr. BIJAY KUMAR BASU: Thirdly, and lastly,
Bir, we are not very much pressed for time and I hope you would consider
that suggestion of mine and sit only till lunch time every day for the:
debate. )
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Trez HoNouraBLE NawaB Marik MOHAMMAD HAYAT KHAN
NOON (Punjsb: Nominated Non-Officinlj: I heartily support the sugges-
tion of my Honourable friend.

Tae HonouraBLE MRr. E, MILLER (Bombay Chamber of Commerce):
I also support the suggestion.

Tre HoNouraBLE MR. MAHMOOD SUHRAWARDY (West Bengal:
Muhammadan): I also endorse the suggestion of my Honourable friend
Mr. Bijay Kumar Basu. '

Tre HonNouraBrE TRE PRESIDENT : I am always ready and willing to
accommodate Honourable Members. However, it will all depend on the
turn the debate takes and the time it will occupy. I hope in all probability
to meet with your wishes, but I will not express any opinion just at
present and will wait till lunch time. .

Tre HoNourABLE MR. E. MILLER (Bombay Chamber of Commerce):
Bir, I should like first of all to take this opportunity of congratulating the
Honourable the Finance Member on having piloted the Reserve Bank
Bill so ably through the other House, thereby enabling the Government
to present it to us in this House in its present form, in which I may say
speaking generally it is quite satisfactory to those I represent.

I am prepared to admit that at an earlier stage there were doubts im
the minds of some members of my community as to the advisability of
attempting at such a time the establishment of a Reserve Bank. But
what far outweighs this consideration is, that if the country is to advance
in the direction of Federation, a Reserve Bank must precede that stage
and we consider its establishment is a necessity. We believe that in spite
of the difficulties that may arise it is wise that it should be established at
this stage, so that when the time comes for Federation the Reserve Bank
will have had experience in many directions and so be a well organized
allnld going concern able and ready to deal with the financial problems that
then exist, ’

I do not propose at this stage, Sir, to discuss the Bill in greater detail
but I notice various amendments have been tabled and when these come
up for discussion either one of my colleagues or I myself may have some-

_ thing to say in connection with one or two of them.

Meantime I commend the Bill to the favourable consideration of the
House and on behalf of those I represent I give it my full support.

Tre HowouraBLe Rar Bamapur Lara RAM SARAN DAS (Punjab:
Non-Muhammadan): Sir, I am one of those who arc strongly in favour
of the creation of a Reserve Bank, provided that the timg is ripe for its
creation and that it is’ constituted on right lines. As a business man I
support the principle that Government should have no voice in the day
to day administration of currency and exchange and that the banking
reserves of the country should be centralised in order to confer the largest
benefit on its people. Having been associated with the Committes which
sat in London to consider the question as also with the Joint Select Com-
mittee of the Indian Legislature which reported upon the measure quite
recently, I feel bound to say that nothing that has been said in either
place has convinced me that the scheme now before us is such would
evoke any enthusiasm in the country. ~ Why is this so, when we all
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want an independent Reserve Bank, free from political influence? In
-answering this question, I wish, with your permission, Sir, to state
‘briefly what were, not very long ago, regarded as the conditions for the
successful working of a Reserve Bank. Thev are stated in the White
Paper and are four in number. First, that the Indian budgetary posi-
tion should be assured. Secondly, that the existing short-term debt
both in London and India should be substantially reduced. Thirdly, that
adequate reserves should have been accumulated. Fourthly, that India’s
normal export surplus should have been restored.

I will not waste the time of the House with a large mass of detalil,
but it is necessary to make sure that the foundation is sound before we
raise any superstructure over it.  First, as regards the budgetary posi- -
tion. I admit that so far as the present position is concerned, the Cen-
tral Government is not faced with much difficulty. But can this be
said of all the provinces? In his statement before the Joint Parlinmen-
tary Committee on the financial implications of provincial autonomy
and federation, Sir Malecolm Hailey in dealing with the 1983-34
provincial budgets arrived at the following results: Madras, the United
Provinces, the Punjab, Burma and the North-West Frontier Province
have in all a surplus of Rs. ‘85 crores, whereas Bombav, Bengal, Bihar
and Orissa, the Central Provinces and Assam have all together a deficit
of Rs. 8'02 crores; or taking all the provincial budgets together, there is
a deficit of Rs. 2:17 crores. In the budget of the Central Government,
there is for the year 1933-84 a small surplus of *25 crores. When you
combine the central and provincial budgets, vou get a net deficit of 1'92
crores. When you take into account the proposals of the White Paper
for the future allocation of revenues and the additional expenditure due
to the reforms now under consideration, Sir Malcolm Hailey’s estimate is
that an additional sum of between 6 and 8 crores would be required. Can
we then say that the budgetary position is assured? I venture to think
not.

I have no desire to overstate the case and I will therefore freely admit
that so far as the reduction of the short-term debt and the accumulation
of adequate reserves are concerned, the Government is in a much better
position today than it was say two yeam ago. As regards the fourth .
condition, namely, the restoration of the normal export surplus of Indis,
I cannot see any cause for satisfaction. The export surplus has been
wteadily dwindling as the figures T am giving will show:

Year. Export surplus of India.

1928-29, . . . . . 86 Crores 47 Lakhs.
1929-30 . . . . . . 78 Crores 98 Lakhs.
1930-31 . . . . . « 62 Crores 5 Lakhs.
193132 . . . . . . 34Crores83 Lakhs.
1932-33 . . . . . 3 Crores 38 Lakhs.
‘The above figures were taken from the Review of the Trade of India for

the year 1982-38, page 284. I will not labour this point further as
1 shall deal with it again, but I do want to ask the House whether
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they think this is a state of things in which a Reserve Bank can be suc-
cesgfully launched. Were we free to axamine the question on its merits I
should not have any doubt as regards the verdict of the House. But
we are not free to do so, as the establishment of a Reserve Bank }ms
been proclaimed as & pre-requisite to the inauguration of responsible
government at the centre. Were we to oppose it, we should be regarded
‘a8 opposing the new scheme of constitutional reform. That I am bound
to say is o wrong position for any Member of the House to be placed in.
What we want is a good Reserve Bank and a no lesg good measure of
.ccnstitutional reform. But I fear we are going to be saddled with on
undesirable Reserve Bank in order to save & constitutional scheme in the
framing of which this House has no voice.

1 will not deal at this stage with the technical clauses of the Bill, but
only with general principles. To me it js far more important to know
what kind of men will work the scheme than to know whether the scheme
on its technical side is the last word in central banking wisdom. And
here 1 must oxpress my disappointment that the Bill before us contains
not a single feature to which Indian opinion attaches great importance.
A Shareholders’ Bunk ig thrust upon us when we would have preferred
a State Bank, or as a compromise the Stockholders’ Bank {o which
‘§ir Busil Blackett had agreed. There is also no provision that the State
might purchase the shares after n certain period, if it considers neccssary
in the public interests to do so.

It is said that the scheme hns been so framed as to ensure that the
majority of shareholders will be Indians. 1 welcome this assurance 80
far as it goes but to my mind it is not enough. What we want
is that the Bank—which really means its Board of Directors—
ghould have a  nalional outlook and should be so constituted
as to regard the interests of India as supreme over every
other interest. I am very doubtful that the scheme before the House
answers this test. The Governor General in Council will have a pre-
~dominating voice in the appointment of Directors for some time to come
and particularly in the selection of the Governor and the Deputy Gov-
-ernors, which would be the key appointments of the Bank. I might
- quote here the instance of the Imperial Bank. It is said that at least
66 per cent. of the shares of this Bank are held by Indians. Can it be
said that the Imperial Bank is national in its outlock? Do the
-shareholders control the policy of the Bank? Do the Directors,
who are aleo, it is  said, largely Indian, control the policy of
the Bank in the interests of Indian banking, commerce, industry and
ngncu!ture? What I fear is that the new Reserve Bank would become
a glorified Tmperial Bank and that the difficulties which Indian interests
are now labouring under will remain as great as ever. In this connection,
I also wish to state that we.would have accepted the measure before
us if we felt satisfied that by agreeing to it we would obtain control
-over the policy regarding® curreney and exchange. But that is by no
means assured.  The Bill vests darge powers in the Governor General
in Council. I have no quarrel with these, so long as the present con-
stitution lasts. But when responsibility for finance is transferred to
the central legislature of the future, it is only reasonable to expect that
the powers now vested in the Governor General in Council should be
invariably exercised hv the Governor General acting with Ministers.
~On this point I should like to have some assurance from the Honourable
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the Leader of the House. If you have an adaptation clause in the Con-
stitution Act, as I gather is the intention of the authorities, and con-
fer the powers, or at any rate the really vital ones, now vested in the
Governor General in Council in the Governor General alone, you will have
deprived the scheme of its only chance of proving satisfactory to national
sentiment.

I should also like to know what would be the total loss to Central and
Provincial Government finances from the creation of a Reserve Bank. I
sec this has been differently estimated by different persons. Sir Malcolm
Hailey in his Memorandum to which I referred a short while ago put
down the loss of currency receipts at rupees one crore. The Becretary of
State for India in his statement before the Parliamentary Committee
gaid that the loss would be Rs. 1} crores. I understand that the Honour-
able the Finance Member in another place gave the figure for the
maximum loss as’ Rs. 30 lakhs. I should litke to know which figure is
now the officially accepted one. Personally, I see no reason why even
Rs. 80 lakhs annually should be sacrificed in present conditions of financial
stringency, but perhaps that is the price which India must pay for
the satisfaction of the British investor, the British trader and the City
of London. In arriving at this figure, whatever it be, I presume due
account has been taken of the appreciation of our gold reserves—I mean
in bullion, not in securities—which so far as I know stand in the books of
the Currency Department on the old valuation. If we must have a
Reserve Bank now, I should prefer to see in the Bill a provision on the
lines of section 6 of the English Currency and Bank Notes Act of 1928,
under which the Issue Department would be run entirely on behalf of the
Government of India and would pay tc that (Government the entire pro-
fits of the note issue, from the verv beginning of the inauguration of the
Bank. There is no reason why the shareholders of the Bank should
derive any part of their dividends from the public funds now vested in
the Governor General in Council.

I see that it is proposed to exclude Members of the Central and Pro-
vincial Legislatures of British India—but not, I take it, Members . of
Legislative Assemblies of Indian States, where such bodies exist—-from
membership of local boards as also of the Central Board. I see no justi-
fication for such an exclusion, which, I understand, is defended on the
analogy of Austrian, Bulgarian, Esthonian, Roumanian, South African
and Swiss statutes relating to Central Banks.in those countries. In this
respect, England is not regarded as a good example for us, though we
try to adopt it as a model on the constitutional side. It would not
require much research if the statutes of all' Central Banks in existence
were pressed into service and everv possible restriction that ‘wag to be
found anywhere adopted to suit Indian requirements. It is highly de-
rogatory to our self-respect to consent to any such provision, which would
amount to saying that we cannot put aside political considerations while
discussing the affairs of a bank as members of it Board of Directors. At
any rate the Members of the Provigrial Legislatures are not in that
position, as the Reserve Bank woulm.fa central subject. I should like
to know whether the exemption in favour of Members of the Legislatures
of Indian States is based on the ground that affairs relating to the
Reserve Bank could never be discussed in those Assemblies. I see that
the exemption does not extend to salaried officials of States. In this res-
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pect salaried officialg in States and British India are treated alike. There
must be some peculiar taint with which the Members of the Legislatures
in British India are afflicted and from which the Members of the Legis-

latures in Indian States are free.

The provision regarding compulsory deposits of scheduled banks is, X
think, one which will prejudicially affect the financial position of the
smaller Indian banks, who will have to apply for membership just to
carry prestige with their clients and the general public. I should have
preferred the deletion of all compulsion and left it to udjustment by
convention. But if we must have deposits on a compulsory basis, I trust
the figures that will eventually be adopted will be lower than those we
have in the Bill before us.

The provisions dealing with monetary policy and exchange are to my
mind most unsatisfactorv. Under the scheme we may not be able to
review the currency and exchange policy of the Government for several
years.  For whenever any such question is brought up, Government
would be able to sayv that the Reserve Bank has not vet reported. as
roquired under section 55 (2) of the Bill, as in their opinion the inter-
national monetary position has not become sufficiently clear and stable
to enable Government to take up the question. This would make things
even worse than at present. We hold that the present high rupee ratio
is responsible for the depression in the export trade of the country and
we consider that the creation of a Rescrve Bank is not half as important
today as the bringing about of a very substantial rise in commodity
prices. That rise will never take place as long as exchange is maintained
at its present unduly high figure. I have referred in the earlier part of
my speech to the dwindling of the trade balance of India in recent years.
This is chiefly due to the steady diminution in the annual exports since
1928-29. TFor the year 1928-20 the exports of Indian merchandis, were
valued at Rs. 830 crores. For the year 10382-33, they were valued at
Rs. 182 crores; or reduced to 40 per cent. in four vears. The total
value of agricultural production.in 1928-29, according to figures given in
the Review of 1the Trade of India for the year 1982-33, was Rs. 1,018
crores. Tn 1931-32, it was only Rs. 536 crores, or reduced by 47'3 per
cent. Ay prices have fallen since 1931-32, the drop in value of agri-
cultural produce today wouli be much greater. What relief can we bring
fzo the agriculturists who have suffered such a tremendous loss of purchas-
ing power, when we perpetunte the verv measure which has been mainly
responsible in bringing aliout such a serious deterioration in their financial
Position? Even though mine be & cry in the wilderness I must register my
protest against the perpetuation of what the commercial, industrial and
agricultural community in India regards as a grievous wrong to the in-

terests of the country.

~ Tue HorourasLe Mr., MAHMOOD SUHRAWARDY (West Bengal:
Muhnm;nadan)_: Sir, I rise to support the Bill which, I feel, lavs the
foundation stone of a sound economic structure for our country. It is a
fact that India is the only civilisedgeountry where paper currency is still
issued by Government, and where there is no central control of credit,
nor any co-ordination of currency and credit at all. I would not like to

waste the valusble time of the House by further dwelling on this aspect
o}fj the Bill, and therefore T confine my remarks to the expression of hope
that the Reservec Bank, when working, will prove in a short time to be-
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88 beneficial as it is expected to be. Another angle from which I would
like to throw some light on the future working of the Bank is a point

-on which I can pronounce an opinion based on personal experience, i.e.,
the importance of agricultural credit.

[18tu FeB. 1934.

8ir, I come from a pre-eminently agricultural province and I can there-
fore express the feelings of agricultural classes in respect of this Bill. It
came as a great relief to them that substantial changes have been made
in the original Bill. I refer to the introduction of nine months’ agricul-
tural bills, to the abolition of a fixed percentage as regards the proportion
of agrieultural bills versus commerciul bills, und lastly to the clause about
the establishment of an agricultural department of the Reserve Bank.
The Bill, as it stands, will be in a position to help agriculturists. A word
of warning seems, however, to be necessary. Agricultural credit can, as
a matter of course, only be distributed with the help of a strong co-opera-
tive system to such ryots whose financial position is sound. This principle
necessitates strengthening of co-operative organisations and also the creation
of land mortgage banks. As long as the muhajan is not made to abandon
his usurious practices and the long-term loans are not given on a reasonably
low rate of interest. the working of the Reserve Bank in the field of
agricultural credit will be greatly hampered. I am glad to see that the
Central as well as the Provincial Governments are trving their best in
both directions, but I honestly feel that a good deal more is needed in

order tc pave the way for an even less hampered flow of Reserve Bank
eredit in the direction of the villages.

And lastly, 8ir, a few words about the management of the Reserve
Bank. The Bill, as it stands, will provide the first Governor with a great
opportunity to work the Bank in the best possible way and my request
now, Sir, to the Honourable Mr. Taylor opposite and to our Government
is to provide the Bank with the best possible Governor. It will not be a
simple task to organize and work the Bank; there will be practically
nothing to guide the first Governhor. Only a man with broad vision, with

wido experience and strong personality will be able to do justice to the
Bank and to our country.

With these words, Sir, I support the Bill on behalf of my Party in
:this Council. .

Tue HoNouraBLE SR KURMA VENKATA REDDI (Madras: Nomi-
mated Non-Official): Sir, I also rise to support the motion for the
.counsideration of the Bill. A doubt has been expressed, Slr, whether the
present is the time when a Bill of the present magnitude should be
‘introduced and this Reserve Bank inaugurated n our country. I have
thought that this Bill is a long overdue one. Ever since the Report of
the Hilton-Young Committee we hoped that a Bill of this kind would
have been passed and that the Reserve Bank would have been an estab-
‘Tlished fact in this land of ours. Two Bills introduced in 1927 and {928
were torpedoed and the matter was considered in_the Round Table Con-
ferences to which almost every one who is anybody in this country and
all political leaders of parties were invited and it was agreed there that a
Reserve Bank should be established in our country. In the World
Feonomic Conference emphasis was laid that if there should be anything
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like a real and genuine attempt to see that this depression passes over this
world of ours one essential was the establishment of Reserve Banks in
almost every country in the world entitled to any claim for civilisation.

Sir, the reason given why this Bill should not be passed is that our
trade balance has come down from Rs. 70 or 80 crores to Rs. 3 crores
in recent years. Unfortunately it is true, no doubt. But if our trade
has suflered and if our trade balance has been brought down to the bottom,
it is not because of our monetary system but because of the world-wide:
depression under which every country in the world has been suffering.
Sir, if I may. say so, on the other hand the present system, or shall I say
want of monetary system, in our country is in a way responsible for at
least a portion of the present state of trade conditions in our country.
What have we got? Here we have credit and currency divorced.
Currency in the hands of the Government; credit in the hands of the
Imperial Bank. Look at the rate of interest charged to the villagers.
Would it surprise Honourable Members to know that as much as 15 per-

cent. is being charged by co-operative societies when money is lent to the
people?

Tre HoNouranLe Rat BarapUrR Lara RAM SARAM DAS: Why?

Tor HoNoUrRABLE Sir KURMA VENEKATA REDDI: Why? Because
there is no proper guiding sauthority. That relation between currency
and credit is not available in this land and the Bill s mainly intended
for that purpose because I believe the main function of a Reserve Bank
is to correlate currency and credit. We have not got the same facilities
for credit as other countries have and this Bill, which creates the Reserve
Bank, otherwise cualled a Bankers’ Bank, this Bill will furnish wavs and
means by which credit facilities at low rates of interest mav be afforded’
to this countrv. T should therefore think, Sir, that this Bill has long
Lieon delayed and that this is the time when this Bill should be passed.

There is yeé another reason, Sir, and that is the great changes which
this country is going to see very soon in its constitutional affairs. I am
not one of those, Sir, who believe that we are getting evervthing by this
White Paper. On the other hand. T am not one of those who believe
that we are not making any advance on our present position. As one who
has worked the dvarchic svstem I can assure the Honourable Members
of this House that the reforms we are going to get, however unsatisfactorv
in many respects, will be a very great advance indeed over the existing
state of affairs. And when TIndia is seeking to find a place in the comity
of nations, when we want to have our own place in the scale
of nations, T should think, Sir, that, more than the constitutional reforms,
the financial reforms will be & great step indeed and a necessary step too.
Sir, India cannot view these things purelv from constitutional and political
points of view. I should think we ought to look at it from a different
point of view altogether. Sir, India is now connected with every part
of the world. T suppose, Sir, there is no country in the world which does
not send somcthing to India. or which does not purchase something from
India. Distances have been annihilated bv modern convenience of com-
munication and we have relationg with almost every country in the world
and if in fact we want to become part of the monetary system of the
world, a Bill like this is not onlv necessary but without it we will never
be able to take our place in the monetary systems of the world.
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Sir, I think I had better proceed to deal at this stage with some of
the arguments that have been raised both in this “House and elsewhere.
We have been told that we should have not a Shareholders’ Bank but a
State Bank. Sir, I thought that that question was practically settled so
far as this House is concerned when I found the list of amendments sent
to me did not contain any amendment on that proposition. I believe I
am correct in saying that no amendments will be coming before this
House with reference to this question,

Tue HONOURABLE THE PP;ESIDENT: There is one.

Tre HonouraBLe S1k KURMA VENKATA REDDI: I am sorry I did
not think there was. If so, when the amendment comes before the House
there will be time enough to meet it. . But what I would say at this stage
is this. This belief that the Legislatures of the country are being deprived
of opportunities of criticising, advising and asking:questions is, I think,
based upon a superficial conception of the frame of the Bill. Sir, this
question of political influence has been trotted out too much both in this
House and elsewhere and we are told both from the Government benches
snd from the Opposition benches, one side claiming that there should be
no political influence and the other side claiming that political influence
is absolutely necessary for the purpose of seeing that the Bank works in
a proper manper. But to my mind, Sir, this expression ‘‘political
influence’’ conveys no meaning. You cannot get on without political
influence either in this country or in any other country. You have got
scveral provisions in this Bill which speak of the Governor General if
Conncil and the Governor General in Council cannot altogether preclude
himself from political influence. On the other hand, Honourable Members
when they say that they are being deprived of their powers as Members
of this House are greatly mistaken because it is impossible for an organi-
zation like this to be altogether free from political influence. Take, for
instance, the case of elections to the Board. When it comes to elections
vou are bound to see that they are carried out on purely political or party
lines. You may say that political influence will be excluded because
Members will not compete or ask questions in the Legislative Councils.
But, Sir, even in matters connected with temple committee elections, in
my province at any rate, you find political influence is brought to bear
and elections are conducted on purely party lines. So there is absolutely no
fear on that ground. Both the Government on the one side and the
Orposition on the other are thinking of matters which are not of very great
conscquence there. .

Now, Sir. T shall not fully refer to the question of the ratio and I do
not know whether there is any amendment on that subject. Whether
there is or not, I would only subemit this, that this question of ratio again
is ridden hard and much undue importance is attached to tte question of
the present depression and low ievcl of prices. With great respect, Sir,—
I no doubt believe that all those who have been speaking are speaking
sincerely and honestlv with the firm conviction that a fall in the rupee
might benefit us.—but what seems to me sineular is that those very per-
sons who want this fall in the ratio opposed it when the rupee was linked
to sterling. The sterling was falling and when the rupee was linked to it,
the rupee too fell. Tt has in fact fallen in terms of foreign currency and
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e find the opposition is still there. Further, er,_wp were told the
{)iitc:: wouﬁl rise uf %nse this ratio is reduced. My submission is thzautd th?)?
again we are placing too much importance or: that matter. Nof l]ou b
Sir, that expediency of lowering the value of the currency has been odowed
in some countries and a temporary rise in prices has been witnesse an
instances have been given by the Honourable the Leader of .the Opposi-
tion in which prices did fall or rise according to the rige or fall in the ratio.
But, Sir, if it is true that in 1928-29 aud 1981-82 prices had fallen because
the rupee had been placed at a certain value,. it is also true that the
reverse had happened. May I invite the attention of the House to what
happened in 1923-24 and 1924-25? When the rupee was steadily rising in
relation to sterling our exports increased and the prices rose. In other
words, I should say that there has been this rule of the relation between
ratio and prices has not been an invariable one, but there hat:e beep
different consequences following under similar circumstances. Sir, this
fall in prices, this depression, is not the result of the mqnetary ‘system.
though the monetary system plays a very very small part indeed in those
matters. The World War, the War reparations, the War debts, the improve-
ment in the machinery and the technique which has resulted in over-
production and unemployment to a certain extent, the methods of invest-
ment, the trade barriers, all these have contributed to the present’ unfoz:-
tunate condition in the matter of depression. I believe that the proposi-
tion that ratio alone would save us is not certainly consistent with what is
happening in the world.

I shall next proceed, with your permission, Sir, to point out a few
provisions in the Bill which may be considered to be an
improvement over the original Bills of 1927 and 1928 and over
the Bill as it was introduced in the Assembly. Many of these have been
pointed out by the Honourable the mover of this motion, but I would like
to invite the attention of the House to a few more provisions. In clausge
17 there are facilities provided for the development of the bill market.
‘Sir, unfortunately in this country there is no bill market af present, and
if there is no bill market, it is impossible for any Bank or for the Govemn-
ment to control the rate of interest. No doubt, in the Act of 1928—I
beligve it is Act X of 1028—in section 20, provision was made for the
receipt of about Rs. 12 crores Ly the Imperial Bank of India with a view
to facilitate the discounting of these agricultural bills. Unfortunately,
that provision has become a dead letter. I do hope that in the provisions
that are now being made where a great latitude is being given, this bill
market will be forthcoming and wil] develop in our land with the resul$
that the Bank will be able to control the rate of interest in this land.

Secpndly, Sir, in clavse 17 (?) (a) a recommendation of the Banking
Committee on the rupee import bill hag heen accepted. Also, in pur-
suance of the recommendations of the Central Banking Enquiry Committee
in clause 17 (2)(b), agricultural bills are given nine months’ time, In one
place that Banking Committee Report recommended six months’ time, but
later on they came to the conclusion that it ought to be nine mcnths,' and

I am exceedingly glad that nine months’ time is beijno’ al
agricultural bills, l 28 wllowed to these

12 Noox.

Again, in clause 17 (17) the Bank is empowered to act as Agent to

. ; ] ] d th
Indian States. In'clause 17 (8), the purchase and sale of (govemmen:
guaranteed securities is allowed and this power ig extended to securities
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guaranteed by Local Governments and Boards. That, Bir, is a very great.
improvement and I am perfectly certain that Localk Governinents would
be very glad indecd.

Then, Sir, in clause 42 (6), the only thing that has been excluded from
these scheduled banks—I will have occasion to speak on that at a later
stage, but 1 do feel that unfortunately the indigenous banking system has
not been brought into line with these scheduled banks.

Then, Sir, we have got two provisions re!crred to by the Honourable
mover, namely, those referring to the Co-operative Societies and to the
Agricultural Branch. On that, Sir, I should like to dwell a little with
your permission. Sir, in the peginning, only one bank, the Provincial
Co-operative Bank, was allowed to be included but now fortunately not only
the Provincial Bank, but also the Provincial Co-operative Lanc Mortgage
Banks are allowed to be included. Not only that, the Local Governments
have been authorised to recommend even banks in the districts to be in-
cluded, and that is a great improvement indeed over the previous provisions,
Sir, it is important in this way, and that is connected with the next ques-
tion of the Agricultural Branch. Sir, I must confess that T am not very
much impressed with the form in which clause 54 has been framed.
Clause 54 runs thus:

“The Penk shall create a special Agricultural Credit Department the functions of
which shall be -

(2) to maintain an expert staff, ete.,

(&) to co-ordinate the operations of the Bank in connection with agricultural
credit and its relations with provincial co-operative banks, etc.”.

The first is quite all right. But the second, viz., ‘‘to co-ordinate the:
operations of the Bank'’, is rather of doubtful utility. It may mean any-
thing, it may mean nothing. Sir, the great need of the country today is:
not the help that the Government and the Bank could give to trade and
commerce but the help that could be rendered to the agriculturist in this.
country. Sir, with the phenomenal fall in prices, it is impossible to:
describe the condition of the agriculturist in the villages. Men who were-
able to spend large sums of money on a marriage and on a death occasion
are today hiding themselves in their homes unable to come cut and look
at the faces of othors in their present condition. Women who were dazzling
in their gold jewels do not appear before you in the villages because all
the gold has disappeared. Men Jdn not come out because those that have
been wearing Dacca muslins are now in torn clothes. Sir, the debt of
these people is estimated to be something like Rs. 900 crores. With the
debt pressing on the one hand and with prices so low down, they feel it
impossible to pay the Government kists and to maintain their families. I
hope T will not be considered to be an alarmist, but I tell you one thing,
and T hope Government will give some consideration to what I am saying
today. Tt is this. This country, I thought, was never capable of being
subject to anvthing like communistic ideas. The greatest guarantee for
that was that every man in the villace has an acre or two. Our holdings
are all very small. 90 per cont. of the holdings in the Madras Presidency
are Rs. 10 holdings, which means one acre of land in the delta area and
10 acres of land in the dry area. That is the only means of living of an
agriculturist for himself and for his family and children. Now, if the
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impression gets abroad, if the ryot feels that the only chance of his main-
taining himself is to be taken away trom him, because the land will be
no longer useful to hign with this heavy taxation and the low prices,—if
he feels that he is in & position to give up the land, them, Sir, the fate
of India is sealed. That is the strongest hold that you have got on the
nation of this country. Not that you cannot retain this land. qun can
always retain the land because you are a powerful nation. But if you
want to retain this land under the great principle known to the comity of -
nations, namely, that you govern the people with their consent and con-
tentment, then the only way to retain this land in happiness would be to
see that you help the agriculturists in sich a way that they no longer feel
themselves burdened with a heavy debt. If the debt is allowed to remain,
the peopls are finished. Sir, the Bank can help. In the Agricultural De-
partment of the Bank, you have left it in an experimental stage. - You say
that you will appoint a staff to give advice and that there will be co.
ordination of the operations of the Banks. Well and good. But, I beg
to submit that though such advice is essential, is necessary and is import-
ant, it is not enough. Something mcre is essential. Government must
come to the rescue and tell this Bank to orpanise itself in such a way that
it sets apart, say, Rs. 200 crores or Rs. 800 crores to purchase the mort-
gage debts. I am not saying anything about the other debis. If you
purchase at least the martgage debts and if you release these Rs. 200
croros, that will at once raise prices, because the Rs. 200 crores is not
required for current purposes, cheap money would be available and prices
are bound to risc as these people, the creditors, will no longer be able to
loan those Rs. 200 crores at I5 and 18 per eent. (An Honourable Member:
‘“Under the present Bill it cannot be done”.%a But it can be done if the
Bank stands guarantee. There were two Bills passed in Fngland in
1920 and 1930 known as the Securitiecs Management and Trusts Act,
1929, and the Bankers Industrial Development Compsanies Act, 1930.
Those are for industries, and there is nothing to prevent this Bill com-
ferring power on the Reserve Bank to give these Rs. 200 crores to the
Agricultural Banks and the Government or these Agricultural Banks them-
selves issuing debentures on the guarantee nf the Reserve Bank. If that
is done the nation will be saved with a resultant gain in trade and in-
dustry through the increased prosperity of the people. Perhaps I have
said more than T intended on this question but I may say to Honourable
Members and the Treasury benches that I nmiyself come from that class.
[ am an agriculturist though I happen personally to be a lawyer. There
are four million people of my caste, all of them closely or distantlv related
to me. They are toiling day after day in the fields without regard for sun
or rain; and for what? To sell their paddy at Rs. 2-8-0 a bag and to pay
Rs. 10 an acre to the Government. They are unable to pay even a
fraction of the interest which is due to their creditors. How can you
expect the nation to rise out of this slough of wretchedness and debt?
All these Bills are very good indeed, but the bulk of the population of
this country is agricultural—according to the last census 71 per cent.,
though it was 73 per cent. at the previous census. What are these people
to do if théy are not saved? There are no industries to which they can
turn as they ecan in Europe where they can flock to cities and industrial
centres. If he does not cultivate his land and discharge at least a portion
of his debt and 86 continiue to live, he has no other Way of living at' all.
He thust either live by his land or starve to death. The Bank can Lelp
him and in thié way. There ove, in wiy provinde ab any rate, what are
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known as Agricultural Mortgage Banks, Co-operative Mortgage Banks.
We have an apex Bank in Madras with some 50 %o 60 branches in the
various districts of the presidency Now if that Bank issues debentures
nobody will purchase them unless they are guaranteed by the Govern-
ment of India or the Local Government or Ly this Reserve Bank. My
submission is that the Reserve Bank can do that, and provision should
be made for it in this Bill. If there is anything to prevent that being
done, I would ask the Government to come to our rescue to make provision
in this Bill enabling the Bank to stand as guarantor.

Tne HoNouraBLE Mr. BIJAY KUMAR BASU: Will you consider sub-
clause (8) of clause 17? There is no mention of debentures there.

Tre HonourasLe SiR KURMA VENEKATA REDDI: Yes, I suppose
you will consider debentures are a kind of security.

Tae HoNouraBLE Mr. BIJAY KUMAR BASU: Not of the Govern-
ment of India or of a Local Government.

Tre HoNourarLE Sir KURMA VENKATA REDDI: Well, Sir, I have
not been able to follow the particular point. I have one other point to
which T would invite attention and it is a point on which the Government
of my province is very keen. You will find, ‘Sir, that the Local Govern-
ments are asked to yse this Bank as their Agent if they want to float a
loan. They are bound to issue the loan through the Bank; there is a pro-
vision to that effect in this Bill. For this reason the Madras Government
feel that there ought to be some provision for having a representative of
their own, at least on the Loecal Board. I think that when certain obliga-
tions are placed upon a Local Government it is only right that they should
be allowed some representation. Under the new constitution the pro-
vinces will become autonomous. Up to now the consent of the Govern-
ment of India has been necessary for obtaining loans. T do not know if that
consent would still be necessarv when provinces become autonomous.
Whatever the position, T think that proposal of the Government of Madras
is a reasonable one and T trust that some provision will be made to ensure
that of the three members to be nominated bv the Central Board to the
Local Boards one at least is a representative of the Local Governments.

Sir, T have only one word more to say. I have great faith in this Bill.
I do not mean to say that it is going to usher in a new heaven and a new
earth, but it does provide a machinery which if properly worked is bound
to take us far indeed towards our aim and goal, namely, the placing of
India in a position of equality with the other nations of the world in com-
merce and in trade and industry. Sir, objections have been raised and
the the Bill has been eyamined very largely from the political point of
view and many of the objections made in another place were based entirely
on political grounds, and it did not appear to me that they viewed this
measure from the point of view of its actual working. 8ir, there are
provisions in this Bill which enables Directors to call for a meeting of the
Central Board; three Directors can call for such a meeting. There is
another provision which enables them to call for a General Meeting over
and shove the Annual General Meeting, and if the Governor sheuld in any
way adopt a policy which is not consistent with' the nationsl interest it is
open to them to call that into question and a vobe of the general body
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will always have its value. Then, Bir, the Governor General, vyhose
powers are apprehended so much, has not got the power of removing a
member of she Central Board unless backed up by a resolution of a major-
ity of nine members of the Central Board. Now, if only there is unity
amongst the elected members, and there are eight of them, they must
form a majority. If those eight elected members work together I am
perfcctly certain that a policy in the best interests of the country could
be laid down and successfully carried out. I believe the day is not far
offt when India and this City of Delhi—I am sorry they have not made
Delhi the headquarters of this Bank—will once again acquire the position
which it once occupied in India of the central monetary authority at
least of this Continent.

Tae HoNourabLE MR. JAGADISH CHANDRA BANERJEE (East
Bengal: Non-Muhammadan): Sir, I should like to make a few observa-
tions on this Bill before its clauses come up for consideration. At the
outset I may say that the Bill as it has emerged from the Select Com-
mittec and the other House is a good deal improved than the one originally
introduced in the other House. But it still falls far short of the expecta-
tions of the country. T may go a step further and say that it falls far
short oven of the Bill brought before the Legislature by the Honourable
Sir Basil Blackett a few years ago. Of course, it is no use crying over
spilt milk. The then Finance Member really desired to meet the wishes
of the then Legislature and of the country as well. But the Swaraj Party
intoxicated with its command over the majority in the other House de-
manded certain amendments as a result of which the country had to go
without a Reserve Bank for all these years. Really speaking the country’s
loss is more than that. India now is under compulsion to swallow a
measure which, as I said before, is far more retrograde than the previous
one. When I say retrograde, T mean actually that the present one is a
retrograde measure in comparison to the previous one. In the present
measure &t every corner of the Bill we find the stepping in of the Governor
General in Council. Sir, in the very first speech of the Honourable the
Finance Member we heard that the intention of the Government is to
make the Bill free from political influence. I for one join issue with
them and I say that T would also like to see the Bank free from all politi-
cal influences. But the real difficulty comes in when we find that Govern-
ment in their eagerness to satisfv the Citv of London implies by the term
political influence, the influence of the Indians whether of the Congress
group, the Moderate group or for that matter any other group in this
country who may hereafter form the Indian Cabinet, if and when the
proposed constitutional reforms gives the Legislature the chance of form-
ing & ministry. In order only to avoid that political influence Government,
in this Bill, have introduced the definition of the Governor General in
Council to mean Governor General at his discretion. This Governor
General at his discretion really opens the door to all sorts of influence of
political parties in England through the Secretarv of State. The Governor
General under the new constitution will be nothing but a puppet in the
hands of the Secretarv of State and the British Cabinet which consists
2;‘ nothing but the leaders of the political party in power in the House of

ommons.

Sir, as I said before, I have no objection to see the establishment of
2 Reserve Bank really free from political influences, be it from the
Andian side or from the British side. On the contrary, as I mentioned

» 2
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before, the Bill paves the way for the political influence of the stronger
side, i.6., the British Parliament, and refusing the same privilege to the
Infiian Parliament, the weaker of the two. I think, nay, I believe, that
this sort of high-handed measures are responsible for keeping before the
eyes of India that she is a subject country and that she must swallow
what her masters desire. In my opinion it is the forcing of suck
measures down the throat of India which are chiefly responsible for the
estrangement of feelings between the two countries and to my mind such
things will only widen the gulf between the two countrjes.

Then, Sir, in ccming to the question of a State versus Sharcholders’
Bank, I do not like to go into the merits and demerits of the principle of
the two. There must be advantages in the State Bank as well, otherwise
there would not have been State Banks in so many of the advanced
countries of the world. Even coming nearer home at the present day,
even in England there is a section of British economists who desire a
change of the London Reserve Bank into a State Bank. TFurther the
assimilation of the system of a State Bank or a Shareholders’ Bank
depends on the conditions and the constitution which are prevalent in a
country. At the present moment India faced with constitutional changes
would very much like to have a State Bank as the future Indian Minister,
who would be responsible for the finances of the country, must naturally
desire to have a controlling voice over the Bank’s currency and exchange
policy, on which will depend the success or failure of his financial admi-
nistration. Taking the case of the London Bank, he will be a very bold
man who would declare that that Bank is free from the interference by the
Cabinet or the Chancellor of the Exchequer in times of emergency.

Then I come to the question of the Shareholders’ Bank as proposed im
the Bill. Sir, the value of the shares have been lowered from Rs. 500
to Rs. 100. The main underlying idea in bringing down the value of shares
was that the ordinary men of the masses may also invest in.this Bank
and the Bank will not fall into the hands of capitalistic groups or any other
particular group. But the purpose has been defeated by making it per-
missible for any shareholder to accumulate any number of shares in his
hands after the first allotment. As far as I could gather from the perusal
of the debates of the other House on this Bill, I find that Government
insisted that individuals must be permitted to purchase any number of
shares as otherwise it will interfere with the free marketing of shares
which according to the Government view is most undesirable.

Tre HovouvrasLe Siz HOMI MEHTA: Why?

Tre HoNouraBLE Mr. JAGADISH CHANDRA BANERJEE: I am
just coming to that point. I admit, Sir, that in an ordinary shareholders’
company this principle is necessary. But may I ask Government whether
they are treating this Bank like the other ordinary shareholders’ company ?
Are they giving the shareholders of this Bank all the other powers
which the shareholders of ordinary Joint Stock Companies enjoy? I ask
them whether they are prepared to give to the shareholders of this Bank
the same right to appoint or remove the Board of Directors or .the exe-
cutives as sre enjoyed by the Joint Stock Companies. Sir, if you go
through the whole length of the Bill you will never come across any clause
which gives the shareholders of this Bank the power of removal of the
Board of Direttors ‘or the executives of the Bank if they decide-on .such
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a course at a general meeting. That being the case, why only in one
respect, that is, in respbet of free marketing of the shares of the Bank,
+bring an analogy with the free marketing ‘of shareg of other Joint Stock
-Companies. Special diseases require 'special remedies. Special adminis-
trations require special measures to deal with them:. This is a special
.measure dealing with a Bank, on the good or bad administration of which
-will depend the whole financial credit of the country and the whole finan-
cial fabric of the country. Certainly, therefore, it deserves special treat-
-ment. It is no use bringing the question of the free marketing of shares
in this case. 1 make bold to say that in the name of thie free marketing
of shares Government has kept the door wide open for financial groups,
either in India or outside, to purchase the largest number of shares even,
if necessary, at a premium, for the purposes of sterilising a large number
of votes and keeping down the number of voters to a minimum so that a
few capitalist combines may run the Bank to their advantage. When I
say the sterilisation of votes probably I have not been able to make
myself clear. I may state here that the Bill has provided for two cate-
gories of shareholders, One is that group of shareholders who will purchase
less than five shares and who will not be voters. The other group will be
those shareholders having five shares and over and who will be voters.
Now the first question that crops up is whether people from amongst the
masses would come forward to purchase 100-rupee shares knowing fully
well that they cannot get a dividend of more than 6 per cent. at the most
and knowing fully well that they will have no voting rights. Xverywhere
people are demanding adult franchise and I do not see any reason why
every shareholder should not have a vote. Jf we give every shareholder
a right to vote irrespective of the number of shares he holds, then I think
the purpose of making the Bank a Shareholders’ Bank free from political
influence would have been achieved. But on the contrary what happens
is this. Take it for granted that 5O per cent. of the shares are owned by
shareholders possessing less than five shares each and therefore they are
all non-voters. By this means we sterilise a large number of votes which
would otherwise have made such men voters. Then the rest of the 50
per cent. shares may be held by ten per cent. of the shareholders holding
five shares each or it may be even possessed by five per cent. shareholders
or even by one per cent. shareholders as there is no limit to the holding of
shares by individual shareholders. Thus theoretically it is possible for a
few to dominate the Bank. I admit that in the actual working that posi-
tion may not arise. But why keep a door of evil prospect open in a
legislation. Sir, legislative measures when enacted are always enacted
in a very perfect manner leaving no door of evil prospects open. But, Bir,
to our great surprise in the present piece of legislation the door is kept
open intentionally for the ovil prospect to come in and defeat the very
object for which the Bank is made a Shareholders’ Bank, namely, to make
it free from political influences and other group influences.

. At this stage I close my remarks and before I resume my seat I would
request the Government even at this late hour to remove the defects in the
measure as mentioned before.

~ Tae HoNoURABLE SarpaR BUTA SINGH (Punjab: Sikh): Bir, I rise
to welcome this Bill which is going to give ur a ‘Reserve Bank. It wouid
be useless tow to enter into sy detailed discussion ps the matter has been
thrashed out in the Legislative Assembly. The Reserve Bank does mot
#ive ws all that we desire, but & is in'any wase a move, and a wery big
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move, in making India its own arbiter in financial matters. I would have
greatly preferred if the question of fixing the ratio were left to the
Reserve Bank. I would have also welcomed the provision for the imme-
diate taking up of the deep problem of giving facilities for agricultural
credits. These matters, I must emphatically assert, have been unwisely
left in a different stage to which I would have desired. I have, however,
strong hopes that the logic of facts will enforce decisions in no remote
future in the right direction and it is with this hope that I give my support
to this Bill.

1)

Tae HoNOURABLE MaHARAJA JAGADISH NATH RAY  or DiNAJPUR
(Bengal: Nominsted Non-Official): Sir, I welcomed the Bill at our Simla
sitting but 1 tried to make it clear that it was not so much the political
reasons behind it that made me acclaim it as a blessing. We, whose
interests are identical with the hard-pressed agriculturists in the countryside
and whose destiny is linked up with theirs in a much greater degree than
any executive action could fasten our precious rupee to the paper-sterling,
looked up to it in high hopes in the prevailing economic crisis. -Although
our wishes were, for reasons of State, not fully acted up to by the
Finance Department of the Government, their spirit of goodwill and
accommodation, as evidenced in the numerous improvements in the original
Bill, is doubtless commendable; and I for one congratulate the Honour-
able the Finance Member as well as my friend the Honourable Mr. Taylor
on the success that they have achieved so far.

Whenever I rise to speak on such difficult problems, as involved in
the present measure and the like, I do as a layman more to get a clear
understanding of the issues than to criticise. Sir, I took some pains to
note with care the different view-points that have been given expression
to since the Bill was placed on the anvil, and I may frankly confess that
the maze created is too intricate now to follow out in all its windings. I
can however freely state in the first instance that it would have been
easier for me to appreciate the Government point of view in the contro-
versy relating to a State Bank versus Shareholders’ Bank, if they had
refrained from adducing the argument of ‘‘freedom from political
influence’’. That charming expression led the Government into an un-
necessary wrangle, and put them against a monotonous eand bothersome
volley of words from the Opposition. Sir, if you will have noticed, there
has been of late a greater inclination in the country to look upon more
favourably the hammer-strokes of a straightforward politician than the
cleverly-worded phrases of a  diplomat. I noed mot repeat that my
personal leanings are towards a State Bank. I do not, of course, believe
that the Governor General will always be anxious to put in an improper
finger into the Bank’s policy; but I cannot agree to the view that India
cannot look after itself unless its monetary and banking conditions are
made healthy under the guidance of the Bank of England. No one can
deny that the business of a Reserve Bank is to all intents and purposes
a public trust; and patrticularly when it will be in charge of Note Issue
such a Bank cannot be a mere concern of the bankers, industrialists and
merchants only. The poorest man in the field is a8 much affected by the
purchasing power of the notes as the richest 'in the country. -1 may
however say -that the attitude of the Europeans, as disclosed in thie
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onnection, is quite admirable. They have openly declared that no sing
:ection among 2hem is anxious to make a corner in the shares of the Bank
or to get a preponderance on its Directorate.

The next important point that strikes me is the power and scope of the
Bank to give credit facilities towards a rejuvenation of industry, trade,
and agriculture. It was in 1890 that pointed attention was drawh by the
Wirst Industrial Conference to the paralysis of industry in rural India due
to the poverty of resources of the classes engaged in the productlon.of
wealth. It has ever been a grievance with the Indian people that banking
reform in India has not been directed to the making of the bankable
capital available for development of Indian agriculture, industry, ete.
Properly speaking, India has up to this time had no banking system. The-
whole structure of banking was really without its ‘‘crown’. With three-
fourths of the internal capital being in the hands of the Government of
India, who are primarily the bankers to Railways and Local Governments,
the banking agencies, which had the control of credit apart from the
administration of currency, could not reasonably be expected to do much
towards the solution of the greatest economic problem of the country. 1m
setting up the ‘‘crown” we all have to remember that the stability of the
monetary system so as to keep the prices at a level ensuring the economic
prosperity of the Indian produccr, and the credit policy of banks to make
capital available to him are the two objects which concern the public of
India more than anything else at this moment.

To encourage production and consumption and to help thereby in
raising the standard of living of the Indian massea ought to be the chief
duty of the Reserve Bank. The development of the co-operative move-
fhent in the right line will go a great way to quicken agricultural progress,
and the Reserve Bank can never overlook or be tardy in recognising this
all-important fact. The management of the Bank has therefore to find
out ways of such development as a greater duty that it will owe to the
country than even an highly efficient conduct of its day-to-day business.
The Bankers’ Industrial Development Company, as instituted by the Bank
of England in 1930, is only a sign-post in that line. It is really distressing
that there is ho harmony amongst all sections of legislators even in the
midst of a momentous crisis. But the wide interest that the proposal of
the Reserve Bank evoked in the country is a sure sign of our greater
economic consciousness, which somehow or other will let nothing but a
Bank of the right type function very long. The Bill itself cannot of
course lay down any cut and dried policy. But no one should blame
or ridicule those who take care to scrutinise the provisions so that they
may not act as a bar sinister to the development of a sound economic
policy. No sane man will wish it to turn into an institution for costly
economic experiments similar to some of our Provincial Government
departments, such as that of agriculture, etc.; and we know it as a fact
from the failure of the South African Reserve Bank that a Reserve Bank
is not always secure against risks and dangers.

I feel I need not go into other points now, which can be discussed
Eore appropriately during the consideration of the different clauses of the
ill.

'Tme HoNouraBLE Mr. HOSSAIN IMAM (Bihar and Orissa: Muham-
madan): Mr. President, the Bill before us is of such momentous import-
snoce. that. we. cannot really  discuss it with the ' amount of care that it
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requires without going deeply into ite merits and demerits. This Bill
has met with a barrage of constitutional objections here and in the other
place too. Some of them were condoned and some were brushed aside.
It is rather unfortunate that a measure of such importance should be
brought forward in such a hurry that proper consideration could not be
given to the constitutional aspect. ‘When this Bill was referred to a Joinb
Belect Committee of the two Houses, I felt very much elated because I
have been fighting that more Bills should be referred to Joint Select Com-
mittees than has been the case during the last seven years. (Hear, hear.)
When the motion for Joint Select Committee was made by our Honour-
able colleague the Finance Secretary, I warned him that in forming the
Committee he should see that the Committee was of sufficient importance
and independence. But I am afraid, Sir, that the Finance Secretary
did not take my warning, with the result that in the other place people
had something derogatory to say about the way in which the Members of
this House behaved in the Select Committee. I too found that whereas
from the Assembly not a single nominated Member was sent to the Joint
Belect Committee, the Honourable the Finance Secretary sent three
nominated Members from here, although we were glad to have onc of
those three nominated Members who proved a tower of strength to the
Opposition. If all the other Members had been like him, we would have:
been rather glad to have them,

Trae HonouraBLE SIR KURMA VENKATA REDDI: May I point out,
Bir, that in the other place, one elected Member said that he did not
believe in the lottery of the ballot box and that in support of the very
system of State Bank, which is: for them a guarantee against the elected
Members ?

Tee HoNourasrE THE PRESIDENT: 1 think it will e better if this
Council avoids frequent reference to the other House.

Tae Ho~vouraBLE MR. HOBSAIN IMAM: Very well, Bir. But I should
like to point out that this Bill which has emerged from the Select Com-
mittee has emerged in & peculiar fashion. Out of 286 members who
composed the Joint Select Committee, it could only find nine members to
support it in foto. Nineteen members have written notes of dissent on one
point or another, including our Honourable colleague the Finance Secretary
and only nine clauses have emerged without any, amendment. I am not
going to deal with the first point except that I wish to point out that out
of the nine members who supported it wholeheartedly, five were Members
of the Assembly . ‘ ' ' '

Tar HoNourasrLe THE PRESIDENT: Don’t you think that it is no use
now referring to those matters? It is rather too late. -

Tare HoNvouraBLe Mr. HOSSAIN IMAM: I only wanted to point out
how many elected Members supported it. If you do not wish it, it does
nop matter. Now, Bir, it is a well-known fact that the authority which
controls the erediti of a country”is the authority. which: really. sets the price
of .everything. - By ifs:apération it.csm eitbar svipe oub'all the debts ¢w: it
¢ay. double dr dreblethe . busdem of::dehts. We:hawe: the: exsmiple. uf
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Germany which, after the ware with the phenomenal fall in the Mark,
effected o very desivable and socialistie—] might even say communistic—
meastire of wipine out all the debts of the country by =0 reducing the value
of the Marlk that it beesme o difficult task 1o find ont exactly whether a
million Marks were worth o penny or more. It was the Deatseh Bank that
did it.  Our Reserve Bank too could have been utilized by ug to reduee the
burden of debt, to reduce the internal debts of the Government of India
or do other socialistic things 1f it were not bound 1o maintain o certain
exchange ratio in outside countries. It 1s that which 18 preventing it from
doing :wny usciul purpose.  We are told that we are creating o Reserve
Bank in ovder that thex may munage the curreney to the best advantage
of the country, but we put a stop to its scope.  The ordinary measure for
inercasing the price level 1s to inflate the currencey.  The moment they
start inflating the currency, exchange will tumble down but they are under
a statutory obligation to maintain the exchange. The moment they want
to decrease the price in the country and start detlating the currency,
exchange goes up, and they have got to put a stop to that. They are
hampered on all sides.  They have got no liberty of action. They have
no initiative left in the management of the currency. It is all tall talk
that the Government are giving us any scope to manage our curreney. It
may be that the Reserve Bank which is now being ereated will be indepen-
dent of Dritish influence, but it is very problematical. The provisions of
the Act muake it impossible for them to work the currency with any measure
of independence. For this reason, Sir, we on this side of the House would
have favoured a return to the position in which we were before 1927.
It will be fresh in the memory of many Members of this House that the
Currency Act of 1927 was not passed as a permanent measure. It was an
imverim measureg pending the establishment of a gold standard Ileserve
Bank, and to say now that we must aceept that ag a substantive picce of
legislation is not quite just on Indians. TFver since we came back to the
gold standard after the TFowler Commission about three decades ago we
kave had no fixed exchange ratio. Up to 1926 the position was that the
Government of India maintained the exchange at a certain  figure by
exccutive action. TIn 1920-21 when we fixed 2s. gold as the value of the
rupee, we could not maintain thit, and Government had to give it up in
six months after squandering and wasting a lot of money. But that was
not a sufficient lesson to the Government. They want again to embark
on stabilization, and so far stabilization has bheen maintained not beeause
the Government have been suecessful but because of the drain of gold
which has poured out of India and a golden opportunity of acquiring
foreign exchange in the shape of gold hag been lost by the Government
of India. We have alwavs had to go to foreign countries, create forcign
eredits and then buy gold in foreign countries for import into India. This
was donc elther through export surpluses or, as was done after the war,
by the creation of foreign eredits. But having acquired gold in the
country we could have got it in exchange for rupecs. That might have
been said to be a speculation but it would have been a suceessful specula-
tion if ths Government had embarked on it. The price at which they
could have bought in 1931 or even 1932 bears no relation to the price
which gold commands nowadays when the dollar has fallen to 5:06 to the
pound and the pound is valued at 78 franes. Tt would have been  a
successful speculation.  We could have gained more monev and in addi.
tion we would have avoided the stigma attaching to the Government that
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it does not care to retain wealth in our country. But, Sir, therg was @&
grest difficulty facing the Government. They could never have maintained
the 1s. 6d. ratio, It was to maintain that ratio and only for that purpose
that the free export of gold has been allowed. We have brought forward
Resolutions asking the Government to put a revenue export duty on gold.
Fiven the Federation of Chambers of Commerce in Caleutta last year
asked the Finance Member to impose & revenue export duty on gold, but
the Finance Department would not accept it because they knew that.
without this artificial prop the 1s. 6d. ratio would tumble to the ground
the moment a stop was put to the free flow of gold. This Bill has been
utilised by the Government not to keep the position as it was before the
passage of thig Act. They have been saying in so many words that they
did not wish to change the position. But at the moment there is no point
at which Government is compelled to buy sterling. Government is
compelled according to the Act as in force now to sell sterling in place of
gcld at a rate at the moment prevailing, but there is no point at which
Government would be compelled to purchase sterling. We aro imposing
o new law which does not exist, and still the Government says that they
are not utilising thig to alter our exchange position, and we are thought to
be utilising this as an occasion to grind our own axe. But the first step
has been taken by the Government in bringing forward a measure which
has no statutory existence up to now. The Preamble of the Bill sayg that
this measure is only an interim measure and it is not possible to determine
what will be suitable as a permanent basis for the Indian monetary
system. Well, does not the spirit of this preamble require that Govern-
ment should have no cut and dried exchange provision and do it by
executive action? Even when the Bank is created they could, by asking
the Bank to create a credit in England for them, continue to manage the
exchange as they have been managing it all these years, as they managed
up to 1926. And, 8ir, it would have been so easy for the Reserve Bank
to go on without having any direct responsibility for the maintenance of
this exchange. You are well aware, Sir, that in England the Bank of
England is operating and maintaining the exchange on the strength of
the Exchange Equalization Fund. We also know that the United States
of America have but recently created an enormous exchange equalization
fund to maintain the exchange. These two notable Reserve Banks of the
world have not been able to maintain the exchange ~without
the prop of an exchange equalisation fund of enormous
magnitude., How can we expect this Bank of ours to
maintain-it? And it is here, Sir, that we have wanbed to safeguard our
gold and, as Sir Purshottamdas in his evidence said, we wish to sit upon
it. Tt is for this reason that we are afraid that it will be impossible” for
the Reserve Bank, at the first breath of an adverse trade balance or
the stoppage of gold export, to prevent the whole thing from tumbling
down. We are afraid, as in 1920-21 when our outside resources were
squandered, that in the same way all that the treasury has accumulated
as foreign resources will be wasted and the inevitable will happen, the
exchange will fall down. In this connection, Sir, knowing the attitude.of
the House and knowing the Opposition’s absolute inability to make. any
smendments in the Bill in the face of Government opposition, I have not
brought forward any amendment. It would hawe been a:sheer waste of
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time on my part, & wasting of the time of the House and of my own
time. Therefore, 8ir, I should like with your indulgence to deal with &
few important points on which I have written my note of dissent and
which I wish to bring to the notice of this House. In this connection ¥
should like to point out to the Honourable the Finance Secretary a lacuna
which I find in the Bill. In section 83 we have laid down how we are
to value our assets in the Issue Department.  The valuation of the
agsets of the Issue Department are to be made according to certain given
rules. Gold is to be valued at a certain rate per rupee. Rupee is to be
valued at its face value. We do not find any valuation for sterling. How
are you going to value your assets in sterling? We have got a lower and
a higher point at which we are to sell and purchase sterling. But how
arc we to value the sterling which will be at the moment in the Reserve
Bank? I do not find that in the Act itself. Perhaps the Honourable
Meinber would like to make a suitable amendinent to remove this defect.
In the second place, Sir, I find in section 4 that the Central Board shall
reserve and allot to Government shares to the nominal value of so much.
But under the General Clauses Act, the word ‘‘Government’’ is defined
as meaning the Government of India as well as the Provinecial Govern-
ment. Therefore a suitable amendment here too is requisite to make
clear that by this clause we do not wish to allot to Provincial Governments
but to the Central Government the shares dealt with in sub-clause (8) of
clause 4. These are the two technical objections which I think the Finance

Secretary will himself remedy.

Coming now to the other provisions of the Bill, we were, Sir, from the
1 very beginning opposed to a Shareholders’ Bank. We wish that it
FM- should be either a State Bank or a Stockholders’ Bank. This point
has been sufficiently discussed already and therefore I am not, going to waste
the time of the House. But I should like to point out that it seems a
little anomalous that while Rs. 5 crores of the capital are going to be
subscribed by shareholders and a present of Rs. 5 crores is going to be
made by the Government of India for the creation of a Reserve Fund,
the Government of India representation should be so small. As we are
both contributing equal psrts to the capital of the Bank, Rs. 5 crores
each, it would have been in the fitness of things if the representation of
thq Government, or in other words, of other than the shareholders by
which I mean agriculturists, co-operators and people of that kind, nomi-
nations had been more. Have it in the form of nominations or electoral
colleges, .whatever it might be; but non-shareholders should have been more
substantially represented in the Board of Directors than has been done
in the present Bill.

The poiqt about _the location of the head office and branches has
been sufficiently discussed and amendments are going to be moved.
Therefore I need not deal with that point either. -

8ir, the first serious objection which I have to this measure is i
connection with clause 17. “Power has been given to the Reserve IlBaannl:
in this clause to borrow money inside the country. To me it seems a
!nt anomalous that with the énormous resources of the Reserve Bank in
(lltsﬂlssue Department, it should have to go to the open market and further
ofe lateﬁl.ae credit by taking all the money from the market in the shape

oamf(.l I am afraid, Bir, that this provision has been put. in for the
same old purpose. of sustaining the 1s. 6d. ratio. Otherwise a creator of
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'wealth does not require any loan operation in ‘India.- I -think the Gpv}.-
ernment have rightly given the Bank the power to. ;talge loans outgide
the country and the Bank would 'be perfectly justified in doing so. It
will be called upon to finance Govérnment expenditure in England and
they may not be in a position to get éxchange facilities and they would
have therefore to get credit facilities outside. But the power to‘borrow
‘money in India can be utilised for two purposes. One is to give the
Imperial Bank a chance to mdke money which they cannot do in ordi-
pary circumstances. Whencver the Imperial Bank have surplus money
‘the. Reserve Bank might take it on loan and pay interest on it; otherwise
perhaps the Imperial Bank would not get interest. This is very un-
important. I do not think this is the main idea. The main idea seems
1o be to furthar deflate and thereby strengthen the exchange whenever it
starts falling down. Therefore I take strong objection to sub-clause (14)
of clause 17. '

Now, Sir, as far as the other portions of the Bill are concerned, I have
noted in my minute of dissent that we have accepted some of the provi-
sions of this Bill as a mere matter of compromise although we did not
agree and did not feel that it was the best measure that we could
possibly have; but as there was a prospect of a compromise we accepted
those provisions. I am referring to the provision relating to Rs. 40
crores of gold holding. When we asked that the entire gold holding of
the Government of India should be transferred to the Reserve Bank
the Government very kindly agreed and said that it was their intention
always to do so; but when we wanted that the whole of it should be ear-
marked as a reserve which should not be touched except as a measure of
last resort, Government could not agree; and as a compromise it was
suggested that in the place of Rs. 85 crores which was in the -former Bill
it should be Rs. 40 crores. That decision meant that the Government
00 should have accepted this. I am very glad that in the other place
the amendment of the Government was not carried. In my note, I have
drawn attention to the fact that the Reserve Bank will be practically
debarred from sustaining our credit in London because they are not
authorised to keep in their Issue Department assets, internal or external,
the Government of India sterling loan securities; and it is an admitted
fact which has been thoroughly well found in practice that Reserve Banks
concentrate on interchangeable securities. Even in the Central Banking
Department they have a very small proportion of such asset which they
held in the Issue Department, because the only advantage of joining the
central banking and currency functions in one authority is to co-ordinate
the two and this co-ordination could not work unless the securities of
the Central Banking Department were such that at a moment of stringency
they could be transferred to the Issue Department so that they could
tide over the difficulty. Being s Bankers’ Bank, they could not fall
back upon others to support them; they will have to support others and
therefore it is eminently desirable and necessary that their assets should
be liquid and interchangeable. I ‘tried my level best in the Committee
%o make this important amendment, but fajled. - ¥ is up to the House
now to see if they can accept it. They may accept it ‘ot they may nok.
But it seems necessary, I am suré that even the working of this Bl
il ghow the ‘Governiment itself fthdtf'& 1& degirable that o ére?'t‘éh’ou’ld

“pustainéd i’ Prgland T will-be “fhesh 'm' {h4" mibrotied’ of thost' of
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is House, and they can recall that when the Govern-
g‘lgn%{gg);)&s :faghl;er cent. loan. in the beginning of the suminer of last
year, within eight days they had to float a loan in sterling in .Englaqd at
2 per ocent.,—at & higher rate than they could get facilities in India,—
with the result thet the 84 per cent. loan went down and it has not yet

recovered to its old position. 4
Tne HonourasrLe Mr. BITJAY KUMAR BASU: What was the ruling
rate in England then?

Pug HoxouraLE Mz. HOSSAIN IMAM: The ruling rate was 8% pet
cent. for English loans. Now, Sir, I have already .stated that I object to
the inclusion of the exchange provision in the Bill. And I would like
that we should have no provision of this nature and we should not restrict
the Reserve Bank to maintain the exchange, because it would be too
great a burden to place on its ghoulders. When the non-official Member
from Madras was speaking he took us to task for objecting to the link.
ing of the rupee to the falling sterling although our idea was to make the
value of the rupee full. Perhaps the Honourable Member did not realisé
that our objection was based on the fact mot that it is not falling but
that it is not falling sufficiently fast and not to a sufficient extent. Theé
American dollar has appreciated. Then they went off the gold standard
and then in a sliding scale it came down until it was on a parity with
sterling. But they were not contented with even this. They went back
and had the gold contents reduced by 40 per cent. so that now they
are below the old parity and at 5°07 whereas the original rate was, I
think, 4'84. There is a fall of 5 per cent.

Tre HovourasLs Sin HOMI MEHTA: Have you any idea ab what a
sacrifice America did it? They lost about 8,000 million dollars to acquire
that. Would India ever be able to stand that amount of loss to get it?

Tue HoNouraBLE MrR. HOSSAIN IMAM: They have gained in other
ways. You have seen 2,400 million dollars have been added as increased
valuation of gold in the holding of the Federal Reserve Bank. That has
guashed the enormous deficit of 1,700 million dollars and has resulted in a

surplus of about 800 or 900 million dollars. Thst is the gain they have
made out of this.

In addition to this, Sir, I was pointing out our objection was that
the fall ig not rapid enough and the second objection that we had was
that no country in the world has after the war increased its parity with gold
except India which before the war was on a parity of 1s. 4d. with gold but
after the war it went up to the 1s, 6d. And now our relation to sterling
is not on the old basis of 1s. 4d. which has heen hallowed by more than
a quarter of a century, but at 1s. 6d. It was for this reason that we
objected, and we object now. And it was this reason that when England
went off the gold standard, our Finance Member by an Ordinance did the
very thing which we are now asking the Government to do. Then for
one day the rupee had no gold basis and it was not linked to sterling. We
have been hammering at it times out of number and asking the Govern.
ment to do what it did on its own initiative and without interference from
oqpmde.; Tt is for this reason that we object to the linking of the rupaee
t0 sterling. England hags tried to evaluate the rupee to meet her owm
demands, Fngland has got a difficult position -to. maintain, - She is. ‘8

créditor country. ' She Has investments outside and she is a manufacturing
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country, She is interested in selling things cheap but she does not wish
10 lose all the profits accruing from her investments abroad. For these
two reasons they let prices fall to a certain level and then vried a halt and
stopped the fall. We have seen, Sir, that in France the pound has been
bobbing up and down between 77 and 84 francs, They have not yet
made up their minds what will be the best policy. Just in the samg way
we think that we also require that we should have an opportunity to find
out what is to the best interests of India and we should allow it to fall
to that level. We should not be made to run with the pound and bob
up when it goes up and down when it goes down. That ig harnful to the
interests of India too and harmful to the agricultural credit.

Then our friend took us to task and asked whether this devaluation
of the rupee in terms of gold has caused the rise in prices of agricultural
commodities. There, Sir, I should like to point out that it is only a
comparative statement of rise and fall that we possess, If he will look
at the gold standard countries he will see that the process of falling prices
is still continuing. The fall in prices has not stopped in France and in
the gold block of Europe. Then we see that even the stationary condition
that we are maintaining in India is a blessing and is simply due to our
going off the gold standard in India. Then our friend made a very pathe-
tic and moving appeal and gave a grave warning to the Government which
Government would do well to take heed of, coming as it does from a person
like my Honourable friend. It is not an idle boast, and does not suffer
from the exaggeration which the Opposition are supposed to be habituated
to. It comes from a friend of Government and onc who has served it
very well. Their difficulties cun best be helped by devaluation. As my
Honourable friend said, the burden of debts should be lightened. How
better can you lighten the burden of debt than by reducing the value of
the coinage that has got to be paid? The silver rupee in which the
debtor has got to pay now is valued ab a certain figure. If you decrease
ihe value of the rupee you will be materially helping the agriculturist and
that will be the best help that you can give because India as a producer
of raw materials should have her produce sold in foreign countries at prices
ot which we can undersell our rivals, Japan is doing this. How is Japan
-able to maintain her prices so low in India now? We have devaluated
‘the rupee, we have left the gold standard, and so has Japan, but if we had
8tood at the same level with the yen as when we were on the gold standard,
it should be at Rs. 180 to 100 yen. That was the old parity. They have
now come down to Rs. 80 or even less to 100 yen.

TreE HoNouraBre Sik HOMI MEHTA: What is the Budget loss?

Tae HowouranLe Mr. HOSSAIN IMAM: The Budget loss would
have been made good. It has always been said that our burden of outside
debt will become heavy when the rupee is devalued. Thig is fallacious.
The moment you devalue the rupee, T know that you will have to spend
more crores in the payment of external debts. But we will be receiving
more crores in the shape of customs duties. Automatically the price of
imported articles will go up in the samg proportion, with the result that
we will strike a balance. Rupees 45 to 46 crores is the amount which my
Honourable friend will be receiving from customs in this year which is
nbout to close. He would be receiving Rs. 52 crores if we had ls. 4d.
%0 the rupee.
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Tae HosourasLe S HOMI MEHTA: The present policy of the
country, Sir, —

Trg Hovovrane Mr. HOSSAIN IMAM: I am not going to give way.

Tug HoNourasre Sir HOMI MEHTA: The present policy of the
country, 8ir, —

Tre HoNouraLk THRE PRESIDENT: Order, order. You will have
your own say in your turn,

Tae HonourapLe Mr. HOSSAIN IMAM: Then, Sir, as tega.rds‘the
present policy, India has got to finance its needs. There are two kinds
of imports and exports, visible and imngnble. We have to pay-an enormous
smount to England for England’s invisible exports to India in the shape
of the demand for pensions and for interest on debts. _Tha.t demund is
not financed by book transactions. It has been the practice of the world,
Sir, to pay back in goods. That is one reason‘why Germany could not
continue to pay the war debts because the creditor countries put restric-
tions on the export of German goods. Therefore, the German Governmen?
proved that it was impossible for them to pay back. As an Honourable
Member of the Assembly very wittily remarked, the balance of trade of
the world is zero. Taking the visible and invisible balance of trade, this
ig perfectly true. We have to pay this amount. We cannot pay it
unless England or the rest of the world tokes goods from us. But now
we pay by means of this gold. I cannot say how long this gold drain
will go on. There is no doubt that India has got enormous quantities of
gold.” The amount that has gone out is not even 50 per cent. of the gold
which we have accumulated during centuries. With all this, Sir, it is
rather strange that of all the countries in the world, we should alone be
the seller of gold, while most others, even those who have gone off the
gold standard like England, are buyers of gold. Now, the Bank of
Tngland has increased its gold holdings since September, 1931, by an
appreciable percentage. Our Government in India with this gold which
it could buy on any day in the internal market does not come forward
to buy. I was pointing out, 8ir, that by devaluation my Honourable
friend will be materially helping the agriculturist and deferring the danger
which he sees of communism into this country. The prices have fallon so
low that the agriculturists find it difficult to meet their day to day
demands. All this distress gold hag gone out of the country to meet not
the capital expenditure for which it ought to have been utilised, but to
meet the dav to dav expenditure. Now, when that capital is exhausted,
when the agriculturist finds that he has got no more gold ornaments to
rell, what will he do? Ha has got to pav his bunya and his landlord. He
has got to pav to his Government and a host of others, for services
rendered to him. There is a Persian proverb,

"« Her ké dust az jan bé shoed,
Her cha dur dil darud bé goed "

i.e., ‘A man who becomes desperate does not stand on ceremonies. Ha
poes to thﬁ ver:t l;:uack f:ﬁ the 'rebn;edy all:ihough he knows that he is a
quack.”” But still, something in better than nothing and some remed
will bo taken wheiher it is good, bad, vr sell. mey
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Tae HonourasLE Sk HOMI MEHTA: Last week’s shipment was
Rs. 5% crores in gold.

Tae HonouraBLE THE PRESIDENT: Order, order.

Tae Honourasie Mgr. HOSSAIN TMAM: My Honourable {friend
pointed out that a lower exchange would not help us and that that is no
cure for our ills. I admit that it is not the only cure. It is one of the
cures and a National Government would have taken it as the first step
in a programme of co-ordinated co-operation. What we require now
is some sort of guarantee for agricultural export. But Government
cannot find the money. We have got to get it. One of the measures is
deflation which will add something more than Rs. 385 crores to the
value of the Issue Department in the shape of the increased gold value
and in the shape of re-valuation of our sterling acquirements. 1f we go
back to 1s. 3d. paper sterling we could have Rs. 42} crores of
addition to the surplus with which to finance these beneficial measures
as the United States has done just now. Japan by its deflation has
ousted all its rivals outside as well as inside. We have been compelled
to bring forward measures of additional taxation against Japan and the
measure is still under consideration in the other place. ~We have
had to take sction against Japan about these textile goods and
other things, because they have made it possible to sell things cheap in
the outside market and still get a sufficient amount in their own country
to meet their own expenditure. I should like to remind my Honourable
friend that lower exchange was accepted by the British Government
itself and it was the British Government which gave to the world a lead
in lowering the exchange. They were the first to go off the gold standard
among the major countries of the world and it is on their example that
we are going and wish to go.

Tee HovourasLe Sik KURMA VENKATA REDDI: Would you make
a token payment?

Tae HonourasrLE Me. HOSSAIN IMAM: If it were possible to make
a token payment we would. While I am on this point I should like to
mention one special item. I have set in my note of dissent, and I have
stated that I should have liked that the surplus profits of the Reserve
Bank which are going to be given to the Government of India should
be paid back to the Government of India in the shape of sterling loans
serips so that we can have a sort of Debt Redemption Fund. This should
be ear-marked for the redemption of debt. Our experience has been in
the last six or seven years that this debt redemption fund has been in
existence, it has never been utilised to reduce our sterling debts. It has
been used no doubt to pay back whatever it was compelled to pay back
out of the railway annuities and certain other fixed charges in the terms
of the loans in which it was said that such and such an amount will be
pa}d back each year; but the rest of the money has not been utilised for
this purposc. Therefore I wish to earmark all the profits that would
accrue to the Governor General in Council from this Reserve
Bank for the cancellation of sterling debts so far as the amount
available permits. . By this means a definite programme of debt cancella-
tion in England would be set up, and what would have been even better
than that, our credit would have been very much better sustained and
we could have borrowed money -at ¢heaper rates of interest if we had the
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power to purchase in the open market. As you know very well, it is
axiomatic that when Government operates in the open market, that at
once reduces the rate at which accommodation can be had.

I had wanted to go a step further in connection with one measure
which the Honourable Financial Secretary specially mentioned, namely,
the convertibility of notes. No doubt India is & conservative country and
it likes to stick to old formulas. But we know how difficult and trouble-
some it has been to maintain two sorts of token coins, one a paper note
and the other a silver note. I had thercfore asked that this opportunity
should be taken to make the rupee, instead of the unlimited legal tender
which it is at present, into legal tender up to the sum of Rs. 100 only.
That, while safeguarding the convertibility of the notes, would have the
effect of reducing the popularity of the rupee to & certain extent, and
thereby we might help materiallv the Government and the Reserve Bank
by making the notes more popular, as they would remain unlimited legal
tender while the rupec would be handicapped. That would have gone a
little step towards reconciling the Banking Enquiry Committee and Hilton
Young Commission’s suggestion, that we should try not to stick to the
convertibility of notes into rupees.

Now, 8ir, about the Agricultural Credit Department ——

Tue HoNourasLe THE PRESIDENT: How much more time are you
likely to ocecupy?

Tre HoNouraBLe MR. HOSSAIN IMAM: About half an hour.

The Council then adjourned tili Eleven of the Clock on Wednesday,
the 14th February, 1934.





