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I.EGISLATIVE- .ASSEMBLY 
Friday, 28 February, 1947 

The Assembly IHet in the Assembly Chamber of the Council House a.t Five. 
of the Clock in the Evening, Mr. President ('1'ho Honourable Mr. G. V. MavB-
llollkar) in the Chair. 

THE BUDGET Fon 19-17-4R. 
The Honourable IIIr. Liaquat AU Khan (Finance Momb'lr): Sir, it is my 

p..-ivilege to place before this House the firs!: Budget to he pre3ente~ by 
an Indian Finance Member. I a'll d eply "(m!lc'ious of the importance 
of the task that has fallen to me and it will be my endeavour, so long 

-as I hold this portfolio to promote in every way I can the economio 
prosperity and well-being of this sub-continent and of all sectio~p Of its 
population. It will be my particular endea.vour to r.:!dllce, to tllfl. maxi-
mum extent possible, the glaring' disparities that exist to-day between the 
income and standar!ls of life of the wealthy classe~ and the vast multitude 
of poverty-stricken masses, and to contribute to the best of my ability 
to the improvement of the lot of the common man. In taokling tbese 
tasks, which have so far receive~ ina.dequa.t~ attention, and whioh require 
all the time and effort that we are a.ble to devote to them, I hope ~ a matter 
of fact, I am confident, t shall have the support of aU sections' of this: 
House and of the public out-side~ . 

2. I do not propose to dwell at any length on the developments iIi this 
country or outside in the interval since my predecessor presen.ted his bud-
get to this House~ Although it is over eighteen months since the end of 
hostilities and statesmen in ""all countries have striven unceasingly for peace, 
the prospect of a just and lasting settlement seems as far away &Sover . 

. while the rehabilitation of countries devastated by the war is 
proceeding with painful slowness. In our own country, as in other coun-
tries, the year that is closing has been a difficult year of transition. It'ieed 
not dilate on the changes in the political field,as the events leading to the 
Visit of the Cabinet Mission and the establishment of an Interim OovernJ 
ment. at the Centre composed of the representatives of the two majQr poli-
tical parties and the minorities and the Statement of His Majosty's Gov-
ernment of the 20th of February must be fresh in the minds of Honour-
able Members. These are momentous developments, especia.lly the .1'e-
cent statement by His Majesty's Governrnent decladn! their intention 
to transfer complete power. to' the peoples of India not later tha.n June 
1948. It is yet too early.to envisage olearly all the changes foreshadowed 
by the sta.telnent, hut this much is certain that the resilonsibility for 
shaping the futllrJ now rests entirety in our own hands. And ,vhiie we 
may weY feel elated at the prospect of the freedom that awaits l1!! we 
must not forget the hJavy l'espo!18ibility that lies on our t:houlder.i '.0 
ensure that the tran~ferenoe of power from Briti~h to Indian hauds' is 
effected peacefully and that the freedom that is achieved is true freedom 
for ali the peoples of this vast sub-continent. 

In the economic sphere, the progress in the retul'l) to peace time con-
ditions has not heen as rapid or 8.S smooth as could havo been wished. 
Although the deflationary tendencies, which at one time were expected to 
manifest the~.selves soon after the end of the war, have happily not materia-
lised, the transition to peacetime economy has been slow and' hAlt,in~. 

( 1:115 ) 
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Inflationary trends have oontinut'ld to persist and pdcesare still running 
high. The war-time shortage of COllsumer goods has not yet been materially 
alleviated, in HI·ita of a large expansion of imports, as JnternaI product:on 
has been unable to fill in the gap between the huge pent-up demand 
left over from the war years ~nd the available supplies. Production haa 
been hampered by the inevitable dday in obtaining capital goods in a w.orld 
clamouring for them after the widespread devastation of war, by labour 
unrest and strikes in the co~mtry, by persistent diflic1,1lties in the 
rehabilitation of the transport system and by the terrible and tragio 
happenings in certain parts of the country which have not only marred the 
fair llame of India but brought untold hardship and misery to large sec-
tions of the population. In addition to all these difficulties, in themselves 
formidable enough, there has been the continuous anxiety about ,the food 
position in the country whose normal shortage had been immensely aggra-
vated by the failure of the rains in Soutb India and parts of the North 
and the consequent threat of famine. We have fortunately staved off 
disaJtter thanks to the generous, but still inadequate, imports of foodgraina 
from overseas and the stringent rationing over wide areas of the country. 
but the position stiJI .. continues to, ('ausa grave anxiety and cannot' but have 
a hampering effect on the recovery of the country. . 

Wit.hout a measure of assurance about the shape of the future con-
stitut.ion, it is not easy to formulate any long term economic or financial 

. plan and tht· House will appreciate the difficulty in which anyone in my 
position is placed in the circumstances. In view of the latest announce-
ment of'His'Majesty's Government the coming year is bound to be full of 
intense political activity, and what will occupy men's minds most will be 
the prospective constitutional changes. But it doe" not follow that we 
.hould merely ma.rk time till the constitutional issue is settled. With-
out in any way prejudging or prejudicing that issue, we can, and have 
to, go forward i\l tackling the urgent economic problems of this sub-con-
tinent and in raising the living standards of its peoples. The present in-· 
ftationary trends have to be kept in checf and provision made for main-
taining the level of employment and production when deflationary trends 
manifest themselves as they are almost bound to sooner or later. Pro-
duction has to be fostered and developed, the cost ofliving has to be reduced 
and, within the availa.ble resources, plans for the social and economic better-
ment of the people at large have to be implemented. In short, poverty has 
to be attacked on every front. I shall do all that lies in my power to 
a!!sist in tackling these problems. 

Before I go on to deal with the estimates I must express my regret to 
the House that it has not been possible to present this Budget in the usual 
deta.il.' The -reason is that Machinemen and Lino operators in the New 
Delhi Government Press have been on strike during the period crucial for the 
printing of the Budget documents an~ we have had to restrict our demalld-
for printed matter to a minimum in consequence. I would like to men-
tion that the Government P.resses have been on strike Intermittently since 
March 1946 in spite of ever increasing concessions coveri':~g shorter hours 
of wOl'k, reduced stllndard of work measurement, more holidays; increas-
ed rates of Dearness Allowance. iniproved pensionary benefits and interim 
financial relief; the last of these being still further increased in January 
1947 to cover the period from the 1st January 1945 to the 31st December 
1 l/46 at he monthly rat!> of Re. 8 to industrial workers in the Presses on 
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basic pay below Rs. 40 a month. In spite of this exceptionally' generoWi 
treatment, the Press employees again struck work early this month with 
resultant dislocation at a particularly critical period for the Govel'Illllent 
and the Legislature. The strike terminated only on the 24th. of this mo~ . 

. FINANCIAL YEAR, 1946-47 
Revenue 

3. I shall now proceed to a brief review of the financial position in, 
the current and the ensuing years .. 

The revenue receipts for the current year are now estimat.ed at Rs. 
336' 19 crores an improvement of B.s. 29' 66 crores over the hudget. 

Customs receipts are expected to improve by R8. 23'02crores partly ... 
a8 the result of larger imports made possible by a general easing of the sup-
ply and shipping position and partly to the imposition of export duties on· 
cotton and tea and the enhancement of the export duty on jute. Under 
Central Exeises, however, we now expect to realise only Rs. 42' 78 cr01'e8 
against Rs. 44' 32 crores taken in the budget. Under Income-tax we 
anticipated a total yield of Rs. 149' 2§ cr01'eS, Rs. 75 crores 011 accolHlt of 
E.P.T. and Rs. 74' 25 crOI'eS on account of ordinary collections. We now 
estimate that the collections will amount to Rs. 72 crores on account of 
E.P.T. and Rs, 85 crores on account of ordinary collections. 'fhe divisible 

·.pool of income-tax is now estimated at Rs. 69' 81cr01'es and the Provincial I 
share, after aqjUl~ting an oycrpllyment of Rs. l' 28 crores laHt year. 
at Re. 29' 87 crores. 

The revE'jlue from the Posts and Telegraphs Department was plaCt'd 
at Rs. 31'15 crores, an improvement of Rs. 57 lakhs over the budget. 
But working expenses will be Rs. 4 crores more owing to the grant of in-
terim concessions to the staff following the strike last s'mmer and the award 
of the adjudicator appointed to enquire" into their disput· with Govern-
ment. In the result the net surplus is expecte<l to be Rs. 4' 7S c!oree· 
against Rs. 8'33 crores estimated in the budget. 

The Railway contribution is now taj{en at J;ts. 5'61 crores against Rs. 
7' 36 crores taken in th" budget .. 

Expenditure 
4. Defence Sermces ,-Followmg' the practice introduced by my pre-

ciecessor last year, I shall confine my remarks on the Defence ServiCCB 
to. matters of policy or major financial interest, referring the House to-
the Explanatory Memorandum for fuller information regarding the acti-
vities of those services. . 

5. The original programme of general demobilisation which stanad! 
in October 1945. has been largely adhered to but some retarda.tion was· 
necessary in the latter part of 1946 owing to internal disturbances in the. 
country. Nevertheless the process of releasing personnel from the Services; 
under that programmf' will b9 nearing completion by the beginning of the 
budgetary year .and it is antioipated that the provisional demobilisation' 
target will be reached by about the middle of that year. On the 31st 
December 1946, the total numbers released since the commencement oi 
demobilisation were army 1,187,000, navy 20,000 and air force 18,000. 
This. in the difficult oondi~ions obtaining dmillg the Y1lttr, repro~(Jnts a. 

. notable achievement. 
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6. One even! or ("dusidera.ble general interest whioh may eventually lead 

to some reduction in our defenoe budget is the setting up during the year 
of the Armed. Foroes Nationalisation Committee under the ohairmanship 
of the Hon'ble Sir N. GopalaswamiAyyangar, whioh, &B its tJt1~ implies, 
is to enquire into ways and means of speeding up the replaoement of non-
-Indian personnel by Indians throughout the Defenoe Servioes. Considerable 
progress has already been made towards this goaJ, and it is hoped that the 
deliberations of this Committee will result in its early attainment. 

7. The budget estimate for the Defence Servioes for 1946-47 was Rs. 
245' 34 orores and the revised estimate is Rs. 240' 11 orores. The deorease 
is due mainly to the receipts aooruing to India from t~e sale prooeeds of 
American surplus stores as a result of the Washington Lend-Lease Agree-
'ment to whioh, I refer elsewhere in this speeoh, and to an overestimate in 
the budget of India's liability for stores. These faotors were offset to 
tIOme extent by heavier expenditure caused by the retardation of the rate 
'of general demobilisation already mentioned, and heavy alTear payments 
on acoount of Reoiprooal Aid to the U.S.A., ohiefly relating to the supply 
of raw materials and compensation for damage to tea gardens requisitioned 
for the U.S.A. forces. 

8. Civil E8timate8.-The revised estim:ate of civil expenditure is RB.! 
143' 36 crores, an increase of Rs. 32' 35 crores over the budget. 

The reasons for the variations under individual heads resulting in this I 

net increase. are given in t"'e Explanatory Memorandum aooompanying 
the Budget Statement and I propose to mention here only the more im-
portant factors leading to this inorease. The subsidising oj. imported 

. foOdgrains supplied to Provinces and Centrally administered areas to 
avoid disturbance·to our iIJtemal prioe structure, whioh was deoided upon 
after the budget was framed, is expeoted to cost Rs. 20 crores. The in-

. terim concessions sanotioned during the year to the low paid staff on ao-
-count of the cost of living are estimated to oost Rs. 2 orores. There is a special 
provision of Rs. 3 crores ullder Civil Works for the olearanoe of outstAnding 
liabilities for supplies. Ex~nditure on the Tribal Areas is expeoted 
to show an- increa.se of aboutRs. If crores mainly due to 1Ldditional ex-
penditure on works, the expaDBion of certain levies and the embodiment of 
fresh levies as part of the soheme for the gradual replacement of the re-
gular Army in Frontier Defenoe by Civil Armed Forces. A payment of 
Rs. 2! crores has also been made during the year to the Government of 
Nepal in commuta.tion of part of the' annual present to that country for 
war services, to be utilised on development schemes suoh as hydro-eleo-

. tric. projects of lUutual benefit to both India and Nepal. Owing to addi-
tional expenditure on disposals and the slowing down of the paoe of its con-
traction, the expenditure on the Department of Industries and Supplies 
is expected to be about a crore more than the origina.l estimate. These 
special ltems account for nearly Rs. 30 crores of the net ill(~rease over the 
budget estimate. The balance is aocounted for by increases spread ov~ 
a number of heads mostly on the expansion of departments, purchases 
·ofadditionalstores and so on. The ·exoess would have been somewhat 
larger but for the saving of Rs. o 4 orores in the provision for resettlement 
due to the~lowing down of demobilisation and the time taken for the f~­
mulation of the necessary plans. 

9. To summari8e the position.-The current year's budget provided 
for a revenue of Rs. 306· 53 crores and expenditure charged to revenue 
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ofRs. 354'78 crores leaving a deficit ofRs. 48'25 crores. Revenue receipts 
are now estimated at Rs. 336'19 crores and expenditure charged to revenue 
at Rs. 381'47 croresleaving a deficit of Rs. 45'28 orOl'eS. 

10. Before I go on to deal with the estimates for the coming year, I 
should like to advert briefly to one or two important points affeoting 
Central expenditure in which the House wi1l be interested. 

11. 'l'he sudden cessation of hostilities in the East created two major 
prdbJems which had to be given immediate consideration, viz., 

(a) the cancellation of the pending demands for warlike stores, 
and 

(b) the transition of industry from war to civil production. 
The expeditious reduction of the outstanding demands was necessary' 

not only to prevent the accumulation of unnecessary .sto'cks and to limit 
Government's financial liabilities to the minimum but also to release 
India's limited resources of productive capacity and essential raw mate-
rials for civil production. Two committees have, accordingly, been set up 
to finalise the reduction of demands before the end of the, financial year 
and satisfactory progrllss has already been achieved. Cancellations of 
contracts to the value of Rs. 50 crores have been effec~ed to the end of 
December for the payment of compensation of only Rs. 34 lakhs. 

A Development wing has also been set- op in the re()onsti~uted De: 
partment for Industries and Supplies with the immediate task of assist-
ing reconversion of industry from war to civil production by according 
necessary priorities, transport and other production facilities. 

In the course of the year, a Technical Mission was brought out from, 
the U.K. to advise the Government ofIndia on the establishment of aircraft 
manufaoture in this country. In accordance with their advice, the 
Hindustan Aircraft Factory at Bangalore is being reorganised to undertake 
the manufacture of aircraft as well as railway coaohes. 

\' . 
Disposal8 

12. The House will remember that mention was made in the Budget 
Speech last year about the deputation of two senior officers to America. 
to settle the financial issues arising out of Lend-Lease and Reciprocal Aid· 
and the transfer to the Government of India of the stocks and installa-
tions accumulated by the United States, authorities in India during the, 
war and now surplus to them. A delegation went to Washington for 
this purpose last April and a satisfactory settlement has been reached 
with the United States Government. Under thiH agreement, all outstand.- • 
ing claims arising out of Lend-Lease, Reciprocal Aid, United §tates owned 
surpluses and aJ,I other claims arising out of the war have been cancelled 
subject to tqe condition that if the sale proceeds of United States owned 
surpluses, after deduction of customs duty, exceed the equivalent of 50 
million dollars (equal to Rs. 16'7 crores) half the excess proceed<; should 
be paid to the United States authorities in rupees to be spent by them 
in India only on the acquisition and improv,ement of real' propert , tl e 
flna.ncing of agreed schemes of cultural and educational interest to· 
the two countries and, if any balance is left, for defraying the govern-
men~l expenses of the United States in this country. Vigorous steps 
have been taken to feed the surpluses so aoquired into the main stream or distribution. The total sale proceeds of the surpluses are likeJy to, 
exceed 50 million doUars. 
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In addition to these Amerioan surpluses, considerable quantities of 
·stooks held by the defenoe authorities have become surplus to the require-
ments of the armed forces as a result of the end of the war and subsequent 
-demobilization. It is fully realised that the expeditious disposa~ of all these 
·'Iu.rpluses is not only in the finanoial interests of Government but also of 
-the utmost importanoe to the eoonomy of the oountry, and every effort 
is beiugmade to ensute that no avoidable delays oocur in dealing with 
them. 

13. A problem -similar to that of the disposal of, surplus stores has 
·,aJSO arisen in the case of the Ordnance and other factories set 
up· during the war to meet the demands by Defence Services for Ordnanoe 

.and other stores. Thirty-six suoh faotories were established and the re-
tention of many of them has been found to be unnecessary-with referenoe 
to India's post-war requirements. An expert Committee WitS, therefore, 
set up to report on the f!ltule of these factories. In accordance 
with the recomml)lldations of thiii Committee it has been d&cided to retain 
.and regroup 15 factories as the peace time Ordnance' establishment 

land to dispose of 21 faotories, mainly Clothing, Harness and Saddlery 
Factories, as an integral part of our policy to divert capaoity from war to 
peaoe production. Again, as the peaoetime load of Ordnanoe stores on the 
faotories earmarked for retention is negligible, it has also 'been deoided 
that the spare capacity of these factories should be utilised for civilian 
produotion. This production will be supplementary to the production of 
·the established industries and is intended' merely to narrow the gap be-
tween supply and demand as a temporary measure. The most important 
item whioh is ·now being produoed in the Ordnanoe Faotories is Road 
·Rollers. There is also a proposal to produoe textile machinery and steel 
.billets. 

1Jf iscellaneous matter8 
14. ·With the gradual' return to peace-time economy it has been 

found possible to dispert..'1e with a large number of oontrols introduced'" in th, 
war years. With effect from the 1st Ootober 1946, the majority of these 
controls have been withdrawn retaining (apart from certain essential 
general oontrols suoh as those over imports, exports and foreign exohange) 
only those on oommodities such as coal, textiles, iron and steel whioh 
are essential for the -rehabilitation of the oountry's economy. . 

An expert oommittee oalled the Indian Coal-fields Committee was set 
up during the year to study the problems of the conservation of the coal 
resouroes of the oountry and the rationalisation of coal production. The 

·oommittee has made far-reaching recommendations on the' conservation. 
production, t.ransport and utilisation of ooal and on conneoted problems of 
administration and its repott is under oonsideration. Meanwhile, I am 
sure the House will be re~sured to learn that in the view of this expert 
oommittee Qoal will not prove ahandioap in the industrial planning of 
the country. 

The Department of Planning' & Development was abolished during 
-the year and its funotions were transferred partly to the Department of 
Industries and Supplies and partly to the .. Co-ordination Committee of the 
'Cabinet, under whioh a Development Board was set up to oonsider and 
co-ordinate the post-war plans for development. The ])ep&rtment of 
Labour had grown too unwieldy, particularlJ in view of the growing 
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importance of the pr~bleID8 oonneotod with labour and labour welfa.re, 
and has been split up into two separate departments of Labour and 
Works. Mines and Powe~. 

The decision to appoint a Central Pay Commissl'Qn to enquire into the 
.oonditions of service of Central Government servants with partioular re-
ferenoe to the adequ.a.oy of the pay soales and standards of remunera.tion 
was announoed last February. The Commission was appointed on the 
10th May 1946 under the ohairmanship of Sir S. Varadachariar, 
retired Judge of the Federa.l Court. It has nearly oompleted its task and 
steps have been taken to deal with itS recommendations &S expaditioua-
ly as possible. As the House i@ aware, &Il assurtJ,nce has already been 
given that any ohanges in the rates of pay following the decisions on the 
Commission's reoommendations will be given effeot to from the 1st .Janua.ry 
1947. 

The allowances sanctioned on' accol,Int of the cost of living to the lower 
paid staff were reviewed last summer and it was deoided to sanotion oertain 
further concessions by' way of interim relief. The cost of these ooncessionS 
falling on civil revenues excluding Railway! and Post.s &. Telegraphs ia 
estimated at Rs. 2 orores. 

I would like now to mention It. recent deoision of oonsiderablt". import- -
ance, namely, the ~tting up of a Commodities Prices BO&l'd under the 

G M Fina.nce Department. Hon'ble Members are well aware that a sound 
P •• pri!:e 8tructure is of critical importanoe to the economic health of the 
oountry espeoially during the period of transition following on the eoonomio 
upsets oreated by a total war. Concrete issues arise from time to time OD 
which differing views are advanoed' not only as between the Provincial 
&nd Central Governments, the producers and the consumers. but also &8 
between the various departments of the Central Government itself. It is 
for these reasons that it wa.s decided to set up an expert and full-time body 
to &Ssist and advise Government in the formulation and administration 
of an appropriate and consistent price polioy. Hon'bla Members will be 
glad to learn that-the Boarq. has now been (}onstituted and is ready to 
embark on the onerous and important t.asl, that has heen entrusjied to it. 

FINANOIAL YEll, 1947-46 
Revenue 

15. I now turn to the financial ytla,r 1947-48. On the existmg 
basis of taxation, the total revenue for the year is estimated at Rs. 279' 4:1 
~rores compared with Rs. 336·19 crores for the current year. 

Customs receipts have been placed at Rs. 89 crores/ Rs. Ii ororea 
more than the revised estimate for the current year. The estimate allows 
for a fuU year's revenue from the additional duties imposed this year. 
Under Central Exoise Duties the revenue is estimated at Rs. 40· 93 ororea 
but the drop as compared wit~ the current year is mainly in respect· ot 
certain speoial cesses whloh are funded. 

Inoome-tax receipts have 'been placed at a total of Rs. 135 orores 
whioh includes Rs. 40 orOl'as on aooount of arrears of E. P. T. and Rs. 7 
(lrores on account of arrears of Central Surcharge. The total divisible 
pool is estimated at Rs. 76·33 crOl'es and t~e Provincial share ,at 
RB. 36· 16 orores. 
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The revenue of the Posttl & Telegr8plls DepfU'tment is expected to 
, be Rs. 30·2 crores and the worldng expensf's and interest Rs. 25·98 crores 

leaving a ~et . sUI'pluB of Rs. 4·22 crores. 'As in the current year, the 
outright contributiop of the department i 0 general ](~~eDue will be three-
fourth of t he realised sUI1)}us, the deTJ8rtment retaining the balance. 
The accumulated surlluo of the de] aJ1n:f11t at the fud of He ('t1l.1ent 
year is expected to be RI>. ~i ('JOles slJd it i8 pOICFfd to ~h'{' it 11 Jc:bate 
'of interest. on this amount instrad of on only BEl. I crOl'e 8sIJitheI'to. 

As rcgard8 the contribution from the BaiiwRYs, we Rle providing for 
Rs. 7·5 crores. The House is already aware ofthis estimate from tIle Bail-
way Budget. . 

Exrendifure 
16. Dej'en.ce Sertlicea.- Although the general demobilisation of the· 

Armed Forces and the shutting down of the war-time activities of the 
. Defence Services will by the end of 1946-47 have brought us a 
very long way on the road towards the restoration of a peace regime in 
this country, the conditions likely to obtain during the ·year 1947-48 
will, in some respects, be far from normal. On the Army side roughly 
200,000 men will still remain to he released before the provisional demo-
bilisation target has been reached. This target was prescribed mainly 
for planning. purposes in order to ensure that the gigantic,task of demo-
bilising something like Ii million members of the Armed Forces W&I 
put through in an efficient and orderly fashion, and does not necessarily 
oorrespond to the final post-war Defence Forces to be maintained in this 
oountry. The problem of the'strength and composition of India'€! post-
war Army, Navy .and Air Force. raises numerous considerations of high 
policy which are at present engaging our earnest attention. Not the least 
of these questions is the amount of money that India can and should spare 
for her Defence Budget having regard to the pressing demands on her 
resources for social and economic development. Another important 
polioy matter that arises in this connection is the- extent to which British 
personnel should continue to be employed in and with India's Armed 

, Forces. The reoruitment of British Officers inM~he Indian .Army 
which c~ased on the outbreak of the second World War will not be re-
lUDled, and pending the complete nationa.lisation of that .Army British 
Service officers will be seconded thereto for short terins of service only. 

17. A major disturbing factor that, will certainly persist throughout 
the year 1947-48 is that resulting from the existence of abnohnal!y large-
stocks either held for the future requirements of the Defence Servicu 
or thrown up as surplus for disposal. The existence of these stocks ne-
oessitates the retention in the Defence Service·; ofa considerable number 
of personnel who could otherwise be dispensed with, but it is hoped that 
many of these personnel will be released during the year as the· disposal 
of Surpluses progresses. 

18. The Financial Settlement between the Government of India and 
His Majesty's Government relating to the allocation ~f Defence expea-
diture between,the two Governments comes to an end on the 31st March. 
1947, and for the .vear ]947-48 noimal accounting methods wiIJ be re-
introduced as' far as possible. Under the provisions of the' Financial 
Settlement practically the whole of the Defence expenditure incurred 
by India was oharged in the first instance to His Majesty's Government. 
Indi' sub.sequently gi\"ing credit to that Government for the cost of 
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equipping a.nd maintaining troops and other war-tjme aotivities undGl'ta.ken 
by her for looal defenoe purposes, With effect from the 1st April 1947 
all Defenoe expellditul'c incurred by India will be oharged direct to her 
Defence Estimates as was done before the War, but appropriate recover-
ies will be· effected from His Na.jesty's Government in respeot of the cpst 
of Indian troops (mployed outside India and. for any other &uppliesand 

'servioes rendered to that Government, J 

i 9. For a great number of years India's Dpfence budgot, has- in-
oluded provision for whll t are termed Home Effective charges, i'epresent~ 
ing the amount due annua.lly to His Majesty's ·Governm~nt on acoount' 
of expenditure incurred by that Government on recruiting, equipping 
and training British Service personnel for service ill Ind;ia. The amount, 
of this liability was oalculated nctuarinlly when the stre:agth of the British 
troops in India was practicaUy constant, but under the conditions now 
obtaining, 'with a much reduced and rapidly dwindling British elem~t 
in the Defence Forces of India, the calculation of this' liability presents 
very great difficulties. India on her,side has a counter claim (which in, 
existing circumstances is substantial) for similar charges in respect of the ' 
Indian Army 'personnel employed by His Majesty's Government overse8.l\ 
and the atitount of this counter-claim' too would at present be difficult 
to determine with any exactitude. A further difficulty arises in respeot 
of the mutual liabilities of the two Government, towards' each other 
ih respect of nori-effective charges. As the House is aware, agreemeD~ 
oonoerning these liabilities was entered into by India with His Majesty'" 
Gove.rnment during the wa.r, but this agreement terminates CUlll'lll'l'cmtly' 
with the main Financial Settlement and it is necessary to pro~de for-
something to take itR place in respect of the liabilities for non..effeci{ive-
charges arising during the year 1947-48, A very rough assessment of the' 
above mentioned claims and counter-claims. indicated a substantial net 
charge to India, but against this could be set the fact that His Majesty ... 
Government make an annual payment (£2,000.000) to the' Government: 
of India in' accordance with the award of the Garran Tribunal towarde 
the cost of mainta.ining British troops in India. The problem of how 
all these liabilities should be assessed in the changed situation with which 
we are now faced has formed the subject of discussion with His Mt.jesty'. 
Government and after a broad examination of the financial implications, 
involved and in view of the pressing need for simplification of accounting 
lVork,'it has been agreed that for the.year 1947-48 there should be a mutua.l 
waiver of all claims and payments of the nature referred to above. It· 
is felt that in all the circumstances this solution constitutes a fair and . 
equitable settlement for both parties. It must be emphasised that this-
arrangement has been oflgreedup~n in respect of the year 1947-48 only. 
The method of adjusting claims and counter-claims of this kind whi('h may 
arise thereafter will have to be flettled by negotiation in th1 light of-
the circpmstances then existing. 

20, I have l'ofened in 811 earlier paJ't of Illy speech to the heavy uC'eumu-
lations of st(1ck~ in the hands of the Defence authorities in India. Under 
the operation of the Financial Sett.lement these accumulation!! havtl heen, 
paid for by, and therefore belong to, His MajPsty's Government a~d the 
Government of India propose to acquire possession of such stocks. held on, 
the 1st April 194i whet,her for the futuro use of India's Armed forces or 
.,a surpluses awaiting disposaL They also contemplate buying out His-
Majesty's Government '8 intere..'1t in fixed aHHet.H I'omprisiug stores buildings, 



1324 [28Tll FEB. Hl47 
[Mr. Liaquat Ali Kha.n] 

hospitals, workshops, pffice and residcnttal accommodation etc., that have 
been constmcted during the war at that Government's expense.· The 
terms on which these stocks and assets are to be transfelTed will be 
.Dflgotiated in the course of the sterling balances discussions. - Hitherto 
the sale proceeds of surplus stores tlU'owil up by the Defence autholities 

· and those resQlting from the disposal o( fixed assets created during 
·the war have accrued to His Majesty's Government 'on whom all 
·expenditure connected with their .disposal has fallen. l"rom the .Ist 
April 1947, however, in view of the proposed transfers of (lwlloI'ship, all 
such sale proceeds will be retained by the Government of India. 
It has been decided that these receipts during 1947-48 as well as 
·those arising from the sale of American surpluses will be kept in suspense 
outside the Defence Estimates and oventually adjusted as Capital re-

,oeipts, since the~ credit to the Defence revenue estimates wtmld tend to 
>obscure the true cost of the defence services. For a similar reason the 
.amount to bt: paid to His Majesty's Government for the defence stooks 
·transferred to Indian ownership on 1st April 1947 will (when known) be 
charged to a head outside the revenue estimates of the defence services. 11 
is true that those estimates will from Jst April 1947 have to bear the cost 
incurred by the pafence authorities on the custody, handling and dis-
tributi.on of surplus stores, but against this may be set the fact that .no 
charge will be made against those estimates in' respect of the ('ost. of stores 

· used for the equipment and maintenance of the armed forees which are 
"draWn. from the transferred stocks. I 

. 21. The budget. estimates of defence expenditure for 1947-48 amount 
-to Re. 188'71 crores. The practice introduced during the war of providing 
for certain classes of expenditure, e.g., on airfields, industrial. expansion 
.and. new <-'Onstmotion' for the R.I.N., under a capita.lhead., will be dis-
·continued and, commencing with the year 1947-48, all such expenditure 

. will be provided for in the revenue estimates. Owing to the abnormal 
feature to whioh I have already referred that will-Pl'evail during that year, 
this estimate cannot be regarded as affording any reJiable guide to- the , 
probable size of India's normal defence budget of the f11:ture. . 

22. The cost 9f defence supplies and services likely to be rendered W 
His Majesty's Government during 1947-48 is estimated to be approximately 
.equal to the cost of similar supplies anq services reoeived by India from 
that Government. Accordingly the ¥ear's activities in the defence sphert' 
.are not exp~cted to have any net effect on Ind.ia's sterling balances. 

23. Oivil .E8tim,atu.--=Civil expenditure next year is estimated at 
Rs. 139·17 crores, Rs. 4' 19 c:.;pres less than in the current year. 'rhe 
.estimates include a total provision of over R8 13 orores under the various' 
.heads for expenditure on resettlement and development schemes. Sub-
,-sidies on imported foodgrains are expected to cost Rs. 17' 35 orores against 
Re. 20 crores this year. Details of the provision under the individual 
heads are given in the Explanatory Memorandum. 

24. The ~udgetary position next year may now be summarised. At 
the existing level of taxation the total revenue is estimated at Rs: 279·42 
·erores. Expenditure charged to revenue is llxpected. to amount to 
Rs. 327' 88 crores, of which Rs. 188- 71 crores will be on Defence Services, 
leavins a prospective gap of Rs. 48" 46 croTes. The figure of Rs. 327' 88 
-erores does not include any expenditure which may have to be incurted 

• ... a result of decisions on the reoommendatioruo of the Cc,ntral Pay 
oO>mmissiob.. . 
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25. I shall digress at this stage, to give a brief aocount of the, Ways 
.and Means position. 

In normal times the scale of Government borrowing is de!ierminea by 
their requirer;nents of funds but in the war years, as the Houee is 'aware, 
it has been the policy to borrow as much as possible without raising the 
'rates 'so as to draw, Qif the surplus purchasing power in the hands of the 
community which would otherwise compete for the limited volume of avail-
.able supplies. As I have mentioned elsewhere, there is still a serioua short-
.age of consumer goods and, till this disparity between the available suppliee 
and purcha.<J;ng 'power is substantially reduced,! he need to counter infla-
tionary trends must b,' I·.ept i~ view in regulating our horro,,·ing. 

'We had budgeted this year for a total borrowing of Rs. 2;;0 ('J'ores f~m 
. the market and an t'xpansion of our floating dobt by R". 14 (roreR. We 
'now estimate that the market bor;'owings thi~ year would amount to no 
more t.han Rs. Ii 2 Cl'ores and tha the floating debt at tho en i of tho year 
would be Rs. 4 crores ess. We ha\T been unable to rea,eh t':e target aSRum-

oed in the blldg·t for·a number of reas nil. The operatioR8 connected with 
tlw CO;lV rsion of 3!% paper to which I shall shortly refer covered the bulk 
-of thl~ sJac\i, ,season when it is l'sual to float the J'egular loans. 'We thus 
lost v <lllable time and in subsequent month.; market conditionFl became 
more difficult owing to.di'ltllrbanci~s in certa~n pit t of the country and 
the seasonal trade I;emands for funds. Thes(~ demands have been heavier 
.than usual due to the iner'ease in pr:e~'s of cert Jill eOJlullodities liko mica, 
shellac, tt'a and jute, the slower mJVcrncut of crops in parts of t'le country, 
affected by the recent disturbances 'and the lock-up of fpnds advanced on 
goods which are ·held up by transport or other "difficulties. The borrow-
ing operations were also, hampered by strik~ in certain import-ant I,anks 
during th~ period, . 

2fi. Durirg the courso of i his y;'ar, t' ,0 Govern ,Ant of rndin. success-
fully carried out the greatest conver .• ion opcnti ~n undertaken ,'iO far. The 
rata 0" interest on the !% non-terminahle loans had be~Olne out of line 
with the rate structure for other loans, but as they were HaOle to be repaid 
at par after three months' notice, th.ey could not nppreciate to a value 
appropriate to their rn,tt' of interest.. It, .was, then·rore. ded 'ed to exercise 
the op~j01'J of r, paying these loans and to repJace them so far it> possible 
by a 3% undated issue. ,Two loans were offered in convorSwn, one a 3% 
undated issue redeemable at the option of Government after forty yem 
and the other a 2:% issue redeemable in 1976. The conv<'lrHion was an 
outstanding ·Hlwcess 'aml a tribute to the (rodit of ,he Gov 'rnment of Iudia. 
Out of an outstal1ding halance of Rs. 273 crores .well over Rs. 260 croree 
were converted, mostly in the 3% undated loan. The annual saving of 
interest resulting from this coriverFlion will be about Rs. l' 3 croreR . 

.27. For next year, the market borrowings h;ve been taken at Rs. 160 
crores. I have also assumed that Government will exeri'ise t.he OI)t.ion of 
repaying the 3% Loan 1947-50, but the final decision will be taken in the 
course of the year and with reference to ~he conditions then p:cvailing. 

28. My predecessor mentioned 'last year the reorientation of the Small 
Savings'Movement from a. wartime measure to a. pegoetlme organiaation 
with the primary purpose of enoouraging oonsistent savings among the less 
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well-to-do seotions of the oommunity. It will be the polioy of Govern-' 
ment to encour-age the movement in co-operation with the Provinoial 
Governments. . 

During the last finandal year the total investments in small savings 
amounted to Rs. 62·34 crores while in the first nine months of the current • 
year Rs. 35·38 crorcs have been invested. For next year the net reoeipts 
from this source have been estimated at }ls. 45·45 crores. , 

Sterling BalanC(~8 
2p. My predecessor last year envisaged a sterling holding of the order 

of £13M million by the end of the financial year 1945-46. The total actually 
reached on 29th March 1946 was £1293 million or Rs. 1724 crores. He 
thought it possible that the year 1946-47 might see the end of the period 
of accretions to our sterling balancel:1, and 'might even mark the beginning 
of .an era of decreasing balances. That anticipation has been more than 
realised. After reaching a peak figure of £I 300 million or Rs. 1733 crOl'as 
on the 5th A pril1946, the balances have shown a steady tendency,to decline. 
the amount on 31Ft .Tanuary 1947 being £1204 million or Rs. 1605 orores· 
which Itleans a decrease of about Rs. 128 crores in ten months. This de-
orease is due largely to the heavy imports offoodgrain,s which we have been 
compelled to make during the last year, as well as to imports of fertilisers. 
stores and equipment on Government account. It reflects also some re-

. patriation of British capital from ~ndia and an inc~asing flow of consumer 
floods of which th~ oountry haR heen Fltnn'ed during the period of the war, 
The tltel'ling balances represent, by and large, the entire reserve of foreign. 
exohange which this country will he.ve at itt;! disposal in the years to come· 
for purchases of capital equipment ~quired for our development programme· 
and for meeting any unfavourable balance of payments. It is, therefore. 
a matter of paramount l'mportanoe fot' our future to see that, apart from· 
th'ose oonsumer goods of which our people are badly and urgently in need. 
these balances should be wisely spent in the' purchase of capital goods e.nd 
the creation of produotive assets, and should not be allowed to be frit-
tered away, for instanoe on luxuries, trifles or non-essential consumel' 
goods in a manner which does not add to the real wealth of the country. 

, To ensure wise spending abroad ill a responsibility of the Government of 
India and I can assure the House that they are alive to this responsibility. 

30. During the last session of the Assembly I gave the assurance that 
the nElgotiations for the settlement of the problem of India's accunlUlated 
sterling balances would be started as early as possible. For the purpose 
of expediting thesE' negotiations there have recently been, as the House ie· 
aware, preliminary talks of an exploratory nature between the oftice1'll. 
of the Finance Department and the Reservo Bank on the one hand and 
H. M.'s Treasury and the Bank of England on the other .. The conversations 
were extremely useful to both sides. It is expected that they. Will be con-
tinued. on a. more formal hasis towards the end of April. The imminence-. 
of constitutional change~ consequent upon the latest statement of H.M.G. 
renders it all the more important that the question of sterling balances should 
be set.tled at the earliest possible date. I shall, therefore, try my best to 
bring to bear on .this mat,ter as much expedition as the magnitude of the 
problem permits. I need hardly assure the House that I am. fully conscious 
of the fact that our people have gone through untold hardships and sufferings 
to Buch an extent that hunger and famine have taken a toll of millions of 
lives and. even to"day, the end of our suffering is not in sight; It. must al8() 
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be borne in mind that all this was because we not only bore our full share of 

-our wa.r burdens under the financial settlement, which was freely agreed to 
between H. M. G. and the then Government of India. but also had to strain 
ow:selves to'"a8sist the United Kingdon1Jtnd her allies in various ways. Our 
own share of burdens for which we ,are making no claim, was enOI'm'ous and 
,can stand favourable comparison with, those borne by the richer nations. 
1 cannot believe that any faircminded person will wish to deny to a people 
80 poor and backward aR we, what is justly due to us and is so greatly needed 
for raising us from 0111' appallingly miserable condition and it will be my 
aim to secure a just settlement of our claims. 

Empire Dollar Pool 
31. My predecessor had dealt at some length with the origin and signi-

ficance of what'is known as the Empire DQllar Pool. In view, however, of 
'the continued misunderstanding in the public mind on this subjeot the 
position was again fully explained in a Press Note issued by my Depart-
'ment on. October 7, 1946. Jlonourable Members are aware that the 
,termination of India's m~mbership of the Dollar Pool is a matter indis-
solubly linked with the, settlement of the question of the sterling balances 
&n4 I can safely say tqat such a 'settlement, will ,coincide with the 
terminatibn, so far'. as we are concerned, of the pooling arrangement. 

International Monetary I natitUtions 
32. Before I close my review for the current year I should like tQ refer, 

rih,some gratification, 'to the not.able decision ta~en by this House on the 
28th October" 1946 in approving of India's membership of the International 
'Monetary Fund and the International Bank for Reconstruction and De-
'velopment. It is a decision of far-reaching importance; it signifies our 
willingness to co-operate with other nations in the international economic 
'fields, and to participate in arrangements devised by ('.ommon agreement 
for . the better regulation and control of international commercial 
relationships. . 

I must also mention here the important decision, taken in the con-
cluding month of last year, t9 fix the par value of the rupee in connection 
with our membership of the Fund. This formed an essential preliminary 
,to the commencement of operations by the Fund and allmember-eountries 
were similarly called upon to determine the exchange value of their curren-
cies. Our decision not to vary the existing P¥ity rate w~s taken with due 
regard to all the relevant factors which bear on this difficult problem, and 
was in consonance with the vast majority of opinion expressed by public 
bodies and private individuals qualified to speak with authority on this _ 
subject and the majority view expressed by the Honourable Members of 
the House consulted by me, at a special meeting. I am confident that 
the decision was a wise one and T derive no-little satisfaction from the fact 
that no country of any consequence has chosen to take a different course. 

Necessary provision has been made in the estimates for the payment 
,of our subscription to hoth the institutions. DW'ing the enl'rent year 
'& sum of 60 milllm dollars, representing 15 per cent. of our quota, has been 
paid to the Bank and /) per cent. will faU due next year. The International 
Monetary Fund has a~ounced its iI\tentio~ to commence operations from 
the 1st March, 1947 and our full subscription of 400 million dollars wiU have 
to be paid to the Fund during the current year. The total expendit,ure on 
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account of these subscriptions, which is being taken to capital, is expected! 
to am.ount to Rs. 152'19 crores this year and Rs. 6' 62_crores next year. 
The bulk of these payments will be made in the form of qon-negotiable 
non-intepcst-bearing securities, for which provision is being made in the 
estimates. 

Post-war Planning and Developmt·nt 

33. Before dealing with the progress of post-war development and 
the financial aspeot of measures undertaken and contemplated, I would 
like to refer briefl.y to the finanoial resouroes likely to be available for the-

. purpose. The House will remember that in his Bl1(iget Speech for 1944-

. 45; Sir ~eremy Raisman suggested that it would not be unreasonable to· 
expect that, taking Revenue surpluses and borrowings together, the total 
resources in the first effective quirlquennium may be of the order of Rs. 1,000-
crores. That tentative estimate was based Oll certain assumption.s, such as· 
the attamment of a reasonably speedy rate of demobilization and an all out 
taxation and borrowing policy, not all of whieh have been realised in full. 
A later estimate prepared on more up-to-date information has shown that 
on the existing basis only a very small surplus on Revenue account would 
accrue to the Centre' for the quinquennium as It whole. and the tota)' 
resources incltlding borrowing would faU substltntially below the figure men-
tioned by Sir Jeremy Raisman. The House will dOlmtlesR appreciate that 
any estimates framed now would in view of the uncertainty in the constitu-
tionalfield introduced bv the recent announcement of H.M.G. be of no more 
than academic interest.' lJntil the constitution of the authority or authori-
ties to which the powers and functions of the present Central Government. 
will be transferred is known, it would hardly be prudent to rely, for the quin-
. quennium in question, on a system of Provincial Itnd Central finance based 
upon the existing constitutional structure. But as I have said before,.this 
does flot mean that for next year we should not proceed with our economio 
progr~e, particularly in the Provincial sphere. Long term plans the-
execution of which is entrusted to departments of the existing Central' 
Government would, however, need review in, the light of the new situation 
but eve~hing possible should be done to foster development on a provincial 
and regional basis. I must, therefore, stress the impera.tive n~cessity of" 
mobilizing all our resources to the full, and for the full!3Bt co-operation on the .. 
part of the public in all the borrowing operations by Government. 

3". The deflationary tendencies which in last year's Budget Speeo~ 
were envisaged as a possible rerut of t;he Budden curtailment of Military· 
expenditure have proved to he )ess senous than was antieipated. 
Indeed, during the past year the main problem bStj oeen that of preventing' 
a further inflationary rise on prices rather ~an of mitigating their deoline. 
As the situation deyeloped, it was found. necessary .to warn Provinoial' 
Governmen~ that the works programme in their development schemes. 
should be restricted to what their sta.ffs could E'xccute without undue strain, 
and within the limitations of materia) likely to be available, so as to avoid. 
oompetitive increases of building costs wJtich are already very high 
It bas been suggested to them that a careful watch should be maintained' 
on the coat of construCtion of various types of works, so that their work!. 
programmes could be eased off if prices showed any tendency to rise anel 
aocelerated if there were- signs of a ~eneral fall in prices. 
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35. Subject to this warning the Provincial Governments have been. 

enCouraged to proceed with their development programmes and consider-
able progress has in faot been made during the year. As I have already 
indicated, our c.nancialposition is not so satisfactory as had been hoped 
when the scheme for development grant& to the Prov!nC'es was first announ-
ced, but in spite of this deterioration in our position we shall continue-
to give every possibl~ assistance to development schemes which are . of 
economio value to the country as a whole. J should only like to emphasise 
two points in this connection. In the first place I consider it essential that 
prefeIence should be given to schemes which are designed to secure the· 
development and expansion of the productive capacity of the country. 
The pecond point which I wish to emphasil'l(' is that even for the period: 

. of transition the development programmes can he carried out more 
suocessfully if there is ful1 cooperation between the Centra.l 
and Provincial Governments and full utilisation of Provincial 
as well as Central resources. The Government of India will 
make every effort to provide during the next year grants for the Pro-
vinces to the extent indicated in the last year's Budget Speech, although 
these grants are necessarily dependent on out financial position. The· 
development plaus on t~e scaleeontemplated' by the Provincial Govern-
ments. can be cax:ried oui if they are prepared to exploit their own powen 
of taxation to the full and to supplement tIle Central grants from the pro-
ceeds of such taxation and of their own borrowings. 1'hey must learn 
that they poss.ess ~orrowing capacity independent of that of the Centre,. 
which cannot borrow on the security of Provincial revenues; and that re-
venue resources may legitimately be supplemented from loan money 
for measures calculated to incr~ase national wealth, even though they 
may 110t result in direct or immediate revenue return. An increase in· 
real wealth is bound sooner or later to be reflected in larger revenue •. 
to the State. 

36. During th~ current financial year we are making advance pay-
ments to the Pr~vincial Governments to cover the whole of the expendi-
ture incurred by thelD on approved development schemes. These advance 
payments will be taken into consideration when the share of each Pro-

-vince in the total amount available for distribution comes to be calcula-
ted. In our budget estimates for 1946-47 we made a lump provision of 
Rs. 35 crores for such advance payments and for expenditure on "Grow· 
more Food" and. other schemes .whose cost is shared between the Central 
and Provincial Governments. Mainly owing to shortages of staff and mate-
rial, the Provinoial Governments have not been able to spend as much as had 
boon anticipated and we now estimate that the total amount required 

_ during the current year will be of the order of Rs. 25 crores. In addition . 
. to thjs, loans granted to Provincial Governments for productive schemes. 

areexpeoted to amount to Rs. III crores. In the next year's budget 
we have provided Rs. 45 orores for development grants and Rs. 32· 
cror('::; for loans to the Proyinces. It is not intended that tIle grants fnr 
next: year should, as in the current. year, represent the total amount 
of expnn.diture incurred by the Provincial Governments on development 
schomo::;. I hope. that in most cases it· will considerably exceed the· 
a~ount of the graDt, but we have not considered it practioable for next 
year to insist on a specific proportion of the total expenditure being 
contribted by the Provinoes, since some Provincial Governments have-
at preSE"nt praotically no aocumulated funds available for this purpoae-
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aDd it will take -some time to build up the necessary resources. Other 
Provinces. howeveJl, have substantial funds already available for deve-
'lopment purposes. Such Provinces will naturally be expected to use 
a part of their own resources during the y.ear. 

37. The Central development plans have also made good progress during 
the year. These include schemes of agricultural development, training 
sohemes for technical sliaff and financial a!!sistance to various scientific, 
medical and technologicat institutions. W~ have also made provision for 
important development schemes in the CentraUy Administered Areas 
and in the Tribal Areas on the North-West and North-East Frontiers of 
india. The funds provided for development purposes are distributed 
between many different heads, but I have roughly estimated that, if 
&ll<>wance is made for increases in standing charges, the total provision 
in the revenue section of the 'budget (excluding Railways and Posts and 
Telegraphs but including resettlement sohemes) would come to over 
Rs. 15 orores. ' 

38. One important development which deserves specifio mention is 
-the assumption of financial responsibility for the construction pf and 
maintenance of National Highways. It has now been .agreed that this 
.~ should come into effect on the 1st of April 1947 and we have made 
.a total provision of about Rs. 6i crores for National Highways expettiiture 
-during 1947-48, Rs. 21 crores in the revenue budget and the balance in the 
capital budget. . ' .. 

39. Another item which was mentioned last year is the subsi~, 
housing scheme. Owing to the very high ooat of buildfug there has not 
·so far been lIluch response to the Central Government's offer to pay 12l% 
·of the total cost of approved schemes. The matter is however again under 
-discussion with the Provinoial Governments and we hope they will be 
ready to'proceed with swtable schemes during 1947-48, in so far as 
this can be done without pushing up prices still further. Meantime the 
{Jentral Government have themselve-s approved a special scheme for the 
housing of coal miners. It has been agreed that as an experimental mea: 
sure 10,000 houses should be constructed on selected sites in the Bengal 
and Bihar coalfields and tha.t houses of a similar type should be built for 
some of the railway collieries. The Central Government will pay a sub- . 
aidy to the extent of 20% of the cost of these houses, subject to a maximum 
·of Rs. 400 per house, and the balance of the cost will be met from. loan 
funds. Since it is not at present considered practicable to effect large 
'recoveries either from the owners or from the miners we propose, to meet 
the greater part of the recurring charges by means of a small addition to 
the eldstiJlg Welfare Olss on the total output of cQal. 

40 The only other schemes which I wish to mention specifically at • 
this stage are the sch~mes for river development. I am .glad to be able to 
say that, at a conference held last month, the Departments of the Central 
Government and the Governments of Bengal alid Bihar reaohed. a 
tentative agreement on the outlines of the Damodar scheme, which in-
volves the building of eight dams and is expected to cost about Rs. 55 
·crores. A furtber conference will .shortly be held at which we may expeot 
the terms of the agreement to be finalised. The projeot affects more than 
·one Province and many <lomplex problems arise in reconoiling aU the inter-
·-eats involv:ed. Oonsiderable progress has been made in fipding It suitable 
.solution by the'esllablishment of a Statutory Corporation which Will be in-
'VeSted with the necessary authority by .the Provinces and the,Centre and 
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Hna.noed by them in an agreed f:lla.nner. It is hoped that a Damodar 
'V&l1ey CorpOl'ation will shortly be set up to plan, construct and administer 
the scheme, and that the construction of certain dams will start during 
the next cold weather. Considerable progress ha.s also' been made with 
the preliminary enquiries which are being conducted by the Central Water-
ways, Irrigation and Navigation Commission in connection with the Kosi 
and Mahanadi development schemes. It is obvious that sohemes of this 
kind are of the utmost importance for the economic development of the 
country and I hope that the Governments concerned will continue ,to give 
them the highest possible priority. 

,,41. As I have indicated earlier, the reoent statement of His Majesty's 
GQyernment ha.s thrown everything into the melting pot and aJl the schemes 

~. 'foi:whioh the present Central Government has taken responsibility will have 
.t~~ be reviewed in the light of constitutional developments. 

42. I should like to take this opportunity to emphasise the imporlance 
of regional planning in the economy of this sub-continent. .The fundamental 
object of all planning and 4evelopment is to ra.ise the standard of living of 
the masses. In order to ensure a uniform improvement in the standard 
of living, it is essential that all parts of the country, particularly the back-
ward areas, should develop a sound and balanced economy. A balanced 
economy implies the co-ordinated development of the soil, wata resources, 
electric power, agriculture, industry, health, education, trade and a just 
and equitable distribution of wealth. Such an economy, in my: view, can best 
be achieved if planning proceeds on a regional basis. The work of the 
Teneseoo Valley Authority provides a classic example of what can be achieved 

'by concentration of planning effort in a backward region. The Indian Bub-
oontinent with its population of four. hundred· million, whioh is one-fifth of 
the' human race, and its area of nearly sixteen hundred thousand square 
miles, is far too big to be treated a.s one unit for the purpose of 

-planning. It is often urged in support of Central pla~ thdt i$ 
would avoid overlapping and wa.ste of resources. In the present undeve-
loped state of the country this would appear to be an ooademic argument 
which hardly ha.s any relation to facts. The India of today is in suoh a baok-
ward state of development that it may well take at least another generation 
before we reach a stage when we can talk of overlapping and wa.ste of 
resources. 

43. Before I pass on to my proposals for reducing the gap between 
"'1'evenue and expenditure, the House will doubtless wish for an assurance 
from me that the estimates of expenditure of the Central Government in 
the ooming year are not in exoess of what is essential for the day to day 
administration and for neceNary development. I am aware that there is a 
feeling in this House that the Central Government expenditure needs scru-
tiny in certain respects. I agree that, if only for the ,purpose of oonserving 
our regources for development, there may be certain directions in which suoh 
a scrutiny can be usefully exercised. It may, for instance, be found ihat 
some of the establishments of the Government of India are susoeptible of 
reduction. Again, certain wartime activities whioh in the first instance 
were Undertaken to meet specified wartime requirement8 may have escaped 
review even though the need for them may have ceased to exist: And, lastly, 
it may also be necessary to see if the Central Government has undertaken 
any funotions or activities which legitimately fall within. the ProYiDoial 
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sphere beyond what is necessary. Even though the Finanoe Department.;in 
the:course of its day to day working, oonduots an examination of expendi-
ture proposals keeping all these oonsiderations in view. I feel that there 
might be advantages in an ad 1wc review at this stag6'by a Committee whioh 
would examine the matter in its broad aspects and from a detached point 
of view. I therefore prop0:ie that a Gommittee, consisting of oflicia.I.e and 
hon-officia.I.e, including Members of the Legislature, should be appointed for 
this purpose. I should, however, make it olear that my object in proposing 
an Eoonomy Committee of this nature is not to conduct a retrenchment 
campaign in the sense in whioh that expression is ordinarily understood. 
Although inflationary condit.ions still persist, a thorough going retrenoJ:J.ment 
drive would not be appropriate with the possibility of a post-war deflation 
hanging over us, which migh t necessitate an expansion of public expenditure 
for counteracting an inoipient deflation. What I am really anxious to secure 
is that the resources of the Central Government are utilised to the fullest 
advantage of the community and are not fritter~d away on objects which 
are neither essential for the day to day administration nor conducive to the 
development of the country. In other words, economy and the elimination 
ofwmeceeaa.ry, wasteful or, extravagant expenditure is my objeotive rather 
than pure retrenohment. 

4:4:. An important question which I might mention at this stage is the 
nationalisation' of the Reserve Bank of India.. Honourable Membel's will 
remember the recent debatt~ in the House which disclosed that there was a 
general concensus of L tlinion in favour of nationalisation. I said at the 
time that I would be prepared to give sympathetic consideration to the 
proposal for nationalising the Bank if this was found to be in the best 
interests of the country, after considering a.ll the relevant aspects of the 
question. I have since given further thought to the matter and am con-
vinced that the advantages of nationalisation outweigh any possible dis-
advantages. I have therefore come to the conolusion that the Reserve 
Bank should be nationalised ; the time and manner of effecting the ~h.aJ:l.ge 
being a matter for separate consideration in due course. 

4:lJ. There is another matter which I should also like to mention, namely, 
the question of control over speculation on the Stock market and on the 
Commodity and Bullion Exchanges. The House will, I am sure, agree with 
me that in recent years speculative aotivity has tended to increase, 
particularly on the Stock Exohanges, with serious consequences on the 
.banking system and credit struoture of the cOuntry as a whole. Unbridled 
speculation has been a serious impediment to the growth of prop.-
investment which is an essential oondition of economic development. 
I regard speoulation of this kind as. a socia.1 evil indistinguishable from 
gambling, and its greatest misohief lies in the fact that it aggravates 
economic inequalities in a country where 'such inequalities are 
already serious. The question of regulating Exchanges haa been the subjeot 
of a special enquiry by the Eoonomic Adviser of my Department, and the 
views of Provinoial Governments have also' been elicited- I hope 110 place 
before the House after the neoessary examination is completed the measures 
that may be neoesaary in this behalf. 

4:8. The propgea1a tha~ I have' to place before this House, whether they 
involve the levy of fresh or the abandonment of existing taxation, are 
related, not to purely finaD.oial purpoeea, but to oertain sooial objectives whioh. 
I am 8Ul'e the House will agree, must be ~ept prominently in view by all those 
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who have the good of the countless millions of this vast sub·continent at heart, 
India is a land of glaring contrasts and disparities; we have here on the one-
hand a class of multi-millionaires rolling in wealth and holding the economy 
of the country in their grip by exploiting for their own profit the labour of 
the poorer classes, and on the other hand the vast multitudes who eke out, 
somehow or other, a miserable existence precariously near the starvation 
line. The conditions created by the last war served to accentuate these dis· 
parities; the rich became rioher and the poor poorer. This meant the con· 
centration of wealth in fewer and fewer hands and, inevitably, the use of that 
wealth for the purpose of tightening the stranglehold of Big Money over the 
economio life of the oountry as a whole by the aoquisition of businesses, com· 
panies, public utilities, and the press. A set of conditions in which the few 
are able to wield suoh vast power over the many can hardly be regarded as 
anything but a negation of the prinoiples of social j118tioe. And although 
I am not one of those who consider the abolition of private property and the 
complete equalization of incom~ as the only remedy for these ills, I do 
believe in the Quaranic injunotion that wealth should not be allowed to oirou-
late only among the wealthy, and the stem warning given against aooumula-
tiona of wealth in the hands of individuals. It is against tibia baclqrround 
that my budget proposals have been formulated, although I am afraid I 
cannot claim that they represent anything more than the first stage of a polioy 
of social justice and development which it will require years to bring ~ full 
fruition .. 

47. My first proposal in implementation of the polioy I have indicated 
is the setting up of a Commission to investigate that aspect of the great 
private aocumulations of wealth in recent years which is ooncemed with our 
direct taxation. We have heard a great deal for some years past about 
the enormous amount of income which is alleged to have escaped taxation 
either owing to deh'berate evasion or to the inadequacy of the Income·tax 
Department or to both. We have also heard olthe huge sums that are I&fd 
to have been made in blaok·market operations. And I must say that support 
for these opinions, whioh have been voiced in the press and elsewhere, is found 
in the numerous reports of transactions in whioh businesses and properties 
of various kinds have ohanged hands for vast sums of money. The way in 
which some of these profiteers have flaUnted their newly acquired wealth 
has been something of a public sensation. And when one QOnsiders that out 
of an annual income of Rs. 30 lakhs for the five years 1941-42 to 1945-46 
inclusive-and I would point out that an annual income of RI. 30 Jakhs. is i. 
very exceptional income i.e., out of a total income of a crore and a half, 
for those five years lraving regard to the fact that eJ[oess profits tax was in 
force during those years-only Ra. 21 Iakhs would have been left after the 
correct amount of taxation had been paid, one is entitled to ask how the 
crores of rupees which have figured in many recent transactions were accumu-
lated. There may be a good explanation but, if so, we are entitled to have it. , 
I therefore propose to set up a special Investigation Commission with fuD 
powers to get to the bottom ofthis matter and to"make recommendations 
to Government in regard to such action·8s may be found necessary. 

48. I come now to my taxation proposals. Between the total estimated 
e:s:penditure, both civil and defence, of Ra. 327'88 crores and the total 
estimated revenue, at the existing level of taxation, of Ra. 279' 42 croree, 
there is a gap of Rs. 48' 46 crores, which will be further enlarged. by the 
withdrawal of the salt tax which I am proposing. This proposal will mean 

a 1088 of Rs. 9'2~ orores of revenue, to which must be added .. furtber Ra. 1 
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_crore for refunds of duty on stocks. The expenditure on salt administra-
tion -will he met hy aojuRtment of the selJinp: price 04" Oovernment salt and 
of thr ~RFI on MIt manufactured under licenre. thuFi leaving a net 10RR of 
Rfi. R' 25 crores. My prohJ(>m then is how t·o fill fl t.otal gap of Rs. 56' 7] 
rr01'r8. J have rome to the conclusion that thr p'r~at('r part of thiFi ~ap 
Mould he filled by direct taxat.jon and my prop ORR l~ for new or increased 
taxation are therefore designf'lil to yield RR. 44 ('roreR, of which RR. 4 cr01'es 
will go to the ProvinC'eS aA their share. ' 

49. In rep:am to the Salt Ta.x, the objectjonA are well-known-the most 
vaHd beinp: that it is laid upon a prime neool!lRity of life and that it is 
re,zrefsive, the poor man payinJl Ol!l murh as the rich man and perhaps, jf he·· 
is a manual worker, even more. On the other hand. the incidence on the 
individual consumer is li~ht, while the annual yield in revenue amounts to 
more than B.s. 9 crores. Until recent yearS, the yield from the tax formed a 
substantial part of the revenue budget and P~ViOUR Governments have 
felt unable to dispense with 80 1&rfl6 an individual contribution. At the 
present time, however, the proportion which it bears to the total revenue 
tR comparatively' small so that thi" objection has considerably less force 
now than before. After careful consideration it h8.8 been decided 
that the tax should .now be withdrawn. At the same time, we 
are idfpressed with the necessity for maintaining clOfle control over tht'l 
production of salt in India. so as to ensure thl' maintenance of a hip:h 
standard of quality and the provision of adequate supplies throughout 
the land, and to secure the country ap:ainst periodical shortages due to thp 
cuttinp: off of external supplies., UntiJ now Government's interest. in the 
salt industry has been largely confined to the raising of l'e'Venue, hereafter 
it is intended that its interest should be entirely posit.ive and constructive 
and should be directed to" a.rdt'! reveloping India's salt resoUl'ces to their 
fun potential, improving the quality of the salt and making sufficient grades 
to provide for all classes of consumers, encouraging increased consumption 
by individuals and by cattle, providing adequate supplies (or industrial uses, 
keepinp: prices at a minimum and ultimately making India full self-support-
ing in tliis important commodity. 

. The excise duty on indi~0U8 s8.It and the customs duty on imported 
salt will accordingl:! be withdrawn with effect from the 1st April 1947. but· 
Government will continue its own production of salt and will retain control 
over organised manufacture and will also purchase or control all imported 
salt. Individuals will, however, be allowed to make or collect salt for their 
oWn purposee and those who wish to manufacture for sale will be allowed to 
do 10 subject to certain limitations which will be prescribed by rules. 

In order to provide that 8.8 far as possible the full benefit of the remis-
lion of duty is passed on to the consumer, maximum' wholesale and retail 
Belting prices will be prescribed and failure to observe these maxima will be 
liable to penalty. 

A Billgivinp: effect to these decisions and setting: up machinery for the 
future control of the manufacture, import a.nd oil!ltribution of salt will be 
introduced durinp: the course of this session. 

In September last year, in order to avert a !laJt famine which W8.8 then 
t.hreatening owing to the reluctance of wholesale dealers to purchase salt in 
face of the possibility that the duty might presently be abolished, the salt 
trade was assured that it would not be put to 1088 in respect of substantial 
BtooJas of salt h~ld .t the time when BUQh a cbnge, if decided upon, sho~d_ 
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t,ake place. Tn fulfilment of this promise dealers will be panted refund of 
duty on all bagged stocks of 30 maunds or more held in their po~session on 
the ht April ]947. 

ISO. I would· 1ike to remind the House that the abolition of the Salt 
Tax i; not the only form of direct· relief to the poorer classes. A furt~er 
nnd even morE'! effective form of a&sistance is the expenditure of Rs. 17' S5 
crores on the subsidisation of imported food and the indirect subsidisat:on 
offood prodm·.ed within the country in the form of 'Grow More ·Food' grants. 
to which I have refe~d in an earlier part of my speech, The corner stone 
of Ollr economic polioy is to maintain striot oontrol over the prices of the basio 
necessities of life, food and. oloth, 80 as to stabilise them at reasonable levels 
I' nd keep them within t,he purohasing: power of the poorest sections of the 
population. I am determined to take aU steps in my power in further· 
Anf'e of this policy. 

lSI. In the field of direct taxation, I propose to raise the minimum 
:).(emption limit for inoome-tax, which is now Rs. 2,000 to Rs. 2,500. This 
l'l\i~ing of the limit will give relief to a considerable number of assessees who 
11 ,') hard hit by present conditions. In proposing this relief I am not UIl-

mIndful of the feeling in its favour expressed by many members of this House 
in proposing amendments to former Finance Bills. The oost of the relief 
will be about Rs. 25 lakhs. • 

52. Coming now to proposals of additional taxation my most important 
contribution is the proposal to levy a special income-tax of twenty-five per 
oent. of business profit!'! exoeeding one lakh of rupees. The proposals for this 
tax are contained in a separate BiJI and I do not desire to anticipate here the 
explanation which will be given when the Bill i" being oonsid 'red by t.his 
House. But I should like to point out that this proposed tax is very·much 
fairer .- in its inoidence than the Excess Profits Tax. It also 
embraces professions and vocations which were exempt from t.he EXOO8S 
Profits Tax. To prevent hardship in the case of moderate inoomes a limit 
of exemption of one .lakh of rupees has been fixed; This in substance 
corresponds to the IC standard profit .. under the Excess Profits Tax Act, 

.It and only the excess above one lakh will be subject to the tax. The yield 
of the tax is estimated at Rs. SO orores for. next year. 

lSS. My next proposal is a tax on capital gains. Honoura.ble Members 
must be well aware of the extent to which large oapital gaillf! have been made 
in recent years and are still being made owing to prevailing conditions. TheRe 
profits are, as the law stands, outside the scope of the Inoome-tax Act. 
I feel ve1'1"8trongly that this lacuna in our legislation should be filled. There 
is stronger justification for taxing these profits than there is for taxing ordi-
nary income since they represent what is properly desoribed as unearned 
inorement. The U. S. A. taxes suoh profits. I am well aware that possibly 
the ohief reason why many countries do not seek to tax them.is the fear 
that losses claimed may exceed the profits deolared. I am proposing to deal 
with this contingenoy &8 the U. S. A. have dealt with it, by allowing capital 
losses to be set oft' only against capital gains. This at least will secure us 
against a net 1088 under this head in any particular oase. The proposals also 
distinguish between gains made from the disposal of capital assets held or 
two year8 and those held for more than two years. In the oase of the former 
the usual rates ofinoome-t&x and super-tax will apply, while in the case of 
the latter super-tax will not be levied. This distinotion, however, does not 
apply to oompanies &8 they are not assessed ~ graduated rates of super-tax. 
'rhe proposals further provi4e for i~orin~ profits and lQs~ uot exoeedins 
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Rs. 6,000 a year. There are two reasons for this exemption. In the first 
place, we do not want to harass assessees or waste the time of our officers 
by investigating petty ca pital traDf'actions and, secondly. we want tex-. 
clude the great majority of cases in whioh assessees dispose of personal pos-
sessions. The proposal is expected to yield Rs. 3i crores Jlext year. 

These proposals for taxing capital gains are contained in a Bill, already 
mentioned, to amend the Income-Tax and Excess Profits Tax Acts whioh is 
being placed before the House. The part of the Bill which deals with 
Excess Profits Tax implements an undertaking previously given to provide 
for terminal losses. It recognises the faot that some expenses and losses 
incurred after the 31st March 1946~the date on which the Excess Profits 
Tax ceased to have effect-sbould in fairnesS be tre"ted as relating to the 
E. P. T. period. It is proposed therefore to allow as a deduotion from the 
profits of the chargeable accounting period ended on that date terminal ex-
penses incurred after it and losses from the subsequent realisation oftradi~ 
stocks held on that date. 

54. My next proposal is to raise the rate of oorporation tax from on' 
anna to two annas. This is expected to yield Re. 4 crores next year. 

55. No change is proposed in the rates ofinoome-tax but I feel that our 
present rates of super-tax are not suffioiently in aocordance with modern 
trends in tte ta.xation of high individual incomes. It seems to me that the 
maximl' rate of ten and a half annas should be reached at points much 
lower than the present, which are Re. 3t lakhs for une~ed income and Rs. 5 
1akhs for earned income. In the scale whioh I am proposing the maxi-
mum rate is reached at Rs. l' 2 lakhs for unearned income and Rs. l' 51akhs 
for earned inoome. This will, in effect, mean, that, in these reaches of 
income the total ofinoome-tax and super-tax taken together will amount to 
fifteen and half annas in the rupee. This proposal is expected to yield 
Rs. 21 crores next year. . • 

56. Finally, I oome to the dividend tax which was imposed Jast year, 
not for the purpose of raising revenue but in order to discourage the dissi-
pation of a company's resources in excessive dividends. The idea underlying 
the soheme is that a company should be penalised if it distributed rou~hlv 
more than one half of its profits left after taxation. So far as we have 
been able to ascertain from completed assessments, the policy which this 
tax seeks to enforce has been followed in the great majority of cases. But 
in order to discourage further those who still persist in distributing what we 
consider excessive dividends in present circumstances, I propose to tighten 
up the provision by making the rates of tax more penal. As the proposal 
will yield no tax if it fulfils it'! object and as that is my hope, I am estimating 
no yield under this head. 

57. In the field of indireot taxation, I propose to raise the existing 
export duty on tea from two annas per pound to four annas per pound. 
This is estimated to yield additionall'6venue to the extent of Rs. 4 orores 
in the next year. I should emphasise that this duty is of a temroriuy nature 
and if circUmstances arise whioh indicate that there is danger or' ('11rtailment 
of our exports of tea, it may be necessary to reduce the rate. 

58. The effect of my proposals is to increase Central revenues by Rs. 39'75 
orores which will leave a final deficit of Rs. 16'96 orores. But T must 
warn the House that the actual deficit may be much larger I\S the };ndget 
does not include any provision for the additional expenditure that may be 
j.pc~ .... fI, ~t of th~ orders th"t may be passed on the reCOmllll'uc\atione 
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of the Oentra.l Pa.y Commission. Some losses in oustoms duty due to reduc-
tions in tariff may also arise as a result f)f the international trade discussions 
whioh are shortly to be held and in which India is partioipating. But we 
might reasonably hope tha.t any.fiuch loss88 resulting to the publio exohe-

Iquer will be counterbalanced by the advantages aooruing to the people 
lof this country 88 a result of the tariff conoessions which we hope to 

receive from the other countries in exchanJd for the concessions made by us. 
59. Sir, I have done. We are passing through an exceedingly diffi-

cult phase. The transition from war to peace presents the economy of every 
country with problems of great magnitude and difficulty. In our oa.se there is, 
superimposed on these problems, the still greater problem of the transfer of 
power from British to Indian hands. The problem of India's politioa.l 
emanoipation with which is1inked up the economic well-being of the country 
is intricate and the task ahead of us diffioult. But if we-tackle it with wisdom 
and courage and arrive at a peaceful, just and honourable settlement we will 
have succeeded in ensuring the future pro~s and happiness of the 
peoples of this vast sub-continent. The eyes of the whole world &f8 on us. 
May Providence help and guide va during the most orucia.l year of our destinyl 

INDIAN FINANOE BILL 

The Honourable !tIr. Liaquat AU Khan (Fina.nce M.ember): Sir, 1 beg to 
move for leave to introduce a Bm to give effect to the financial proposaJ.a of 
the Central GovernlJ1ent for the year beginning on the 1st day of .April, 1947. 

JIr. President: 'l'he question is: 
"That leave be granted to intl'oduce !~ Bill to give effect to the in!U1cial Pl'OPOl&la of the 

Central Gov8l'Dlllent for tl¥! year beginning on the !at day of April, 1IM7." 

The motion was adopted. 
The HAmourable Mr. Llaquat Ali Khan: Sir, I introduce the Bill 

INCOM;E-TAX AND EXCESS PHOFITS TAX (AMENDMENT) BILL 

The Honourable Mr. Liaquat Ali Khan (Finance Member): Sir, I beg to 
move for leave to introduce a Bill further to amend the Indian Income-tax Act, 
1922, and the Excess Profits Tax Act, 1940. 

Mr. Prtaldent: The question is: 
"That. leave be granted to intl'oduce 11 Bill further to amendUia Indian IDcome-tax Act, 

1922, ADd the Exces. Profits Tax Act, 1940." 

'fhe motion was adopted. 
The Honourable Mr. Liaquat All DAD.: Sir, I introduce the Bill. 

BUSINESS PHOFITS TAX BILL 
The Honourable Mr. Liaquat AU Khan (Finance Member): Sir, I beg to 

move for leave to introduce a Bill to impose a special tax on a certain cl888 of 
income. 

1Ir. President: The question is: 
"That I_va be granted to introduce & Bill to impOIe a.·Ip8cial tax' on a. certain claII of 

inoome." 
The motion was adopted. 
~e ~ourable JIr. Ltaquat All KhIoD.:. Sir, I introduoe the Bill. 



riliTION ON INCOME (IN\tEBTIGATiO~' COMUtssION) BiLL 
'l'hiBonourable Mr. Ltaquat All Khan (Fillunc:c Memher): Sir, 1 beg--t.o 

move for leave to inLroduce a Bill·to provide for all investigatioll illto muttet;,s 
relating to taxntion on income. 

Mr. ~ealdent: 'l'he question is: 
"That leave be granted to introduce a . Bill to pl'O\'iJe j'Ol' illl illvelltiglltion int •• inultera 

relating to taxation on incorRt." 

The motion was adopted, 
-The Honourable Ilr. Llaquat .Ali Khan: t::)~r. I i.lltrm)lIc", tilt' Bill. 
'l'he Assembly then adjourned till Eleven of tlw Clo(lk 01.1 l\J olll~n'y. the 8rd 

March, 19'7. 

• 
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