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THE GAZETTE OF TNDIA EXTRAORDINARY, FEBRUARY 27, 1937.

Speech by the Hon’ble Finance Member

on introducing the

Budget Proposals for 1937-38.

1. Tu my two provious Budgot speeches T havo had to tell a story of good
fortuno, of expectations more than realisod, of reductions of taxation and of
grants for various kindy of devolopment. Today I have a different kind of
story to tell, a atory of disappointment, and of unoxpected difficultios super-
imposed upon those which we expected and had braced ourselves Lo bear.
Nevertholess tho story will, I hope, show that the difficulties can be surmounted
with little hurdship or evon inconvenience and that being so, the confidence
in the future which 1 have hitherto expressed need only he tempered and
cortainly not abandoned.

Having thus aroused your curiosity I will proceed at once to the first of
my three tasks, viz., that of rosurrecting o financial year which has heen for
& long whilo dead.

Fixaxcoian Ymar 1935-36.

2. When I presented the budget a year ago I anticipated a surplus of
Rs. 1,97 lukhs for the vear ending tho 31st March 1936 and this I asked the
ITouse to Lransfer to a Rovenue Reserve Fund to help out the finances of
1937-38, the first yoar of Peovineinl Autonomy. This carry-forward has turned
out tn be Rs. 1,84 1akhs o Rs. 13 Inkhs loss than wo oxpected.  Thore were im-
provernonts of Rs. 27 Ialkhs undor Taxes on Tncome and there was an inerease of
Ra. 16 lakhs under intorost receipts combined with a saving of Re. 13 lakhs
under intervst payments. There were also miscellanoous increases of receipts
amounting to Rs. 19 lakhs but all theso improvemonts were more then
awallowed up by de-roases of Rs. 27 lakhs undar Salt and of Ra. 61 lakhs under
justoms.  The former was due to poslponement of clearances at the ond of
the year. This usnally happens whon there is an expootation of a roduection
in the ratoe of duty but in thid caso the expoctation was singularly ill-founded
for it wus based on nothing more than what I may porhaps without unduo
disrespect call one of the more optimistic votes given by the Party opposite.
Of tho rocession undoet (fastoms wo less than Rs, 36 lakhs was attributable to the
sugar import daty alone nnd this heuvy doterioration represented a completo
reversnl in tho last two or three monthy of the financial yoar of the tendencies
which had been in vogue in the earlier months. I would remind Hon’ble
Mombers that I drow their attontion to it during tho debates on the Finance
Bill, whoen I auid = We now have 1T months figures to go on and to give only
one cxample, the roceipts from the sugar import duty in February were only
Rs. 5 lakhs whereas the corregponding tigure for thoe year hefore was something
over Ra. 20 [ukhy, T believe, and it is now quite clear that we have overshot
tho mark in the rovised estimates for tho yield of sugar import duty.”

The striking decline in the volume of sugar imports was accompanied by
some diminution in the gencral import trade, and particularly the trado in
the more highly dutiable commodilies. The putting into effoct of sanctions
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Against imports from Ttaly must have contributed something to this unfavour.
able result. At the same timo imports of silver hegan to show a marked
increase, a diversion of India’s purchasing power into a channeol which, at
any rate from tho revenue point of view, is compuratively sterile and unprofit-
able, gince thoe incidence of the duty on these imports is much lower than on
imports of merchundise.

Frwaxcian Yrar 1936-37.

3. The tendencies which disclosed themselves in Teobruary and March
certainly did not disappear with tho end of tho financial year but wero an
only too accurate prosage of what was to como in 1936-37.  The revised fore-
caat for that year shows, instead of & surplus of Ry, 6 lukbs, o deficit of Res. 1,97
lakhs. There is an oxcosz of Ra. 25 lakhs in oxpenditure and & deterioration
in rovenue of Rs, 1,78 lakhs,

Excluding Railways, the figures are as follows :—

(Ras. lakhas.)
Budget, Revised,
1936-37. 1936-37.
Rovenus . ) . 83,14 81,368
Expenditure . . . 83,08 83,33
Surplua . 6 Deficit . 1,97

Hon’ble Members will find the ostimates set out in dotail in the Financial
Secrotary’s memorandum but I shall natarally be cxpoeted to supplement tho
figures with, a fow explanations.

Revenue.

4, To turn first to Rovenue. The main clements in the total deteriora-
tion of Rs. 1,78 lakhs aro as fullows ; —

Deficits of Ra. 2,16 lakhs, R, 37 lakhs and Ra. 28 Jakhs undor Customs,
Income Tax and Currency, respectively and Improvements of
Ri. 41 1nkhs, Rs. 37 lakhs and Rs, 10 lakhs undor Contral Excises,
Miscellaneous and Sult.

5. Onstoms.—As T have just indicated we now expect s shorifall of Rs. 2,16
lakhs, Thoero are two large surpluses, viz., Silver Re. 1,63 lakhs and Artificial
Hilk Piccogoods Rs. 665 lakhs butl in practically overy othor commodity there
has been & decline. Sugar Rs. 1,45 lakhs, British piecegoods Ra, 76 lakhy,
Maetals other than iron and steel Rs. 40 lakhs, while the large number of amallor
deficits over tho remuinder of the field add up to nearly Re. 13 crores.

The extremely hoavy full in tho rocoipts from imported sugar tells its own
tale, but I cannot refrain from pointing out the justification which this affords
for my refusal in the last two years to cornmit myself to a programme of remis-
sions of taxation on the strength of the more or less indetinite continuance of
this source of rovenue. As regards British piccogoods, it is clear that the
exaggerated apprehensions that were oxpresdod in certain quarters when the
recommendation of the Tariff Board was accepted were unfounded. In spito
of the reduetion in the duty the U. K. products have not so tar succoeded in
recapturing any part of the markets which they hold till comparatively rocently, .
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and tho prices have remainoed largely beyond the reach of tho Indian purchasor.
The decrease in tho import of metals roflocts the onhanced European domand
for rearmamont purposos, which, togother with the inevitable risn in prices,
has restricted delivery of supplies to India. The contraciion in othor ficlds
of our import trado may also be ascribed in part to the difficulty and uncor-
tainty which attends tho fulfilment of orders for manufacturod goods from
KRurope. 1 have alroady mentioned the offect of the sanctions against Ttaly,
the imports from which completely ceasod for some months and are still only
slowly heing resumed. Another reason for the wenkening of the import trade
may perhaps be sought in the effect of tho rural indebtedness moeasures passod
in various provinces: theso have, for the momont at any rate produced a
contraction of credit and reduced the expenditure of the cullivator espociaily
on oocremonial occasions, and his purchasos of dutiable goods. Finally, T
am prepared to admit that our estimates may have been pitched too high,
and that in our efforts to turn the flank of the accusations of deliberate under-
budgetting which have beon so plentifully thrown at us we may have advanced
somewhat too far.

6. I will now comment briefly on the variations in some of tho other heads
of Revenue.

(8) Taxes on Income.—Tho deterioration of Rs. 37 lakhs under this head
is due in the main to two causos. The first is & decline in income tax receipts
from sugar manufacturing companies, Tho cstablishment of an unnecessarily
large number of sugar factories in certuin aroas has inevitably lod to price-
cutting, started primarily by companies which owing to finanocial or climatic
roasons were unable to hold stocks. This has entailed a considerable reduction
in the profita of the industry as & whole. The other cause is the fall in the
profits of money-lenders. Provincial Rural Indehtedness Acts while improving
tho position of the debtor have reduced recoveries and made the lender loss
willing to make further advances so that there has been a falling off both as
regards his rate of profit and as regards his volume of business,

(¢2) Currency.~—The variation here is due to a docroase of Rae. 29 lakhs
in the Govornment share of the Reserve Bank’s profits owing to the low yield
obtainable on the somewhat rostricted typos of security, in which alone the
Bank is allowed by law to invest its assets.

(111) Central Excise Dutics.~—The rapid attainment of self-sufficiency in
sugar is responsible for an increase of Rs. 35 lakhs undor sugAr excise but this
is of course greatly outweighed by tho heavy fall in customas duty.

(iv) Miscellaneous.—The increase of Ra. 37 lakhs under Miscellancoua
includos Rs, 24 lakhs on account of Post Office Cash Certificates issued prior
t0 1923 and Ra. 10 lakhs of gain on cxchange. In future the amounts of any
Cash Certificates unclaimod for moro than 8 years aftor maturity will be creditod
to revenue. Of course if cortificates aro subsequently presonted they will bo
paid and there will be a corresponding dobit to revenue.

Expenditure.

7. I now turn to expenditure where the revised forocast shows a net
inoreaso of Rs. 25 lakhs over our original estimates. Owing to heavier dis-
charges of Post Office Cash Cortificates Intorest Charges are oxpocted to bo
Rs. 46 lakha up. TFor the rost there are a number of savings under Civil
Administration and Civil Works which togother add up to Rs. 20 Iakhs or so.
The more important of these are the underspendings on the provision for tho
Delhi refuse and sewage disposal achemes.
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Defence.

8. On Defence T must as usual slaborato somoewhat.

Thoe estimate for the yoar was Ru. 44,85 lakhs ordinary expenditure plus
Rs. 60 lakhs for Quetta or a total of Rs. 45,45 lakhs, In the ordinary budget
the Revised Estimates reveal the following variations :—

There have heen underspendings totalling Rs. 65 lakhs in all. Most of
those aro very amall—tho only itoms of note heing Rs. 9 lakhs on account of
the absence of troops from Tndia and Re. 12 lukhs owing to the effects of the
““ War Block "’ scheme having been more rapid than was expected. On the
other hand there have heen excesses amounting to Rs. 33 lakhs—the bulk of
this heing dae to increased demands for stores—and a number of minor new
and unforeseen expenditures adding up to Rs. 15} lakhs. Then we have had
to provide Ra. 11} lakhs for the Waziristan operations and in the final analysis
underapending has heen no more than Rs. 53 lakhs and this is the amount which
we expect to lapas to the Defence Reserve Fund.

During the year in addition to the Rs. 5} lakhs mentioned ahove sums
of Re. 33 lakhs representing contributions to military equalisation funds and
Rs. 45 lakhs representing postponed lishilities will be doposited in the fund.

As regards expenditure on Quetta about Rs. 50 lakhs will have actually
been spent on reconstruotion work, ote. and Rs. 10 lakhs will be carried forward
t0 meet further expenditure on this account in 1937-38. 'This latter figure
of Rs, 10 lakhs is included in tho sum of Rs. 45 lakhs which T have just men-
tioned ahove.

Posts and Telegraphs.

9. To round off my survey of the current vear T say a few words about
Posts and Telegraphs. The revisod forecast provides for a surplus of Rs, 8
lakhs as against & nominal surplus of Re, 1 lakh anticipated in the original
budget. This is the result of savings of Ra, 12 lakhs under working oxpenses
and Ra, 1 lakh under interest chargos and & deterioration of Rs. 6 lakhs under
receipts, The saving under working expenses is due partly to cconomies in
expenditure and partly becanse certain claims from other departments did
not materialise. The Revised estimate of receipts takes into account a refund
of about Rs. 9 lakhs to Provincial Governments on account of their share of
unified stamps for the years 1030-31 to 1933-34.

Tho rovenuo and expenditure figures are :—
(Rs. lakhs.)

Budgot, Revised,
1936-37.  1936-37.

Grosa receipts . . . . 11,74 11,68
Working expenses . . . . 10,93 10,81
Not receipts . . . . 81 87
Interest chargoes . . . 80 79

Surplus . 1 8
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Position as at 31st March 1937,

10. So, on the basis of these figures the position iy that wo are faced with a
deficit of Rs. 1,97 lakhs in the current yoar. This ropresonts a considerablo
falling off from our hopes of a year ago and it is bound to mako us ro-oxamine
with some care tho foundations on which tho Niemeyer proposals for subven-
tions and allocations of rovenuo to the Provineces rest. However, I propose
to leavo this examination over until after wo havo considered the estimates
for 1937-38.

Frnanoran, Year 1937-38.

11. T am afraid that Hon’hle Mombers will he rather puzzled when they
sec the budget statoments to be distributed at the end of my speech, for there
are considerablo changes both in the form and scope of the estimates. These
I will explain as briefly as I can and I hopo without tedium, First of all there
are the changes of form :—

The present system of account heads was introduced in 1921 whon a
general transformation of tho accounts was necessitatod by the separation of
tho revenues and expenditure of the Contre from those of Provincial Govorn-
ments.  Although there have been minor modifications from time to time the
general composition has romained the same throughout and there is an ohvious
convenienco in maintaining the present structure with no moro than the
minimum of change roquired to adapt it to tho new constitution which is being
introduced on April the 1st. Apart from the conversion of a fow of tho prosont
minor heads into major heads the important changoes adoptod aro as follows :—

(¢) All-India Excise dutics which are lovied by the Central GGovernment are,
with the oxception of the salt duty, at present included under the head
“I—Customs . They are of course not customs duties at all and in view of
their importance in the Federal Finance schemo separate major heads have
been introduced for them hoth on the receipt and on the expenditure side.
The duty on kerosenc oil and motor spirit produced in Burma has hitherto been
shown as an excise duty. But with the scparation of Burma on the lst of
April 1937 the duty on these articles imported from Burma will appear as an
import duty under ' [—Customs ” and only the duty on kerosene and motor
gpirit produced in Indis proper will be shown as un excise duty. This will
lead to lurge changes in the figures for import and oxcise duties on these two
items for next year as contrasted with preceding years.

(1) A new major head ‘“ Corporation Tax *’ has been opened and the desig-
nation of the existing major head ‘‘ Taxes on Incomo ” has been changed to
“‘ Taxes on Income othor than Corporation Tax .

(#¢¢) The House will romember that in the budget speech last year I
remarked that T could not see any sufficient reason for the exhibition of our
interest payments under two separate major heads and it has now been
decided that all these payments should be classified under the same head
“ Interest on debt and other obligations .

(7v) Most of the expenditure which, under the existing classification, ia
shown under the heads *“ Political ”’, ** Frontier Watoh and Ward * and ** Terri-
torial and Political pensions ”’ together with part of the expenditure at
present shown under certain other heads in some of the Area Demands will
sppear under new heads ‘‘ Payments to Crown Representative”, ¢ Tribal
Areas ™ and “ External Affairs »,
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All sums required on rovente account by His Majesty’s Representativo
for the excreise of the functions of the Crown in its relations with Indian States
under Section 145 of the new Governmeont of India Act, less any revonue re-
ceipts reulived by bim in tho exoreiso of such funetions will be shown under the
head ** Payments to Crown Reprosentative . The cash contributions referred
to in Section 146 of tho Act will as hitherto appear as *‘ Payments from Indian
States .

(v) A now major head ‘“ Grants-in-aid to Provincial Governments ' has
been introduced to cover tho grants given to the Provinces under the
Niemeyer Award,

(vi) At present ull sterling receipts and expenditure of the Central Gov-
ernment and Provineial Governments are finally brought to account in England
and as a result each Government has two sets of accounts, one for sterling and
the other for rupee transactions. DBut in future all sterling transactions, with
tho excveption of a few debt head transactione which are essentially of & sterling
nature, will be bronght to account finally in India. As a result the separate
column in the Budget Statements for English trunssctions und the separate
demands for ull the expenditure incurred in England by the Secretary of
State and the High Commissioner will not be necessary.

All these changes have boen incorporated in the budget statements for
1937-38 and to make comparison easicr tho figures for 1935-3¢ and 1036-387
have, s far as possible, becn recast correspondingly.,

12, But apeart from the changes of form there are two major changes of
scope which affect the ostimates for 1937-38. [ refer of course to the Separa-
tion of Burma and to the Niemeyer Award including in this term all the other
alterations consequent upon the introduction of Provincial Autonomy. The
offects of these changes run through practically every head of the Budgot
und in order to present them a# conveniently and clearly us possible to Hon’ble
Members I have hud a special tuble drawn up (Table I in the Financial Secre-
tary’s momorandum) whioh will show how much of the variation in each hcad
betweon 1937-38 und 103637 is attributable to the Separation of Burma and
to Provincial Autonomy respectively. This Table will make it unnecessary
for me to commeont on variations in the Heuds of Revenue und Expenditure
except where they arise from causes other than the two main ones. It will be
seen that the gonoral effect of the Separation of Burma is a net reduction of
Revenue of Rs. 3,38 lakhs and & net roduction of Expenditure of Ra. 92 lakhs—
these figures taking no account of a betterment of Rs, 18 Jakhs in the net balance
of the P, & T. Dopartmont. The not cost of separation is therefore Rs. 2,33
lakha. At this stage I should explain that on the Revenue side we have taken
oredit for the receipt, under the Amery Award, of

(¢) Rs. 2,29 lakhs in respeot of the dobt and other liabilities taken over’
by Burma, and

(it) Ra, 94 lakhs in respect of Burma’s liability for pensions in course
of paymont on tho 31st March 1937,

The formor amount is the provisional figure of the anunuity payable by
Burma for the next 456 years and the latter represents the first of a series
of wnnual payments which will diminish graduoally to zero over a period of 20
yeurs. Apart from these tho net loss on account of scparation would be
Rs. 5,56 lakhs. Necdloss to say all those figures are of e provisional character.
There are many uncertain factors to be taken into account particularly under
the hoads Customs and Taxes on Income and moreover the final material
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for the caleulation of the annuities payable by Burma will not be availuble until
some time after the 31st March,

As rogards Provincial Autonomy, the net resulls are a reduction of Rs. 51
lukhs in Rovenue combined with an increase of Rs. 1,34 lakhs in Expendi-
turo, 4.e., a total cost to the Centre of Ra. 1,85 lakhas,

The sum of these two figures, viz., Rs. 4,18 lakhs represents the extra
burden on our budget (i.c., additional to that assumed in carlier years) arising
from the conatitutional changes due on lst April next. The chargos assumed
in earlier years including the devolution of 50 per cent. of the Jute Duty and
the subventions to the N.-W. F. P,, Sind and Orissa amount to more than
a8 much again.

13. Provincial Borrowing.—This is perhaps a convenient place for me to
oxplain the arrangements which will rule between the Centre and the Provinces
as regurds puyment of existing debts and future borrowings.

Ag the House is aware a Provincial Loans Fund was established in 1925 in
order to systematise the arrangements by which udvances wore made by the
Centroe to the Provinees. This was financed out of Central Government
monies and all advances sanctioned by the Contral Government to Provincial
Governments wero mado from it; the interest charges and the terms of
ro$aymexlt were fixed for all provinces alike at appropriato rates to onsure the
golvency of the Fund. It has now been realised that this procedure will be
totally inappropriato under the changed oconditions more particularly as
serious dofocts in it have manifested themsclves even under the present
regime.

The Government of India have, therefore, with the sanction of the Secre-
tary of Stato, reached the following decisions :—

(#) No further loans will be sanotioned to the Provincea from the Provin-
cial Loans Fund with effect from the ourrent year. Essential requirements
during this last year of the old regime will be met by loans to be given by the
Centre direct for a period not exceeding 18 months and which WH% before the
ond of that time have to be converted into regular loans under the new system.

(#4) The Provincial Loans Fund will be wound up.

(v32) All future borrowing by Provinees whether for long or short term,
will ordinerily be from the market through the medium of the Rescrve Bank.
In exceptional circumstances & province may be forced to borrow from the
Centre and in such oases tho loans will be for specific round amounts on fixed
terms while the rute of interest willinelude an element to compensate the Centre
for expenses and risks. The termes of each loan to a province will be settled
ad hoc in relation—as regards interest rates, maturity and the time of issue—
to particular operations of the Centre., The Government of India will not
normally, if at all, lend for the purpose of moeting revenuo deflcits ; and

(w) existing provincial debts to the Government of India will be conso-
lidated on the terms set out in Appendix III to the Niemoyer Report,

Asg a rosult of this consolidation the balances of the Provincial debts to
the Government of India as on the 1st April next will, with the exception of
the Lloyd Barrage debt, certain loans advanced to the Bombay Government,
and Rs. 10 crores of the pre-1921 Punjab debt, be funded into fixed annuities
of amounts sufficient to ropay the whole liabilities over a period of forty-five
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years. The interest clement in these annuitios will bo credited to the Budget
head ‘“ Interest on Deht and other Obligations ** while the capital element will
be tuken straight to the reduction of debt outsido tho Budgot.

With these possibly somewhnt too extensive proliminarics I turn to the
estimates for next year, 1037.33.

Frwaworar, Year 1037-38.
Revenue,

14. The total figure for revenue, including a contribution of Ra. 16 lakhs
from Railways, is Rs, 79,99 lakhs, or Rs, 1,37 lakhs less than the rovisod Rsti-
mate for 1936-37. Hon’blo Members will remember that tho constitutional
chunges are responsiblo for a reduction of Revenue of Ra. 3,76 lakhs,

15. Customs.—The budgot cstimato for next year is Ru, 44,60 lakhs
sgainet the current vear’s revised of Rs. 46,73 lakhs, in othor words, a decrease
of Rs. 2,07 lakhs. If, however, we exclude the loss of Ry, 4,26 lakhs due to tho
geparation of Burma, the estimate for next year provides for an improvement

over tho current year’s revised forecast of Rs. 2,19 lakhs, which is distributed
over & large number of items.

16. T'axes on Income.—The budget estimate for next year is Rae. 14,30
lekhs against the current year’s revised of Ras, 15,30 lakhs, After allowing for
& loss of Re. 1,40 lakhs owing to the separation of Burma, the estimate for
next yoar anticipates an improvemcnt of Rs. 40 lakhs, of which Ra. 20 lakhs

is duo to the measures to be taken under the Income Tax Bill which has alroady
passed this Chamber,

Expenditure.

17. The total figure for expenditure, of course oxcluding Railways, is
Rs. 83,41 lakhs or Ras. 8 lakhs moro than the revised estimate for the ocurrent
year. But as tho two constitutional changes I have described in detail are
expected to produce an incroase of Rs. 42 lakhs there is really a net reduction
of %s. 34 lakhs over the remainder of tho fleld.

This figure of Re. 34 lakhs we can put down ayg the resultant of the follow-
ing decroages and increases :—

Intorest payments show & net reduction of about Re. 87 lakhs, largel
due to a considerable diminution in ¢« Bonus on Post Office Cash Certificates *'.
Thero is aleo e saving due to the ropayment of the 5} por cent sterling loan
but the main benefit of this acorues to the Railways and other borrowers.
The separation of Aden will produce & saving of Rs. 20 lukhs & yeur which of
course accruos to the Defence Budget. On the other hand ordinary Defence
Expenditure apart from the saving on account of Burma and Aden is up by
Rs. 26 lakhs. * Civil Works” aro up by Ra. 25 lakhs owing partly to an
increased transfer to the Road Fund and partly to provision being made for
various Government offico schomes such sa rebuilding the Customs Houso in
Caloutta and the ercotion of Central Offices in Bombay. TIncidentally T must
say that as regards Bombay the rents saved will more than cover interost on
the cost of tho now building and tho maintonance of it. Finally thore is an
increase in “‘ Civil Administration ™ partly caused by the nocossity for re-voting
some of the expenditure on the Delhi refuse schome.

18. Defence.—The Defence Estimates total Re. 44,62 lakhs, Of this
Rs. 43,87 lakhs relates to ordinary oxpouditure and Rs. 75 lakhs to cxpendi-
ture on the rebuilding of Quetta,
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The figure of ordinary expenditure for 1936-37 is Ra, 4,45 lakhe less
Ras. 60 lakhs for Quetta, i.e., Ra. 44,85 lakhd. TFrom this should be doducted
Rs. 1,24 lakhs being the reduction allowed for in tho 1037-838 estimates on
account of the separation of Burma and Aden. Tho comparable figure for
1936-37 is therefore Rs. 43,81 lakhs or Ra. 26 lakhs less than the eatimate of
Ra. 43,87 lakhg now presented. Included in this cxcess is a special provisgion of
Ra, 6 lakhs towards the expenser of sending & Contingent of the Army in India
to the Coronation. Tho real excoss is therefore Ra, 20 lakhs. This is
much more than accounted for by incroases of Re. 25 lakhs under Ordnanco
Services, Rs. 14 lakhs undoer grain prices, Ra, 3 lakhs under transportation
due to tho withdrawal of a Railway concession, Rs, 7 lakhs under the pay of
British soldiors and miscellancous unavoidable increases totalling about Ra, 11
lakhs. So that taking thoso into account there has been a roduction over the
reat of the field of something like Ra. 40 lakhs. This represents the contribution
which the Defence authorilies have heen asked to mako to our, I hope, tem-
porary difficulties in this most difficult of yoars. But this expedient cannot bo
repeated very often if at all for, as H. E. tho Commander-in-Chief has pointed
out to me, the figures have only heen reachod by the help of & curtailment of
services which are hound to be provided for sooner or later—and sooner
rather than later. Tndesd His Excellency, while he is preparcd to face in
this yoar tho curtailments involved, has warned me that ho is seriously con-
corned as to tho adoquacy of tho present figures for tho real needs of defence.

19. Posts and Telegraphs.—It is anticipated that the working of the
department in 1937-38 will result in a small surplus of Rs. 4 lakhs
aftor allowing for tho soparation of Bnrma and Adon. For purposes
of comparison T give helow the figures including and excluding Burma
and Aden :—

(Rs. 1akhs.)
Budget, Budget,
Reviaed, 1937-38 1037-38

1936-37.  including  excluding
Burms and  Burma and

Aden. Adon.
(ross rocoipts . . 11,68 11,91 11,16
Working expenses . 10,81 11,21 10,39
Net receipts . . . 87 70 ki
Interest charges . . 79 79 73
Surplus or defleit . . +8 —9 +4

Comparing like with like, the hudgot ostimate of gross receipta provides
for an incroase of Rs. 14 lakhs over the rovised figure for 1936-37, apart from
tho special rofund of Ras. 9 lakhs I mentioned proviously. The main items in
the increase of Rs. 40 lakhs under working exponses aro Rs. 12 lakhs for
increments, Rs. 8 lakhs for the Empire Air Mail Schomo and Rs. 5 lakhs for
additional postal facilitios in rural and urban areas.

The estimates for next year provide for two small changes in rates.

The first is a change in tho book packet rate. Tho present rate is § annae
for the first five tolas and 4 anna for every additionsl five tolas. As the



88

THE GAZETTE OF INDIA EXTRAORDINARY, TEBRUARY 27, 1937.

T T ——r

House is aware, it has frequently been urged that this rate affects trade
adversely and it has been pointed out that it is cheaper to send a book packet
from London to Delhi than from Bombay to Dolhi. We propose, therefore, to
reduce tho rate to half an anne for the first 2} tolas and one quarter of an anna
for every additional 2} tolas. This concession will cost about Rs. 8 lakhs,
The second change is the removal of an anomaly in the parcel rates. The
ggesent minimum parcel rate is 2 annas for parcels welghing not more than

tolas with the result that as soon as a letter weighs more than 3 tolas it is
possible, by sending it as a parcel, to pay less than tho lotter rate. At certain
stages the parcel rates become even cheaper than the book paclet rates. Wo
thereforc propose to eliminato the 2 anna rate for parcels so that all parcels
weighing 40 tolas or less will be charged 4 annas. This will yield an additional
revenue of about Rs. 8 lakhs which will just balance the loss due to the con-

.cession in the book packet rate.

Summary of the position for 1937-38.

20. I am now in a position to summarise the estimates for 1937-38 and
the figures are as followa :—

Revenue . . . . . . . 79,99 lakhs,
Expenditure . . . . . . 8341 "
Gross deficit . . 3,42 lalkhs.

Againgt this we have Rs. 1,84 lakhs in the Revenue Reserve Fund and so our
Net Deficit is Rs. 1,68 lakha.

But, before dealing with the problem of meeting this shortage, 1 turn
aside for the usual review of our Ways and Means position,

Wayvs AND MBAKS.

21. Remittance—The ways and means forecast for the current year
assumed our sterling requirements to be £41 millions, including about £17
millions for the repayment of the 5} per cent. Stock 1936-38 and the revised
forecast shows practically no change. Between the 1st April 19368 and the
31st January 1937 the Reserve Bank purchased nearly £41 millions of
gterling. The Banking Department held at the end of January more than £16
millions of sterling assets while in the Issue Department the ratio of gold
and sterling to liabilities wag nearly sixty instead of the statutory forty per
cent. The position of the Bank is thus a very strong one in spite of
this repaymont of £17 millions of sterling liabilities. Although the net
exports of treasure dropped from Rs. 32 crores to Rs. 14 crores in the
first nine months of the year Exchange has remained firm throughout the
year mainly on account of the large favourable balance of trade in merchandise
which hes been accompanied by stoadily rising prices of primary products.
During the first nine months of the current financial yoar this favourable
balance amounted to Re. 50 crores against Ra. 19 crores during the correspond-
ing period last year. Tt certainly does not look therefore as if the rupee wero
over-valued—in fact there is & good deal more to be said for the contrary
view.

The requirements for next year are estimated at £35 millions, inclusive
of £6 millions which it is anticipated will he transferred to the Commissioners
appointed under the Family Pension ¥unds Order in Council and £2 milliona
which will be needed for the repayment of the capital portion of tho Railway
Annuities and the Railway Sinking Funds,
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22. Provincial Requirements.—The revised estimate of the requirements of
Provincial Governments amounts to Rs. 6,67 lakhs against the budget estimate
of Re. 5,01 lakhs; the incresse is more than accounted for by the
withdrawal by certain provinces of the amounts availablo in their Famine
Relief ¥unds for direct investment. With the introduetion of Provincial
Autonomy and the separation of the balances of Provincial Governments from
the lst April next the trausactions of those Governments will not appear in
the accounts of the Central Government. In the firs" year, however, we shall
have to hand over to them in cash a portion of the balances which tho Central
(Government has hitherto held on their account. The cash to be transferred
to Provincos on the st April is Ra, 2,39 lakhs for minimum bank and treasury
balances and Re. 6,21 lakhs as their free and olher carmarked balances. We
shall also have to give the Government of Burma Rs. 2,00 lakhs in cash but
this amount will be taken into account in the financisl settlement with that
Government. The total sum included in the estimates for all these items is
Rs. 10,60 lakhs,

23. Borrowing programme.—The budget for tho current year ussumed an
increase of Ru. 11 crores in our liability in the shape of Treasury Bills, but
made no provision for & rupee loan, Later in the year Government docided
to take advantage of the exceptionally favourable conditions in tho money
market and issued a 2§ per cent. loan 1943-52 for Re, 12 crores at par. Con-
sequently there will be no increase in Treasury Bille and the balance outatand-
ing at the ond of tho ourrent year will in facl boe slightly less than that at the
boginning of the year, numely, Rs, 30 crores. As I have already said a sterling
loan of £17 millions was repaid during the year and thus in offect we have
been able to repatriate a considerable sterling liability and at the same time
lower tho cost to the taxpayor by reducing the rate of interast.

No rupee or sterling loans mature next yoar and on present showing it
may not be necessary to issue any now ones. But to repeat what I said a
yoar ago, should conditions again prove favourablo Government will not
hesitate to take full advantago of them.

The balance of Treasury Bills outstanding at the end of next yoar is ex-
pected to bo Rs. 34 crores. That is Rs. 4 crores more than at the beginning of
the year and is more than aceounted for by the Rs. § crores we shall have to
pay the Reserve Bank of India for the surplus rupees they will return to us
under Section 36 (1) of the Reserve Bank Act.

24. Post Office Savings Bank Deposits and Cash Certificates.—The net
receipts from Post Office Savings Bank deposite are now estimated at Rs. 7,50
lakhs in the ourrent year against the original estimate of Iis. 8,25 lakhs and
last year’s actuals of Rs. 8,85 lakhs. If we make allowance for exceptwually
heavy deposits of over Ra. 2} crores in September 1935 when two Government
of India loans were ropaid, the estimated roceipts during the current year will
be more than lasgt year in spite of a reduction in the rate of interest from 2} per
cent. to 2 por cent. with offect from the 1st July 1936. Next year we antici-
pate & net roceipt of Ra. 8,00 lakhs.

Ag a result of the reduction in the vield on Post Office Cash Certificates
from 3 per cent. to 2} per cent. also with effect from the 1st July last we now
anticipate a net dischargo of Ra. 75 lakhs in the current year and of Re. 1,50
lakhs next year.

ProrosaLs ror 1937-38.

25. As a preliminary to my proposals for dealing with the shortage of
Rs. 1,68 lakhs in the accounts ot 1937.38 I will deal with the question which I
pozed at an earlior stage of my speech, viz., have we in the disappointments of
the year 1938-37 any reason for doubting the soundness of the conoclusions of
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the Niemeyer Report in regard to the ability of the Centre to bear the cost of
the succcssive stages by which the new Constitution is being introduced ?
A year ago [ prophesied that with the help of a Revenue Reserve Fund of
Rs. 2 crores we could see our way through 1937-38 and that thereafter the
normal growth of revenue would provide atep by step for the liabilities which
would come upon ud4 from year to vear. Our Roserve Fund has turned out to
be somewhat less than wo expected and Revenue has shown a distinet falling
off. Contrary to our hopos thereforo we are betweon Rs. 13 and Rs. 14 crores
short of a bulanco in 1937-38 and anless we assums a growth of revenuo during
the yoar greator than we huve any right on past exporience to oxpect this
should connote a deticit in 1938-39 ton of somathing like the same amount.
Arve our calenlations then all wrony and are we pursuing a chimsera in judging
that we can financo the new constitution ¢ I do not think so,

First lot us take the disquieting factors.

The restriotion of rural credit cansod by the Indebtednoss Bills is certainly
for the time being affecting the purchasing power of the cultivator with the
inevitable effccts on revenue. It is also diminishing the money-lender’s
profits. But in the long run these measures are bound to increase rural pros-
perity and with it the prosperity of the country as 8, whole and with an inerease
in prosperity and activity the money-lender will once more be able to employ
hisidle funds, On the whole then I judge this effect to be a temaporary one.

Another bearish feature is the substitution of silvor imports for imports of
goods subject to & higher rate of duty—a re-uppearance in fact of the old
hoarding tendency. It would perhapa be optimistic to prophesy any very
carly disappearance of this though it is to be hoped that it will disappear in
time.

Agnin, the height of tho protective and poseibly of the revenue dutics as
well is bringing about the inevitable diminishing returns and these are operat.
ing more rapidly than we had holieved powssible. Nevertheless we had all
along assumed that the revenue from protected articles would nltimately
docline to much lower levels and the fact thut theso levols aro heing reached
unexpectedly quickly means again a temporary rather than a permanent
embarrassment,

On the other sido there are definitoly oncouraging signs. Railway traffie
returns indicate quito clearly a substantial increase in prosperity. The steadily
increasing pricns of primary produects point to the same conclusion, Furthor,
the almogt phenomonal increase in exports of merchandise must soon result in
an enhancemont of purchasing power and altogether wo have many pointers
towards a greuter resiliency of revenue in the not distant future.  And finally
disappointing us it is, we must bo carefal not to exaggerate the importance of
a gap of one or two crores in & budget of over Ra. 80 crores.

On the whole T do not think that I shall bo indulging in unjustifiable
optimism if T say, a3 a result of considering tho various factors at work, that
there is no reason why the Niemeyer prognostications should not be realised
in the long rn and that even in the nearer future his programme can bo ful-
filled with the help of no more than a very modest addition to our resourcos,
which I should estimate to be roughly the Ra. 14 to Ra. 12 crores by which wo
are short of a balance this year. Of courso I am always pre-supposing the
ahsence of internal disordor or external strifo. How are we to find this extra
amount 1

26. Personally T holiove that, given time, we could find it by improving
a1d tightening up the administration of existing taxes. The Amendment
ia the Incomo Tax Act brought forward in tho current segsion in expocted,
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besides arresting the further doterioration which would have attended tho
vontinnance of tho practico with which it douit, to yield an immediate improve-
ment of Rs. 20 lakhs in tho coming year and credit for this amount has been
taken in tho estimates I havo placod before the House, Tho other recom-
mendations containoed in the Income Tax Enquiry Report are bhroadly speaking
of two kinds. Somo are comcerned with changes in the Indian incomo tax
gystom, and involve questions of principle on which it is dosirable that public
opinion should he elicited before it is decided to put forward legislution to
ourry thom into effect. 1 have already takon stops to consult representative
bodies and interests on these suggestions, Tho remaining rocommoendations
of tho Report are concerned with the administration of the department, and
consist of proposuls for tightening up the machine 80 as to sccuro the mosat
officient assesament and collection of the tax, accompanied by suggoestions for
alloviation of cortain hardships which are regarded as affording ground for
logitimato complnint by the taxpayer. 1 proposo to take up without delay
tho consideration of the possible improvements in administration with » view
to the early introduetion of reforms which aro agreod to be necessary.  Simi-
larly, in tho sphero of Customs administration dotormined aclion is already
being taken to close the loopholes through which smuggling had boen found
to be taking placo, particularly on tho frontiors of the French settlemonts of
Pondicherry and Karikal. Again, in the increasingly important field of Contral
Exoisos, where arrangements improvised somowhat hastily in recent years
still continue in forco, we ure considering the desirability of introducing improv-
ed machinery under direct central control. I have always felt that the efficient
administration of tho revenuo systere is of such vital importance as to call for
unremitting attention, and I have no doubt that the steps we are taking will in
due course yield a substantial roturn. But they cannot be counted upon to
make an immediate contribution sufficient to solve tho problem of supplo-
menting the revenues of the coming financial yoar by the Rs. 1§ to Rs. 13
crored which is necesaary to balance tho oxpenditure. I must thereforo address
myuolf dircctly to that problem, and I havo two proposals to make.

27. (a) In the first place [ propose to inerewse the sugar oxeise from
Rs. 1.5-0to Rs. 2 o ¢cwt, The main single cause of the present woakness in our
revonuc position is the virtual disappearance of the revenuc from imported
pugar. 1 would remind the House that in 1930-31 this item accounted for
no less than Rs. 10§ crores. That customs revenue hus now praclically gone
and in its placo wo are to he left with an excise rovenue of under Ra. 24 crores.
1t iz hardly necessary to emphasise tho tremendous strain which a loss of 7
or 8 crores in the yield of the consumption tux on a single commodity must
impose on the finances of & country, The present level of internal prices is
such that the consumer, ovon when he has fully shouldered the burden of an
additional 11 annas a cwt. will he paying no more for his sugar than he was
until a very rccent dato. As regards the manufacturcr, 1 have alrendy men-
tioned the plight to which over-production has redinced the industry. In
#o far as the enhanced excisc will check this tendency by eliminating the weak
and inefficient producer it will have u salutary effect, and by arresting further
deterioration will preserve the position pending the fuller enquiry which is
shortly to be held by the Taritt Board. For the same reason 1 helieve that
tho effect on the cultivator will also be benefleial, for it is no advantage to
him to bo induced to grow cane for supply to u precarious manufacturer who
ounnot be rolicd on to take the crop off his hands. [ estimate the additional
revenue from the increaso in the sugar excise at Ra, 1,15 lakhs.

The change in the oxcise duty involves a chango in the customs tariff.
The protective duty was imposed, in accordance with the recommendation of
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the Tariff Board, in April 1931 at Rs. 7-4-0 o cwt., but in the emergency Budget
of September 1931 the surcharge of 25 per ceut. was added which brought it to
the presont lovel of Ra, 9-1-0 a ¢wt. When, instead of the revenue surcharge
heing removed, tho excise was introduced in 1934, it wus thought desirable to
muintain an additional margin of 8 annas a cwt, hetween the duty on domestic
sugar, which was fixed at Ra, 1-5-0 a cwt. and that on imported sugar, This
additional margin wes basod on a subsidiary recommendation of the Tariff
Board, which apprehended that in certuin eiroumstances the price of imported
sugar might fall below the figure which tho Board estimated to be the fair
selling price for the Indian product. Ju present conditions Indiun sugar is
heing sold at prices su far below the price of imported sugar that thero is no
neocessity or justification for maintaining any addition to the substantive pro-
tection of Rs. 7-4-0 a ¢wtb. to which the industry is entitled until the 31st March
1938. The import duty will therefore be fixed at Ra, 7-4.0 a cwt. plus the
exoiso for tho time being in foree.

In order to prevent forestalling and minimise the dislocation of the market
I have decided that these chunges should take effeot forthwith, and a declara-
tion under the Provisional Colleotion of Taxes Act has been attuched to the
relovant cluuses of the Finance Bill. I should also mention that tho sugar-
producing Indian States are heing approached with a view to bringing them
into line with British India and seouring thut tho onhanced excise is also lovied
on their output.

(by My second proposal for filling up tho gap in revenue is to raise the duty
on gilver from the present level of 2 annas to 3 annag an ounce. I do not
think that this modest incroaso is likely to stimulate s recrudescence of the
smuggling which we encountered when the duty was 5 annas or more and I
estimato that the additionual yield will be Rs. 50 lakhs, This change also will
tako effect at once.

Final SuMMARY,

28. With the additional revenue of Rs. 1,05 lakhs we expect from theso
measuros our het deficit of Rs. 1,68 lakbs for 1937-38 is turned into a small
gurplus of Rs. 7 lakhs. Incidentally the meusures will yield Rs. 5 lakhs or
80 1n the current yoar and thus reduce the deficit for 1936-37 to Re. 1,92
lakhs.

Additional taxation always arouses controversy and thero is no parti-
cular reagson why I should expect to escape from the operation of this uni.
versal law hut tho new burdens [ am imposing are modost and to the best
of my belief no part of them will fall on the shoulders of the poorer classes.
The price we have to pay for belancing our budget is not therefore an oxact-
ing one. Tho economic position of the country is undoubtedly improving
and in spite of tho temporary set back in our budgetary affairs we have cer.
tainly no cause for pessimism but rather considerable cause for optimism.
And in, any case let us not forget that in this very budget we aro paying nearly
Rs. 24 crores for the separation of Burma and are providing over Rs. 64 crores
of assistance to the other Provinces,

P. J, GRIGG.
The 27th February 1937.
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