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Innes, and by the High Commissioner, Mr. (now
Sir Dadiba) Dalal.

Thus among the functions of the Secretary of
State is the duty of 1‘cprcscntiug India at the
Imperial Conferences, and he has been able to
associate with himself on these occasions non-official
British Indians engaged in the public life of the
country and Rulers of Indian States.

Treaties.

The adhesion of India, as of other parts of the
Empire, to- treaties and conventions negotiated by
the Imperial Government with Foreign Powers,
had long been a matter for special arrangement,
since local conditions might exist which rendered it
difficult or undesirable to extend to certain parts of
the Empire prnctical provisions on such matters as
extradition or trade marks. But the end of the
War brought about a very notable change in the
international status of India as of the Self-Governing
Dominions. India is herself a contracting party
in the Treaty of Versailles and the other international
treaties which followed, and India, as a separate
entity, became an original Member of the League
of Nations. Arrangements for the future negotia-
tion, signature and ratification of Treaties were
made by the Imperial Conference of 1923, which
decided inter alia that ¢ bi-lateral treaties imposing
obligations on one part of the Empire only should
be signed by a representative of the Government
of that part.?*

* Cmd. 1987 of 1923, pp. 13-15.

Chapter VI
FINANCE. [By S. F. STEWART]

g ; 1
Revenue and Expenditure

‘ ['he revenuce and expenditure of the Government
(_:i India are independent of those of the B "t(%n]l
Govcrnn}cnt. Except for the salary of the ‘%l'] I'SI
tary of State for India and the TI‘C‘HSLII‘V.COIIEL‘;% N
tion towards the cost of the India bfﬁcclltIll_
British taxpayer does not contribute towwd,s tllc
cost of the Indian government. India nco\f 1'(:
for cvery British soldier she employs ; sh\é .
(_‘ml}-: bears his pay and the cost of his In:,tilmcn‘nimt
equipment and transport, but she pays the I:IOICC,
(xoxftfi‘nmlcnt a proportion of the cost of his tr’lihilrllc
I’:x:gd of his pg‘lmi‘}}n;1 corresponding to the icng}th ogf
s service in In ia. On the ] “t
Government of India Act is spcci[?cﬂ:;r rehilll‘i :]he
P‘I_ll;pOSCS on which Indian revenues can be eg\' cl‘ldecliL
The revenues of India . . . shall . . . b;:)p’i nlici
for ﬂ}c purposes of the government of India (ﬁénee”
(Section 20). Only one exception to this gen al
principle is Provided for in the Act. s
The special circumstances contemplated by it
fr;lmccl{'s‘ arose during the Great War. ].rfdii:tli
E}&;;tlgt;z;r}}; fm“ccs, comprising _British as well as
S o ps, served out of India and Parliament
a series of Resolutions approved of the debit
to Indian revenues of the ordinary ” charges of
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these Indian forces (i.e. the cost of their pay and
maintenance) and the payment of certaln con-
tributions by India towards the cost of the war.
It has been calculated that India’s total contribu-
tion in money amounted to /146,000,000

A description of the financial system of a
Government is, broadly, an answer to the following
questions : (1) what are the sources of public funds
and what is the authority for raising them (2) on
what are they spent and on what authority are
they released from its Treasury for the purpose.
It will be convenient to deal in some detail with
these questions as they concern the Central
Government, and then to indicate generally the
points of difference in the financial procedure of the
provincial governments.

The funds required by the Government of India
to carry out the responsibilities laid upon them by
the Government of India Act are obtained mainly
from three sources—the yield of certain taxes, the
profits of commercial undertakings financed and
managed by Government, and contributions from
provincial governments.

The principal sources of revenue in the first
class are Customs, Taxes on Income, the
Qalt Tax, and Opium. The net yield from
Customs in the financial year 1924-5, i.e. the
revenue after the payment of the charges
incidental to the collection of the tax, was about
£33,000,000.* The general import duty is 15 per

* In this chapter and the next the figures in the Indian Accounts,
and Estimates, which are mainly in rupees, have been converted
into sterling at 1s. 6d. the rupee. The current rate of exchange
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cent., but it rises to 30 per cent. on articles of
luxury.  On cotton goods it is 11 per cent. (A
partially countervailing excise duty of 33 per cent
on 111d13}11COtI'{Z)11 goods was withdrawn in hDi:ccmbor'
1925.) 'The net receipts from taxes on income in
the financial year 1924-25 were about /12,350,000
There is a general tax on incomes, and a su Jcrj tax.
Incomes under Rs. 2,000 a year (£150) are Etem t‘
and the tax rises from about 231 p,cr cent. to‘ abc?u‘;
9} per cent. on incomes over Rs. 40,000 a year
(£3,000). The super tax is gmduaiccd u g to
37 per cent. The Salt Tax yielded in 1924—25}; net
revenue of about [5,800,000. The net revenue
accruing under the head Opium was about
£1,000,000, derived partly from an excise duty
on opium consumed in British India and partly
from .thc profit on sales of opium to fctrc—:i..n
countries. But under the policy recently a%p
nounced }'hc latter is a disnppc;iring source of
revenue. 'l“hc total revenue from the above sources
?nd certain others of the same Cl‘laractel:tbut 0%
Oi-ssosxgl-pgé-tggC&:L\?S0;{!bm-lt /54,000,000 in 1924-5

o 1 cent. of the total revenue.

I'he second main group of income-yielding sources
consists of the Commercial undcr{akings of th<.:
govcrnment g[ India. Of these, Posts and

elegraphs  yielded (688,000, and Railways
£4,233,000 in 1924-5. The latter sum represents
the proflts ac.cruing to the State from its invest-
ments 1n railways, after all charges, including

1.nkLhe autumn of 1923 1-.:11_ae_<{ round this figure and it is the rate
L:; en, provisionally, by the Government of India in their Budgt;t
of 1925-26. But it is in no sense a fixed official rate of exchange
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interest, have been paid, and due allowance made
for depreciation and reserves. The net income
from Commercial undertakings in 1924-5 amounted
to about 7 per cent. of the total revenue.

The balance of income after allowing for Tax
revenue and revenue from Commercial under-
takings, arises mainly from ‘ Provincial Contri-
butions,” which amounted in 1924-5 to about
£6,500,000. The history of the financial relations
between the Central and Provincial Governments
is interesting because it illustrates the trend of
constitutional change in the last fifty years. The
principal provinces have budgets of their own, but
up to 1877 their income consisted of fixed grants
made to them by the Government of India, which
took all revenue into its own budget. In 1877
there was substituted for the fixed grant a fixed
share of the revenue collected within the province
under certain heads, e.g. Land Revenue. This gave
to the provincial governments an interest in the
amount of the revenue they collected, and an income
which expanded with the increasing prosperity of
the population, and their increasing neceds. These
financial “settlements” were at first subject to
periodical revision, but later assumed a quasi-
permanent character.

The changes introduced by the Act of 1919,
and the statutory rules made under it, altered the
position essentially. Certain sources of tax revenue,
of which the most important have been mentioned
above, were assigned to the Government of India;
the rest were made over to the provincial govern-
ments. But since the tax revenues assigned to the
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Central Government, together with the procceds
of its Commercial undertakings, were insufficient
to enable it to carry out its responsibilities for
central subjects, among which was the main
“spending ” dcpartmcnt—thc Army—the difference
was made up by requiring the provincial governments
to contribute to the Government of India’s resources
from the proceeds of the taxes made over to them.
The sum of £6,500,000 referred to above is almost
wholly made up of these contributions.

It might appear at first sight as if the wheel had
come full circle since 1877, when the Government
of India made fixed contributions to the provinces ;
but the settlement of the amounts to be paid still
rests, as it did then, with the Government of India
and the Secretary of State in Council. 'The amount
payable by each province was fixed in a statutory
rule under the Government of India Act, which
provides for the reduction of the contributions only
if the Government of India is satisfied that smaller
sums will meet its needs. In the DBudget of
1925-6 it was found possible to reduce the contri-
butions by no less than [2,250,000, but of this
£375,000 has been remitted for one year only.

So much for funds derived from revenue sources.
But the Government of India requires money for
capital expenditure on railways and irrigation works.
There is no surplus revenue adequate to finance
them, and the necessary funds are raised by loans
on the London or the Indian money market. As
railways and irrigation projects in general yield a
return in excess of the interest on the capital invested
in them, the debt incurred, so far from throwing
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a burden on Indian revenues, is a source of future
net revenue. In addition to loan funds there are
available for capital expenditure any funds accruing
during the year to the Government of India as the
custodian of all Go\ ernment moneys, e.g. the balance
of Savings Bank deposits over the v.nhdumalq

The dulhorlt} on which public revenue was
raised before the Act of 1919 was in cffect the
orders of the Governor-General in Council acting
under the superintendence and control of the
Secretary of State in Council. Certain forms of
revenue, e.g. Land Revenue, which is essentially a
payment to the State as the universal owner of land,
were based on the immemorial custom of the
country ; others, such as railways revenue, accrued
directly or indirectly from State owned railw: ays.
A third class, of whlch customs revenue 1s an ex-
ample, was raised under Acts of the Indian Legis-
lature.

Under the reformed constitution the position has
materially changed. The provincial contributions
are fixed by statutory rules under the Government
of India Act, and the railway revenue comes into
Government Treasuries as before. Similarly any
tax revenue accruing under existing Acts is required
of the public under the authority of these Acts.
But when additional revenue has to be obtained,
e.g. by raising the rates of Customs Duty, or Ihc
Salt or Income-Tax, or postal rates, the change
involved in the Reforms becomes apparent. For
the increases must be proposed in the form ofa
Finance Bill which it is open to the Legislative
Assembly to reject, though the Governor-General,
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if satisfied that ““ the passage of the Bill is essential
for the safety, tranquillity or IllLLILHIb of British
India or any p:ut thereof ” may  certify ” it, and
thereby give it the force of law.

I'he limit of the amount which may be borrowed
in sterling on the security of Indian revenues is
fixed from time to time by Acts of the Imperial
Parliament. Within these limits loans are raised on
the authority of the Secretary of State in Council
in the London market.

To turn now to the expenditure side of the
Government of India Budget, two items account
for the greater part of i1t—Debt Services and
Military Charges. The amount shown as expended
in 1924-25 under the first head was about
£10,500,000, but this does not represent the interest
on the whole of the Government of India’s debt;
for the interest on the loans devoted to the con-
struction and purchase of railways is separately
provided out of the receipts from railway traffic,
before the net contribution to general revenues
from railways is determined.

By far the most serious of the Central Govern-
ment’s financial obligations is the cost of the military
services. In 1924-5 the expenditure under this
head was [42,000,000. In 1920-21 it was over
£60,000,000, but the charge was swollen by the
aftermath of the War, and by a war with Afghanistan.
A policy of strict retrenchment, reinforced by the
recommendations of the Inchcape Retrenchment
Committee of 1922, reduced the charges, and from the
year 1923-4 to the Budget estimate for the current
year they have remained practically unchanged.
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I'here arises next the question of the authority
which sanctions appropriations from the public
revenues, or loan funds, for expenditure on these
and other purposes. The primary enactment on
the subject is Section 2 (2) of the Government of
India Act which gives to the Secretary of State in
Council power to “superintend, direct and control
all acts, operations and concerns which relate to
the . . . revenues of India.” 'This power was in
theory unlimited before the Act of 1919. But in
practice it was impossible for a Secretary of State in
Council in London to authorise by special or even
general orders all the expenditure of an immense
country 6,000 miles distant; and the practical
delegation of authority went so far at one time as
to give colour to the view that the Government
of India had full powers in all matters in which the
Secretary of State in Council had not by special or
general order reserved control to himself. The
constitutional position was exactly the reverse, for
the language of the Act left the Government of
India no powers other than those specifically
delegated to them.

The position was materially altered by the Act
of 1919, which introduced a new controlling
authority over expenditure. The power of the
Secretary of State in Council to “superintend,
direct and control ” still remains, but it is subject
to the provisions of the Act or rules made there-
under.” The most important of them is Section
67 A of the Act which lays down that the proposals
of the Governor-General for the appropriation of
funds shall be submitted to the Legislative Assembly,
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which may assent or refuse its assent to these demands
for grants or may reduce the amount. But the Act
glllallifics the Assembly’s power to reject demands
in two important respects. First, the demands for
grants for certain heads, the most important of
which are Interest on Loans, the salaries and
pensions of officers appointed to the Service by His
Majesty or the Sccretary of State in Council, and
Defence, need not be submitted to the vote.
Second, if a demand for any grant is rejected, and
the Governor-General in Council is satisfied that it
1s essential to the discharge of his responsibilities, he
can act as if the demand had been accepted. A
further provision gives him power in cases of emer-
gency, notwithstanding the general procedure, to
authorise expenditure necessary for the safety or
tranquillity of British India. These exceptions
place an important limitation on the power of the
Assembly to refuse supply. In the Budget of the
present year, of the total of the demands for grants
on revenue and capital account roughly half were
under ““voted” and half under “ non-voted
heads.

Turning now to the Budgets of the provincial
governments, their most important source of income
is Land Revenue, but Excise, Stamps, Forests and
Irrigation make important contributions. On the
expenditure side the chief items are Debt Services,
civil administration charges such as Justice, Police,
Education, Public Health, and the contributions
to the Government of India referred to above.
Their capital expenditure is mainly financed out of
loans from the Government of India which has
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established a ¢ Provincial Loans Fund” for the
purpose. o _ ‘

The powers of ‘Ehc PI‘U\:]IIL“.I&II legislatures (‘nc?
supply are less restricted (within the narrower m\l%
of provincial finance) than those of the central body.
It will be remembered that under the rcfo_rnmgl
constitution the provincial field of administration 1s
divided into two branches, the Reserved, :1(1.]1111115—
tered by the Governor acting with his Council, and
the Transferred, the responsibility for \\'111chr11105
with the Governor acting with Ministers. I'he
general Budget procedure is on the same lines as in
the Legislative Assembly of the Central Government,
but the power of the Governor to rcplacc a dcman.d
which he considers essential to the dlschargclof his
responsibilities 1s restricted to demands rf:latmg to
a Reserved subject. On the Transferred side he can
authorise expenditure in tl}c face of _tl}c refusal of
the legislative council only if he is satisfied that the
grant is necessary for the safety or tranquillity of
the province or for the carrying on of any depart-
ment—a much more restrictive condition.

In the provincial as in lhe' central Budgets there
is a group of subjects for which grants need 110t1be
submitted for the approval of 1hlc lcglslat.urcs: The
most important are the provincial contributions to
the Central Government, which as has been stated
are fixed by statutory rules under the Government
of India Act, and the emoluments of officials
appointed to the services b}:‘ His Majesty or the
Secretary of State in Council.

Such “are the relative powers under the new
constitution of the Governor-General and the
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Assembly in central subjects and of the Governor
and his Legislative Council in regard to provincial
subjects. There remain the relations between the
Secretary of State in Council on the one hand and
the Governor-General in Council (or the provincial
Governor acting under the direction of the Governor-
General) on the other. The latter, under the
Budget procedure, lays his proposals for appro-
priation before the Legislature, which, subject to
the limitations described above, may reject or
reduce, but cannot increase them. The initiative
in expenditure therefore lies with the Governor-
General (or Governor), and the question suggests
itself—how far is his policy limited by the necessity
for obtaining the consent of the Secretary of State
to the proposals he puts before the Legislature.
As has been stated above, it is in practice im-
possible for the Secretary of State in Council to
scrutinise the great mass of the expenditure of the
Government of India, or to express in terms specific
enough to be of value the kind of question in which
the general direction, superintendence and control
vested in the Secretary of State by the Government
of India Act make prior reference to him necessary.
But however difficult it may be to delimit the
fields of responsibility for expenditure in practice,
the theoretical position is clear. The Secretary of
State remains in law responsible to Parliament for
all expenditure from Indian public funds by the
Government of India, and for much of that incurred
by provincial Governments. At the same time,
practical necessity has for many years past required
him to delegate large powers of initiative to the
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Governments in India, and the policy of the act of
1919 necessitated an increasc in this delegation with
the result that his previous approval to new ex-
penditure is now required in only a limited class of
cases, subject, however, to the general understand-
ing that plans involving important questions of
»olicy should not be initiated without consultation
with him. Such questions, and in particular the im-
portant and difficult problems of currency policy
referred to later, are considered by the Finance
Committee of Council before final decision by the
Secretary of State in Council. On this Comumittee
there is always a Member of Council of high standing
and long experience in the London money market,
and a Member who has been intimately connected
with the financial operations of the Government of
India in India.

The only exception to the statement 1in the
preceding paragraph regarding the responsibility of
the Secretary of State concerns provincial Trans-
ferred subjects. The essential purpose of the Act
of 1919 was to confer on ministers dependent upon
elected legislatures the responsibility for the adminis-
tration of such subjects, and the logical implication
was that the Secretary of State in Council should
divest himself of his powers of control in regard
to them. He has done so in a statutory rule made
under the Act which declares that his powers of
superintendence, direction and control in relation
to Transferred subjects shall be exercised only for
certain limited purposes, among which are inter-
provincial or international questions and a general
control of the civil services.
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The above account of the relations between the
ﬁccriztary of State in Council, the Governor-General
in Council, the Provincial Governments and tl;c
lndla’n Legislatures is necessarily involved, for the
constitutional position which it dcscribés s far
from simple. But subject to the provisos of tl;c
Act the general position might be described as
follows. The Provincial Governments and tln"-:
Governor-General in Council have in practice the
Initiative as regards a great deal of the expenditure
}th they are _subjcct, except where p:'ovinciai

ransferred subjects are concerned, to the control
of’thc Secretary of State in Council whenever he
thinks fit to exercise it by general or special order
The legislatures have no constitutional power to
Initiate expenditure but, subject to special pd\xfel's
of overriding them given to the Governor-General
or tI_le Governor, they have important powers ‘og
refusing supply, even for objects approved by the
Governor, the Governor-General and the Secretar
of State in Council. Lastly, the legislatures ]iavcy
again subject to special overriding powers control
over the raising of additional funds by taxation.

Exchange and Currency

No account of the financial problems of the
Governmqlt of India, however summary, would be
adequate if it omitted to describe the cardinal
Importance of two factors—the annual monsoon
and the exchange value of the rupee. By far the
greater part of the taxpaying population of India
consists of peasants finding their only source of
livelihood in the produce of the soil. The harvests

H
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of India are precarious, for they depend on scasonal
rain-bearing winds which on occasion fail com-
pletely over immense areas. The Indian cultivator
has seldom any resources to fall back upon, and in
time of famine Government has to spend large
sums on relief. It has also to face a reduction of
revenue. Land revenue, is, as has already been
stated, the mainstay of the finances of provincial
governments. In a famine-stricken area it must be
remitted (or postponed) for small tenants on the
brink of starvation ; and Customs Excise and Railway
revenue all suffer.

But the troubles of the Indian financial adminis-
tration on a failure of the monsoon are not ended
with the loss of revenue and the extra expenditure
on famine relief. The Government of India has
large financial obligations in this country ; it has to
meet the interest on sterling loans, the cost of
material, e.g. railway or military stores, bought here,
the sums due to the War Office on account of the
training and pension charges of British troops, and
the pensions and leave pay of members of the
Services. All of these have to be met in sterling,
whereas the revenues of the Government of India
are collected in rupees. The “Home Charges”
described above amount at present to about
£25,000,000 a year and a fall in the exchange value
of the rupee from 1s5. 6d. to 1s. 5d. means that
about 20,000,000 more rupees have to be raised in
India to discharge them. _

“ Exchange ” has never been a subject of interest
except to economists and financiers, but the ex-

perience of a depreciated dollar exchange in this
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country in recent years makes it possible for the
ordl_nary man to understand the troubles of the
Indmn. taxpayer for whom the situation has been a
recurring one,

The Indian exchange market has always been
remarkable for the large part played in it b
Gm-‘ernnllcnt transactions. 'This arises from tw)of
facts m:upl}’, that India has normally a large balance
of t.rade in her favour and that the Government of
India has large obligations in this country which
have to be discharged in sterling. For the five
years preceding the War, for example, India’s
private exports of merchandise exceeded he,r priw‘te
Imports by goods to an average value of o;er
£52,000,000. Some of this “ balance of trade " repre-
sents payments due by India for interest on ca .ital
invested in Indian business, or for freight chaf €s
and a considerable part of it is paid for by im grt"’
of golld and silver into India. But in general Sﬁr;
remaimns a large debt due from private persons in
London (as the clearing house of the world’s debits
ind credits) to India. Against it there are the

Home Charges,” a sterling debt representing the
commitments of the Government of India in this
country.

The revenues of the Government of India are
of c‘0u1'se.collected in India in rupees. 'The Secretary
of State in Council or the Government of India CE]I}I
therFfOI‘e offer rupees in India in exchange for the
sterling required in London, and in normal ears
rupees }}eld by the Government of Indiay are
bought in this way by the banks through which
the net indebtedness = of commercial firms to
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Indian exporters is dischargcd‘ ]3‘ut in ahnot:;nal
years and, in particular, in {:m.nne years W 1cin
Indian exports of raw material are s;cno'us y
reduced, the net indebtedness of this country to
India falls, and may even dlS;lppCﬂl’.l Then the
demand for rupees in exchange f_or sterling Slﬂc](fflls,
and the Secretary of State, faihng other means of
obtaining sterling funds to mect his Home Cl}aI g;:s,
has to accept less than usual for the rupees in the
Government of India treasuries. 'The general effect
of such a fall in the sterling value of the rupee has
been illustrated above. . .
The main purpose of the currency policy of the
Government of India for the last forty years has
been to stabilise the rupee. It is not propoﬁed here
to relate the history of Indian currency policy over
this period, but certain landmarks in the stor)_f :arﬁ
essential to the understanding of the problems whic
have been in the past, and are now, among the most
difficult that confront the Government of India
and the Secretary of State. .
Up to 1893 it was open to anyone to take silver
to the Indian Mints and have it comr{id nto
rupees, the legal tender of the country. The late
’seventies and the ’eighties of last century saw,
for reasons which need not be dcscrlb_efl here, a
serious fall in the price of silver. I}ldla? dcbtor(i
could discharge their debts by buying 511vc‘r\fan
shipping it to India for coinage. No one, thélt, Orf‘:i
would buy from the Secretary of State in sout_lcl
rupees at a cost in excess of the cost of the operation
mentioned, and the exchange value of the rupe'fi‘
decreased with the fall in the price of silver unti
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from about 2s. it had fallen below 1. 3d. 'The
effect on the finances of the Government of India
was disastrous, and in 1893 it was decided to close
the Indian Mints to the free coinage of silver.
Since that time it has rested solely with Government
to decide when fresh coinage is required.

For some years after the closure of the Mints no
more rupees were coined, and by the beginning of
the present century the rupee had become stabilised
at about 1s. 4d. What had happened, broadly
speaking, was that the rupee prices in India of
articles of international commerce had become
established at a level which was roughly equi-
valent to sterling prices elsewhere, at 1s. 4d.
the rupee.

The Secretary of State’s main direct concern
with exchange operations was to obtain sterling
to pay the Home Charges, and he was under no
obligation to go on selling Indian currency after
his own requirements had been met. But when

the rupee had settled down as a result of the closure

of the Mints the Government of India undertook
to give rupees for gold presented in India at the
rate of Rs. 15 to the sovereign (the equivalent of
Is. 4d. the rupee). It was thus possible for persons
owing rupees in India to discharge their debts by
shipping gold to India and exchanging it for rupees
there. The cost of doing this was about §d. per
rupee and, as an alternative to the shipment of
gold, the Secretary of State in Council undertook
to sell rupees freely at 15. 434. In effect he took
payment in sterling here instead of requiring the
buyer to present gold in India. Under the currency
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conditions of the period preceding the War 15. 45d.*
was therefore the upper limit to which the rupee
could rise.

The limit set to its fall was not fixed so precisely,
for though the Government of India in general was
prepared to reverse the process referred to in the
preceding paragraph and give a sovereign for
Rs. 15, it did not bind itself to do so. A situation
occurred in 1907-8 which made necessary a decision
of policy on the point. The Indian monsoon
failed and concurrently a financial crisis which
originated in the United States spread to all the
financial capitals of the world. So far from there
being a balance of indebtedness in I‘ndla’s favour
large payments had to be made by India to London.
They could not be made in rupees, for the bullion
value of the rupee was far below its exchange value.
As has been said above, the Government of India
had not bound itself to give gold in exchange for
rupees, but the means taken to meet the situation
amounted to the same thing in substance. It sold
in India, in exchange for rupees, drafts on the
Secretary of State in London, payable in sterling,
at the rate of a sovereign for Rs. 15 (subject to a
deduction corresponding to the cost of shipping
gold from India to London which the buyer of the
sterling drafts escaped). The measures proved
adequate, for the Secretary of State was able to
meet from his sterling resources all the drafts sold.
A lower limit to the fall in the exchange value of the
rupee was thus established, if not by a binding

* For telegraphic remittance the rate was g of a penny
higher.
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undertaking, at any rate by the experience of an
unusually severe financial crisis.

The currency system that thus emerged was
known as the “ Gold Exchange Standard.” The
principal legal tender currency was rupees (or
Government rupee notes). They were over-valued
in the sense that their value as bullion was much less
than their exchange value. Sovereigns were legal
tender and Government undertook to issue rupees
for them at Rs. 15 to the sovereign, thus limiting the
upward rise of the rupee. Lastly for international
settlements the experience of 1907-8 had indicated
the Government of India’s determination to limit
the fall of the rupee by issuing, when a demand for
it arose, sterling in exchange for rupees at what was
essentially the same rate.

The question naturally arises at this point : from
what resources did the Secretary of State in
Council meet the sterling drafts sold by the Govern-
ment of India in the critical months of 19o7-8?
Apart from the emergency resource of raising a loan
in the London market he had three funds at his com-
mand. The first was his balances, which are ordinarily
fed from the revenue of the Government of India
through the sale of rupees for sterling as described on
page 104, but also include any unexpended balance
of loans raised for capital expenditure on railway
and irrigation works.

The second was the Gold Standard Reserve.
This is a fundamental element in the Indian
currency system. It will be remembered that the
rupee is, in general, a “ token ” coin—the value of
its silver content as bullion is less than its * face
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value.” 'There is, therefore, a profit on coinage,
and the profit is in general considerable. On the
other hand it was the general policy of the
Government of India to keep the valuc of the rupee
from falling below 1s. 4d., and it was realised that
in emergency this might involve heavy expenditure.
It was, therefore, decided early in the present
century to devote the profits from coinage to
build up a fund—the Gold Standard Reserve
primarily intended to support exchange whenever
the rupee showed signs of falling. 'This Reserve
was drawn upon in 19o7-8 to meet the sterling
drafts sold by the Government of India, and so
served the purpose for which it was created. At
one time it was kept partly in India, but the
whole of it is now in London. It has reached a
value of [40,000,000 held in the form of sterling
securities, mainly of short date. Until it reached
this large amount the interest on the investments
was added year by year to the fund, but at present
it is credited to the revenue account of the
Government of India.

The third of the resources used by the Secretary
of State in the crisis of 19o7-8 was the portion of
the “Paper Currency Reserve” kept in London.
The note currency in India is a Government issue,
and is backed to the full value of the circulation by
securities or metal, which form the Paper Currency
Reserve. Part of this reserve is kept in gold in
London where it is readily available to buy silver
when exchange is high and further coinage is
necessary. On the other hand when exchange is
weak it affords additional resources from which
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sterling drafts on the Secretary of State can be met.
When this is done the amount taken from the
Reserve in London is replaced by rupees in India.
. The currency system just described was examined
m 1913-14 by a Royal Commission presided over
by the Rt. Hon. Austen Chamberlain. The
Commission had made recommendations designed
to carry its general principles to their natural
conclusion when the War broke out. The dis-
turbance of world commerce and exchanges that
followed were not, and could not have been,
provided for in any currency system based on pre-
war conditions and anticipations, and an entirely
new group of currency problems presented them-
selves. From India’s point of view the main factors
in the new situation were two. After the early
stages of the war India’s favourable trade balance
became larger than ever. Imports from Europe
were hard to get and there was an ever increasing
demand from the allied powers for India’s products.

Concurrently there was a continuous rise in the.

general level of world prices. In particular the
price of silver rose, and by 1917 had reached the
pitch at which it became profitable to melt down
rupees for their bullion value. Government was thus
faced with a strong demand for the additional
rupees required to carry on the expanded trade of
India at a time when they could only be coined at
a loss. It became necessary, therefore, to abandon
the 1s. 4d. value of the rupee and between 1917 and
December, 1919, its exchange value, as measured by
the price at which the Secretary of State in Council
sold rupee drafts on India, was gradually raised with
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the rise in silver until it reached 2s5. 4d. sterling.
In the interval large quantities of silver were bought
for coinage in America and elsewhere. It may be
noted in passing that during this pcric.ud the rise in
prices in India was much less than the rise elsewhere.
At this stage (1919-20) the Indian currency
system was investigated in the light of the experience
of the War by a committee of which the late Sir H.
Babington Smith was Chairman. Their main re-
commendation was that measures should be taken
for the establishment of a new exchange value for
the rupee, viz., 2s. gold (equivalent to about 2s. 9(3.
sterling at the time) ; in other words the sovereign
which had hitherto been rated at Rs. 15 was to be
rated at Rs. 10. Any tendency of the rupee to fall
below this rate was to be met by the sale of sterling
drafts as in 19o7-8, but at the new rate of exchange.
The recommendation was accepted, but at once

a group of circumstances combined to falsify the
anticipations on which it had been based. Prices
in the United Kingdom which had reached a point
nearly 200 per cent. above pre-war level began to
fall, and with them exports from India. On tk%c
other hand imports remained high because India
had been starved of European products during the
War and, to make up the leeway, had placed large
orders during the period of high exchange. An
indifferent monsoon followed with its usual pressure
on exchange ; and finally the price of silver dropped
rapidly. ‘The Government of India in its effort
to counteract these influences sold sterling drafts on
London to the amount of £55,000,000 between Jan-
uary and September 1920, first on the basis of a 2s.
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gold rupee and later at 2s. sterling. But the demand
for sterling drafts was far in excess of the amount
offered for sale by Government and after a prolonged
trial, in view of the uncertain outlook, the effort to
stem the tide was given up in September, 1920.

By 1922 the rupee had fallen substantially below
the established pre-war rate of 1s. 4d. Since then,
under the influence of retrenchment, leading to
balanced budgets, and of careful control of the
currency, it has recovered to about 1s. 6d4. Its
future is under the consideration of a Royal
Commission which returned in January from taking
evidence in India.

The public debt of India on March 31st 1925,
was over /700 millions, but about two-thirds of
this is ““ productive ” debt ; that is to say, it repre-
sents investments in railways and irrigation works
which yield an income sufficient to cover the interest
charges, and indeed to afford in addition a net
surplus revenue to Government. In 1914 the
total of the public debt was f345,000,000; the
difference, in so far as it is not productive debt, is
the result of War expenditure, including the
War contribution made by India to the British
Government, and a series of revenue deficits in
the years following the War.

A sum of not less than 4 crores of rupees (about
£3,000,000) is charged against the revenue of
the Government of India annually and devoted
to the reduction or avoidance of debt.

Family Pension Funds
Something must be said in conclusion of the
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members of the Indian Civil Service and the Indian

[

:
provision made for the widows and children of Il
! Army. The hazards of service in India made 1t

; necessary for the older services to cstablish funds Chgster VI

i for the benefit of their dependents. They were - L

: managed by trustees, and the rates of subscription RAILWAYS AND OTHER PUBLIC WORKS i
and the benefits were prescribed by rules. For il

various reasons these “ funds” were taken over one [By S. F. Stewart]

after another by Government, which now fixes from Railway I
time to time the subscription and the benefits on o e o '
the basis of an actuarial valuation of the assets and To a traveller in India the railway system of the il
the liabilities. 'The subscriptions are not * funded ” country appears at first sight to consist of a number i
but are paid into the general account of the of separate companies’ lines. But the greater and |

Government of India which assumes liability for d most important part -‘fJf the l‘ai]wg}fs belongs to the
the benefits. A small liability for the children of ! State, which has the right Ojf acquiring nearly all the
members of the Indian Civil Service falls on the ' FCi}MilldCl: by PUI‘C‘]}HSC at fixed dates. )

State, but apart from this the whole of the Family Iihe railway _p'ohcy adoPted was based from-tlme .
Pension Rules are based on the principle that the to time on pohtlgal theories qf the proper attitude ;
State should make neither profit nor loss. But in- of t]}e Sta'ge to private enterprise ; but the recurrent '
terest is, of course, credited on the balances standing consideration that in the long run governed the
to the credit of the scheme from time to time. development was the fact that India had but small-
The management of these pensions constitutes in Cap%t?ll resources Pf its own, and that the return on
effect an insurance branch of Government under capital invested in its development was precarious

the control of the Secretary of State in Council. and in any Case might be long defe.rred. .
The rapid development of railway communi-

B cationsin this country towards the middle of the nine-
h teenth century led naturally to projects for railway

i i . . . . . §
i 4 construction in India. The East India Company in i
4 1849 entered into contracts with private companies .
i 4  domiciled in England for the construction of short ex-

perimental lines starting from Calcutta and Bombay.
The companies undertook to construct and manage _ |
specified lines under the general control of the
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