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PREFACE.

Though | deeply feel the many doubts ‘and misgiv-
ings as regards my ability to perform the task, there is
one excuse | can offer. And it is that my experience as
a college teacher-extending over a period of rearly
seventeen years has convinced me that there is always
the last word remaining untold, specially in matters re-
lating to the activities of governments and other live
subjects, partly political, partly economic and partly
ethical. The new system of government that has been
evolved and the factors which have been responsible
for bringing a change in the British policy of governing
India and helping her forward in her political and eco-
nomic regeneration, constitute an ever-increasing field
for study, deliteration and suggestions.

Many inspiring books have been written by master
minds. The feeble attempt on my part to add to the
number of excellert productions already in existence,
may be taken for what it is worth,  Verily, they are so
many suns and mine is a torch frantically held out to
show the Sun which stands self-illumined and resplend-
ent in all its glory.

It would not be possible for me to acknowledge
my indebtedness to the many authors and numerous
G it of India publicati | have drawn my
inspirations from. | am also indebted to my weli-
wishers for their suggestions and sympaihy.

B. K. CHOWDHURY.

Caleutta,
3.7-1934.
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POLITICAL SCIENCE

CHAPTER 1.

The Nature of the State.

Contents : Scope of political science ; relation to other sciences ;
meaning of the state; ns essentiel attributes ; certain fundamental
conceps—family, clan, wibe, pesple and nation ; scope of civics ;
state and government ; state and naton.

Political Science.

Political. sclence is a science that deals with the
phenomenon of the state, It may, therefore, be defined
as the science of the state. It endeavours | 1o understand
theSiate n all s aspects. For ififiance, how the state
had had”~ grign i the past, what has been the
process of its development from a crude beginning ©
its modemn form, how political theories have influenced
the development of the state. [t also analyses the
component parts the siate is made up of, classifies states
according to the governments which they possess and
finally deals with the question, namely, what the state
oughtto be i.e. the ultimate end of the state, as dis-
tinguished from what the state acrually is. :
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Relation of Political Science to other allied
sciences.

Political-science is a branch of soclal science called
Relation to sociology. The “former deals with only one
sociology. kind of human association, namely, man in

his political relations alone to others ; where-
as the latter is a comprehensive science and deals with
man in all his social relations. Hence political science
is narrower than sociology and forms one of its
subdivisions.

History_is a narration of past events, their causes
and interrelations. And ail history s not related to
political science. Thus the history of
important personages forms no part of the
sudy of political science. But a nation's”
poliical history supplies the raw materials for political
science. The record of past states, their rise and fall,
serve as important guides for determining the proper
activities of states. History gives “the third dimension
of political science”. In the words of Seeley,

Relation to
History.

“History without political science has'no fruit.;
Political science without history has no root.”
Economics, _the —~seience ~6f wealth, deals with
individual actvities in the pursuit of wealth. And
. production and distribution of wealth, to a
Relation o Jarge extent, depend_upon the form of
government.. Also, an important branch of
economics deals with the activity of the state in regard
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to wealth, - Finally, the economic conditions of a
country materally affect the state organisation which
also is capable of modifying the economic conditions.

The Conception of the State,

Political science being a science of the state, a clear
conception of the  stafe “is “essential. From the com-
mencement of social life men have lived under some
form of authority although the nature of this authority
and the organs through which it is exercised have
varied.  An analysis of state, however, shows
that it embodies the following factors :—

{. Aterritory.

2. A population.
3. Unity.and

4. Organsation

There can be no state without a definite territory as
state powers cannot be exercised indiscriminately over
any pat of the earth’s surface. Hence nomadic
people have not reached the full condition of a state
asthey do not have a fixed abode, although they hve
under chieftains and are governed by laws. Ideas

regarding the extent of the tertory have
Territory. > . "

widely varied. The ancient Greeks had
city states. The Roman conception of boundary was
the whole world. Modern states have imposed limits
on the boundaries and the states of the world are
separated by natural geographical boundaries or
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artificial barriers like posts, walls etc. The proper limit
tothe size of a state is that it should nef

unwieldy, nor too small. It should be large enough to
enable the people to subsist.

No state can last without population. In fact, ﬂne
two concepts of population and 1 terﬂory
are 5o close that the state sometimes means
population (in an expression like ‘the state has made
up its mind’), sometimes tetritory {in an expression
like ‘one has crossed the boundary of a state’). The
territory, if uninhabited, cannot form a state. No fimit
can be imposed a5 regards the number of persons that
one state may include. And states of the world have
widely varied in respect of their population. Rousseau's
number of 10,000 as forming the population of the
ideal state is too small judged by modern standard of
astate’s requirements. The population will be such
thatitcan be eﬁ'ecuvely governed, but large enough
1o hold its own against foreign aggression.

Population.

In unity are involved two concepts, a complete
extemal independence and an internal one-

“Thé “tomifitinity must form a
coherent whole in its internal organisation and also act
as a unit in external relations.

Unity.

In every state there must _exist an oiganisation
through” which the will of the state may be
formulated, expressed and _realised. In

other  words, a political _machinery i.e.

Organisa.
tion.
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government, will have to be created, this organisation
feing an outward manifestation of the state. The
dovernment may have come into being either by
mutual consent of the people connected by
Sovern- ties of locality, language, common race and
the like ; or it may have been imposed upon
an unwilling people by coercive force.

Population and territory form the physical basis
of the state, the moral or ethical element is a combina{
., i tion of unity and organisation i.e., Soverei-
g::;m— gnty. In its internal aspect, sovereignty

means that the state has the completest
control over all its members. Externally viewed;
sovereignty means a complete immunity from control
of any other state.

This then is the nature of the state. A few defini-
tions of state may now be given.

“A state is a people organised for law within a
definite territory” (Woodrow Wilson). Holland defines
2 state thus :

“A sate is a numerous assemblage of human
beings, generally occupying a certain terntory, amongst
whom the will of the majority or of an ascertainable
class of persons is by the strength of such a majority
or class, made to prevail against any of their number
who oppose it.”

Bluntschli says that “the state is the politically
otganised people of a definite territory.”
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From these definitions four essential elements may
be deduced. These are a community of persons
held together by common ends, occupation of a

L definite portion of the earth’s surface, a
Essential  common authority, a machinery or magistracy
inthee  called Government and finally, indepen-
defisiions: dence of foreign control fe., Sovereignty.
Some writers, like Bluntschli, have cited a few more
elements. The state is an organism, not a mere
natural but a moral and spiritual organism.  Another
atiribute, according to him, is the masculine character
of the state. The qualites of permanence and
continuity have also been attributed to the state. And
finally. the state is regarded as a jurmstic person. In
international conferences, different states are represented
as different persons and just as the difference between
man and man rests on individual personalities, so also
a state, clothed with a prominent personality, enjoys
considerable prestige in the eyes of other states,

Distinction betweea the Idea of the State
and the lIdeal :—German writers are in the habit of
distinguishing between the idea of the state and the
ideal. The idea of the state is amived at from a
consideration of the nature and actal features
of the states which have existed. But the ideal,
which rests for its realisation, on the common
natre of mankind and transcends all national
peculiarities or claims, is really deeper and higher
than the idea.  Political thinkers have asserted that this
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goal will be reached when the worid, instead of being
dotted with so many states presenting sharp contrasts
to one another, will constitute the territory of a
universal state and the whole of mankind shall be
incorporated as 1ts population,
Certain fundamerital conceots :—The_origin
of goveramentf connedted -with -thefamily and the
original bond of union, and sanction for
authority- were b&sed'upo 'Eood relation-
ship, real or supposed. A st
of family. 1t is the family “wrt large. Opinions,
however, differ as to .whether the original family was
of the patniarchal type or not. Butitis beyond doubt
that some kind of family Tife and tie of kinship served
as a model out of which authority and state organisation
developed. Woodrow Wilson says that the patriarchal
family “is that in which descent is traced to a common
male anceslor, through a direct male line, and in
which the authority of rule vests in the eldest living
male ascendant.” The state grew out of the family
and the family consists of a body of persons, including
the parents, sons, daughters and other dependents all
{iving under the same roof. Descent from a common
ancestor is the bond of union. In course of timea
belief in a common ancestor, so far as the various
collateral families are concerned, served as an effective
tie. Fictitious extension of the idea of kinship was
resorted to in order that groups of families might be
incorporated-in the same category-

Family.




8 POLITICAL SCIENCE,

The hext stage of evolutionot 2, tamyy. 1s. 115 growti
and an aggregation of a number of families. is. knewrr
asaclan. According to Seeley, the eardy
Gity of Rome was composed of a number of
primitive clans, each clan living in a separate settlement,
side by side, and the oldest districts of Rome bear the
names of the ancient Patrician gentes. 'Ijhxs igalsd true
of the Hebrew clan. The  testimony of Woodrowe.
Wilson is :

Clga,

“A'family, a clan, like the House of Hebrew patri-
arch, Jaceb, can become ihe nucleus round which, i
time, a greater number gathers, but & real ‘state cannot
be formed until that has happened, uniil the single
family has broken up 'into a series of families, and
kindred has become extended to the tace. The horde:
is not yet a kribe.  Without a tribe, or at a higher stage
of civilisation, without a nation, there is no state.”

Atribz is a secrion of the “peaple’’, a group of per-
sons that form a community and claim descent from a
Teibe, commen ancestor,  “As the races of mane

kind part into different peoples, so peoples
divide into tribés.”  The different tribes of the same
ﬁcople may be animated by a commcri life, lapguage
“and customs. They may, however, ~exhibit internal
differences with the result that their separate existences
are perpetuated as the inner differences are kept alive,

The different tribes no doubt contribute to the nationaf
life. -Sometimes they are an accession of strength,
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by redson of their vatieties of life, sometimes they
are’ a stumbling block and a hindranceto the unity
of.the state; “Though Rome grew swrong by the
internkl conflicts of parties, resting originally on
tribal differences, it was the violence of tribal ania-
gonisms  which prevented the Greeks from forming
idurable%oollective state.”” A tibe is the starting
point, a germ, for the formation of a nation and
eventually a state.

A People "im_pjjgskthgy,,m,qun of a civilisation just
as & Nafion | implies a political idea. Both the ‘people’
Peoplé and and’ ‘nation’ are the product. of history.
Nation - Byt “a people comes into being by &
dow psychological process, in which a mass of
wmeh gradually develope a type of life and society which
differentiates them from others, and becomes the
fixed inhetitance of their race.”

According to Bluntschili “a mere arbitrary combina-
tion or collection of men has never given rise to a
people. Even the voluntary agreement and  social
contract of a number of persons cannot creafe one.
To form a peogle, the experiences and fortunes of
several generations must co-operate, and its permanence
is never secured until a succession of families handing,
down its -accumulated “culure from generation t?
generation has made its characieristics hereditary.”
Thus the common characteristics_of a people: ace 8
commoneivitisationillure and traditions, & feeling.




10 POLITICAL SCIENCE

of common-solidarity which_marks. them_oft - from
oth‘e‘r’p‘zop[e& One people may branch off into
several siates, but an organic expression of its common
spint is found in a common language. In brief the
factors to be found in a pecple are: a union of
masses of men of different occupations ;. prevalence of
a common spirit, feeling and race; a sense of ufiity
produced by common language and customs and a
common civilisation, Al these, apart from the bond
of the state, are the distinguishing marks of a people.

“By a Nation” says Blunischli “were generally
understood “a society of all -the-. members of a state
as united and organised-in the state.” The
‘nation’ differs from a ‘people’ in this that
ithas a sense of political unity and this lifts it up,
above the people. Different writers have laid down
different tests or marks of a nation. It is a portion
of society separated from the rest of the world by—

(i) Natural geographical boundaries,

(i} A common racial origin.

(i) Speaking in a common tongue.

(iv) Embracing a common religion.

(v) Possessing common customs, civilisation and

literature.

Nation

All these marks are not at all necessary for a
nation.  According to Burgess, a nation is a population
with a common language and literature,

3 common
tradition and history,

common customs and  territory



THE NATURE OF THE STATE 1

and a consciousness of rights and wrongs. The
doctrine of nationality has in the present century
played a great part in the organisation and reorganisation
of states. It stands for the doctrine “one nation one
state, cne state one nation”

The Individual and Society.

Cuvics formsa part of political science. It deals
with the rights and duties of cttizens. The politicat
Scope of  reforms introduced in India have aroused
L considerable interest in matters like educa-
tion, public health, housing problems of the working-
men, the providing of leisure, recreation ete. The
vast problems of Indian citizenship and cvic ideals
are of special interest in our country and if the
people are evincing a keen interest in education it is
because they have become conscious of the growing
responsibilities atiaching to civie life. The foilowing
lines from the pen of a teacher of civics in the London
University vividly express the scope of civics.

“Just as the function of the state has gradually
aended to include dealing with such fields of
rational life as Factory Laws and Educaton, Health
and Housing, so our conception of a citizen has
broken what may be called its legal bonds, end
expanded into one of a sorial being with connections
all round him in ast and science, with roots in the
past and - aspirations for the future—an entity of
gréater richness and interest. It is with this fuller
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idea of citizenship and with the citizen asa member
of an ever-enriching community that modern civies
deals.”

The problems of civics arise” with the con-
duct of the individual in relation to society.
Man is by nature a political or gregarious animal.
He has in him implanted tendencies of unity
and community with others. Led by this craving that
he forms a society for promotion of certain ends and
interests.  And sociabilily is a great factor in evolution.
Society i5 older than man himself. The intellectual
faculty is preeminently a social faculty. “The fittest are
thus the most scciable animals, and sociability appears
as the chief factor of evolution, both  directly, by secur-
ing the well-being of the species while diminishing the.
waste of energy, and indirectly by favouring the growth
of intelligence.”  if the various associations man has
formed have proved superior to the associations of
lower types of animal life, it is due to their higher
perfection. [t is the society that made man what he is,
not that man made the society. .The most important of
the diverse associations which have come into being is
the state which seeks to atain the fullest realisation of
the corporate life of sections of people living in groups.
The state is the swinmum bonum of human life.

Distinction between State and Government,

Nothing can be more erroneous than to regard
state and government as being identical in - meaning,
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The state is the whole community organised ~politically
for development of its corporate life. It is sovereign.
The government, on the other hand, is namrower than
the state. It consists of the person or body of persons
in whose hands the state places, for the time being, the
political control. Thus the whole body of citizens
forms a part of the state, but not of the government.
The state is -permanent, but the government is ever-
changing. ‘The death of the king brings government, for
the time being, to a close. The overthrow of monarchy
and its substitution by aristocracy or democracy again is
a change in government. But the state, representing
the totality of the people, remains unaffected. Govern-
ment is a mere contrivance or arrangement, acting with
powers delegated to it by the state. But the state and
not the government is sovereign. As Garner has said
*The government is an essential element or mark of
the state, but it is no more the state itself than the brain
of an animal! is itself the animal......”.

Distinction betweea State and Nation.

The state is a polttical concept, the nation an ethnic
or a racial concept. The nation is a body of people
united by common descent and a common language.
And divisions of mankind into nations do not coincide
with the political divisions of the world into states. A
nation is not a state. In its perfectform itis & portion
of society separated from the rest of the world by
possession of certain common bonds of union like,—
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(a) common locality, (b} belief in a.common origin,
{c) speaking the same language, (d) embracing the same
religion {e) and possessing cerfain heritages in common
such as cwilisation, customs, literature, and a common
history.

According to professor Burgess all these are not the
essential marks of a nation. A common language,
traditions and history, common customs, territory and
common conssiousness of rights and wrongs are suffi-
cient to form a nation.

Doctrine of Nationality as a State-making factor,

It has already been pointed out that nation and state
are not identical. Sometimes the nation is wider than
the state as the French and the Belgians who virtualfy
belong to the same race live as members of two different
states.  Again, the state is sometimes wider than the
nation as the Britsh state which consists of different
nationalities like the Anglo-Saxons, the Celts, the Dutch
and the French. The doctrine of nationality stands for
the creation of mono-national as opposed to poly-
national states. In the interests of unity and political
stability, it has been advocated that one nation shall
form one state and that one state shall consist of one
nation.

Nation and Nationality.

Nation is an ethnic term and is used by the Germans
to denote a population speaking the same {anguage and
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possessing  common customns and civilisation, without
regard to their political combination. But the English
and American usage gives the term a political signifi-
cation. Hence nation thus viewed, denotes a group of
people politically organised under a government. And
the term ‘nationality’ is reserved to signify a population
cemented together by bonds of race, language, history,
religion and the like.



CHAPTER 2.

The Origin of the state.

Contents : Ferces in State-making; the theory of Force; the Utiiita-
vian theory; the Divine theory; the Social Contract thearv: the Oraanic
theory; the Moder theary.

Forces in the making of States.

The origin of state is obscure, but the manner in
which the state came into existence may be indicated.
The modern state had its beginning in a rudimentary
form and many factors contributed in its making. The"
chief sources and influences that caused the state to
emerge in the past may be outlined as follows:—

(a) Kinship. The earliest units were not individ-
uals, but tribes held together by ties of com-
mon blood.  Tribes enlarged in process of
time, but the tie of kinship remained intact
and strangers were naturally regarded as
enemies.

{b;

Religion. Religion was also a powerful force
in state-building. And religion among the
primitive races meant worship of ancestors
and of natre which was interpreted
as  manifestations of  the supematural
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being. The family organisation was corsoli-
dated and religion considerably helped-in the
emerging of states by inculcating lessons of
reverence and obedience.

(c) Necessity for order and protection also tend-
ed to create a unity and organisation which

the state requires.

Theories of Origin of the State.

Several speculative theories have been put forward
by way of a rational justification of the state authority.
Some of these theories may be outlined :—

1. The Force Theory.—The beginning of the
state is sought to be explained in the enslavement of
fnan by man. The theory finds the origin of the state
in the subordination of the weak to the strong.
State authority is justified by the argument that might
is right.

. This theory has few advocates to-day, though it
contains an element of truth. Conquest was one of
the powerful forces in state-building and the magnifi-
cent empires have been established through “blood and
iron’". And states, however democratic, have to ulti-
mately rest on force. The wesk point in the theory is
that in emphasising force the other contributory factors
are neglected. Force may be indispensabie for a state,
but sheer mechanical force can not bind the peope for
ever.



18 POLITICAL SCIENCE

1. The Utilitarian Theory:—The state is a
Gseful institution and its authority is explained on
the basis of unlity. Theideal of the state is siated
as the greatest good of the greatest number. Though
1t contains a residuum of truth, it can offer no justi-
fication for its origin and can not explain what right
the rulers have over the ruled. In the practcal
application, also, the securing of the maximum good
of the greatest number has given rise to enormous
difficulties and inconsistencies,

1. The Divine Theory.—The establishment of
the siate is attributed to the intervention of God who
rules either immediately or mediately. The monarchs
were regarded as the representatives of God on earth,
They were responsible for their conduct to God and
not to the people and hence the monarchical rule
tended to degenerate into a tyrannical rule. Societies
were also conservative as whatever existed was suppos-
ed to be ordained of God.

This theory received a death blow in the hands of
writers like Hobbes, Locke and Grotus.  The state is ‘a
human institution and its laws are enforced by the state.
Divine law deals with motives, the state deals with
external actions.  The sanctions of moral and positive
laws are different and political science deals with the
latter only,

IV. The Social-Contract Theory—According
to this theory, the origmal members of a wmmun{ty,
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through the medium of a covenant, organised them-
selves into a body politic. This was done by a volun-
tary agreement, the people wanting to contract them-
selves out of their original condition which is depicted
as the state of nature.

There are three 1mportant elements in the theory.
The supposition of a pre-civil condition of mankind,
the state of nature, when the people were governed by
the so-called natural laws.

Next, the state of nature being very inconvenient
(different reasons are assigned by different writers to
prove its intolerable conditions) to live in, thereis a
political compact and the state of nature is metamor-
phosed into a civil society. _ Natural law is replaced by
the law of the state, By this compact the aggre-
-gate of individuals is formed into a body politic. Fin-
ally, there is a governmental compact by which the
ruler and the ruled enter into contractual relations.-

During the 17th and 18th centuries this theory was
warmly advocated, but from the beginning of the 19th
century it has lost much of its force. The grounds for
the rejection of the theory are:—

(1) The theory is unhistorical, History does not
fumish a single instance in which a state has really
Theory is  Deen brought about by contract between
unbistorical jndividuals. Hence, historically speaking,
the theory is a fiction.
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(2) Thetheory is illogical, The theory assumes
equality and freedom of the individuals who are parties
to the contract. But political freedom can
exsst in.and not outside a state. Also, if
individuals were equal, the state could never come info
being, as political inequality is a condition .of state-
existence.

illogical.

{(3) The theory is- practically dangerous. It flatters
the individual sense of state-making so much that in
dangerous  times of political excitement it degenerates
™ into  popular catchwords like Liberty,
Equality and Fraternity and may do much harmin a
country.

(4)  Finally, the theory is not universal, for instance,

it can explain the creation of a federal

tveraal, Siate, but not the creation of the constituent
parts.

Nevertheless, the theory contains an element of
truth,  The truth it emphasises is that human will can
Elementof determine and influence the formation of
vk, the state, and that the relation between the
rulers and the ruled is one of mutual rights -and
obligations.

5. The Organic Theory.

This theory seeks to reconcile the conflict between
the state and the individuals by merging them into one
organism.  Man is by nature a political animal and his
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eraving- for the society of others leads to the social
organisation and thestate. The state is the highest
natural organism and the individuals are the basic cells
of which the organism is composed. Like other natural
organisms, the state exhubits differentiation and  integra-
tion of functions.

Viewed as an analogy, the theory brings out the
essential nature, unity and evolution of the state  But
analogies identifying the state with an organism can
neither explain its origin nor its supremacy over
the individuals. The chief objections to the
theory are :—

(a) The animal organism has a single life,
brain and sensorium; its cells have no
separate wills. “The state has these through
its individuals.

(b) Natural organisms have an unconscious
growth. The state can deliberately direct its
efforts for attainment of an objective.

6. The Modern Theory-

This is known as the historical or evolution theary
of state origin.  The state is neither the handiwork of
man nor is it divinely created. It is not the result of a
single movement. In short, the state is not an inven-
tion. Itis a growth, an evolution, an outcome of a
natural process, an historical growth. Man’s capacity
for associated action and social relationship springs by
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a slow process. He learned first to obey, then to be
governed.

“Unconscious development gave way to conscious
progress, and state growth, influenced by exiernal
conditions, by changes in other institutions, and by the
efforts of individuals, formed part of the great world
movement Of nature and man” :



CHAPTER 3.

Sovereignty

Contents : Definition and attributes of Sovereignty ; theory of
Sovereignty ; location of Sovereignty,

Sovereignty.

The word ‘sovereignty’ is derived from the Latin
superanus which means supreme and was imported
into political science by Bodin. He defines Sovereignty
as the supreme power of the state over its members
and the power is not restricted by law. According to
‘Grotius," an eminent authority on the subject, soverei-
gntyis “the supreme political power vested in him
whose acts are not subject to any other and whose
will can not be overridden”. Sovereignty is defined
by Burgess as the “original, absolute, unlimited power
over the individual subject and over all associations of
subjects”. He also adds that the sovereign power is
“the underived and independent power to command
and compel obedience”.

The concept of sovereignty is the basis of political
science, In every state there exists a body of persons
whose commands receive obedience and who can,
if required, execute those commands by employment
of force. Such a body of persons is the sovereign
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and the commands “of the sovereign are laws. As the
sovereign is absolute there can be no legal limit.to
sovereignty as that would mean a higher law making
authority which in turn would be sovereign. The
sovereign body cannot limit itself. The state is there~
fore legally sovereign.

The attributes or distinguishing features of
Sovereignty :

Sovereigniy presents the following characteristics :—
Just as the state is permanent soalso the sovereignty.
1. Perms- 1here may be changes or interruptions in
vences government; but the state contintés with-
out break,

“Sovereignty”, says Lieber, “can no more be
2. Inalien. alienated than a tree can alienate its right
ability. te sprout or a man can_transfer his life and
personality without self-destruction”

Sovereignty in the state is all-extensive and includes
3. All- in its scope all persons and  objects within
comprehen.
siveness.  the limits of the territory of the state.

The sovereignis absolute in authority over all in-
dividuals and associations within the state. Externally
4. Abso.  also, it is independent of any compulsion or
loteness. interference on the part of other states.
There can be no limitations (o the powers of the sover-
eign.  While possessing unlimited power, the sovereign
usually exercises a small part of it. It grants rights and
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privileges to individuals and voluntarily the state sets
“lirnits to its own activities. But these have no legal force
-against the state, as the state may, at pleasure, change
or destroy these limits.  So also, freaties or international
bindings do not destroy sovereignty since.there is no
compelling authority to enforce these on a state. These
limitations, at best, are self-imposed restrictions. The
State is subject alone to its own will, not to any outside
will.

The sovereignty can not be divided. There may be
a distribution of the sovereign power among the differ-
5. Indivi.  ent organs of government.  But sovereignty,
sibility. the sole, supreme will is always a unit. To
divide sovereignty is to destroy sovereignty. If it is divid-
ed, more than one state exists.

The sovereignty can not be lost by mere lapse of
6. Impres- time. It is always opento the sovereign
criptibility. body to recover the power of which it may
have been deprived by usurpers.

Theory of Sovereignty.

In the hands of the analytical school of jurists of
which Austin was a leading exponent, the concept of
sovereignty is thus indicated :  “If a determinate human
superior not in the habit of obedience to a like superior
receive habitual obedience. from the bulk of a given
society, that determinate Superior is sovereign in that
society, and that society (including the superior) is a
society, political and independent.” Austin’s concly-
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sions greatly influenced political thought. The belief
in natural law was abandoned. Sovereignty was
viewed as absolute internal authority and independence
of external control.

In criticising this view, sir Henry Maine questioned
whether there was in every state a determinate sovereign
that had the right to make and enforce law. Oriental
civilisation, according to Maine, has for its basis long-
standing customary law and the ruthless tyrant can not dis-
regard it. Even in modern states customs are enforced
by the courts.  Austn anticipated this objection and
held that custom is law only when the sovereign
sanctions it and what the sovereign permits he com-
mands.

Another objection urged against the theory of save-
reignty is that it does not indicate the ultimate source of
political authority.  This objection is a question of
Iocation of sovereignty. The view of many critics is
that ultimate sovereignty rests in'the masses.

Location of Sovereignty.

The location of soverzignty, i.e, what person or body
of persons within the state ultimately expresses the will
of the state and enforces that will, is a perplexing pro-

blem. Altogether three solutions have been offered
which locate sovereignty iri :—

I the people of the state, This is the theory of
popular sovereignty and is the logical outcome of the
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growth of democracy. This sovereignty is ordinarily
exercised through suffrage, the final
decision resting with the majority. The
main objections to this theory are :—

Popular So-
Vereignty.

() In case of an appeal to arms the majority of the
Objections people may bea mob and may be overturned
tothis view. by a small number of disciplined persons.

(i) Suffrage is confined to a state to not more than
oneifth of the population and the majority out of that
body is a negligible number.

-(i) The state is a people organised for law. There
is a government (which the state creates) which makes
and enforces the law.  Any body other than this com-
petent to make law 15 an illegal body and hence
sovereignty of the people is a contradiction in terms.

II. the constitution-making body.

According to this view sovereignty is vested in that
body of persons who legally make and amend the cons-
Sovirisaity titution.  This is lh'e legal concept of sover
of the cons- reignty as distinguished from the political
::::,:';:.:' sovereignty which is vested in the whole
body. mass of the population or, in a restricted
sense, in the enfranchised body of citizens.

The objections urged against this view are :
(i) the constitution-making body act intermittently
i i i i ith th
DliccuEi whx\e. sovereignty is associated with the
this view.  daily life of the state;
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(ii) this body is a special organ and is moved for
distribution of exercise of sovereign powers among the
organs of government, but has no other powers.

I the law-making body. The highest manifes-
- tation of power is the expression of the will

overeignty .y
of the Iaw- of the state and that body which is able to
body o expressin a legal forntula the commands
. of the -state is sovereign, The legislature
of the view. thus is Sovereign. It is the most satisfactory
theory locating sovereignty, as it does, in a
definite body.



CHAPTER 4.
The Liberty of the Individual.

Confents: Definition of Liberty; nature of Civil Liberty; content of
%le:(w; Political Liberty; National Liberty. Js Liberty antagorfstic
o Law ?

Liberty of the Individual.

Sovereignty of the state and liberty of the individual
are not at all contradictory, rather they are correlative
expressions. Individual liberty has no meaning and
existence unless a sovereign power exists. Liberty is a
priceless heritage of citizenship. Every state makesa
compromise between sovereignty which carried to excess
becomes despotism (which is destructive of liberty) and
liberty which also carried to excess becomes anarchy
(which is destructive of Sovereignty). Liberty, carefully
analysed, shows, however, that itis dependent upon
sovereignty. And liberty becomes perfect when sove-
reignty is fully organised.

Liberty, in its absolute sense, means the power of
willing and doing what is willed, without influence from
Detinition 2" other source or from without. Liberty,
of Liberty. in this sense, means self-determination, lack
of restraint of action, Takeq in this sense, there is
only one free being in the universe, one who s al-
mighty. Obviously, liberty of this nature is impossible
for every member at the same time. Liberty of one
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should not contravene the liberty of another. Hence
“liberty consists in the power to do everything that does
not injure another* and this was the interpretation of
liberty in the French Declaration of the Rights of Man
adopted in 1789. Spencer succintly expresses the idea
by saying that “everv man is free to do that which he
wills, provided he infringes not the equal freedom of
any other man.”  This sort of liberty depends upon
the existence of authority and is known as Civil Liberty.
Meaning of Civil Liberty.

The greatest liberty is the right to do as one pleases
without encroaching upon the wishes of others. Liberty
Natweeof N3 civil society i.e, civil liberty has a posi-
Civil tive and a negative aspect. On the positive
side, it comprises of right to freedom of ac-
tion and immunity from interference. Such a condition,
however, may be maintained only by some authority
which can set limits to the liberty of each and en-
force the rights of all. The state as sovereign is there-
fore the only source of civil liberty. Sovereignty” and
liberty are thus correlative terms.

Individual liberty which the state creates and pro-
Guarantee 12Ct5 by its sovereign power involves. two
of Civil things:—

Liberty. 1. Protection of the individual against
the government.

2. Protection of the individual against other
individuals.
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The state protects the individual agains: government-
al interference by"creating the government and defining
Protection 1t POWers.  The liberties are protecied by
against go- law, which can be enforced even against
vernment ke executive itself.

Protection against other individuals is indirectly given
by the state through the government. In the former
Protection C35€ the government itself is a party, in the
against in. latter case, the government is merely
dividuals. . arbiter. Individual immunity against
government is provided by public law and against in-
dividuals by private law
Content of Civil Liberty.

The chief purpose of the state is to adjust man's
relation to his fellow beings. Individual liberty against
government is comparatively recent in origin. The
ancient states vested the sovereign power in the govern-
ment-and evidently there could be no rights over against
the state. Liberty of this sort1s possibie only in the
modern constitutional states.

It can be scated generally that growth of popular
government has been simultaneous with expansion
of civil liberty and a corresponding check on the
powers of government, In all modern advanced states
the scope of individual or civil liberty is almost
the same and it broadly consists of :

1. Freedom of the person.
2. Freedom of conscience,
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3. Freedom of opinion and freedom of expre-
ssion of opinion.

4. Security of private property.

5. Equality before the faw.

Meaning of Political Liberty.

An ideal condition of society means the adequate
guaranteeing of individual liberty and the existence
of a government whose commands are readily obeyed
and enforced. In other words, there should be no
pitting of the citizen against the government, no
friction berween the . two. And various political
devices have been adopted to combine individual
liberty and authority, The most effective method
so far devised is to place sovereignty and freedom
in the same hands by giving the masses both freedom
and a share in authority. Democratic government
which secures this combination is thus a government
of the people by the people themselves. This right or
freedom to a share in authority is called ' political
Iiberty as distinct from civil liberty. It must, however,
be bomne in mind that civil liberty may be equally-
enjoyed by all, but political liberty must, asa mattef
of course, be concentrated in the hands of a relatively
small number of citizens.

Meaniog of National Liberty.

Liberty is sometimes used in the sense of national
independence. It then means freedom from contral
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on the part of other states.” National liberty is thus
a synonym for national independence,

Is liberty antagonistic to authority ?

It has been alréady remarked that liberty - and
sovereignty, far from being antagonistic, are correlative
terms and that the idea of individual liberly has
for its basis the existence of a sovereign power.
But the issue has been clouded by the advocacy of
the “natural liberty” which every man is supposed
toenjoy independent of the state. Rousseau gave
expression to this confused ideal of liberty in his
“Social Contract.”” “What a man loses by the social
contract”, argued Rousseau, “is his natural liberty
and an unlimited right to anything that tempts him
which he can obtain.” The advocates of the faissez-
faire doctrine have also assumed that the state is
necessarily hostile to freedom and that government
and liberty, like night and day, can not exist side
by side. They have accordingly concluded that a maxi-
mum of government results in a minimum of liberty.
Liberly, thus understood in its absolute sense, means
that there is only one free being, the almighty, as
the enjoyment of liberty by one person is not
consistent with a corresponding enjoyment by others.
But liberty of onz in a civil society, can not be a
negation of the liberty of another. In reality,
judicious state activities, far from curtailing  Tiberty
of action, increase it by removing obstacles. It is by

3
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the passing _of laws and creation of rights and duties
that the -strong and self-seeking are placed under
a ban and prevented from tyrannising the weak
and modest. Liberty is not licence, it is no wanton
disregard of the interest of others. And law by
preventing a fman to act in a spirit of recklessness
no doubt curtails his so-called natural liberty, but
makes the enjoyment of civil liberty possible and real.
A man in enjoying liberty, has no other trammel to
respect than Law and Cicero has observed “for thxs’
itis weare servanis of the law,. that we may be
free men.” It may safely be concluded, therefore, that
the state alone can guarantee the en]oymet of indiv-
idual fiberty. Moreover, the existence of liberty,
instead of being regarded as inconsistent with authority;
is not atall possible apart from it.
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Law

Contents : Meaning sno natore of Law ; sources of. baw;
divions of law ; its relaion to ethis ; international faw and evolution

of internationsl relations, first, second and third periods ; sources of
interiational law ; ature of internaticnal faw ; propriety of the term.

Law.

v

" The state regulates the conduct of its members by
positive laws which express the will of the state ; and
therefore within the category of laws will come all
rules which govern the conduct  of citizens or residents
wjthin the state and which are interpreted and applied
by the courts.

The state is sovereign and there exists in a state a
petson or body of persons whose commands receive
obedience, be the commands just or unjust.
The state is strong enough to enforce
obedience to its commands. Laws, in their
essénee, are commands which a state issues. Sover-
eignty being absolute, it admits of no legal limits to
its powers and as laws are the expressions of the
sovereign power, the lawmaking suthority is naturally .
unlimited.  Woodrow Wilson defines law as “the will
of the state concerning ils own organisation and con
duct and the civic conduct of those under its authority.”’

Law refers to rules for the guidance of human

What law
is.
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conduct. If the law refers to motives and not out-
) ward actions, it is called moral law. [Fit,
T:: ‘::,‘:‘" however, concems outward acts, it is either
social law or political faw. Social law has
for its sanction public opinion.  Political law, known as
posiiive law, is enforced by the authority of the state
and Holland's definttion of law is significant. Lawis
“‘a general rule of external human action enforced by
a sovereign political authority”. From the above dis-
cussion of sovereignty it also transpires that no legal
festrictton can be placed on the lawmaking authority of
the state.  Also conversely, none but this lawmaking
authority is capable of issuing laws. One difficulty
arises in applying the idea of law to customs which
the court enforces but which do not emanate from the
sovereign as a legal formula. The Historical School
has, therefore, denied that law is an invariable formula-
tion by the sovereign body as along with legislation-
custom congtitutes another and a prolific source of law.
But customs bezome law, in the political sense, only
when they are sanctioned by the state. Finally, the
distinguishing feature of all law is its enforcement by the
state,
Sources of law :

The sources from which law springs are of a diverse
nature and these are a3 follows :—

(1) Custom is the earliest source of law.and is the
;rysxallimtion of the co-operative action of a commu-
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nity. The sanction was partly immemorial ugage and
partly religion asin ancient times law. and
religion were indistinguishable ~ With social
conditions becoming complex and the difficulty of
accepting conflicting customs becoming pronounced,
_!he way was paved for emergence of an additional
source, namely,

(2) Adjudication. The judge has always played
the part of law-maker, not of course as the creator of
law, but as the interpreter of custom. But
the result is that the law is expanded, pre-
cedent is created and followed and the law
is modified either unconsciously or delberately. This
law is called case law or judge-made law.

Custom,

Adjudica
tion,

(3) Equity is also judge-made law, the law coming in-
to existence not by interpretation but by way of addition.
The most conspicuous examples when no
law existed and general principles of equity
were applied are the decisions of the Roman Prastor
and the English Chancellor.

(4) Scientific commentaries constitute  another
source of law, The carefully formed opinions of
Sciemtific learned jurists have often been acc.ep?ed as
commenta- decisive of the law. The Roman juriscon-
s sults under the Roman system and in
modern times Coke, Blackstone, Story and Kent have
been heard by the courts with the greatest respect.

(5) The deliberate formulation of law which 15

Equity.
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the most important function of modern states, is known
as legislation and is the most prolific source’
of law in modern tmes. “At present
legislation is almost the only source of faw. Custom
and equity are being replaced by definite enactment s
judicial decisions are Jimited by codification, and smgrm‘
fic commentary does little except discuss cases”

Legislation.

Woodrow-Wilson’s summing up of law is worth
reproducing.  “Spoken first in the slow and general
voice of custom, law speaks at last in the clear, the
multifarioss, the active tongues of legislation. It grows
with the growth of the community. It cannot outrun the
conscience of the community and be real, it cannot out-
last its judgments and retain its force, It mirrors social
advance. If it anticipate the development of thie
public thought, it must wait until the common judg-
ment and conscience grow up to its standards before it
can have life ; if it lag behind the common judgment
and conscience, it must become obsolete, and will
come to be more honoured in the bredch thanin the
observance”,

Divisions of Law-

One mode of classification is its grouping under the
following divisions :—

Legistative (a) Statutes which are the enactments
eanctments. of the fegisfative body,
(b} Ordinances which are admiris-

Orditanees. . .~
trative directions, not of a permanent nature,
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{c) It isa body of laws whose origin rests on
Common  CUstom rather than on formal legislation,
law, but enforced by the couts.

(d) This consists of those fundamental princi-
Comtita-  Ples that create government, define its pow-
Hosal law. ers and the mode of their exercise. In

states having a written constitution, the cons-
titutional law is not formulated by the ordi-
nary lawmaking body and is amended by
the adoption of a special procedure.

(e) This consists of rules which determine the

conduct of the general body of civilised *
Internation- e s : p B
allaw: states in their dealings with one ahother. It

is doubted whether such law is law in the
strict sense as the sanction i. e. compelling
force behind the rules is not similar to that
behind positive law. International law is
regarded as the vanishing point of jurisprud-
ence.

Another. division of law rests on the relations of
man to man and of man to the state. The divisions,
in rief, are :— )

(a) Public law which determines the
relation of citizens to the state.

(b) Private law which determines the relation
Private law, Of citizens to one another. Public faw
Public law and private law together constitule muni-

bdivided
i':m,m . cipal law.  Public law is subdivided into,—

Public taw.
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Reienbit (i) Administrative law which deter-
g . . 4
tn:i.v‘:,‘ mines the relation of officials to the state :

(i) Constitutional faw which defines

Comstit: | the organisation of the state and also the
powers and the methods of their exercise
by the government :

L (iii) Criminal law and _procedure.

Criminal

law snd  Criminal law defines the acts that violate the
Procedure. righis of the state and the penal conse-
quences. Criminal procedure defines the
method by which the state-machinery is set
in motion for purpose of punishing the law-
breakers. .
Relation of law to Ethics Though ciosely
related, law is to be distinguished from ethics. In the
first place, their sanction 1s different. The authority
behind the positive law is the overwhelming forceof the
state, that behind ethical or moral rules is public
opinion, Ethics deals with the inner springs of human
actions i.e. human thoughts and motives; faw is concerned
with outward acts, There may be many things that are
morally wrong (e.g., indulging in vicious thoughts), but
not prohibited by law. Every community has a legal as
well as a moral conscience but the two are ot identi-
cal. A good citizen may or may not bea good man.
Law and ethics, in their origin, however, were
identical. Ethics and politics are now separated. But
ideas of right and wrong tend to be Trystallised into
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faw. And in the end only those laws which have
the-support of the moral sentiment of the people will
be obeyed and enforced-

A note on International law. The evolution
of international law may be divided into three
periods :—

(1) From the earliest times to the establishment of
the Roman Empire when international obligations were
not ised except of ities of
the same race. Thus the Greeks while
dealing ‘with foreign states regarded all foreigners as
“barbarians” to whom no duties were owed. They
recognised an interstate relation only with the Hellenic
peoples.  This isolated position was also occupied by
the Romans previous to their aspirations of universal
dorminion. After Rome became an empire in which
the civilised world was included, the jus gentinum
offered a confusing analogy with international law.

First period

(2) From the establishment of the Roman Empire
tS the Reformation. The Romans became masters of
the whole world and their exalied position gave rise
to the conception of universal sovereignty
of a single power. And even after the
decline of the imperial power, (undermined
by barbarian invasions and the ascendancy of the
pope) the basis of political life, resting on universal
dominions, survived. The theory of universal sovereignty
received, -however, a death blow at the peace of



42 POLITICAL SCIENCE

Westphalia (1648 A. D.)and the end of the second
period marked with the rise of modern national
states.

(3) From the Reformation to ~the present time.
During this period international relations are recanstruc-
ted on the basis of equality and political i
dependence of states with mutual rights and
obligations. International principles received
a scientific formulation n the hands of the Dutch jurist
Grotius. His fundamental doctries were . two in
number, namely, that all states are equally soveréign
and independent and that the jurisdiction of each state
over its area is absolute.

Third
period.

Sources of International law. The main
sources consist in :—

(a) It taught the equality of all citizens before 'the

faw and the'Roman idea of a jus gentium
was responsible for the growth of the idea
that back of positive laws passed by states,
there existed a body of moral obligations,
natural faw, which should be binding on
all states,

Roman law,

{b) The works of great jurists like Grotius, Kent,
Worke of Wheaton, Hall and others have given
great suriste, international [aw the statis of a science.

Treatjes, {c) lreaties and corwentigns;
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Interna- (d) International conferences and arbitra;
o e
‘tovences. tion tribunals.

and
tribunals.

() The municipgl law of states. In matters
Municipal like citizensl'}l'p, naturalisation, army and
Yaw of navy regulations and the like, every state
has to legislate, but the interests of other
states are also involved.

Diplomatic ) Final!y, diplomatic  correspondence
_correspon-  between diplomats of states is a factor of
dence. . .

international law.

Nature of International Law. Laws being
commands given and enforced by a determinate autho-
fity, international law is not faw in the strict sense &S
it is devoid of an authoritative sanction. Were, therefore,
international law to become law in a real sense, there
should be compulsory obedience to the authority issuing
& This would naturally destroy the sovereignty of
states and_international law would then become the
municipal law of a world state. But two obstacles
exist and they are, first, the accepted theory of national
sovereignty and, secondly, the principle of teritorial
possession.

As against this view, it has been arg‘\aa,fthar inter-
\iavonal law is law in the making and that it is not so
much devoid of a binding sanction as might appear at
first sight,  What is needed, therefore, for its realisation
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is the establishment of compulsory international arbitra-
tion. Much will of course depend upon  international
solidarity. The sanction of all law goes back to public
opinion. International faw requires for its fulfilment
an intemational court as a rallying-point for interna-
tional public opinion. And a great advance has been
made in this direction, by the mediation of the League
of Nations, and by the establishment of a permanent
Court of International Justice with elected judges. -



CHAPTER 6.

Form of State and forms of
Government.

Contents : Forms of the state ; forms of Government ; Aristotle’s

divisions, their inadk ies ;e " and

Representative government ideally the best form of gavernment :
consideration of other forms of government—unitary government ;
dual ; federal and ; parhias

mentary and non-parliamentary governments.

Strictly speaking, a classification of states is
impossible as all states possess certain common marks,
namely, population, territory, organisation
Forms of +
the state.  and sovereignty. Al states are perfect and
equal, but an examination of these funda-
mental attributes of state reveals certain distinctions
between states and states.

From the pomnt of view of territory and population,
states are either city states, national states or world
empires. But such a classification is after all mechani-
cal. The organization of the state is, however. a
valuable basis for classification and a classification of
states is the same as the classification of government,
keeping in view always the distinction between state
and government. The objectors to this view do not
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regard the state as completely organised in the govern~
ment, sovereignty not being located in the government
asawhole, Hence they distinguish between political
and legal sovereignty (the former lies behind the
government and the latter consists of some parts of
government) and states are distinguished on the location.
of sovereignty. And Aristotle’s enumeration of three
types of government, Monarchy, Aristocracy and
Democracy (Ochlocracy), still holds good as the
sovereign power is respectively. in the hands of one,
few and the many.

Forms of Government.

The three standard forms of government considered
by Acistotle are Monarchy, Aristrocracy and Democracy
(Polity according to Aristotie). These are normal,
pure or healthful forms and over against each such
form there is a corresponding bad, impure or perverted
form and these forms respectively are Tyranny,
Qligarchy and Anarchy {or mob-rule). Aristotle used
the word democracy to represent the perverted type.
It follows that this basis of classification rests on the
number of persons in whom the governmental power
is vested.

Criticisms of the Aristotelian theory of classi-
fication.

For many reasons Avristotle’s division has become
obsolete :—

(1) Aristotle gives no consideration to limited or
constitutional monarchy.
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(2) He makes no mention of Federal and Unitary
forms of government.

(3) Nor does he recognise the Cabinet (or respon-
sible form of) government and the Presidential form
i.e. governments differing in the constitutional relatron
of legislature and executive.

(4) Seeley criticises the classification as laid down
by Avistotle on the ground that states of his time were
city states which differ fundamentally from modern
states which are country states.

(5) Ithas also been pointed out that the classifica-
tion resting upon mere numbers is after all a mecha-
nical, a quantitative and not a qualitative test.

(6) It is incomplele as states show an admixture of
two or three of the standard forms  (as the Britsh state
is partly monarchical, partly aristocratic and partly
democratic) and one is at a loss to place such states
under any single form.

(7) Finally, Aristotle makes no mention of
theocratic states. A state in which the supreme power
is attributed not to any human authority, but to God,
is called ldeocracy, the perverted form being
{dolocracy.

Monarchy. Thisis the most widely recognised
form of state and has been universal and the first
natural form of government for the reason that men
of eminent virtue were exiremely few in number and
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the ancient states were restricted to small localities.
‘There are various kinds of monarchy :—

(2) Despotism which may be regarded a5 a
barbarous form of monarchy. .

(b)

Cuvilised monarchy which is possible when
there is a general advancement of the people.
and the ruler is compelled to respect their
rights.

Patriarchal monarchy ie, kingship of the
family, the king being regarded as the head
of the chief family and father of the race.
(d) Feudal monarchy.

{e) Absolute monarchy : this is possible because
the political consciousness has not' diffused
among the masses.

(c

{f) Limited or constitutional monarchy : here the
supremacy of the central power is sought to be com-
bined with the liberty of all classes of the nation.
Monarchy, its different kinds.

The form of government is said to be monarchical
when the supreme governing authority is vested in a
single person. Monarchy is either elective or heredi-
tary or both. The early Roman kings were elective,
modern monarchies are of the hereditary type. Monar-
chy again, is either absolute or limited (or constitutional),
An absolute monarch “is bound by no will except his
own.” A constiutional monarch “is bhound by the
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prescriptions of a constitution which he has sworn to
support”  Modern monarchies, whereever they exist;
in the continent of Europe, are of the limited type.

The principle underlying absolute monarchy is that
the king completely identifies himself with the state.

. He alone is endowed.with political rights,
Absolute P A .

Monarchy beyond him there is nothing. ~ Ameng

" primitivz races absolute monarchy was a
usefdl institution and was a potent way of disciplining
people steeped in barbarism.  The absolute monarchs
of the Medaeval age paved the way for consohdation
of states and helped in the emergence, of national
states.

It has been urged in favour of this type of monar-
&hy —

Ite merits. (1) Tristhe most simple, its action is
most prompt and energetic.
“(2) A competent monarch helps ir the realisation
of constitutional government.

Itis the legitimate mode of government for dealing
with barbarians and it 1s by paying implicit faith to the
monarch that the people become disciplined and deve-
oped in political consciousness.

Despite these merits, absolute monarchy is open to
jeiexits of CETAIN objections :— -

Algolits (1) Human nature being what it is,
Monsrchy,

TN an absolute monarch generally degenerates

into a tyrant {the successors- of beneficent tulers are
4
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generally tyrants). He cares for his self aggrandisement.
and the welfare of his subjects is ignored.

(2) It is an unnatural and thereforce objectional
form of government.  The benevolent ruler might
give the people the benefits of good laws judiciously
administered.  Administrative efficiency is one, but not
the sole, test of a good government, A government
which does not resi on the affections of the people and
does not stimulate among the people an interest in state
affairs and does not succeed in creating a body of active
and intelligent citizens, is not at all an ideal government..
The peopie are denied any participation in the govern-
ment and this is the most objectionable feature of
absziute monarchy.

Constitutional monarchy is the product of moderr
tmes, butiis germ was lain in “the forest of ancient
Cimitedior Germany.” It ‘had had its beginning when
constita-  the German princes established their sway on
;:':.‘r chy the Roman land and when there was a

commingling of Roman political ideas and
the conception of German rights.
Its general There are certain characteristics com-
;h;na.rim mon to all forms of constitutional monarchy

. and these are :—

() The constitution regulates the dignity and
power of the monarch. “The constitutional
monarch does not stand .outside ‘or above.
but in the constitution”
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(i) Both the letters of the constitution and the
laws of the country have to be respected by
the constitutional monarch.

(i) He promulgates the laws with the consent
and advice of the legally constituted legisla-
tive body.

(iv) This body also concir with him in the
raising and disbursing of the public revenue.

(v) In administrative matters, the constitutional
monarch must seek the co-operation of his
ministers and no royal decrees will be valid
unless countersigned by a minister whose
department is affected.

(vi) The king- is an irresponsible head of
government, but the responsibility of the
ministers for their conduct in administration
is indispensable.

(5) Public liberty is guaranieed by excluding the
ministers from participation in judicial functions.

Limited monarchy provides for an orderly

succession of the hereditary office which,

Merits an: ot .

demerits ,,¢ according to some authorities, is to be

Limited ;

nsedi preferred to an elective govemme}nt. )

It also provides for a uniformity of

cotinse}, consistency of public policy and

a carrying on of administration with vigour and

Merits.

promptness.
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The objections to constitutional monarchy
Demerits.  are :

(1) Hereditary monarchy runs counter to “the
spirit of democratic government.

(2) Hereditary principle does not give any guar:
antee that the throne will be occupied invariably by an
able ruler. The son of a good king does not neces-
sarily make a good king. History teems with numerous
instances that “immature, feeble-minded and incom-
petent rulers” have occupied the throne by mere
accident of birtn.

Aristocracy : Ancient Sparta furnished the most
notable example of Aristocracy. The Dorian stock to
which the Spartans belonged showed their bias for the
aristocratic, as the general Greecian srock, to which the
Athenians and others belonged, showed their predilec-
tion for-the democratic government. The later Roman
political institutions, also aristocratic in  chasatter,
were, however, of a higher type, The Roman sccieties
were less stereotyped than the Spartan and even by
their struggles and sacrifices they contributed to the
development of their political life.

According to  Montesqiies, moderation is the
principle of aristderacy and the security of government
depends upon moderation alone as the masses are
always superior in number and physical strength to
the few who constitute the ruling authority. As it is
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anxiqus for self-preservation and jealous of others,
The chief it Tefrains from an unwise and im-
feature of  moderate use of its power. But the funda-
aristocracy. . .

~ " mental basis on which aristocracy rests is a
recognition of the moral and intellectual superiority of
the ruling class. Moderation may be statecraft but the
éssence of aristocracy is virtuz and Arstotle’s famous
dicturn is “the characteristic of aristocracy is vittue, that
of democracy freedom”. Hence aristocracy becomes -
ot of date when the rulers cease to be most fitted and
ablest rulers and become weak and vain and the
rmasses aftain to equal distinction and merit.  The only
way to preserve, under such circumstances, the form of
government is to provide for -the nclusion of new
forces and recruitment from the people of lower
ranks. .

Aristocracy is a government of the best and the
Various principle underlying the selection of the
forme of  best has varied according to the peculiac
aristocracy. ndiion and character of the people.
The various kinds of aristocracy may be thus
enumerated :

(a) Aristocrazy of birth, certain privileged
families -sharing between them the poliical
powers.

(b) Avistocracy of culture and education.

(c) Adstocracy of age so that it is a rule of the
" elders.
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(d) Aristocracy of military exploits such as of
knights.

(e) Aristocracy of property, for instance, of
landowning classes or capitalists which,
according to Cicero, is the most hateful
form.

(f) Asistocracy of office and when certain tests”
of fitness are demanded 1t becomes a
bureaucratic government,

The conspicuous features of aristocracy are ;—
(@) A display of external grandeur and this is
how aristocracy is prevented from degenera-
g:_‘:‘f:;."‘"‘ ung the state and its magistracies into the
tocracy.  level of common life (which is noticeable
- in demacracy).

(b) The aristocrats overvalue their worth and
in the consciousness of their superior virtue
may rule the masses with cruelty.

{c) Aristocracy is averse to all changes; itis
conservative as it is too anxious for its self-
preservation. Muistrust of innovations is a
marked feature of aristocracy.

{d) As a corollary to the above, it shows an
excessive atiachment to the principle of
heredity.

(e} Finally, as a self-preservative, aristocracy
shows a devoton to faw and a careful
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observance of all laws, It is because of this

that the evolving of the scientific system of

Roman law was the remarkable achievement

of the eminently aristocratic Roman nation.
Merits and demerits of aristocracy.

The merits of aristocracy are :—

{1) Aristocracy has its basis on a rational principle.
All persons are not fitted to be rulers ; it is
logical therefore that orly the good should
govern. But such an aristocracy will be a govern-
ment by the best, but not an oligarchy.

Merits.

(2)  Avistocracy respects mertt, talent, wisdom and
men of political capacities are natrally enticed to
form the government.

(3} Aristocracy is reputed “for sustaned mental
ability and vigour” in the conduct of adminstration.

{4) Lord Brougham s of opimon that aristocracy
shows certain trasts of excellence, namely, firmness of
purpose, resistance of violent change, discontinuance
of warlike policy and encouragement of genius.

The drawbacks of aristocracy are :—~

(1) Although a universal form of government in
the infancy of human civilization, it becomes an
Demerits.  anachronism when poliical consciousness
and capactty to rule is diffused among the masses.
Democracy now becomes the only inevitable form and
aristocracy can no Jonger be defended.
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(2) The real difficulty lies in the adoption of a
sound principle for selecting the best men who are to
constitute the government.  Neither birth nor property
are sound tests of fitness and unless aristocracy is
based on virtue and falent, it becomes dangerous
aristocracy.

Democracy or Popular Government.

A democracy is a form of government in which
the exercise of sovereign power rests with the mass
of ‘the population. But there 15 a fundamental
difference between the ancient and modern idea
of democracy. The ancient democracy was direct
democracy, the modern democracy is represen-
tative democracy. The former is possible only ina
small state, the latter invariably is the rule in a state
with enlarged territories. In direct democracy the will
of the state is formulated and realised directly through
the people actng in their corporate capacity; in
representative  democracy this is done through the
medium of a select number of men who act as the
representatives of the masses.

The most perfect type of direct democracy existed
in Athens. The ecclesia was the gathering place of
e all mtizgn?s over 20 years of age. And
domocracy. VeTy citizen had a right to appear and

vote in person in the popular assembly and
in committees of the assembly which acted as criminal
courts.
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The leading features of direct demacracy, with its
Criticism  merits and demerits, were reflected in the
Z:,:",’:::,,_ history of the gifted Athenian people.

s fundamental creed is the fove of freedom and
not authority.  And unless the majority of the citizens
are endowed with an appropriate political capacity, the
popular assembly may commit all sorts of blunders.
Dernocracy would naturally degenerate into arburary
‘caprice and there would exist no rule of law. The
leaders have to play upon the popular passion and
actions subversive of the state have to be often taken.
This is why Burke denounces a perfect demccracy as
“the most shameless thing in the world. As it is the
most shameless, it is also the most fearless.”
Representative Democracy.

A representative democracy is otherwise known as a
“republican government or simply a republic. Some
writers like - Madison have differentiated between a
republic and a democracy.

“Thus says Madison: “The great points of difference
betweeri a republic and a democracy are: first, the
governing power in a republicis delegated t0 a small
number of citizens elected by the rest; and, second, a
republic is capable of embracing a larger population
and of extending over a wider area of territory than is
a democracy. In a democracy the people meet and
exercise the government in person, in a republic they as-
semble and administer it by their representative agents.”
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But Madison's remarks apply obviously to direct
and not to representative democracy which may, as’
already stated, be taken as a synonym for a
republic.

The fundamental principles of democracy are.
first, that the government should rest on the active
consent of the governed and secondly, that every honest
and self.supporting citizen 15, on the average, as much
qualified as another for the work of government and
that one man has one vote and nobody is to have more
than one vote. However democratically constituted a
state may be, it is not possible thai every one should
have a share in government. The best men of the
nation govern in the name and by the commussion of
the nation.  The real difficulty thus lies in organising
elections such that the most gified men should be
chosen as rulers. Rightly understood, democracy . is
rule of both classes and masses. Itis the rule “of the
people by the people for the people.”” The two attri-
butes of democracy are liberty and equality—that all
men are equal and have powers in making laws and
equal opporiunities in serving the state and that every one
has equal liberty with his fellow beings in matters
religious and political.

Representative democracy presents the following
advantagesi—

(1) Sovereignty is ascribed to the majority but the
-exercise of sovereignty is entrusted to a mimority. ‘The
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Tatter rules as the elected representatives of the former.
Merits The majority has neither the time nor
dmm-c! the competence to shoulder the responsibi-
Tilies of government, but has sufficient equipment to
take part in elections for securing the services of the best
Tepresentatives.

(2) Less s demanded of the citizens than in direct
democracy. ltis the efficiency of the representatives
that really counts. The masses are sober enough to
send out the best representatives and submit to be ruled
by them 5o long as they' retain the confidence of the
majority.

(3} ltthus follows thata demoeratic “ government
est safeguards the needs of the people ; and the re-
presentatives, subjected as they are to popular control,
are prevented from acting in pursuit of their selfish
ends. It 15 thus ideally the best form of government.

(4} The beneficial influence of democratic govern-
ment on the character of the cirizens is no  less remark-
able. It conduces 0 an elevation of character, stimu-
lates political capacities, makes the people patriotic and
urges them to make sacnfices.

(5) It1s a'stble form of government and chances
of revolutionary disturbances are minimised.

_ Democracy, however, is not free from centa
which are as follows :

(1) It may be praved from history that d
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may be hostile to liberty.  “To place the chief power
Demerits of 7 the most ignorant classes is to place it'in
democsacy  the hands of those who naturally care least
for political liberty and who are most likely to follow
with an absolute devotion some strong leader.”

(2) Tt shows its love for restrictive and’ coereivet
regulation and sets at naught the essential spititual
equality of mankind. )

(3) It means a multiplication of state functions
which, in effect, is a multiplication of restrictions:
imposed upon the various forms of human activity.

(4) It produces a sense of instability and  insecurity”
in politics and revolutionary changes are deliberately
introduced to gain party ends.

(5) There is a neglect of culture. Democracy
is unfavourable to the development of art and science.
There is a standardising of ideas and mind tends to
be mechanised.

{6) Democratic government is extravagant govern-
ment and motives for economy are rarely present and
the rich are exploited for the benefit of the poor.

The stability and efficiency of democracy depend”
Tago requi. UPON the guaranteeing of :—
m (a) Civil liberty 1e, exemption, within
¥ :‘" certain fimits, from interfererce on -the part.
5“} of government, a3 all are equal n the eye’
. of law ; also
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(b) political liberty ie. the right to share in
exercising the authority of the state i.e., where
a large propottion of the citizens take part
in the formulation of the will of the state.

Representative Government is ideally the
Hést ford of Government.

Mill has conclusively proved that the ideally best
form of government is that in which the sovereignty
i.e. the ultimate supreme controlling power, is vested
inthe entire aggregate of the community. Represents-
tive government provides the citizens not only with 4
voice in the exersise of this sovereignty ; they are
occasionally called upon to take an actual part in the
government by a personal discharge of governmental
fnctions. That this form of government is superior
to all other forms rests on two principles :—

{(a) That the rights and interests of every person
dre free from ill-advised interference or
disregard when the person concerned is able
1o stand up for them,

That the general prosperity aftains a greater
height and is more widely diffused to the
extent peisonal energies are enlisted to
promote it.

(b

'What is actuaily the best form of Govett-
i€kt for a péople ?
Representative government is ideally the best form
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of government.  But it cannot function properly unless
three fundamenta! conditions are fulfilled, namely,

(1) The people mus: be, willing to accept it.

2) That they should be willing and able to,do
what is necessary for its preservation.

(3) . That they should be willing and able to ﬂtlﬁf
the duties and discharge the functions imposed on
them.

Hence, representative government is possible among
abody of people sufficiently politically advanced ie.,
when their intelligence and political capacities have
attained & certain “stage of development. But as the
peoples of the world are at different stages of develop-
ment and the conditions of uniformity are lacking, a
representative government, ideally best as it may be,
is not actually the best government for all of them.
Thus monarchy is the best form among people where
a single man is alone pre-eminent in virtues and the
Test are steeped in ignorance.  The next besi form is
aristocracy where some political advancement has
taken place, but the needs of the development of the
corpomke life have not entered into the minds of the
masses. And finally, the actually best form of govern-
mentcoalesces with the ideally best form when politieal
consciousness is diffused among the general bedy of
the citizens. Hence “no single form of government
isadapted to alt sociefies any more than a suit. of
clothes an be made to fit all men. The system best
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suited to Sparta was not the best for Athens ; what is
best for a large empire is not necessarily the-best for a
state of small area” (Garner).

Succession of Governmental Forms.

“Anstotle outlines a natural order of succession of
governmental forms and this assumes a recurring cycle.
The natura! earliest form of government to every people
is monarchy which is also hereditary. It might be based
6n the affections of the people, but the rule of the
mondrch sinks into tyranny in the hands of the succes«
sors. The united efforts of the powerful aristocratic-
families over(hrow monarchy and aristocracy is thus
set up.” Avistocracies, public-spirited at their initiasion,
degenerate into selfish oligarchy. As a protest agamst
this which is hostile to civil iberty, the cttizens rise mn
a body and are goaded to revolution. Poliy (i.e.
democracy in the modern sense) succeeds oligarchy.
This again degenerates as the masses tyrannise the richer
few and so pave the way for ochlocracy (democracy
i the Aristotelian sense). The cycle is completed
when a powerfal Julius Caesar or Napolean steps
into the political arena and sets himself up on the
throne as a monarch,

Consideration of other forms of Governméht.

Governments may be broadly divided into two
classes :—

(A) According to the relation existing Jaetween
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the central and various local organs, the
government being either unitary or dial
and

(B) according to the degree of separation of
powers 1. e., the relation of the legislature
1o the executive, the government being either
Parli tary or Non-parli tary.

A. Unitary and Dual Governments.

In a unitary government, the local governmental
authorities exist at the pleasure of the central govern-
Unitary ment. The later expressly creates the
govern- fO(me? and invests them with  powers
ment. which are always liable to addition and
alteration it so pleases. The local governments thus
hold a subordinate position to the central governmert.
The governments of England and France belong to
this type.

Unicary government is best suited when :—

(2) The state is a geoya’phic and

Conditions "7

~wnder which acial unity.

unitary e

goverament {b) The population’ is made up of

may exist, diverse or. heterogeneous elerents as a
strong central authority can hold  the antago-
mistic etements in check. (compare the con-
ditions prevailing in India.)

{c) The population of a state is not sufficiently
developed and as such unfitted for running
local self-governing institutions.
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Dual government is that form of government in
‘which the governmental authority is divided between two
o sets, each moving within its restricted sphere
n_:;n; ‘subdi- marked out for it and neither being compe-
videdinto. yon 1 encroach upon the jurisdiction of the
other. Dual government is sub-divided into :—

(a) Confederate. In this form there is a central
government which acts for cenain limited

Confeder- 7
ation and  COMMON PUrpOses, but there-are as many
sovereignties as there are local governments.

(b), Federate. Here the government of the
Fodaraiions country is distributed between the central
and local governments.  But the latter are

ot the creatures of the former (as in a uni-
tary state, as both derive their powers from
an antecedent source and neither is legally
competent to destroy the other).

Federation and Confederation contrasted.
The points of distinction between the two forms of
_government may be indicated as follows :—

(a) Confederation’is a temporary union, usually
called into being for accomplishing a com-
mon obiect, generally defence, and gets dis-
solved as soon asthe object is realised. A
federation is rather a lasting union and legally
o secession 15 allowable.

(b) In a confederation sovereignty reémains in

5
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each component unit (the relation between
the component states being of a treaty
nature). In a federation sovereignty is locat-
ed in the people as a whole:

{c) Confederation may rest-on a mere pact
among the component  states, but the act by
which a federation is created is a constitution
(i, e, a body of laws regulating their rela-
tions) and the constitution is both written and
rigid.

d

Finally, federation is a single united state,:
the component parts being subordinated to a
common sovereign. In a confederation, on
the other hand, the several states, with their
respective sovereignties, exist as sépaljatﬁ
éntities.

Federal Government..

The world has presented various types of unions.
Buta fundamental distinction may be made between
organised and unorganised unions.

Organised unions possess a common government
and these are sub-divided into,—

(a) International administrauve unions in which
permanent arrangements are made by the
different states for regulating some common
interests.

(b) Monarchical wnions in which the states,
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united in a. common ruler, have their
separate  sovereignties and reain  their
individual constitutional -rights. (the union
of Norway and Sweden from 1815 to 1905
is an example).

(c} Confederation inr which a common gov-
ernmment s created and invested with limited
powers, it being always open to the
component states to withdraw from it.

In unorganised unicns, states enter into contractual
relations for regulation of'mutual interests, but no
common government is formed. Thus offensive or
defensive alliances, alliance for guaranteeing neutrality
and protectorates are exaraples of unorganised unions.
Nature of Federal Government.

A federal state is a single state. The component
parts, previous to union, may or may not have been
sovereign states. But they cease to be individually
sovereign siates after the formation of the federation.
Gamer defines federal government “as a system of
central and local government combined under a
common sovereignty, both the central and local
organisations being supreme within definite spheres,
marked out for them by the general constitution.”
“It represents a sort of compromise between unitary
government and confederate government.”

Professor Dicey has laid down certain conditions
for a federal union.
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(1) There must exist a number of countries
i ditiois “closely connected by locality, by history,
for federal by race, or the like, as to be capable of
nmon- bearing, in the eyes of their inhabitants,
an impress of common nationality.”

(2) There musi also exist a peculiar sentiment
among the peoples proposed to  be federated.
“They must desive union, and must not desire
unity”

It is a contrivance for reconciling two apparently
contradictory ideas, namely, the retention of local
Aim of autonomy. and state sovereignty  and the
federation  creanon of a strong national government -
and the recognition of the claims of national sovereigniy,
1t is the successful harmonising of these two claims
by the creation of a constitution that marks the
triumph of federation.

Distribution of Powers.

Either of two methods may be followed in the
matter of distribution of powers between the central
and local government. The constitution may under-
take a categorical enumeration of the powers of the
central government, the powers of the local gov-
ernment being negatively inferred (local governments
being residliary legatees ) as in America. Or the
powers of the local government may be the subject-
.matter of definiton and the central government holds
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the position ofa residuary legatee (as in the union
of Canada).

The general principles underlying the distribution.
of powers may be briefly indicated. The centrat
government is given over certain funchions essential
to state existence, for instance, conirol of military
and naval forces, conduct of foreign affairs and
the power to raise money by taxation. Moreover,
other matters which require uniformity of legislation
(for instance, regulation of coinage and currency,
patents and copy-rights, marriage and divorce rules,
naturalisation, conduct of the postal service) and
which, _left to local governments, will show the evils
of dwersified legislation, are also handed over to
the central government.

Sovereignty in a Federal State.

There can be no question of division or partition
of soveregnty and hence the view held by some
that sovereignty is divided in a federal siate is a
misreading of the nature of sovereignty itself. Sover-
eignty in a federal state lies neither in the central
government nor in the commonwealths, nor is it
divided between them. Jt resdes in the state itself.
ina federal system there exists the federal constitution
which creates and invests with powers both sets of
government. Sovereignty is vested in that body of
persons which is legally competent to amend, the
constitution.
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Ad:

and disad of Federal

Government

Federal government presents the following advan-
tages :—

(1) It effectively guarantees external protection.

It also remoyes the possibility of conflicts among the

component parts and increases the efficien-

S cy of administration.

(2) lt also provides for effective internal regulation
of affairs and maintains an internal uniformity consfs-
tent with the mainienance of integrity of autonomy of
{ocal bodies. In short, by combining advantages of
national unity with control of local matters by local
bodies that federalism conduces to stability and progress.

(3} Democracy -over comparatively large areas is
rendered workable only by the principle of federal
government.

(4) It stimulates the interest and capacity of the
people in local affairs and the people are trained in the
discharge of their civic duties.

The dangers of the federal system are :—

(1) Federal government. is weak government and
in the conduct of foreign affairs it suffers from an
inherent weakness.” "A federation therefore
will always be at a disadvantage in a contest
with unitarian states of equal resources”

Disadvan-
es
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{2} - In internal affairs also federal government gives
evidence of its weakness.

{3) Federalism begets conservatsm. The federal
constitution s a rigid constitution and the difficulty-of
altering the constitution produces a spirit of conservatisro:
, {4} Federalism also means legalism. The judiciary
holds the predominant position in the constitution. It
“'substitutes litigation for legislation” and succeeds only
when the people have a reverence for law and justice,
Fas tial ch. tariats Of F d, 1;,

A—A completely developed federalism presents
three important characteristics, namely:—

(a) Supremacy of the constitution. The legis-
lature, executive, and the judiciary, national or
local, aré controlled by the constitution. The
constitution also, is both written and rigid,

(b} The distribution of powers between the
central and local govemments 1s another
essential feature of federalism.

(c) The courts are authorised to act as the inter-
preters of the constitution.

B.—Parli; y . and 1 ary
governments. Parliamentary or cabinet” government
is that form of government in which the teure of office
of the rea) executive is dependent upon the . will of the
Jegislature, The executive or cabinet forms in addition
a commitiee of the legislature. [t shares both in the
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creation and the administration of Jaw. The cabinet is
responsible (in England, as a matter of custom, in
France, both of custom and law) to the legislature,
usually to the lower house. This sort of government
is suited to a state which holds on to the hereditary
monarchy after the state has become democratic. The
nominal or titular executive holds a positon of irres--
ponsbility. He may be a hereditary monarch (asin
England) or an elected officer (as the president in
France).

The advantage of this system is that the harmony
between the different departments of the state is main-
tained. The presence of the members of
the executive in the legislature better
acquaints it with questions which it has to deal. The,
policy is also made consistent.

Advantage

The disadvantages are that the independence of the
executive is jecpardised, [n states where party-system
has not fully developed or where there
exist multiple parties or where the parties
are ina nebulous state, unstable coalitions
are formed. An unceasing scramble for power
becomes inevitable and no regard is paid to consistency
of principle.

Disadvan-
tages.

Non-parfiamentary or presidential government s
that form of government in which the tenure of office
of the executive is independent of the legislarure and the
executve has sufficient powers to protect itself from
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encroachment by the “legislature. The execunve has
no political responsibility to the legislature and can be
removed from office for grave’ offences only upon
impeachment. The nominal head of the executive is
also the real executive head whether he is & hereditary
monarch (as in the old German Empire) or an elected
president (as in the U. S. A)
The advantages of this system are that by .con-
centrating responsibility in the executive a vigorous
but cautious administration is secured. ~The
Advantsger. o oo ive can work with a singleness of
purpose. lis powers are not weakened by divided
counsels.
It is suited to stites which include people of diverse
interests or to states which are of the federal type.
The dangers are, ficst, the possibility of deadlock
between the legislature and the executive,
g:'d“"’ and secondly, if the executive is elective,
at the time of election, a tense political
atmosphere is created which may occasionally lead
to revolution.



CHAPTER 7.

The Structure of Government.

Contents : The theory of separation of powets ; limitalions
of the theory ; its impraciicability and undesirability.

Nature of the Legislative, Judicial and
Executive Power :—The functions of a government
are divided into legislative, judicial and executive.
The legislative function consists in the making and
unmaking of laws. The judicial function consists in
the interpretation of laws and the executive function
consists In the carrying out of the laws. Butasa matter
of fact, the executive possesses vast powers. This branth
of the government exercises great discretionary powers
specially m foreigh affairs. It has to deal with questions
of war and peace and the citizen, in his datly life, has
to come in contact with the executive. )

It goes without saying, that of the three organs; the
legislature 15 by far the most important. That- it
holds a paramount posiion is easly proved. In
unitary states, the legislature invests the various local
governmental organs with powers, It also holds a
sway over the -other two departments of the govern-
ment. It provides for the state revenues and also
controls the state expenditures.  All offices and servicés
.are created by it, In shor, it regulates the entire ad-
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ministration. It is superior to the executive and the
judiciary, as the former is concerned with the adminis-
tration of the laws that emanate from the legislature
and thejudiciery is concerned with adjudication of laws
which the legislature passes. Finally, in countries like”
England, the legislature is the competent authority both
for ordinary and constituent  law-making (and
amending). '
Theory of Separation of Powers

The cardinal doctrine of political philosophy of the
{8th century wes that the legislative, judicial and exe-
cutive branches of the government should be kept
separate from one another. In fact, in the hands of the
exponents of the ‘heory, an insistence upon  separation
&F functions was urged as it was thought to be the only
guarantee for enjoyment of public liberty.

Traces of this theory are found in the writings of
Asistotle, Cicero, Polybius and others.” But, in the
Eaddy 6 hands of Montesquieu and Blackstone, in’
ponentsof the latter half of the 18th century, the
the theor. ypoory received a forceful presentation. It
exercised also a profound influence in the minds of
the practical siatesmen of that period. According to
Montesquieu “if the legislanve and executive power
are united in the same person or in the same body of
persons, there is no liberty because of the danger that
Eighteenth - the same monarch or the same senate may

Sivocmtes make tyrannical laws and execute them,
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tyrannically. Nor again is there any liberty if the
judicial power is not separated from the legisla-
tive and executive. If it were joined to the legislative
power, the power of the life and liberty of the citizens
would be arbitrary ; for the judge would be the law-
maker. If it were joined to the executive power, the
judge would have the force of an oppressor.” The
English jurist Blackstone gave expression to similar
views. Wherever the powers were combined in the
same body, nvariably a tyrannical government was the
consequence.

This theory was in the hey-day of glory at a time
when the Americans were liberated from the British
yoke and.the American constitution-makers
Extent of .
application (Who met in a convention in 1787) naturally
;’,;':‘:y accepted it as the basis of the American
federal constitution.  The initiation of a
Presidential (as opposed to a Cabinet) form of govern-
ment, the independence of the judiciary and the non-
liability of the executive to be removable on an adverse
vote being passzd on it by the legislature, are instances of
the application of the theory.  Similarly, the French
Constituent Assembly of 1789, in constructing a new
government for the people, accepted the theory as a
workable proposition.

But in no country in the world a complete separa-
tion of powers has ever been possible. Even in America,
where a deliberate attempt was made to introduce,
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the theory, combination of powers has crept into the
constitution.  The American President has a partial
Criticiim. V1o power on legislation. The Presi-

dential messages mean the Presidental
initiative in law-making. The Senate, a branch of
the legislature, . participates in  executive  affairs
(eg. the Senate’s ratification of treaties and federal
appointments) and the power of the Federal
Supreme Court to question the validity of the Acts of
Congress and even to declare them null and void are
glaring nstances of combination. So also in France, the
President is elected by the legislature, and the Cabinet 15
unseated by an adverse vote of the legislature. In England
the seperation-theory has been defied. The Brtish
Cabinet 15 a commiitee of the legislature and represents
the party that retains the majority of seats in the Com-
mons. The Cabinet reiains office so long as they retan
the legislative power. As soon as there is a forfeicure of
confidence of the legislature on the executive (e.g,
expressed by the passing of a vote of censure and the
{ike) the Cabinet resigns in a body.

The separation theory is incapable of strict realisa-
tion.« [n the words of Garner, “the strict separation
Iapractic- of powers 15 ot only impracticable as a
:l:hllhye:f'y working principle of government, but it is

one not to be desired in practice.”

The impracticability of the three departments being
made independent of one another may be thus shown.
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The executive has the power of indulging in emergency
legislation, of issuing ordinances and negotiating ireaties ;
functions legislative in character, but which make for
an efficient and vigorous administration. Again, the
fegislature only lays down general principles and the
courts are allowed some share in legislation, not avowed- -
ly as law makers but as interpreters of laws. But the
effect 15 that the vast mass of judicial decisions become
supplementary legislations and these are called “judge~
made”" laws.

A rigid separation would create a deadlock. Each
department would “thwart the actions of the others™
and “the consequent loss in efficiency would out-
weigh all possible advantages arising from the
independence.”

The undesirability of complete separation arises
from the very nature of the state. The stateis an
Jts undesir. Organism and the several departments
ability. are organically or vitally connected with
one another. In fact, the relation between them is
so close that no strict line of demarcation can be
drawn between them.

In the words of Woodrow Wilson “Government
is not a machine, but a living thing—no living thing
can have its organs offset against each other as checks
and five”” “Their co-operation is indispensable, their
warfare fatal.” Public liberty is quite consistent with
a non-application of the theory. That combination
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of powers can most effectually guarantee the individual
against a tyrannical government being set up is proved
by the example of Great Britain. Hence the theory,
in the form in which it was advocated by wrters
like Montesquieu, Blackstone and others, nead not be
taken any serious notice of. The only element of
truth contained in the theory is that separation, to
acertain extent, is desirable as it will produce a
body of specialists in each departmeni. “In short,
functions may be separated, but not the departments
themselves.” Efficiency 15 secured by specialisation
and division of labour is essential and performance
of different tasks requires different raquisites. But the
individual liberty is possible without separation of
powers and this is sufficiently attested by the gov-
ernment of England.

‘{ The application of the separation-of~powers
theory to the Indian system of Government deserves
a passing notice. The English people are no believers
of the theory. Tne powers are united in the British
Cabinet and this s in fact the most admirable charac-
teristic of the Britsh Government. Naturally, the
theory is conspicuous by its absence in the Indian
system. But, for obvious reasons, the British and
Indian systems of Governments do not run on parallel
lines. The Indian Executive, for instance, has a
greater control over legislation. ~ The Governor-General
has overriding powers “the certifying and vetoing
powers” which the Govemnment of India Act vests in
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him. Individual liberty is also restricted by the
Executive, specially in times of emergency, and this
isthe judicial power of the Executive. The District
Magsstrate, who is the executive district authority, can
also try criminal cases as a judicial officer. ]



CHAPTER 8

The Legislature.

Contents: s requisites; the bicameral system, reasons for its
adoption ; composition of the two houses; disinibution of power bet-
ween them ; methods of choice; direct and indirect election ; direct
legislation ; initiauve; referendum; plebi.cte ; functions of legis-
fature; process i legislstion; representation of minorities; schemas
of minority representation—Limited vete plan, mashod of Camulatve
voting. Hare scheme, Lit syitem of proportional representaion ;
representation of interests

Organisation of the legislature.

The legislative house is a deliberative house and in
matters of deliberation or discussion, it is desirable that

. 'those who nparticipate should be many in
Requisites % . 3
of the legis- Number. In fact, an ideal legislature is one
lature. which consists of representatives of all
shades of opinion, interests and sections of & commu-
nity.  This is necessary for purpose of balancing and
campromising of conflicting  interests. It 15, therefore,
essential that the legistature shall include a large num-
ber of-persons. As Leacock has said “for deliberation
two heads are better than one, and two hundred are
better than two” A multtude is an unwieldy body,
but the gain in wisdom or breadth of view s offset by
the increasing cumbrousness.

6
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In order that just laws only may be passed, provi-
sion is made for securing adequate deliberation and
caution. For the legislative bodies have accordingly
adopted various devices, which conduce to an efficient
dispatch of legislative business and help in the avoid-
ance of rash and hasty action.

. (1) Separation of the legistative body'
_D;:;::,. into o houses forming a bicameral

legislature, (an upper and a lower house)

(2) The subjecting of a proposal for legislation to
three separate readings at different intervals of time.

(3) The unwieldy size of the legislative body and
the large volume of business to be wansacted necessitate
some duwision of labour. This is secured by the dele-
gation of works to different committees info which the
fegsslative house is split up.

(4) Certain rules are adopted for bringing any
discussion to a close 50 that speeches of members may
not drag to an inordinate length of time.

(5) "It is an essential part of democracy that mino-
fities should be adequately represented”. Unless thi§
is done the legislature will be the most undemocratic.
Bicameral system of legislature.

The legislature of most states of the world is divided
intc two pars, thus making it two-chambered or

Reatona for bicameral, 5o that the business may be trans-
its adoption: 510 with caution.
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The chief advantages may be stated as follows :—

(a) A bicameral legislature prevents rash and
Check hasty laws from being passed. There shall
against the be a healthy rivalry between the two houses,
danger of .
basty or il With the result that che measure passed by
;‘:‘g"f‘l“%“f one house will be subject to a careful scru-

tiny by the other house.

(b) A bicameral legislature is the best way to
protect the individuals agamst the despotism

Safeguard ’ g
against of a single-chambered legislaiure A single
legialati N s

l;i“nn;"" house proves itself rash, irresponsible and

despotic. The very fact thal one house is
supreme in lawmaking and that there
is no other body to sit in judgment on its
action, degenerates it mnto a tyrannical
house.

(c) A correct interpretation of the general will
s made possible in a bicameral house. If
Balancing
of conserea- the two houses are chosen at different times
tive and ra- and in different ways, they will not forfeit
dical views.
the confidence of the masses. Rather the
conservative and radical elements will be
harmonised and real progress ensured.

(d) It is indispensable in federal states where

Special sig- a second house provides a  means
ance .

in = federal Whereby the member-states, as distinct enuties,
state; may be more distinctly represented,




84 POLITICAL SCIENCE

(e) ' In every state there are dissimilar interests
Labourand like labour. and capital which may
capital may be provided with separate representation in

be adequa- . N
tely repres- 2 two-chambered legislature.

ented.

(f) Finally, it maintains the independence of the
executive. A democraucally constituted

Independ- . . .
enceof the house, representing the popular will, might
4. subject the executive to needless control and
thus impait its éfficiency. Two houses, work-
ing under checks and balances, will give'a

greater freedom to the executive.

meintsine

A bicameral house 15 a historical developmest, it
is a later-bofn device, the states of the past holding to
the unicameral system. It was found wanting, liable
to be swayed by passion and prejudices. It may
reprasent the opinions of the elecioraie at a particular
time and on particular issues. But there may be a
divergence between its opinion and that of the people
whenever new questions arise. The remedy is to have
too frequent elections (admitiedly inadvisable) or the
public opinion will not be reflected 1 the legisiature.
The argument urged against the bicameral system was
that it was an assembly divided against itself, discord
was mnevitable “and’ the will of the people will be
paralysed by inaction.” The eghteenth century view
that division of the legistative assembly into two houses
was a division of the sovereignty has, however. been
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exploded. It is only a distribution of governmental
powers-and no dividing of the sovereignty.
If the advantages of the bi-cameral legislature are to
be real, the two houses should not be
Fanday identical in composition.  According to
:‘:::;;L Blunischli, the upper house should represent
special classes, interests and polfitical units
which, left to the chances of election, may reman
unrepresented. The lower house would, however,
be a representative body, the representatives being
elected directly by the entire body of the
electorate.

Three principles may be followed in the composi-
tign of the upper house, namely, hereditary office,
. appointment, election or a combination of
Composi- . N
ton ot the ol three.  In some countries (as in England)
g‘:r_: a proportion of the members of the House
of Lords hold therr office by hereditary
right.  Where appoiniment 15 resorted to, it is usually
controlled by the executive or the tenure of office is
rather long. Election, direct or indirect, is used In many
states in the continent of Eurape as well as in  America.
But to avoid the upper house being a duplication of
the lower, the indirect election is the general custom.
A variation in principle s also secured in some states
by giving it a longer lease of hfe or by partial renewal
(asin France where one-third of the membership of
the Senate is renewed every three years).
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Modern states are in substantial agreement as

_ regards the composition of the lower house.

ﬁ::s;;‘h, The principle is that the members are

lé‘x: chosen by direct election, for a short term,

: on the basis of an extended franchise. If

the lower house eclipses the upper in respect of political

powers, 1t is because they are the direct representatives
of the people enjoying universal suffrage.

1n theory, the two houses are co-ordinate or co-
equal in the process of lawmaking. Either house may
originate a bill or propose amendments and

Relative
p:,",, of both houses must agree as regards the
thetwo  adoprion of any messure or any amend-
ouses,

ment. The one notable exception o this
equality of powers relates to bills dealing with the
the raising and spending of public revenues. The
lower house is given a preponderance over the upper.
The resons why the former house has a greater control
over the latter are :—

(a) In non-financial legislation the two houses
may be made co-equal in powers and even
if they fail to come to an agreement, matters
remain where they are. But it is entirely
different with regard to money bills. If the
measure passed by one house is rejected
oy the other, a deadlock is created and
ali public service would cometo a stand-
still. Hence, one of the two houses must
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have a prionty for smooth conduct of
business.

[©

OF the two houses, the lower, which is a
directly representative body, is regarded truly
as the custodians of the public purse, and
theirs is thus the~final decision. The dis-
ability under which the upper houses of the
leading states of the world work is of different
kinds and degrees. The Brtish House of
Lords can not originate, amend or reject a
money bill. In France, the Senate is forbid-
den to originate, but it can reject financial
measures. Byt it 15 doubtful whether, in
strictness, it can amend oradd to money bills.
The American Senate can not originate
money bills, but it uses its power to amend
or reject so freely that its power is really great.

Excepting this reservation with regard to money bills,
the different houses have different authoriies. The
growth of democractes has, however, shifted the balance
of power from the upper to the lower house. The
only exception to this is the pasition ofthe United States
Senate  Its control over treaties and appoinments, its
longer term and select membership, it; federa! character
and its historical antecedents have all combined to give
ita prestige and power which is considerable. ltis
indeed difficult to find any upper house in the world
which is an exact counterpart to the American Senate.
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Direct and Indirect Election.

When voters vote for the candidates themselves,-
election is direct.  But when a body of voters, in a
Advantages CONStitUENCY, choose a smaller number of
of Indirzet intermediate electors who finally elect the
Election. - oresentatives or other officers to be chosen,
election is indirect. One of the means adopted for
reducing the evils of extended suffrage is to employ
indirect election. The select body of persons are ex-
pected to act n a more responsible way and they are
supposed also to be men of greater ability than the
masses.  The evils of hasty heat are also considerably
minimised as the objects of popular choice are conﬁned
to a select bedy of men

With a highly developed party system indirect eled-
tion is a mere superfluity as the intermediate electors

may be chosen under party pleges. The
Disadvan- g i L
tages of In- 1dea of indirect election is also repugnant to
"’“‘“‘ Elee- the spint of modern democracy. If a man
s fit to choose an intermediate elector, it s
argued, he is also fit to choose the representative. Lastly,
indirect election paves the way for bribery as the candi”
dates can easily approach a smaller number of electors
and cajole them into voting in a particular way by
offering tempting terms.
Direct Legislation. Initiative. Referendum.
Plebiscite.

The need for direct legislation (ie. law-making by
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the people themselves instead of entrusting it to the
legislature) is an outcome of democratic idea of self-
government. It is a movement towards direct democra-
cy. " People want a direct share in government and they
are not alvays satisfied with the control which they
indirectly exercise over the government. By jury service
the electorate directly exercise judicial powers. They
want a direct participation in the making of fundamental
faws. Direct _legislation prevails in Switzerland.
Here referendum is compulsory in respect of constitu-
tional questions only, but in respect of others it is
“facultative”. Rousseau regarded it as the true expression
of popular sovereignty. In the Ecclesia, in ancient
Athens, all free citizens met together and decided general
. questions of war and peace and voted on
Direct Le- ’
gistation, its all matters before that body. But in modern
:;‘:‘:;."n“ states with a numerous population such a
ern states.  gathering of the free citizens is a physical
impossibility and  consequently law-making has been
delegated to representative assemblies. These, how-
ever, are viewed with distrust by the people at large and
hence the agitation for direct legislation.

This takes the forms of —

(2) The initiative by which a given number of
voters may petition the legislature to cause a
proposal for legislation to be subjected to
popular vote. Under a “formulative initiative”
the details of the bills are drawn up
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by the voters, to be voted upon by the
electorate.
(b) The referendum in which the proposed
legislation (or amendment) is submitted to
Referend- the popular vote and bezomes law if ratified
by the required maiority.

(c) The plebiscite in which a measure 1s sub-
Plobiacite. mitted to popular' v‘ote. The dec.mon,
however, has no binding force. It simply
serves a3 a guide to the policy of the govern-

ment.
r— The advantages claimed for direct

.l,l gilrelgl legislation are :—

egieition (1) Apathetc legislatures may be forced
to act in a special way or may be prevented from
acting in a way that may not reflect the general will.

(2) The people arenot as easily influenced in an
improper way as the legislatures are.

(3) It stimulates public interest in government,

(4) Direct legislation in “municipal referendum”
(te., in local affars) may produce laws best suited to
meet local requirements (creation of local debrs for
works of local public uglities etc).

The disadvantages of direct legislation are :—

(1) The majority of voters take very

Disadvan- g
tegesof  little interest in such matters.
ftdaton. () The making of laws requires

special traming and experience and the
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interest of the society is safer in the hands of a properly
constituted legislature than when it is submitted to the
hazards of a popular vote. -

(3) It destroys the sense of responsibility of both
the legislative and e<ecutive organs of govemment

(4) Finally, laws involving complicated social and
economic matters can not be framed such that their
acclamation by a simple yes or no will indicate the
general will of the people.

Functions of legislatures.

The functions of lawmaking bedies may be
classified as follows :—

(1) They formulate the faws of the land, making
new laws and repealing or amending obsolete ones.

(2) They control the finances of the state. They
decide how the public revenue is to be raised, deter-
mine its amount and the purpose of theexpenditure.

(3) They also make therr influence felc in inter-
national relations of the state. By exercising control
over the finances, they control the actions of the
rministers who are in charge of foreign refations.

(4) They exercise also a varety of powers, not
strictly legislative, such as deciding contested elections,
trying their own members guilty of improper conduct,
impeaching state officials and exercising of judicial
powers. They also share with the executive the power
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of appointing administrative officials. They- can
control the adminsstration In various ways.

Process in legislation. One important device
employed by the states to prevent the legislatures from
acting on the spur of the moment is to require a bill to
be voted upon, not once for all, but at three separate
readings or intervals of tme. This may be illustrated
from the system obtaining in England. In the British
House of Commons, “the member who
desires to introduce a measure gives notice
of his intention to do so.”  He then moves
for leave to introduce the bill at the appointed time.
The bill then-is delivered to the clerk of
the House by whom its title is read ouj. =
The First 1eading takes place without
amendment or debate. It is then printed and a day is
set apart for the second reading, | On the occasion of
the- Second reading a vote is taken on the
question of its being read for the second
time. Next, the bill has to go to acom-
mittee where it is discussed threadbare, clause by clause,
Thied or and possibly it is amended. This is the
final committee stage. At the conclusion of
reading.  bis stage, a day is set apart for the third
or final reading when it is presented to the House
in the revised form. Practically the same procedure
is followed with regard to bills presented in the House
of Lords.

First
reading.

Seeond
reading.

Committee
stage and
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‘Minority Representation :

J. S. Mill said that “it is an essential part of de-
mocracy that minorities should be adequately represent-
S ed”. But the present system of election is
of minority most undemocratic as i each electoral
:i”::"m“' district there remains a large number of

electors who vote for the defeated can-
didates and as such reman unrepresented.  This
can be aggravated if those who are in power constitute
the constituencies such as to make the most of the votes
of their adherents and to make the least of the votes of
their opponents.  This practice is known as “gerry-
mandering’’.

What is, therefore, most desirable is that “every or
any section would be represented, not disproportion-
ately, but proporticnately”. A majority of the electors
would always have a majority of the representatives ;
but a minority of the electors would always have a
minority of the representatives”.  Otherwise, the major-
ity party would capture more seats than it is entitled to,
and there shali be a tyranny of the majority.

Various devices have been used to provide the
minorities with representation.  If ihe scheme allows
Minority  some representation to those who are in a
:ﬁ“"::;l minority, but not n an exact proportion to
represen-  the fraction they form of the total voting
tation, g . P

strength, itis a simple system - of minority
representation.  If, on the other hand, each party or
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section is given representation in proportion to its voting
strength to the total voting power, the scheme is known
as proportional répresentation.

Schemes of Minority Representation.

A few of the schemes may be noticed.

(1) Plan of “limited voting”. Under this sys-
tem, each voter 1s allowed fewer votes than there are
Limited  Places to be filled and this results in the elec-
Vating tion of some minority members (unless the
Flase majority party is 5o strong as to divide its votes
and even then win). Obwiously, this would not apply
to single-membered districts, but to  districis from which
more than one candidate is to be elected.  This plan
was tried n England from 1867 to 1885 when voters in
places sending more than two members to Parliament
were allowed one vote less than the number of mem-
bers to be chosen.  The objection to this system is that
it provides for a fimited representation of minorities,
but no proportional representation.

{2) Another device is “Cumulative voting”.
In this plan, each voter has as many votes as there are
Method of C2ndidates o be elected and may distribute
Cumulative his votes as he lkes. If a minority con-
Voling:  centrates . e. cumulates ifs votes on one
candidate, it may secure his election. The objection
1o this plan 15 that it gives rise to wastage of votes and
popular candidates will poll an inordinately large
number of votes, while the less popular candidate will
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fail 1o secure an adequate number to qualify him to
become elected.

(3) Another system of minority representation is
known as the Preferential system, otherwise known
s as the Hare Scheme (as it was propound-
Scheme. ed by an Englishman named Hare), or

_ Andre System (a5t was introduced into
Denmark by Andrae) The whole country may be
treated as one constituency and each voter has only
one vote, But he is allowed to indicate his choices of
many candidates by naming them in order of preferen-
ces. The total number of votes cast is divided by the
number of Seas to be filled and the quotient (called
electoral quota) is thus the number of votes necessary
to elect a candidate.  As soonasa candidate gets the
quota, the surplus votes are handed on to the elector's
second choice and so on down the list until the required
number of candidates have been declared elected.

The merit of this plan is that there 1s,no wastage of
votes and Mill's praise of it 1s unqualified. He places
it “among the very greaiest improvements
yet made in the theory and practice of
government”  The advantages are many :—

Its merits
and

(a) Every considerable minority is represented.

(b) Every elector gets a real representative.

(c) The candidates having necessary intellectual
qualifications have a chance of being re-
turned.
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(d) The character of legislative body is elevated
as it is filled by men of real merit,

The objections to this plan are:—

{a) The complexity of the scheme is a vital
demesits.  Objection. It is not understandable by the
masses and adverse critics have denounced

it as an “arithmetical jungle”.

{b) There is also an element of chance that
enters info and vitiates the whole scheme.

{c) ltis not capable of being applied in large
countries where a central poliing station and
a recount are well-nigh impossible.

(4) The “List System” of proportional represen. -
tation.  Under this system not only is the minority
List system  ToPresented, but each minority party is re-
gimll’:ﬂ:r‘ presented in proportion to its share in the
presenta-  t0tal population.  “A certain proportion
Hoz, of the voters may nominate a number of
candidates not exceeding the number of places to be
filled. Each voter is allowed to cast as many votes as
there are representatives to be chosen, distributing” them
at will, but not cumulating them on any one candidate.
‘The number of votes necessary to elect is determined
by dividing the total vote cast by the number of places
to be filled. The total vote cast by each party is then
divided by the electoral quotient, and the result 15 the
number of representatives to which each party s
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entitled.  Any deficiency is supplied from those parties
having the largest fractional quotas”.—Garner,

The chief objections to this plan are:—

(a) A legislative body, proportionately represent-
ed, will mean a bandying of parties, one
against another, and all sorts of pernicious
class legislation will emanate.

(b) “Itis to organise disorder and emasculate the
legislative power”’.

Representation of Interests.

Various methods have been adopted to provide
for the representation of various interests mn a’state.
o the old Prussian constitution, the interests of the
upper classes were secured by dividing the voters
into three groups, not numerically, but according 10
wealth, Each group represented one-third of the
taxable property of a localty. And each group
elected onethird of the representatives or officials
o which the localty or district was entiled. A
comparatively small number formed the first group ;
amuch larger number of wellto-do people, the
second group, and the great majority of citizens formed
the third group.

Ancther modification of the scheme of minority
representation is to represent separately the important
classes, professions or interests in a state. The three

7
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estates in the Middle Ages were the clergy, nability
and commons and they received distinct represen~
tations. In the upper houses the landlords, churchmen
large tax-payers and the representatives of the army
and navy and also men sharing literary or scientfic
excellence were chosen to represent special intarests or
classes and not the general population.



CHAPTER 9.

The Legislature (continued).

Contents : C ions and di ofa

relarion between the representative and the elzctorate; instructed versus
uninstructed representation; the Electorate; basis of franchise; is suffrage
an inherent Tight ? Compulsory or opnional voting; plural and weighted
voting; public or secret voting; woman suffrage.

Qualifications of a Representative.

Every state insists on certain qualifications being
possessed by men to qualify them to become eligible to
Qualifica- h?ld the office of. representativa. Alcuj\g
tions of re- with these qualifications, a number of dis-
presentative o\ 1alifications are also prescribed.

The qualifications may be broadly indicated as
follows:—

(1) An alien is precluded for filling a seat in the
legislative body as he has no abiding interest in the state
and as it is not desirable that he will parti-
cipate in the discussions of weighty secret
and other interests of a state. Formerly, nawral-born
citizens alone were eligible, but now the right has been,
in many states, extended to naturalised citizens.

Citizenship.

(2) The attainment of a certain minimum age is
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also insisted upon. The age of majorty which is 21
years of age is the general limit, but in some
states a higher age limit is fixed. Again, the
age for the membership of the upper house of the
legislature in some states is still higher. The idea
underlying this restriction is that the powers of discretion
do not develop until after the lapse of some years.

(3) A candidate must be a resident of the consti-
tuency which he represents in the legislature. In such
a case he will be more intimately acquainted
with the needs and grievances of a locality
and feel a greater interest than a non-resident member.
The residence requirement is non-existent in England
and non-residents frequently represent constituencies.

The advantages of the second system are i—

(a) Able statesmen can come in. They show
broad national views on important questions
and are free from the tyranny of local
interest.

Age.

Residence.

(b) Inferor men are prevented from being
returned.  All localities do not produce great
men and by limiting the choice of represen-
tatives to residents of the areas, the legislature
may be filled with men of mediocre talents.

4. Atonetimethe property qualification deman-
[ — dz'd of a candidate was very high as owner-
qualifica-  ship of property was supposed to be the
tlon. best evidence of legislative fitness and also
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because the leisured classes of people had greater
opportunities to serve the state by their counsels than
people less rich who had to work for earning their
Jivelihood. With the progress of the democratic move-
ment the property qualifications have been now practi-
cally removed.

Disqualifications of a Representative.

The participation in legislative affairs and the hold-
ing of administrative offices are tegarded as incom-
patible and hence holders of certain offices are dis-
qualified from filing seats in the legislature. In cabinet
forms of government, however, this disqualification
is not as prominent as in Presidential forms. Religious
disqualificatron at one time a real stumbling block, is
now entirely removed.

Relation between the Representative and the
electorate :—

Instructed versus Uninstructed representa-
tion.

Should a representative be bound by the instructions
of his constitiency and vote in the legislature in the
way he is called upon to vote 7 This is the theory of
instructed representation and the representative is a
mere mouthpiece of his constituents, “a fiving gramo-
phone”’, a vote recording machine. The other view,
that of uninstructed representation, is that he is not a
deputy, a delegate, but that he is a man of light and
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leading and should be allowed to exercise his own
judgment upon matiers that come up for discussion.
In other words, he is not to be bound by
instructions,

The consensus of opinion is that a representative
should not be fettered by instructions from the electors.
He should be allowed to possess the fullest Itberty of
thought and action. He should not, of course,
disregard the wishes of his constituency, but should try
to reconcile his views with theirs as far as practicable.
In case, however, no such reconciliation is possible, he
should act independently, as he is a wiser person
than the average voters, has knowledge in statecraft and
is best able to judge the intrinsic worth of a measure.
itis he, and not the voters, that has the advantage’ of
hearing a proposal ably discussed from alf points of
view in the legislative chamber.

Tenure of office of a Representative.

There must be some limitation to the tenure of
the representative, If he were to hold his seat for
an indefinite time his responsibility to the constituency
can not be adequately enforced. Elections will be
pericdical of course, but not too  frequent,  Frequency
of elections will create agitations and people will be
tempted to introduce drastc changes in legislat-
ion and administration of public affairs. The
tenure, in  brief, should be neither too short nor
too long.
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Electorate.

The extension of franchise is a feature of modern
political development, The participation of the people
Basisof  in governmental affairs dates with the
franchise  oergence of national states. In the
days of feudalism, the right to vote was limsted to
the land-owning classes. With the decay of feudalism,
this was changed into property qualification which,
with the triumph of democratic movement, has been
reduced to a minimum.

The French Revolution brought into prominence
the docirines of natural rights, equality of men and
popular sovereignty.  Ariculate opinion  demanded
universal manhood franchise. Almost all states were
influenced by a general democratic tendency of the
nineteenth century.  The result was that franchise
became more and more extended and agitation for a
still wider and more equal suffrage is being kept up.

Even with the progressive widening of the
franchise, the eleztorate form a definite percentage of
the total population. In the liberal states, for instance,
the electors form about 20 per cent of the population,
Politccal expediency requires that cereain hmitations
will be imposed upon franchise and  these may be
summarised as follows :—

(1) In voting 1s required politicat judgment and all
states require the attainment of an age when this power
develops, The universal practice is the

Age. ; \ ce.
attainment  of a minimum age limit as a
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condition of franchise. The minimum age is 21 years
and the maximum ranges from 21 years to 25 years.
In Switzerland, however, the minimum is 20 years.
This qualification removes almost half the population
of a couniry from franchise.

(2) Atore time a high value was putto poliical
authority which was identified with military power and
the earliest electors were naturally free men
narms.  In modern states also women
were, for a considerable time, holding a position of
political and economic dependence and they were .
as a class, excluded from franchise. There were
occasional and rare exceptions to the general rule and
in some siates women, by descent, might occupy the
throne. But the entire sisterhood suffered from a pes-
manent disability. The advocacy of universal suffrage
and the incorporation of the women folk in the pro-
gramme dates from the latter half of the 19th century.
The movement for women franchise is sieadily gaining
ground and there has taken place extension of suffrage
to women throughout Europe and America. In 1918
the parliamentary franchise was conferred upon British
women aver 30 years of age and in 1928 the age limit was
reduced to 21 years, the same as for men. In Germany
women over 20 years are given full and equal suffrage.
The countries where women have not yet acquired
any suffrage or equal suffrage with men are France,
ftaly, Spam, Porugal, Bulgaria, Netherlands and
Yugoslavia. )

Sex.
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(3) In most states, suffrage is restricted to natural
born and naturalised citizens. In some states aliens are
allowed to vote when they declare therr
intention to become citzzns. An allied
requisite is residence for a definite period in the state
and 1n the district in which one offers to vote.

Citizenship.

(4) Voting at one time was regarded as the accom-
panying right of property as property-Owners were
supposed to have a permanent interest in
the state. This theory has now largely
disappeared. Paupers dependent on the state are
of course excluded, but the propeny qualification has
now practically disappeared. 3

Praperty.

(5) Religious qualifications for vating have dis-
ap‘peared (1n some American states one who does not
believe in a God can not vote). Certain
mﬁ::l ead persons are excluded from suffrage, namely,
'qi:;f““' confined crimmals, idiots and  lunatics and
certamn educational tesis such as ability to
read and write are lad down. In some stawes (as in
England) graduates of universities are qualified voters
and clergymen, sheriffs and other officials are
disqualified. Again, cilizens on actve miliary duty
lose, in some siates, their votes. The regstering of 2
voter’s name in the electoral roll is a requirement.
Is suffrage an inherent right of every citizen ?
From the above discussion 1t 5 clear that suffrage
is by no means a natural and inherent right in a citizen.
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As a matter of faz, every state has prescribed certain
conditions on the fulfilment of which one may be
admitied into suffrage. Suffrage is a privilege conferred
upon a citizen by the state, 1t is no mere right by virtue
of his membership of the state. That suffrage was a
natural and inatienable right of a citizen was a logical
outcome of Rousseau’s doctrine of popular sovereignty.
This docirine so  vehemently preached in France
was, however, never proclaimed in the French
constitution which was drawn up in the Post-
Revolution period.  The prevailing view is that suffrage
is a privilege which 15 conferred by the state ugon such
persons only who are expected to exercise it for the
public good. It is by no means a natural right
which belongs to all citizens of a state without
discrimination,

Should voting be compulsory or a moral
duty ?

An entirely different question is whether a voter
should be obliged to vote under compulsion or whether
voiing should be a matter of option with the voter ?
J. S. Mill was an advocate of compulsory voting.  But
in practicz it has been rarely adopted by the states, The
conduct of a aizen, neglecting to discharge his civic
duty, may be reprehensible, but the business of the
state i3 never to punish him for non-performance of
the duty. The objections to compulsory voting are,
firstly, voting would be degenerated into a form and no
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eye may be kept to public good and secondly, votes
might come to command 2 market value.

Plural and Weighted voting.—The fundamental
principle of democracy i3 one man one vote (also
woman when she 1s enfranchsed) and no body to have
more than one vote. [ some states, however, plural or
weighted voting has been adopied. Thus in Belgium,
every male cinzen aged 21 years has one vote, he has
an additional vote if he is 35 years of age and father of
legitimate offspring and pays a tax of 5 francs. Two
more votes were given to citizens of 25 years of age
possessing  certain  educational qualfications. Plural
voting was, however, abolshed in 1921 as it was con-
sidered to be an undemocratic measure.

J. S. Mill advocated weighted voting to educated
men as a ‘‘counterpose to the numerical
weight of the least educated”. This also
could counteract the evils of umversal
sufirage, and prevent the ignorant masses
“from overriding the intelfigent few.

The objections to plural voting are the difficulty of
finding any st test for determining the weight of
different votes. It is also argued that academic qualification
is not always an ewdence  of political capacity. The
last war is responsible for bringing into existence many
democratic changes and one such change s that
weighted or plural voting has practically disappeared.
It exists, in a very limited form, only in England.

3,8, Mill's
defence of
Plural

voting.
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Should voting be public or secret 7

J. S, Mill argued in favour of public voting. “The
duty of voting, like any other publc duty, should be
performed under the eye and criticism of the public”,
argued Mill.  Another eminent thinker has characterised:
secret voting as “‘unreasonable and immoral.” Voting
should not be resorted to in a surreptitious way. But
public vofing restricts the opportunities for voting
according to one’s personal likes. There is always
the likelihood of intimidanon and working classes run
the risk of losing their jobs if they do not vote for
their superiors. Hence in modern states secret voting
is the practice and this has minimised abstention from
voting to a large extent.

Woman Suffrage.

The arguments that have been put
forward in defence of woman suffrage are
?f vokan briefly stated as follows :—

rafchise. , . ’
“ (1) Sex is an accident of birth and
should not form any logical ground for granting or

B withholding the suffrage to a person who
Sexisa ., . ¥ ; .
mast axtifi- is otherwise qualified. Differences in sex
gol ground g fike differences in the colour of the
alificaton  hair. Women are physically weaker than
of wamen. ; .

men and therefore require the protection of
law more than men and hence they must be represented
in the legislature.

(2) Women need franchise as a defence against

Arguments
H r



“THE LEGISLATURE (CONTINUED) 109

their persecution by tyrannical class legislation
. which in the past was directed against
oman :
franchise as them. To-day the women compete with
freitare, men in the industrial world and  learned
tection and professions. As wage-zarners they should
::::f,;v be allowed to safeguard their position
against  capitalisic employers by being
provided with suffrage. [n other words, women have
thesame right as men to be well governed, and good
government is the object of representation.
(3) Now that all civil and legal disabilities, under
which women had to labour in the past,
Anomaly of !
queens. have been removed, the retention of the
{:;‘;}:ﬁ‘:‘l’ political disability is an anachronism. This
disability  is inconsistent in view of the fact that
:H:giz.L women are allowed to become queens, but
the simple suffrage 15 denied to the general
body of women. Elizabeth and Victoria have been’
the best of sovereigns England has ever produced,
but their sisterhood has been deprived of the franchise,
although they have contributed to the financial upkeep
of the state.
4) The admission of women mto franchise would
ennoble and purify public life. Women are morally
superior to men and they will enhance the
Tho wholer ot public life. It has been argued that
:;‘[':gi:“ women, when enfranchised, will vote as
‘woman dependents and this will therefore duplicate
franchite. 4o voting strength of their male relations.
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Mill's reply to this is that even if women vote as de-
pendents there is no harm. Matters remain where they
are. But if some women wiil vote independently a great
good will follow. And in a truly classic passage he

s “It 15 a benefitto human beings to take off their
fetters, even if they do not desire to walk”.

Arguments against woman franchise.

Arguments The arguments that have been urged
sgainst wo. . . .

Taan fram. against woman franchise are briefly the
chite. following :

I, She is more fitted to shine in the home than in
public duties and poliical struggles. If she is allowed
The nature franchvise womanly viriues will suﬁer z’md thg
of woman. loss will notbe offset by the gain in poli-
tical capacity.

Th . 2. Thestate is masculine and will be
_The manly ; 5 ey
character  weakened by the admixture of the feminine

of the state,
element.

Women 3. There is the danger that political
':i‘;:’ "'l"" struggles would become more passionate
tical par-  and less rational. Women's. cleverness be-
sions. comes dangerous intrigue.

4, The care of the young children will be neglect-
Neglect of ed. Female suffrage will produce dissen-
the children sion in a family by setting the male against
the female members.

An eloquent tribute has been paid to the women
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who, excluded as they are from a direct share in politics,
have exercised a most ennobling influence on the
public welfare. *Statesmen  have often owed
much to that quieter influence of women which no
history records : they have found in their homes the
peace which compensated them for the turmoil of
public life, and strengthened them  afresh for their duty.
Woman's gentleness has softened therr savage hu-
Trueplace  MOUIS: her prudence and her sense of con-
of women duct have kept them clear of extravagance
and crime, and her courage has saved them in tme of
need. For woman’s power is never so great or helpful
as in time of suffering and danger. More patient
than man, she can help him to bear suffering without
being humiliated by it: her devotion rouses him to
sacrifice himself for his country, and her admiration
of his courage incites him to deserve it” (Bluntschli).



CHAPTER 10

The Executive.

Contens : Principle of organisation; Plural versus singular execu-
tive ; Methads of choice of the execuive; the executive power; the
veto power.
Executive.

The word is used in various senses. In the broadest
sense, it includes all government officials except those
who act in legislative and judicial capacities.
Thus from the supreme head of the
executive down to humblest police
constable (postmasters, revenue officers, soldiers etc.)
every one is included in the designation as they are alt
cancerned with the execution or carrying out of the law
of the land. In the narrow sense, it means the supreme -
head of the adminsstration, whether an individual (as
the American President) ora body of individuals, (as
the British Cabinet) who control the administration.
According to another view, even the judges are included
as they are responsible for the interpretation of the law.

Jts mea-
ning.

One fundamental difference between legislature and
Singular executive is that the former body consists of
Execulive many persons while the latter consists of as
versus ’ A e
Plural few persons as possible. The prime requisites
Exeeutive. in an executive are a singleness of purpose,
a promptitude of decision and a vigour in action
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and a single person or a small body of persons
is more fitted to discharge these duties than a large
number. Napoleon once said that “one bad general
is better than two good ones.” There is a strong pre-
sumption against a plural executive and the only excep-
tion to singular executive is found in Switzerland where
the supreme executive authority is vested in a board of
seven persons.

Different methods of appointment of the

Executive

The four different methods of appointing the e<ecu-
live are stated below .—

(1) The hereditary king enjoys a lifelong tenure
of office and it also-passes to his descendants. No-
The here. thing can be said in favour of this principle
ditery from the rational point of view A here-
principle . ¥ !

ditary monarch is as absurd as a hereditary
poet or mathematician and is repugnant 1 the advan-
ced political sentiment of a people Where this kind
of executive persists, the powers have been circums’
cribed by the constitutional laws.  The constitutional
manarch is thus 2 nominal and not a real executive.
He reigns but does not govern. This modified kind
of hereditary monarchy is supported on many grounds.
It lends stability, permanence, continuity, dignity and
a majesty to the government. The state acquires a
prestige in its dealings with foreign states and this has
a great diplomatic value. It creates a respect for autho-

8
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rity and law. The people are induced to make the
highest sacrifices in times of emergency, specially when
therr sense of patriotism is roused by inspinng speeches
from the throne.

2. Ths principle is opposed to the hereditary one,
the executive being elected by the direct vote of the
people. This is perfectly in keeping with the
Direct democratic principle or popular government.
election - X "
bythe  [hemasses take a keen interest in public
}‘;";‘:‘“S affairs, public opinion is elevated and the
and people get the best political education. The
responsibility of the elected executive to the electorate
is most effectively enforced. The governors of the
separate American commonwealths of the United
States are directly elected by the people.

As against these advantages the obijections to direct
election are formidable. These are: the incompetency
of the masses to judge the merits of the
candidates , their liability to be influenced
by party leaders ; the likelihood of mischiefs of foreign
intrigue and internal turbulence and the chances of
corruption and demoralisation.

ere the masses choose an intermediate body
of electors who finally elect the executive. It has an
Indireet  20VaNIage over the direct system inasmuch
election 25 the tumultuous agitation attaching to the
e e direct election 5 avoided. The mtermediate

body is more fitted and beter equipped than
the masses in the execution of their choice. But this

demerits
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advantage is largely neutralised as the intermediate
voters are lable to be chosen under party pledges.
The American President is elected by an indirect
election, but the electoral college has become rather
mechanical and the election becomes practically
direct.

.. 4. This system prevails in France where the President
is elected by the two houses of the legislature sitting
Election  together as a National Assembly, The chief
ofthe  ohjection Is that it militates against the theory
executive g

of separation of powers. The executive is
tegislature ade o be subservient to the wishes of the
legislature. The legislature also runs the risk of being
‘demoralised as the ambitious candidates may unduly
influence it by offer of rewards. Lastly, the normal
duty of the legislature 15 law-making and it is likely
to be prejudicially affected if it is provided with the
power of appointment of the executive,

Powers of the Executive,

The powers exercised by the executive, though
differing in detail in different states, show a marked
similarity and may be broadly indicated under the
following heads:

1. This includes the negotiation of treaties, appo-

intment of diplomatic officers and to wage

3;";';"‘" defensive wars. Fvery state, however, has

X laid down certain constitutional checks on
the exercise of these powers of the executive.



e POLITICAL SCIENCE

9. This includes the assembling, adjourning or
dissolving of the legislasure. The right of
';""l'““ initiating legislation, directly or indirectly, the
right of promulgating laws and some sort of

veto power are also included.

3. The head cf the executive is usually the com-
mander-in-chief of the military and naval forces. And
M - in that capacity he appoints and dismisses
power. officers, supervises the martial law and holds
immense power in times of war.

4, The executive head has large powers of ap-
pointment and removal of officers engaged in civil
Administra, 2dministration.  He has to see that all faws
tive power are properly administered and s provided
with some kind of ordinance power which enables him
to issue general rules not dealt with by the legislature or
by way of supplementing existing laws.

" 5. The executive heads appoint judicial officers.
They also possess the power to grant pardons and
Judiciat | TEPrieves as mercy ought to be tempered
power. with administration of justice.

The veto power.

In order that the measures passed by the legislature
may become valid the universal practice is to make the
approval of the executive essential. The power of the
executive to disallow the legislative acts is known as
the veto. In America it is called the President’s “quali-
fied negative.”
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Where this power is unlimited and the legis-
lature cannot override it (as in England, the
power of the British Crown) the veto power
is “absolute.”

Absolute.

Tt is ““qualified”” because the legislature can override
the power of the executive to disapprove any measure,
if an overwhelming majority of members of
the legislature (two-thirds majority of each
house of Congress in the U. S. A.) . agree to repass the
measure already disallowed by the executive. Finally,
it is “suspensive’’ (as in France) as the object of the veto
isto hold a measure in suspension or abeyance for
Suspensive sometime only and thereby afford an op-
veto. portunity to reconsider the measure once
disallowed by the executive head. If such a measure is
repassed by the legislature by an ordinary majority, it
takes the legal effect.

Quelified
and



CHAPTER 11

The Judiciary.

Contants ; Evolution of the Judicial organ of Government ;
functions and requsiies of the Judiciary ; relation of the Judiciary
10 the execuuve ; relation of the Judiciery to the legislature ; appoint-
ment axd removal of judges; orgenisation of the Judicsary ;
administrative law and administrative courts.

Evolution of the Judicial organ of Government.

In the primitive stages of mankind all disputes
between man and man were seitled by compromise
or by force of individuals and of families of individuals.
It was after lapse of considerable time that the state
enters into the field as an arbiter of custom which
among the primitive races exercised the force of law.
The state began to adjudicate disputes, creaie laws
and punish offenders. The judicial function and the
other political functions of the state, were, however,
not separated and this is why the kings were not only
the makers of laws ; they with their advisers were the
administrators and adjudicators of laws, The differen-
tiation of judicial function as a distinct branch of the
state dates from the recognition of private rights of
property and the usherng of a complex  social
organssation,  This evolution of the separation of the
judiciary was a slow and a gradual process. But.the
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separation is, in modern states, by no means complete
and the ive p: in adjudication (the
pardoning power of the executive) and the exercising
of judicial powers by the legislature are the remnants
of the state of things under which all the three
functions of government were co-mingled.

F 1 and r isites of the judiciary.

The primary function of a judge is the application
of the laws of the land in specific cases. He decides
the facts in a given case, the law that 1s applicable
and pronounces his verdict which naturally affects
the legal rights of the parties involved.  Judicial
function is then a highly technical function and there
must be a display of specialised intellect. Moreover,
the judge has to exercise his discretionary powers in
interpreting the laws or in applying the general prin-
ciples of laws to particular cases. In this capacity
the judge becomes also a law maker, not of general
principles, but laws that cover particular cases and
such judicial decisions are called case-laws or judge-
made laws, The most important requisite in a judge
is a sound knowledge of the law, law asitis, notas
itoughtto be. In most states, this is secured by
recruiting judgés from the ranks of the skilled lawyers,

Another requisite is that the judges must be
impartial.  Unless judges possess a strict integrity,
there shall be a travesty of justice. To ensure this in
well-ordered states, the judges work under a sense of
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independence, enjoy a permanent tenure of office
i.e, hold office during good behaviour and eam an
adequiate salary so that they may be above temptations.

The judges are protected from the encroachments
of the executive and the legislature by enjoying a
certainty of tenure and an adequate salary (irrespective
of the output of their decisions). But measures have
also been devised and safeguards adopted so that
members of the executive and legislative departments
may be protected from the tyrannical use of the
independent powers of the judiciary. This leads
naturally to an examination of the relation :—

() of the judiciary to the executive and

(i) of the judiciary to the legislature.

Here two important questions arise :

The judicial power of the executive arid
the extent of the control of the executive
() Rela -
tiom of the OVer the judiciary. To alarge extent, the
judicdary  executive control s inevitable. The execu-
executive, tive is given powers of appointment of
judicial officers. It also rests with the
executive to execute or carry out the
decisions of the judges. The judicial powers
possessed by the executive are a historical
survival of the original and unlimited powers
of the executive. “Treason laws, court
martial for military or naval offenders, and
military law in times of riot or rebellion are

()
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examplés.” The most conspicuous examples
of judicial power of the executive are found
in the continental states of Eurcpe where
series of administrative courts co-exist with
the ordinary courts. The former type of
courts is composed of superior executive
officials (called administrative courts) and
a special form of law (called administrative
law) applied in the case of public officials.

The other question is the administrative
powers of the judiciary and the extent of
the judicial control over the executive.
Both the English and the American practice
is to subordinate the public officers to the
ordinary courts whose jurisdiction is co-
extensive with the state. In England, asin
the US.A., every officer of the government
is responsible before the law courts. In
the words of Dicey “every official from the
Prime Minister down to a constable ora
collector of taxes, is under the same respon-
sibility for every act done without legal
justification as every other citizen.” The

Jegal  immunity anaching to the Britsh

Sovereign and the President of the US.A.
are exceptions of a singular nature and this
legal immunity does not apply to any other
public official, however highly placed he
may be. Mention has already been made
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of the fact that in the continent of Europe
the ordinary courts have; however, no
jurisdiction and they take no cognizance of
the official actions of the executive and
legislative officers.

The legislative control over the judiciary is apparent
and is evidenced in the following cases :—
(a) the law which the court interprets
emanates from the legislature.
(b) The judiciary cannot exist with-
out legislative appropriations.

ciary to the
legislature.

{c) Even the department of the judiciary is crea-
ted by an act of the legislature (except the
American Federal Judiciary created by the
constitution).

(d) In most states the upper houses of the legis-
lature retain certain judicial powers. In theory
in England, the House of Lords is the highest
court of appeal, but, in reality, the judicial
powers are performed by the Lord Chancellor
and four Lords of Appeals. By the power
of impeachment (which has become obsolete
because of the responsibility of the ministry
to the House of Commons) which the tegis-
lature retains in some states the great officers
of the government are controlled,

"The other aspect of the question, namely, the judici-
al control over the legislature is a highly constitutional
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one. This consists in the judicial declaration of laws
passed by the legislature as void if enactment of such
laws is in excess of the legal powers of the legislative
bodies. The action of the legislature is pronouced as
unconstitutional and therefore as invalid. The idea
underlying this is that the constitution provides the
organs of government with limited powers and it is
therefore incumbent upon the courts to decide whether
or not the legislature has confined itself to the limited
province provided for it by the constitution. In conti-
nental Europe a different view, however, obtains. The
national law-making body is a sovereign body and its
decisions ate, therefore, final and no court can question
their validity or constituttonalty. For instance, such is
the vastness of the powers of the British parliament
that it can do whatever it likes. It can make a mana
woman, a woman a man.

Mode of appointment of judges :

The various methods that are or may be followed
in appointing judges are as follows:—

{a) The objections in this mode are, first, that it
, is a violation of the doctrine of separation of
2‘;,',’::’;’,;,, powers; secondly, in the appointment of
legialature. judges political considerations may predo-
minate and inferior men may come to hold

office.
(b) This method applies in the majority of
American commonwealths but is unknown
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. in the European states. ‘'The objections are !
mentby  first, the masses of voters are not the proper
DirectElec persons o go into relative merits of the

candidates, and secondly, able and indepen-

dent candidates may fail to secure popular
votes and may be defeated by less competent
candidates but more gifted in the art of vote-
catcting, and thirdly, impartial justice which
15 demanded of judges may not be possible
as the judges, to ensure their re-election ‘may
be anxious to humour the voters and give
those decisions only that will meet their
approval.

(c) The consensus of opinion is to allow the
executive to make judicial appointments
p— which undoubtedly is the best system. The
ment bythe executive are better able than either the
Executive. | instructed masses or the legislative bodies
to make the best appointments. As Garner
says, “the method of executive appointment
removes the office, to a large extent, from
the low level of party politics, destroys the
temptation of the judges to popular subser-
viency, and thus adds to the independence

and dignity of the judiciary.”

Removal of judges.

Every state makes provision for the removal of
corrupt judges. In England, in the days of absolute
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monarchy judges held their office at the pleasure of the
king. From the time of William IIi, the judges were
forbidden to be removed by the crown except on an
address of both houses of parliament. Practically, the
same principle is followzd in other states of the conti-
nent of Europe. In the U.S. A. to romove a bad
judge, impeachment is resorted to, the lower house of
Congress prefering charges and the upper house trying
him.

The Organisation of the Judiciary.

The principle that is followed differs, on the one
hand, from that in the organisation of the executive
power {which is vested 1n a single or few persons) and,
on the other, from that which vests the legislative power
in a numerous body. The judicial organisation rests on
the collegial principle, the power being vested neither in
afew nor in a large number of persons, but in a'modest
number. The persons, either singly or in a body, sit in
tribunals. And the tnbunals are arranged in a series of
gradations from the lowest to the highest. At the apex
is the Supreme Court which sits as an appealable body
and hears all appeals preferred by the lower courts and
its decisions are final. Also, civil and criminal cases are
distinguished and for each there is a series of courts from
the lowest to the highest. This general arrangement is
also modified by a separation of judicial funcfions and
creation of special courts. Thus the courts martial
maintain army discipline, admirulty and consalar courts
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exist to meet the needs of foreign commerce, probate
and divorce courts for regulating family rights and inheri-
tance, ecclesiastical courts where church and state are
not separated, adminsstrative courts which are controlied
by the executive department and exist for the trial of
administrative officers guilty of the violation of the laws
of the land in the discharge of their official duties.

Administrative law and Administrative Courts.

It has been already stated that in England and
Amenca all officers of the government (except the
British Crown and the American President) are respon-
sible for their official actions to the courts, But in the
contnent of Europe, the officers are not liable to the
courts. A special body of law, called administrative
Jaw exists and specially constituted courts (composed
mainly of members of the executive) try public servants
who, in the discharge of their official duties, are guilty
of violation of the law. In France there is a whole
hierarchy of administrative courts which run parallel
to the ordinary tribunals. This system of administra-
tive courts originated in France, the home of absolute
and highly centralised monarchy. Royal officials were
substituted for the ocal courts that formerly existed in the
country as a mark of extension of the royal authority.

The advantages claimed for this administrative
system of law and courts are :

(1) A smpler law and procedure for publie
officials in their administrative acts.
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(2) 1t conduces.to elasticity in the application of
the principles of justice and expediency. The subjec-
tion of the officials to the control of ordinary courts
is prejudicial to prompt and vigorous administration.

The disadvantages of the system are :—

(1) Chance of conflict beween the series of
administration and ordinary courts in matters like
jurisdiction.

(2) There is the danger that justice may not be
secured in administrative courts if the policy of govern-
ment demands a particular decision.

(3) Individual rights are jeopardised when the
administration 15 both the offender and the judge of the
offence.

(1) It tends to make the executive rather autocratic,
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Political Parties
Contents : Polincal parties and democracy ; origin and develop-
ment of the party system wn England ; multiple versus the two-party
system ; advantages and disadvantages of the party system.

Political parties.

A party may be defined as a bedy of individuals
hoiding similar views on the leading political questions
of the day and combined together to promote those
views in the conduct of the business of the state.
Although the parties remain outside the legal organisa-
tion of the state, they constitute the vital force that
keeps the machinery of the state in operation.

Political parties and democracy.

There s a close connection between political
parties and democracy. People living under a despotic
ruler and having no legal voicein government, often
have o resort to assassination or rebellion if they want
to have the hateful ruler deposed. But such a drastic
method rarely helps in permanently establishing a
popular government. The substitition of democracy
for a tyrannical rule has been a slow process. The
principles of election of representatives of the people,
the widening of franchise and adoption of devices like
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a writen constitution, referendum and the like were
means for perfecting the democracy which came to be
established. But to enable it to function properly,
some form of organisation became necessary so that
the people might formulate and execute their will.
Just as the efforts of voluntary associations were

| in establishing d s0 these associa-
tions developed into political parties which made
democracy workable. Political parties have, therefore,
always existed in democracies.

Political parties not merely influence the govern-
ment. They seek to make government. The primary
business of a party is to nfluence the enfranchised
body of the people who have the right of determining
.government. The pary system implies an elective
representative government and 1t develops when this
kind of government 15 firmly secured. And all real
parties are based on the principle which consofidates all
the members within a party and divides it from other
parties similarly formed.

In England the Exclusion Bill of 1679 was the
cause of the formation of two parties. The bill was
calculated to exclude the Duke of York (iater James IL.)

) from the throne because of his professed
?;S:;"d Romanism. Charles 1] dissolved parliament
wentof  and the people petitioned the king for
l]’-;'..';:.;n convenmg anew parliament. The “Peti-

tioners” and their opposers  (terined
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"“Abhorrers”) were soon changed into “Whigs” and
“Tories”. The principle of the former was ameliora-
tion, that of the latter conservation During the 19th.
century the Whigs and Tories gradually developed into
Liberals and Conservatives “A Liberal is one who
is more or less dissatisfizd with existing conditions and
desires to see them reformed”. “A Conservative, on
the other hand, desires to retan existing conditions and
only to change them when it is clearly proved that the
change will be beneficial”. Besides these two parties
there existed before the war two other parties—the Irish
Nationalist party (advocating the establishment of a
separate Parliament and Executive for Ireland) and the
labour party (advocating a socialistic policy and
believing in trade unions, co-operative movement and
50 on).

The normal party strife was put an end to, rather
suspended, during the period of the war. Since then,
many transformations have taken place. During the
period there was a coalition between the Conservatives
and a large section of the Liberals, the remnants of the
Liberals standing aloof. The Liberal party stands reunit-
ed again from 1922 and the labour party had a larger
following than the fiberals and formed the *‘Opposi-
tion.”  After the election of 1923, the Labour party
formed the government, although it had not an absolute
majority. In  the election of 1925 however the
Conservatives were returned  with an  absolute
majority.
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Multiple versus the two-parly system—the
determination of government in a two-party
system.

When either party falls from power, the other and
opposing party resumes it. The leaders of the ‘opposi-
tion' are the prospective leaders of the alternative
government. The opposition is itself a part of the
machinery of government. The party in office works
yvirh concentration of authority. The opposite party
‘also works with a concentration of responsibility which
it can enforce as soon as it refurns to power.

But a two-party system has some drawbacks. [t
puts definite limits on the political expression of public
.opinion.  Compromises have to be too frequently
made and the electorate have to sacrifice their differ-
ences in the interest of a general cause. The real
crux of the two-party system is the maintenance of its
integrity. The multiple-party system, however, has no
such problem. Under it groups can be easily organis-
ed and they easily unite and separate as changes in
situation necessitate. In a multiple-party sysem no
party can normally expect to have an absolute majority
of its own. Both the tactics of parties and the whole
mechanism ot government fundamentally differ from
those of a two-party system. The government of the
day is the outcome of coalition of some parties which
enter into bargains between them. ltis thus a block
rather than a party government. The government is
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rather short-lved. The French Cabinet, for instance,
is notoriously unstable as the supporters of government,
-when offerided, join other groups to overthrow govern-
ment. Governments, however, become sensitive to
changes in public opinion. But there can be no con-
tinuity of policy and governments come and go with a
dramatic suddennese,

Judging the relative merits of the ‘two-party and
multiple-party systems, it may be said that each has its
own advantages and disadvantages and these are res
Tative to the condition of public opinion, the intelli-
gence and state of culture the people have attained.

A two-party system conduces to a stable govern-
ment, but the ritizen’s choice is much narrowed. There
is a blind devotion to party, an emotional loyalty ins-
tead of a rational choice. The party leader has also
to pander to the whole platform of one side and pro-
fess a stubborn opposition to the other platform in its
entirety. The leader under a multiple-party system
openly bargains for support, his confrere in a two-
party system has to passively accommodate himself.
The two-party system, in its grossest form, is the “‘spoils
system”, a pracrice of bestowing public offices upon the
victors as the reward for their work in winning an election.

Ad epand d-sad g of the party
system.

Considerable diffzrences of opinion exist as to the
ments and demzrits of the party system,
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The deferders of the system point out the metits as
follows :—

(1) Groupings of opinion are not artificial and
bisection of human character squares with
facts of life. People, constituted as they are,
fall into four groups :—

Merits,

(a) Those who want to go back to the past
methods and institutions (called the Reaction-
dries) ;

(b) Those who want to adhere to the present
institutions (called the Conservatives) ;

{c) Those who want to reform present institu-
tions and expand them (called Liberals) ;

(d) Those who would abolish present institu-
tions and set up a new order of things
(called Radicals).

Inn practice, the former two act together in opposi-
tion to the latter wo.

(2) ltisthe only system which makes democratic
government feasible. Far from being inconsistent with
democracy, it alone secures a stable government and
enables the majority to express its will.

(3) Political parties permit of changes of govern-
ment with change of public opinion. But the political
machinery 15 left intact.

The opponents of the party-system are shocked by
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the antificial agreement which it sets up and point ont
the evils resulting therefrom :—

(1) Party agreement is criticised as artificial. It
suppresses the very freedom of individual opinion and
action which 1s the essence of democratic government.

(2) Party-system is said to be inimical to demo-
. cracy as it suppresses the expression of
Demerits. .

general will and sets up a sort of despo-
tism.

(3) Since parties remain outside the legal organis-
ation and machinery of government, they become irres-
ponsible and offer opportunities for corruption and
selfish monopolisation of powers.

(The student is referred to the book on Indian
Administration for the treatment of political parties in
India.)
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Public opinion (and Popular
Government.)
Contents : What is publiz opinion 2 Methods of expressing
public opinion ; organs that formulate public opinion ; public oginion
and popular government.

The essence of popular government is that it
consists of the control of political affairs by public
opinion and democratic or popular government,
though variously defined, has one essential attribute
and it is a form of government 1 which public opinion
controls.

A thorough analysis of public -opinion, a discussion
of its nature, the conditions under which it may exist
and the methods by which public opmion may be truly
expressed, would be beyond the compass of this book.
‘We can only indicate, in a brief outline, its nature
and content and also how it constitutes the motive
force in a democracy as popular government is based
upon public ofinion.

Public opinion, in its strictest sense, must be an
opinion which is public and it must really be an
Whatis  OPinion. And opinion does not become
public public merely on the score of it being held
opinion ? . o

by a majority. In other words, the opinion
of a mere majority does not by itself suffice and
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something more is needed. That the public opinion
is quite different from the votes extracted from the
people is quite obvious. In every nation there are
multitudes who contribute nothing to its public opinion
as they never give a serious thought to public affairs.
They act under the direction of individuals or organisa-
tions who know the act of winning votes by resort to
class cupidities. :

Unanimity of opinion is neither required in public
opinion. Rather, public opinion would be deprived
of all value were there to be no dissent. The two
negative aspects of public opinién, therefore, are :

(i) Majority opinion is not enough for public

opinion ;

(i) unanimity is neither necessary to constitute
public opinion. What theni - constitutes
public opinion ?

Rousseau's dictum that men, in forming a state,
desire to enforce the common will of all the members
and that this common will is the basis of political
action, is what is connoted by the expression ‘public’
opinion” He goes on to say, that the votes cast by
an assembly are not their personal wishes, but opinions
of everyone in regard to the common will. It is this
universal will that is carried out and though the minority
may not share it they feel bound not by fear but
by conviction, to accept it. Lowell has expressed it
in a careful way thus : “A body of men are politically
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capable of a public opinion only so far as they are
agreed upon the ends and aims of government and
upon the principles by which those ends shall be
attained.”

In brief, a political community as a whole is capable
of public opinion when it is true of the great bulk of
the citizens. Taken in this sense, public opinion is
not strictly the opinion of the numerical majority as
individual views always count. The opinion of a
majority really means the effective majority.

Real public opinion means a rational decision on
any subject arrived at by the bulk of the people with
the help either of their own knowledge or by a careful
weighing of evidence.

Methodsof . The commonest and authoritative
expressing ;

public methods for expressing public opinion may
opinion. b enumerated as follows :—
(a) At the time of elections, the people must

decide on the main question (say, whether

Elections A o B shall be the President of the
American Republié and whether the Labour
or the Conservative Party shall be entrusted
with the administration of the country).
The issues are framed by the political
parties for popular decision. But the
grounds of the popular decision are often
obscure.
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(b) Direct popular action which takes either
Direct the shape of a popular assembly with
Popular  powers of debate and vote (or (c)) a ballot
action: cast at the polls without a general meeting

of the voters.)

The most familiar examples of popular assembly
ae the Athenian FEcclesia and the Swiss Lands-
gemeinde and the town meeting of New England.
Obviously, popular assemblies of this sort are possible
when the citizens are compact enough to come
together and small enough for hearing a man’s voice.
Excellent as the mass meetings of the citizens are for
expression of public opinion, these cannot be applied
10 the whole nation or to a modern city which consists
of a large population.

(c) A popular vote without a mass meeting, at
best, expresses an opinion on *the particular
measure submitted to the people. There is
no adequate opportunity of discussion
as in a popular assembly. This popular
vote, the referendum, is however capable of
use on any scale and is destined to play
an everdncreasing part in a country’s
government.

The inttiative. The referendum is negative
as by means of it the people can reject an
act passed by their representatives which
they do not like. Referendum gives them
no power to legislate themselves and it is

Referen-
dom,

(d

IS4

Initiative,
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for realisation of this object that the initiative
has been devised; And states adopting
this device authorise a certain number of
voters to draft a law and demand a popular
vote upon it without regard to the opinion
of the legislature.

But the chief objection to both referendum and
initiative is the lack of a thorough examination of the
measure proposed. An active discussion of the
measure may or may not have been made in the press
or among the people. Few persons consider it their
business to study it and in a democracy that which is
everybody's business runs the risk of being nobody’s
business. In order to remedy this defect, some states
require the initiated measures first to be presented to
the legislature for debate, and it is for that body to
submit the measure to the people together with an
amended bill prepared by the legislature. How far
then the popular vote signifies real public opinion ?
If the popular vote expresses an enduring opinion
“of the electorate it may be actepted as final until such
time as their convictions do not change.

Organs that formulate public opinion.

(1) Existence of parties which bring public atten-
tion to a focus. Parties have become important instru-
Parti ments for carrying on popular government
arties. 4 o

by concentrating opinion. They enable
the voters to act in masses and they frame the issues
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for the popular verdict. “Their service is like that
of the counsel who draw the pleadings and argue
the case for the jury.”

(2) Politicrans also act a3 brokers of public opinion.
In a modern industrial democracy the bulk of the
people are absorbed in earning their liveli-
hood and there is need for a professional
politician (not a man who makes a living out of
politics, but a man who devotes a large part of his life
to politics) who expounds public questions or advocates
a definite solution of them and helps in bringing men
together in masses to combine to carry out a common
policy

(3) The press. A body of opinion creates a
newspaper rather than a newspaper a body of opinion.
What the press doesis simply to confirm
and strengthen trends of opinion already
formed. But the press s not to he regarded simply
as a vehicle of news. It is an organ of publicity ; it
both registers and influences opinton. The press
naturally links iwself with a party. Its potency depends
on its circulation and its financial success is in propor-
tion to its popularity. But the press, in the last resort,
is dependent utterly, for all its influence, on the good-
will of its readers.

Politicians

Press.

Public Opinion and Popular Government.

The will of the people, unless expressed by the
initiative and referendum, iz ordinarily expressed
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through their representatives whom the people elect by
their votes. The organisation of the party controls, how-
ever, for the most part, the selection of candidates. The
party leaves tc the people only the decision between
its nominees and those of other parties. Then comes
a stage of appeal and counter-appeal and the party
press 1s brought into requisition for persuation and
denunciation. But so many agencies are applied in
the matter of persuation that the task of amving at
the truth is a baffling task. The people assert them-
selves not so much through election of representatives,
but by the necessity of the goverming party to keep
in touch with the will of the people. Hence real
democracy is not possible unless there exists a party
system, 1o retain its position the government must
s0 act that the popular will cupports its continuance
inoffice. This will is a general sentiment in support
of & particular government rather than another.
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The Province of Government.

The exercise of power by the state is a limitation on
the freedom of the indwidual. The adjustment of the
relation between the state and its citizens is an impor-
tant political problem and the leading views concerning
the solution of this problem may be stated below :

I. The Individualistic or Laj faire theory.

The indwidualists regard the state as an evil, but
it has to be tolerated as a necessary evil. They op-
Laisses.  POSe governmental action except for the
faire theory preservation of life, liberty and property of
the people commitred to its care. Existence of govern-
ment is a sign of man’s imperfection. States exist be-
cause of crimes and if all people were virtuous there
would be no necessity for them. Hence the only duty
of the government is to restrain and protect the individu-
al from violence or fraud. The state, in brief, 152
mere police organisation and except in matters which
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are reduced to a minimum, the individuals will be left
alone.
The grounas on which inavidualism is based are:—
(a) Ground of justice.

Every indivicual has a right to be left alone
as freedom alone leads to his harmonious
Grounds on
which In-  development. Development of character
id::fl:.dll:n and promotion of origimality become possi-
ble only when over-government and evils of
Ground of ORey .
Justices officialism are prevented from happening.
But individualism, logically carried out,
would result in the total destructiori of all
authority. “There is an obvious breach of
public morality in a policy of complete
abstention.”

(b} Individualism rests also on a scientific basis.

It is a corollary of the biological doctrine of

Scientific evolution. Spencer argued that govern-

ground;  mental action was an unwise interference

with the survivals of the fittest and led only
to disastrous consequences.

In applying this doctrine, however, one
essential difference between man and lower
forms of life is missed. The latter are ar
the mercy of the environment, but man
transforms his environment to his advantage.
Individualism rests on an economic principle.
It has been contented, on economic grounds,

(c
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that it pays to et man alone; that free com-
petition  is more profitable than econemic
Economie ACtivities under governmental regulation. But
ground;  unrestncted  competition  produces  gravest
social evils and public effort, state assumption
of public functions and regulation of other
economic functions have materially advanced

the varied interests of the individuals.
(d) Finally, it is argued that government is
neither infallible nor omnipotent and over-
Fallibility burdening the government with many func-
states.  tions means that things are ineffectively

performed.

Il. The Socialistic theory.

Doctrines entirely opposed to individualism are
variously known as Socialism, Collectivism;, Com-
Theory of  MUNIST. Just as the individualists advocate
Socialism. a minimum of government, so the socialists
plead for a maximum of government. Far from re-
garding the state as an evil, the socialists take itto be a
positive good.  Hence the state would replace private
initiative and competition by state management of
industries. Revolutionary socialists would confiscate
all institutions of private property. The less radical
socialists would contend for a realisation of this ideal
not by revolutionary but by voluntary methods after the
people have become convinced of the evils of the'
competitive regime.
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The advantages claimed for socialism are :—

g'::::l:n (1) It will remedy injustice and the
tention— Waste'attaching to the present competitive
The present regime.

system 15 'O8

anjust; (2) In socialism the chiel motive of

human action will be not sordid self-
evolvin interest, but an altruistic desire to promote
of a higher Social good. Socialism would thus produce
e 3
P eter 2 higher type of human character and
of the indi- aliruism and not gross materialism would be
vidual, - . -

the basis of the social fabric.

The principal objections to socialism are :—

(1) The difficulties of adminsstration of the socialis-
tic are ir ble. Appoi it of la-
Objections bourers in various departments, the fixing of
to socialism values of different goods and other connected
matters are problems too difficult to be solved.

(2) lwill lay the door open to corruption and
intrigue.

(3) Competition is the spur to human activity and
progress and socialism would result in stagnation.

(4) Socialism presupposes development of a high
sense of duty and a zealous regard for common welfare.
But such a moral perfection of man, as maters stand,
is impossible on this side of paradise.

HII. The Anarchistic theory.

It is the logical extreme of individualism. The

10
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anarchists would abolish state authority and substitute
individual freedem and voluntary associa-

Anarchistic . P

theary,its tions. Anarchistic theory rests on an

e, illogical basis. It has ceased to play any
part in the convictions of mankind.

Anarchism would produce a chaotic condition and a

reeling back of societies into the barbarous past.

The actual practice of modera states.

The affitude of modern states is not unqualified
individualism. The need for consummation of social
solidarity and the uplift of the labouring classes has
profoundly affected state legislation. Unrestricted com-
petition drives the poor piteously to the wall. All states
have passed various factory acts regulating industrial
freedom of contract, conditions and hours of work,
employment of women and young children. Some
states have adopted compulsory insurance and old-age
pensions. Legislations such as these are certainly of a
patenal character. The ‘sphere of state control is
being steadily widened.  All this rests on a conviction
{and this is the ouicome of experiences of states of a
few generations) that the primary duty of a state is not
merely to protect the individual from violence and
fraud, but to compel him to move ina positive direc-
tion and that for his own welfare.



CHAPTER 5.
The Ends of the State.

Contents : Ancient and modern views regarding the ends of
the statz ; classification of state functions ; essential functions and
optional functions.

The aims of the state.

Whether the stateis an end in itself or whether
it simply serves as a means and enables individuals
Ansient 1 amain their ends, 15 a much-debated
view— *  question. The ancients regarded the state
the state &8 45 the highest aim of human life and as

anend in itself. 1t was the business of
the individual to serve the state and not of the state
to. serve the individual. Accosdingly, the individual
was subordinated to the state and the state was all-
pervasive. There was no matter n which it could not
legislate ; even in. walks of private life the state inter
fered. 1In brief, the member of a state was a mere
fraction and not an integer of the state.

Such a view is clearly one-sided and contains an
element of danger. For one thing, the individual
liberty and welfare is seriously endangered.
The state becomes omnipotent, and om-
nipotence is the predecessor of tyranny.
One important function of the state, namely, the protec-

Danger of
this view.
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tion of personal freedom and promotion of welfare
of the majority was ignored.

In opposition to  this view, modem school of writers
(specially in England and Amerjca) has regarded the
state not es an endin itself, but simply
asa means for promotion of  welfare of
the individuals. Macaulay's dictum was
that ‘sodieties and laws exist only for the object of
increasing the sum of private happiness.”

This view is equally one-sided. The majesty
of the state is lost sight of and it becomes simply an
aggregation of a confused mob tending
to degenerate into anarchy. The merit of
the modern theory, however, is that it puts
individual welfare to the forefront. It lays stress on
state policies calculated to maximise the good of the
greatest number and legitimately regards a policy as
hateful which is the outcome of the caprice of the
ruling authorty.

Both these- views are one-sided . and therefare
Coreect erroneous though they contain a germ of
el truth.  Thé real position is that the state is
both an end and a means.

From ithe standpoint of the individual the “state s
a means through which humanity attains its highest
The state  development. But the individuals, conceived
means and. a3-members of the body politic, should
enend.  recard the state as an end in itself.
The state 5 an embodiment of individual ideals.

Modern
view

Its one-
sidedness
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Bluntschli’s analogy of the state toa picture to the
artist is instructive and illustrative of the fact that
state is both an end and a means. "“A picture is
often & means”of obtaining a livelihood for the artist
oraprofit for the picture-dealer. Yeta true work of
att is to the artst the aim of the highest effort; he
sees in it the expression of his most vivid feelings, the
embodiment of his ideal.”

The purpose of the state, ‘considered both as a
means and as an end, has been differently stated
by different writers. According. to Bluntschli, the
true end of the state is “the development of the
national capacities, the perfecting of the national
life, and finally its completion, provided, of course,
that the process of moral and political development
shall not be opposed to the destiny of humanity.”

According to Von Holtzendorff the state has a triple
end :—()) the development of the natonal power,
(ii) the maintenance of individual liberty and (iii}
finally, the promotion of national progress and
civilisation.

Burgess separates the immediate from the ultimate
ends of the state and arranges them as

primary, secondary and the ultimate pur-
,'::l,: ‘:,":4, poses, each end being in turna means for
of the state the accomplishment of the next following
end.

The primary end is government and libeity as
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the state has to maintain peace and law. The secondary
end grows out of the primary, and it 15 the perfecting
of nationality. Mono-national states therefore are the
best instruments for this purpose.  The Ultimate end is
the perfecting of humanity, the promotion of civilisation
of mankind. It consists in furthering the civilisation and"
progress of the world.

Functions of Government.

Woodrow Wilson has grouped the functions of
government under two heads, the constituent and the
munistrant functions.  The constituent functions
include :—

(a) the protection of life, property, liberty of
the people;

(b) the dealing of a state with foreign powers ;

() the treatment of criminals and the like.

The ministrant functions, tHough optional, are ex-
pected to better minister to the needs of a people than

when they are left to private initiative. These in-
clude —

(a
(b
(c) eduzation;
[€)

(e) maintenance of railways etc.

the regulation of commerce and industry :

the regulation of employment of labours

sanitation;
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QL o

the same classification is adopted by
gfouping them ageording as they are -

(1) Essential functions. which concern the three-
fold relations of state to state, of state to citizen and of
citizen to citizen. These include financial as well
as military functions.

(2) Optional functions i.e., functions, not essential
to the existence of a state, but functions calculated to
promote the moral and material welfare of the peaple.
These functions are either of a socialistic or non-soci-
alistic nature and include functions such as these :—

(a) State management of industry ;

(b) regulation of trade and industry ;

(c) regulation of labour ;

{d) education ;

(e) “care of the poor and the unfit ;

(f) sanitation and health.

Dr. Garner, following the practice of other writers,
has introduced a threefold classification which is as
follows :—

(a) Functions which are essential, urgent and
obligatory (e. g. defence, maintenance of
peace and protection of lives and liberty
of the people). *

(b) Functions which are natural but not strictly
necessary (the maintenance of oostal service,
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works of public utility, care of health, educa-
tion etc).

g

Functions which are neither natural nor
necessary, but sull | performed by states
{state encouragement of industries by pro-
tection, bounties and so on, maintenance of
banks, universities, state grant-for railways
and sundry other similar functions).

The functions actually undertaken by a state
naturally differ from functions which states ought to
undertake and the waords of- Lord Acton reproduced
below are truly significant :

“The great question i5 to discover, .not what
governments prescribe, but what they ought to pres-
cribe, for no prescription is valid against the conscience
of mankind.”



CHAPTER 16
Citizenship.

Contents : Definition of a citizen; methods of acquiring
citizenship ; ciizenship by birth ; by naturabisation ; loss of citizenship ;
expatriation and repatnation ; the status of ahens ; essence of good
citizenship ; hindrances to good citizenship ; rights and duties of
cilizens.

A citizen is a member of a political community.
The entire population of a state consists partly of
citizens and partly of aliens. Avistotle
defined a citizen as one who is actively
associated with the government and is entit-
led to enjoy all the honours which the state may
confer. But the modern view of citizenship does not
recognise the enjoyment of political privilege and hence
citizens are subdivided into two classes, those who
possess full civil and polttical rights and those who
do not possess them. In some states, for instance,
there are citizens who are not electors, just as there
may be electors who are not citizens. The electoral
right accordingly is not an invariable mark of citizen-
ship. Buta citizen, be he an elector or not, must
be provided with full civil and political nghts. The
status of the individual freeman in a civil state is known
as citizenship and this status gives the citizen rights and
privileges, and duties and obligations as well.

What isa
titizen 7
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The test of citizenship has perhaps remained
unaltered since the time of ancient Athens
:i?i‘:g::bip and Sparta. ltis that every citizen has to
owe allegiance to the sovereign power of
the state.
Methods of acquiring citizenship.

Citizenship is acquired in one of three ways i—

.I. By birth.

2. By naturalisation and

3. By annexation of new territory.

When citizenship is acquired by birth either of
two principles is followed. Ore is the jus sangninis
principle according to which the child’s nationality is

deducted from that of the parents or one
SIie o them. Thus if the father is a citizen

of a state where the child 1s born, it auto-
matically becomes a citizen of the state. If the father
is an alien, the child born becomes also an alien. The
other principle is the jus soli or jus loci principle
according to which the place of birth determines the
status of the child. Hence children born in a state
of alien parents are citizens of the state (though the
parents were not) and, if they are born abroad, are
citizens of the foreign land, but are not citizens of the
state of which their parents are citizens.

Of the two principles, the first is more rationak as
parentage and not the mere accident of birth in a
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place is the guiding factor. Asa matter of fact, most
of the states follow both principles in practice and
any tase of double nationality is settled by a person
electing to choose either.

Citizenship may also be acquired by natur alisation
ie by a formal grant of the state. This
may be effected in different ways: first, by
special laws which confer the privilege
upon persons specified; secondly, by virtue
of the general laws of the country by which indivi-
duals having renounced their old allegiance, take up
the rights and obligations of citizenship of a country ;
and thirdly, by acquisition of foreign territories with
the people thereof, the people becoming citizens of
the acquiring state.

These rules differ in details so far as different states
Rulesfur  are concerned. The normal conditions,

naturalisa- ;
tion. however, in every state are :—

Citizenship
by

(a) the declaration of an intention to become a
citizen ;

(b) taking of an oath of allegiance at the time
of admission into citizenship ;

() residence in the country of adoption for a
definite period of time ; and finally,

(@

production of an evidence of an orderly
behaviour during the period of residence.

Thest is one additional limitation for citizenship
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in the ‘U.S.A. Free white persons are eljgible to
naturalisation.  But the Chinese, the Japanese and the:
Indians suffer from a perpetual disability and they may
not secure the benefit of naturalisation.

The inhabitants of territories acquired -by conquest
or cession take the nationality of the state to whose
Citizenship care they pass. They have, however,
byincar-  the option to elect to retain the old
poration of : 3
new terri.  nationality provided they remove themselves
tory: to other places.

The effect of naturalisation practically is to invest
the alien “with all the rights of a natural-born citizen
(the citizen is known as naturalised citizen).
Effect of . -
nnturatisa. 1N America, the naturalised citizens are not,
Hon. howaver, entited to hold the offices of
President and Vice-President.

British law recognises a difference between
naturalisation and denization, the former being
granted by a Parl(amenlary act, the latter by a grant
of the Crown. Denization has now become obsolete.
Loss of Citizenship.

Just as citizenship is acquired in various ways, so
it is lost in various ways :

(1} A woman by marrying an alien loses her
former citizenship.

(2) Serving a foreign government, desertion from
military or naval service, judicial condemnation
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for certain offerices or long absence from a country
and residence abroad entail in a forfetture of citizenship.

‘What expatriationh and repatriation mean.

Every modemn state has admitted the right of
voluntary withdrawal of a citizen from a country of
his ofigin to be naturalised in a state of his adoption,
This process is known as expatriation. The process
by which the original citizenship of one naturalised
in a foreign state may be recovered is called
repatriation.

Status of Aliens.
Alfens are of two classes -~
(1} resident aliens and

{2} non-resident aliens who are mere temporary
sojourrers. They are either alien friends or alien
enemies.  Aliens are subject to the-laws of the country
in which they reside. They must pay taxes, but are
exempted from miliary service. They receive the
same measure of protection of lives and property &
the citizens do.

Their civil nghts are on a par with those of the
citizens, but their political rights are subject to some
limitations.  Every state has the right, as a matk of
sovereign power, to expel those aliens whiose presence
may be considered dangerous to the safety of the state.
This right, however, should not be arbitrarily exercised
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as such a drastic step involves a wanton violation of
international law.
Essence of good citizenship.

Two principles, antagonistic to each other, yet
really essential, constitute the effective foundations of
a well-ordered civil society. These two principles
are Obedi and Tndepend. Obedi implies
the submission of the will of an individual to the wills
of‘other individuals. Independence implies the asser-
tion of the individual will against the wills_of others.
Obedience, carried to excess, gives rise to despotism ;
independence similarly carried too far, gives rise to
anarchy. The pursuit of a happy mean 1. e., a harmo-
nious blending of the above two principles 15 the
essence of popular government. And popular govern-
ment, depends for ils success, on the capacity of its
citizens to exercise virtues of freedom. According to
Lord Bryce this civic capacity involves three qualitres,
namely, intelligence. self-control and conscience.

The citizen must be intelligent enough to under-
stand the interests of the community to which he
belongs. He should have sufficient self-control so as
to be able to subordinate his own will to the general
will with a graceful spirit. And finally, he should have
a sufficient sense of public spirt, a conscience which
will inspire him to exercise his franchise or serve the
community generally by voting, working and, in hours
of crisis, by fighting for the country’s cause. The
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excellence of the government greatly depends on the
possession of these three civic capacities of the citizens.
As Bryce puts it, “such as are the stones, such will
be the templeinto which they are fitly compacted
together.” OFf the three capacities, conscience is 2
rare virtue as it necessitates the sacrifice of personal
interests for promotion of the general weal.

Hind; P 16

to good

The virtues, essential to good citizenship and
referred to above, are acquired through freedom
and acquisition of freedom is a difficult process.
Long training and experience alone procure it and
nations have often betrayed their ignorance and
succumbed to pitfalls. If the average citizen fails to
discharge his civic duties, it is because of his defici-
encies which may be traced to three causes, namely,
indolence, private self-interest and parly-spirit,

In the main, the differences between man and
man are not due so much to differences in intellect

as 1 habit and determination. A good
ladolence .. . .

citizen is always alert and shows a singutar
devotion to his civic duties and in the bad citzen
everybody's business degenerates into nobody’s business.
A good citizen not only votes but fights for the
triumph of his opinion which s honestly formed.
He must fight to quell rebellion and must be prepared
to fight against the country's enemies and die at the
altar of the mother country. Civic apathy is a veritable
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cancer to be guarded against and a citizen muyst vote
and stand as a candidate should he possess the necessary
ability.

Self-interest is an obstacle to good citizenship and
it finds expression in bribery in the taking and giving of
a vote. Bribery corrupts the whole cons-
tiwuency. It is enlightened public opinion that
alone can stop this vicious practice by branding the bribe-
giver as a black sheep. The other manifestations of
self-interest which pervert civic duty are : the imposing
of taxes, export and mmport duties, distribution of official
favours for securing votes and the filling of public
offices by way of party réwards and the corrupting of
politics by wealthy men and place hunters. The most
potent weapon against these perversions is Publicity,
¢ is the fear of exposure that is expected to actasa
powerful deterrent.

Politicians have nothing but praise for pasty spirit.
“It supplies the motive power in free governments.

It enables men to work together.” But this is true
only so.long as “a body of men is united for promo-

ting by their joint endeavours the national interest upon
some point in which they are all agreed”.
But party-spirit becomes a hindrance to civic
duty when it degenerates into faction and allegiance to
the party replaces loyaliy to the community, “Mea-
sures are judged rot on their merits, but according to
the quarter they proceed from”. It is to avoid this
that Bryce advises men to keep national politics out of

Self-interest

Party spirit
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city elections. But.of the two obstacles, indolence and
party-spirit, ‘which is worse ? According to Bryce,
party spirit is less pemicious than indolence or
apathy as it stimulates the interest of the citizen. Every
citizen, however, should remember that party is not
an end, but a means. Leaders are essential to a demo-
cratic government as they create ideas and initiate
nation-building policies.  But the average citizen is
not a negligible member. His duty 15 to rebuke the
brilliant But unscrupulous leaders for their” acts of
omission or commission. It isthe general body of
average citizens thal acts as a counterpoise. One must
remember Abraham Lincoln’s dictum  “You may fool
some of the people all the time and all the people
some of the time, but not all the people all the time.”

Rights-and Duties of Citizens.

The object of the government is to create rights
and obligations for its members. Rights are benefits
for the recipients, just as obligations are duties imposed
an others.  All rights involve co-rrelative duties. Green
defines right as “a man’s capacity of influencing the
acts of another by means other than his ewn strength.”
According to Holland “a legal right is a capacity rest-
ding in one man of controlling with the assent and
assistance of the state the actions of others.”

A right becomes legal when it is protected by law.
It means that the courts will cause those who violate
such a right to make 4mends to the owner of the right.
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Thus a right of property means  that the trespasser will
be made to pay to the owner of the property compen-
safion for any damage done. Rights therefore are the
offspring of law.

Liberty ina Civil Society is a right and hence |a
duty is a check on one’s liberty. Every legal
right must mvolve a legal duty. This duty may be
owed by the community generally or by a particufat
person. The duty under which a citizen labours to
pay taxes is of the former type. Theright to the ful-
filment of a legal coniract gives rise to a duty of the
latter type.

Fundamental rights of citizens,

Every citizen of a civilised siate enjoys very valua-
able rights such as the rights of personal safety and
freedom, right of self-defence, right of property, righc
to self-respect, right of freedom of speech, family rights,
right of reputation, right to general advantages of social
life, right to immunity from fraud, right to bear arms
and fight in the country’s cause, right to freedom of
worship and a host of other rights all of which are not
possible of enumeration. In England the securing of
these rights has been possible because of the existence
of the Rule of Law.  This is a valuable safeguard and
held dear by every British subject. It means that every
man is subject to the ordinary law of the land and to
the ordinary law alone. And no man can be punished
except for a breach of the ordinary law proved before
the ordinary courts.
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: These tights consist in+ “a person's legal and un-
interrupted enjoyment of his life, his limbs, his body
Rights of and his_ health”, also in “the power of
personal  locomotion, of changing situation, or re-
;:::;'ﬂ:".“’ moving one's person to whatever place

- one's own inclination may direct, without
imprisonment or restraint, except by the due course of
law”.

In protecting his personal security, a citizen may
use force in self-defence and if the force used is nece-
Right of  S3ary and reasonable, even the killing of the
self-defence oooressor will be excused,

Every citizen has the right to worship God in what-
Religious  €YeT May he likes, provided he does not
Biberty, disturb the peace.

Every citizen enjoys the right to say or write what
he likes provided that by so doing he does not
Froedom of Dlaspheme or defame others and that it is
spesch. ot obscene or seditious. He has alsoa
right to attend a lawful public meeting.

A citizen has a right to the society of his wife,
custody of his children and if he has been deprived
of his children, for instance, he has a

Family
rights. right to recover  their custody by means of
the writ of Habeas Corpus.

Dauties of citizens.
Since a right would be of no avail if the courts
were not ready to protect it, in every right is involved
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2 corresponding duty. The duties imposed by the
state conduce to an orderly government.

Duties imposed for the benefit of the public and
provision of punishment of those who are law-
Duties of breakers are dealt in in criminal law. And
:‘:,r;i',,lm" duties conferred on individuals (against
taw. corresponding rights of individuals) and
provision for compensation are dealt in in civil law.

There are.certain moral duties which are binding
on the citizen. Thus he should not simply obey the
Hsraban law, but should do alf that fies in his power
oppasedto 10 secure the observance of law by others.
legal duties. Siilarly, he has a duty of voting which
should be exercised with due regard to the public
benefit and so forth.



CHAPTER 17.
The Constitution of the State.

. Contents : Definition of consurution ; classifisstion of constitu«
tin; writen and unwritien constiution; rigid and flexible
constitution, their merits and dzmerits.

Constitution, written and unwritten ; rigid
and flexible.

The form of any particular state is called its
constitution.  Woolsey defines constitution as follows

“The collection of principles according to which
the powers of the govemment, the rights of the
Definition governed, and the relations between the
of constita. two are adjusted is called a constitution.”
tion. Professor Dicey defines it thus :—

“All rules which directly or indirectly affect the
distribution or the exercise of the sovereign power in
the state.” In all states the constitution s

Witen

an . . ;

e tten par»ﬂy written arnd partly unwritten. in 2
comstitu-  wjitten constitution all the fundamental
tion.

rules are compressed in a comstitutional
document and exist i black and white. . The consti-
wtion, in so far as it is unwritten, is not strictly law,
but has an equal binding force, resting as it does on
long-standing custom and is enforced by public opinion.
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The advantages claimed for written constitution
are i—

(a) It safeguards mdividual [berty. The govern-
ment s prevented from acting arbitrarily.

a written (b) A written constitution also possesses
constite tho advantages of security, definiteness and
stability.

The disadvantages are :

(a) A writen constitution does not in itself
guarantee individual freedom. It is no
adequate check on the government acting
arbitrarily. It is public opimion alone that
safeguards individual liberty.

(&) It s impossible to compress in a single
document the fundamental principles of a
naton’s political life which changes as fast
as civilization changes.

Is the distinction between states with writien
and those with unwritten constitution a
sausfactory basis ?

The answer is in the negative. The constifution
of no state is either wholly written or wholly unwritten.
The constitution of England is largely unwritten,
but it contains certain written documents like Magna
Carta, the Bill of Rights, Act of Union etc, Again,
the American constitution is fundamentally written,
but certain unwritten elements have crept into it
(for instance, the opposition to the occupation of the

Tt
demerits,
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Presidential chair by the same person for the third
time).

Finally, when jurists differ in their interpretation of
a written constitutional law, the judge is guided by
custom and custorn is unwritten.

A distinction is made between two kinds of laws,
constitutional and statute (or ordinary), the former
Rigid and resting on a higher plane and a higher
flexible sanctity attaching to them than the latter.
consits- The constitutional faw  deals with the

fundamental organisation of the state. The
Statute law deals with details of government and
the ordinary relations of the citizens. The former type
of constitution is classified as rigid constiution as the
constitutional taw emanates from a different source
and as a special, sometimes a very complicated
procedure, is to be followed in the matter of repealing
or amending it.

Onthe other hand, if both kinds of law, constitu-
tional and ordinary, stand on the same footing and
the same body is competent to amend or repeal both
kinds of law by the adoption of a self-same procedure,
the constitution is said to be flextble.

The advantages of a rigid constitution are":—

(M Laws being difficult of akeration people

iy acquire an instinctive reverence for them.
Merits of & P
rigid cons- (2) Hasty and drastic changes cannot
titution. e introduced.
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(3) It provides for a stable and definite constitution.

The disadvantages of a rigid constitution are :—

(1) Clearly needed reforms can not readily be
Tis adopted and the constitution may not.fit
demerits. i with the changing conditions of society.

(2) By checking innovation it may provoke
revolution. A flexible constitution is capable of
bending, but a rigid constitution breaks without bending.
Requisites of a good constitution.

A good constitution possesses certain  salient
features «

(a) It must be definite.

(b) It must be comprehensive and cover the
whole field of government.

(c) It must be brief. A detailed conititution
does not serve its purpose.

(d) It must be sufficiently flexible to permiit of
clearly needed changes being introduced.



CHAPTER 18.
Local Government.

Contents ; Relation of local to central goveroment ; administra-

tive decentralisation and legislative unwahsauon, administrative

i and legisletive de i i tion of Local
Government in Englard,

The Central Government s not the “sole organ of
adminisiration and even in the smallest states there
exists in addition to the central body, a large number
of local bodies whose functions extend over very
testricted territories.  The state s ot simply the orga-
nisation of a people conceived as a whole. Each state
afterall is a territorial organisation. Just as there are
certain great interests which are the common concern
of all the members ; so there are others which arise
from the special conditions of a locality, dueto its
peculiar geographical character or its economic acti-
vities, or its peculiar distribution of population or a
singiar historical process which gives it a special status.
In brief, human needs can be best ministered within
local areas. Hence, besides the central government
there exists 2n array of complicated local authorities
and these constitute together the machinery of the
state.

Generally speaking three types of functions may
be distinguished :
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(i)

(iii}
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Functions which are performed and control-
led by the central governiment (military and
naval functions, treaty-making, determina-
tion of rights and duties of citizens etc.)
functions of a universal nature fike those
stated above, but for the furtherance of
which the co-operation of local authorities
is enlisted, the local authorities being, how-
ever, controlled . by the central authority
(admmistration of justice, police, care of the
peor etc.) )
functions which concem a particular Yoca-
fity (water supply in a particular area). It
is but reasonable that over such services the
locality should have a direct and full control
and the local authority is best fitted to
appreciate and promote local interest. It is
not possible, however, to sharply demarcate
the local from the central interests and in
many cases the former merge into the
latter.

Relative position of central and local Govern-

ment,

The main problem is to combine local indepen-

dence and central control. The principle of local self-
government is the basis of modern demotracy and
requires the investing of local authorities with a fair
degree of independence. At the same time, in the’
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interest of efficient government and unity, the central
govenment must also exercise a certain measure of
control over local units,

In its constitutional aspect, two main types are
found. Either the local governments derive their
powers from the central government and perform
them at the pleasure of the latter (for instance, in
France). O, there may be organs of loca! government
{as in the separate states of the U.S. A} which exist
by virtue of siate constitution and can not be put out
of existence by the legislature.

The relations existing between central and
local government are :

(1) the central government may control legislation
only, the administration being left in the hands of
local officials.  This, in brief, is legstative centralisa-
tion and administrative decentralisation, and prevails
in England and America,

(2)  Still another method is for the central govern-
ment to delegate the bulk of the legislative powers to
local bodies, but retaining in its own hands a direct
administrative  supervision. This system is simply
administrative centrali but legislative decentralisa-
tion and prevails in France.

Admini ive d lisation and legislati

centralisation.
In case of conflict between the will of the state and
that of a local community, the interest of the state has
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to be sacrificed. But the system truly responds to

popular will. The local people receive

Meriteand the  best poliical education as the

local units are the best potential schools

of citzenship and take a large interest in public affairs,

Admini: i lisation and legislative
decentralisation.

The government tends to be more or less bureau-
cratic.  The government is formed by specially trained
officials who show a singular devotion to public service,
enjoy a permanent tenure and are capable of acting
in a dispassionate way. The service builds traditions
and mantains efficiency and discipline. But the
danger lies in a blind subservience to form or red-
tapism and public opinion is honoured more in the
breach than in its -observance. The citizens receive
Iittle political education and their sentiments of loyalty
are rarely aroused.

The isation of Local G in

England.

The English local institutions are truly democratic
and contribute substantially to the political education
of the people. The largest local government division
is the county and the Local Government Act of 1888
created 62 “administrative” counties which are made
up of rural and urban districts and boroughs. The
unit for Local Government is the parish which has a
focat authority of its own only in rural areas. Above
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it is the rural distrit which contains one or more
parishes. Their counterparts in urban areas are the
urban district and the municipal borough. Another
area is the “Union” which consists of one or more
parishes for organisation of poor relief. These unions
coincide with the rural districts in rural areas, and the
wral district councillors act also as Guardians. In
urban areas, however, separate Boards of Guardians
are elected. The organisation of the Metropolis is
different. It forms a distinct administrative county and
the chief administrative body is the London County
Council. The government of the city of London is
in the hands of a Loid Mayor, Aldermen and
Councillors. i



CHAPTER 19.
League of Nations.

Contents : History of the movement; the covenant of the League;
the organisation of the League; the world Parfiament called the
Assermbly; the Counci; the Secretariat; the World Coun; the Interna-
donal Labour Organisation—its Assembly, Secretarist and Court;
Mandates; achievements and faihngs of the League.

League of Nations.

The principle underlying the League of Nations is -
notatall new. It has beena consummation of the
Principles aspinations  of humanity, a fulfilment of
on which  the highest idea of the state. “‘For hundreds
&> of years men had dreamed and worked for
isbased  an age when nations would no longer go to
war to settle their differences, but use peaceful methods,
1o setile them.”  For after ali “Nations are citizens of
Humanity, as individuals are the citizens of the nations™
History of (Mazzin). The idea of the world unity at
the move- first extended to Europe only, thanks to the
meat: influence exerted by the Christian Church.
But this unity was disrupted by the division of the
Church and the Reformation. The emergence of
national states and the establishment of European
sovereignty over non-European countries gave rise to
frequent wars and the need of a body of laws which
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should control the intercourse of states was being
keenly felt. B

The beginning of the 19th century witnessed two
epoch-making events—the invention of the steamship,
railways, telegraph and the wireless which brought the
nations into closer touch, and the vast development of
international trade which brought about an economic
dependence of the peoples of the world on goods pro«
duced in the different places of it.

_These changes taught statesmen that no nation
could afford to Iive in an economic isolation and two
methods were tried for nations to work together.
Several nations sometimes would make a secret treaty
to protect each other against attacks. The outcome
was that other nations excluded from this pact would
form an alliance of their own. Both groups of states
would watch each other's movements suspiciously and
would consolidate their military and naval strengths.
Thus the Balance of Power was brought into being and
groups of nations competed with one another in
having the biggest armies and navies. And it was one
important cause of the Great or World war.

The other, but more successful method, was called
arbitration This was to hold conferences and agree to
settle international quarrels by leaving the decisions in
the hands of persons not concerned with the quarrels.
An international conference of this nature was convened
for the first time in 1851 and certain rules were adopted
it 1893 particularly for fighting certain tropical diseases
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like cholera and plague, A universal Postal Union was
set up in 1874 with the result thet postal services all
over the world -have become cheap and efficient.
Certain international displtes were also  settled by
arbitration. Each time a dispute or quarrel arose a
committee had to be set up. To overcome this unsatis-
factory condition a Permanent Court of Asbitration was
formed at the Hague in 1899.

 But a real beginning has been made in intemnational
thinking when, at the close of the great war, twenty-
seven nations worked in concert to form what is called
the League of Nations.

The main idea of the League is briefly this : that
instead of groups of nations holding conferences from
time to time-and making friends, all nations should
meet regularly and become friends. Thisis the best
way to avoid wars and the main object of the League
is the avoidance of war. At present there are fifty-six
nations who have joined the League.

The Covenant of the League.

The objects of the League are declared in the
Covenant attached to it and they are: “To promote
international co-cperation and to achieve intemational
peace and security, by the acceptance of cbligations not
to resort 1o war; by the prescription of open, just arid
honourable relations between nations; by the firm
establishment of the understandings of International Law
as the actual rule of conduct among Governrents, and
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by the maintenance of justice and a scrupulous regard
for all Treaty Obligations in the dealings of Organised
Peoples with one another, the Powers signatory to  this
Covenant adopt this constitution of the League of
Nations.”

" The founding of the League of Nations has been
cilled the “Greatest Event since Christ.”

The original members of the League were the signa-
tories of the Treaty of Peace on behalf of. the Allies.
The High Contracting Parties agreed to the covenant
for promoting international co-operation and achieving
international peace and security.

In the Charter of the Covenant there are twenty-six
Articles which set out the methods by which the objects
are to be attained. The seat of the League is at Geneva
in Switzerland.

The Organisation of the League.

The League hasa World Parliament. called
the Assembly, which has to meet for several weeks
The League e€ach year at Geneva. Every member of
Asembly. (b | eague sends representatives to it.

The Assemtly has to elect nine states as members
of a committee called the Council which has to meet
more ofen than the Assembly. Besides these nine
states, there are five other states who are permanent
members and they are the five Great Powers, Great

12
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Britain, France, Germany, ltaly and Japan. Japan left
the league in March 1933.

The duties of the Assembly are the voting of
the Budget, the election of the non-permanent
members of the Council and the amendment of the
Covenant. [t serves admirably the purpose of a
general conference where all nations exchange ideas
on international questions, thereby giving an impetus
to the work of international co-operation.

The councx,l is assisted by a number of committees
such as health, transport, finance, Its duties are mainty
The two—mediatory and administrative. [t super-
Couneil:  ises the appointments of the Secretariat,
prepates the agenda for the Assembly and receives
and comments on the reports of the Mandates
Compmission.

The decisions of .the Assembly and the Council
are carried out with the help of an international

civil service, called the Secretariat. Nearly
;mh,m six hundred men and women from forty

nations carry on the work of the League
all the year round. There is the Secretary General who
controls all the sections into which the Secretariat is
divided. The important sections are on “Disarmament”,
“Health”, “Law”, “Mandates” and 5o forth.

The section on “Law’ is rather important. The
chief work which the League has to do is to prevent
war end sele qiarels between nations. And theése
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are settled by judges who know international law.
So there is the Permaneut Court of Inter-
national justice, called the *‘World court”,
consisting of fiteen judges who are chosen
by the Council and the Assembly voting together.
They are elected for nine years. They do not
represent the governments of their countries and are
at'liberty to vote against their own states, as they
must be loyal to the whole world. Many quarels
which might have led to wars have been peacefully
settled by the World Court. The members of the
League not only settle their quarels in a peaceful
way, but try to remove the causes of war, the chief
of which is the competition in armaments. The League
accordingly called the fist World Disarmament
Conference in 1932 at which virtually all states of the
world, - whether members or not, were represented. £
the conference is to play therole of the harbinger of
wotld peace, there mustbe a change of heart, and
nations will have to cease boasting of big army, navy
and air force, and learn to take an honest pride in
trying to bring about a reduction in armaments.

The International Labour Organisation { called
the l. L. O, for short ) is anothef important part of
The Inter, the Secretariat Its main work is to care
national  for the workers in different countries, to
'6:.'::',:;., see that the labourers do not work for
ton. too long hours, that they are not exploited
and-that they are adequately paid for their work,

The World
Court.
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The 1. L. O. has its “assemdly” called the
Conference which meets once a year at Geneva and
evéry member-state sends four represen-
tatives ( two representing the government,
ore representing the workmen and one representing
the employers).

e
Assembly,

The Secretariat of the I L. O. is calied the
International Labour Office which has offices in Geneva
Paris, London, Rome, Berlin, Tokyo and.
Washington. The duties of these offices
are to find out facts on labour conditions in the different
countries and send in reports to Geneva.

Secretariat

The Court of the L. L, O. is called the Commission
and of Engeiry. It finds out the truth on reported
Court cases of injustice 1o workers, but it has
no judges and as such cannot decide on “ points
of law.

By all these machineries the 1. L. Q. has succeeded
in getting rid of evil after evil which prevails in
factories, plantations, mines erc. It has helped men,
women and children, and given them health and
safety.

The Mandates section of the League is another
important wheel of the machinery. The Peace Con-
ference decided to place Germany's col-
onies and certain areas of the Tutkish
Empire under the administration of Allied Governments,

Mandates
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such administration being supervised and controlled
by the League of Nationsand lands thus handed
over are called Mandated (i. e. handed over)
Territaries.

The pivot on which the whole system turns is the
Permanent Mandates Commission which was to consist
of nine members, the majority of whom were to be
nationals of non-mandatory states. The people of
these lands were to be educated to that stage of
civilisation which would enable them to rule them-
selves. The mandates are divided into three classes
A. B and C. The day of liberation of the A lands is
ot far off, but lands of the B and C types will
have to wait for generations before the enfranchise-
ment takes place.

Achievements and failings of the League.

We are now in a position to take stock of the
works hitherto done by the League in all its branches.
The total work done of course is impressive. Its chief
work has been to prevent war and setle quarrels
between nations. Occasionally, the quarrels became
so serious that two nations actually started fighting
before the League could intervene and prevent it (e. g
Bulgaria and Greece in 1925). The League not only
promises to settle the international quarrels n a peace-
ful way, but it also tries to remove the potent causes
of war by tackling the problem of armaments. It has
been found desirable to resort to an indirect limitation
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by means of budgetary control, for it is vitally necessary,
that there shall be a real check on the uncontrolled
use of armed weapons, The League provides for the
“minorities.” It also provided for about two million
people who fled from Russia into the neighbouring
countries as the result of the revolution in Russia. It hes
helped many with loan of money to the Greek Govern-
ment. With this money the Greek refugees, abour a
million and half n numbe:, have been offered shelter
and chances of employment. Similar help has been
given to the Armenian refugees. Slavery, though abolish-
ed in the majority of countries, still persists in certain
places such as Abyssinia and Arabia and slaves of these
countries are looking forward to the League for special
assistance and protection for their emancipation. Every
nation which signed the international treaty, called
the Slavery Convention, in (926 has pledged to set
free any slaves in its colonies or lands over which it
hes control. Each year every nation has to submit
a report to the League informing it what it has done
towards setting slaves free. [t has succeeded, through
international collaboration, to stop many epidemics.
Many evils, such as trade in dangerous drugs like
opim, have been minimised.  Also financial difficulties
of nations have been tided over by securing,
through the League, help from other nations.

Notable as these achievements have been, the
greatest of the League's failures has been in the dispite
between China and Japan over Manchuria. To all
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.intents and purposes, Japan flouted the League fora
jong period, and dented its ight to intervene. A disap-
pointment like the above shows not only the weakness
of the League, but also the limitations of humanity. The
only solution lies in the providing for more opportuni-
ties and remedies never come too late in the world's
life.
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ELEMENTS OF INDIAN ADMINISTRATION
CHAPTER 1.

A brief historical background.

Contents : A brief historical background. Conflict with the
French. The Regulating Act of 1776, Put’s india Act of 1784.
Acts of 1813 and 1833. The Mutiny of 1857, ks aftereffects. The
Act of 1858. Queen’s Proclamanon. Indian Council Act of 1861.
Indian Councils Act of 1892. The Indian Councils Act of 1909.
Circumstances leading 1o the passing of the Government of India
Actof 1919, The Act of 1919, Objects kept in view in the working
of the present Corstitution.

The successful administration of the Indian Empire
by the English has been one of the most notable
and admirable achievements of the white race during
the last two centuries— Theodore Roosevelt.

England’s interest in India dates from the year
1600 when queen Elizabeth granted a charter to the
East India Company gwing it an exclusive right of
trading with the Far Orient. The present Empire of
India owes it existence to the activities of this Company,
the territorial rights it obtained from the Great Mogul
and other Indian rulers. The East Indian trade tumed
out tobe highly lucraiive and stores of large values
had to be protected. In those days of decentralised
adminisiration, the Company had to naturally make
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its own arrangements for protection by maintaining
a small garrison 6f Englishmen, at each of its posts,
the soldiers being drilled and officered in military
discipline,

Conflict with the French.

The rival French Eact India Company was orga-
nised in 1664 and it also formed similar garrisons for
protecting their trade interests. The European troops
proving expensive, both the Companies substiuted
Indian troops who began to be trained and placed
under European officers. And the services of these
troops were utilised as the Indian rulers constantly at
war with one another, frequently required the assistance
and made overtures to the English and French
companies for help. As occasions for the Companies”
intervention were many, the original commercial
rivalry developed into warfare. For instance, if thé
British Company would espouse the cause of one ruling
prince, the French would -set up a rival to the throne
and help him and this was happening in India
although England and France were at peace. Had
there been a consciousness of nationalism sufficiently
developed or had India lived under a streng central
government, this state of things could not at all
happen. “So the whole peninsula became a cockpit
in which two European commercial companies fought
their duel for supremacy. When the combat thickened
these companies drew their respective governments,
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in, and eventually the Anglo-French conflict of 1753~
1761 became a war of almost world-wide dimensions.
French and British armies battled in India, in Europe
and in America as well”  The bartles of Plassey (1757y
and Baxar (1764) made the English Company the
masters of a large tract of India. In 1765 it became
territorial  sovereign over many parts of India, the
French being practically forced to withdraw from India
in 1763 by the Treaty of Paris. The Great Mogul at
Dalhi became the Company's vassal and the Company
acquired the right of financial and military administration
of Bengal, Bihar and Orissa. “From dealing in spices and
dyes, the Company thus rose to be a dealer in revenues,
territories, thrones and destinies”. Up to this tme the
British Government had no direct share in the adminis-
tration of the company's aftairs. But the Company'’s
powers and territories were now so vast that some
governmental intervantion became necessary.

In 1773 the company's administration was placed
under the contro! of a Governor-General nominated
by the Crown. The Government of Bengal was
organised and a Supreme Court of Justice established at
Caleutta, Warten Hastings was the first Governar-
General.

The Regulating Act of 1776.

The company's officials exploited the civil adminis-

tration for increasing their private incomes and  after
retitement, lived in England as Nabobs and bought
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sears in the House of Commons frorfy the owners of
pocker boroughs. Tales of such corruption outraged
the public conscience in England and the Regulating
Act of {776 was passed by which the Governor-General,
appointed by the Crown, was to be stationed at Calcutta
and assisted by an appointive Council. He was placed
in charge of the company's political administration onfy.
The Court of Directors of the company had the fullest
control of financial and commercial matters,

Pitt’s India Act of 1784.

The previous act was found to be defective as the
powers and co-rrelancn of the two authorities were not
clearly defined. Constant friction arose between the Go-
vernor-General and the Board of Directors and “the
dyarchy of rayal and company government” was un-
workable. By the Act of 1784 the Board of Control
was created and it had “full powers of superintendence,
direction and control over the affairs of the company”’.
The Court of Directors was now subordinated, in all
respects, to the Board of Control. And this system, with
some modifications, rematned in force until 1858. The
-Board of Control consisted of several privy councillors
with 2 president who eventually became Secretary of
State for India. Further territory was annexed by Lord
Wellesley (1798 to 1805). As a result of a parliamen-
tary enquiry, an Act was passed in 1813 by
which the company's exclusive right of trad-
ing with China was reserved, but the export and im-

Actof 1813
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port trade of India was thrown open to British
subjects.

This act took away the monopoly of the China trade
from the company which was now finally deprived
R of its coAmmerciaI functions, but contifued

to exercise the adminstrative and political
powers. An important declaration was now made
that the company’s territorial possessions were held “in
trust for His Majesty, his heirs and successors, for the
service of the Government of India”.

The right of patronage of the Company’s Court of
Directors was taken away in 1853, the Indian Civil
Service being thrown open to general competition.

The Mutiny of 1857,

The Mutiny was a surprise to the Company and
it was caught unawares. The mutiny burst like a
flash and’at Delhi the restoration of the Mogul empire
was proclaimed.  But after much hard fighting the
mutiny was quelled.

Aftereffects of the Mutiny.

The system of government in India was assailed by
all parties inEngland and public opinion rallied in
favour of termination of political authority vested in a
profit-making body. “Parliament bowed to this clam-
our and decreed that the East India Company should
surrender its vast and varied political powers”.

The Act of 1858,

The Act of 1858, officially called the “Act for the
Better Government of India” transferred the work and.



6 ELEMENTS OF INDIANt{}DMlNISTRATION

property of the Company to the Crown. India was to
be ruled by a Viceroy appomted on the advice of the
British Cabinet. The, Secretary of State for India, with
sank as a member of the cabinet, was to continue and
was+o be assisted by & council of fiteen members. The
Indian budget was to be voted by Parliament. Since
1858 the Soversign has become Emperor. The
Company was formally dissolved in 1874.

The plan of government under the Act of
1858.

The Secretary of State served as a hyphen connect-
ing the Crown with the Parliament on the one
hand, and England with India on the other. The
Crown, on the advice of the Prime Minister, appointed
the Viceroy for a five-year term and became the head
of the Indian admmistration. The Viceroy was assisted
by two couneils—the executive and the legislative. The
former body consisted entirely of Englishmen, but the
latter contained an Indian element. The legislature
was competent 1o make laws for India, subject to the
oversight of the British government.

Queen’s Praclamation.

In November 1854 Queen Victoria issued a procla-
mation to the Princes and peoples of India. It is called
the Magna Carta of Indie, “a pledge of good govem-
ment.” The transference of India to the Crown meant
a change in spirit, if not in form, The double control
was done away with, India became a part of the Em-
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pire and “it sealed the unity of Indian government and
opened a new era”.

State of things from 1858 to the optbreak
of the war in 1914,

During this period the administrative duties steadily
increased, the need for decentralisation was recognised,
the Goveror-General's Council increased in size and
one department of administration was placed in charge
of a council member. The Council acted like the
Cabinet for the discussion of questions of policy. ~

Another important change was an expansion of the
Governor-General's Legislative Council which began to
Iadinn function in 1861 in a small way. The Go-
Coinmit act vernor-General's Council was to consist of
of 1861. ot less than six, not more than twelve
additional members, half of whom, either European or
Indian, should be unconnected with Government, to-
gether with the Ordinary Members i.e., Members of the
Exezutive Council. The Provincial coungils were also
constituted and were given power to enact daws on
{ocal matters only.

Under the Act of 1892, known as Lord Cross’
Act, the council was authorised to discuss the annual

financial statement.  The non-official

Indian . 3 .
Couneils  element in the Council was increased and
Aok the council was placed in a roundabout
. way on an elective basis. And in gddition
to legislative business, it was given the opportunity of
discussing .the budget (i. e. the annual statement of
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revenue and expenditure) and also the right of asking
questions of members of the executive Council.
Correspending changes were made in the size, functions
and composition of the provincial legislative councils.

The elective element was considerably increased.
The measures generously conceived are associated
The lidiss with the name of Lord Morley of Blackburn,
Counclls . then Secretary of State for India. The
?9‘:);‘ membership was more than doubled and

the right of discussion, so long confined

to financial matters, was extended to all subjects of
general interest.  Although, however, a substantial
elective element was introduced both in the Central
and Provincial legislative councils, no attempt was
made to establish the system of direct popular
representation. And except for representation of a
nurmber of special intérests that were established,
indurect election was the practice.
Points of difference between the Acts of 1892

and 1909.

The essential points of difference were as follows :

(1) The Act of 1892 authorised the discussion of
the “annual budget, but nothing beyond that. Lord
Morley's Act allowed resclutions to be moved in the
councit and aflowed a vote of the council to be.taken
on the resolutions.

{2} By the Act of 1892 questions could be asked
after due notice had been given. Under Lord
Morley's Act and the subsequent rules framed there-
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under, the guestioner was given a further privilege of
-asking supplementary question to the original question.
(3) The Act of 1909 gave another important
privilege to non-official members of moving resolutions
on matters of general public interest and the right of
putting such resolutions to the vote of the council.
The desire for self-government became articulate
in the beginning of this century and found expression
through the Indian National Congress.
The Home p .
rale move- During the period of the Great War not
;'.’:,'i‘::‘" only India remained loyal; she helped
England with a large expeditionary force
and a contribution of £100 millions. These generous
acts created a favourable impression in England that
as large a measure of self-government as could be
safely granted ought to be India’s rightful reward.

Circumstances leading to the passing of the
Government of India Act of 1919.

The Act of 1919 is an epoch-making measure and
is based on a project agreed upon by Mr. Montagu,
then Secretary of State and Lord Chelmsford, the
Viceroy. This was embodied in a report, called the
Montagu-Chelmsford report submitted in 1918, On
the basis of the reporta draft scheme was prepated
which Parliament passed in 1919 as the Government
of India Act. And the purpose of the Actis slated
as “the increasing asscciation of Indians in every
branch of the admmistration and the gradual
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development of self-governing institutions with a view
to the progressive realisation of responsible government
in India as an integral part of the British Empire.”

The Government of India Act of 1919.

The present constitution of India is based on this
Act and the act is avowedly experimental. It contdins
the statutory framework of the Indian new constitution.
But the great mass of detail to be worked up within
this framework is to be determined by rules supple-
mentary to the Act.  The rules and the other changes
may be made by the,Government of India with the
sanction of the Secretary of State in Council and rest
for their validity on the approval of Parliament.
Objects kept in view in the working of the

present constitution.

The following principles have been kept in view
and ihey are intended to be put into practice in
course of time :—

(i) Popular control is to be established in local
bodies.

(i) Consistent with due discharge of respon-
sibilities by the Government of India, the
provincial governments were to be given
the largest measure of independence of the
central government.

(i) In all essential matters, during thé period
of transition, the central governmental
authority was to be indisputable.
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(v) There was to be a relaxation of control of
the British Parliament and of the Secretary
of State on the Indian administration.

Qutlines of the new system of Government—
‘the Organisation of the Gov t of
India.

A, The Secretary of State for India.

We have already seen that the Sepoy Mutiny put
an end to the Company admunistration and its Court
of Directors. The new office of the Secretary of State
for India was created. He was to take the place of
the President of the Board of Control and was to be
assisted by a Council of advisers, called the Council
of the Secretary of State for India.

The Secretary of State 15 2 member of the British
Cabinet and is responsible to the Parlisment. He
advises the Crown in matters relating to the Indian
administration. He has to submit to Parkament annual
reports which contain a statement of the moral and
material progress of India. He has also to submit an
account of the Indian Revenue and Expenditure.  His
salary, which previous to the year 1920, was a
charge on the revenues of India, is since April 1920
being paid out of moneys to be provided by Parlia-
ment. The House of Commons has an opportunity
1o discuss all matters of fundamental inportance refating
1o Indian administration in Committee of Supply.




CHAPTER 2.

The Secretary of state for [ndia—
his powers and duties.

Contents : The Coundil of India. Its constitutional pesition. The
India Ofice. The High Commssioner for India. His consitutional
position and duties.

The Secretary of Statz is the communicating link
between the Government of India and the Government
of Great Briain and is responsible to Parliament
for the Indian administration. As distinguished
from the other secretaries of state, he has to act with
the Council of India. By section 19A power is given
to him in council by ruleto “regulate and restrict the
exercise of the powers of superintendence, direction
and confrol” relating to the Government of India or
the revenues thereof. These powers are exercised
for the following purposes :—

(a) to safeguard the administration of central
subjects ;
to decide questions arising between pro-
vinges ;
to determine the position of the Government
of India in respect of questions arising
between India and ocher parts of the British
Empire ;

(b

(c)
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(d) to safeguard Imperial interests.

He makes appoiniments and promotions and is
assisted by a permanent and a Parliamentary under-
secretary and a large staff.

No expenditure from the Indian revenues is valid
unless sanctioned by him and a majority of his council..
He thus enjoys vast powers and law specifies certain
powers which he must exrcise in council (does ot
matter whether the majority support him or not).
There are also other matters which require the ap-
proval of the majority of the members of the council.
Thus in matters like the granting or appropriation of
Indian revenues, the exercise of borrowing powers, the
making of rules for eppointments, a majority of votes
of the council is necessary. This obligation, however,
Joes not apply to urgent or secret orders such as the
making of war or peace, the policy to be followed with
rezard to an Indian prince etc., where the Secretary of
State may take action by himself.

The Council of India.

The Council, by the Act of 1919, 15 somewhat
seduced in size. It is composed of not less than cight,
and not more than twelve, members, the Secretary of
State being free to appoint within those limits. The
period of office is reduced from 7 to 5 years, though he
may reappoint a member for another term, for special
reasons to be communicated to Parliament. At least
one-half of the members shall have saved or resided
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in India for a period of not less than 10 years and who
have not left India morz than five years before their
appointrent.  Since 1917 three Indian members have
been sitting in the Council.

In practically every matter of importance the
Secretary of State must act in Council. The salary of
a member is £1200 a year with an additional sub-
sistence allowance of £600 to Indians holding office
in the Council. Usually the senior member is the Vice-
President and the Secretary of State is the President of
the Council. The Council 15 divided into several
committees such a3 of Finance, of Political affairs, of
Revenue, of Public works etc.

Its constitutional position is that of an advisory
body and not an executive body and it has no right
of initiation, a right which the departmental Secretaries,
as executive officers, possess. No individual respon-
sibility attaches to any member and opinions are
expressed collectively. The secret despatches received
or sent by the Secretary of State are not placed before
the Council.

The Act of 1919 provided for a relaxation of the
control of the Secretary of State in council so as to
give effect to the purpose of this Act. And what is
now considered desirable is that the Secretary of State
should interfere, as litle as possible, in the intemal
administration of India, if the Govemment and the
Legislawre of India are in agreement. Also some of
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the functions of the Secretary of State in Council, since
1920, has been entrusted to a separate official, the
High Commissioner.

India Office.

Associated with the Secretary of State and the
India Council is a Secretariat known as the India
Office situated at Whitehall. Appointments to the
establishment are made by the Secretary of State in
Councsl and are subject to the Home Cuwil Service
rules.

The High Commissioner for India.

Under the reformed constitution the powers of
the Secretary of State are no longer centralised, but are
divided betweep him and the High Commissioner.
The High Commissioner has been given the control of
the purchase of the Government  stores in England, the
Indian Students Branch and the ‘supervision of the
Indian Trade Commissioner. He also performs agency
work like the payment of civil leave allowances and
pensions. He acts as the Agent of the Governor-
General in Council in the United Kingdom, also acts
in behalf of local govemments in India. But unlike
the High Commissioners for the Dominions who
perform political functions, the High Commissioner for
India performs only functions of agency of the Govern-
ment of India.



CHAPTER 3

The Government of India

Contents : The Government of India—Legislature. Introduc-
“tory. Thelndien (Central) Legilature. The Council of State. [ts
composition, tenure and relative position.  Purpose for which this
body was created,  The Legislative Assembly. Its composion. Method
of election of Members, Powers of the Assembly. The Parlianent
of india. Franchise.

Introductory :

The Act of 1919 contained elaborate provisions
for deceniralisation and the problem of decentralisation
occupied the attention of the Indian Government from
the time of appointment of the Decentfalisation Com-
mission of 1907. Lord Hardinge in the famous Coro-
nation Durbar dispatch suggested “gradually to give the
provinces a larger measure of self-government, until at
Tast India would consist of a number of administrations
autonomous in all provincial affairs, with the Govern-
ment of India above them all”.  This was an anticipa-
ting of the reforms actually introduced in 1921.

Part | of the First Schedule to the Devolution Rules
which give effect to the provisions of the Act of 1919,
contains a list of subjects which are Central (as they
relate to the Government of India) and Part Il contains
a list of subjects which are Provincial and the Second
Schedule enumerates these subjects.
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The most important Central subjects are :

Defence, external and foreign relations with Indian
States, posts. and telegraphs, currency, public debt,
customs, civil and criminal law, al-India services and

all matters not specifically declared to be provincial
subjects.

The Provincial subjects have been further divided
into “reserved” and “transferred” subjects. The
Governor-General in Council retains large powers of
control over Provincial govenments in their adminis-
tration of ‘reserved” subjects. But in regard to the
“ransferred’ subjects, the powers of superintendence,
direction and control vested in the Governor-General
in Council are to be exewcised for the following
purposes ?nly.ZA

{a) to safeguard central subjects ;
(b,

to decide questions arising between two or
more provinces ;
(c) to safeguard Imperial interests and
(d) to the raising of loans by local governments,
The list of “transferred” subjects includes : local
self-government, public health, public works, agricul-
ture, fisheries, development of industries, registration,
co-operative societies, education (other than European
and Anglo-ndian) and excise duties on alcoholic
liquor and intoxicating drugs.

The Presidencies and Provinces are governed in
2
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relation to the ‘reserved’ subjects by the Governor-in-
Council and in relation to the ‘transferred’ - subjects by
the Governor acting with Ministers. This is dyarchy
or dualised form of Provincial Governments by which
each set of authority is responsible for its own work
of administration, the Governor acting as a connecting
link and exercising a co-ordinating influence.
Government of India—The Indian Legislature.

Since 186! the size and powers of the central
[egislature have been expanding. The Act of 1909 was
responsible for constituting a legislature of 68 members,
of whom 36 were offictal and 32 represented dnﬁerem
commercial and Indian mterests.

Great changes were introduced by the Act of 1919
in the organisation and functions of the Legislature.
For one thing, the legislature has become bi-cameral
and consists of one upper house, the Council of State,
and a lower house, the Legislative Assembly. The
Indian Legislature consists of the Governor-General
and these two chambers.

The Council of State.

It consists of not more than 60 members, of whom
not more than 20 (one-third) are officials (they- are
ex-officio members and sit because they hold adminis-
trative posts). The remaining members are elected.
Its normal life is five years ; the Governcr-General,
however, has the power to dissolve either house or
extend its existence in special circumstances.
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The franchise is based not only on a high property
qualification, but on status, such as past or present
membership of a legislative body, past or present tenure
of office of a local body, university distinction, the
tenure of office in a co-operative banking society or the
holding of a title conferred for literary attainments. No
bill, except a money bill, is deemed to have been pass-
ed-by the Indian Legislature, unless it has been agreed
to by both Chambers. In matters affecung finance,
this body like House of Lords, has no voice, the As-
sembly being vested with wide powers of financial
control, except in matters which the Act of 1919 has
declared to be non-votable. This chamber, as well as
the lower house, has the power of interpellation and
moving resolutions on all matters except those relating
to, foreign relations, Indian states or any matter which is
sub- judice.

Purpose for which this chamber was created.

This house was created as a counterpoise to a
popularly elected lower house which, according to its
authors, might take up an irresponsible attitude. A
second chamber, by reason of its constitution, would
be cautious and amenable to official opinion. The
following extract from Joint Report, para 278, is rather
iilucminating : “Inasmuch as the Council of State will be
+enenithe revising authority upon all Indian legislation,
we desire to atiract to it the services of the best men
available in the country. We desire that the Council
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of State should develop something of the experience
and dignity of a body of Elder statesmen......that body
will give to the Council a senatorial character, and the
qualities usually regarded as appropriate to a revising
chamber”.  The president of the council is appointed
by the Governor-General from among the members,
whether elected or nominated.

The Legislative Assembly.

It has a membership of 144 of whom 104 are
elective and the remainder are either ex-officio
or appointive members. Of the 40 not less than
26 can be officials. Under rules contemplated in the
Act of 1919, the numbers may be varied, provided
that at least # of the membership shall be. elected
and at least 3 of the rest officials. The house
sits for three years. Forthe first four years after
the inauguration of the reforms, the President of
the Assembly was the nominee of the Governcr-
General. But after that period the Lower House has
elected its own President and Deputy-President from
the body of ‘elected rmembers, subject to the
approval of the Governor-General. Every member of the
Executive Council must be nominated by the Covernor—
Genesal as a member of one of the Chambers.

The method of election for both chambers is direct.
The distribution of seats and the arrange-
ment of constituencies for both chambers
are on & provincial basis.

Eiection.
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The elective seats assigned to the different provinces
for ‘each chamber are shown :—

Legislative Assembly ~ Council of State.
17 -

Bengal 6
Bombay 16 6
Madras 16 5
Bihar and Orissa 12 3
United Provinces ~ 16 5
Punjab 12 4
Central Provinces 6 2
Assam 4 A
Burma 4 2
Delhi 1 -

Powers of the Assembly.

Every proposal for expenditure must be submitted
to the vote of the Assembly. The exceptionsto this
practice relate o the following matters in which the
appropriations of revenue to the heads of expenditure
are not submitted to the vote of the Assembly nor is
any discussion allowed by either chamber :

(a) Interest on loans and sinking fund charges ;
®
(c

certain legally prescribed expenditures ;

salaries and pensions of persons appointed
by the Crown or the Secretary of State in
Council and,
expenditures classed as ecclesiastical, political
and defence.

(d
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Another restriction on the financial powers™ of the
Assembly is that if the Governor-GCeneral in Council is
satisfied that any demand refused by the Assembly is
essential to the discharge of his responsibility, " he. can
actas if the demand had been assented to. This
power, however, is exercised very rarely when ‘the
Assembly is wilfully recalcitrant or the demand refuséd
is essential.

The Parliament of India.

The Indian legisiature i.e. Parliament meets at Delhi
and during summer months at Simla. The assent of
both chambers is necessary for the passing of a bill into
law, and any differences of opinion are to be settled by
joint sessions.  The Governor-Genetal may, however,
certify that a bill is essential and on that certification it
shall become law, despite the non-assent of both
chambers. Copies of proposed measures, to be thus
enacted, must first be .laid before Parliament and the
consent of the Crown obtained. The Governor-
General has the power of making Ordinances and the
Governor-General in Council the power of making
Regulations.  Finally, the Governor-General and the
Crown retain their powers of assent or reservation or
disallowance of legislation.

Franchise.

The qualifications for membership to the Legislative
Assembly are the same in each province and as for
candidates for the provincial legislative councils.
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The qualifications for voters are a little complicated,
There are three different voters’ fists, one for electing
members of the Council of State, another for the
Legislative Assembly, and a third for the Provincial
legislatures. The differences hinge on the amount of
property or taxes which qualify, the amount being
the lowest for local legislature electorate, somewhat
higher for the Legislative Assembly and highest for
the Council of State list of electors.



CHAPTER 4.

The Central Government

Contents : The Government of India—Executive. System-‘of-
general administration,  Instrument of lnstructions. Powers of the
Governor-General.  The Viceroy's Executive Council. Its composi-
tion and method of appointment. Its position. Departmental
Secretaries, their status. The great Departments of Government of
India®

The Government of India consists of the Governor-
General in Council. He is popularly called the
Viceroy and acts as the representative of
general the King of England and is appointed by
"ii"'l"i"i"“’ the Crown, on the advice of the prime

minister, for a period of five years. He
enjoys a stafutory remuneration of Rs. 2,56,000 a year:
He has to rule on the basis of the Instrument of
Instructions he receives from the king at the time of
his appointment.  The chief instructions are that he
hasto obey the Secretary of State, himself take and

administer Oath of Allegiance. He enjoys
Instrument . P
of Imstrue the prerogative of pardon. He also is to
Hons, make an endeavour to respect the wishes
of the representatives of the people and encourage the
provincial responsibility and help in the progressive
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realisation of responsible government-in India, conceived
as an integral part of the British Empire,

Powers of the Viceroy.

The Viceroy and the Governor-General is assisted
in the work of government by a council consisting of
Povers of the heads of the various departments. In
the Gover  theory, he is the President of the Council,
nor-General | . . ,

- having a casting vote in case of equality
of votes. He has, however, power to overrule his
council in respect of measures affecting the safety and
tranquillity and in other matters which he considers
essential.  He is also empowered to make Ordinances
in case of emergency which, however, have the force
of law for six months only. He enjoys the prerogative
of. pardon and ealso considerable immunities. He
may override the action of the Indian parliament by
“certifying” that any legal provision or any item of
expenditure is essential fo the welfare of India. He
has also power of control over the iocal legislatures
every “act of which has to be assented to by the
Governor-General before 1t can become valid. But,
instead of disallowing any legislative measure, he may.
also reserve it for the signification of the pleasure cf
the Crown. There are certain matters in which no
measures may be introduced, either by the central or
local legislature, without his previous ~sanction. These
mmatters relate to loans, religious practices or - political
and military affairs, From all this it is apparent that
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the Viceroy may be, if he chooses to be, an autocrat.
For one thing, he is not subject to any control in India
His actions, however, are subject to the . controf of
the British electorate working through the Parliament.
The Secretary of State’s salary now forms a part of the
British Estimates and this has been deliberately adopted
in order that the parliamentary control on the Indian’
administration may be really effective. Much more
may be attained if the British efections will be contested
on the Indian question. R

He comes to India with an open mind and does
not identify himself with any party. Standing as he
does, above party politics, he holds the balance
steady and by his overriding and certifying powers can
promote the real interests of India.
The Viceroy's Executive Council

Until 1919 the Executive Council consisted of “six
members but this statutory maximum was abolished
by the Act of 1919. The Council, euphemistically
called the cabinet, at present consists of six ordinaty
members, each member being in charge of one of -the
following departments : Home, Finance, Law, Educa-
tion, Health and Lands, Commerce and Railways and
Industries and Labour. The Commander-in-chief is an
extraordinary member as Army Member. Threeof the six
ordinary members are, in practice, recruited from among
the members of the {ndian Civi{ Service. The Law Mem-
ber is without a portfolio as he has no department
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to administer, Three members of the Council are now
Indians. The Governor-General is the President of
the Council and he has to appoint one of the members
as its vice-President.

The Governor-General and the members of the
Council are appointed by the Crown on the advice of
the Secretary of State for India, for a périod of five
years. All the members of the Council must have
seats in either house of the legislature. The Governor-
General must sign all orders of the council. He has a
casting vote, but he is to act according to the majority
of votes, unless he is of opinion that the safety, tran-
quiltity or important interests are at stake, and in such
cases he may override the decisions of his council arrived
at by majority votes. As every member of the Council
also participates in legislation, the Council, to all intents
and purposes, functions as a. Cabinet. But from the
standpoint of a constitutional lawyer they are not Cabinet
miembers as an adverse vote of the legislature can not
remove them from office during their statutory tenure.
The Viceroy himself is responsible for the most im-
portant administrative department—the Foreign and
Political Department, in respect of rank and prece-
dence, the Commander-in-chief comes next after the
Governor-General.

Each department is in subordinate charge of a
Secretary. The position of the Secretary is similar
to- thatof a permanent under-secretary of state
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in the Britsh sysiem of government. The

Depart-  Secretaries of the various departments,

:;:‘nh'; however, hold an enviable position as they

their statos. meet the Viceroy once a week, bring to hig

notice all matters of importance and discuss direct with,
the head of the Government of India without ‘the,
intervention of the members concerned. Under each

Secretary thére are Deputy, Under and Assistant

Secretaries and the permanent establishments.

An account of the great Departments of the
Governinent of India—Departmental System.
This department is under the direct superintendence

of the Governor-General. It is organised in two

4. Forstie branches with a Foreign Secretary for the

and Politi.  oreign Department and a Political Secretary

;:D'P"" for the Political Department. The Foreign:

Department regulates the relations of the

Government of India with Nepal and the neighbour-

ing Asiatic states. The Political Depariment (through

Residents or Agents) deals with the Indian States and

Feudatories. Other matters dealt with by the Depart:

ment are control of Frontiers, administration. &f

Baluchistan, conferring of titles, looking after political

prisoners and the like.

It deals with the general admistration, the Indian

2 Home -Civil Service, internal politics including law,

Depart- ° order and justice, pofice, the Indian Arms

ment. Act. itacis asa “medium of communica

tion between the Crown and the subject””  The Indian
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Public Service Commission, provided for in the Act of
1919, is under the administrative control of = this
Department:

It deals with government bills ‘and drafts rules and
regulations for conduct of business in the
Legislature and has to deal with the legal
meit. aspects of provincial legislations.

It deals with land revenue, agriculture, famine-

v relief, public health, forests, co-operation,
:jez':f‘"‘ civil veterinary administration. . The mem-

Education, ber in charge is usually, though not in-
Health and

3.
Legislative
Depart-

Lands. variably, not recruited from the Civil
Service.

5 g The department  deals with  subjects

mentof  relating to the development "of industries,

Indastries  [abour legislation ; and irrigation, roads

andLahouts, s or ; h
buildings dealt with by the Public Works

Department also form a part of the department,

This department deals with commerce, customs,
internal and international trade, post and
telegraphs, salt, excise, opium and rail-
“Commerce ways. But the Railways are really managed
and Rail- % " A ’
wags. by an intermediate authority, the Railway

Board, of which the Chief Commissioner is
the head, .
1. The Commander-in-chief, an ‘extra-
g’:;::‘" ordinary” member of the Council, represents
ment. the Department.”



CHAPTER 5

The Judicial System.

Contents : Codtication of Law. High Couns. Various grades
of other courts, Trial by Jury. improvement in the adminisiration
of Jusiice.

Before the transfer of India to the Crown a compli-
cated system of law existed in India. It was “hope-
lessly unwieldy, entangled and confusing.”
The first steps towards codification were
taken m 1833 when a Commission was
appointed to prepare a penal code. Lord Macaulay
was the moving spirit of this Commission. The
Penal Code became law in 1860 and was followed
by a Code of Criminal Procedure in 1861. These

two codes contain the entire system of crimmal law.

Codifica-
tion of law

The administration of civil justice is most efficient.
The rules of civil procedure have been embodiedin
the Code of Civil Procedure. ”

The Administration of Justice.

For purpose of administration of justice India has
a system of courts which try cases and punish the law-
breakers and thus mete out even-handed justice.

The highest legal tribunals are the High Courts
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of Judicature, constituted by the Indian High Courts
i Act of 1861 for Bengal, Bombay and
{;‘;:':‘, Madras, and later on for the United Pro-
vinces and the Punjab. These superseded
the old Supreme and Sudder Courts. In recent tmes
High Couts for Patna and Burma have been constic
tuted. The Judges of the High Courts are appointed
by the Crown and hold office during the pleasure of
the Sovereign. Onethird are barristers, one-third
recruited from the judicial branch of the Indian civil
service and the remaining one-third recruited from the
Indian lawyers.

For other parts of India, High Courts have been
formed under different names. The main point of
difference 15 that such courts owe their existence (o,
and derive their powers from, the Government of India
instead of the British Parliament. In Burma thereis
the Chief Court. In other provinces the appealable
authority is the Judicial Commissioner.

The High Courts are courts of appeal from the
superior district courts, both cnminal and civil, and
their decisions are final except in cases in which an
appeal is preferred to the- Yudicial Committee of the
Privy Council in England whose decisions are final,
The High Courts exercise supervision aver the lower
courts and also over magistrates in the districts.
Various grades of other Courts.

In order to bring justice as near as possible to the
door of the people each district in a province is provi



32. ELEMENTS OF INDIAN ADMINISTRATION

ded with a judge. He tries both civil and criminal
cases. Next below him, is the District
'é::z Magistrate whose court tries criminal cases
only ; the sub-judges and munsifs try civil
suits.  So suitors may appeal from the decisions of
the magistrates, sub-judges and munsiffs to the dustrict
judge. From the decssions of the latter appeals may
be preferred to the High Coun, the Chief Court or the
Judicial Commissioner, as the case may be. The
final appeals, as stated above, may in some cases be
taken to the -Judicial Committee of the Privy Council
in London. '
Consin of In the towns honorary magistrates are,
honorary  appointed. In the presidency towns presi-
megistrales. joncy magistrates deal with magisterial
cases and honorary magistrates deal with less impor-
tant cases.

Coroners are appointed for the Presidency towns
of Calcuta and Bombay. In all other
places their duties are performed by  the
staff of the magistrates and police officers
unaided by jurors,

Coroners’
Courts

The civil courts below the grade of District judge
ate the courts of subordinate judges and munsiffs. There
Courtsof 7€ in addition a number of courss of small
Small causes which have jurisdiction to try money
Causes. suits up to Rs. 500. In the Presidency towns
such courts dispose of money suits up to Rs, 2000,




THE JUDICIAL SYSTEM < J

Trial by jury is the rule i original criminal cases
‘befote the High Courts.  Trials before inferior courts
of sessions take place either with juries or
_assessors.  The latter assist but do not “bind
the judge by their opinions. The jury
decides the question of fact and the judge applies the
law. Considerable latitude of appeal is provided for
in‘the law. The Governor-General-in-Councit and the
local Government have the prerogative of mercy and
may grant pardon without prejudicing the superior
power of the Crown. It may be stated that if the
accused is a European British subject the jury must
consist of a majority of British subjects,

Trial by
Jury.

Imp t in the of justice.

A great improvement has been effected in the

_ administration of justice. The laws have been simpli-
fied and codified. Courts have increased in number
so that the suitor has not to travel far to find a'judge
1o get him to hear his case. Law's delays are prover-
bial, but steps have been taken with a view to expedi-
tion. Neither is justice very expensive. Considerable
latitude is given for preferring appeals. In serious
eriminal cases, the right of the accused to be tried by
a jury is being extended in many parts of India. All
these improvements in the administration of justice’
have taken place since the transfer of the Government
to the British Crown. The great majority of the judges
are Indians and the integrity, leval acumen and “sound-

3
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ness they show in dealing even-handed justice are realiy
remarkable. Civil cases and important criminal cases
are tried by judges who have no concern with admini-
strative policies (except in backward places). The
separation of judicial and executive functions, carried
far has undoubtedly contributed to efficiency and purity
mn the adminustration of jusice. No doubt minor
criminal cases are tried by magistrates, Eut this is not
without its redeeming features. This is nota creation
of British rule in India. ftis a perpetuation of a system
which prevailed from a long fime past. It has also the
merit of economy.



CHAPTER 6.

Police, Jails and Prisons.

Contents : Improvements and Orgamsation of the Pofice. The
C.1.D. Thana and Thanadar. Presidency Police. Present state of
things. Composition of the Police. Jails improvements, Recom-
‘mendations of the Jarls Committee.

Closely connected with the administration of justice
is the work of the police as they are charged with the
manitenance of peace and order. The duty of the
police 15 to promptly obey and execute orders and
warrants issued by competent authortties. They also
prevent the commission of offences. They apprehend
and arrest the criminals.

In the pre-British days the police force of a village
consisted of the village headman and watchman. The
former had magisterial powers and directed the latter
and asked him to detect and arrest criminals. The
office of the watchman was hereditary and he used
10 be tewarded with a free gift of land and occa-
sionally with a house to house collection of a small
tax. During the time of the Moguls this system was
continued, but a supervising magistrate over a number
of villages was instituted.

With the advent of the British, reform and re-orga-
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nisation of the police have been carned on. Notable
improvements have been mede in the police system
since 1861,

I and O isation of the police.

Although the present system dates from the year
1861, considerable improvements were made in the
time of Lord Curzon who appointed a Commssicn in
1902. In every district there is a chief police officer,
the D.S.P. (Dsirict Superintendent of Police) who
hes powers of enlistment and dismissal of constabulary.

He 15 subject to a dual control. The force he
commands is placed at the disposal of the District
Magstrate for maintenance of law and erder within
the distnct.  But the departmental working rests on a
system of departmental hierarchy of Deputy Inspector-
.General of Police, Inspector-General of Police and
Home Depariment.

The Curzon Police Commission of 1902 moder-
nised police working and created specialised police
agencies, under Local Governments, for
purpose of investigation of specialist crime.
These agencies are known as Criminal Investigation
Departments who work under the Deputy Inspector-
General.

In the district town the D. S. P. has his office, his
Headquarter Police Lines and parade ground. The
Hesd- Stores and Armoury are located here. The
aussters:  armed police, two hundred or so strong,

The C.1.D.



POLICE, JAILS AND PRISONS 37

mount guard on the Treasuries and provide prisoner
escort.

Inthe city and the hamlet the police station is
popularly known as the ZThana and the officer as
Thanadar. To the thana the people come
with their complaints and grievances. One
officer is always kept on duty at the Thana.
And in case of complaints “cognisable by the police,”
the recording, Visiting and investigation are started.
In case of a non-cognisable complaint, it is recorded in
a book specially mamtained for the purpose and
the complainant has to seek redress in Court.
In case of cognisable complaints, the accused is pro-
secuted and prosecution in court is conducted free of
charge by a police prosecutor. In sessions trial the
cases are conducted by the Public Prosecutor.

Thena
Tha

nd

In the Presidency towns the Police Commissioner

is responsible both for law and order and for depart-

i mental efficiency. He is not subordinate to

‘;ﬁi‘:f““ the Inspector:General of Police as he deals
direct with Government.

The police are now handsomely paid. They are
intelligent and betier disciplined and more honest than
Present  they.were half a century ago. One noticeable
:;9:: of feature is the absence of a close and efficient
things: co-operation between the police and the
public and this constitutes 2 real handicap to the
prevention and detection of erime and accounts for
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their general unpopulanty Every citizen should con-
sider that he has a high civic responsibility to discharge
and unless the police secure the whole-hearted co-
operation * of the public, the odds will always be in
favour of the criminal. The police at the same time
must think that they are servants and not masters of the
public and try to follow the commendable British
traditions and ideals
In addition to the District and rural police, the
Civil Police consists of the Railway Police, the River
Composi-  Police and the Criminal Investigation Depart-
g:;::: the ment.- Another branch of the Police Force
in a presidency or province consists of the
Military Police.

The Government have undertaken various reforms
of the police system. Serious attention is paid to the
traming of individual officers. The study of universal
history of mankind reveals that with increase of educa-
tion civic consciousness develops and thismakes possible
a close co-operation between the police and the public
Education alsc generates a respect for law, order and
authority. In short, with progress of civilisation and
improvement in the efficiency and honesty of the
police a better state of things will emanate. All crimes
will be ar a discount and will sooner or later
disappear.

Jails and Prisona.

The question of Jails is inseparably connected with



POLICE, JAILS AND PRISONS 39

the police and adminustration of justice. Jail adminis-
tration is regulated by the Prisons Act of 1894 and the
orders issued under the Act by the Government of
India and Lozal Governments.

Jail improvements date from the year 1889 when
the Jail Commission was appointed. They recom-
mended, among other things, that in each Presidency
there shall exist three kinds of Jails,—Central jails,
District jails and subsidiary jails. The Jail Department
is controlled by the Inspector-General and the district
jail is under the charge of the Civil Surgeon.

Since the introduction of the Reforms the main-
tenance of Prisons is a Provincial reserved subject. The
Indian Prison administration was the subject matter of
enquiry in recent years by the Jails Commuttee who
recommended certain useful measures :

(1) Improving and increasing Jail accommoda-
tion ;

(ii) providing education for prisoners ;

(iii) developing prison industries ;

(iv) separation of civil from criminal offenders
and*

(v) creation of juvenile courts

The sanitary conditions of prisons have been
improved, wholesome diets introduced and facilities
of medieal treatment and medicines orovided for  The
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reformative precaution is taken, by segregating the
habituals from ordinary prisoners.

Another Commission of Enquiry was appointed in
1919 to enquire into the system of jail administration
which reported in 1921. The Commission advocated
a few reforms but most of them have been held in
abeyance owing to paucity of funds.



CHAPTER 7

The Services.

Contents :_lndian Civil Service. Recommendations of the Lee
-Commission.  Exellence of the Services.

The Indian Civil Service i the chief Indian service
and nearly all higher posts are reserved by statute for
s service So long the government of
g‘j‘;;gf“" India was inthe hands of the East India Com-
pany all officers were appointed by this body.
After the transference of the government in the hands
of the Briish Crown a system was introduced under
which appointments were thrown open to competition
by examination held in London. The object was to
secure it ablest products of the Brtish  universities
who would serve in India.

After the inauguration of the Reforms in pursuance
of the policy laid down by the declaration of August
20, 1917, the conditions had naturally to be altered.
Indian political opinion seemed to regard the self-
government granted to the transferred subjects i the
provinces as incomplete, as the All-India Services were
under the ultimate control of the Secretary of State.

In 1922, in deference to public opinion, was issued
the famous “O'Donnell Circular” in which the arguments
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for and against a drastic reduction or complete cessation
of European recruitment were summarised and issued
to the local Governments. And Mr. LLoyd George
delivered the “Steel-frame’” speech in which he declared
that he could see no period when India could dispense
with the guidance and assistance of a nucleus of the.
British Civil Services.

A Royal Commission under the Chatrmanship of
Viscount Lee was appointed in 1923 and its report
was published in May 1924. The main recommen-
dationwhich was accepted by the Secretary of State is that
recruitment to the fields of transferred department will be
made entirely by or on behalf of local governments.
Another important recommendation likewise ~accepted
15 the increased Indianisation of services which remain
on an All-India footing and under the ultimate control
of the Secretary of State. But the progress of Indianis-
ation must be cautious. The pressute exercised to
introduce the principle of communal representation
in the recruitment would mean a breakdown of the
administrative system.

In pursuance of the policy of a gradual and a
progressive realisation of responsible government in
India, a large number of Indians are employed in
the public services. Examinations for a certain number
of posts in the civil service are held in India. There
are now nearly 1300 awvilians all over India, of whom
nearly 200 are Indians. India owes a deep debt of



THE SERVICES 43

gratitude to some of the finest civilian British adminis-
trators who have shown a great solicitude for
amelioration of the condition of the Indian masses.
Much of England’s work in india has taken its inspira-
tion from the British cwilans. It is the poor and
illiterate dumb agricultural  millions who have to be
thankful to them. The Services have established a
strong and unified administration all over India. The
Indian  Services represent the power of
organisation, executive efficiency and me-
thods of administration and these constitute
the most valuable assets. “The greatest creditis due
to the British people in having provided India with
this strong and durable administrative foundation.”

Excellence
of the

Services.

The credit of developing the Provincial services,
mainly Indian in personnel, but deriving the best
traditions of sound administration from the afl-India
services, is also due to the British people.

The services hold enormous poitical authority in
various ways

The senior members are in charge of the important
Provincial subjects- on the Reserved  side. And they
comnbine both parliamentary and administrative functions
The Governors of five out of eight provinces are senior
civilan officials  Moreover, permanent official heads
of departments are nominated to every Legslative
Council where they spesk and vote. And if the
responsible form of government m the transferred side



44 ELEMENTS OF INDIAN ADMINISTRATION

is o be real, the ministers must be allowed authority.
of - parliamentary heads over their departmental
officials.

Atthe same time it is but fair and just that the
Services should possess effective guarantee against
political corruption. It would be a disaster if the supe-
rior services which have built magnificent traditions
were to be mere playthings and were aliowed to pander
to communal and selfish interests.  The best guarantee
is to continue the power now-vested in the Governor
so that no injustice may be done to the officials.



CHAPTER 8.

Revenue and Expenditure of the
Central Government.

Contents. Pesi and Present system of Imperial finance, Finan-
cial decentralisation—Lord Mayo's reforms. Further Decenialisation
of 1877 Qui jal sexlement i ¢ seidement.
Welby Commissidn's recommendations. Centrsl and ~ Provincial
sources of revenve.  Readjustment of financial relanon  Mesion

award. Sources of Imperial reverue. ~ltems of Imperial expenditure.

The public revenues were centralised since 1833 by
the Government of India and the constitutional reforms
of 1861 did not provide for any relaxation of
Pastand  control in favour of local governments. The
present  * : 5
Iystem of  revenues of India constituted one single
'g,i:',}’:"c‘gl_ fund, the central governmet retaining full
control over the entire revenues and the dem-
ands made thereon. The Provincial governments had
to apply to the Central government for funds for meet
ing local needs  No additional expenditute, even the
appointing of a peon on Rs. 10 per month, could be
incurred without the previous sanction of the Govern-
mment of India. No principle existed inthe distribution
of funds to finance local needs and provincial govern-
ments could secure money only by putting up a clam-
our; the distribution “'degenerated into something like &
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scramble in which the most violent had the advantage
with very little attention to reason”.
In 1871 decentralisation was started at the instance
of Lord Mayo whose reforms raised the status of local
governments. Each provincial government
:‘::::x':ll.y was made responsible for meeting the ex-
stion-Lord penses of certain definite services like police,
Mayo's £e jails, education and medical services from
grants that were permanently fixed. By exer-
cising economy In expenditure and imposing certain
local taxes, the provinces could provide for increased
expenditure and thus was obviated the necessiy of
referring to the central government, at every step, with
the smallest detail.

Further progress in decentralisation was made in
1877 and wider financial powers were given to the pro-
Fusther de. ¥iNCes, supplemented by fixed ‘grants. Siill
centralisat- more decentralisation ‘was accomplished
fon of 1877. i\ 1882 Fixed grants were discontinued
and, instead, the provinces were granted the
whole product of some sources of revenue and
ashare in other sources. The heads of revenue
and expenditure were now distinctly either Impenal or
Provincidl or Divided. The settlements, called provin-
Guinque cial contracts, were quinquennial and 5o a
il Settle. periodical revision had to be undertaken.
sent: The Provincial governments, at the end of
the five-year period used to rush through expenditure.
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Evidently, there was no incentive to economy. In 1904
the financial relation of the central government io the
— provincial governments was placed on a
permanent SeMi-permanent basis.  But ‘the inequities
settlement. remained unredressed.  The sytsem of di-
vided heads of revenue and expenditure only helped to
produce bitterness and irritation.  As a result of the
Welby Com- appointrpent of the We\l?y Commission and
moere and their recommendation to give to the
™ provinces more distinct sources of revenue
ations.
and greater powers over the budget, the
provinces were given greater latitude in 1912, A radi-
cal change in the financial readjustment was, however,
made in 192] as result of the mtroduction of the
Reforms.

The famous declaration of 1917, “the progressive
realisation of responsible government mn India as ani
integra} part of the British Empire” was the objective
and was to be aiained by gradual steps. The authors
of the Joint Report remarked, “if the provincial auto-
nomy is to mean anything real clearly the provinces
must not be dependent on the Indian Goverament for
the means of the provincial development”

An administrative demarcation of spheres of Central
and Provincial activities synchronised with a financial
Central and €leancut, And the central sources of revenue
g:‘:;‘c':':':" have been completely separated from the
reveoue  provincial sources.  The system of divided
heads has been done away with and the central
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sovernmental control over the provincial governments
has.been considerably relaxed.

Certain sources of divided  heads of revenue, viz.,
land revenue, judicial stamps, excise and irrigation,
became entirely provincial, The central government
ran the risk of having to face a deficit budget and as
the provinces stood to gain, a system of provincial
contribution, accepted by the Joint Committee, had to
be introduced.

The Financial Relations Committee, presided over
by Lord Meston, recommended what each provincial
Readjuge.  ZOVErnment would have to contritute to the
mentof  central government. And the inital provin-
relations ;  Cial contritutions, being of an arbitrary nature,
Meston  \ere to be modified to make them more

equitable.  The Joint Committee were fully
conscious of the disadvantages attaching to the system
of provincial contriution and rightly recommended their
speedy termination. With improvement of the finances
of the central goverment, the provincial contributions
were successively reduced until their final abolition in
1926.

F 1 sources of R of the Govern-
ment of India.

The chief sources of Imperial revenue are :
Sourees of l,ylncome tax. 2. Customs. 3. Salt. " 4.
;H:l;::‘:i Opu‘xm. 5. Rallway receipts. 6. Irrigation
receipts. 7. Posts and Telegraphs. 8.
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Currency and Mint. 9. Milttary receipts.  10. Provin-
cial contributions {now abolished).

Principal items of Imperial Expenditure.

The chief heads of expenditure are :

1. Military  Services. 2. Civl  administra-
Itemsof  tion, 3. Debt Services. 4. Currency and
};ﬁ:‘-‘, Mint. 5, Commercial Services. 6. Forest
ture. . and other Capital outlay charged to Revenue.
7. Cavil works and 8. Miscellaneous Civil Services.



CHAPTER 9

The Indian States.

Contents s Area and population under Indian States.  Obligations
of lndian States. Rights of 'Indian States. Residents and Agents.
A closer pastrership betwezn the Paramouns Power and Indian
States.

Reference has been made to the admunistration of
-what is known as British India. The other part of India
which is not under the British Administra-
tion, but covers an area of 675, 267 square
miles and contains a population of about
70 millons, consists of the Indian States. The
total number of Indian States is nearly 700 and
they vary in size from petty states lke those of the
Chiefs of Kathiawar or the state of Lawa or the
Simla Hill States to extensive territories (as large
as lItaly) ruled over by the Nizam of Hyderabad. These
states are in various stages of political and economic
dovelopment. But one common feature to all these
is the personal rule of a prince who controls both the
legislation and the administration of justice.

Area and
population

Obligations of Indian States,

The rulers all acknowledge the supremacy of the
British Government and owe to it loyalty and allegiance.
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They have no ‘right to make war or peace or to enter
into negotiations or alliances either with external states
or with one another. In shon, all the Indian States
are subject to the paramount authority of Great Britain
in the following matters :

0]

(i)

i)

The Paramount Power acts for them in rela-
tion to foreign Powers and other Indian
States.

The Paramount Power prescribes for the
Indian States their military forces, their equip-
ment and armament. It should be remem-
bered that the Indian States are not to
keep any military establishment except for
police purposes or for the sake of co-opera-
tion with the Government of India.

The British government also assumes a
general responsibility for the maintenance
of peace and sound administration in each
Indian State. The principle set forth by
Lord Canning i his minute of 1860, quoted
below, is upheld for all time :

“Government of India is not precluded from

“stepping in to set right such serious abuses
in a Native Government as may threaten
any part of the country with anarchy or
disturbance, nor from assuming temporary
charge of a Native State when there shall be
sufficient reason to do so.” And whether
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any such necessity has arisen or not, the
Governor-General in Council is the. sole
judge, subject fo the control ‘of Parlia~
ment.

(v) The Paramount Power also assumes direct
responsibility for the safety of British subjects
who are residents in Indian States.

Rights of Indian States.

The important Indian states are practically autono-
mous in their own territory. The constitutional position
depends on some treaty or engagement with an Indian
State or on usage. The British Government, of course,
reserves the tight to interfere in case of misgovernment.
But subject to this limitation, the Indian princes and
their subjects are frez from the control of the laws of
British India. They secure the advantages of commerce,
the railways, the ports and the markets of British India.
Generally speaking, they have the freedom of trade
with British India.

How the Paramount Power exercises its control
over Indian States.

The powers are exzrcised through Political Officers.

In the larger Indian Siates, the Brilish Government is

Residonts represented by a British Resident appointed

and Agents. 0y that Government ; in the others by an

Agent to the Governor-General. These

officers form the channel of communication betweer:
the Government of India and the Indian States.
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Recent devel and the  evolving of a
cloger P hip bet the P
Power and the Indian States.

Thé “trend of events is to draw the Paramount
Power and the Indian States into closer touch, The
sons of the ruling Princes receive their education in
colleges specially maintained for the purpose. The
scions of the ruling chiefs also receive military training.
Spread of education improves the character of the
administration  which tends to appro<mate to
democratic ideals. This has also meant a relaxation
of control of the Government of India in the nternal
affairs of the Indian States. The following lines taken
from the speech delivered by Lord Minto at Udaipur
in 1909 express, in an authoritative way, the new policy
adumbrated :

“Qur policy is, with rare exceptions, one of non-
interference in the internal affairs of the Native States.
But in guaranteeing their internal independence and in
undertaking their protection against external aggression
it naturally follows that the Imperial Government has
assumed a certain degree of responsibility for the
general soundness of their administration and could
not consent to incur the reproach of being an indirect
instrument of misrule. There are also certain matters
in which it is necessary for the Government of India
to safeguard the interests of the community as a whole
as well as those of the paramount power, such as
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railways, telegraphs, and other services of an Imperiat
character. But the relationship of the Supreme
Government to the State is"one of suzeranity. The
foundation stone of the whole system is the recognition
of identity of interests between the Imperial Government
and Durbars and the minimum of interference with
the latter in. their own affairs.”



CHAPTER 10.

System of Provincial Government.

Contents : Evolution n the system of Provincial rule. Decen-
tralisation of Powers by the Act of 1919. Central and Provincial
subjects. Transferred and Reserved subjects, Relation of the Central
Governmznt to each set of subjects. -

Dyarchy. Position of the Govarnor of a Province. Discredit of
dyarchy, reasons for this. Views of the Reforms Enquiry Committee
on the matrer.”

The Constitutional position of the Governor and the Ministers.
Powers of Governors of Provinces.

The Provincial legislature. The Electorate. Powers of the
Provincial Legistative Councils.

Revenue and Expenditure of th Provincial Goveramens.

From the beginning of British rule, the adminis~
trative system has always been ‘mghly centrahised..
Evolution Subject to the superintendence,  directior’
in the and control of the Secretary of State and
system. p, hament, the Government of India was
vested in the hands of the Governor-General  in
Council. But, for the sake of administrative facilities,
the system of centralisation was gradually modified.
A gradual devolution in favour of local governments,
in matter of detail, was the consequence. From the
beginning of the 20th century, the tendency of the
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Parliament and Government of India to delegate cartairy
original functions of the Govemment of India to
Provincal administrations, has been  pronouriced.
The tendency towards deceniralisation and the need
for perfecting the machinery of provimncial governments
were confirmed by the Montagu-Chelmsford reforms.
“Experience in self-government is acquired best from
the lowest scale in the political system 1 e., villages,
towns; districts and provinces.  This lesson of political
expenence was utilised in the framing of the
Government of India Act of 1919, And this Act has
been responsible for giving a larger modicum of self-
government to the Provinces, instead of to India as
awhole. This change of policy can be exemplified
by nstituting a comparison between the present and
the prereforms days. The Provincial Governments,
before 1919, were officially known as Local
Governments- The governing of India was vested in
the Governor-General in Council who maintained a
strict control of provincial administration. And in all
matters, financial, legislative and adminisirative, the
Provincesal Governments were bound hand and foot
to the central authority. No notice was taken of
tocal and traditions and the Decentrali
Commission naturally stressed on the importance of
developing a strong sense of responsibility among the
subordinate agents.  The process of devolution set in
Decentra.  from (870 onwards, and from that time
% the Provincial Governments were given




SYSTEM CF PROVINCIZL GOVERNMENT 57

fixed grants of revenue and .the right of taxation.
During the viceroyalty of Lord Lytton, the sources of
revenue came to be regarded either as Imperial or
Provincial or . Divided. There was 4 modification of
this ‘systern during the incumbency of Lord Curzon
when the Provincial revenues were definitely assigned.
But these assignments were based not on the revenues
of each province, but on the legitimate demands of
individual provinces.  And so the Government of
India had to keep a stnct vigilance on provincial
expenditures.  In brief, during the pre-reform days,
the Provinces were under the wvery complete
control of the Government of India, the local
governments  existing as so  many subordinated
agencies.

The Act of 1919 has made elaborale provision for
further decentralisation and a much further develop-
ment of the organisation and powers of provincial
governments. ’

The framers of the Act of 1919 were to slove the
Contral and problerm of distribution of powers berween
Provincial  the central and provincial governmenss.
subjects. 10 was done by disunguishing betweanthe
central and provincial subjects.  And broadly speaking,
all matters of local importance are listed as provin-
cial subjects and are administered by the provineial
authorities.

Provincial subjects are further divided into frans-
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Ferred subjects and reserved subjects. The list of
Provincial transferred  subjects includes education,
sanitation  public health, agriculture and
industry, local self-government,public works..
fisheries, excise, registration and religious.
subjects.  and charitable investments.

The Governor-General in Council reiains unaltered
powers of control over the Provincial governments in
their administration of “reserved’ subjects. But with
regard to “transferred” subjects, neither the central
government nor the British Parliament has any right
fo interfere except in emergent situations. Hence the
provincial governments, .in  administering “reserved”
subjects, remain under the direct supervision from the:
central government. The most important “reserved,’
subjects are : the administration of justice, the control of
police, Revenue and Finance. The understanding is
that these reserved fields of administration will be
eventually abolished in course of time so that the
provincial governments will become autonomous entities,

How the provincial administrations are
carried on.

For purpose of administration British India™ is
divided into 15 provinces. In 9 of these provinces
(three of which are presidencies of Bengal, Bombay
and Madras and the United Provinces, the Punjab,
Brhar and Orissa, the Central Provinces, Burma and
Assam, the Provincial Government consists of a
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Governr, an Executive Council of not more than four
members and ministers. The remaining six provinces
are administered by Chief Commissioners ‘who act as
mere agents of the central government. And no
change in the system of admistration of these six provin-
ces has taken place by the Act of 1919.

The “Dyarchy” or Dualised from of Govern-
ment,

The admunistration of each of the nine Provinces is
in the hands of a provincial governor and the governor
is assisted by an executive council, consisting usually of
four members. The governor and the executive
councillors are appointed by the Crown. This body
is responsible for the administration of the “reserved”
subjects. For the conduct in their administration, the
Governor and the Executive council are responsible
o the Viceroy and not to the local legislature.

The Provincial governor is also assisted by ministers
whom he appoints from among the. elected members
of the local legislature and who-hold office at his
pleasure. To the Governor and the ministers is en-
tristed the adminstration af “transferred” subjects.
The minusters are, however, responsible to the provin-
cial legislature. This duality of government by which
certain functions are performed by the governor and
his executive council and the other functions by the
governor acting with ministers, is know as “dyarchy”".

The word ‘dyarchy’ was first used by the historan
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‘Momsen to describe the early Roman system of provin-
cial government in which “the emperor required the
concurrence of the Roman senate for some of his acts
but not for the others”,

‘Dyarchy’ is an experimental measure and not a
permanent administrative arrangement, It is a com-
promise between home rule in all matters, and homie
rule in none”.

Discredit of Dyarchy.

The chief feature of the Reform Act of 1919 was
the devolution of powers to Provincial Governments,
Provincial autonomy was the avowed object Dyrachy
is a stepping stone for establishment of complete
responsible government in the provinces. In pur-
suance to the objective, in respect of transferred
subiects, the provinces became autonomous, the ministers
being made responsible to the elected legislature.

Dyrachy seems to have broken down and many
reasons may be assigned for its failure :

(1) Atthe outset of the reforms, owing to the
rearrangement of the financial system of the provinces
and the central government, the latter was faced with
a large deficit. And to enable it to produce a balanced
budget, the provinces, had to make contributioris in
proportion to their increased revenue, The share
of each Province was settled by a committez of which
Lord Meston was the chairman. (The award is other-
wise known as the Meston award) The résult was
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that provinces had no adequate funds to help in their
natural development. The ministers were placed in
charge of “nation-building” departments (such as
“education, sanitation and local government) which,
however, were starving as sufficient funds were not
available. “The Meston award had killed the child
even before it was born”.

(2) The Joint Select Committee were opposed”
to the proposal of a divided purse between the two
halves of the admunisiration. Rule 36 (1} of the
Devolution Rules made Finance a Reserved subject,
placed under the control of an Executive Councillor.
The Finance department exzrcised great control over
all new schemes and discouraged proposals involving
expenditure of money. The ministers were thus
unwittingly . placed in a position from which there
was no easy wayout.. They were unable to carry out
schemes for which they had the support of the people
and the legislative counci, but which could not
materialise as the Executive Councillors ‘got larger
sums by way re-appropriation. This haridicapped
the minsters and fettered the activities of the legislature.
“The Finance Departrnent was the nerve system of
the whole scheme ; that nerve system was not only
weak, but diseased ; weak, because the Meston award
had not worked out satisfactorily, owing to the conti-
nued deficit in the finances of the Central Government ;
and diseased, because of its permanent alliance with
the Reserved half.”
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(3) The government is an organic whole and
its spliting up into two halves existing as water-tight
compartmens is artificial and, produces a weakening in
adminstration.  In the Act of 1919 there is no
provision for joint consultation between the two halves.
But che Joint Parliamentary Committee laid stress on
~the desirability of fostering a habit of joint deliberation.
Ttis difficult to say how far this principle has been
carried out in practice. But complaints have been
heard that except in Bengal and Madras, joint delibera-
non either has not been followed at all or followed
for a himited time only,

(4} The opinion of Sir William Marris, Governor
of the United Provinces, submitted to the Muddiman
Committee shows the cumbroits naturé of dyarchy :
“Dyarchy is obviously a cumbrous, complex, confused
system having no Jogical basis, rooted in compromise,
and defensible only as a transitional expedient,......."
“There is no half-way house between the present and
a new constitution, concessions which fall short of
complete provincial autonomy will secure neither
stability nor contentment.”

The possible alternative thus seems to abolish the
dyarchical system and establish a unitary government
responsible to and removable by the provincial legis-
fare. This will accordingly necessitate a relaxation
of the control of the Government of India over the
Reserved subjects {as has been done in the Transferred
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ones) and the establishment of the control of the local
legislatures over the entire range of subjects,

Fhe Reforms Enquiry’ Committee have summarised
the specific allegations against the present constitution
as follows :—

@

Aii)

«(i

)

«iv)

W)

(vi

the failure to eacourage joint deliberation
between the reserved and transferred sides
of the provincial governments ;

the absence of joint responsibility of the
Ministers ; .

the impinging of the administration of re-
served upon the administration of transferred
subjects, and vice versa ;

the failure on the part of permanent officials
to co-operate with the Minssters ;

the vesting of the contro! of the Finance
Depariment in a Member of the reserved
side of the government, the control thus
given to the reserved side over the Ministers
and, generally speaking, the handicapping
of the other departments by exsessive
financial control ; and

the _failure of the constitution to vest real
authority in the Ministers owing to the
control of—(a) the Governor ; and (b) the
Government of India and the Secretary of
State.
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The pertinent conclusions of. the Reforms Enquiry
Committee (1924) as to the working of dyarchy are
reproduced below :

A complex constitution like dyarchy, requites more
particularly to be worked by reasonable menin a
reasonable spirit, if deadlocks are notto ensue. If,
recently, in some of the provinces, it has not achieved
the expected measure of success, jtis because it was
not worked on the lines and ™ in the spirit which was
intended. We hold in fact that, except by some form
of dualism, it was not possible to afford an equally
valuable training towards responsible government in-
India and still to safeguard those conditions upon
which government depends.

Governors of Provinces are appointed by the Crown:
on the recommendation of the Secretary of State. Sor
also the members of the Executive Council,
The Goves- 2 5 s
nor; his  The ministers, appointed by the Governor
%::l";,“‘"“ from ameng thase elected members of the
cillors and legislature who are expected to command
Minidters 4o support of the majority of that body,
hold office during the Governor's pleasure. But their
retention of office is dependent upon their ability to
retain the confidence, not only of the Governot,
but of the Provincial Legislative Council, upon whose
vote they have to depend for their salaries.

As head of the provincial executive, the Governor
has the constitutional right of overruling his ministers.
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The ministers have of course the right fo resign and if
—— thgy happefx to enjoy the confidence of the
tational legislature, it may be difficult for a governor
:":'E‘:: :f to choose fresh ministers for purpose
norand  of a stable government. The Governor
the Miais- . . .
ters. possesses the constitutional right of dissolv-
ing the legislature. Bul this will not alter the
situation unless the new legislature is of a different
composition.  The Instrument of Instructions which
is issued to the Provincial Governors under the Royal
Sign Manual contains guidance on this constitutional
point. In considering whether he will override the
minster's opinion or not, the Governor will pay due
regard to the relation of the minister with the legss-
lature and take into consideration the wishes of the peo-
ple, as expressed by their representatives in that body.
And in case of any vacancy in the office of the minister,
the Governor is to temporarily carry on the administra-
tion of transferred subjects so that alf deadlocks may be
averted.

The Governor of a province has two sets of
powers, one positive and the other negative. On the
positive side, the Governor, in his executive
capacity, may make an Act for a reserved
subject, if he certifies the measure o be
essential for the discharge of his responsi-
bility, even |f the legislature refuses to pass
it. But (except in matters of urgency) any Act so made
is reserved for his Majesty’s pleasure (after being placed

5

Powers of
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before both Houses of Parliament) and does not be-
come law until the roval assent is obtained.
The negative power comprises the following

cases i—

(a) He may veto an Act of the provincial legis-

lature ;
(b) or return it to the house for reconsideration ;

{c) or he may reserve nt for consideration of the
Central Government ;

(d]

or he may prevent a bill from being intro-
duced if he certifies that the bill or any
amendment to it affects the safety of his, or
any other, province.

He has also extensive powers with regard to Supply.
If the legislature reject a provision of money, for a
reserved subject which he certifies to be essential for
discharge of his responsibility, the Governor may cause
the Treasury to pay the necessary sums. He may also
disallow a resolution or a motion for adjournment, if
it is detrimental to public interest.

The Provincial Legislature.

In every Governor's province there is a legislative
council. The Governor is not a member of this body,
but the members of the executive council are. The
Governor has the right of summoning the legistative
council and addressing it. The membership varies in
the different provinces. Thus Bengal has 139, Bombay
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111 and Madras 127, Bihar and Orissa 103, United
Provinces 123, Punjab 93, Central Provinces 68, Assam
53 and Burma 101 members. According to the statute
there cannot be more than 20 per cent official members
and at least 70 per cent must be elected members.
Rules may be made of course for increasing the
membership of any legislative council, provided the
20 and 70 per cent proportion is mainiained. The
Governor also nominates a certain number of members.
Electorates.

The electorates in zach province are arranged on a
basis designed to give separate representation to
different races, communities and the special interests.
Constituencies are divided into general and special
constituencies. Those based on a racial distinction
(like Mahammadan, European, Sikh etc.) are “general”’
constituencies, those which are designed to represent
special interests such as LLandholders, Commerce,
University are “special” constituencies.

Qualificatiorts of Voters.

The qualifications of voters, as well as of candi-
dates, slightly vary in detail as between different provin-
ces (because of lack of uniformity of laws which form
the basis of assessment of income or property). On
the whole, the franchise, both for urban and rural
areas, is based on a property qualification. This 15
measured by the payment of a prescribed minimum  of
municipal rates and taxes in an urban area and cess
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inarural area, or incometax. But in all provinces
retired, pensioned or discharged officers and men of
of the regular army are eligible as voters whethet or no
their property qualification’ comes up to the prescribed
minimum.

In Bengal, there are altogether 94 constituencies of
which 9 represent trade and industry, and the university
(8+1=9), and the restare awanged on a territorial
basis. The electoral area for a Muhammadan or non-
Muhammadan constituency is a district (or a portion of
a large district) in the rural areas ; in the case of urban
areas, the constituency is a group of municipal towns.
The city of Calcutia sends 8 representatives from 8
separate constituencies, 6 being non-Muhammadan
and 2 Muhammadan constituencies.

The statutory length of a Provincial legislative coun-
cil is three years. The Governor's powers of dissolution
. before the expiry of its tum, the summoning
2;‘2;‘:;;}5 of another council or adjourment are similar
to those of the Governot-General in his
relation to the central legislature.  But the Governor
cannot extend the Council for more than a year. Each
legislative council has a President and a Deputy Presi-
dent. The first Presidents of Provincial Councils were
appointed by the Governors. On the expiry of four
years, the office has become elective (subject to the
approval of the Governor). But from the start every
council has an elected Deputy President.
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Powers of the Provincial Legislative Councils.

The Provincial legislative councils have the power
of assenting to or withholding assent to a demand or
reducing the amount. This power is, however, subject
to certain limitations :

. With regard to reserved subjects, the Governor has
the power of overruling the council’s decision if he
certifies that the expenditure is essential to the discharge
of his responsibility. Again, expenditure
in cases of emergency can also be authoris-
ed by a similar certificate, if, in the Governor’s opinion,
it is necessary for the safety and tranquillity of a
province, or.for the carrying on of any department.
The Legislative Councils are not entitled to vote or to
hold any discussion on the following subjects :

{a) Interest and sinking fund charges on loans.

(b) Expenditure the amount of which is pres-
cribed by faw.

(c) Salariés and pensions of persons appointed
by the Crown or the Secretary of State.

(d) Salaries of udges of the Migh Court and
Advocate-General.

The legislature can make laws for the peace and
good government of a province. It may noy, however,
make any law affecting an Act of Parliament.
And without the previous sanction of the
Governor-General, it cannot take into consideration
any law conceming these subjects :

Financial.

Legisiative.
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(s} -Imposing a-new tax ;

(b) law affecting the public debt of India ;

(c) law affecting the "discipline of any part of
His Majesty's Naval, Military or Air Forces.

Governor in relation to law making.

Abill becomes an Act when the Governor gives
his assent. But the Governor may veto the bill ; -or,
if he gives his assent, it has to be followed by the assent
of the Governor-General. The Governor-General may
withhold his assent, but he has to signify in writing the
reasons fer the exercise of his veto. Sec. 82 of the Act
also provides for the veto of the Crown. ‘

In case of a bill passed by a local legistature, the
Governor has the power to return the bill for recon-
sideration, in whole or in part, together with amend-
ments, if any. Or, he may reserve the bill for the
consideration of the Governor-General.  And such a
reserved bill becomes law if the Governor-General
assents within six months of reservation.  But it lapses
after the expiry of the period.

R and E di of the Provincial
Governments.

The division of the Indian Revenues between the
central and the provincial governments follows the lines
marked out by the division of central and provincial
subjects. The provincial subjects are divided into
“reserved” and “transferred” subjects. ~ The latter have
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been handed over to the control of the ministers who
are dependent upon, and responsible to, the elected
representatives of the people in the Provincial Legisla-
tive Councils.

The apportionment of furids between the reserved
and transferred departments is intended to be made by
agreement between the two halves of the government,
with the Governor at the head of both.

The principal sources of revenue assigned to the
provincial governments are:

1. Land revenue. 2. Imigation. 3. Excise.
4. Stamps. 5. Registration. 6. Forests. 7. Receipts
from provincial departments. The provinces now,
under the Reforms, have powers of borrowing and of
imposing fresh taxes. They also have a share in the
additional revenue derved from income-tax which is
collected in the province so far as that growth is
attributable to an jperease in the amount of income

assessed.

The main items of expenditure of Provincial

Governments.

All heads of provincial expenditure are divided into
Reserved and Transferred heads. The former relate to
those services which are in charge of the Governor and
the Executive Councillors who are not responsible o'
the provincial legistatutes.  All that the legislatures
can do is to influence, and not determine their policy.
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The latter relate to those services which are in charge
of the ministers who are responsible to the legislature
both for their policy and administration. Certain heads
of expenditure are not at all submitted to the vote of
the Provincial Legislative Councils (they are non-voted).

The main heads of Provincial expenditure are ;

1. Land Revenue. 2. Excise. 3. Forests
4. lInterest on ordinary debts. 5. General adminis-
tration. 6. Police. 7. Jails. 8. FEducation (reserv-
ed and transferred). 9. Medical and Public Health.
10. Agriculture. 11, Industries. 12.  Construction
of Irrigation.



CHAPTER 11
Local Self-Government

Contents : Field of local self.government as affected by the
reforms of 1919, Description of a typical Indian viflage.  The village
indtitGtions,  Village autonomy.  Panchayats. District and Local
Boards.  Their powers and duties.

The field of local self-government has been pro-
foundly affected by the Reforms of 1919.  And local
self-government is one of the transferred provincial
subjects. During the last half a century the system
of lozal self-government by municipalities and local
boards has steadily developed. Lord Mayo introduced
a scheme of decentralisation in 1870, and Lord
Ripon’s government laid down m 1882 the
principles upon which decentralisation was to
be based. By the Lozal Government Acts of
1883 and 1884, the elective principle was universally
applied thioughout India.  They provided for the
establishment of local and district boards.  The founda-
tion of representative institutions was thus laid by Lord
Ripon. Just before the Reforms, the local boards and
municipalities had bzen reconstructed on a more demo-
cratic basis.  And an awakening of civic consciousness
had begun. The official control over local bodies was
relaxed and they were placed under non-official chair
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men. Under the auspices of the ministers, the, muni-
cipalities and district boards were greatly reorganised,
The franchise for municipalities and district boards was
lowered. In fact the introduction of the Reforms was,
to a large extent, responsible for democratisation of
Jocal bodies. An epoch-making measure was intro-
duced into the Bengal Legislative Council by the late
Surendra Nath Banariee, Munister for local-self-govern-
ment and passed into an Act. The*Act democratised the
Caleutta Corporation and the sex disqualification was
removed for municipal franchise. In Bihar and Orisse
fhree measures were passed, calculated to liberalise the
local bodies.

But the progress in local self-government has been
most conspicuous in the presidency towns and in
municipalities. The self-governing local institutions
may be dwided according as they are rural or urban.

A short description of the different types of
rural institutions.

in India the village constitutes the primary territorial
unit of organisation and a complete chain of local
governing organs, from the village to larger and larger
administrative units has been buil.  The village is a
territorial unit and groups of villages forming larger
administrative units are known as tasfils, subdivisions
and districts.

A vivid description of such a village is warth



LOf /AL SELF GOVERNMENT 75

reproduction from the Imperial Gazetteer : “The typical

Indian village has its central residential ste,
:K""" with an open space for a pond and a cattle

stand. Stretching around this nucleus lie
the village lands, consisting of a cultivated area and
grounds for grazing and wood-cutting... ... The
inhabitants of such a village pass their life in the midst
of these simple surroundings, welded together in a little
community with its own organisation and government,
which differ in character in the various types of villages,
its body of detailed customary rules and its little staff of
functionaries, artisans and traders”. This type of
village, however, does not exist in the greater part of
Assam, Eastern Bengal and parts of the Madras Presi-
dency, the people living in small collections of houses
or in separate homesteads.

Three types of villages may be distinguished :

(a) The 7gotwari village where the revenue is
assessed on the individual cultivators; it
is almost universal outside Northern India.
The original headman-leader is recognised
by the Government, but individual assessment
has deprived him of his original influence.
He is now & servant of the state and is paid
for his services.

In Madras the headman is known as munsifor
manigar and the village accountant karnain. They
get rentfree land and are in the pay of government.
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In the Bombay presidency is found the hereditary
patel. His salary bears a proportion to the gros§
revenue of the village.
(b) The village under the permanent settlement.
The village headman, known a8 mukhye,
mandal, pradhan, is a creature of the
Zamindar. The corporate life of the village
cannot much develop as the Zamindar
eclipses every village functionary.
{c) The joint or landiord village of the Punjab,
United Provinces and the Frontier Province.
The village headman, the lembardor, and
the accountant, patwari, have also lost much
of their original influence. It is in this type
of village that the. co-proprietors constitute
a local oligarchy with the bulk of the village
population as their tenants.
The villages have lost much of their original
autonomy owing to the establishment of local and
criminal courts, the revenue and police
}’;{f,',,‘:m,_ organisation and growth of ideas of indivic
dualism. Nevertheless, the village remains
the first unit of administration.
The development and revival of the village council-
tribunal or panchayat received the special recom-
mendations of the Decentralisation Commi-
Panchayats ion of [908. Apd in the series of rural
self-governing institutions, ~ the Panchayats or Union
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Boards are the starting points. They ascend through
focal boards to district ‘boards which form the most
important self-governing bodies in rural areas.

The village Panchayat Act, passed by the Punjab
Government, has established 1n the village councillors
to whom judicial powers, criminal and civil, of a
minor character have been assigned. The village
Administration Act, on similar lines, has been passed
by the government of Bihar and Onissa.  In 1919 there
was passed in Bengal the village Self-government Act
embodying the policy of constituing Union  Boards for
groups of villages throughout Bengal. A Circle Officer
was appointed for a group of unions as an intermediary
between the people and government. The villagers
have thus been brought into close touch with the
administration. Members taken from Union Boards
constitute Union Benches and Courts for administering
civil and criminal justice. And these institutions have
been showing a great vigour and vitality. A similar
development is also noticeable in Bombay. These
acts passed in the different provinces bid fair to restore
to the Panchayat its old position and revivify it in
villages where it died out.

The investing of the Panchayat with judicial powers,
in civil and criminal cases, is an important feature of
legislation. Fines in eriminal cases up to Rs. 50/ may
be imposed. In civil cases suits up toa maximum
value of Rs. 100 come withn their jurisdiction. The
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procedure for irial is simplified and no legal practis
tioners are allowed to appear. The sources of income
are levies, similar to Claukidari rates, grants-in-aid
by District Boards to be supplemented by additional
funds by means of taxation.

In view of the fact that 10 per cent of the peoplelive
in towns and the rest in villages, a special importance
Local attaches to the working and constitution of
Boards and District Boards. These boards perform in
g;"’:‘d‘: rural areas functions which in urban areas,

are assigned to the municipalities. v o
in every District there is a board, subordinate to
which are two or more sub-district boards ; union
committees, in addition, in some provinces. Generally,
every subdivision has a Local Board and its powers are
much enlarged. It corresponds with the English
District Council and acts as a hyphen between the
Union Committee and the  district board. The
tendency throughout India has been to increase the
elected members at the expense of the nominated and
official members. *“The boards are practically manned
by Indians, who constitute 96 per cent of the whole
membership. Only 11 per cent of the total members
of all boards are officials of any kind"".

The powers and duties of local boards are per-
Powers and formed as agenis of district boards, The
Dutiesof  principal objects of expenditure are educa-

trict . .
Boards.  tion which has of late come to the fore:



LOCAL SELF GOVERNMENT 79

front and civil works like roads and bridges. Attach-
ed to a district board is an education commitiee.
Medical relief also shares with education and some
boards are entrusted with the task of famine relief,
census and vaccination. A district board takes the
rank of the English County Council. :

The most important item of revenue is provincial
rates which form from 25 to 63 per cent of the total
income, The other sources of ncome are rents from
Finacial markets, sale of r_xighl soil and grants-in-aid
resourees from the provincial revenues. Another
of District  comittee attached to a district board is
" the Finance Committee. The responsibility
of keeping the accounts and control of expenditure
devolves upon this committee.  Both the Chairman and
vice-Chairman of the District boards are honorary office
bearers and the most important salaried officer is the
District Engineer.




CHAPTER 12

Loca!l Self-Government (Contd.)

Contents : Different types of urban self-governing institutions.
Municpalities.  Theiz position and funciions.  City  Improvement
Trusts.  Caloutta Improvement Trust. lts activities and finances. The
Calcutta Corporation.  lts constitution and financial position, Port
Trusts of India. Finance  Certain Municipal Problems.

A description of different types of urban self-
governing institutions.
Municipal administration up to 1842 was confined
to the presidency towns under Royal charters and
subsequently under statutes. An Act passed
“ in that year for Bengal was followed by
another act passedin 1850 which was extend-
ed to the whole of India. Subsequently other Provincial
Acts were passed for creation of municipalities.
Commissioners could be appointed to manage
municipal affairs.  But as they were mostly nominated
no impetus could be given to self-government. Progress,
- however, commenced from 1870 when Lord Mayo's
government introduced the system of Provincial finance
and laid stress on the necessity of promoting local
interests like education, sanitation, medical charity and
local public works by local bodies which were to
serve as the training-ground  of  democracyy

Municip
ties.
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A real democratic beginning was made when the elec-
tive principle was introduced and municipal acts for the
various provinces were passed between 1871 and 1874.
During the Viceroyalty of Lord Ripon orders were
jssued in 1881-82 for extension of the principle of local
self-government.  And profound changes were intro-
duced by the Acts passed in 1883-34 which greatly
modified the constitution, powers and functions of the
municipal bodies.  The elctive system was allowed to
predominate and some town municipalities were altow-
ed to elect a private citizen as chairman.  Provisions
were made for increasing municipal resources and
some heads of provincial revenuz and expenditure
were delegated to the local bodies.

At present there are more than 780 municipalities
in Bridsh India with upwards of 2! million people
Present living within therr jurisdiction. Compared
position. (5 the total population of a province a
certain percentage lives within municipal areas. lt1s
perhaps the highest in Bombay (20 per cent) and lowest
in Assam {2 per cent). As regards the composition
of the municipal bodies, ex-officio members are only
7 per cent, nominated members 25 per cent and the
rest are electve.

The functions of municipalities are generally classed
under four heads—Public Safety, Health, Convenience
Their and Instruction. The water ~supply, the
functiont.  4rainage, the lighting of the streets, the
levying of local rates and taxes, scavenging and

6
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cleansing, control of markets and food stuffs and
vaccination, care ‘of the sick are in the hands of
municipalities.

The most important sources of income are the
taxes on houses and buildings, the octroi or its subs-
Financial  fitute, the terminal tax. The lmitation of
roouvers, funds is a real handicap. And augmentation
P of funds is a prime requisite for attainment
of which municipal trading may be more extensively
utilised.

City Improvement Trusts.

A notable feature in the recent sanitary history of
India is the part played by the great cities in the matter
of social improvements.  Energetic improvement Trusts
have been instituted by Government in Bombay and
Calcutta.  In the former city the development is taking
place under the auspices of the Bombay Development
Directorate.  Other cities following in the wake of
Calcutta and Bombay are Cawnpur, Lucknow,
Allahabad and several other larger cities.

Calcutta Improvement Trust.

The Trust was created by Government in 1912
for providing for improvement and expansion of
Calcutta.  This was to be accomplished. by opening
Objects.  Up congested areas, laying outr streets,
providing parks for recreation and ventilation and also
by rehousing the working classes who would bef
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dislodged when improvement schemes are carried
out.

‘The Trust have done away with insanitary bustees
-in Central Calcutta, and improved roads have been laid
Activities. out. Many parks have been constructed
by the Calcutta Improvement (amendment) Act of
1931, the Board of Trustees have been empowered to
levy betterment fees on properties which abut on
to a new street instead of acquiring the properties.
The activities have also been extended to Suburban
Areas to the south of Calcutta. Finally, for the housing
of the displaced residents the Trust started building
three blocks of threestoried tenement buildings
containing many lettable rooms. These not proving
sufficiently attractive, the Board now have taken to
-providing the people with sttes for bustees.

To meet the huge expenditure, the Trust has
borrowed Rs. 2,48,50,000. The other sources of
Finance.  receipts are the sale of land and buildings
and the income from the annual surplus.

The Calcutta Corporation—its Conatitution and

Functions.

Certain  Presidency Municipales like those of
Calcutta, Bombay, Madras and Rangoon are constituted
by Special Acts. The Municipal administration of
Caleutta is carried on by a body of mentknown as
the “Corporation.” lts constitution was thoroughly
jeorganised by the Act of 1923, The Act owes its
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inspiration to the late Sir Surendranath Banerize who,
as Minister of local self-government, piloted the bill
through the Bengal legislative Council, and considerably
democratised the Corporation.  One  remarkable
feature of the Act is the relaxation of official control
and the vesting of the properties and management of
the affairs of the Corporation in a body in which
the elecive element predominates. The franchise
has been extended and women, under certain
conditions, are admitted into it.

‘The Corporation, since the amendment of 1932,

consists of 91 Councillors and the: member-

Tts consti- i .
tution. ship is constituted as follows :

(a) 76 elecred Councillors ;

(b) 10 Councillors nominated by the Government
of Bengal (1o secure the representation of
minoriies including the backward and
labouring classes) ;

5 Aldermen to be elected by the Councillors
at a meeting of elected and appointed
_Counciflors prcvided that no  Councitlor
shall be entitled to be elected as an Alderman.

(c

Of the 81 elected seats, 21 are reserved for the
Mahommadans, 6 for the Bengal Chamber of
Commerce, 4 for the Calcutta Trades Associarion, and
2 for the Port Commissioners and the remaining 48
elected by the general constituences.
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The term of office is three years. The Corporation
elects the Mayor and the Deputy Mayor who hold
office for one year. The Mayor (and in his absence
the Deputy Mayor) presides at the meetings of the
Corporation.  The Corporation appoints the Chief
Executive Officer and two Deputy Executive Officers,
the Chief Engineer, Health Officer, Chief Accountant
and Secretary who are the Principal salaried officers,
the appointment of them (except the last two) being
subject to the approval of the local Government.

The Corporation each year appoints standing
committees and delegates some of its powers to such
committees.  No committee consists of more than
twelve members. Each commitee apponts its
Chairman and Deputy Chairman. Any standing
committee may appoint one or more sub-committees.
The Corporation also may appoint special committees
to inquire into any matter of special importance.

The Corporation possesses vasl and valuable
municipal propery. The income i5 denved from
many sources such as rates on lands and
buildings, vehicles, trades and professions,
water and lighting rates etc. The annual revenue is
approximately Rs, 2% crores i. e, onefifth of the
Revenue of the Goverment of Bengal lis resourcescom-
pare favourably with those of the Governmens of Assém.

Port Trusts of India.
The administrative affairs of the large ports of

Finance.
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Caleutta, Bombay, Madras, Karachi, Rangoon and
Chittagong are vested by law to the Commissioners
who have wide powers. Government, however,
exercises a greater control over their proceedings than
in those of municipal bodies. In the composition of
these port trusts the European element predominates.
“The Board of Rangoon is almost exclusively European
in composition.

The Commissioners for the Port of Calcutta are
taken a5 follows :

A Chairman and a Deputy Chairman (both
Europeans) ; six members elected by the Bengal
Chamber Commerce, one by the Calcutta Trades
Association (all Europeans); three elected by the
Bengal National Chamber of Commerce (Bengalees),
one elected by the Indian Chamber of Commerce,
one elected by the Calcutta Municipal Corporation.
Besides these, there are five members nominated by
Government.

The Port Trusts have large sources of .income.
{The Calcutta Port Trust had an income of nearly
Rs. 3 crores of rupeesin 1930-31). They
help in the development of water transport
and trade of the country.

Finance.

Certain Municipal Problems.

Municipal bodies of the various provinces are
confronted with different sets of problems, Certain
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problems are peculiar to city municipalities and they
are problems of improvement of housing conditions
to temove over-crowding and adoption of measures
of sanitation, The supply "of pure food is another
requirement.

The problem of water supply is msistent in the
small municipalities. It may be suggested that opening
of tube wells or artesian borings will go a long way in
the solution of the problem.

The prevalence of epidemic diseases such as plague,
influenza and cholera, Kala-azar and small-pox are
taking a heavy annual toll and their extirpartion calls
for vigorous policies of sanitation and medical relief.
Improved sanitary conditions, the supply of pure water,
removal of congestion in towns and the provision of
medicines and disinfectants are effective remedial
measures. The appointment of medical men in times
of epidemics and compulsory vaccination, specially to
combat small-pox and cholera, are highly welcome
measures. In villages, stagnant pools and puddles,
ditches and nullaks and cbnoxious jungles are the
breeding centres of mosquitoes which together with a
general obnoxious atmosphere produce malaria which
works its ravages.

The inhabitants of rural areas are quite alive to the
advantages of improved sanitation, but are unwilling
to face the corresponding financial obligations. They
show a marked reluctance to tax themselves. But the
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municipal progress is very satisfactory in the great cities:
and the city fathers have addressed themselves to the
performance of the local duties. The problem of
problems, however, is educational. The best way to
combat the city and village problems is to fight illiteracy.
Once it is removed by adoption of elaborate schemes
of education, medical relief, sanitary improvement and
other matters of local improvement will be easier of
accomplishment.  Education alone can remove the
age long inertia of the people and fostera civic cons-
ciousness and a readiness on therr part to make greater
sacrifices for realisation of civic improvements.



CHAPTER 13.

Education.

Contents = Indu's fundamental problem. lilbalenced educa-
fional system.  Primary education. Secondary and high schook
education. The University system. Professional and  technicak
education,

Many of India's problems may be traced to one
oot eg, a genenal lack of education of the masses.
And unless this defect is remedied it is rather unlikely
that any well-balanced economic and political develop-
ment is at all possible. In short, the realisation of the
aspirations of the people towards nationhood, a
broadening of outlook, emancipation of the women-
folk from the social bondage, progress of sanitation and
the fighting of diseases which commit their ravages.
will not materialise without a wide-spread system of
education. And the task is gigantic. Notwichstanding
the multiplication of schools and the increasing percent-
age of attendance of children in them, there is
considerable room for their expansion and, whatis
more important, for introducing changes n the
curriculum. _ As matters stand, about 6 per cent of the
people respond to the test of literacy. The financial
problem is no doubt & heavy burden. The problem,
however, has to be courageously faced and overcome.
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Now that education is a provincial transferred  subject
in the hands of ministers, it may be confidently
hoped that the electors will use their persuasive
influence for a wide diffusion of education.

The Indian educational system is ill-balanced.

The poorer classes are illiterate and the
Education . . . &
sllbalanced, Middle classes receive a literary education

and look forward to employments in
Government  services or in the legal profession.
“Vocational education is  almost ~ conspicuous by its
absence and a time has come when more attention
has to be given to this aspect of the question so that
the over-crowding in the “white collar” professions and
the chronic unemployment of the middle classes may
be partially removed.

Primary Education—The policy of the Govern-
ment is to provide for adequate facilities for imparting
piimary educaton o every Indian of school-going
age. The number of institutions for males and
fernales is.steadily increasing and in 1931 there were
204, 384 recognised primary schools in British India.
But agriculturists have found that their children are
not receiving that kind of education which will fit
more in the agricultural profession which they have to
adopt sooner or later.

Secondary and High School Education.

Inspite of an almost universal craving for secondary
and university education, this type of education also
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stiffers from certain serious defects, Secondary educa-
tion is generally of a poor standard and has to be
remodelled in order to bring it more closely into con-
tact with the needs of India. The university has to
recognise schools, but has no money to improve them.”
The Department of Public Instruction allots funds to
thern, but has no responsibility so far as the recognition
.of schools is concerned. This dual control and respon-
sibility produces many unhappy results.

‘The University System.

OFf late, university education has undergone a
striking change in consequence of the lead given by
the recommendations of the Calcuta University
Commission. The University, instead of presenting
“a phantom existence ‘as an examining body,” was
recommended by the commission to centralise teaching
conducted under the direct control of University
authorities.  Intermediate Colleges were to constitute
a link between secondary schools and Universty
courses of study.

Professional and Technical Education.

Medical schools and colleges furnish instruction
and the pupils are provided with facilities for hospital
duties. The lady doctors propagate knowledge of
medicine, nursing and surgery among women. The
research institute at Pusa, the Imperial Counall  of
Agricultural Research are useful institutions. Among
Commercial Colleges the Sydenham College of Com-
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fnerce stands first.  Industrial institutions also  exist
in large numbers in every province and.the most
important ones are the Victoria Jubilee Technical
Institute of Bombay and the Indian Institute of Science
ar Bangalore. There exissalso a large number of
engineering schools and colleges. In addition to all
these there are schools of art where architecture and
the fine arts are studied. Two forest colleges exist
at Dehra Dun and Coimbatore. Mining and Meta-
llurgy are taught in the college at Benares. Finally
provision has been made by the central government
for training of cadets for the Mercantile Marine. The
progress which these institutions has already made
is not insignificant and angurs well for the future.



CHAPTER 14

District Administration

Contents : System of administeation of terntonal units. Unit of
administration, the District. Powers and duties of the District. Collector-
Magistrate.  Dutizs of the Collecter, Dutses of the District Magistrate.
Orher Digirict. Offcials, the Supemizncent of police and the Crvil
Surgeon. Ditrict jonal officers. Judicil of the
Districs.

The system of administration 1s based on the sub-
divisions of territory, each administrative area being in
responsible charge of an officer who s
The unitof y 4
adaito! subordinate in rank to another officer who 1s
;‘;'.:‘;;:‘“ above him.  The most important of these
units of administration is the disrict. A
Province consists of a collection of districts, Each
district is again split up into subdwvisions and each
subdvision into smaller cricles.

Bengal, for instance, is administered by five Com-
missioners, each of the five divisions being in charge of
a Commissioner. The unit of administration 15 the
District Magistrare and Collestor.  An exception to
this general practice is in Madras where there is no
intermedate lozal authority betwean the District Collec-
tor and the authorities at the head quarters. Thus Divi-
sional Commissioners do not exist in Madras.
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Powers and duties of the head of the District.

The head of the district is styled the Collector-
Magisirate. As representative of the Goyernment he
Disteiet embodies the power of the state and the
Collector-  people of the district look to him for redress
Magistrate . - .

of ther grievances and promotion of their
welfare.

He acts in two distinct capacities as the chief magis-
wate. Originally, these two offices were separate.
Under the system initisted by Lord Cornwallis in
Bengal (later on extended 1o other places), the district
officer combined the offices of District Magistrate and
Civil Judge. The magistersal and judicial functions were
subsequently separated and the head of the district
came to be invested with magisterial and limiced judicial
powers confined to criminal cases only. The Collector
dates from the time of Warmen Hastings when the
East India Company took over the fiscal administration
of Bengal, Bihar and Orissa.

Duties of the Collector.

As Collector he supervises the ingathering of the
revenue and is the head of all the departments con-
nected with it. In the main, he is concerned with the
fand and the land revenue. The character of the
tenure under which land is held not being uniform
throughout India, his duties vary naturally in the various
parts of India. The duties are specially onerous in the
ryotwari areas of Bombay and Madras. Besides atten-
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ding to the assessmient and collection “of land revenue,
the Collector has to look after other connected matters
such as the following :

(a) Condition of the peasantry ;

(b) supervising the compilation of returns of
crops, rainfall, prices etc ;

(c

adjudication in rent disputes between land-
lord and tenant ;

(d) he also makes loans (takavi) to agricul-
turists ;

(e

finally, he is responsible for the management
of the district treasury into which govern-
ment revenues are payable and from which
the disbursements are made ; he has also
charge of administration of excise, income
tax, stamp duty and other sources of revenue.

Duties of the District Magistrate.

[n the capacity of the Colleztor, the District Magis-
trate is responsble for the administration of criminal
justice in the district. The magistrates are divided into
three classes according to their powers in “respect of
imprisonment and imposition of fines.  Besides the
domain of Criminal Court, the magistrate 15 responsible
for the peace of the district and suppression of crime.
He also has control over the working of the police and
supetvises the management of the District Jail.
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Other District Officials.

The two other important executive officers of a
district are the Superintendent of Pohge and the Civil
Surgeon. The former 15 responsible for the working
and discipline of the police_force. The latter is the
head of the district medical and sanitary administration.
District Sub-divisions.

The Collector-Magistrate is assisted by a large staff
of subordinate officers. Some of them are his assistants
at the head quarters, others have charge of portians of
discricts.  Generally, a Deputy Collector has charge of
a sub-division (which is part of a District) under whom
again work members of the subordinate executive
service and hold minor charges (they are called Sub-
Deputy Collectors).

District Judicial Administration.

Judicial administration of a District is carried on by
a sort of gradation courts.  These are ;—

For both cwvil and criminal justice ¢

The District and Sessions Courts ¢

For Criminal justice only « *

The Courts of the District Magistrate and Deputy
and Sub-deputy Magistrates :

For civil justice gnly «

Courss of subordinate judges and Courts of District
Munsifs.



CHAPTER 15.

A note on the White Papenr.

Contents : The proposals for reforms on the Indian consiitution
which received the consideration of a Joint Commutree of Parliament,
have been issued by thz Covernment of England in the form of a
‘White Paper.

The proposals put forward may be briefly
summarised as follows :—

(a) The Provinces are given autonomy.”

(b) Except in regard to certain reserved subjects,
the responsible form of government 15

- conceded to a Federal Government.

(c) The Federation is to consist of eleven
Provinces, autonomous in character, and
of the Indian States.

(d) The Indian States will have to surrender a
portion of their sovereign rights, but would
retain a large measure of internal autonomy.

New Status of the Governor-General.

The Governor-General and Viceroy will have to
work in a dual capacity. As Govemor-General “he
il be the head of the Federaton. As Viceroy he
will deal with relations of states outside the sphere of
Federation.

7
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There shall exist three Departments which he shall
have to personally administer, namely, Deferice,
External and Ecclesiastical affairs. In all other
matters, the Governor-General shall be assisted by a
Council of Ministers who shall be responsible to
to the Legislature.

Special responsibilities will attach to the Governor-
General with regard to certain matters—matters in
which he can make Acts on his own responsibility,
even contrary to the advice of his Ministers. Some of
thesz subjects are :

{a) Danger to the peace of India ;

(b) safeguarding of interests of minorities ;

(c) looking to the financial stability of the
Federation ;

(d

safeguarding the interests of members of
the Public Services ; -

protection of rights of Indian States ;
prevention of commercial discrimination, and

{e

{f

(@) all the matters affecting the reserved depart-
ments, as noted above.

_The Governor-General is to continue his Ordin-
ance-making powers in times of emergencies, He
is also to assume control of governmen: in case of s
breakdown. Heads of expenditure affecting loans
services, salaries and pensions of the |. C.S. and the
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feserved departments may be discussed but not voted
upon in the Legislature.

The Federal Legislature.

This is to consist of two houses. The Upper
Chamber, the Council of State, shall consist of 260
members of whom 100 shall be appointed by the
Princes, 150 elected by the members of the various
Provincial Legislatures, and the remaining 10 shall be
nominated members.

The Lower Chamber, the House of Assembly,
shall consist of 375 members. Of this total member-
ship, 125 will be assigned to the Princes and the rest
elected by a systen of direct election. Each province
will be assigned certain seats such that the various
interests may be represented.

The Provinces.

Like the Governor-General, the Governors of
Provinces are given special responsibilities, limited in
scope to the Provinces concerned, and the Governors
are empowered to take action for their discharge.

The Provincial Legislatures.

The Provincial legislatures are enlarged. The allot-
ment of seats and method of election shall be mn
accordance with the Communal . Award of His
Mijesty's Government.  The legislatures are to consist
entirely of elective members in the Lower House. In
three Provinces only, Bengal, United Provinces and
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Behar, the legislatures shall be bi-cameral with a small
proportion of nominated, but not official, members in
the Upper Chamber

The Council 'of the Secretary of State is to be
abolished and in 1ts place will be created a body of
advisers, not less than three and not more than six in
number.

A Federal Court is also to be constituted with
Original and Appellate jurisdiction. It will deal with
constitutional questions  affecting the spheres of the
Federal, Provincial and Indian States authorities.

A Supreme Court is also to be set up which is to
actas a Court of Appeal in British India. [t may be
mentioned that Burma is not included in the proposals.
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CHAPTER ]
Introductory

Contents : Economic activities of man. Some fundamental
concepts : Welfare, Goods, Wealth, Utility, Value and Pyice.

Economic activities of man :—All human
activities  originate in the existence of wants rhe{
satisfaction of which is urgently necessary for a
variety of purposes. Some wants are of a most
elementary nature, i.e., wants relating to the human
body and their satisfaction is a condition of human
existence. Thus, the barest hunger and thirst, the
craving for clothing and shelter sre wants of a
physiological nature and if a man is not to die of
premature dedth, he must be fed, clothed and sheltered.
Primitive man was concerned with the satisfaction of
the aforesaid wants. But the progress of cwilisation
and march of time and enlightenment have introduced
a variety in our wants ; wants multiply and tend to be
more refined, intellectual and moral than physiological.
A twentieth-century man considers that life is not
worth living unless he will be able to minister to the
intellectual culture and such- a lifeis a better kind of
life.

So far as the satisfaction of the varied wants is
concerned, if a blind dependence on nature would
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serve our purpose, no body would exert himself. If
all things had been freely and grawitously supplied to
us, the conditions of life would be extremely

All human activities would altoge-
ther cease. Human welfare would be exceedingly
great as welfare is associated with ease, abundance or
plenty of things which are freely given to us.

Welfare.

But an abundant supply of “free” goods may not
connote a state of prosperity. People of warm
countries have not Lo use elaborate clothing to ward
off cold; food also, spectally vegetable food, is pro-
curable with comparatively little effort.  But.the climate
checks the energy and destroys their self-reliance and
blunts therr character, and_ all mtellectual activity is
retarded.  On  the other hand, the people of temperate
climes have to overcome many cbstacles. Energy is
stimulated, resources increase and happiness is
maximised.

‘We may therefore conclude that :—

(1) different people have different wants ;

(2) infact no two persons have exactly the same
wants ;

(3) the demand of the same person varies from
time to time (i.e., summer and winter wants, also wants
in youth and old age), and with intellectual develop-
ment. Hence, not only is there a variety of wants,”
they are also of a constantly changing character.  Still
another conclusion is that onlv a verv small oroportion
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§f the varied wants may be satisfied by a sheer depend-
ence on nature, but the vast majority of wants remains
unfulfilled.  Rather than keep them unfulfilled, the
economic activity of man is brought into play. The
entire process is expressed in three words—wants;
activities and satisfactions.

A few technical terms may now be introduced.
By ‘Goods’ is meant any desirable commodity, tangible
or intangible, ie., anything that is capable
of satisfying a human want. [n deciding
upon the queston, whether anything is useful or
not, we need not judge about its moral qualities. The
use. of wine may be condemned, but that is no reason
why it should not be regarded as a good as it satisfies a
specific want.

Goods,—

Goods are either “free” or “economic” or “public”,

A good is free when it exists in abundance and every

one is fortunate to use as much as he likes.

Hence, no one has an advantage over

others in owning it, no one will devote his energy

either in procuring or stocking it. The commonest

examples are water, air, sunshine in ordinary citcum-
stances of life. .

Free,

A good becomes ‘economic’ through scarcity, ie.,
through limitation of supply in relation to demand.
Commonly speaking, some effort has to be given to

_ bring a good into existence and itis this
Economie 5
o™ ™ effort or labour that causes the supply to be
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restricted. Thus water supplied to the municipal
area, fresh air pumped within a mine are econorhic
goods. Buta good may also become scarce because”
of natural cause. Thus a gold mine becomes an
economic good although it is a gift of nature.

Public goods are economic goods and so effort or
expense is involved in their production, but
are supplied free of charge to the people.
Such goods are public parks, museums, picture galleries
etc. which are free to the users, but are not free
goods.

The sumtotal of a man's possessions is expressed
by the Greek word ‘ecos’ and the method of managing
Definition them is called Economics. ~ Skilful mariage-

o ment of household affairs results in an
adequate satisfaction of the wants of the
household. Economics is, therefore, regarded as a
science which deals with those economic activities that
are calculated to minister to such wants.

Public

Ecoaomics.

Another way of viewing economics is to define it
as a science of business activities of human beings.
That which makes a man busy is his business of life
and as we are all preoccupied with the satisfaction of
immediate and future wants (and hence want to have
some surplus) and as the wants recur at intervals,
subsiding for the time being and again appearing:
mankind has to be constantly busy throughout life.

The motive which goads a man fo exertion. is.



INTRODUCTORY 5

called “economic motive” and a man actuated by such
Ecommic ® motive is called the “economic man”.
motive and An economic man i5 supposed to know
ceonsmic et the efficacy of means to end and, cons-
cious as he is of self-interest, tries to secure
the greatest result with the least exertion. But an
economic man is a social being and the whole course
of his life isinfluenced by a variety of motives, econo-
mic, intellectual, moral, philanthropic and the like.
Only one set of activities, the economic, is singled out
for purpose of economic study, but a man is no more
an economic man in his entirety than a tyrant who
is guided by humane considerations in a circums-
cribed domestic sphere:of life.
All economic activities are concerned with the
phenomenon called wealth and  this is why Economics
is defined as a science of wealth. This
definition is true only if it is realised that
wealth exists for man and not man for wealth. In other
words, the science is not a “gospel of mammon” as
there can be no wealth without man. Hence inall
economic studies man comes to the forefront and
wealth goes to the background. And the man referred
to is a social being, i.e, a manin relation to other
fellow beings and not by himself. Hence, Economics
is “a science which treats of those social phenomena
that are due to the wealth-getting and wealth-using
activities of man.”
As the science of Economics deals with man in

Wealth.
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his relation to wealth, the whole field of econormics
Subj:ct  may be subdivided into four sections,

matter af
Feonomics, Pamely j—

1. Consumption of wealth.
2. Production of wealth.

3. Exchange of wealth.

4. Distrbution of wealth.

. Consumption has to deal with utilisation of wealth,
Production deals with the activities that bring wealth
into existence. Exchange of wealth causes the trans:
ference of ownership “of wealth from one person in
consideration of a similar transference of ownership of
another form of wealth. Finally, distribution of wealth
means the division of wealth among persons who
participate in its production.

We are now in a pesition to_explain what wealth
is. The word "wealth’ is used in more senses than one.
3 In a broad sense, wealth denotes anything
Whetls  that contributes to human  welfare and
therefore includes anything that satisfies
human wants, whether or no its supply is hmited,
(fresh air, scenery etc. will be wealth in this sense).
There are, however, divergent views as to what con-
stitutes welfare. In fact, the idea varies according to
the aesthetic, ethical or utilitarian standpoints. Another
broad sense in which ‘wealth’ is empldyed is to include
all goods except the internal goods,
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The economists understand by it anything that
satisfies a human want and is not unfimited in supply.
Thus fresh air or natural scenery may be referred to
as wealth in a metaphorical sense, but not in the
economic sense. And this for the obvious reason that
no one can gain advantage by possessing them.
Wealth s generally associated with the product of
economic organisation. This wealth is capable of
being measured.  As most forms of wealth are “produe
ced for exchange and are exchanged at some time o
other, and exchanges 1ake place through the medium
of money, money becomes a common measure of
exchange-values and conveniently expresses the total
wealth in its term.  People have been so accustomed
0 measure wealth by money, that the word ‘wealth’
is sometimes taken as equivalent to money. Butthe
use of money is of recent origin and wealth existed
long before money was introduced.  The primary ided
of wealth is, therefore, deeper than money, Wealth has
four essential characteristics, namely ;—

(1) In order that anything may rank as wealth it
must possess utility, i. e., acapacity to satisfy
Uuility. some human want.

(2) Another requirement is that there must be a
limitation of supply. Hence free goads are not wealth,
but free gifts of nature, by reason of limita-
tion of supply constitute wealth ( e.g. a gold
mine or a coal mine. }

Searcity.
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(3) Another virtue of wealth is appropriability { ie.
capable of being appropriated ). Thus the electriciy
Appropri-  generated n lightning is not wealth, but the
ability, electricity manufactured in a power house
is, because it is put to-our use.

(4) The final attribute of wealth is that it must be
external to man and as such capable of being transferred.
Externabic Thus a man's faculty of teaching fe»rtrns a
lity or part and parcel of the man and admits of
I:ﬁ:;‘" no dissociation and is not, therefore, wealth.

This faculty is, of course, instrumental ini
earning money which is wealth.

Adam Smith has preferred to call such qualities as
capacity of teaching, singing etc. “personal wealth,”
but not wealth in the strict economic sense, for the
simple reason that wealth exists for man, but the man
is not wealth.

One misconception regarding wealth should be
guarded against. Because wealth is external to man
it does not necessarily follow that it is invariably a
tangible commodity. Wealth may consist of material
as well as non-material goods ( i. e. services ), as both
yield satisfaction.

For the sake of clearness of thought, we may enume-
rate below, in a classified form, the specific articles and
services that constitute wealth.

All wealth consists of goods (i. ¢ desirable or useful
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thiings), but all goods are not wealth. As ‘goods’ is a
genus ‘and wealth a species, the following

Classifica- S A b,
tion of classification of goods will be useful; as
goods. some will be reckoned as wealth, others not.
Goods
Material Non-Material (or Personal)
External and Enternal but
transfersble A non-transferable B
(eg. Rice, bread, (e.g. Sunlight,
farniure, even climate etc)
rights to these).
FUSI [
]
External and Internal and
transfersble C non-transferable D
{e.g. goodwill (eg facubiesand
cf a business cther qualities, such
which may as, skill etc—called
be sold). “personal wealth’

by Adam Smuh).

Wealth is a phenomenon of social life and thus
anything that is not transferable is not wealth. Hence
‘wealth’, in the economic sense, refers to  the following
kinds of goods -

(1) All material, external, transferable goods (A),
except those that are free and unlimited in supply.

(2) Al non-material, external, transferable goods
(C). Hence, neither the B nor D classes of goods are
weglth,
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We may’ now distinguish between the variotis
classes of wealth - )
Varions (1) National wealth. It is a vague
dumerol. xpression and includes individual weali
fan of members of a nation together with such

[ational

wealth, national advantages as natural resources,
geographical position, navigable rivers, good

harbours etc., none of which, however, is wealth in the

sirict economic sense as these national assets are not

transferable.

{2) Social or Collective wealth. This is used as
a substitute for national wealth. [ refers to such things

. which are held in collective ownership and
Social or . i £
collective  Over which the people have no right in their
weshth.individual capacities (e.g. art galleries, parks
etc,, which are municipally or nationally owned, but,
not individually).

(3) Negative wealth. This is the sumtotal of obli-
gations. Thus the national debt {undoubtedly wealth
“Negative 10 the individual investor) is an evidence of
weslth.  the nation’s liability and is its negative
wealth,

. (4 Cosmopolitan weaith. This is wealth of man-
kind- irrespective of mankind being diffused through-

Cosmopoli. Ot the world as members of different
san wealth. g coc

We desire goods on account of their utility and
utility means the power to satisfy human wanss,  The
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test of utility thus is aciual service, 1f an” article satis-
fies the want of an individual, the utility

is an individoal utility. If, however, many
persons want i, the utifity is a sociaf utility.

Utility should not be confounded with benefit and
the popular idea that things are useful in the proportion
in which they are beneficial, has to be discarded.
Utility simply is the power to salisfy wants, it nevet
means the power to confer benefits.

Utility}

A matter of every day occurrence about utility may
now be stated. It is that the more we have of a thing,
the less eager we are for getting more of that thing as
we get diminishing utilities from the additional amounts
of the thing. In other words, additional amounts,
(called doses) of the same thing yeld diminishing
utilities and if the doses be indefinitely continued, the
point of satiely is reached. 1f a'man is now given the
option of having it or not, ‘he will not want it any
more, but rather would want to have some othet
article instead, as all enjoyments pall, if repeated.
Law If, however, the doses be pressed on, be-
Dinlmlhhg yond the point of satiety, the utility from
Uity op o sdditional dose is zero, less than zero,
ie. negative. Each dose now, far from affording any
satisfaction, is a source of pain. This statement of 2
universal occurrence is a mere statement of a tendency
known as the law of Sarishility of Human Wants-ot;
simply, the Law of Diminishing Utility.
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The student of elementary economics is puzzled
over the term value’, The term is also unfortunate,
Value and SINCE it is ambiguous. A few examples will
Price. show that the word is really. perplexing :
*“ value of prayer”, “value of diamond.”, “value of
mother's love”, “value of stable government”. Ob-
viously, value is not used in the same serse in alf these
cases, unless value is taken to mean “‘usefulness”. But
‘value’ and “utility’ are ot convertible terms. In an
expression like the ‘value of a piano’, the obvious
implication is the sum of rupees which can procure a
piano. The commonest sense thus denotes the rate at
which a thing exchanges,

The great Scotch economist Adam Smith distin-
guished between the two senses of value by the ex-
Valueinuge Pressions “value in use” and “value in
and valuein exchange”. The ‘value in use’ of a thing
XERARES imply refers to the utilty derived from
using the thing. A distinction is also made between
marginal value in use and total value in use.

“Value in exchange”” means, however, what a thing
will exchange for. And what a thing can be exchanged
for may be expressed in terms of money, and value-in
exchange then simply means its price.

Modern economists reserve the word “utility” to
denote value in use and “value” then relates to value
in exchange. In short, price means the money value
of anything, i.e., the amount of mongy for which it will
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exchange. But value in exchange is not necessarily
measured in terms of other goods, and this actually is
thecase in barter. Whether we refer to barter or
money econdmy, value is ascribed to a thing on ac-
count .of thé exchange of that thing for some other
thing. The value of a commodity, therefore, means its
power of commandfng other things in exchange.
And the value of a thing is high or low according as it
can be exchanged for a large or small quantity of other
things.

Value is a relative term, expressing as it does, a
relation of exchange between commodities. Suppose
that a commodity procures less of other things in ex-
change than befcre, it falls in value, but simultaneous-
ly, the other things have risen in value. Al things can-
not rise or fall at one and the same time. A change
in the value of one thing (rise or fall) produces a
converse change ( fall or rise ) in the value of the rest.
Hence, there can happen neither a universal rise nor fall
iri values. There can, however, be a general rise or
fail in prices and this is, by no means, an uncommon
phenomenon of economics.



CHAPTER 2.

Consumption—Wants and their
Satisfaction.

Contents i—Meaning of Consumption. Relanion between pro-
duction snd consumption. Characteristics of wants. Law of Ditminish-
ing utility or Satiabilty of human wants. Total utifity and Marginal
unbty.  Marginal utilty and Price.

Meaning of Consumption :—By ‘consumption’
of wealth we mean the use of wealth for satisfaction of
human wants. Consumption is the execution of the
purpose for which wealth was produced.

Consumption does not involve primarily or even-
necessarily the destruction of wealth produced. It is
true that such destruction is sometimes  attendant upon
consumption, but this is by no means essential to every
case of consumption. The essence of consumption,
to repeat, is the utilisation of a thing, i.e. the gratification
or satisfaction of a human desire. No doubt, in some.
cases, the satisfaction is yielded once for all as in drin-
king down a glass of water and this involves absolute
destruction. But more often the satisfaction is
extracted out of an article and it is diffused overa
comparatively long period of time, e.g, satisfaction
from the use of a house. A pajnting is consumed
when it is placed on a wall, seen and appreciated.
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Some economists draw adistinction between final
and productive consumption. By ‘final’ consumption
Fisstand they mean the ultimate satisfaction, such as
Productive 5 derived from the eating of food and by
g::'“"“" ‘productive’ consumption is meant the

consumption of one thing for purpose of
production of another thing. Such a distinction is not,
however, essential as consumption is the satisfaction
of wants in whatever form the wants may appear.

Relation b di

and

It is the necessity of satisfaction of wants that pro-
vides the impulse of all human activities. In fact, con-
sumption controls the direction of productive efforts.
Wealth is produced becayse wealth has to be consumed.
The ultimate regulator of al! demand is the demand of
the consuming public and the whole economic structure
rests upon the principle of satisfaction of human wants.
But the emergence of a want is not the sole condition
for setting in motion productive forces. What is need-
ed, in addition, is one’s ability or competency for
making the want effective. i. e., faculty to purchase a
thing when it is made. This is otherwise expressed by
the statement that the demand must be effective in order
that productive efferts may be directed to provide for
“its satisfaction. A hotel keeper will not cock food if a
crowd of starving beggars has gathered round his hotel,
but shall be all attention if a car has stopped in front
of it.



is ECOMOMICS

Characteristics of Wants :—The characteristics
of human wants may be enumerated under the
foilowing heads :—

(1) Human wants expand in number and variety.
As man progresses from a state of savagery to civilisa-

tion, his wants become varied, his capacity”
:{.;::;:"; to enjoy enlarges and he lives a fuller
= “;:::A* existence. After the absolute wants have

been satisfied, they are followed by others
and men desire variety. Man is driven to economic
activity which in turm serves to arouse in him new
wants which demand satisfaction. Thus, with increase
of civilisation, desires multiply, become of infinite
variety and renewed effort must be made to satisfy
them.

(?) Human wants are capable of being graded in
Diferences. the order of their importance, though the
of degrees  degree of importance of the wants of
h:"nnts diffrent individuals varies with the spread
of civilisation. Less time is spent in obtaining the bate
necessaries of life, such as food, clothing and shelter
and proportionately more time is devoted for attain-
ment of culture, education, art, literature and so on.

(3) Sofarasany specific want is concerned it is
capabe of attaining the point of satiety or absolute
‘Saviabiliy  Satisfaction.  Ifa man is gradually supplied
:f_::‘m-ﬂ with doses or units of a particular thing, the

. more he has of &, the less is the satisfactior!
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he will get from additional amounis-of it Human
nerves grow weary of a repetition of stimulus and any
attempt to continue the enjoyment of some sensation
indefinitely results_ in satiation. This fact of funda-
mental importance with regard to human wants is
“known as the “Law of diminishing utility or satiability
of human wants"

(4) Sometimes wants are competitive and when

this s the case the law of subsitution
Competitive js applied as one want may have to be given
a priority to another.

(5) When two or more wants go together
Comple-  they are sald to be complementary, such
mertas . e
wants as want for a carriage, a horse and a driver.

The Law Of Diminishing Utility Or Satia-
bility of Human Wants :—Reference has already
been made in an earlier chapter to this law
which is a tuism in so far as different doses
of the same article are concerned and no
%ime is allowedto lapse.  But vary the things supplied
and the result is different. The diminution in utility
fnay be prevented from happening or the satiety
“indefinitely held in check as no limits exist for all the
goods taken together.

What is true of this law is also true of oher
hm,m,o,,, economic laws, namely, that an economic

law is a statement of a tendency. Unlike
afDlm.lnhh—
ing Utility  the laws of exact sciences like mathematics,
i
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the laws of economics are of a hypothetical
character. Hence, every law has to be - stated
in & guarded language and the limitations cléarly
lad down, n order that it may square with facts.
And this is why Marshall has said that the economist
will have to use the word ‘probably’ at every
step.

The fimitations to the law may be stated* as
follows :—

(1) The desire for wealth (and not for any parti-
cular commodity) and for money which isan mstru-
ment for securing all othef commodities; is said to be
an exception. The appetite for wealth grows by what
it feeds on.  Strictly speaking, however, it is not an
exception as the desire for wealth is a desire for getting
a variety of goods ; also with wealth the more urgent
wants are first satisfied and then the less imperious
wants.

(D) The desire for wine is said to increasq
with every gratification. But alcohol, continuous
ly administered, will make the drinker ultimately
sick.

(3) The desire for collection of extant specimens
of stamps ; this again is not an exception to the law
as the specimens are not identical copies of the same
thing.

(4} The law is true only when time is not allowed
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to lapse. A second loaf is as useful as the first, if it is
taken after the first one is eaten, digested and the man
feels hungry.

(5)  The first few doses may afford increasing
satisfactions (e. g the satisfaction from the second
morsel of food may be greater than that from the first),
but what the law states is that sooner or later it operates
and can no longer be held in abeyance.

The law of diminishing utility may be diagrammati-
cally represented thus :

Let the succéssive additions of a thing be denoted
Disgramma. by b, be, cd,
tic repre-  €tc, they being,
:""“:ﬁ:'m say, pounds of

tea consumed

by a person every week,
the rectangles on ab, bec,
cd, etc. representing the
satisfactions obtaned from @ 6 ¢ d € fg]
the different doses. The
rectangles gel lessened in
height as we pass from
left to right, i.e. as thecon- Fig. 1
sumption reaches ag, the utility of the last dose fg, is
zero; when consumption is ah, the satisfaction
is negative, represented by the rectangle below gk,
such rectangles rising in height as the doses
increase.
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The Figure 2 is a mere adaptation of Figure 1.~ If
ab representing a pound of tea is
spltt up mto 16 equal portions,
each subdivision standing for 7y
of a pound, the rectangles will
be very narrow. The differences
between the successive rectang-
les may be made as small as
one pleased by taking each unit
at its minimum.  The curve then o
becomes a contrnuous curve

. Fig, 2
DD

Total and Marginal utility :—From the law of
dimnishing utlity follow two concepts, total utility
and marginal utifity. By “total utility” 1s meant, the sum-
total of sansfactions obtained from a given quantity
of a good from the first to the last dose. Mence, total
utility increases with every increment of a man’s
stock, but it does not increase as fast as the siock
increases.  Thus, four pairs of shoes will give a gieater
total utibity than two, but the utlity is not doubled by
the acquisition 'of the additional pairs. [f the purchaser
continues to add to his stock of shoes, each separate
pair will be valued less than the former until a point
is reached when he will buy no more pairs. The last
increment he is just induced to buy is the marginal dose
and the utility obtained from it is the marginal utility.
It is obvious that the marginal utility of a thing (say, a
pair of shoes) depends on the gquantity at one's
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disposal. Hence the marginal iility of a quantity of
anything diminishes with every increase in the amount
a man already has.

Thus in Figure |, if the existing stock is ad, the total
utility is the sumetoial of areas on ab, be, cd and the
marginal ulity is the rectangle on ed; if,
5;‘:‘::: however, the stock is ag the marginal
total and  utility is Zero. Supply increasing beyond
:;“'fy'f’ ag, the marginal utility is negative. Marginal
: utilty may be expressed in another way.
The least important use to which a good is applied and
the satisfaction obtained therefrom may be designated
as the marginal (or final) utllity. ltis called ‘marginal’,
because a man is on the margin of doubt as to whether
it is worth his while to buy that good or not
{or to acquire it. even if no price is to be paid
for it).

Relation between wmarginal utility and
price «—Utility of a good or service can be measured
by the amount of money a person s ready to pay to
procure it. Safisfaction, of course, s subjective, but
its objective test is the willingness to pay. Hence, the
price offered is the economic measure of the utility of
agood. If an individual, therefore, buys each instal-
ment of a good separately, without thought of more of
it forthcoming he is likely to proceed thus : for the
first dose, say, the first pair of shoes he will pay Rs. 5-
rather than be deprived of it ;
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for the second pair he will pay Rs. 3/- (as it ields him
less satisfaction)
for the third pair he will pay Rs. 2)- (as the shtisfaction
is stil less)
for the fourth pair he will pay Rs. 18 (the marginal
satisfaction)
The total utility of the four pairs will be indicated

by a sum of Rs. 11/8.

But the pairs of shoes are all alike and to 4 man
possessing four pairs at a fime, each has the same
economic importance. If he were to part with one
pair, it is immateria} which particular pair is referred to.
The price at which the marginal dose will be bought
is the price at which any other pair would be bought.
For no one will pay more for anything than is re-
presented by its marginal utility. Hlence, if the price
of a pair of shoes s Rs. 1/8 and the marginal utility of
the fourth pair is Rs. [8, then four pairs will be pur-
chased at Rs. 1,8 for each pair. Hence, it is said that
the marginal utility is the index of the price of an
ariicle.

Two important conclusions must never be:
forgotten :

(1) " The actual price paid for four pairs of shoes is
4xRs. 1/8=Rs. 6/-. But the total satisfaction is represen-
ted by a sum of Rs. 118. Hence, a surplus of satis-
faction of Rs.5/8 (that is, Rs. 11/8—6].) accruestoa
buyer of 4 pairs of shoes,
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(2) Manya paradox in human life {e.q. “lron is
more useful than diamonds, yet diamonds are incontro-
vertibly more valuable™) is explained by the fact that
the total utility is inestimable, but because the marginal
utility is low on account of large quantities being avail-
able, the price is negligible.
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Consumption (Continued).
Contents :—Consumer’s Surplus. Engel's law of consumption.
‘Luxury. Lewof Demand. Elasuciy of Demand. Lew of Substitu-
tion or Equi-marginal return.  Present versus Future wants.
Consumer’s Surplus :—The concept of Con-
sumer’s Surplus s derived from the conceptions of
total utility and marginal utility. It is the difference
between the sum which measures the total utility and
the sum which measures the total exchange value. In
the illustration given above, the purchaser of four pairs
of shoes would have paid Rs. 5/- for the first pair
(rather than be deprived of it), but the price actually
paid 1s Rs. 1/8f-. He thus has a surplus of satisfaction
worth Rs. 3/8[-. The prices that would have been
paid and the prices actually paid for the four pairs
may be thus indicated :

ot pice

i.e. the price | pic, actually | Consumer's
farvond paid. Surplus.

ey

For the first pair 50 1/8 38

For the second pair 3/ 118 18

For the third pair 2/- 18 -8

For the fourth pair 18 1(8 —

For the entire supply | 11/8 ‘ 6/- 58
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Hence, the man gets a Consumer’s Surplus of 5/8
on his purchases.

It thus happens that a price which a man ordinarily
pays seldom reaches the maximum which he might have
paid rather than go without it. This is specually true
of goods whose current prices are low, such as cheap
medicine, newspaper, postcard, saltec. Asa buyer
of any such a good a surplus satisfaction is obtained.
And “the excess of the price which he would be willing
to pay rather than go without the thing, over that which
he actually does pay, is the economic measure of this
surplus satisfaction”. In other words, consumer’s sus-
plus is the excess of the price which the consumer
would be willing to pay for a thing rather than go with-
out it over that which he actually does pay. A rich
man buying potato and paying the same price as his
servant does, obtamns a consumer’s surplus.  He secures
a consumer’s surplus in respect of practically all goods
that he purchases.

c 8
atic repre- fH2 3
sentation
of con-
sumer's
surplus.
M [
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To revert to the example of shoes: When one
pair of shoes is available, the buyer pays Rs. 5 for it
rather than go withoutit.  The paralielogram OABC
represents its total utllity as well asthe total price to
him. When two pairs are bought at Rs. 3/- each, the
total utility is measured by the two parallelograms
OABC and ADEG, but the total prine paid is repre-
sented by the rectangle ODEF and so on. In the
market he pays Rs. 1/8/- per pair for the four pairs.
Hence, the total utility is the sumtotal of rectangles
OABC, ADEG etc, but the total price paid is
represented by the shaded area OKLM The con-
sumer's surplus for each pair is thus the difference
berween each parallelogram and its shaded portion.
And this difference, diminishing in each successive
parallelogram, shades into zero in the fourth parallelo-
gram.  The consumer’s surplus, in respect of the pur-
chase of the four pairs of shoes is represented by the
sum-total of the white areas of the rectangles.

The limitations of the doctrine of consumer’s sur-
plus are :—

Limitations (i) Different persons have different in-

o qual, - T .
and qualic - comes and the marginal utility of money is

of the fess for the rich than for the poor and hence
:‘;‘c‘:‘:‘:’ payment of the same price by all persons
mer's will not mean that the article has the same
sl for all.

(i) Consumer's surplus is unsubstantial for
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articles which command a prestige value, e.g.
diamonds. '

(iii) It is also inapplicable with regard to the strict
necessities of life. ’

(iv) The concept is said to be imaginary, unreal
and hypothetical. The price actually paid
is a fact, but the price that would have been
paid for a thing, rather than go without it,
is not capable of measurement.  Prices do
move, but ordinarily they move in the neigh-
bourhood.

Engel's Law of Consumption :

A careful study of the statistics of consumption
reveals that there 1s a relative order of expenditure of
money for different persons. Various investigations
have been made to learn how consumers actually”
apportion their expenditures in the satisfaction of their
different wanis.

Dr. Engel, the Prussian statistician, after making
extensive investigations, laid down the following pro-
positions :—

Law of (1) The larger the income of the family,
varistion.  the smaller is the percentage of it expended
for food.

(2) The percentage of expenditure for clothing is

more or less the same for large as for
Law of .
constant  small incomes.

(3) Thep spent for rent and
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for fuel and light is approximately the same, whatever
the income.

Lok (4) The larger the income, the rlarger
varistion.  js the percentage spent on education, health,
recreation, amusement and 50 on. '

The importance of Engel’s law lies in the evils of
cerain taxes which press unduly on those items of
expenditure which must be maintained as necessaries
for life and efficiency.

Classification of Expenditures :

Expenditures are divided mto expenditures  for
necessaries, comforts and luxuries. Necessaries include
all things that are essential to efficient production, not
merely things which are needed to keep body and soul
together, but things which contribute to-efficiency. As
regards the latter, these of course vary with different
persons and different occupations and at different times
and places. :

The line of demarcation between comforts and
luxuries is rather difficult to draw. Comforts may be
defined as things that are not necessaries, but which
under the pressure of public opinion or through the
force of habit has come to be regarded as necessaries.
These are otherwise known as ‘conventional
necessaries’.

Luxury -—Luxury may be defined as those things
which do not rank either with the category of necessaries
or of comforts. Luxury is the name of something vague
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which a society views with mingled feelings of tolerance
and condemnation. In distinguishing between neces-
saries and luxuries, an ingenious writer has placed in
the lit of the former those goods the result of an
increased price of which leads to the curtailment of
consumption of goods belonging to the fist of the
latter.

Many things in themselves_innocent and desirable
(such as silk clothing) and which appeal to taste are
What regarded as  unjustifiable  consumption
luxuries  because they are luxuries. Luxury, however,
consistof s o relative term. The consumption of
the same article is condemnable in one person, justified
i another and the luxuries of one may be common-
place articles of another. Also, there is always a
shifting of goods from the list of necessaries into that
of comforts and luxuries. The real connotation of
luxury thus is not in the character of certain articles,
but of certain articles in therr relation to time and
person. The simplest way to define luxury is to say
that luxury is excessive consumption.  But how to
judge whether or no consumption is excessive 7

Luxuries of all kinds cannot be justified. Wasteful

consumption causes the misdirection of the
Tux activities of the working men. It causes a
justified T reduction in the amount of necessities and
comforts.

When is

Expenditures on luxuries are often justified on the
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ground that such luxuries are beneficial to the poor
who otherwise would be idle. This “make work”
argument is persistently maintained and, therefore,
deserves a moment's consideration. For example,
when extravagant sums are spent or a showy dinner,
the expenditure is jusiified by the argument that wealth
is not wasted, but goes to the benefit of a large number
of men employed,—the waiters, florists, butchers, bakers,
grocers, drapers, jewellers etc. who, but for this dinner,
would be without employment. The real point
which is generally missed 1n such an argument is that
there are many ways in which the money might have
been more usefully spent. If workers are employed
in producing orchids, lesser number of people would
be available for growing potatces or wheat. f a large
number of people would be employed as footmen
and embroidery workers, motor car cleaners and makers
of mosaic floors of palatial buildings, will these not
cause a dearth of men for producing food -stuffs,
clothing and places of shelter? A position may be
easily conceived when the majority of the working men
fived in abject poverty while a few rich men were
surfeited with luxuries, Rather than spend enormous
sums of money at all, it were better if these were
allowed to accumulate in a bank. The bank might
furnish employment to just as many, possibly more,
persons and n more useful ways. At the instance of
an entrepreneur, the money borrowed from a bank,
might creatle an occasion for production not of
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extravagantly expensive food for a few rich men, but
simple food for a large number. Another matter for
consideration is that instead of the rich persons getting
indigestion through over-indulgence in rich food, many
persons would get wholesome food. It raises a genuine
doubtin our mind when we consider whether the
millionaire’s palace, which might build a thousand
‘good homes for men in humble stations of life, has
any justification at all to exist. - A rich man may take
a fancy to amuse himself by setting a house on fire.
The small amount of gratification has cost a very
large expenditure and is out of all proportion to real
economic consumption. The owner of the house
would certainly outrage the sense of moral obligation
were he to indulge in a wanton act of burning it down.

Law of Demand:—Demand in the eco-
nomic sense, means fot simply desire but desire
accompanied by the ability to pay for a thing
in question. Thus demand 15 effective desire.
The Law of Demand is closely connected with the law
of diminishing utility. It states that with a fall in the
price of a thing, the amount demanded increases and
that with a rise in price, the amount demanded
decreases. The demand thus varies inversely with the
price.

Elasticity of Demand :

By ‘elasticity of demand’ 1s meant the extent to which
the amounts, demanded vary with changes in price.
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The demand is elastic if the amount demanded
decreases much as the price is raised. On the other
hand, the demand is inelastic if a considerable increase
or decrease in price is accompanied by no appreciable
fall or increase in the amount demanded.

In this figure, the demand i
curve DD’ has a slow descent, | D \0
thus indicating that every fall
in price registers some rise in
the amount demanded. Hence,
the curve shows that demand is
elastic. The curve D'D” has
rather a sharp descent, thus
indicating inelasticity of demand.

The difference between elasticity and inelasticity of
demand is one of degree only. The dwiding line bet-
ween the two is to refer to the elasticity of demand as
aunity. Compared to this, the elasticity is either greater
than unity (when demand is elastic) or less than unity
(when demand is inelastic).

Elasticity of demand is a unity so longas the
amount demanded at a price multiplied by the price
(i. e. the aggregate sum paid) remains constant.

Elasticity of demand is greater than unity when the
aggregate sum paid at each transaction is greater than
the preceding (on account of purchase of increasing

. quantities at declining prices).
Conversely, elasticity is fess than unity when the
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quantity purchased (although it increases with fall in

price) increases so slightly that the aggregate sum paid

ateach transaction is less than the preceding stage.
Hlustrations :

. Assregae sum paid (muliply-
Amount demanded  Price offered ingth fgres of the twe

Re. Re.

1 [TER 1 "
A 2 L gy oy | Elesidtyof

4 4 U [ RO

8 ol Ak a unity.

; 1 ]! . II/~ } Elasticity of de-
B 100 .. 14 mand is greater

3 8. 18 than a unity.

| JT 1 Elasticity of
< 2 s AT .. 14/ > demandis less

3 A4l .. {12/ § thana unity.

Professor Ely has noted the following general char-
acteristics concerning elasticity of demandi—

General ot . &
propasi- (1) Demand for necessities of life is
tions coneer- rather inelastic, that for luxuries elastic,
ning Elasti-
<ity of De- (2) The demand for goods to the use of
mand, which we are habituated-is less elastic than
the demand for goods the use' f which is a matter of
-conscious decision.

(3) If a thing has many substitutes (e.g. tea, coffee
and cocoa) the demand for it is elastic,
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(4) The demand of a person of large income is not
as elastic as the demand of a person of small income.

(S) Hence, the demand of a rich country is less
elastic than the demand of a poor countfy.

To this we may add a few more peculiarities :

(6} In case of joint demand (when the use of one
article is dependent tpon the use of another, as slate
and pencil) the demand for any one is fess elastic thap
in case of demand for single goods.

(7) In case of composite -demand (j::e. when one

~thing may be used for several different purposes, such
as, iron) the demand is more elastic than would be the
case if the good were used for only one of the several
purposes.

Law of Substitution in C ion ar
Equimarginal Returns :—

If a particular demand is satisfied by any one of two
or more commodities such a demand is known as alter-
native demand (for instance, a journey by rail, steamer
or motor). Then an increase in the price of one com-
modity (say, railway) causes an appretiable falling off
in its demand and thus paves the way for. the substitution: _
of another commodity in its place - (steamer or motor).
The introduction of a less expensive to take the place
of a more expensive good {or service) increases the
demand of the former good and diminishes the demand
for the fatter good. People always substitute the cheaper
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for the dearer good. This explains the progressive
substitution of machinery for human labour.

Any resident of Calcutta must have noticed that
hackney carriages (palanguins in particular) are be-
coming rare phenomena because of the inroads of
motor busses and tram-cars,

From the above is formulated the law of Equi-
marginal Return, - In spending money every one tries
to secure equimarginal utility from the goods bought.
And when expenditures over many items are thus dis-
tributed, the maximum satisfactien is obtained.

Satisfaction of present versus future wants :

A labourer with a daily income of Re. /- and a
daily expenditure approximating Re. 1/~ may not think
of tomorrow's needs. In that case, he will spend the
whole rupee without saving a portion of it. Even if he
thinks of tomorrow, he might expect that tomorrow will
give him a rupee and so he resorts to ‘no saving. Or,
he may be fully conscious of tomorrow’s needs, and
doubtful whether tomorrow will procure him a rupee
(as he may not secure any job), but the temptation of
spending the rupee of to-day in to-day's gratification is
so strong that he'is not stronger enough 0. postpone
some present gratification for tomorrow. And herein
lies the difference between man and man. There are
men so constituted that they feel the necessity of provi-
ding something for the future, i. e. against a rainy day
and therefore abstain from present consumption of some:
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wants.  They are cool, cautious and caleulating and do
not succumb to the present temptations. They are
savers as saving is the outcome of foreseeing future
wants and making an endeavour to provide for ' their
satisfaction. And every rational man ought to balance
between present and future satisfactions and strike a
mean between spending and saving. The old story of
a man living under a leaking roof which he could not
fepair during the monsoon period and leaving it un-
repaired in fair weather when it needed no repairing,
Tas a lesson of its own.,

Generally speaking, however, future wants are ap-
praised differently by different people. The estimate of
food for to-day is realised by the prospect of hunger;
that for the morrow by an anxiety lest one may be
hungry for want of food. There is some uncertainty
attaching to the future and some people are doubtful
if they will at all live up to old age.

Waste in Consumption :

Success in life depends upon earning money and
defraying it in a judicious way. Cne economist has
said that to eamn money is easier than to spend it judi-
clously, People are generally extravagant and wasteful
in the matter of consumption. Wastage in consump-
tion takes place esther through carelessness or because
of absence of adequate knowledge, No body need to
stint himself in the kitchen, but every one must exercise
economy in order that he may have a large
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consumption.  Waste of food takes place in diverse
ways. Food is sometimes needlessly costly, but of no
high nutritive value (e.g. ‘polac’ and other dainty dishes),
inabilitys to secure the best type of food surted to the
requirement of a family, bad preparation of food
(pressing out the starchy watery portion from boiled
rice) etc. Fireplaces in our country are constructed
in such a way that much fire escapes and so there is
loss of coal or fuel. The crying need, specially for a
poor country like India, is to bestow greater care in the
matter of consumption and bring the wastage in con-
sumption to the minimum.



CHAPTER 4.

Production.

—Meaning of Production, Stges of development of

Production of wealth—
Factors of production—Land, Labour, Capital and

Organisation.

Meaning of production:—Production of wealth’
does not mean its creation, ‘as finite man is incapable
of creating matter, Production rather means creation
of utilities and what man can do is to change matter so
as to make it serviceable to mankind.  All creation of
utilities; however, is not production of wealth.  Thus
the creation of utilities in free goods is no production
of wealth. Wealth is produced only when creation
of utilities in economic goods takes place.  Production,
in the correct sense, 1 therefore not the creation of all
utilities, but only those which embody value-in-ex-
change. Professor Nicholson has accordingly suggested
the use of the term “‘econamic utilities” and has defined
production “as the production of economic utilities ;
those, namely, which in general are the result of labour,
possess exchange value, and are appropriated”.

Kinds of There are four different ways of pro-
Production ducing economic utilities, namely,—
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(1) Creation of form utility which consists in
changing the form, shape, weight, colour or any other
quality of an article 5o that its capacity to satisfy wants
is increased. Some writers speak of this as material
utiity. The conversion of water into ice is an instance.

(2) Creation of place utility which also enhances
utility by a change of place. A thing in one place is
more valuable than in another, e.g., rice transported
from the rice-growing fields to the cities.

(3) Creation of time utility which also augments
the utility by a change in time. Thus the withholdirg
of & thing until it can be most useful (e.g. winter clothing
stored in summer) is the imparting of time-utility.

(4) Creation-of possession-utility which also en-
hances the utility by a change of ownership. Thus the
selling of fruits by the dealer to the consumer isa
creationof possession utility.

Factors of Production :
The two original or primary factors of production’
are man and nature and there is a closs co-operation
between the human and natural elements
‘_'_‘H::l::‘ fot creation of utilities and gratification of
Nature. wants. Sometimes man acts upon nature
as, for instance, by the construction of
canals and thereby providing for transportation facilities.
Or, nature acts. upon man as, for instance, by accus-
toming the early settlers in a new country to climatic

Two origi-
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¢onditions.  And finally, there is collaboration between
man and nature as, for instance, in agricultural opera-
tions when the productive forces of the soil and human
labour transform a land, hitherto lying fallow, into
food-growing area.

But, in text-books of Economics, a place has been
Forur given to four factors of production, namely,
factors. land, labour, capital and organisation (their
respective shares in distribution are rent, wages, interest
and profits). -

Stages of development in economic activi-
ties:—As man has played a great part in the produc-
tion of wealth and his efforts to secure a fiving go back
to the remotest past, the, knowledge of the economic
activitles of our ancestors is based, more or less, on
speculation. Economic history has traced the stages of
development of these efforts of men. These had a
rudimentary beginning until, by a process of evolution,
the present day industrial and commercial organisations
have come into existence.

First stage—Hunting and Fishing stage:
Primtive man’s want for food and clothing was
satisfied by hunting and fishing. With a successful
day’s hunting he gorged himself, but feasts and fasts
alternated as everyday was not an auspicious day for
the hunter or the fisherman. People lived a nomadic life
as the sources of local food supply were exhaustible.
Strangers were not admitted, but there was a feeling of
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$olidarity among members of a tribe. The density of
population was low because nature’s bounty is ex-
haustible and because of consequent severity of struggle
for existence.

Second stage—Pastoral stage :—In this stage
of economic existence, life is more peaceful
and less roving. Man is i a position to provide
for present and future wants. ‘Animals are
domesticated and they provide with a steady
supply of milk and meat. The occasion for
moving from one place to another was necessitated
by the difficulty of pasturage. - Private property in
herds and flocks steps in, but none in land. On
the whole, man 1s less dependent upon natures
uncertain bounties. England was at this siage at the
time of Caear's invasion of England.

Third stage—Agricultural :—In this stage,
man has a settléd instead of a nomadic existence.
Crops are grown and both man and breeding animals
subsist on agriculture. Slavery appears and captives
of war, instead of being killed, are put to work in
the fields. Men may do some roving and hunting and
fishing work in periods of slack agricultural season or
when women and the slaves do the agriculiural work.
Man now learns to work and to save. The idea of
private property in land now takes its birth. The
foundation stone of modern civilisation was laid
at this stage. Finally, relations are established with
neighbours and benefits of associated life are realised.
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Fourth stage—Age of small tools or handi-
-crafts :—Some men now produce useful things for
the use of their fellow beings. . This stage is the
handicraft  stage as the workman or craftsman
does everything by hand. By Specialisation some
crafsmen  become more efficient than others
and so they get a good return for their labour.
Hence exchange of one form of wealth for
another dovelops. Barter is also  superseded by
money economy, though the money material may
have been of the crudest type.’ :

Fifth stage—Factory system (Present stage):—
The employers provide the labourers with capital
and raw materials and control the process of produc-
tion. The workers cannot afford to ‘buy costly
machines and “house them in costly buildings
and hence they are forced to move towards
factories for employment. They thus lose their
position as independent home. workers.  They
now cease to be: their own masters, as in the
handicraft stage.  Factories  assume  enormous
importance, large scale productions -are carried on,
elaborate division of labour and specialised machines
are employed, competition becomes keen, cities grow
and factories ctowd round them and the machinery of
credit is employed in perfection. All those processes,
so markedly a contrast with their predecessors, have
brought about a revolutionary change and are accord-
ingly characterised as the Industrial Revolution.



CHAPTER 5
PRODUCTION (Contd.)-LAND.
Land—a factor of Production.

Contents :~Land, its meaning.  Extensive and  Intensive
cultivation, Small scale and Large scale fa:rninﬁ. The Law of Dimi-
nishing Return. ks relation to urban site. Forestry and mining end
‘manufacturing industries.

Meaning of land.
Marshall defines fand” thus :—

“By land is meant the material and the forces
which Nature gives freely for man’s aid, in land and
water, in air and light and heat.” Thus land includes
{and in the strict physical sense, also water, the atmos-
phere surrounding the earth as well as the various
minerals that are found undemeath the soil. In addi-
tion to these natural resources, land also includes the
forces of nature; for instance, power that lies ina
natural waterfall or natural lightning, the sun's heat
which enablés the vegetable products to grow, the
winds which enable men to propel machinery and
sailing vessels and so on.

. Thus, nature with her resources exerts a permanent
influence in shaping a nation’s” ecanomic destiny.
Its import. | hOSE Nations that are in the van of pro-
AnCe: gress have been richly endowed with natur-
al resources, in some form or other, The productive
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capacities of England, one of the richest countries in
the world, owe, not a litfle, to her coal and iron mines,
her insular position, natural harbours, navigable rivers,
environment and her rich soils,

Land helps man in production in a variety of ways.
Crops are grown in agricultural land. The cattle feed
Veriows 0 land called grazing land. Timber and
sovvices of various other products are obtained from
land. forest land. Minerals are extracted from
mining land. Roadways and oceans act as nature’s
highways of commerce. Land gives us standing room
for space, location or support.

The cultivation of land, called farming, is either of
two types—Extensive and Intensive. When cultivation is
spread over a large acreage, some land being operated on
Culiiva-  and some being allowed to lie fallow, so that
tion— . . . "
Extersive  cUltivation of both is carried on by rotation,

or it is called extensive. In new counries
with plenty of fertile land, the early settlers cultivated
land on the principle of extensive cultivation.

Under intensive cultivation, the area of land at the
disposal of each cultivator is swictly limited. In old
countries with a high density of population,
where all land has been taken up, every
inch of fand has to be scientifically cultivated and there
is no likelihcod of land being used with prodigality,
The same plot has to be cropped year in and year out
and hence manuring has to be applied for conserving

Intensive.
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its resources. The whole energies of the intensive
cultivator are applied to make each plot yield the maxt-
mum quantity, at the same time keep its productive
capacity intact,

Small-scale and Large-scale farming.—In agri-
culture, as in the domain of manufacture, the cultivas
tion may be carried on by the tenant-farmer or the
owner-farmer being assisted i his operations by the
members of his family. Evidently, his resources do not
permit him to undertake capitalistic improvements and

specialised machines. This kind of farmmg is called
small-scale farming.

Under large-scale farming, the or@nisaiion is large
employing, as it does, 2 large number of cultivators
and utilising up‘l()«dale machinery and implements.
“Thus the produce s large. Generally speaking, inten-
sive cultivation is small scale farming and extensive
culbvation large scale farming.

Srmall scale farming presents the following advant-
agesi—

(1) It is specially adopted for the growing of crops
Advactages Which  reduire personal  attention  and
of Small mnutest care, e. g, fruit-growing, garden-
scale farm-
ing. farming etc.

() ltgivesa large produce per unit of land and
50 it can support a dense population.

(3) A personal relation exists between the
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employer and employees and many labour problems:
which large scale operations generate are avoided.

The disadvantages of small scale sysiem may be
thus enumerated :—

(1} The opportunities for employment of agricul-
Disadvant. tural machinery and implements and divi-
.Sf::l‘ll: cale SO0 of labour bemng naturally restricted, the
farming. return per acre 1s rather low.

(2) A large farm can ;;roduce more cheaply than
a number of small farms ;

(3) The cost of transporting-the produce is also.
relatively high.

The Law Of Diminishing Return—The crop-
ping of {and removes certain valuable constituents which
are restored by allowing it to remain fallow or by theap-
plying of manures. Thg earliest cultivators, accordingly,
migrated from one plot of land to another. A modern
cultivator is not a migratory farmer and has, therefore,
to face an inconvenient situation. He realises that na.
amount of manuring and careful tillage will enable him
to prevent the law of diminishing return from happen-
ing. In an undeveloped land he may bly apply
additional doses of labour and capital; but, sooner or
later, he will find that any extra crop obtained by
employment of an extra dose of labour and capital
will not cover his expenses.  This is the Law of
Diminishing Retumn. It applies in every branch of




PRODUCTION 4T

industry ; but for the present let us see how it makes
itself felt in agriculture,

Professor Marshall’s statement of the law is as
follows :

“An increase in the capital and labour applied in
the cultivation of land causes in general a less than

X proportionate increase in the -amount of
Statement . . .
of the Law  produce raised, unless it happens to coincide

° with an improvement in the arts of
agriculture.”

“In other words, it may be taken as being generally-
true, that after a certain stage in cultvation has been
reached, the soil fails to respond to the efforts of
man, and yields a propertionately decreasing return to
new applications of labour and capital, unless new
methods of agriculture, new machineries or new
fertilisers are utilised to counteract the tendency of the
soil to exhaust its properties”—(Thomas).

The law of diminishing return applies both to
intensive and extensive systems of cultivation. If units-
of labour and capital are applied in the same plot of
land, one after another, each unit may produce, up to
a certain time, a proportionately increasing yield.
And a umeis reached when a productive unit will
produce the greatest amount of produce. If further
units are employed, the total product increases, but
the product per unit of labour and capital diminishes.
Hence, other things being equal, continuous units of
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labour and capital, applied on a plot of fand, wilt,
after a certain stage is reached, give less than a
proportionate return. But “‘other things” may not
remain the same. For instance, if the sofl is enriched
by adoption of better manure, rotation of crops, if
better agricultural hipery is introduced,

doses may result in a more than a proportionate return.
And solong these improvements happen, the law of
diminishing return may be held in-check. But in a
static condition of things, the law cannot be indefinitely
held in abeyance. lts operation, therefore, becomes
irresistible. This is an application from any one plot
of land under intensive cultivation. The proposition
-that the returns  diminish refers to the quantity of the
produce raised and not to its value, corn dxmm\shmg in
maunds, not necessarily in money.

But it 1s a matter of indifference whether “additional
doses of :abour and capital are applied to the rich
. fand under pocrer and poorer conditions, or to poorer
and poorer scils. Inthe former case the cultivation,
as already stated, is intensive; in the latter case,
extensive.

Lands differ in fertility and the same application
of labour and capital in each case may be accompanied
by decreasing yields. Take an illustration ¢ suppose
“there are three plots of land of different grades of
productiveness. A unit of labour and capital in the
frst soil gives 25 maunds of com, in the second soil
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-20-maunds and in the third soif 15 maunds. It may
also be supposed that the three -applicatiors - of labour
and capital were made on ‘the same land yeildng
successively diminishing retumns of 25, 20 and 15
maunds. The return of 15 maunds is called the
marginal return arid in either case there is a“margin of
ultivation. The margin is said to be extensive when
‘poorer and poorer lands are resorted to, so that the
land cultivated last barely pays for its expenses, but
no rent ; it is said to be intensive ‘'when more capital
and labour are applied under less favourable conditions
to the superior land, i.e. beyond the point of diminish
ing return justup to.the point when the last dose of
labour and capital pays for the product raised. Thus
the law may apply either to the same doses of labour
and capital applied to successive tracts of land
or to the same doses of fabour and capital applied to
the same area of land. In the first case the variable
factor 15 land and units "of labour and capital remain
constant. In the second case land remains constant
and a decreasing return is the result of increase of two
factors, labour and capital.

This law applies not only to agricultural lands, but
to other kinds of land as well. Take urban

Does th
L:::- of land ; a plot of land in the heart of the
ﬁ;"‘,‘;:’a:n city of Calcutta on’ which, by investing

‘"l:ﬂ agri- labour and capital, a building may be

<cultur ;

Hone 2 erected and thereby a return obtained. [f
an unambitious hut is raised the income is

v
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meagre, out of all proportion to the value of Jand.
Erect a one-storied house, by applications of more
doses of labour and capital, and the return from this
results in an additional income. A two-
Raappll  storied, even three-storied, house will still
Usben Site. give increasing retumns from  investment of
labour and capital. If the law of diminish-
ing return did not operate, the expenditure could have
been indefinitely increased and an increasing income
in proportion to the increasing investment of labour
and capital obtained. But a time comes when the
owner of the land mugt cry halt and no more units
of labour and capital will be employed upon the given
plot of land. “
The law applies sharply in extractive industries, i.e.
agriculture, mining and forestry where differences in
cost are permanent.  Some forests are better
Forestry & . N
and Mining than others just as some agricultural lands
are good, others less good.  Advantages in
location and proximity to market also count. So also-
in mines which differ from one another in respect of
intrinsic worth and accessibility. The law  of diminish~
ing return applies to mines in a double sense. Addi-
tional doses of labour and capital applied to a mine
cause a less than a proportionate return (when the
mine is being worked deeper and deeper). But a mine
exists as nature’s fixed reservoir and when the whole
of the mineral is taken out, there is no more of it left
and the mine becomes a hollow pit.
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The principle of diminishing resurn is applicable in

the manufacturing industries in aless degree. The law
is more evident in the extractive industries, because
nature plays the chief part and the influence of nature
is paramount. In the manufacturing industries, man’s
contribution is superior to nature’s, and man by his
Monufae.  INCTERSING knowledge, inventive genius and
turing in.  Organising capacities, aveids diminishing
dustiies - o :
3 return and obtans increasing returns. But
we must not forget that here there 1s a delaying in the
application of the law and no permanent getting rid
of it.

The notable feature of land is its fertility. Lands
differ in productiveness or fertility and the differences
rest, as Ricardo said, on the “original and indestructible
properties of the soil.”  The conformation of the land

is a factor in determining its productiveness.
:‘f’::‘c':""‘c;' Thus a steep hill-side compares unfavour-
the pro-  ably to a ferille plain. Climate though, in
d.':;"'m °f grictness, not a property of the soil, is

vitally connected with it and upon climate
rests vitally its productiveness. Hence fertility, con~
formation and climate make for productiveness
of land.

Another factor is location. Proximity to or remote-
ness from the market, navigable river etc. tms to
be a distinct advantage or disadvantage. {tis true,
location of land does not affect the amount of physical
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product, but it does affect the price of it and the
cost “of transporting agricuftural products is no negli:
gible ftem. The human factor in lmpro\ung “the
character of land must be emphasised. “Foritis up to
man to improve the soil by adoption of mechanical
and chemical devices. The former “enable the soil
to hold plant roots gently but firmly, and to emable the
arr and water to move about - freely init””  Chémically,
the soil must be provided with inorganic elements
which the plants tequire and by introduction of
chemical ingredients barren soils may be converted
into finz arable areas.



CHAPTER 6.
‘Production (contd.)

 Contents :—Labour, its meaning. Productive and Unproductive
libour. Malthus’ Theory of Population. Effciency of labour.
Division of latour. hs advantages. and disadvantages. Machiery.
Its advantages and disadvantages.

Labour :

Land is a factor ewernal to man, but labour is
mseparable from man and hence labour and labourer
afé convertible terms. The importance of labour, as™
a factor of production, is paramount. Even where
nature  showers . her choicest bounties, under most
favourable climatic conditions, man profits little unless
e exefts himself. The teaching of economic history
15 that man will have to work and get a living by the
sweat of his brow.

What is labour 7—All human exertion applied
in the production of wealth is labour. It may be an
exertion of the body, or mind, or both, but it must have
an objective, the production of wealth  Hence, all
exertion undertaken for the sake of mere pleasure (e. <
orie who ascends a mountain as a sight-seer) is exclud-
ed. But the exertion of the mountan-guide is econo-
mic labour as it is undertaken not for pleasure, but for
a reward.

Economic labour is continuous, monotonous and
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displeasurable.  All labour, however, is not equally

. irksome. The work of a teacher is far fess
Attributes
of labour, 5O than that of a manual labourer. Even

there are teachers who find a pleasure in
imparting knowledge.  This is true of the most kind of
intellectual labour and such labour may be regarded as
an exception, as the greater part of the world's labous
is mot at all pleasurable. As mankind progresses in
civilisation, expedients are adopted for some mitgation
of irksomeness of manual labour. Thus shortening of
hours of labour {eight hour day 1s a universal cry), pro-
viding for recreation and other welfare arrangements’
and the growing consciousness of dignify of labour-
are calculated to lessen the monotony and displeasur-
ableness of labour.

Productive and unproductive labour :—There
may be two kinds of labour. Either labour helps in
the production of a visible, tangible or material com-
modity (e.g. a chair), or it may mvolve the rendering
of a service {e. g.-a doctor's service). There wasa
time when the economist regarded the former kind of-
labour alone as productive ; the latter kind of labour,
though useful, was looked upon as unproductive. This
opinion was advocated by economists like Adam Smith
and J. 8. Mill. and the view that such labour as turned
out material things alone was productive, was persistent-
ly maintdined for a long time. Various inconsistencies
followed from such a disunction. Thus the maker of
a harmonium was productive, but the musician who
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played on it was unproductive.” The soldiers were
unproductive, but rot the producers of guns and gun
powder.

The distinction tetween things useful and useless
isby no means the same as the distinction between
material and non-material or agriculural and non-
agricultural labour. In fine, the test of productiveness
of labour is the creation of utilities, as labour creates
utilities only and not matter. .

Modern economists regard various kinds of fabour
as productive. Men engaged in trarisportation services,
members of the army and navy, the inven-
tors, domestic servants, judges, politicians,
agriculturists, manufacturers and commercial
agents are all productive members. -

Another group of economists,” Physiocrats by name,
also took a -one-sided view of productive labour.
According to them, labour employed in extractive
industries (agriculture, mining and fishery) alone is
productive. They understood by production creation
of raw material, and not wealth in its diverse forms.

The Socialists’ view of productive labour is also one-
sided as, according to them, Jabour alone is productive,
neither capital nor land (these are mere material means
of production, but are not themselves productive).

Who then are unproductive labourers 7 Evidently

they are those who, instead of producing
Snproduc: wworks of utilty, destroy such works.  Such
are the thieves, swindlers and those who

Productive
bour
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wantonly destroy useful things like the aggressive soldiers
let loose on a conquered countsy.

J. 5. Mill has given a fourfold classfication of
Vasi labour which is as follows:—

ariots
kinds of () The liberal professions supplied by
Labovr 4o sons of professional and leisured class,”
e.g. lawyers.

(2) The more highly sk:lied manual employments
filled by the sons of skilled artisans and tradesmen who
fank with-thern, e.g. the watch-maker.

(3) The lower classes of skilled empioyments
recrvited from the sons of the artisans in the same,
grade, e.g. weavers.

(4) Unskilled labourers who remain from father to
son in the same grade, e.g. fizld labourer,

Another Three kinds of labour are distinguished
classifica- by some writers i— :
oe 1. Manual labour.
2. Mental labour.
3. Supervision,
Labour Supply:

Production of wealth is dependent upon labour.
The supply of labour is again dependent [upon the
quantity and quality of labour.  There should exist in
every country a sufficient rumber of efficient men for
purpose of production. The labour power and its
productivity is compounded of the following factors:—"

() Numencal strength.
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{b) Efficiency of the individual labour.
w(c) The organisation of labour supply.

Numerical strength :—Malthus' theory of popu-
Jation.

The English economist Malthus (1798) in his
“Essay on the principle of Population” drew the atten-
tion of the world to the relanon benween population
and means of subsistence. His reasoning is made up
of three parts :—

The first part refers to the supply of labour. Popu-
lation, in his opmion, if not checked, terids to increase.
in a -geometrieal -progression (at the rate of 1,2, 4,8,
16, 32).

~ The second part of his reasoning relates to the
demand for labour and “the produce which naturé
returns to the work of man is her effective demand
for population”. And food-supply increases in an
arithmetical progression (at the rate of 1,2,3,4,56).
Hence, an unchecked population will * double itself in
25 years.

The third pert relatesto the conclusion which
Malthus draws from supply and demand sides and it is
that checks must be applied in order that a correspond-
ence may be brought about between population and
food supply. An increased population may be counter-
acted in two ways, by positive and preventve checks.
Posive checks are those that cut down numters
already born_(by starvation, disease, war, infanticide etc).
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Preventive checks are those which prevent additional
numbers from being brought into the world. “The
first operate through a high death rate, the second
through a low bith rate; in other words, the first
through an excess of deaths, the second through a
limitation of births”.

Some of the criticisms brought against his theory
may be summarised below :—

L (1) Malthus underestimates the possibi-
Criticism of |. 3
the Mat, . lities of increasz in food supply and the
dhadsn  accuracy of the arithmetical ratio of its
increase has been disputed. Of cousse,
there are definite limuts to the increase of food-supply,
but these are more elastic than. Malthus supposed.
“The methods of cultivation have marvellously improved
and the area of cultivation has been extended.

{2) Malthus' estimate of increase of population is
also exaggerated. And two arguments have been put
forward to show that the increase in a geometrical ratio
15 rather fancied :

(a) The biological argument—the power of
reproduction  diminishes with advance of
civilisation, but whether this diminution 15
natural or amficial is an open question. The
fact, however, is that the higher classes have
small families,

{b) The socio-economic argument—the size of
a family varies inversely with -wealth. “In
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the poorest families early and improvident
marriages lead to increased numbers.

child born is regarded as a prospective bread-
winner and so increase goes on unchecked.
In rich families marriage is invariably delayed
and thereis a restriction of numbers’ as the
idea is to have a few children and fully train
them rather than have many and ill-train
them.

(3) The second part of Maithus’ reasoning has
‘become rather obsolete. The vast developments of
international trade and the opening up of ocean routes
have made it possible for one couhtry not to produce
food, but any other kind of wealth in exchange of
which food may be imported. The real antithesis
to-day is not so much between population and food as
between populaion and  wealth (or efficient
production.)

(4) Another writer has criticised Malthus because
he has contrasted a purely hypothetical man with a
purely hypothetical nature, as neither is man prolific
in the matter of propagation, nor 15 nature taxed to her
utmost in any country.

From all these considerations Prof. Seligman
comes to the pertinent conclusion, “The problem of
population as a whole is, then, not one of mere size,
but of efficient production and equitable distribution.
Thatis, it i§ a problem not of numbers alone-but of
wealth,”
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Efficiency of Labour :

There are many factors that contribute to the pro-
ductiveness of labour and these concern  the skill and
ability of a Jabourer to perform -works. The contri-
butory factors may be enumerated as follows :

(a) Physical strength :—mn certain occupations

(b)

(O

muscular strength is the primary requisite in
a labourer. The labourer should be physi-
cally strong and of muscular habits. And
differences in  this respect; as befween
differern nations; are traceable to racfal
charactenstics, variations in health, strength,
intelhgence and skill.

Influence of climate and physical condi-
tions :—A temperate climate is more condu-
cive to sustained labour than tropical heat
which produces an enervating effect.

General intelligence :—intelligence consider-
ably influences a lalourer's efficiency. There
are marked differences in intelligence between
nation and nation, man and man, brother and
brother. Intelligence is either a gift of nature
or an acquired qualification. In the former
case, heredity and in the latter case environ-
ment and education are determining factors.
On the whole, differences in intelligence are
due to natural gifts.

(d) Education :—education fits a man to
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perform his duties intetligently-arid conscien-
clously. It “leads to breadth and elasticity of
mind.” Technical and commercial educa-
tion increases his efficiency, particularly in
his own branch of employment.

The quahty and quantity of necessaries of
fife =—a’ tabourer must be proper]y fed,
clothed and sheltered if he is to be an
efficient worker. A variety in food and other
necessaries develops productive power:

Influence of occupation and amount of
remuneration :—health of a labourerdepends
upon the sanitary and housing conditions in
the occupation, medical facilities ete. Health
also depends on how wages are spent.” A
sober workman benefits more from his
jodicious expenditure than one given to
habits of drink and gambling.

Numbers of hours of work :—long hours of
sustained work are devitalising. Reduce the
fhours and you invariably add te ‘a labourer's
efficiency.

Moral and intellectual qualities :—these also
increase the productiveness of -labour

“Temperance, trustworthiness, skill, alertness,

quick perception and 2 comprehensive
mental grasp—all these and other qualities
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belonging to the soul of man are of perma-
nent importance.”

(i) Finally, the capacity of one individual worker
to co-operate with others is of vital import-
tance. Different laboures have to be assigned
different tasks according to their capacities
and there should be introduced an efficient
division of labour among them.

An efficient labourer earns more wagés than one less
How an efficient. Butdear labour is cheap labour
efficient  from the employer’s standpoint, because:—
Inbourer - g & .
Benefits bis  (a) he works with instructions given tor
employer-  him and with discretion ;

(b) he economises in the use of raw matertals ;

() he handles delicate machinery to advantage 7

(d) he produces more things in a certain time
and so the output increases, but nat the cost
proportionately ;

(¢) heis elways alert for adopting improved
methods.

Division of labour :

By “division of labour’ is meant the transferring of
work, formerly done by one person, to different persons
What 3 With the result that he performs a small part
meant. in the production of a single asticle and by
an exchange of his service gets other things for satisfy-
ing his wants. .
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“The different stages in the development of dvision
Different  Of labour may be stated as follows :-—

kinds of (1) Division into callings or trades. A
division of ! :
Iabour. man is a farmer, another a shoe-maker, an-

other a house-builder and so on.

(2) An extended form of the first form 1s division
into industries. The farmer at this stage works along
with other farmers under a rich employer, but each
farmer himself makes a finished article. -

(3) Division into complete processes by subdivision
of labour. Thus a pin, in its entirety, is no longer done
by one man. To take the classic example of pin-
making.given by Adam Smith :

“One man draws out the wire ; another straights it ;
athird cuts it; afourth pointsit; a fifth grinds it at
the top for receiving the head ; to make the head re-
quires two or three distinct operations” and so on.

(4) The division of labour into incomplete pro-
“cesses, With the advent of machinery the processes of
production become indirect or roundabout and a simple
task is split up into a series of subdivided tasks. =An
industry, say textile, has now several subduisions like-
spinning, weaving etc.

(5) The geographical or territorial division of labour
leading to localisation of industries. Localities which pos-
sess some peculiar advantages such as proximity to raw
materials, water power, markets, climatic advantages,
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cheap labour, credit facilities etc.” favour the congrega-
ion of Various industries.

Division of labour.—Division of" labour can be
analysed according as it is simple or complex. Under
Simple and the simple form, a worker cafries through
Complex.  the whole of one of the stages in product-
Son.  Under the complex form, even in the same stage
of production there has been a sphtting up into several
operations, for instance, when one man spins and an-
other weaves. “From the point of view of the individual
the division of lzbour means specialisation; from the
point of view of saciety It means co-operation,

The advantages of the simple form of division of
Jabour may be considered under the following heads:—
Advantages .(1) Thereis a gain in skill or de)‘qerlzy
of divisien which comes from the constant practice of
of labour- b same occupation (e. g, operating on a
type-writer blindfold). Practice makes perfect. And
men are dexterous because they have been long "prac-
tised, not that they practise an art with inborn dexerity.

(2) Theress a saving intime. The hand and the
eye get s accustomed to the operations that they are
“done without conscious effort and much time is econo-
mised.

(3) Adaptation of tasks to the abilities of the wor-
4ers, 50 that every one is called upon to do that for
which he has the greatest aptitude (e. g., brain workers
-and manual workers). -
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(4) The period of apprenticeship is shortened
and there is a gain in the quantity of wealth produced..

(5) Itallows women, children’ and balf-men to
work and thus the entire productive force of a com-
\munity is scientifically exploited. It is possible also to
fit each man to his proper place.

(6) It leads to a specialisation on a territorial basis
and thus a country secures products of different couritri-
es most advantageously produced, and at the same time
1tis enabled to concentrate its own energies in the most
productive channel.

(7) The breaking of a productive process into
simple operations and assigning each process o a sepa-
rate worker means that the .movements are standar-
dised. And once the work is reduced to a routine, the
way to the invention of machines is paved.

The dangers of division of labour are:—

(1) One risk of specialisation is that it is
Defects of
division of narrowing. It tends to make an individual
tabons: workman a machine rather than a man.
He can take no direct personal pride in the product.
All power of initiative is stifled.

(9) Socially speaking, it stands in the way of develop-
ment of a country’s well-balanced economic system.”

(3) The territorial division of labour leads to speci-
alised production the risk of which is clearly seen .in
case the industry fails or the foreign demand ceases. .-

v
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(4) The-evils of division of labour are the disadvan-
tages of the use of machinery.

{5) The evils that follow from the factory system of
production, e.g. over-crowding and slum-ife, insani-
tary housing conditions and the moral degradation of
the labouring poputation. One notorious result is the
excessive inducement offered to young children_ to
work before their productive capacities have been
developed.

(6) There is also a decrease in general intelligence.

(7) It hinders mobility of labour, at least for some
time, as the skill has only a limited field of employment
and its value is lost outside that field.

Advantages of Machinery :

Use of machinery gives rise to the following bene-
ficial consequences:—

(1) It can work faster than human limbs,

(2) By taking pver works which formerly required
considerable muscular strain, machinery has relieved the
strain on human muscles.

(3) More accurate works and monotonous works are
performed by machines. Machinery thus considerably
softens the monotony of human life which is involved
in the performance of monotonous works,

{4) The output is increased and the cost of produc-
tion is lowered. A variety of goods is produced and
there is a cheapening of prices,
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(5) Use of machinery necessitates a development of
general intelligence and once this takes place it is im-
material whether one works in a watch-making or gun-
making industry. Hence, machinery weakens the
barriers between different employments.

(6) The system of inter-changeable parts contributes
to accuracy of production.

Disadvantages of the use of Machinery :

A few charges have been brought against machinery:~

(1) It produces a harmful effect upon the worker.
Labour becomes simple, but it loses its attractiveness and
educational value. “A working man becomes a mere
cog in a great mechanism’”, But, to this charge, it may
be replied that machinery performs the heaviest works,
thus leaving to human beings the work which requires
intelligence and skill.

“(2) People also declaim against the factory life with
its long hours, insanitary conditions, industrial accidents
ewc. But healthy factory legislations may be rélied
upon to put an end to these evils.

(3) Itissaid that machinery production is antago
nistic tq the development of art. But_ this charge is
really unfounded as—

(a) for the appreciation of art leisure is needed
and machinery providés men with leisure,

(b) the machinery does the preliminary works for
the artist, but not the’ work in its entirety.
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“AWill a building be less artistic”, asks Bly,
“because much of the heavy work of dres-
sing the stone 15 done by machinery "

(4) The most formidable charge brought against
machinery is that it throws labour out of employment.
A machine is a labour saving device and its employ-
ment causes labour to become superfluous and all of it
is no longer wanted. The reply to this charge is that
the unemploymzm is only temporary and not perma-
nent. The dismissed labourers are, sooner or later,
reabsorbed. This can be easily proved by the following
arguments :—

(a) Machinery produces things cheaper, the de-
mand for the aricles increases and more
labourers are employed.

(b} Labourers are needed for the making of the
machines.

() Consumers will have savings as buyers of
goods at cheaper prices and the surplus
income will create demand for hitherto un-
satsfied wants. New industties are stimulat-
ed, necessitating employment of labour.

(d) Some people would prefer to buy more leisure
by working shorter hours, eaming less, but
securing satisfaction of all the former wants
(as things now become cheaper). This
.creates a void in the labour -supply to be
fifled by the-displaced workpeople.
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{e) Finally, some people will have more savings
as they live in an era of machine-production
and the increased savings will find their way
in bank deposits. The banks will encourage
loans and business people can tumn the
capital to good account when capital co-
operates with labour.



CHAPTER 7.

Production (contd.)—Capital.

Contents : Cepital, its meaning. Diffesent forms cf: capital.
Factors favouring the supply <f Cagital. Land is rot Capital. Capirelistic
‘production is round-sbout production.

Its meaning :—Capital is used in more senses than
one. By some it is identified with money which is-
fent and fetches interest. But other forms of wealth
also bring interest and so another view is to regard as
capital all loans of wealth. An extended connota-
fion has been given to capital by reckoning as capital
afl forms of wealth, loaned or not, provided it gave an
income to the owner,

The expression “acquisidive capital” denotes those
forms of wealth which yield an income.
Such capital is not necessarily productive
capital “‘as interest is paid by the borrower
for loan of capital which may not be
applied to a productive purpose.”

Some economists define capital as consisting of
those goods which have been already produced and
which are used in the production of further wealth.
This kind of capital is called ‘productive
capital, as distinguished from ‘acquisitive

Capital,
Acgquisitive
d

Productive
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capital, Productive capital is social capital as the society.
stands to gain from it. Acquisitive capital, though it
brings & gain to the owner, may not benefit society.’
Thus houses let on hire by a landlord are his acquisitive.
capital, i.e. individual capital, but from the standpeint
of the society they are consumption capital.
. Unaided, man can get but litle from nature and
the instruments, tools, machines etc. that assist him'
in the production of wealth are called
:;“&‘;;::I“ capital.  Since ?apital is obtained ] from
man's labour applied to nature, capital is
crystallised labour and land evidently is not capital.’
Land is a gift of nature, capital is man-made. The
simplest agriculturist's tool and the most gigantic
machines are the result of past human labour and form_
a2 part of wealth (other than land) which is used in the
production of further wealth. And because capital
is productive of further wealth, the owner gets an
income when it is transferred by tim to another, the
producer of wealth. Hence, capital consists of those
forms of wealth, other than land, which are expected
to give an income to the owner. Capital and income
are thus co-relative. A community’s capital, therefore,
consists of appliances of production, tools, buildings,
machinery, raw materials, railways etc. The word
‘capital’ is reserved to denote those forms of wealth
that aid in the production of further wealth. Wealth
consists of directly consumable goods, ie. goods
that are objects of direct satisfaction. Hence, what
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capital prodaces with man's aid (also with the- aid
Distinetion_ Of land) is wealth. .The seme article, of
between— course, may be etther capital or wealrh
Wealth

dnd according to the intentions of the owner.
Cagitsl.  Thys 4 motor car, used as a pleasure
drive, a house in which the owner resides, a piano
which is played on by the owner, the entire
household effects are not capital, but wealth.
The - moment they are let on hire .and bring
an income they become capital. The doctor’s car'
is capital when it is used on a professional mission,
but wealth when used, as a _pleasure drive. Hence, all
capital is wealth, but all wealth is not capital.

The concrete things such as machinery, buildings,
Cogital and Y materials etc. are capital goods. The
Capital money value of these (say, Rs. 10,000 which
wads is distributed in these ilems) is referred to
simply as capital.

Different forms of capital :—Capital is used in
various ways; it also shows a rémarkable variety.
The principal types of capital may be noticed as
follows :—

(1) Individual and Social . Capital. Individual
capital is capital so regarded from the individual point
of view. Capital produced and used by society is
social capital.

(2) Fixed and Circulating Capital. The fixed'
capital lasts for a succession of operations and a part
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of its value only passes over into the product with the
use of it. The circulating capital s wholly used up
in asingle act of production. The difference is one
of degree only.. The oil used by the oil engine
is circulating capital, but the engine is fixed
capital. '

(3) Trade and Consumption Capital. Under ‘trade’
capital are included tools, machines, factories, raw
materials etc. which are used in the production of other,
articles, Trade capital is also known as ‘auxiliary’
capital or ‘instrumental’ capital. “Consumption’ capital
includes things which directly satisfy wants, e.g., food,
clothes, houses etc. i
.-(4) Material and Personal Capital. ‘Material’
capital consists of concrete, tangible or material things
which are capable of being transferred from one person
to another, eg., a house, a factory, a locomotive etc.
“Personal’ capital includes those faculties, energies and
habits which render a man efficient and constilute a
source of income to the possessor—qualities which,
however, cannot be transferred in themselves, for ins-
tance, & musician’s capacity of singing

(5) Capital is also regarded either as ‘specialised’
(or sunk) and ‘unspecialised’ (or floating).  When
capital is invested in a specific form and cannot be
withdrawn to be invested in a different form, it is “sunk’
or “specialised” capital, e.g. capital invested in an open
railway line. It is ‘floating’ or ‘unspecialised’ when it
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can be changed at pleasure from one form to another
for employment, e.g., money.

How capital originates :

Capital originates in saving and saving impliés a
deferment, a 1t of present cor fon for
the future. In the primitive stage, capital was the
direct result of saving on the part of the men. Thus a
portion of the yield of the harvest was saved by the
grower of corn and left unconsumed in order that it
might constitute seed for the next year's harvest. To-
day all forms of wealth are exchanged in money and
surplus income is saved in.money, perhaps, placed in
abank. The saver is rewarded with an income, called
interest, the bank’s borrower turnis the savings to some
productive enterprise.

Capital originates, therefore, in the saving of a
surplus of production over consumption. Where this
surplus is created by a deliberate stinting of present
wants, capital is said to be result of abstinence {ora
painful deferment). But where no personal sacrifize is
involved (e.g. saving by a lawyer holding the topmost
position in the bar), capital still originates in saving ‘or
‘waiting. Wiaiting thus is a_happier word than
‘abstinence’.

Factors on which depend the supply of savivgs
or capital :

The supply of savings depends upon two factors—
(a) the power to save and (b) the will to save,
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(a) Power to save :—This power is furnished
by a man possessing a surplus income (or surplus of
production over consumption due either to efficient pro-
duction or economical consumption or both). A
surplus income implies an excess of income ‘over
expendiwre.  Thus the volume of savings of a
country will depend on, the number of men who poss
ess a surplus income.  And various factors contribute
to increased production, namely climatic and geogra-
phical conditions, natural resources, efficiency of factors
of production and business isation

(b) Will to save :~This is a psychological factor.
All persons who have a surplus income are theor
retically capable of saving, but they may not be actual
savers. In saving is involved another condition and
it is a deliberate or conscious effort and a strength
of purpose. Present goods are more tempting
than future goods. “A bird in hand s worth wo
in the bush”. In order that a man may not
succumb to the present gratification he must
weigh between present and future pleasures and
realise the necessity of providing for the “rainy day”.
All persons are not so constifuted and only those who
are cool, cautious and calculating are alone expected
to prov:de for the future.

The growth of savings depends upon a
variety of factors such as the following :—

. (1) Family affection : People want to
provide for their wives and children and
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othier relations whom they do fitt warit to leave ina
destitute condition after their death. This motive is a
pawerfil incertive to savings.

v éocial ambition : People sometimes are anima-
ted bya desire to hold a posttion of leadership.

(3) "A spirt of emulation: This is a desire to
excel others and outdo them in business.

(4) "The rate of interest s a powerful regulator of
saving. The general rule is that the greater the rate
of interest, the greater the allurement and, therefore,
the greater the volume of saving and vice versa. There
is, however, an exception to this ruleand it relates to
those persons who try fo save a sum sufficient to
providea permanent income when they retire or for
an endowment of their wives and children.

(5) Patriotic considerations lead men to save in
times of national crisis.

The whole position has been summed up by
Marshall as follows : “The accumulation of wealth is
governed by a. great variety of causes : by custom, by
habits of self-control ‘and realising the future, and
above all by the power of family affection. Security
is a necessary condition for it, and the progress of
knowledge and intelligence furthers it in many
ways.”

Land is not capital :—Land s not capital’



PRODUCTION ke

and the fundamental differences between land - and
eapital are as follows :—

(a) Land s a free gift of nature, capital is
“man-made.”

(b) The supply of land is rigidly fixed by nature,
capital has an elasticity of supply.

{c) Land possesses certain indesiructible proper-
ties ; capital goods, however durable, sconer
or later, go out of existence.

{d} Rent, the income from land, can indefirute-
{y rise if the demand for land rises {its supply
being permanently fixed), but income from
capital (i.e. interest) tends o gravitate towards
a normal rate of return.

Capitalistic Production is round-about produc-
tion :

Capital enables its possessor to adopt indirect or
round-about methods of production and these are
more efficient than simple, dwect methods. In these
round-about methods eithér man and natural forces
co-operate o the nansral restiance is made less sub-
born., Capital is like the harness for guiding the natural
powers. In the primitive stage, men had o walk on
foot. But now journeys ate undertaken in a ralway.
But this has been possible because of the opening up
of iron and coal mines, exploitation of forestry and
securing of timber and works of various kinds which
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fead to the construction of railway lines, engines,
rolling stock, bridges etc. This round-about or
capitalistic method of production (i.e. when things are
produced not for their own sakes, butto help in the
" production of other things to satisfy our wants) has
rendered travel less expensive. Less time is taken in
transit and large distances can be travelled over.



CHAPTER 8.
Production (Contd.)—-Organisation.

Contents : Organisation, its mesning. Functions of an Entre-
preneur. Faculties required in an ideal businessman. Various phades
of business management, Single Entrepreneur System. Partnership.
Joingstock company or Corporation.  Its advantages and disadvantages.
Productive co-operation,  Consumer's co-operation (i retail rade and
credit). State (o Municipal) management of industies. Large scale
and small scale productions. Laws of Dimiosshing increasing and
Constant Returns,

O isation or.E ise or B M:

ment :—

Its Meaning :—Land, labour and capital are the
three factors of production, but these must be brought
together or co-ordinated in order that useful results may
follow. This work of organisation thus consists in
bringing about an alliance or co-ordination between
land, fabour and capital and the organiser is variously
known as ‘captain of industry,’ employer, businessman,
undertaker, enterpriser or ‘entrepreneur’.

Organisation is a kind of labour, independent tabour,
ie. Jabour not hired for a reward. Organisation is
neither labour of management (as the business manager
may be hired at a stipulated salary). The essence of
organisation is management of business and the
shouldering of risk attached toit. Organisers to-day
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form a special class of persons who direct and organise
business and it is under the stress of modern competi-
tion that this class of paOpIe with specialisation has
come into prominence.  Organisation has become very
important i the mddern world where the three fadtors
exist separately and an agency is needed to bring them
together. The organiser hires land, labour and capital
and pays them their stipulated prices and what is left
over is his profits. “Whether profis will be high or
fow will depend upon the degree of success achieved
by him.
Functions o an entrepreneur :

The functions of an entrepreneur are ==

(1) The organiser is a risk taker. “A long time
‘intervenes between the entry of the raw material into
the factory and its emergence as a finished product.
“There is also some spell of time involved before the
good is marketed. Production takes place in anticipa-
tion of, demand ; there is no personal touch between
the producer and the consuming public. All sorts of
.unforeseen events might happen and the appearance
of supplies from rival sources and the changes of
taste in consumption are formidable factors * that might
bring about an entire disdrganisation. The enterpriser
must have strong nerves to undertake all these risks and
the most successful organiser is the most successful risk-
staker.. Much.of the risk, however, in a joint-stock
company is shifted on to the shareholders.
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(2) In his second role, the organiser must have
sound knowledge of business management. The
managerial functions of the entrepreneur consist in,—

&)

(b)

(]

(d)

vi

determining the quantity and quality of
goods he will put on market. The demand
of the consumers and its nature have to be
gauged fist and then productive forces.
applied ;

co-ordinating land, labour and capital in
due proportions 5o that they may be harmo-
niously combined. Also, he will have to
show that he isa man of promise or land,
labour and capital will not flow to him ;
acting as a thorough organiser of production,
There should neither be any misdirection nor
an ill-advised combination between land,
labour and capital. In fact, the combina-
tion must have to be most profitable. He
will have to substtute land for labour or
capital for labour whenever the one is
cheaper thanthe other, The faw of sub-
stitution has to be apphed at every step.
The skilled and unskilled labourers must be
assigned duties according to their capacities.
Machinery must be kept engaged with work
and efficient men called upon to handle
expensive machines ;

evincing skill i the disposal of the finished
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product. He may prefer to sell the product
to foreign markets instead of the domestic
market ; he may withhold the stock if he
anticipate a rise in price in fumre.  He will
have to popularise the goods by advertise-
ments, appointing commercial travéllers and
soon;

thinking of questions of policy, leaving'the
details to his employees. Hence, he must
have a keen insight, must be able to judge
men on their intrinsic worth and  secure the
services of the most efficient men. Once the
choice is effected, he will put the proper
men in proper places and trust them fully.

(e

(3) Heacis as a distributor of social incomes. He
has to pay the labourers their stipulated wages, capital-
ists their predetermined interest and landlords a pre-
arranged rent.  After making these and other disburse-
ments, if any surplus (i.e. over the selling price of the
finished article) is left, it will be his own profi.  Here
is needed foresight, judgment, alertness and an execu-
tive capacity, as industrial disputes frequently happen
and these have to be sympathetically dealt with,

Faculti quired in an ideal busi s

It must be recognised that the qualities required in
an ideal businessman are not possessed by all engaged
in production. [t is, however, of the utmost importance



PRODUCTION 8

that the right sort of men occupy the position of busic
ness management or a good deal of national waste will
take place. Failure to manage successfully renders nult
and void the work of hundreds and thousands of
efficient workers, “just as an incompetent general can
ruin the, finest army"”.

The necessary qualifications of an ideal captain of
industry are :—

(@)

(b)

{c
(d)

The ideal entrepreneur must be a thorough
organiser of production and as such his
knowledge of things in his own “trade must’
be'adequate. “He must have the power of
forecasting the broad movements of produc-
tion and consumption......”. “He must be
able to judge cautiously and undertake risks
boldly ; and he must, of course, understand
the materials and machinery used in his
trade”.—(Marshall). In other words, he
must have an adequate knowledge of the
physics and mechanics of industry.

He must have imagination and judgment
and some degree of venturesomeness and

“courage which are essential for successful

business management.

He must also have executive capacity.
Finally, his position, in the main, is one of
leadership.  His brain is full of ideas the
working out of which devolves upon his



84 ECONOMICS

subordinates. It is here that inborn capacity
counts more than training and enyironment.

Various phases of Business Management :—

The responsibility for successful organisation may
rest with a single person or it may be shouldered by
several persons. The various forms of business
management are, single-entrepreneur system, partner-
ship, joint-stock company or corporation, co-operation
kings of business mar nt.

and government und

A. Single Entrepreneur System :—This form of
business ‘management is the work of the individual
prodicer He might own and use his land, capital and
labour. The most perfect example is that of the
peasant proprietor; or, he might hire these and
bear the risk consequent on their employment.
He stands to earn profits in case the factors of produc-
tion are properly organised and directed and stands to
lose in case of meffective direction. The law of
survival of the fitest weeds out the weak and causes
the strong 10 survive.

This form of business management” holds the field
in small scale productions, for instance, in agriculture,
cottage industries, tailoring and in the various

Its advant.
agesand  professions. The advantages are that the
producer has a free hand in conducting the
enterprise as no other controlling bodies exist to hamper
him in his business. The fact that he has no others to
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share the profits and losses with is a great incentive to
S
whole-hearted work.

The disadvantages are that this form of business

By P T bly with corp
disadvant forms of management. The difficulty of
o g : . . e s
ages. securing loans on one’s individual credit is

a grear obstacle. He is too conservative to
adopt new methods and initiate venturesome tasks.

B. Partnership :—This is a voluntary combination
of a few men and may be taken as a natural outcome
of introduction of machinery and rapid development
of industries. There 1s a division of work among
the partners, For instance, in the manufacturing
industries, one partner is responsible for the
purchase of raw materials and sale of finished goods
and another looks to the internal working of the factory.
As Marshall says, “in these and other ways private part-
nership 1s capable of adapting itself to a great variety of
problems. it is very strong and very energetic; it has
played a great part in the past, and it is full of witality
now’.

The advantages are the following:—

(1) Different kinds of business abilities
Advantages
of Partaee- are brought together.
skipr - (2 ltcan secure greater capital than
in single entrepreneurship,

(3) The unlimited liability of partners isa safe-
guard against rash and speculative ventures.
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The disadvantages are:—
Disadvant. (1) Difficulties of plurality of control.
ages of (2) Unlimited liability of partners (part-
wip:  ners being liable to the fullest extent of

their private assets) limits much its scope.
Each partner is individually liable, without limit, for all
debts of the firm.

(3) lthas no perpetuty of life. Death, retirement,
insolvency of any one member brings the firm to an
end. R

C. Joint-stock Compeny or The Corpora-
tion :—It is an association of a large number of
persons who may be strangers to one another and
are investors, but need not actively participate in the
management. It may be that some corporations are
small, but, generally speaking, large undertakings are
invariably taken up by such organisations. In the eye
of law, the corporation is a single person, it can sue
and can be sued without naming individual members.

When a Joint-stock Company is formed, those
responsible for its formation decide that it shall have
Howitis & certain capital and the amount so deter-
initiated :  Mined is stated in a document called the

memorandum of association. The corpo-
ration has its articles of association which is another
document in which is stated how business is to be
conducted, directors appointed and so on.

The capital is then divided into a number of shépes,
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A share-holder may either pay the whole value of the
share in which case itis a fully paid up share, or he
may not pay the full price all at once, but onlya
fraction, the rest being realised by instalments or may
not be realised at all.

The shares are of different kinds. They may be
‘preference’ and ‘ordinary’ shares, The preference
Rinda of share-holders have a prior claim upon such
shaves—  of the profits eamed each year by the

company as the directors decide to distribute.
And_in case the company is wound up, in the
distribution of the assets of the company the preference
share-holders also should have a prior lien. in return
for these privileges, preference shares get only a
limited dividend (say, 5 per cent, beyond which it will
not go) and the rest of the profits would'go
shares, to other classes of share-holders. Generally,

preference dividend is cumulative (ie.
deficit dividend of one year has to be made good from
subsequent years profits before dividend on other
shares can be paid). In some companies, the preference
shares are participating when, in addition to the
stipulated dividend, they are allowed to get a previously
agreed-upon share of surplus profits.

Ordinary share-holders have, - therefore, to wait
until preference share dividends have been paid, but
Ordinary what dividend they get is the whole of
ahares the residue, Thus, instead of it being

fimited, it may be very much (or perhaps
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none at all). Occasionally; a corporation has also
deferred shares which rank after ordinary shares.
After the ordinary share-holders have got
Suferced @ cenain amount, the rest is distributed
shores. among the deferred shareholders. There
may also be other kinds of shares and the pnnciple is
that the greater the risk, the greater the prize.
The different sources from which the capital is
‘obtained are :—

(1) Shares which are of various kinds.

(2) lssue of debentures. Debentures

Different

sources are of the nature of a mortgage upon the
from which

e eoiul 25€1S of the enterpnse. These carry a

- fixed rate of interest and are issued for a
gorporation definite period of time. Sometimes deben-
tures are irredeemable and the company
has to pay interest only and is never found to paya
principal at all. The debenture-holder is a mere
investor and gets a stipulated interest and has no risk
to undertake. It is because of this safety that heis
content with a lower rate of interest on his debentures
than the preference share-holder will require on his
shares. This explains why many companies prefer
to obtain fresh capital in the shape of debentures
sather than resort to the issue of fresh share.

Howa The share-holders select directors from
‘poration

p"m:. among them and the directors choose the
owork:  managers, Thus there 1s a clear separation
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‘between ownership - (vested in share-holders) and
management (vested in directors).

For development of industry corporation is specially
suitable and it presents the following advantages :—
Ad of the cor i

(1) Lar le c i have been facilitated
and conduct of big enterprises need no longer be under-
taken by the state.

(2) Limitation of liability of share-holders has
promoted large-scale operations. Every enterprise
involves risk. Butthe risk of loss is spread over a
number of investors and individual hardship is mini-
mised. Even a big capitalist, by distributing his
resources, Over many COrporations, can ease the
situation. Shares are transferable and this trans-
ferability is a great advantage to the community as it
makes possible a division of risk.

(3) It promotes new enterprises and because of
limitation of liability venturesome operations are
floated as the investors invest with readiness.

(4) The ease of investment stimulates the habit of
saving and thus contributes to the growth of capial.
“Savings have been made liquid, soto speak, and
can flow with ease and in any desired volume wher-
ever there is a prospect of their advantageous use”.

(5). The fact that shares are transferable leads to
a beneficial effect. The ownership and particularly
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control of* business is vested in the hands of those
who are most competent.

{6) It has a perpetual life as the shares are bought
and sold in the open market and transferability of shares
helps in the perpetuation of business and maintenance
of a continuity of policy.

(7) The democratic management of busines

duces to efficient 1t as things have to be
managed before the eyes and criticism of the investing
public.

The disadvantages of corporate management of
business are :—

Disad: of the cor

(1) The directors are sometimes incompetent men,
sometimes they act most selfishly. It is difficult to
appraise the qualifications of directors and managers.
Their fack of business morality sometimes jeopardises
the interest of the stock-holders. The - unsuspecting
investors are thus victimised.

{2) The managers cannot work with a_ singleness of
purpose as they are subject to the control of the direc-
tors who again have to humour the share-holders.
There is thus a conflict in management and business
expansion 15 hampered by divided counsels.

(3) Although  the ultimate risk-takers are the
share-holders, they have no hand in the control of
the business. In many cases they are not aware,
for instance, that most cruel treatment is meted
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out to the employees, that women workers are ex-
ploited and the like. In short, they invest their savings,
but do not know how these are utilised.

(4) It is said that a Joint-stock Company is unsuited
to pioneer enterprises and to such works the demand
for which fluctuates owing to changes of fashion. And
the reason is obvious. The share-holders have to be
paid dividz11s and various other interests have to bz
fooked to and so operations requiring routine-work are
usually preferred.

(5) Finally, it tends to produce a demoralising at-
mosphere and corrupt politics. It resorts to bribery of
public officers to gain selfish ends.

D. Co-operstive Management OFf Enter-
prise .—The Co-operative business enterprise is a
negation of the entrepreneur system of industry. Itis
an antithesis to capitalistic enterprise (although it may
itself borrow capital). Historically speaking, this form
of business enterprise had its origin in the idea that
entrepreneur is a middleman, an interloper, a parasite,
and has no ethical jusiification to exist and deprive
the labourers of the fruits of their legitimate
toil. Co-operative enterprises are of diverse kinds,
but the principle underlying each form 15 that the
labourers themselves control the business and hire
land and capital on thefr responsibility. By a system
of rotation every one is given a chance to direct and
control, sometimes the services of paid managers are
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secured. Hence, after paying for land and capital, the
surplus earning is shared among them. i in
this way that the business men’s profit is done away
with.

Three different forms of co-operative enterprise
may be noted:—

Productive co-operation, otherwise described as
“labour-copartnership.” The workers either advance
(o) Produce their own capital or supplement it by bor-
tive co-ope- rowing from outside. It has no record of suc”
ration. cess as the duties of an 1deal entrepreneur
cannot be performed by the rank and file. The mana-
gers who work are of mediocre talent as the workers
are loath to pay high wages to capable managers, and
this false economy often wastes more money than it
saves. “Iis future is at once a result and a proof of the
rarity and the importance of business leadership.” "Co-
operation cannot dispense with these leaders.” Another
draw-back is that the workers are jealous of one
another and they are not the best masters of their
own managers and foremen. As Marshall has said,
“jealousies and frettings at reproof are apt to act
like sand, that has got mixed with the oil in the
bearings of a great and complex machinery” It
can, however, successfully work under the simplest
conditions, namely, when the amount of capital expen-
diture is small, no great skill is to be displayed in
management and the produce can be easily marketed.
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(b) Co-operation among consumers, also described
(b) Co-ope. 35 “Consumers’ ordistributive co-operation”,
ration in i ot fori §
e e, has'rhlee imporant forrn§ Co operation in
credit and retail trading, Co-operation in credit and
banking: in Banking operations.

This form of Co-operation is the simplest and the
most successful. A number of co-operators subscribe
Caspirn ® fund, buy the goods of daily life at whole-
tion tnre. sale price and retail them to the members
il trade, ¢ o society. The profits eaned are
divided among them in proportion to the purchases
made. The English Co-operative stores have achieved
notable success and the reason is the adoption of the
system of cash-payments. All bad debts are avoided.
It also avoids expenses of advertisement, Economies
are also made i the handling and packing of goods.

The typical example of success is the Rochdale
Equitable Pioneer’s Scciety which was, at its mception,
a society of twenty-eight weavers of Rochdale m
England with a capital of 28 pounds, founded in 1844,
At the first stage, the Society undertook to supply the
members with a few articles, flour, oatmeal, butter
and sugar. The society steadily prospered, ts member-
ship increased and there was also an extension of its
activiies. Goods are sold by the society at current or
market rates and periodically the profits are divided
among the members in proportion to their purchases.
Slips are given to members indicating the amount of
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purchases made which are presented from time to time
to enable them 10 get a rebate. The salutary practice
of paying the rebate after gains are made and in a lump
help in the making of savings. The store also acts as
a Savings Bank as the dividends or accumulated profits
may be invested as capital on which interest is earned.
The Rochdale Society allots” large sums from profits
for educational purposes. In another branch it under-
takes the management of mills and factories. Their
management, however, is not co-operative and services
of paid managers are secured.

In the Continent of Europe co-operation in distri-
bution has also achieved remarkable development.
Butinthe U.S. A. distributive co-operation has not
been so successful partly because of the great mobility
of population from one place to another and partly
because of the greater prosperity of the American
people, which makes them indifferent to such small
economies.

The achievement of Germany in co-operation for
securing  better credit facilities is truly remarkable.
The names of Schulze of the town of

{c) Co-ope- - e
rationin  Delitzsch and of Raiffeisen are associated
eredit. with this movement. The Schulze type
of society is run for assisting small traders and artisans
for getting loans ar cheaper rates of interest. His first
Co-operative Bank was established in 1849 and
since 1860 the system has made rapid progress. The
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members  collect small capital and attract outside
deposits by offer of a fair rate of interest. The funds
slaced at the disposal of the society are loaned in
nodest sums and at moderate rates of interest to the
nembers after scrutiny of the circumstances of the
borrower. In the early associations, the liability of the
members was unlimited, but now it has been changed
into limited liability. The phenomenal success
achieved in Germany is due largely to the fact that
small scale methods of production persist in that
country.

The other phase of the Co-operative Movement is
of the Raiffeisen type. The members are generally
peasant proprietors. A part of the funds is contri-
buted by the members and a part borrowed, as in the
first type.  As the object is the financing of agricultural
operations, ‘loans are given for comparatively longer
periods than in the case of urban societies. FEach
society consists of a few members and the area of
operations 15 limited to small localities. “The essence
of success is neighbourly knowledge and supervision.”

Other kinds of Co-operative societies are societies
for the purchase of raw materials, sale of finished goods,
purchase of expensive machinery. There has taken
place a many-sided dovelopment of Credit Co-operation
in ltaly. Only France has a poor record to show. In
the U.S. A, building and loan societies have achieved
& brilliant record of success.
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The benefits of a Co-operative form of enterprise

are i
(1) There is no industrial unrest, no
Advantages

S pree o sirikes, no lockouts as the labourers them-
ducers’ Co~ oelues are the enterprisers.
operation.

(2) The labourers have not to work
under any master and so they work whole-heartedly.
There is no shirking of duties.

The drawbacks of Producers’ Co-operative enter-
prise are :—

(1} The complications of modern
Disadvan- . N :
tages of  industry make Co-operation very difficult.
E‘;‘f::::' 'The Co-operators do not possess thg skill,
tion. intelligence, courage and judgment which are

essential in successful business management.

{2) There is jealousy, vacillation and no carrying
out of a policy with a singleness of purpose.

(3) The average body of labourers do not like
the system as they are reduced to the position of
speculators. A year of profit and high earnings
alternates with a year of loss and no earning and it is
for this reason that the labourers prefer to place them-
selves under the able guidance of capable “employers
or managers.

E. Municipal and State Management Of
Business :

The most important form of consumer's co-opera-
uon is exemplified in the management of industrial
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enterprises by the Certral and Liocal authories. The
organisation of post office in India is run by the state
for the benefit of the consumers of the services.
Instances of municipal enterprises are the supply of
drinking water, provision of markets and so on. Here
also, those who control are the representatives of the
consumers.

Intwo tespects Government and Municipal Co-
operative enterprises differ from the Co-operative
agencies already described. The State and Local
Officials earn fixed salaries and enjoya secutity of tenure
of office and as such have no incentive to efficient
management. Men who are trained for other purpases
are-placed in charge of such enterprises and anineffective
management ensues.  In the next place, these managers
may fall back upon the power of taxation to make
up any deficit. Hence, with few exceptions, these
enterprises have not achieved any measure of success.

Leage-scaie and Small-scale production :
Production on a farge scale is the characteristic”
feature of the modern industrial organisations and has
Locge-scale been an invariable accompaniment of the
duction, industrial Jution. The ad of
large-scale preduction are most conspicuous
in manufacture, because it has special facilities for
‘concentrating & great deal of work in & small area.
': The chief advantagesof production on
sdvantages 2 {arge scale rmay be enumerated thus :—

it
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(1} Use of machinery. The larger. the scale of
operations, the better is the chance of using machinery
to advantage. Power per unit 1s cheaper, because it is
applied on a large-scale. Subsidiary operations are
also advantageously carried on with machinery. An
-ozean-steamer of a large carrying capactty can carry
goods at a much cheaper rate than wooden sailing
vessels or small steam bottoms.

(2) There is a saving in general expenses of
management compared to the large output. A large
establishment can afford to spend large sums of money
on advertisement as the cost 1s distributed over a large
output. The same thing is wue of Insurance premiums
.and other charges.

(3) There is also economy in buying the materals
and selling the finshed products. To buy i large
‘quantities is to buy cheaply. The freight charges per
unit are low as the consignment is large. Much
trouble issaved in selling in large quantities. The cost
of disposing of the product per unit is also small.

(4)  The utilisation of by-products :—

Many things which would otherwise go to waste
ina small establishment find an ecomomic utiisation.
Thus, wonderful economies have been effected in the
.meat-packing mdustries in  America. Where every
part of the e animal which is slaughtered—fatty
mater, horns and hoofs, the albumen in the blood,
bones, wool, intestines—find the fullest utilisation.
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(5) The possibilities for large firms of experiment-
ing with machines are great. Not that all atempts are
successful.  And so long the labours are not crowned
with success, the expenses are unproductive. But
once the attempt triumphs, the eventual gain more than
outweighs the losses. .

(6) From all these considerations, it follows that
a large firm secures the benefits of increasing returns
by successive application of labour and capital.

The advantages of large-scale productions are
telling and one may be disposed to argue that small
firms failing to stand their impact will soon
™ be eliminated. But the fact that small firms

persist and co-exist with large firms shows
that—

production.

(a) There are limitations on large scale produc-
tion which arise from the weakness of men's
faculties, that 15, weakness of human nature.
There are few talented men in the world
who can keep within control very big in-
dustrial organisations.

(b) Small firms have also advantages of their

own :

The advantages of small-scale enterprises may be
summarised under the following heads :—
Advantages (1) Saving in superintendence :—The
of produc- . L
tion on a small producer by personally supervising
smallscale o Lusiness and by taking a personal
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intecest in the welfare of his employees saves
expenses and contributes to smooth working. Inthe
wiords of . Marshall, “the master’s eye is everywhere;
there is no shirking by his foremen or workmen, no
divided responsibility”.

(2) The products of a"small firm possess a better
finish, look like their being made to order and as such
have a peculiar fascination from the customers. They
are not standardised goods of big establishments.  This
is the main reason why many cottage industries 1n India
are persisting even against odds.

(3) In agrculture, for instance, it has a great vitality
as different soils may be utilised by the growing of crops
best suited for each.

(4) Specialisation and large scale production have
also a limit and “duvision of labour is limited by the
extertt of the market.”  Unless there is a large market

and a large and continuous” demand, it will not do to
adopt large-scale methods.

(5} Most of the advantages of large scale produc-
tion can be secured by a group of small scale producers
if they concentrate in a locality and take the fullest
advantages of the Co-operative: Movement; namely, in
buying, selling, marketting and finance. Just as there
are huge machines so there are portable ones and
small producer is not precluded from using the
latter.

The advantages of a large scale production are
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most conspicuous in manufacturing and transport
Relative _industries and in banking; those of smalt
‘p.r:;mce of scale production in extractive industries, that
and small. 15, agriculture, mining and fishery. [n retail
selefirms. yrading the small establishment used to
hold the field because it could sell on credit, bring
goods to the doors of the consumers and humour their
tastesby bringing the requssite kinds of things. But
even here the large establishment is making an inroad,”
specially in towns provided with facilities of transporta-
tion. The people-can go to it from one end of the
town, at a small expense and within a short time and
can have the satisfaction of choosing the goods from a
varied stock.

Laws of Diminishing, Increasing and Constant

returns :

Law of Diminishing Return This law has
already been discussed in the chapter on Land. The
teaching of the law may be here briefly indicated :i—

Up to a certain point, increased amounts of labour
and capital are accompanied by more than a propor-
Applies  tionate increase in the product. When,
.“;‘n‘"“{""‘ however, the point is passed the additional
industries : returns diminish rapidly and might altogether
cease. Hence, if the population of a country is
continuously increasing, to enable it to subsist either new
lands, less advantageous than the old ones, have to be
taken up for cultivation, or the people will have to
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content themselves with obtaining increasing supplies
from the old lands by applicaiions of more doses of
labour and capital. In either case, extra supplies may
be obtaned at more than a proportionate cost per unit.
Hence, if the demand for agricultural products rise,
prices also nse. In the reverse case, a decline in
o demand means that smaller “supplies are-
ence on available at less than a proportionate cost
priee. " oer unit and hence prices fall. In other
words, prices of agricultural products vary directly with
the amount produced.

Law of Increasing Return :

This law 15 the converse of the Law of Diminishing
Returns and may be stated thus :—"The expansion of
an.industry, provided that there is no dearth of suitable
agents 1 production, tends to be accompanied, other
Applies chings being equal, by increasing returns.”
specilly bo \jih every expansion of an indushy, it
‘ldmin;—in gets more specialised and more machinery
dustries.  per head tends to be used for it, and the
subsidiary industries, transportation charges and the
commercial charges lessen per unit. Consequently,
increasing returns, that is, diminishing costs follow..
Hence, in industries subject to increasing returns, the
price of the product falls with each expansion and extra
supplies may be got at less than proportionate. cost of
production,

Suppose now the demand for the product increases
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and more supples have to be provided for. Increased
Its infle.  SUPPlies will be forthcoming at less cost
enceon  and conversely, in case of a decline in de-
iee; mand, the reduced supply will cost more
per unit than formerly. Hence, prices vary inversely
with the amount produced.

Law of Constant Return :—

If the actions of the laws of Increasing and Dimi-
nishing Returns are balanced, the law of Constant
Return is the consequence. An increased or decreased
amount is obtained at a cost per unit which rémains
constant, It may be stated briefly why the law of
Constant Return comes into play. The law of Diminish-
ing Return has a marked influence in extractive indus-
tries and its influence on manufacturing industries is less
sharp as it is combatted by the ingenuity of man. Hence,
in manufe dustries increasing applications of.
fabour and capital lead to improved orgainsation and
increasing return is the result. Thus “the part which
Nature plays 1n production conforms to the law of di-
minishing return, the part which man plays conforms
to the law of increasng rewrn. Accordingly: in
those industries where the two opposing tendencies
balance or neutralise each other, that is, the lessening
vield of Nature's bounty is just neutralised by improved
organisation and inventiveness, Constant Returns follow.
Here, an increase or decrease ifi demand, evoking an
increased or decreased supply will mean no variation in
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sost'per unit, as all units are obtained at a constant
cost.

An article produced under Constant Return would
Iwiofla- always sell for just what it cosis to produce

ence on- it

price.
Loaw of Imcreasing Returo

D

Disgama- ¥
lic vepre-
sentation of

Law of Dimioishing Return Law of Constant Return

D s, -

. o X
s§’ represents- the supply price for various quantities



CHAPTER 9
Value

Contents :~Theories of value. Labour theory of value. The Cost
of Production theory of value. Supply and Demand theory of value.
Market, is definition, Wide market. Market Price, Relation between
market price and Normal Price, Certain special problems of value.
Monopoly and Monapoly Price. Combination. Jointsupply. Joint-
demand. Comporite Supply. Composite Demand.

Some popular theories associated with value may
be discussed -—

J.S. Mill said that the market value, or temporary
value, of a thing depends on the demand and supply,
rising as the demand rises and falling as the supply rises.
But the permanent or natural value (as opposed to
temporary value), to which the market value tends to
gravitate, is governed- by permanent causes. This
theory and the others that follow are concemed
with the permanent or normal values of things.

1. The Labour theory of value :—This theory
approaches the problem of the permanent value from
the side of supply. lts chief exponents are Adam
Smith, Ricardo and Karl Marx. They hold that the
value of a thing ultimately depends on the amount of
fabour expended on it. Thus says Smith, “It is natural
that what is usually the produce of two days' labour
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or two hours' labour should be worth double what is
usually -the produce of one day's .or one hour’s
labour”. Similarly, Ricardo speaks of labour as “the
foundarion of all value, and the relative quantity of
labour as almost exclusively determining the relative
value of commodities.”” The theory allows for the
use of capital which s simply “stored up labour”..

However attractive the theory is, it cannot be
accepted as an explanation of existing values ; it is too
simple to be taken as a scientific basis of
value. Labour has no definite meaning
and the “amount of labour” needed may
refer to skilled or unkilled labour, manual or intellectual
labour, different kinds of manual labour ete. How to
reduce all this labour to a common measure ?
According to Marx, “the quantity of labour is mea-
sured by ils duration, and labour ume in its turn finds
its standard in weeks, days and hours.” He takes
“unskilled simple labour” and elsewhere “average”
labour as the standard ; again, he says, that the value
of a thing depends on the amount of “socially neces-
sary labour”, otherwise it cannot be explained why an
hour's work of a barrister is equivalent to the work of
one year of a farmer. This is, however, arguing in a
circle and the Jabour theory of value simply leads
to one conclusion that value depends on value.

Defects of
the theory

Il The Cost of Production theory of
value :—This theory also, like the labour theory,
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attempts to explain value from the supply side alone.
In estimating the cost of production, however, wages,
interest and profis are taken into consideration.
Cost is the necessary price of a good and under a com-
petitive regime, the value of a thing can neither remain
for long above or below cost of production. But in
agricultural operations, where different producers have
different costs (because of differences of fertility or situa-
tional advantages), value was stated to depend on the
cost of production under the most disadvantageous
circumstances. ~ This theory of value has been rejected
and the grounds for rejection are the following :—

(a) Cost may be misdirected and the article may
not fetch any value atall. The producer
of an aricle which turns out to be useless
can never realise cost of production.

(b) A common phenomenon is that a commo-
dity, produced at a certain cost, when sold,
may fetch a price other than the cost of
production. The cost was incurred once
for all, it relates to a past event, but value
has to be realised in the future and values
do fluctuate.

(©

Again, there is no connection between cost
and values of goods which have a scarcity
or prestige value or where the cost is not
capable of exact determination (e. g, the
cost of carrying a passenger in a railway).
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(d) The cost of production is different fer
different producers (as some producers are
more efficient, others less efficient), again
different in  different industries. In agri-
cultural industries cost per unit increases with
increased production, it diminishes in manu-
facturing industries.

(e

What generally happens is that a producer
takes cost of production as the minimum be-
low which he will not let the. price fall, and
would want to sell it atas high a price as
circumstances will permit,

{fy Cost of producton cannot determine the
value asthe cost itself is reached by adding
together a number of values (e.g. value of
the raw material used, value of capital,
labour and so on). It is futile to say that
cost determines 'value, since cost itself is
determined by values of the constituents.

From the analyses of these two theories of value
we are led to conclude that value cannot be explained
by a consideration of the conditions of
Element of .
truth in the SUpply alone. But inspite of the defects of
twrotheo  the Labour and Cost of Production theories,
they are not altogether worthless. And, in
the long run, the value of an article is determined by
the efforts sequired to bring it into existence,

ifvalue cannot be exclusively determined by the
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cost of producing a thing, the question that arisesis : at
what price will the seller sell the article ? Evidently,
the consumer’s is the final decision and if the price st
which the seller is willing to sell, will not meet with 2
response from the consumer, the thing may not be sold
atall. What price, then, will the consumer consent
10 pay ? Naturally, he will pay as much as the thing is
worth to him. He wants to buy a thing, not for the
sake of buying, but for satisfaction of a want and the
utility of the thing to the consumer prompts him to
offer a certain price forit. Hence, an article can have
no value unless it hasutility. And unless
people are foolish or childish  they will pot
pay anything for a thing upless it yields
. them some satisfaction.  Utility is, therefore,
not propor- & NECESSATY condition of value, But it must
:;‘:ﬂ'.;:;_“ be realised, that the value of a thing is not

R proportional to s utility. Had utility alone
been the determinant of value, things like fresh air,
water and other free goods which satisfy the most
pressing wants, would have commanded a high value.
On the other hand, goods like jewels, pearls and
similar costly luxuries have a high exchange value,
slthough their utilities are comparatively insignificant.
In these cases utility and value vary inversely with each
other. Another difficulty is that the utility of a shing is
different to different persons, while its value is the same
wall of them. Thus a postcard costs 3 pice to &
mitionaire and to.a Starving man. Again, the wility of

of value.
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athing, say a loaf, to a hungry man is greater than
when he is less hungry. But the rich man and the
hungry man do not pay a higher price than the poor
man or less hungry man.

The explanation of difficulues like these is that the
utility of- the total supply of an article is different from
the utility of a given dose of . To use
and not two technical expressions (the student 15
f:i;‘e‘::k:" referred to the chaplerr on consumption
of value of where these terms are explained) the total
*U8 Gty of a thing may be indefinite but, in
view of the inexhaustible stock of it, the marginal
utility may be nothing. And in finding the values of
things, we take their marginal and not total utdity into
consideration.

The true theory of value—Supply and Dem-
and theory ‘—The marginal utity theory of value
at best is a statement of the principle that value
depends on supply and demand, i.e. that the value of a
thing depends on the supply of a thing in relation to.
its demand. By “supply” is meant the amount that
will be offered for sale at a certain price. By
“demand” is meant the amount that will be bought
ata certain price. That the value depends on demand
and supply 1s easily proved. If the price is lowered
more will be bought and, conversely, if the price is
raised less will bz bought. Hence, sellers, to induce
buyers to buy more, must lower the price ; if price is
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raised buyers will buy less. So again with the supply.
At a cerlain ptice, a_certain amount of a thing is
offered for sale, at a higher price more is offered to be
sold and less at a lower price. If buyers want more
they offer a higher price, if they want less they succeed
in reducing the price; To express it in terms of
marginal utility : marginal udhty is low in case of large
supply. Increasing supplies of different goods affect their
prices in different ways. Thus with extractive industries
(obeying the law of Diminishing Return) the price rises
with increasing supply, with manufacturing industries
(obeying the law of Increasing Return) the price falls
with increasing supplies and price remains stationary
for increasing or dimmishing supplies for industries
obeying the law of Constant Return. ~ Again, the extent
of the fall in marginal utility with increasing supplies
depends on the nature of the demand for the thing.
Thus, if the demand is elastic the marginal utility falls
less sharply than in case of inelastic dermand. [f the
price of a thing rises the supply will increase with the
result that the price will fall. So also, if a thing is pro-
duced in excess (supply being greater than the demand)
the price will fall below the cost of production. The
supply will shrink as a consequence, the price will rise
uniil eventually the marginal cost of production 1S
reached. It 1s then that the supply and demand equate.
And in the long run, under a competitive regime, the
normal price of a thing will equal its Cost of Produc-
tion (i.e. marginal cost). Dr. Marshall hes succintly
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expressed the two-fold influence of supply and demand
on price by the analogy of the two blades of a pair of
scissors. Just as both the blades are moved for purpose
of cutting and netther blade is more important than the
other, so normal price is determined by the conjoint
imfluences of forces of supply and demand.

The three diagrams given below may help to under-
stand the principles underlying the determination of
value

Fig. 4
in figure 2, the amounts OM, OM/, OM’ e, are
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forthcomi at prices pectively PM, P'M,, P'M",
etc., ie. the amounts offered for sale increase with
every increase in price. Hence, - 55 (i. e. locii of the
points P, PP, etc.) is the supply curve.

In figure 3, the amounts OM, OM’, OM”, efc.. are
amounts demanded at prices PM, P'M, P'M", etc, ie.
these amounts increase with every fall in price.

In figure 4, the supply and demand curves intersect
at K and KL is the normal or equilibrium price (ie. the
demand price KL equals the supply price KL).

Market Price :

We are now in a position to distinguish and find
the relation between normal price and market price.
The market price is the price ruling in the market at
any time.

Definition of market :

A market, in the ordinary sense, mzansa ‘bazar’,
a rendezvous of buyers and sellers, and 5o there isa
physical contact of the two parties. But, in the econo-
mic sense, market refers not to any place, but to things,
and buyers and sellers are i direct competition with
one another. A market includes the whole region “in
which buyers and sellers are in such free inercourse
with one another that the prices of the same goods
tend to equality easly and quickly.” In a perfectly
organised market, the same price for the same thing
prevails at the same time in all its parts. The area,

vii
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however, may vary, as between different. comodities,
and so the market may be local, national or inter
national  Abso there may be different markets for the
same article in the same place, as for instance, whole-
sale and retal markets.

Three conditions must be saiisfied in order thar
C;"’"“?;:‘ goods may have a wide market :~~(1) The
of a wi p ;
market.  demand for the goods must be universal

(for instance : wheat, cotton, iron, coal etc.}

(2) The commadities must be capable of being
graded and sampled.

(3) The commodites must also be portable, ie.
they must be durable and stand a long carriage and
also contain a large value in a comparatively smalf bulk
{for instance : gold, silver, stock exchange securities etc.}

Market price :—The market price may change
from day to day according as there are charges in supply
and demand.  If the supply at any given time is greater
than the demand, the several sellers will have to make
special efforts to dispose of their goods. None fikes
to keep the ‘stock unsold ; competition among sellers,
therefore, becomes active: The price falls and the
lower price induces the buyers to take more of it, but
the producers are discouraged from sending so much.
In other words, lower prices increase the demand and
diminish the supply untl a new point of equilibrium
is reached. Conversely, if the demand at any givert
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time is greater than the supply, the buyers will offer
special inducements in order to get the article whichr
they want. There is not enough good for everybody
at the prevailing price. A sure scarcity of the thing
becomes inevitable in the near -future. The sellers
are induced to withhold the stock hoping to get better
prices in future. The buyers can no longer get the
thing at the ruling price which starts risng. How far
the price will' go up depends largely on the number of
buyers who withdraw from the market at every mse in
price. The self-interest of each seller leads him to
refuse to sell so long as the demand exceeds the supply
and to sell when demand and supply equalise.

The causes of variations in the market price are
easily explained. Supply and demand .are influenced
by numerous factors and these will produce their
effects on prices. Hence, market price is subject to-
fluctuations, however temporary, and is the outcome
of higgling and bargaining between buyers and sellers.

With these general remarks, the manner in which
the market price is established may be described by
citing the following cases :

1st Case :—Suppose, there is only one seller, one
buyer and only one thing, say a dog, in the market.
Suppose  further, the seller’s minimum price is
Rs. 10/ and the buyer's maximum price is Rs. 8- I
the two parties hold to this, there will be no sale, no.
purchase, i.e. no transaction.
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2nd Case :—Assume now that th& conditions are
different.  The seller’s minimum price is Rs. 10/~ and
the buyer's maximum is Rs. 15/- (i.e. he would rather
pay it than not get the dog). No body at first, How-
ever, knows each other's mind. This time a transaction
takes place, the actual price being fixed between Rs.
10- and Rs. 15~ according to the relative bargaining
capacity of the buyer and the seller (i.e. higgling and
bargaining).

3rd Case :—Suppose now, the seller's minimum
is Rs 10~ and the buyer's maximum is also Rs. [0/
A sale takes place at the price.

4ih case -~Suppose now, that there are three
buyers for the dog, each willing to pay Rs. 10/, Rs. 15/
and Rs. 20,- respeciively, but there is only one dog to
sell and only one seller whose minimum pricé 1s Rs. 10-.
Inthis case, there 15 competition in buying, but no
competition in selling.  The first buyer wili fiot bid
above Rs, 10/~ the 2nd buyer not above Rs. 15/- and
therefore the market price settles between Rs. 15/- and
Rs. 20~ If the third buyer is shrewd he will not pay
much above Rs. 15\, as he must have noticed that
any price above Rs 10/~ will induce the seller to seil
the dog rather than not selt at all.

5th Case :—Nea suppose, that there are three
dogs to be sold, owned by three persons and
three buyers, that one seller’s minimum is Rs. 10%,
another seller's Rs. 15- and the third seller’s Rs. 20
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Suppose further, that the maximum price of the first
buyer is Rs. 15/-, the same for the second buyer and
that the third buyer'’s masimum is Rs. 20/~ Suppose
also, that the three dogs are exactly similar. The third
buyer does not proposeto pay.more than what the
first or second would pay. The market price would
be settled between Rs. 10/~ and Rs. 20/-. But as the
first and the second buyers each offers Rs. 15/ and
there 55 only. one dog available for sale "at that price,
and another dog at less price (Rs. 10}-), the majority
of buyers and sellers would indicate price at Rs. 15/
whether the dog is sold or not. i

6th and final Case :—What actually happens
in a market isan enlarged application of the 5th case.
There are many buyers and so there are many sellers ;
there is competition in buying and selling and when a
large numbet of buyers and sellers compete, the price
is seitled as follows : Self-interest of every individual
will be most active and the price is established between
the seller's minimum _and the buyer's maximum. In
other words, under a free coripetition, the market price
for all bidders is established between the  subjective
valuation of the last buyer and the fast seller. =

Relation between market price and aormal
price :—The market price 15 an ever fluctuating price.
lts movement is like that of a shurde cock tossed hither
and thither. But the market price oscilates about a
point called the normal price, and it always tends to
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graviate towards the normal price. But there are so
many factors that intervene and prevent the one from
being identified with the other. “Market price is like
the surface of the water agitated by the winds,—the
waves are now above, now below the surface ; yet as
Jong as the winds persist we never see the “glassy
surface. The alternate actvity of buyers and sellers
is the wind of commerce. which prevents the normal
price from being vistble.”

Thus, although the market price of an atticle may
considerably change over a sufficiently long period,
a fairly constant price may be discerned 1n the case of
many articles. And 1t 15 above or below this long
period price (normal price) that the market price
fluctuates.

Certain special problems of wvalue:—The
theory of normal value applies under condition of free
competiion.  But when there is an interference with
supply and demand, economic forces have no scope
for action, and the supply and demand theory of value
has no fult play. Thus monopoly is a special case.
It there is competition among buyers only, there being
only one producer, itisa case of monopoly. In the
reverse case of one-sided competition, that is, competi-
tion among sellers only, there being but one buyer, we
have buyer's monopoly. The word monopoly is
usually applied to designate production of goods in
the absence of competition among producers.
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A monopoly thus implies a single-handed contro! of
Whetse e enire supply, or a substanual portion
meant by . of it, so that by restriction of supply the

monopolist can control price, i. e. charge
whatever price he likes.

The question that arises here'is : Is the monopoly
price an exorbitant price ? The theoretical position
of & monopolist is that he is at liberty to charge any
price he likes as he has no other competitor to fear.
But the object of the monopolist is to secure the
greatest net profits and rising prices, as a rule, reduce
the” numker of articles to be sold. A large profit on
each of a small number of articles may be less thana
smaller profit ona much larger number of sales. And
various considerations weigh with the monopolist in
fixing the price even somewhat below what may give
the highest profit  There is fear of potential competi-
tion, The demand for the article may altogether cease
or the people may be driven to the use of a substilute,
There is also a fear of governmental interference.
Because of these considerations a monopolist may not
exact all that is possible from the buyers. And in
actually fixing the price he well remembers that he will
charge “what the traffic will bear” A successful
1s mono- monopolist, of course, will get more profits
poly price for his plant, outlay in wages, management
:'“r'y';:u, and the fike than a competitive business

of the same dimension. This additional
profit becomes possible because of monopoly. It is
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paid for by the consumers of the monopolised
product, Hence, monopolistic price, in the ordinaty
circumstances, is higher (but not by much) than compe-
titive pﬂCe.

Elimination of competition is not whally an evil.
Competition often leads to unnecessary and wasteful
duplication of plant, labour, etc. There may be too
many transportation systems in a small town for
effective service. Two electric plants insuch a place
are a wasteful way of supplying electricity. Rather
have one plant 1 the interest of efficient production.
Competition leads inmany cases to adultera-
e on tion of food, the producing of inferior
and mono- brands etc, as the producer is concerned
voly, with profis and cutthroat competition
means a dearth of profits.

But tnrestricted monopoly is equally bad.  Absolute
and unregulated monopoly tyrannises the consumers.
It creates a sharp cleavage between two classes of
people, producers and consumers, and inthe end a
social stratification with extremes of fortunes and abject
poverty 15 perpituated. It has been urged in favour of
competition that it “keeps every one keyed to a high
pitch, nerves the shrewed and alert, weeds out the
inefficient.” Hence, a society should look with favour
neither upon unregulated competition nor unrestricted
monopoly.

There are monopolies of different types and
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méthods of classification are also different, According'to-
Clawifica-  On€ method mondpolies are classified ac*
::‘;:;o . cording as they are public or private. A
* public monopoly is owned and operated by
some public or semi-public organisation, such as, govern-
ment or municipal body etc. The postal
Pablic and Service of Indiaand the supplying of water and
lighting of streets of Calcutta are instances
of public (government and municipal in the two casesy
monopolies. It may be added that public monopolies
are operated not* primarily for profits, but for the good
of the community.

A piivate monopoly is owned and operated by an
individual or private body of individuals.
Hence, there is a presumption of profits
being reaped.

Private.

Monopolies are slso classifid as Social or Natural.
n Social monopolies rest upon some special
Social and  privilege granted usually by the government
or by some other monopoly. Thus govern-
ment grants patents and copyrights which are social
monopoalies.
A natral monopoly arises out of economic
Natural.  conditions. Thus land, in so farasitisa
monopoly, belongs to this class.

Monopolies may also be viewed from another
point of view. They are either legal or voluntary.
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Legal monopolies are created by law. Thus inveritors
Legatand and authors are specially protected .by
volantary  parents and copyrights.

Voluntary monopolies arise either from the absorp-
tion by one business of other businesses or by the des-
truction of rivals ; or from the purchasing of competing
firms or from voluntary agreements. The first method
creates industrial combinations known as “Kartels” and
“Trusts”. In Kartels the constituent firms retain their

ir fividualiti in Tmﬂ( ‘hﬁ individuali is IQS(
The economic cause o‘ combination is a reaction
against i ified . The other diti

- favouring combinations are ‘—

Conditions ) . .

tbat favour  (a) Protective duties which protect the

:.:':bi“" home industries from foreign competition.
(b) Existenée of a few firms for an

industry which require & heavy capital outlay. For the

sake of solidarity, the firms combine and new-comets

are precluded from entering.

. {c) Existence of natural scarcity tending to concen-
tration 1n & few hands, for example, anthracue and oil
in America, potash in Germany etc.

(d) In the case of production of easily standardised
goods {with chancz of mass producnon) combination
is easy enough,

{e) In case of localised industries.

{) A common danger like a war which creates a
“eeling of fellowship among the competing firms.
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According to Marshall, in the following three cases
combination among producers is not likely to materia~

fise .—
Where e . .
<combina- (a) Producers producing for their own
tion i ;
‘::;;k‘:‘, consumption.

(b) Producers of small quantities of
goods and selling them in the open market. The
current prices are not likely to advance much by com-"
‘bination.

(c) In case of ownership of absolute monopolies
the temptation of combination is non-existent:

Two kinds of combinstion, Horizontal and

Vertical : c

Combination of a number of firms of the same
type. under single management is. called Horizontal
combination, namely, the “Trust”. There is another
kind of combination, called Vertical, which is 2 union
under single management, of the successive stages in
the same industry. Thus, the United States Steel Cor-
poration is a vertical combination and it owns mines
of iron, coal and limestone ; it has its own railways
and steamers.

Of the two forms of combination, horizontal com-
bination is capable of an easier realisation than vertical
combination. The motives for combination are, first,
the elimination of the evils of intensified compettion
and secondly, the securing of economy of large scale
management.
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Other special problems of Valuation :—

When two or more goods are produced from the
same origin and cannot be easily separately produced;

t1 e g gas and coke, wool and mufton, rice
:mr‘,m..z and straw, cotton fibre and cotton seed esc.,
cost (colton thoy are konwn as joint products. In most
fibre and !
«cotton seed) cases, the proportion beween the two
‘products, say, meat and hides, is fixed, but the separate
demands for them is liable to great variations. The
selling ‘prices from the joint products must cover the
joint expenses of production.  Suppose, the demand for
‘otton rises ; its price will rise and the higher price will
stimulate production. But as’ the demand for cotton
seed remains unchanged, its price must fall as tts supply
also . mcreas@s Cotton seed selling at a lower price,
cotton must have’ to sell at a hugher price. The total
selling price for both products will suffice to cover the
cost of production and yieldxa profir.

Joint demand refers to demand not of one single
product, but a combination of products. Thus, the
n demand for a finished article, say a dwelling
Jﬂ‘n& de-  house, is a direct demand and is derived
(hmlu and from indirect demands for bricks ‘and
":‘:":; for services of masons, carpenters and plasterers.
The use of a house is naturally dependent

upon the use of the factors that participate in its pro-
duction. The supply price of the house is the sum-
total of supply prices of its constituents. The numbers
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of houses sold become the quantity at which the de-
-mand price equals the sum of supply. prices of the
constituents and the prices paid for these constituents
4re these supply prices.

When an article has s2veral sources of production,
the total supply is made up or compounded of the

m supplies from these several sources. Thus
sz::;;"z"‘ the demand for hot drink is satisfied by the
coffee, supplies of tea,” coffee and cocoa.” The
Engge); goods are rivals to one another and the
theory of substitution is applied to Jetermine which "of
these is to be used and if the price of, say, tea is hvgiv
people will use more of coffee or cacoa.

Most raw” materials and different kinds ofJabodr
can be used in the production of entirely differeat pro-
W ducts,  Also many things may be dverted
Composite to One use or=another,  The demand, in’
7;‘;‘;';:' such cases, for the commodity is sud to be
wmachinery, composite_and the total demand for itts
rwey o the sum of its derived demands, having
taken into consideration each of the seversf

uses. Thus, iror is needed for the making of machi-

nery, knives, bridges etc.
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Exchange

Clontents :—Banter. Money. Properiies of metallic money. Func-
jons of meney. Defimtion of money. Comage. Greshan's Law.
g(mds of Paper Money.

Jutroductory :—

In the earliest stages in evolution, men realised the
importance of exchanginz some product, of which he
had a surplus stock, for another product which his
neighbour happened to possess in excess. It is easily
imagined that this led the fisherman, for instance, to
offer his surplus catch of fish in exchange for the surplus
flesh of the hunter.

Barter, its several forms *—

And this direct exchange of one thing for another,
known as barter, flourishes chiefly among undeveloped
communities, Barter may take three different forms,
namely,—

(a) Exchange of commodity for commodity,
i.e, when a ton of coal js bartered, say,
for a maund of com.

(b) Exchange of commodity for services, i e.

when an hour's labour is bartered for, say,
a full meal.
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(c) Exchange of services for services. This
is a common practice even now among
many agricultural communities in India when
one gives his labour to his neighbour et
harvest time, the latter performing a similar
service on a similar occasion for the former,
after a few days.

Barter is not suitable in any complicated system of’
—— trade ; even in pri.miLive d:%ys it s\{ffefed
of barter from many difficulties and inconveniences

which are as follows :—

(1) The difficulty of double coincidence of wishes.
One condition-of exchange by barter is that the desres
of the two parties should mutually coincide or there
would be no exchange. Suppose, a corn-grower is
in need of cloth and the weaver in need of corn, then
com is bartered for cloth. Butif the grower of corn
needs cloth, but the weaver nzeds not com but a loom,
no exchange can take place.

{2) Absence of precise equivalenceof values; Barter
provides no standard of measurement ; no method of
estimating the relative, values of the commadities. People
may not be able to agree to the terms. Take an
instance: even if the wishes of the two people corres-
pond (and thus the first difficulty is obviated), the goods
to be exchanged may not correspond in value. One
cow may be worth as ten maunds of com, but the
grower of corn having five maunds of com to-
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dispose of, will find that the exchange becomes impaski-
‘ble as the cow cannot be subdivided without loss.

(3) Maintenance of a complicated price schedule
‘by a society placed on barter.

There must exist a list showing the relative values
of one good in terms of every other article. Suppose
the society is accustomed to the use of 100 articles.
The separate measures of value would then be
(ux)ym , or 4950 in number. The cumbersome posi-
tion of “society accustomed to 1000 articles can be vell
magined. These difficulties dre more accentuated
when goods are exchanged for services or services for
services.

Introduction of Money :—All these difficulties
attaching to barter have been obviated by the introduc-
tion of money which plays the part of a common
medium of exchange. ltactsasa third or interposed
commodity, intervening between two articles which_are
offered for exchange. But under money economy, the
direct exchange of goods, one for the other, ceases and
all exchanges are effected with money. What we now-
have is simply that the holder of an article sells it for
money and with the sale proceads thus_obtained, buys
other things for which he - feels a necessity.” Money,
in other words, dissolves barier into sale and purchase.

The medium of exchange, called money, may be
anything provided it is sniversally acceptable. The



EXCHANGE: 129

sole purpose ‘why money is substituted for barter is
Purpose 10 €&t rid of its difficulties. And the
snd content object is naturally frustrated if some
o loocy.

people would refuse to accept payment in
lhal»medium.

The fundamental uses of money are two in number;
namely, money serves as a medium of exchange, and
Selection of Secondly, as a measure of values, The
the money employment of money (o remove the
material, Y A

difficulties of barter) for the first purpose
implies its use for the second purpose. Itis for this
reason that acceptability or exchangeability is a funda-
mental attribute or utility of money.

Historically speaking, almost every imaginable
article has been tried to be used as money. Any
commodity that was largely wanted or available was
tried as money, the choice being dependent upon the
stage of a community's economic development. In the
hunting stage, skins and furs, in the pastoral stage catile
etc. were used as money. Sometimes the malerial
chosen was valued for personal adornment as ‘wam-
pum beads. It has been gquessed by some thinkers that
originally articles of food served as money, e. g. rice,
dried fish, wheat, oil, tea, salt, tobacco etc., weapons
were also used such as sword-hilts ; in some places, im-
plements were used Iike utensils. Also articles of cloth-
ing, even animals were used as money. The process
of selection went on as -people passed from the

ix %
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hunting, agricultural stages and so on. With advance in
trade and development of exchanges, necessity was felt
for a durable, a compact article and preference to-day
has bean given to precious metals, particularly gold and
silver.

Properties of metallic money :—

We may now state the reasons why u:e precious
metals have superseded other commodities as money:—

() Indestructibility :  Because of durability,
Reasons for MONEY serves as a means of transfer of value
preference from place to place and time to time. The
of precious . 2w
metals. wear and tear of gold and silver coins is

also small and this has also been minimised
by mixing pure gold or silver with a baser
metal, i.e, alloy. It is estimated that a
gold sovereign would waste away complete-
ly in 8000 years. Iron is not so durable
and it cannot be kept for long withaut
deterioration and loss of value.

(i) Portability : The weight and bulk should
be small as compared to its value, so that
the cost of transporlation is very small.

(i) Homogeneity : The quality will be the
same throughout, so that equal weights will
mean equal value.

(iv) Divisibility and aggregatability : The precious
metals can be divided and re-united, if
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required, without further expense than that
of the labour involved, and no loss of value
takes place. The mechanical properties of
gold and silver are admirable. They are
capable of minute division and maintenance
of a fractional value with accuracy.
Malleability : The metals possess the physical
property suitable for coining and imprinting.
They are not too brittle to break. They are
soft enough, when heated, to retain the
impression upon them for a considerable
time, but not unduly soft to get distorted.

Cognisability : The money material must
be easdly recognised or.the people who do
not see it too frequently are liable to be
defrauded. This attribute makes counter-
feiting difficult. Gold and silver are easity
recognised for their lustre and brilliance and
their heavy weight in comparaiively small
bulk.

Stability of value : The article chosen as
money should have a steady value. This
is essential in order that money may serve
the purposes of storing value and acting as
a standard of deferred payments, and instabi-
lity is the root of unacceptability. The value
of gold and silver 15 more or less stable as
their existing stock at any time is overwhelm-
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ingly large (because of their indestructibility)
and annual additions form an infinitesimal
part of the total siock. The demand for
them is also more or less constant. Thus
a relative fixity of supply and demand pro-
duces a relative stability of value and changes
in value that occur are so slow that they do
not produce any suspicion in the ‘money.
material.

{viii} General acceptability: The money mate-
rial rmust be such that it must be universally
desired, otherwise it will have no vale.
Unless 1t has value it cannot measure values
of other commodities and if it is not unives-
sally desired it will not serve as a medium _of
exchange. Gold and silver are always
acceptable, partly because of the monetary
purposes to which they are employed and
partly because they are used for the aris, i. e.
for ornaments etc.

Money is classified in three ways =—

1. Actual and ideal money. Actual money is
money that actually circulates ina community ; it
Classifics: is also ‘called ’cur}'en!' money. Ideal
tion of money is money in which generally
Money.  accounts are kept, 5o it is also called money
of account. Sales take place in England in guineas
(ideal money) -instead of pounds (actual money),
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though' a guinea in Great Britain is lo(;ked upon asa
piece of curiosity.

Il. Metallic money and Paper money. Metallic
money is commodity money. Gold and silver are
generally used, though other inferior metals like copper,
bronze, nickel are used for subsidiary coins. Commodity
money is subject to free coinage and its supply is auto-
matically adjusted to the demand.

‘Paper money’ is generally applied to bank notes
and government notes and not generally to cheques
and other credit instruments as these latter have not as
wide a circulation as the former. Paper money is of
three- kinds :—

{a) Convertible paper money, i. e. paper money
converted, on presentation, into gold or
silver, a metallic reserve being kept to ensure
its convertibility ; it is also called redeemable
or fiduciary paper money.

Inconvertible paper money, it is so called
as the holder of such money hasno right of
conversion into metallic money. It is also
called “fiat” money or .irredeemable paper
money.

Representative paper money which is a
warehouse receipt certifying that an equival-
_ent amount of coin or bullion is withdrawn
from circulation and  devosited in the

(b

<
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government treasury. The American gold®
and silver certificates are of this character;

. Standard money and token money :

Standard money is money with which ali debts are
legally discharged and to whose value” the values of
all other kinds of money are referred for determination,
but it may not be coined. Token or subsidiaty money
consists of coins whose face value exceeds their real or
intrinsic value. The coinage of token money is res-
tricted to government only and private persons have
no right to demand that the mint will exchange their
bullion for coins.

Functions of Money :—The principal functions of
money are :—

(1) Money serves as a medium of exchange. By
placing the part of a third commodity or intermediary,
money helps in the facilitation of exchanges. All in-
conveniences of barter are got rid of as soon as money
comes into use. Hence universal acceptability must be
one of its essential attributes.

(2) Measure of value. This function is really
inseparable from the fist. Money enables one to
measure the values of other things and therefore to
institute a comparison in point of their relative values.
Money thus acts as a common denominator of value
and when value is expressed in money it is the price,
and price is simply the amount of money which a thing
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fetches'in exchange. These two functions are describ-
ed as essential functions of money.

The following three functions are ucsuined as the
derived functions of money—

(3) Standard of deferred payments. In cases of
postponed  payments, i e. payments notmade cash
down, but made at a future date, what is most needed
is that thereé should be no changes in the value of
money between the present and future dates.  Thus a
lender lending money to-day and receiving payment
in future must be assured that the purchasing power of
money in the two dates must remain approximately the
same. Otherwise, the relative position of debtor and

- creditor will be upset and either the debtor will gain
and the creditor will lose or vice versa. In the interest
of equity, what 1s desirable is that the relative position
of debtor and creditor should undergo no change.

(4) Store of value. If a man wantsto lay by a
fund of wealth, it is essential that it will not lose its
value during the time of storing. And money is capable
of being stored without loss. It never becomes second-
band, it loses nothing by keeping.

Prof. Walker has objected to this being regarded as
a function at all. According to him, money is what
money does. Money which is withdrawn from cir-
culation is as good as gold lying in an undiscovered
gold mine. The reply to this is that Walker has failed
1o dls!lngu\sh between » hoard and a siore.  All storing
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is.not hoarding. Money ‘buried underground;-riever
to see the light of day, is no function of course. .Bur
the maney lying in a bank vault isa store and fenders
an economic service as it helps to promote the circula-
tion of bank notes and other credit instruments.

{5) Transfer of value: Money represents generic
value and to transfer value is to iransfer generic value.
It is because of this function that all forms of wealth
and capital are capable of being transferred in a mobile
form.

The next few functions of money are called contin-
gent functions : '

_(6) Distribution of social income. The incomes of -
the productive members of a society are obtained in
money. Thus the landlord gets his money income as
rent, the labourer as wages, the capiralist as interest-and
the organiser as profit. _

(7) Equalisation of margina!l utilities in expenditure:
Every eamer wants to adjust his expenditure in money
such that he will derive an equal marginal utility in
respect of each item of expendimure.

{8) Money serves as a basis of credit . instruments.
Money itself may not be used as a medium of payment
It is used to bring into existence other media of payment
and money is ultimately used when the other media
have to be offset.

(9) Finally. monev imoarts a generaf form to capital.
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Pefinitton of Money :—

Itis rather difficult ta give a formal definition of
money. Some mean by ‘money’ all media of exchange,
i.e: those that effect exchanges, This view will include
in the definition metallic money, paper money, banker’s
drafts, stocks ete. ‘This is, however, taking too inclusive
a view.

At the other extreme, there is a view which limits
the definition of money to coins of intrinsic value, fe.
full-valued metallic money. This, again, is taking a too
exclusive view.

The proper view is to adopt & via media course and
understand by money those media of exchange which
fulfil two conditions, namely,—

(1) Universality of acceptance so that it can serve
as a medium of exchange and measure of value;

.(2) debt-paying potency, i.e.a power to pay off
debts as required by law.

Coins and Coinage :—

Use of coins is not as old as use of the precious
metals. At first, the money consisted of ingots which
merchants accepted by weighing and assaying. This
was inconvenient in ways more than one and the
remedy lay in using shaped -pieces of gold and silver
with a certification of their weight and purity. The two
requisities of a coin are uniformity of weight and
fineness or composition in coifs,
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Coinage is a government monopoly as the ordinary
‘person cannot test the purity of every coin he receives.
But if the con comes from the government mint, he
takes 1t unhesitatingly ; also, if a profit is to be made from
coinage, this should go in fairness to government as
representing the corporate life of the people. Various
devices are adopted to stop counterfeiting. The edges
of a coin are milled round so that bits of the metal may
not be chipped from outside.

In the conversion of bullion into coin some cost is
involved. Where holders of bullion have the right to
present it to the mint for purpose of coinage,
'é:i‘:.‘:"_"' coinage is said to be free. If coinage 'is
restricted to government account only, it is
‘limited’.  If the work isdone without charging from the
bullion-holders the cost of conversion, coinage is free
and gratuitous.  1f a fee exactly equal to the actual cost
is charged, the charge is called ‘brassage’, If the charge
exceeds the actual cost, 1t is called seigniorage” This is

possible only under limited coinage.

Coinage
R N
|

|
Free Limited

1 | |
Gratuitous Brassage Seigniorage

Morney is said to be Legal Tender as the tender
or offer of it by the debtor to the creditor, under
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the law, i a valid disct of obl
Legt' The standard money is usually fegal tender
tender for an unlimited sum, while the subsidiary
money.

money is legal tender up to a limited amount.
In England, gold coins are legal tender to any amount,
silver coins upto a limit of 40 shillings and copper
coins up to 13d. The Bankof England notes are also
tegal tender for any amount.

Coins of the same denomination shall be uniform
in weight and purity. Butitis difficult to attam this
uniformly and so all governments allow a slight

variation from the legal definition as fi<ing
Toleeance - the weight of coins. The “remedy-allow-

) ances, "within narrow limits, are known as
the Tolerance of the Mint.

The coins are not made of the purest metal. ltis
tempered by the admixture of an alloy and purity
of fineness of a coin means the proportion of the pure
metal to the alloy which is contained in a coin. The
English sovereign is +} fine, that is, of twelve parts,
“eleven parts are pure gold and one part is alloy.

Gresham'’s Law :—This law is associated with
the name of Gresham, a financier to Queen Elizabeth
and the simplest statement of the law is: “Bad money
tends 1o drive out good money out of circulation.”
The exposition of the law is: “If coins of the same
metal, but of varying weight and quality, circulate
together at the same nominal valye, the worse coing
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will tend to drive the better from circulation, but.the
‘better will never drive out the bad.”

This statement sounds fike a paradox as the self-
interest of the people leads them to use the better
commodity and reject the worse one. But the explana-
tion of the paradox is that the holder of money is the
seller of money. All internal payments may be
effected with either good or bad money, but on certain
oceasions it is the good money alone that can be used.
Hence the picking and culling of the - good. money and
setting it apart for the purpose for which the bad
money is of no avail,

Good money is displaced in three ways?

(1) Hoarding of better coins ;

(2) Melting them down ;

{3) Exportation abroad.

It is only when certain conditions are fulfilled that
Gresham's Law operates, The limitations -
to the law are :—

(1) The law operates only when the
sum-total of good and bad coins is in excess of the
country’s need for currency.

Limitations

(i) If the use of the bad money is against custom
‘or public opinjon, far from it displacing good money,
it may not be used at all.
~ 3) One experience of the war is that bad money.
i it is bad upto a cenain point, will displace good
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money. Butif it is awfully bad (for instance, paper
marks in, Germany, during the period of the war were
so horribly bad that 20 marks in paper money which
should have been equivalent to £. | sterling, required
in 1923, 20,000,000,000,000 marks in paper for £. 1)
it does not drive out good money, but is itself driven
out by the good money.

Kinds of Paper Money :—

It has already been stated that paper money is of
three kinds, namely, convertible, "inconvertible and re-
.presentative paper money.

By convertible paper money is meant notes issued
by an individual, corporation or public authority. Pro-
Convertible M58 10 pay th'e value of the notes in legal
paper tender specie instantly and without demur
whateon, OF delay must be made valid. If paper
vertibiliy money is convertible in anything other
than standard metalfic money (e. g. payable
in goods, land etc), it is not convertible paper money
in the strict sense.

Generally, such money is put into circulation by
banks. The issue may also be government issue, such
as U. S. notes or Green-Backs issued by the American
Government or the currency notes in India issued by
the Government of India. The advantages of Govern-
ment convertible paper money to the people are :—

(a) Saving of gold and silver;
{b) Portability of paper money.
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The advantage to the Government is that it is in a
position to secure the revenue without resorting to
taxation (but the Government has also to keep a metallic
reserve for securing the convertibility of the paper
money). [n order that notes may not be issued in
excess (that is, over-issued).and thus jeopardise the
chance of conversion, some limitation is placed by
law a5 regards the amount of Government paper money
ssued.  Convertible paper money may also be bank
notes, the issuing banks promising to pay in legal tender
money the amounts specified in its face.

The greater the solvency of the bank and the
popularity of the bank notes, the fewer the occasions
for presenting the notes for conversion.

For several bank notes (convertible) have been
preferred to Government convertible paper money.
Experience is against Government issues as the tempta-
tion of increasing public revenue is so strong that in
times of stress the Government resorts to the issue of
more and more of such money, unul it degenerates
into inconvertible paper money. In short, there is a
greater likelihood of Government notes being issued in
excess than of bank notes. On the other hand, bank
notes are generally elastic in supply, that is, an increase
or decrease in quantity in response to the currency
needs of the country is easily effected.

Inconvertible or Irredeemable paper money consists
of notes which are not converted into specie. The
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issuer may be either Government or Banks. Histori-
cally speaking, such paper money was

Inconverti- iy i

ble p.‘::, originally convertible, but later on reduced
migneys to inconvertibility through excessive issue.
S of course, i ible paper money is

deliberately issued, there being no chance of its being
redeemed in specie. Inconvertible paper money is
also called fiat money.
" The advantages of irredeemable notes are :—
(1) Economy in the use of gold and silver.- Gold
and silver are expensive metals and to the

Benefits of N

Inconverti. extent their place is taken by paper money,
ble paper  congiderable economies in their use are
money.

effected. Money is only a means to an
end and if the object, namely, effecting sales and pur-
chases, is achieved by non-metallic money, there should
be no wastage of precious metals which may be set
free for really productive purposes. It is for this reason
that “paper money has been likened by Adam Smith
to a waggon way through the air, the use of which
leaves the land under it available for raising produce
to satisfy human wants”.

(2) Paper money saves a considerable amount of
wear and tear to which metallic money is subjected.

(3) Paper money is a more portable medium of
exchange than metallic money.

(4) The fiscal advantage to the Government is
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also not a negligible factor. The issue of such money
enables the Government to tide over the financial diffi-
culties and avoid borrowing money at high raigs of
interest.

The evils of inconvertible paper monéy ‘are
many =~

(1) hs value is not at all stable. There is great
danger of excessive issue and few countries

Daugers of
Inconverti- have been able to resist the temptation to
:1’:"; ‘;" over-issue. The value of paper money
with no metalfic backing is bound to be

extremely fluctuating,

(2) The authorities submit to the temptation to
overissue and over-issue leads to inflation of prices.
“Additions ta the supply are dependent on the caprice,
or the policy, of a Government”. Al classes of people
suffer, but the sufferings of the poorer classes are much
greater for the higher prices of the necessaries of life
affect them more than the rich.

{3) Rising prices bring speculative transactions into
being and wage-earners suffer as “prices go up by the
lift, but wages by the stairs”. The speculative and
feverish activities introd lising influé
into a community.

(4)  According to the fluctuations of the inconverti-
ble paper money either the creditors or the debtoré: are
defrauded.
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This kind of paper money s simply a certificate of
deposit, certifying that metallic money of equal amount
Representa has been deposited with the issuer of the
tive paper  papér money and will be retumed to the
moneY:  holder as soon as the paper money is
tendered. It is very convenient to use representa-
tive paper money, specially when large sums have
to be handled. It may be issued by banks as well
as by Governments, A great volume of the paper
circulation in the U. S. A.is composed of these coin
certificates known 25 gold and silver certificates, These
are not legal tender in America, but are recewable in
payment of Government dues. The National Banks in
the American States may also treat the representative
paper money as part of their lawful reserve.



CHAPTER 11
Exchange (Contd.)

Contents ~Value of Money. Quantity theory of Money.
Bimetalism. lndex Number.

Value ‘of Money :

The value of any thing i5 the amount of any other
thing for which it can be exchanged. The value of
money is determined just like the value of any other
article.  Its value fluctuates just like that of all other
commodities.  Either money increases or decreases in
quantity or the quantity of other things increases or
decreases with the result that prices rise or fall. I the
supply of all commodities except money {that is, the
volume of trade) remains stationary, and the quantity of
money increases, prices will go up all round. And
conversely, if the quantity of money decreases, prices
fall all round.  The same results follow if the supply of
money is constant and the supply of goods rises or falls.

Quantity Theory of Money :

The value of money, i, e, its purchasing powet is
correlative to the prices of articles. When the value
of money is high, the level of prices is low and véce
versa. The quantity theory of money states that the
price-level is governed by,—

(1) the supply of money and its velocity of circu-
lation ;
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(2) and by the demand for money which arises
because of the demand for goods and services (that is,
by the volume of trade). Hence, if the demand for
money remains the same (because of the fixity of the
volume of trade) an increase in the quantity of money
causes a corresponding increase in prices and conversely.
An increase in the quantity of money is occasioned
either by increasing discoveries of gold and silver
mines or increasing use of paper money, cheques,
notes etc. which are undertakings to pay gold or simply
by an increase in the rapidity or velocity of circulation
of money.

If we assume a state of things when,—

(1) the volume of trade and its tum-over remaini
unaltered ;

(2) money is used solely for effecting exchanges,
money being neither hoarded nor melted for use in
the arts ; there being no barter or postponement of
payment in medium of exchange ; a doubling, trebling
or quadrupling in the quantity of money must double,
treble, or quadruple the price level.

Inspite of the objections that have been taken to the
Quantity theory of money, rightly stated and properly
qualified, it is a truism and perfectly squares with facts.
When the sequence between cause and effect is
obliterated, the explanation is that the assumptions
previously made are not operative and to that extent
there is some modification of the result. Thus, in the
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sixteenth century prices rose very high in America
because of the discovery of the American silver mines,
A similar nse in ptice from 1896 to 1914 was the out-
come of the augmented production of gold. But the
gold discoveries of California and Australia in 1849-50
did not lead to a proportionate rise in price, partly at
least because of the increased demand for money
owing to an increased production of goods,

Cost of production theory of money :—The
theory that the value of money depends uponthe cost of
producing specie is opposed to the Quantity theory of
money which states that the value of money depends
upon its supply in relation to the demand. There is,
as a maiter of fact, no correspondence between the.
cost of the precious metals and their . value because of
certain circumstances attaching to them, particularly,
gold and silver. These are :—

(1) The durability- of the precious ‘metals ;

{2) the peculiar fascination for mining which
has resulted in a disproportionate outlay of capital
and labour to the specie extracted ;

(3) imegular discoveries from new sources.

Bimetallism :

It is a system of currency under which coins of two
metals, usually gold and silver, remain in concurrent
circulation and fulfil the following conditions :—

(1) Both coins are unlimited legal tender coins ;
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{2) free coinage of both metals ;

(3) maintenance of a legal ratio between the two
coins (called mint ratio).

The advantages claimed for bimetallism are :—

(1) h enlarges the stock of standard
money and all flucuations in prices of
goods are greatly reduced. The larger the stock of
money, it is argued, the smaller will be the proportion-
ate changes in prices, caused by increased supply of
money or new demands for it. Bimetallism thus
conduces to stable prices.

Advantages

-(2) Bimetallism will provide for a rise in price
level as the supply of money, coming from two sources,
will be greater than under mono-metallism. This
will stiulate business enterprise. It will also afford &
great relief to_the debtor class to repay their debts.

(3) Bimetallism conduces to a more stable ratio
between gold and silver.

The arguments that have been adduced against
bimetallism are :—

(1) The difficulty, nay, impracticability
of maintaining the mint ratio in the event
of its divergence from the market ratio, the latter ratio
being always liable to fluctuation.

(2) Whenever the two ratios differ from each
other, Gresham's Law operates and the over-vafued
money {that is, bad money) drives out the undervalued

Disadvan-
tages
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{that is, good money) from circulation, and  the country
is reduced virtually to monometallism.

(3) As regards the contention that bimetallism
conduces to a stability in price, the verdict of history
is against the bimerallists.

No single nation is strong enough to influence
the market for the precious metals so that the market

ratio may comspond to the mint ratio.

Remedy— e

Sernats Ili i, e a strong
ol Bime.

tollion. comblnauan of nations to adhere to it by

agreement is, however, a remedy against
the operation of Gresham's Law, But nations have
found it difficult to come to an agreement in so vital
a matter and the agreement has never been secured.
Nations, therefore, have been driven to the necessity of
adopting a single gold standard.
Measurement of changes in the value of

money :—Index number :

As the value of money is measured by the quan-
tity of other things which a unit of money purchases,
it vanes inversely as the general level of prices. [f the
prices of different commodities rose or fell simultane-
ously, it would be easy to ascertain the amount of
change in the general price level and in the value of
money. Butthe price of each article is subject to
independent variations of its own. Prices thustake
a contrariwise direction, some prices rise, some fall
and some remain constant. Mence, the problem of
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determining the general price level is difficult. The
best expedient for the purpose of measuning the
h,,,, e Variations in the purchasing power of
L] money is the “index number” and the
number is constructed in the following manner ;

The year chosen as the starting year is called the
base year and the actual prices of certain commodities
are recorded, the prices being called the base prices.
Each of these prices is recorded as 100. In a subsi-
quent year to which the comparison in prices relates,
the actual prices of those very goods are recorded and
then stated in the form of a percentage. The following
illustration shows how the number is constructed i~

‘Base year 1910 | Expressed Prices in 1920 Pc'rce’:\:;ge
o

rices s 100
Rs.a.p.
Rice por
maund .. 4 00 100 |Rs.3permaund | 75
Coal per
©n .3 60 100 | Re. 1f8perton 50
Ol per
seer .. 0 60 100 u 0f4 per seer 66, say
Fish per
seer .. 0100 100 010 per seer 100
Sale . per
seer .0 10 100 1 0]1]6 perseer | 150
5 500 5| 441

Adhmetic mean ;100 )
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The index number for 1910 was 500 ahd for 1920
441, Reduced to arithmetic mean the index numbers
respectively are 100 and 882. The average for the
base year is always 100, the average for the subsequent
year being a percentage of the base average. In this
iltustration, the index number for the year 1920 shows
(or rather, indicates) a fall in prices of 11’8 per cent.
An index number represents the price of a chosen good
(or goods) at a panicular date with which to compare
the price of that good (or goods) at a subsequent date.

The utility of the index number and its serviceable-
ness depend upon the adoption of certain precautions

... and these are :

tfm}:dl:m {a) The larger the number of articles
mmBer selected, the less will be the chances of
error which arise from the sudden changes

in the price of any single commodity.
(b) Whether the wholesale or retail prices
should be used will depend upon the nature.

of the economic enquiry.

{c;

The averaging may be done by the adop-
tion of the arithmetic, geometrical or harmo-
nic mean or by the use of the median.

{d) The method of weighting the articles has
also been adopted as an improvement, by
taking account of the relative importance
of the different aticles. Clearly, it is unfair
to allow a rise in the price of, say, salt offse
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a corresponding fall in the price of, say,
rice. Thug if a society, as a whole, spends
4 times as much of its income on rice as on,
say, oil, it may be counted as if rice were
four articles and oil one article.

‘Appreciation and D iation of Money :

An apprecialion of money takes place when it
changes to a higher value (i.e. when prices fall) and a
depreciation takes place when it changes to a fower
value (i. e. when prices rise).

Business activity receives a set-back, creditors gain
Eirsotesf and debtors lose, wages fali and some
Apprecia-  labourers are unemployed. There is a
:::p‘:‘::w contraction of credit. »Men with fixed in-

come gain, The National debt becomes

-a source of greater burden to the tax-payers.

Business enterprise is stimulated as profits rise.
Effects of Money wages also rise and unemployment
Deprecia-  Of labour is gradually reduced. But men
2;: ;:;:‘; with fixed income lose; the burden of

taxation presses less heavily on the people.



CHAPTER 12
Exchange (Cantd.)

Contents :—Banking. Evolution in banking. Functions of a modern
banker. How deposits are made. Clearing House, Difference between
deposits and aotes. Meaning of Credit and Crelit Instruments. Credit
and Capial. Credit and Prices. Merits and dangers of Credit.

Banking :

A bank is an establishment which lends money and

other media of exchange to individuals and to which

.. also individuals entrust money and other

g‘e’g’_‘:z media of exchange when these are not

required for immediate use. A banker is

a person who borrows money from others and
lends most of it again to people who require loans.

Evolution in banking :—Historically speakiné,
the practice of borrowing by a bank did not originate
on the bank's intiative. In the ancient days of civil inse-
curity, rich people were concerned with the safe keeping
of their money and the goldsmiths of those days were
the people to whom the surplus funds could be entrus-
ted. And this for the simple reason that the goldsmiths
were solvent and honest men and had to keep strong
safes for housing jewels etc. The depositors regarded
this guarantee of safe-keeping (so long the money was
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not wanted back) and a prompt withdrawal of funds
as useful services rendered. The depositors
naturally paid a small commission on the
funds placed as deposit.

First stege ;

The next stage in the evoluton came when the
goldsmiths found that only a small proportion of the
money deposited with them was withdrawn
.5;;":’:' at any time and that cases of withdrawal
and fresh deposits went hand in hand.
Instead of, therefore, locking up in the safes such sums
of money as were not demanded at the counter, the
goldsmith was disposed either to lend or invest same in
his own business, The money that would otherwise
remain idle had had a profiable utilisation. This
augmented the goldsmith's private earning and so he
was naturally looking with complacency upon the pros-
pect of increased deposits. And the more money he
could attract, the more could he lend and thus enlarge
his profits. The necessary encouragement to the in-
vestors was given when the goldsmith ceased to charge
the commission for the identical services rendered.

And the final stage in the evolution was reached
when the goldsmith not only not charged any commi-
ssion, but began to pay an additional sum in return for
deposits kept with him and not yet with-
drawn. The additional amount paid is
called interest. Thus, it came about that
instead of a depositor paying the banker for looking

stage :
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after his money, the banker paid the depositor for the
privilege of obtaining his money and being able to
utilise it. And this is what a modern banker exactly
does. He borrows money and pays interest to the,
depositors.  He also lends money on interest and takes
care that the rate of interest in the latter case is greater
than in the former, so that the difference in the two
rates of interest constitutes the banker’s profits. .

Functions of a modern banker :—A modém
banker performs two functions :—

(1) He acts as an agency for the collection of
savings and for investment. This takes the form of
acceptance of deposits and payment of interest on these
so long they are kept invested.

(2) The banker next proceeds to lend money on
interest.  He charges a higher rate of interest so that
a margin may be left between the rates at which he
borrows and lends. The loan usually takes the shape
of a discount of a bill of exchange having a few
months to run and the operation is simply known as
discount.  Thus, deposit and discount are the two
essential functions of a banker.

The banker's profit is not as high as it might theore-
tically appear. He is not free to lend out the entire
How does  VOlUMe of deposits. A certain sum of money
abasker  has to be kept as reserve and the amount so
earn profit? kept is ‘idle’ ’ " 5

ept is ‘idle’ or ‘dull' money, i.e. money
that eams no interest.  Evidently, the banker is tempted
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to minimise his reserve so that as large a sum as possible
may be available for investment. Hence, there is a
conflict of interest as regards the management of the
reserve.  And in determining the sum to be so kept (te.
the proportion between reserve and liability), the banker
is guided by his prudence, sagacity and experience.

The next business of the banker is to lend. But
whom to lend and against what security 7 The invest-
ments of a banker will be liquid assets, ie. asseis of a
quickly realisable character. The ideal loans will be
short-time loans, eg. day to day and week to week
loans. But the entire loanable funds may not be dis-
posed of in these ways and so the banker has to devise
other ways of investment. )

The next best investment is the discounted commer-
cial paper. The bank makes loans with collateral security,
i.e. by pledge of property which can be easily sold in
case the repayment of the Joan is defayed. The bank
.also advances against securittes which are easily salable;
it sometimes invests in “‘outside paper” etc. The gene-

“ral principle to be observed in all cases of loans is thal
in case the banker is in need of cash, the assets against
which loans are made must be liquid enough to be
converted mto “liquid gold”. The bank reserve acls as
a safety valve and if banks have more reserve they lend
more freely by lowering the discount rate. Conversely,
when the reserve is small compared with the demand
for it, banks draw in.



158 ECONOMICS

(3) Another function which, at one time was regard-
ed as essential but now subsidiary, is the function of
note issue.  The bank notes are the bank’s own
promises to pay and once these notes are issued, they
form a part of the circulating medium. But most of the
civilised countries have adopted a centralised system
of notesssue and so, except the Central Bank, other
banks are precluded from issuing notes.

The banks may be prevented from note-issue, but
ihey have got hold of an outlet for development .of
banking in the creation of cheque currency. Just as
notes are issued by the banks, so cheques are drawn by
the customers against current or drawing accounts kept
with the bank. The limits to the drawing of such
cheques are the amount of funds held by the banker
and the amount of the credit which the banker is
willing to grant the customer on loan account.

How deposits are made :

Many persons think of a deposit as cash left with a
banker. Historically, of course, al! deposits began with
specie entrusted to a bank and even to-day salaried per-
sons and men of the leisure class do place their surplus
cash with banks as deposits.  But a large part of the
deposits in the commercial banks does-not arise in this
way. The deposits are created bythe banks themselves.
In essence, there is no difference between a bank lend-
ing by notes or by deposits.  When a bank lends, it
Jends usually not its money, but its credit. If the banker
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has power to issue notes and his credit is good the
notes, which borrowers are supplied with, get into cir-
culation. Exacily the same thing happens when a bank
lends in the form of deposits. This time the borrower
is credited with a “deposit’”’ of the amount of the pro-
missory note (the common transaction is the discounting
of anote). He then has got a right to draw on the
bank as if he actually placed cash with it. This is
usually done through a cheque directing’ simply the
bank to make payment to any person specified in the
cheque. The borrower, soon affer the loan is made,
will draw cheques against it, but he usually keeps some
balance with the bank as a reserve to meet contingen-
cies. These deposits are thus like bank notes and form
a part of the circulating medium. This portion of the
currency is called chequable currency.

How cheques are offset through the Clearing
House :

Assume a case where all persons bank with the
same bank and all payments are made by cheques on
the bank. In such a case, al} use of money could be
safely dispensed with. Suppose, there.are two persons,
K and L banking with bank B, their respective deposits
being Rs. 1000/ and Rs 2000/-. Next suppose, K makes
a payment of Rs. 500/~ to L by a cheque which L
deposits with the bank. What the bank B would now
doisto credit L with the value of the cheque. L's
deposit will now be Rs. 2500/-, Deduct so much from
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the account of the drawer of the cheque, K, and K's
deposit now becomes Rs. 500/-, (instead of Rs. 1000f).
Thus, by a mere adjustment of the deposit balances the
payment is effected and no money is used for the
purpose.

Next, suppose there are two banks B and D, and K
has a deposit of Rs 1000/~ with bank Band L a deposit
of Rs, 2000/~ with bank D. K makes a payment of Rs.
500/ to L by a cheque on his own bank which L this
time deposits with his bank D. D has now a cheque
deposited with it for collection drawn on the other
bank B. If two other persons had a similar transaction
for Rs. 500/~ between themselves, this time the cheque
coming to bank B for collection and being drawn on
bank D, the positon is simplified. - The banks B and D
offset their claims without using money at all. Suppose,
now the second cheque is worth Rs. 300/ and not
Rs. 500/~ In that case D's claim on B is for Rs. 500/~
and B's claim on D is for Rs. 300/~ and the difference, ie.
of Rs. 200/- need be paid by Bto D. This difference
may not even be paid, but a running account kept from
day to day and the balance one day will be in favour
of one bank and some other day in favour of the other
bank. Inthe end, an equality may be reached. Even
if no equalisation is possible, it is only*the balance that
need be paid by one bank to the other ; meanwhile,
vast sums of money have ceased to be used through
mere offsetting.

Finally, assume that there are any number of banks
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and any number of parties, The same process is in
operation. Every day each bank will get a bundle of
cheques for collection from the others, just as the others
will also have cheques drawn on this bank for cellec-
tion. The same offsetting of chéques against one
another. will be now effected through the orgarusation
of the clearing house. This is an expedient for the
offsetting of cross obligations in the form of cheques.
Each bank sends at the end of the day’s transactions a
number of cheques which it has received against other
banks; it will also have to meet all cheques drawn
against it. After the totals are offset, the balance, be
it a credit or a debit balance, must be realised or paid
in cash. But this is also not generally done. [f ail
these participating banks deal with the country's central
bank, each bank keeping a deposit account with this
central bank, the clearing house balances may be setiled
by the debtor bank paying to the creditor bank by a
cheque on the-central bank. The central bank will
make a necessary adjustment in the deposit balances, .
crediting a clearing banker with an amount of money
and debiting a corresponding amount from the account
of the other clearing banker.

I this illustration, suppose the banks B and D have
a running account with the Central Bank X, B's deposit
account showing Rs. 600 and D's Rs. 1000. B pays D
a cheque on bank X for Rs. 200. The net position of
Band D nowin the central bank’s deposit ledger is B's
account showing a deposit of Rs. 600—Rs. 200, ie.,

i
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Rs. 400 and D's account showing Rs. 1000 +Rs. 260,
ie., Rs. 1200

Difference between Deposits and Notes :

Although both deposits and notes are evidences of
the banker's liability to pay (i.e, both are demand
obligations), the differences between them are mar-
ked :—

(a) Notes remain for a long time in circulation,
whereas a deposit, going into circulation as
a cheque currency, is sooner or later
returned through the clearing house,

(b)" A cheque, like a note, may undergo chang-
es of hands, the payee endorsing it to anoth-
erandsoon; but the cheques are drawn
for odd sums and so the chance of _their
being indefinitely in circulation (like a
note’s which 1 for a round sum of money)
is meagre. i

fe) A bank has to meet oftener its demand
© obligations in respect of deposits than in
respect of notes.

Both depositors and note-holders are creditors to a
bank and the bank is under an obligation to pay in
fegal tender money back to both. But the depositors
are voluntary creditors and note-holders are involuntary
creditors of the banl,



EXCHANGE 163

Notes remain indefinitely in circulation ard whoever
happens to be a -holder of a note at any timeisa
banker's creditor to the value of the note,’
el Hence, in the event of a bank failure,’
is pnl!gd ‘o although both depositors and note-holders
:;i‘f::; a4+ lose, a greater injustice is done to the latter
of pote-  than to the former. And 1t is for safe-
holders. : . - A

guarding their position that special legisla-
tions have been passed in order that the quality of notes
may be improved and notes placed on a footing of
absolute security. In countries, with a centralised
sysiem of note-issue, the notes are issued under con-
ditions of monopoly, note-issue being hedged in with
restrictions. In other countries, under the decentralised
form, restrictive laws have also been passed. _ in some
countries, a definite proportion of .the value of notes
issued .js kept in money and placed with the govern-
ment. Sull another way is to give the note-holders a
prior lien on the assets of a failed bank.

Credit and credit instruments :

Credit comes from the Latin word, credere, which
means ‘to believe’. But the word is used in different
i senses. [t may be defined as a confidence
that a borrower will give back money or a
substitute of money at a future date.  This
confidence rests ultimately in a man's character, ie.
integrity and his status in life, ie. ability to pay. It is
because a man kas credit that he isin a position to

Mesning of
credit.
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obtain possession of wealth or services in exchange
for a promise of a future payment or return. In highly
developed cauntries of the world, about 90 per cent
of the transactions are done with credi, i.e., 90 per cent
of the people are relied upon as regards future payment.
Besides personal charecter, credit transactions are pro-
tected by law and the creditor can enforce his legal
right against the debtor. A person is said to give
credit when he lends money in the expectation that it
will be paid back to him in future. The two elements,
therefore, involved in credit are confidence and time.

Asin credit transactions a promise is given to pay
ata future date, the promise is either verbal or docu-
mentary.” In the latter case, the promise
appears on paper and the diverse forms in
which the promise exits are collectively
known as credit instruments. The following is a list
of the different kinds of Credit Instruments :—

(a) Bank notes are mere promises to pay their
face value in legal tender money (unless
the notes themselves are legal lender). The
status of the bank is the only consideration
and it is for this reason that the issue of bank
notes is carefully regulated by government.

Credit Ins.
truments.

(b} Government notes are similar to bank notes,
the issuer being the state instead of a bank.
Cheques are bills of exchanges drawn on
a banker, payable on demand.

(c
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(d) Bill of exchange is an unconditional order
in writing, addressed by one person to
another, signed by the person giving it, re-
quiring the person to whom it is addressed
to pay on demand or at a future date a
certain sum of money, to or to the order of
a specified person or to bearer.

(e

Promissory note is an unconditional promise
in writing made by one person to another
signed by the maker, engaging to pay on
demand or at a fixed date in future a sum
of money. .

{f

Post office orders, money orders and sundry
other credit evidences, such as, stock certi-
ficates, mobilization certificates (i.e., orders
for delivery of goods).elc.

Credit and Capital :

The question that is frequently raised is: is credit
capital? Credit, it must be remembered, is notan
agent of production like land or labour or capital. It
cdnnot create wealth, but what it does is to hélp in the

wce of productive ions. Wealth may be
owned, but may not. be effectively utilised. The
raechanism of credit permits the wealth being transfer-
red from those who are least able to use it productively
ta others who make its greatest utilisation. Ricardo has
said that credit does not create capital, it only deteymines
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.by- whom that capital shall be employed. Credit
simply converts wealth, ie., latent_ capital into kinefic
capital and as such has a great social value. And
without credit few of the great enterprises of the present
day world could be carried on. None the less, a credit
instrument, say, a bank note, should not be regarded
as capital. A bank note is not capital, but it represents
capital. It represents house, a machinery, a factory,
raw materials etc. which are capital. Credit facilitates
their transfer and it is by effecting such transference that
all forms of industry are quickened.

Credit and Prices:

Does credit influence prices at all 7 If it does, is its
influence of the same kind and degree as that of
money 7 Different economists have answered the ques-
tion differently. Thus Mill argued that because credit
is purchasing power, it influences prices exactly as
money does. Mdney and credit are thus identified by
Mill, but here the essential nature of credit is lost sight
of. In ail operations conducted with money, the transac-
tions are completed, the money-holders and goods-
possessors simply changing places. In a credit trahs-
action, the article, of course, is transferred from the pro-
ducer to the buyer, but it does not bring the transaction
10 a termination (as in the case of monetary transactions),
as the debt incurred in a credit purchase must be paid
in the future. Hence, credit is not simply a purchasing
power, but of liquidating power,
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ltis for this reason that the American economist,
Walker has argued that credit has no influence at all on
prices,, His contention is that the general level of prices
is determined by the amount of and demand for, the
standard medium of exchange, that credit transactions
occur on the level of prices fixed 1o such standard me-
dium of exchange and that the credit transactions cance!
one another without the use of money.

The truth lies midway between these two opposite
views. If a credit instrument, say, a bank note, had
been a perfect substitute for money, it would influence
prices exactly as money does. But the banker must
have to keep a certain amount of money as reserve, as
confidence is never complete and can be fostered by
metallic reserve. And the amount thus reserved measures
the real influence of credit on prices. It is not denied
that a purchase on credit causes an increase in the
demand for goods and therefore leads to arise in prices.
But credit is not liquidating power to an equal extent.
An example will clarify the matter. Suppose, previous
1o the use of credit mstruments, there were 100
units of goods and 100 coins and the average
price of each article was 1 coin. Now suppose, 100
units of bank notes are injected into circulation. The
purchasing power is, of course, increased by 100 units of
bank notes, i.e. credit instruments (which are promises to
pay in the future). But when the future ripens into
the present, the liquidating power must be supplemented
by the reserve.  Assume that 50 units of coins are kept
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in the bank reserve for securing the conversion of 100
bank notes. The total circulating medium is now 100
notes + 50 coins now left disposable for actual cash
transactions { 50 coins being kept in the reserve ). The
credit instruments tend to raise prices, the metallic
reserve tends to lower prices. But as the advantage . of
credit lies in using more credit instruments than the
reserve, the result is that credit raises pricesnot to its fullest
extent, but up to a certain point only. In the above
Alustration the total circulating medium consists of 100
notes and 50 coins and there being 100 units of goods,
the average price is 13 units.of money, i.e. the price level
is increased not by cent per cent but by 50 per cent.

Merits and dangers of credit :

The economic advantages of credit are stated

Advantages below:—
of credit.

(1) Credit helps in the cumulation of
small sums of money (which would otherwise remain
unutilised) into centralised reserves applied to productive
PUrDOSES.

(2) Credit creates a motive for accumulation of
wealth.

(3) Credit makes mobile the vast stores of wealth
of a community and thus stimulates productions.

(4) Credit economises metallic currency and subs-

tites a cheap and more convenient medium of
exchange.
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 (5) Carefully regulated credit minimises fluctuations
in prices and makes trade conditions steady.

The greatest danger of credit lies in its liability to
over-issue. “There is always a possibility that more
Dangers of notes will be issued than are necessary and
credit. healthy, or that more bank advances will
be granted than are safe to the community.” And over-
strained, credit brings commercial crises and panics.
Demands are abnormally stimulated, prices raised and
eventually commercial panics precipitated. An inflation
of credit instruments leads to over-trading, people are
lured into fictious profits which really are not as much
as they appear to be. All sorts of speculative enter-
prises come into extistence, the entire community is
caught by an infection of the fever of speculation, but
they rest on a weak foundation. ~Prices are high and to
sustain the high price more money is called for, People
resort to excessive business and over-borrow.  Finally,
comes the shock, a bad failure, a financial panic.

Services rendered by a banker to a
community :

The banks are useful institutions and render impor-
tant services by way of promotion of industry and com-
merce of a country. The distinct services they perform
may be enumerated below:—

(a) Banks encourage savings, thrift, economy and
investment,
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{b) They facilitate exchanges of goods and cteate

(c)

a general sense of security.

They are instrumental in transfering the sur-
plus wealth of individuals and districts to
people who are likely to make an efficient
use of it.

{d) By a careful regulation of credit instruments

<

(€

which banks grant for promotion of industries,
commerce, shipping etc., they check specula-
tion and prevent crises from happening.

By injecting credit currency into circulation,
banks add to the circulating medium of ex-
change, economise the metallic currency and
cause a country’s supply of currency to
become automatic. It is by providing for
an elasticity of currency, that they help a
nation forward in their economic develop-
ment. :
Finally, the banks act as safe deposit agencies
for savings, securities, jewellery etc. They
finance the vast volume of a country's foreign
trade and afford every facility to merchants
and travellers who are immensely benefited.
Refering to the adequate facilities that obtain
in Scotland, Mc. Leod has said, “banks have
been to Scotland what the Nile has been to
Eegypt”
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Exchange (continued).

Contents :—Internationat Trade.  Its orign.  Values in Inter-
national Trade.  Advantages and disadvantages of international trade.
Balance of Trade Protection.  Arguments in  favour of
Protection, Free Trade. Arguments in favour of Free trade,
International Trade ;

international trade is trade carried on between the
‘people of different countries. The reason underlying

international or foreign trade is the same
Causes of H a £ 5
intermation. 25 that regarding internal or domestic trade.
slwade.  Gypnose, the two localities of a country are
differently endowed by nature, one being rich in
mineral deposits and the other specially fitted for agri-
culture. It is now to the interest of both localities,
each, to specialise in one product and exchange each
others’ products for sausfaction of mutual wants. In

the case assumed, the agricultural locality
Natural P
differences Cannot, even if it liked, produce mineral
;’;:;‘:f:""‘ products. The mining area may produce

agricultural goods, but less effectively (ie.
with greater difficulty) than the mineral produets. An
application of this principle, as between different
nations, is the explanation of the origin of international
trade. If the two localities are supposed to be two
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different countries, the poSition feMiauss wirtm geu,
Thus, tin is mined in Wales, but not in the U. . A,
Again, America can produce wheat at a cheaper price
than the Welsh can. Hence, trade opens up between
U. S. A. and Wales to the mutual advantage of both
countries. Other instances may be multiplied. The
products of the tropics and temperate climes
are exchanged with one another on the same
principle.
In the above illustrations has been "assumed a natur-
al difference in the productive capacities of the trading
countries. Exchanges may also be profi-
Efficlent tably carried on when no such natural
not for na- differences exist. Theoretically, each coun-
toral super- . .
jority, but 1y Is capable of producing either the one or
E"_‘L;h“‘,.‘:: the other article. But simply because it has
and econo- taken to the production-’ of one of the two |
ie.20 27 and has specialised and thus all the econo-
mies of concentrated production are being
availed of, its production of this article is more effective
than another which, for similar reasons, might be
equally effectively produced in the other country.
Here, exchanges are conducted between the countries
also on advantageous terms. England buying wheat
from India and India buying iron manufactures from
England servé 1o illustrate the principle. Not that
England cannot grow wheat in her own soil, or India
cannot be self-supporting in respect of iron and steel
products, but that both countries want to avoid waste
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of energy and capital by concentrating on less profitable
industries.

Still another reason explains the origin of interna-
tional trade. *Suppose, a country X can produce goods
A and B more cheaply than country Y. Here, country
X has an absolute advantage over country Y in respect
of both goods.  But X may find that it hasa greater

ive ad in the production of A than in
the production of B. In other wards, X can produce
N A more cheaply thanY, X can produce B
country bas 4150 more cheaply than Y. But X can
agreater  prodice A much more cheaply than can
comparat- B 4
ive advant- produce. B. Hence, X has a relative advantage
aiod tan I producing A-and as such concentrates sl
:Ln:':bfn its productive force in this article and in
hos eaab.  exchange for its surplus production obtains
:‘:’::;:"’ from Y, B. It happens undoubtedly that
aver anoth- the price X has to pay for B of Y is higher
T Sane, than if B was also produced within X, But
of bath  ¥'s gain lies in this that the quantity of
ootk Jabour and capital devoted to A gives a
greater gain than the loss involved in having to buy B

from Y at a higher price.

Origin of international trade—The origin of
international trade thus lies in a difference in the com-
Law of praative costs of production of two, or more
five tonts, commodities in the same country. The
costs compared are the costs of producing two “or
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more goods in the same country, and not the
cost of producing the same article in the trading coun-
tries. And so long there is a difference in the comnpa-
rative costs, intemational trade will continue.

Values in international trade :—When the
trading countries proceed to exchange their products,
at what ‘rate will these be exchanged ? The trad-
ing countries are so many non-competing groups
as there is no mobility of labour and capital from one
country to another. Hence, the values of goods that
enter info international trade cannot be measured by
their costs of production. The values of goods are
determined by the comparative intensity of reciprocal
demand, operating within the limits set by compara-
tive costs.

The advantages which follow from international
trade are similar to those from division of Iabour
Y — and localisation of industries within a

ofinterna-  country. These advantages are sunmarised
tional trade. below — .

(a) A commodity which is incapable of being
produced in a country (for climatic and simi-
lar reasons) may be obtained by foreign
trade and thus the people benefit from a
farger variety of commodities.

{b) The production of goods in each country
is most efficiently conducted and thusa
maximum return is secured.
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(c) The concentration of a nation’s productive
energies in the most profitabe channel leads
to further gains from cancentrafed and large
scale production.

(d) International competition keeps every nation
keyed to the highest pitch of efficiency and *
conduces to a stability 1 prices.

(e) Commercial intercourse between nations

tends to create a fellowship and the econo-.
mic interdependence promotes world’s peace
and progress.

“Like division of labour presenting certain disadvan-
tages, the international division of labour also produces
Lo some injurious effects. These are as
Disadvanta-
gesof inter- follows :—
'l',‘.‘;:“‘l (1) International trade presupposes the
. concentration of the entire productive forces-
of a country in the most profitable sphere. Hence, if
a country happen to mineg, say, coal or petroteum, or
any other nature’s irreplaceable resource, eventually 2
point of extinction is reached. There is need for husband-
ing out the resources of a nation, specially” those of an
exhaustible nature.

(2) The present generation may gain no doubt, but
the interest of future generations is ruthlessly sacrificed.
“ls Britain’s coal inexhaustible that she should be
supplying half the world with anthracite 7'
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(3) , Import of cheap- goods, specially druss and
intoxtcating liquors, is harmful to a country.

{4) Concentrated production brings in its train
many d results, such as, fon in towns,
evils of slum life, insanitary-surroundings etc.

(5) Extreme specialisation is not always good. If
for some reason or other the demand for a country’s
commodity cease or if a rival country enters into the
arena, the country is faced with the prospect of
universal unemployment.

Equality in the money value of a ‘country’s
exports and imports.

A country's exports pay for its imports and an
equality between the two is established by the move-
ments of specie from one country toanother. A country's
exports represent the demand of other countries for its
products, while the imports represent its demand for the
“products of foreign countries.  Foreign trade constantly
tends to equalise a country’s demand for foreign products
and the foreign demand for its own products. An increa-
sed demand for foreign products will mean an excess
of imports over exports, necessitating shipment of money
fo foreign countries and thus lowering domestic prices.
Exports will increase on this lower price fevel until they
equal imports again. Conversely, an increased foreign
demand for a country's product tends to produce an
excess of exports over imports and cause shipment of
foreign money into the country,  This lowers prices
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in foreign countries so that they pay for the large
quanmy of goods demanded by exporting more goods
on the basis of the fower price level. Admission of
foreign money into this country will raise its price level
and thus restrict the opportunities it formerly had in
maintaining an excess of exports over imports.

Balance of trade and other obligations: The
statement made above that the exports and imports
of a country tend to equality is true notin the sense
that the merchandise exported and impotted represents
Crndits and 21 equal value. All she items of a coun-
debits of & try's exports or imports are not recorded
oty 504 those thatare not recorded constitue
valuable tems. To the value of a country's export of
merchandise will be added the various services rendered
to other countries and for which payments become
due. The following list shows the various ttems for’
‘which payment must be made or claimed according to
circumnstances :

(a) Merchandise imported or exported.

(b) Loans, borrowed from or by other
countries.

(c) Interests due on outstanding loans,

{d) The services of shipping.

(e) Personal services rendered in one country
when payment is received in another, of
made by funds derived from another.

(f) Tribues, subscriptions and the like.

i
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(g) Finally, gold imported or exported.

The advantages of international trade rest on the
free flow of goods between the trading countries and
Hestrictions when no restrictions are impc.sed on their
etmter™ movements.  Whenever there is a freedom
:‘;‘;"“ of international trade from interference by

# government restriction, it is known as free
trade. The world policy is, however, further away
from it Restrictions are placed by governments upon
international trade usually in the form of taxes on
exports or imports.  When a tax on imports is imposed
for secuting a revenue for the state it is referred to as-a
tariff for revenue only. When the import tax is
imposed, not for revenue purposes, but for the purpose
of developing the home industries, it is referred to as a
protective tariff. Under free trade either no taxes are
imposed or a few commodities are taxed for revenue
only.

Protection :—Prowection is a negation of the
principle underlying free trade. It aims at promoting
the national unity and developing a nation’s capacity
of producing weaith which is said to be infinitely
more important than wealth itself.

The various arguments that have been advanced in
r— favour of Protection are sammarised as

for follows :—

Pnteamn. . . B -
{1) Protection aids young industries.

I often happens that an industry is unable toget2
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start because of adverse foreign competition. ltis
Infant during the initial stages, i. e. so long it is
jmdustry ~ in an infant condition, that it requires
rgument 4o fostering care of the state and the
state will be justified in imposing protective tariffs
50 long the domestic industry will mot be able
to overcome the initial difficulties. The implica-
tion is that as soon as the infant develops into an
adulf, the protective duties will be removed. This
argument applies with some force when an agricultural
country wants to transform itself into a manufacturing
country. -

(2) Protection is advantageous as it promotes
diversity of employment. A country with diversified
. industry is better off than another whose
Diversified . . o
todwstries  industries are specialised. In the latter case
argument. dependence on foreign markets both for
sales and purchases becomes inevitable. The risk in
such a dependence is abvious, The idea, of course, is
to make the nation self-supporting and thus minimise
its relfiance on other nations., The German protectionists
have stressed on this point. They have pointed out the
futifty of Germany developing her manufacturing
industries, to the neglect of agriculture, as without
agriculture the pation cannot be supported in case of
war. Moreover, exporting manufactures to less deves
loped countries will last so long as the latter do not de-
velop industries in their own countries.  The inevitable
day will come when the foreign market will be closed.
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(3) Protection raises and maintains high wages.

This argument has been interpreted in diverse ways.
In some countries where wages are high (as inthe
— U. S. A) it has been argued that protective
asgument.  tanff should be imposed in order that the
American wages can be kept high and the
high American standard of living maintained by
shutting out goods made by the cheaper labour of other
countries. This argument is applied again for all
countiies where wages are low and where additional
fields for employment of labour are proposed to be
created by the protective tariff. This is expected to
create demand for labour and thus raise wages. The
plea of protecting the poorly paid wage earners from
being pushed by the more efficient labourers of the
competing countries is also taken.

But the fallacy of this argument is easily shown.
High wages and low cost do often co-exist, Otherwise,
how would it be possible for America at all to export
goods, 1f lower prices give the foreigners an advantage ?
Again, Russia and France are protectionist countries,
England is based on free trade. Yet, the English rate
of wages is higher than the French or the Russian.
Low wages are thus found under protection, high
wages under free trade. [t is the effectiveness of labour
that is the cause of high wages. Protection may raise
money wages, but real wages will be high only when
cheap goods are imported.



EXCHANGE 181

(4) Itis said that protection is beneficial to agricul-
ture as well as to industry as the increase of wealth
Home will afford a larger market for the food and
market raw material of the neighbourhood. Thus
srgament  f coion  manufacture is established and no
importation of foreign textiles takes place, the people
engaged in it will buy food and other things and an
additional market for food is thereby created. But the
real point is missed. To cut off imports is also to
cut off exports and in place of exchange between
countries is substituted exchange within the country.
And the fact that foreign cotton manufacture was got
cheaper by importation shows that the foreign
market is better than the domestic market. Sale in the
home market renders unnecessary the incurring of
expense of transportation to distant countries. Also
production of bulky and perishable goods which
cannot be sold in foreign markets will find an easy
market in the country. This argument has been much
weakened in recent times by reduction in the cost of
transportation and improvement in facilties for preser-
ving perishable goods. Granting the force of the
argument, that the existence of a large home market
is beneficial to the farmer, what reaily happens is as
a producer the farmer gains, but as a consumer his
advantages may be more than neutralised by the higher
prices he will have to pay.

(5) The balance of trade argument is crudely
mercantilistic and rests on the assumption that imports
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are bad and exports are good. In order to secure
a favourable balance of trade, i.e. excess of

Balance of < i
trade exports over imports, imports are to be
argament. pogicted, and it is in this way that precious
metals will be brought in and the country enriched.
This sort of argument rests on no economic basis.
Exports pay for the imports and it is impossible that
irports will decrease, but exports are kept high. n
the second place, it is not the excess of exports over
imports that brings gold in the country, but the excess
of credits over debits. Moreover, the fallacy of the
argument rests on an identification of money with
wealth. Wealth is not money, but money's worth
and -after a country has secured enough gold for
monetary purposes, any more money will be a source
of embarrassment, and sooner or later the surplus gold
must be got rid of.

Quite a variety of arguments have been "advanced

in support of protection. Besides the

Other
arguments  arguments referred to above, a few others
for Peotse: may be noted below ;— )
summarised

(6) Protection increases productive power.

(7} Protection encourages immigration of labour
and capital.

(8) Protection lowers prices by increasing home
competition.

(9) Protection does not raise prices to the
consumer,
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{10) Protection secures a steady market:

(11) Protection helps to prevent exhaustion of
superior soils or natural agents.

(12) Protection checks the necessity of recourse to
{nferior soils.

(13) Home trade is more profitable, as it gives
double employment to capital.

(14) Protection prevents an unfavourable distribu-
tion of money.

“(15) Protection is advocated on the political’
ground, namely, that defence is of much more import-
ance than opulence.

Arguments for Free Trade :

To the above arguments the free trader's reply is
simple. It 1s a simple corollary from the principles of
division of labour. Exchange between individuals of
the same locality rests on identical advantages on
which international exchanges hinge. “International
trade 1s like internal trade : the freer itis, the greater
are the advantages to both parties.” And this advan-
tage does not cease because a political boundary line
separates one section of mankind from another. Any
restriction on exchanges will obstruct this free trade and
%is a retrograde step and entails loss to the trading parties.

The case for free trade rests on the following
grounds :—

(1) Protection means a violation of a man’s rights
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to buy and sell where he likes and prevents thé poorer
classes from benefiting by the imports of cheap goods
from abroad.

(2) Protection involves an unnecessary tax' on the
consumer as the prices of the domestic goods are
increased by the tariff rates. - “Protection is thus a
robbery of the many for the benefit of the few.”

{3) Protection creates a maladjustment of the
productive forces of a community and retards a
country's economic development.

{4) Protection does not really protect as certain
industries that are artificially created are effected
at the expenses of others which are necessarily
destroyed.

(5) In protection is involved a political corruption.
It creates vested interests and these exert a demoralising
influence on the legislature for the perpetuation of the
preferential treatment,

(6) Free- trade promotes peace and good will,
whereas protection creates bitterness of feelings between
nations and nations who often resort to retaliatory
tariffs and commercial war measures. Protection
stands for national animosities, free trade for universal
brotherhood and promotion of world’s progress and
civilisation.



CHAPTER 14
Distribution—Rent

Contents :~—Meaning of distiibution. The Problem. Law of
Diminishirg Productivity. Rent. Ricardo’s theory of Rent, Rentand
Unearned Increment, Rent and price of agricultural produce.

Distribution of wealth :

In distribution is studied the remunesation of the
factors of production, ie. the sharing of

Meaning  economic goods among those who have
Di‘;’;hmﬂ helped to produce them. The four factors
of production are land, labour, capital

and enterprise. [t is by a joint collaboration of these
factors that a vast stock of wealth is produced,
wealth which awaits to be divided among the produc-
tive members. This wealth is thus called the
National Dividend and a portion of it goes to the
landlord who receives it by virtue: of his ownership
of land and it is called rent. Because of the
fabourers’ contribution, their share is called wages.
Similarly the capitalists’ share is called interset. Finally,
the share of the enterpriser or organiser is called
profits. Thus there are as many shares in distribution
as there are factors in production. And affer rent,
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wages, interest and profits have been paid the whole
National Dividend is exhausted and nothing™'is
left behind.
We live under .money-economy and so wages,
interest, rent and profits are paid n money.
D‘*“"““" And the incomes. of the producers are
-—lmm obtained as money incomes. Butthe real
and money
income. income consists not of money, but of
goods and services. Thus a man's real
income consists of articles of food, clothing, shelter
amusement and the like In distribution also’ is
really involved the distribution of these goods and
services. After all, whether a labourer is better off or
not depends, not upon the amount of money income
but upon the quantity of goods and services which
the money income will procure. Hence, the goods
and services which have been produced and which
await to be distributed among the productive members
constitute the real income. And the distinction between
real and money income is important. It is possible to.
increase money incomes without increasing real
incomes. If the curreney of a country 15 doubled
the money incomes of many persons may be increased
but the simultaneous increase of prices would lasgely
offset the increase of money incomes. ltis for this
reason that comparisons of the relative positions of
labourers of different countries by taking their money
incomes into consideration, are rather misleading.
The relative purchasing ™ power of money really
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counts as on it really depends the degree of prosperity
of the labouring classes.

The problem of distribution :

The national dividend which constitutes the sole
source of payment may be compared to a flow, &
stream, which is being constantly produced by the
agents of production and divided as soon as it is
produced.

The problem of distribution briefly is : VWhat prin-
ciple underlies the apportionment of the respective in-
cormes of landlords, labourers, capitalists and organisers ?
Why do not wages get a greater share than they get
actually or why rent does not get a less share than at
present ? Does the division between them rest on a
mere accident or on any economic principle 7 An-
other problem of distribution is concemed with the
ethics of the present-day system ? Is the distnbution
fair and just 7 Could we conceive of any other system
which will be an improvement upon the existing one ?
Is it possible to devise a system under which every
member of the community will have enough for him-
self, poverty will- cease altogether and there will not
exist sharp inequalities of ncomes of peoples 7 Let
us, for the present, confine our attention to the first
problem and make an endeavour to find out the econo-
mic forces which operate to make the division what
itis.

The problem of distribution is, in its final analysis,
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a problem of valustion. To explain the value which

society puts upon labour is to explain wages.
:i'";'l'_?;‘;"’io": Similarly to explain the value attached to

land or capital or enterprise is fo explain
the phenomenon of rent or interest or profits. - The
problem of distribution is at best a problem of valuation
and the marginal productivity theory of value is the
governing principle of distribution. The simplest way
to state this theory is to say that any factor in produc-
tion, land, labour, capital or organisation, tends to get
as ils income the marginal product of that unit,
The marginal product attributed to the employment of
a unit is the product which is just worth having. It
may be taken as a natural sequel to the operation of a
taw of universal application, the law of diminishing
productivity.

Suppose, a farmer is called” upon to preduce more
corn. This can be done either by employing more
A simple  Jabourers on the same soil, or more capital or
5““:‘:“:0: by bringing additional acreage into cultiva

" tion. Suppose, he adopts the first alter-
native. For some time ‘the employment of additiona!
Eavwof doses of labour in the same soil may mean
R"li';‘;'lif more than a proportionate increase in the
Produc- product. Thus two men working in a
tivity. soil may mean that the produce is more
than doubled and this may continue up to a few more
doses. But sooner or later a point is reached when the
farmer finds that the employment of the last man has
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not increased the produce by as much as it was increas-
ed by the last previous labourer. This point is the point
of diminishing productivity. From after this point, each
successive labourer will add to the aggregate product
by an amount less than already added to by his pre-
decessor. But because the successive labourers will each
produce a lesser amount than the preceding labourers,
it does not follow that the farmer will not think of em-
ploying any labourer after the law of diminishing pro-
ductivity has set in.  But this is by no means true.  The
only question that confronts the farmer 1s whether an
additiona! labourer will earn his own wages, i e.
whether the additional product obtained by the em-
ployment of any dose of labour will zell for enough to
equal the additional expenses incurred for paying his
wages. If the farmer stopped earlier he would not be
making as much profits as he could have made; if he
goes down beyond this point, his will be a losing con-
cern’ as more wages will have to be paid than the
labourer earns, The last labourer employed is called
the marginal labourer and the additional product,
attributable to the employment of that labourer, is called
the marginal product. All the labourers, from the first
down to the marginal, are of the same sort of efficiency
and therefore all will be paid at a uniform rate of wages
and evidently the product of the marginal labourer is the
sole determinant. Hence, it is said that the marginal
product of labour and wages tend to equality. What
is true of labour, is true of capital and the product of
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the marginal dose of capital and interest tend to equalise
and s0on for the two other factors of production.
Rent:
By ‘rent’ is meant the return that is secured by the
owner of any natural agent. The commonest case is
_ therent secured from land, but the ient
Remeaning
from other natural agents, such as, water
privileges is an income of the same sort. In short,
‘rent’ is confined to designate all incomes from land
(i.e., gifts of nature), as interest is to designate jncomes
from capital.

People pay for the use of land as well as for other
things because they have utility and are scarce in
Canerok supply. . Thus, nobody would pay for land
rent if it was not useful. Again, nobody would

pay for it, despite its utility, if it were not
scarce. When the nomadic people settled down to
agricultural life, and arable land became scarce, rent
began to emerge.

In order to understand the theory of rent
Peculiasities the three peculiarities of land must
of land ms & . o
factorof not be lost sight of :—I1. Limitation
production of quantity. The supply of fand is rigidly
fixed by nature. Hence, an increased demand
for land will mean that every inch of land will be fully
utilised by intensive method of cultivation and waste
fands taken up for cultivation, but even then if the



DISTRIBUTION—~RENT 19l

demand is kept increasing, the value of land will in-
deﬁnmely increase.

2 leferences in fertility. Lands differ in fertifity or
productiVeness and these differences are due to com-
position of land, climatic and topographical conditions.

3. The importance of location is also great and
the rent of agricultural land depends upon its location
as well as upon its fertlity. Thus, differences in fertility
have exactly the same effect as differences in situation.
But this situational advantage becomes less with the
lowering in the cost of transportation and the cheapen-
ing of carriage in modem times has greatly diminished
the importance of situation rent.

Ricardo's theory of rent:

Suppose, a land is colonised by a body of new
setilers. There is plenty of land available and no one
will pay for it as any one can appropriate as much as
is necessary for his use. Under such circumstances -no
rent need be paid. Even the best soil is found in
plenty, it is like air or water. And this continues so
long as population does not increase. With increase
of population the best lands will be taken up one after
another and next the cultivation is pressed down to
inferior soifs. Thus a stage is reached when superior
and inferior soils are simultaneously cultivated. The
same expenditure of labour and capital will make the
former soil grow a larger quantity than the latter soil
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In the following figure the three rectangles will repre-
sent the quantities of crops raised from each of the
three grades of land A, Band C. Evidently, all corn
will sell at a uniform price,
and as the cost of the
cultivator of land C is the
B Grade greatest (i. e. in relation to
the produce obtained), it is
his cost of production  that
determines the price of the
whole supply. The C
grade land is the rharginal land, ie. land whose expense
of cultivation is just realised by the sale of the corn it
produces. Compared to the produce of this land, the
B and A grades must have yielded a surplus, represented
by the upper areas, and these differential yields of lands
A and B are the rents of those lands. Rent thus is a
differential yield and this measures accurately the
superiotity of the rent-bearing land over the marginal
land. in the first generation of the.colonists when the
A grade land was alone cultivated, it was the marginal
or no-rent land.  In a subsequent generation when A
and B grades are simultaneously cropped B grade land
is the marginal land (i. e. no-rent land) and the A grade
is a renttearing land, its rent being measured by the
difference between the two areas. In the next genera-
tion when the three grades of fand are simultaneously
cultivated, B grade becomes a rent-bearing land, the
vent of the A grade further increases and the C grade

A Grade
Land

C Grade
Land




BISTRIBU FION—RENT 193

fand is a nowrent land.  The rent of any plot of land
is the difference between the produce of that land and
the produce of the land on the margin of cultivation.

[n the above illustration, it is assumed that the
applications of labour and capital are made on different
soils, the cultivators passing from the superior to inferior
soils.  As a matter of fact, even after the A grade land
has been occupied, the supply of agricultural product
can be increased without resort to the B grade fand.
Successive dases of labour and capital may be used on
the same land, but by encountering the law of diminish-
ing return. It may pay to make use of more intensive
cultivation of land A up to the point where the last
unit of labour and capital adds barely enough to the
product to pay for the increased expenditure. This is
the point of intensive margin. In the first case there is
an ive margin of cultivation, ie. an i
onthe marginal land from which producers secure
just enough to cover their expenses. In the second
case, there is”an intensive margin of cultivation, ie.
a more complete but more e<pensive utilisation of old
fands, which is made possible by increased prices.
So, corresponding to the extensive and intensive form
of the law of diminishing return, there are also exten-
sive and intensive forms of the theory of rent.

Land utilised in manufacturing or commetcial
enterprises is valued according "to 1its Jocation, both in
respect to the market and labour supply. Increasing

il
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demand for products will raise prices so that. pro-
Rent of ducers wilt force their marginal .investments
Rentored on the more distant land or less desic-
forotber  able fands or will invest more intensively
purposes. 8 g
upon land already occupied. The principle
governing the rents of such lands is the same as that
which determines agricultural rent.
It has been claimed that economic progress leads to
a decided rise in rents.  The satisfaction of the increas-
ing wants of man  requires the increasing of
Rent and s
coxial food products and raw materials by means
Promest.  of more extensive and intensive cultivation.
This means that the extensive and intensive margins
of cultivation have to be constantly pushed down and
there is a consequent rise in rents. The better lands
secure differential returns.  So also in the case of town
lots, it is urged, that every increase of population
raises rentals ina marked degree. All such increases
are due solely to the growth of society and not to any
exertions of the particular land-owners whose rentals
are increased. Mence the expression “unearned
increment” has been applied to this growth of rent
-produced by social development.
. The expression ‘uneamed  increment’
Appropria- : ®
tion of un. suggests that the increase in land values
::'_::‘m' cannot be attributed to any specialleffort
""_ l‘.‘" on the part of the owners of land, but is due
state. " :
to growth of population and general social
causes,
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It is for this reason that certain reformers have advo-
cated the appropriation of this unearned increment in
the form of a tax. The American reformer, Henry
George, gave a scheme of “single tax” under which
all economic rent should go to the state and the people
would be releved from the necessity of paying all
kinds of taxes they do at present.

There are certain practical difficulties by way of
reahsation of the scheme. The entire rental of a land,
specially agticultural land, cannot be regarded asan
“unearned  increment’”. Capitalistic  improvements
made on land become a part and parce! of the soil
and it is impossible to determine how much of its
income is due to the indestructible and original proper-
ties of land and how much to capital improvements.
To tax the whole economic rent on agricultural land
is, therefore, unfair and revolutionary in character. In
the case of urban land, however, the matter 1s entirely
different. But with such land, its value has always
depended on its rental and all sales of land have taken
place and the buyers have paid large sums for the
fand and received a retwrn equal to interest. To
appropriate the full amount of rental from the present
owners of land would be to confiscate the entire value
of the land. The situation is, however, different with
regard to all future increase in the value of land and
the state may be justified in taking a large share of this
future unearaed increment from land.

The economic law of rent presupposes competition.



55 ECONOMIES

Jtassumes that a landlord will eject a tenant the
moment he finds another who can pay
pure more rent, and that tenants will give up
:‘.;me their lands the moment rent rises above the

true ic rent, But petition is
often imperfect and landiords often do not exact full
competitive rents from their old tenants. And farmers
who cultivate land for subsistence may be “forced to
pay more than full economic rents. Similarly, com-
petition is much more active among business men and
tends to make actual rentals equal to the pure economic
rent.

Actual and

Rent and price.

That rent forms no part of the expenses of cultiva-
tion can be proved by the following
between  Arguments :—
g (1) The price of agricultural produce
agrienttural i fixed by the cultivator who cultivates the
educe:  marginal land (in the case of extensive
produce.
cultivation) or who applies the marginal dose of labour
and capital in the same land (intensive cultivation).
In either case the cost of cultivation is the highest,
compared to the costs incurred in the better lands or
previous applications of labour and capital in relation
to the agricultural products obtained. As corn sells
at a uniform price and the pressing down of the
margin has been a social necessity, it is the cost of
cultivation of this marginal land (or* marginal dose of
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labour and capital) that determines the price of com.
But in his analysis of the cost of production rent is not
an item, as the land is the “no-rent” land. Becduse he
contributes nothing in the shape of rent, it may be
argued that rent does not enter pricé.

(B Insofarasthe produce of the better soil is
concerned, it may be urged that the selling price of
com is jncreased by the amount of rent and thus rent
becomes a cause of price. But to this it may be replied
that rent is an effect and nota cause of price. Rents
do ot raise prices, but are. caused by high prices,

(3), Still another argument may be adduced to
prove that rent 15 not a price-determining factor.
Suppose, all landlords will remit rent. Such a remission
will not affect the position of the marginal cultivator,
The price of corn will remain the same and the rent
which so long was being appropriated by the land-
owning classes will now go to the pockets of the
Cultivators. Rent thus is not the cause of price, but
rather is the effect of price ; it is due to the compard-
tively high price which must be paid to bring into
existence the total supply.
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Distribution (Continuea)-wages.

Contents ;—Definition. Real and Ncminal wages. Thearies” of
weges. o Lew of weges, Wages Fund Theory. Residual Claim-
ant Theery of weges. Tiue Theery of weges. Causes of differences
of weges. Lakour Organisation. Agendies for establishment of
Industiisl Peace. Unemplogment. Causes and remedies.

Definition of wages :

Primarily, wages are the reward received by the
hired labourers. The term is sometimes extended to
include the independent incomes received by workers
who carty on economic activities on their own
account. Another view is to regard as wages that
share in the product of the industry which goesto
labour which is one of the four factors of
production.

The points of distinction belween the two fotms
of income are as follows-:
Diskindifon ) Sa!ar){ continues so long as the
between  person is in the employ of the master,
ey """ but wages cease generally as soon as

the work is interrupted.

(2) Salaried persons are employed for definite
terms and for a comparatively long duration. The
wage earner has no such security of tenure of position.
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(3) Salaried employees stand in closer personal
relations with their employers than the wage-earners.
Real and Nominal wages :

Nominal wages relate to the amount of money
which a labourer receives during any specified time.

 Real wages are the “necessaries, comforts,
Distinc0® and luxuries” that the labourer is ableto
realand  command as remuneration for his labour.
wages. A labourer's well~being depends not only
upon the amount of his money wages,
but also upon the prices of the things which he
buys with the money. “The labourer is rich ot
poor, is well or ill-rewarded, in proportion to the
real, not to the nominal, value of his wages.” As a
matter of fact, nominal wagesin one industry may,
be higher than those in another, but the real wages
may be considerably less. The factors which determine
real wages may be enumerated thus :
' (1) The purchasing power of money, ie. the
general level of prices. A higher price leve! causes
the real wages to become fow and wice

St versa:

ing real (2) The regularity of employment.

weeet (3) Chance of obtaining supplementary
earnings.

(4) The nature of the employment ; the conditions
of employmet may be exhausting and dangerous to
the life (e.g. workin suffocated atmosphere or metal-
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gnndmg etc), orit may be cnmed on under pleasant,
and sanitary conditions

(5) Specific forms in whu:h the payment is
received. If in addition to money wages the labourer
gets free other things, such as, free rations of to-
bacco, meal etc. these add to real wages. The
real wages of men holding pensionable posts are thus
higher than those on the non-pensionable list.

Time wages are wages paid according to the
time that a labourer works. Piece wages are paid
Time wages, according to the quantity of work that is
piece wages, done.  Men employed on time wages have
;’:::"" less direct interest in the, work and piece

workers, who are paid according to the
output, naturally do more work in a given time and
earn more money. VVages may also be paid not by
the time during which the workers work nor by the
quantity of the output, but by the ability of the
worker and such wages are called efficiency wages.
And campetition tends to equalise efficiency wages,
not so much the time or piece wages.

The question of wages must be studied in two as
pects. We must first investigate the economic principles
The wages according to which the general wages are
problem— determined. This queston has to do
generaland | ih the share of the national dividend
Wages received by the entire class of wage
earpers and this is the problem of general wages.
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Next, we have to inquire into the causes that
determine the various rates of wages paid to different
individual labourers or groups of labourers within a
country. This is the question of relative wages.
Theories of General Wages.

Various theories have been put forward by way of
an explanation of general wages and these theories
explain what portion of the national dividend goes to
the labourers asa whole. We may briefly examine
some of the most important of the theories :

The lron Law of wages or the Subsistence
theory of wages.

Labour is a reproducible commodity and the value
of labour, i e. wages, like the value of all reproducible
goods, is fixed by the cost of production, And the cost
of production, in the case of labour, is the cost of per-
petuating the supply of labour, i.e. the cost at which a
supply of labour will be existing from generation to
generation. This cost always tends to be the bare
minimum of subsistence, ie., the amount which suffices
to maintain the labourer and his famidy. This theory
thus becomes the minimum subsistence theory, also
known as the brazen or iron law of wages.

This theory has been discredited, for :

(a) the theory does not fitin with the facts of
the modern world as the wages paid- are
considerably higher than the subsi level;

(b) arise in the standard of life, by causing a
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restriction of supply of numbers, virtually
raises the position of the margin and there-
fore wages.

(c) the price can never be fixed by cost of pro-
duction alone.  This theory was advanced
by the English economists in the beginning
of the 19th century and may be regarded
asa corollary of the Malthusian docirine
of population.

The Wages Fund theory.

This theory rests on three premises: that a fixed
propottion of the capital of a country is set apart for
payment of wages and this fund is called the wages
fund; that this fund is prederermined as it is the result of
past years’ savings ;, that wages are founded by dividing
the wages fund by the total supply of labour. Hence,
wages rise either by an increase of the fund (and hence
strikes are condemned as they cause profits to dwindle
and thus reduce the fund itself) or by keeping down
the population.

The defects in this sort of reasoning are :—

(a) wages are never paid out of a fund, but out of
a flow.

(b) o business man sets apart a fund exclusively
devoted to the payment of wages alone.

{c) this theory cannot explain why inequalities
of wages persist in different trades.

(d) the efficiency of labour which is the real
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cause of wages is not at all given any pro-
minence.

It cannot explain why wages are higher in
new than in old countries, though the wages
fund is lower in the former than in the latter;
nefther can it explain why in times of crises
{when there is an abundance of fund) the
labourers are unemployed.

The Residual Claiment theory of Wages.

The labourer is regarded as the residual claimant to
the product of an industry Walker, the author of the
theory, held that wages equal the whole product of the
industry, minus rent, interest and profits. According to
this theory, wages are kept high by the competition of a
numker of capitalist-employers which reduces profits to a
minimum and cemgels them to give the labourers a
larger share of the produét.

The merit of the theory over the others is that the
labourer benefits from his contribution to the national
dividend, specially when the product of the industry is
increased by his extra efficiency. Thisis an optimistic
theory as the labourers earn more as they produce more
and their wages are not deptessed to the bare subsistence
level.

The true theory of wages.—The Supply and De-
mand theory.

(e

Wages are paid for services rendered and the evalu-
ation of the services will come under the general laws
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of supply and demand. Wages will be so fixed that
the supply of labour of one kind wil] equal the demand
forit. But we have to seeto this, why the supply
of labour and demand for it are what they are. A close
analysis will show that the factors affecting the supply
and demand of labour are largely different from those
governing the supply and demand of other commodities,

Demand for Labour—The demand for labour
arises because of the demand of the products which the
labourers help to produce. And what the labourer
produces he does in conjunction with land, capital and
enterprise. The proportion .of the product that is
attributed to labour is determined by the marginal
productivity of labour. The employer’s demand for

" Jabour simply means the number of labourers that he
will employ at a certain wage. And the amount of
wages he can afford to pay will be determined by the
net addition made to the product by the last labourer.
This labourer 1s called the marginal labourer and hence
it is said that the produce of the marginal labourer and
wages tend -to equality.

Supply of Labour:—On the supply side, there is a
minimum below which wages cannot fall and that
minimum is the standard of life of the labourer. This
minimum is the sumtotal of the necessaries, luxuries and
comforts to which a labourer is accustomed and upon
which he will insist under a regime 6f perfect competi-
tion.  Assume that there has taken place a rapid growth
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of population and this is reflected in & particulac
industry.- Evidently, the margin is lowered down and
the marginal productivity of labour diminishes. The
employers pay less wages, but a lowered rate of wages
brings a repercussion in supply. Those of the labourers
who are married and have children to look after will not
be in a position to properly rear them up. They will be
ili-fed and ill-clothed and they may meet with premature
death. Those who are unmarried will not enter into
matrimony, so long as the depression in wages continues.
Thus is brought about a reduction in numbers, pushing
the margin upwards, and causing the wages to go up by
raising the marginal product. Either of two conse-
quences may now happen. Increased remuneration
may again stimulate an increase in population by in-
creased and early marriages and thereby lowering wages
or wages may remain at the high level if the population
is kept stationary. A high rate of wages thus attained
can be maintained if there take place a rise in the
siandard of life. And standard of life means the num-
ber of wants to which a labourer is used and whose
satisfaction he considers to be of greater importance
than satisfaction of mere procreative instincts.

1t is thus clear that the movement of wages is like
the movement of a shuttlecock tossed hither and
thither. But wages tend to gravitate towards a
natural rate and this normal or natural rate of wages
is one which, on the one hand, equals the rnarginal
product of labour, and, on the other hand, equals
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the amount which a labourer requires for meeting
the cost of rearing and maintaining himself and
his family. The standard of life exercises a great
influence on  wages, not directly, but indirectly by
causing a restriction of numbers,

Although labour, like other commodities, is bought
and sold at a price (i. e. wages), there are certain

 peculiarities affecting its supply and demand
;':?:'.‘l‘ Mites and these produce their effects on wages.
;::':: fm 4 These peculiarities are as follows :—
;‘;’:‘K"‘ 1. The labourer sells his work, but
retains the faculty of working in_himself.
It is thus of the highest importance that his property
be developed in full and much threfore depends on
the unselfishness of the parents.

2. The labourer has to deliver his [abour himself.
The labourer has to take the conditions under which
he will work ( namely, sanitary or otherwise and
50 on ) and this is the reason why there is less. mobility
of labour than of other commodities.

3. The fabourer has no reserve fund and he
is generally at a disadvantage in bargaining with
his employer.

4. Labour is a perishable commodity and this and
the last named characteristic produce a state of things
under which the labourers are outbargained by the
employer. It is for strengthening ther economic
position that labour unions have sprung up and
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collective bargaining is substituted for individual bar-
gaining.

5, Slowness of the growth of new supplies of
labour. Additional supplies of labour or restrictions
in supply can be brought about, but this is a ques-
tion of one generation. Hence, the supply of labour
cannot be quickly adjusted in response to changes in
demand.

The Problem of Relative wages :—

It is necessary to explain why the wages received
by hired labourers differ in various employments.
Manifestly, labourers compete with one another as far
as possible. Why, inspite of this competition, the
same rate of wages does not prevail in all employ-
ments ? There are considerable differences in wages
as between various occupations within a country.

The causes of differences in relative wages :
—Adam Smith enumerated the following five circums-
tances as accounting for the difference in money wages
in different occupations :—

1, The agreeableness or disagreeableness of the
employments themselves.

9. The easiness and cheapness, or the difficulty
and expense of leaming the business.

3. The constancy or inconstancy of the employ-
ment.

4. The small or great trust which must be reposed
in the worker.
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5. The possibitity of success or insuctess.

Why are women'’s wages fower than men's ?
Lowness of This is due to a variety of causes which
women's may be summarised below :—

1. Women's choice of occupation is
ot entirely free, though the obstacles are now being
steadily removed. But so long women remain ina
non-competing group confined to their sex, theré is
congestion of work-finding women and the wages are
depressed.

{2) Most women live in their homes and their
eamings form a part of the earnings of the family to
which they belong. “They are subsidised”. And this
is the reason why women can afford to work at a wage
less than would suffice to maintain a family.

(3) Women are at a disadvantage in comparison
with the men in respect of their physical strength and
general efficiency. As women are less efficient than
men in some kinds of employments they are paid less.

Organisations of Labour.

Labour organisations are combinations of hired
Jabourers. They have come into being because of- the
sharp separation between the labouring and the em-
ploying classes, an inevitable outcome of the modemn
capitalistic system of production.

The eardier organisations, the trade unions, were
composed chiefly of skilled workers, organised into
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sepagate trades or crafts. The subsequent organisations
{called Knights of Labour in America) were

T:
of'l:l:::' known as New Trade Unionism in England
;;"""'f . and they sought to unite skilled and un-

skilled hired workers and improve thereby

the condition of the entire class of wage earners.
The objects of such organisations are as follows :—
(1) They raise funds from the members which
are devoted to benefit schemes by which

Objectsof . . .
Laboas " the sick, disabled or unemployed members
Srgamiaare asssisted.

{2) They aim to educate the labourers
and promote culture and social intercourse among
them.

(3) They enter into political movements and fry
1o secure labour legislation in their favour.

(4) They try to secure better wages by promoting
mobtlity of labour, by restricting the number of appren-
tices admitted into each trade, and by securing collective
bargaining with employers.

(5) They sometimes utilise the strike for purpose ar
securing better terms.

A strike is a concerted refusal on the part of the
labourers to work and manifestly it is an evil in itself,
since much loss is caused both to employers
boyeatts,  and labourers. A strike also creates much

bitterness of feelings and the public are
greatly inconvenienced.

xiv
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Strikes are defended when they are the only alterna-
tive to submstting to unjust terms offered by the employ-
ers. Many strikes have been wholly justified as many
others have bezn unjust and unwise. One way to force
the employer to pay high wages is to take him ata
disadvantage, as for instance, when he has undertaken
1o finish large amounts of work within a fixed time.

The boycott is another weapon and it is “an
organised attempt to coerce a person into compliance
with any demand, through a combination pledged to
abstamn, and pledged further to compel others to abstain,
from having social intercourse with him or to trade
with um”.  The boycott is more objectionable than
a strike as it interferes with the rights of persons not
directly connected with the original strike.

The employers look upon labour organisations with
a mixed attiude. But when labour organisations
adopt a conservative policy and choose men of ability,
integrity and character to represent them, employers
are generally willing to treat with representatives of
unions.

The criticisms passed on the labour organisations
Other as- ™2y be stated :—

f Y
;".‘CZ.;’ (a) They limit the number of apprentices

.oi?,:-_-iu' in particular crafts and thus limit the supply
of labour, a procedure injurious to labourers
of other trades which suffer from excessive
numbers.



DISTRIBUTION—WAGES 21

{b} Labour unions sometimes limit the amount
of work to be performed by their members.
The object s to provide work for a larger
number of men. This is, however, a short-
sighted policy as the national dividend is
testricted and the incomes of alf persons cor-
respondingly diminish.

{c) The members of labour unions treat some-
times ren-union men harshly and thus inc
terfere with the personal rights of the non-
members.

{d) Labour Unions are also criicised as they
are based on the principle of strife and per-
petuate industrial warfare.

Some agencies for establishment of Indus-
trial Peace.

Various devices have been suggested to bring about
an identification of interest of the employers and em-
ployees so that the losses and disturbances from strikes
and boycotts may be minimised.

Profit:sharing is a plan for giving the labouter an
inducement to work efficiently and for securing greater
Profilc harmony of interest between employers and
sharing.  employees.  The labourers are given shares

in the profits of the business, the purpose
being to induce them to increase their output,
improve its quality and thus contribute towards the
creation of extra profits in which they share.
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The experiment is rarely successtul. There are
small profits to divide, sometimes no profis at all.
Moreover, it may be objected to from the standpoint
of the employer. HHow can labourers be made to share
in any profits if they bear no share of the losses ?

These arrangements consist of providing the fabour-
Wetiere & with schools, libraries, play grounds,
armange.  good dwellings, pensions and mutual aid
meente. societies and the like. These help in con-
siderably minimising labour discontent.

Sliding Scale : This is an entirely different device.
Under this system, wages are made to vary with the
price of the product, wages rising as the price rises and
falling as the price falls. A minimum rate is agreed
upon and wages are not allowed to fall below it. The
method is applicable only in case a homogeneous
product is turned out. :

Boards of arbitration and conciliation have been
established in various rrades. Employers and labourers
Concilia.  SEleCt their _representatives who form a
tionand  committee or board before which all diffe-
Arbiteation: N e

rences are brought for a fair consideration.

Arbitration may be either voluntary or compulsory.
The essential feature of the former is that the empléyer
and employees consent to submit the question toa
board whose decision, however, is not legally binding
on the parties. In the case of - compulsory arbitration,
which is found in the states of Australia, the findings
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of the courts of arbiiration are binding on both
_parties,

Under conditions of competition the labourer tends
-to.get his marginal product. But he cannot bargain on
equal terms with his employer as he is the
Collective ;
bargaining Weaker party and therefore siands the chance
of being underpaid or outbargained by the
employer. It is to strengthen his position that labour
unions have grown up. The labourers, organised as
members of unions, deal collectively with employers,
and thus eliminate the chance of getting work under
exceptionally unfavourable terms. And when the
labourers collectively bargain they are expected to
secure the full value of the .marginal product as their
wages. The labourers are specially successful in achi-
eving this object when the labour organisation is com-
pact and prevents other labourers from joining their
ranks. Thus a monopoly of supply of a particularkind
of labour is established and the terms offered by the
ofgdnisation tend to approximate the rmarginal product,
The Problem of Unemployment.

OF all labour problems unemployment is perhaps the
most baffling. No doubt, there are certain personal
factors in unemployment. Some are inefficient, some
sick, some old and some are criminally-minded. But at
the root of the colossal problem of unemployment is the
social or industrial factor. Unemployent, as it were, i5
the accompaniment of the modem indystrial organisa-
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tion. None the less, it 15 a grave social evil anda
sense of public responsibility has been aroused.

The causes of unemployment are -~

(1) Short time or seasonal fluctuations of particular
trades.  Weather conditions are mainly responsible
for this state of things. Thus n agriculural and buil-
ding industries, the operations are carried on for some
months of the year and not throughout the year.
Changes in fashion also cause trade to become
fluctuating.

(2) Alternation between periods of prosperity and
depression.  Every trade has its busy season as well as
its dull season. In all business there is a rhythmic
movement. When “times are good” prices rise, all
sorts of new industries are faunched, the banks afford
credit facilities and prosperity pervades the whole
atnosphere. Then comes the reaction, a sure set-back,
signalised by bank failures and a panicky atmosphere.
Industrial depression sets in, bringing in its train-low
wages, low prices, hard times and unemployment.

(3) Fluctuations in the casual trades. The chief
example of this sort of chronic unemployment or under-
employment is the case of dock labourers, lumberjacks,
etc. Here casual employment is the rule and even in
times of activities, a large number of men remain
unemployed,

(4)  Fluctuations due to the introduction of new
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machinery and new processes of production, introduc-
tion of new industries owing to change of fashion,
inventions etc.

(5) The other contributory causes are thé over-
supply of unskilled labourers owing to their deficiencies
in industrial training, personal deficiencies, physical
deformities etc.

Remedial measures :

The suggestions that have been made to lessen
unemployment are numerous, the most important of the
measures being :—

(1) Creation of employment of labour exchanges.
There exists jobless man and a manless job, owing to
Jack of mobility of labour and lack of information as
to employment. The object of the labour exchanges is
to bring together the man and the job.

(2) The initiating of large schemes either by state
or by municipal authorities.

(3) The perfecting of the scheme of compulsory
unemployment insurance.

(4) Regularisation of employment. Regulation may
help to spread the work of the seasonal or casual trades
throughout the year, instead of high-pressure work for
some months alternating with enforced idleness for the
rest of the year, as at present. The organising of short-
time work may diffuse the work all the year round and
thus partially mitigate unemployment.

A
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Distribution (contd.)—Interest and
Profits.

Contents :—Gross and Net Interest. Theories of Interest.. Pro+
ductivity theary of quza " The Use theory of Intersst.  Abstinence
theory of Interest The Explotation theory of Interest. Quasi-rent.
Profits. Elements of Profits. Rent theory of Profits.

Interest defined :

Incomes received by owners of productive capital
loaned to business managers or banks or by owners
of durable consumption-goods loaned to other
persons are termed interest. It is the remuneration’
which is paid for the use of capital. The income
which the owner of a house gets when it is let on
hire is a consolidated income and that part of
the income which 15 derived from the house is
interest and that part of it which is obtained from the
land upon which the house stands is called rent. '

Distinction between Gross interest and net
interest.

Net interest is pure, economic interest, and is the
retum for the use of capital only. Gross inferest is in-
terest actually paid on loans and includes- payments
for other things, In gross interest are  involved some
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elements for whicht payments are made and these
elements are :—

(1) Payment for the supervision. Every lender of
capital has to devote some time for investigating
the safety of various ways of investment, for the
realisation of interest, principal and other connected
matters, also to devote some labour for book-keeping,
correspondence etc.

(2) Payment for the risk involved. The lender
undergoes the risk of losing his income, principal and
interest inclusive. Some loans prove to be bad loans.
The lender naturally demands a higher rate of interest
as an insurance against the possible loss of capital.

When allowance is made for all these factors and
corresponding deductions are made from the gross
‘income of the capitalist, what remains is true, pure or
economic interest. This is seen in loans granted to
perfectly stable governments and for fong periods of time.
Problems of Interest :

Three distinct problems arise in connection with
interest : (1) Is there any justification for interest-taking ?
(2) Why is interest paid at all 2 (3) What determines
the rate of interest ?

The justice of interest-taking was questioned in
antiquity, in the Middle Ages and even in modem times,
Legitimacy by theologians, philosophers and statesmen.
of interest, [ ¢the Middle Ages, the Roman church and
the civil authorities "of Europe prohibited the charging
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of interest. The opposition to interest mostly rested
upon the assumption that a loan was a loan of
money, that money was sterile or unproductive and that
money could produce no more money. A money-:
lender, therefore, was supposed to commit robbery on
the borrower in taking .an additional amount, called
interest. In modern times, it has been seen that most
foans are loans in the form of productive capital and
that producers of wealth are in real and urgent need of
capital and that they are willing, from their self-intetest,
to pay for the use of capital. And this growing need
of the business world for capital has succeeded in
replacing the mediaeval prohibition of interest.

In many modern states usury laws have been
passed, some states fixing a maximum legal rate of
Place of interest. Exaction of interest beyond this
oeury lows  prescribed limit is regarded as usury. These
inmodern a5, however, are inoperative in the loan

market and the commercial world manages
to evade the usury laws in many ways. Usury laws
relating to commercial transactions are clearly unwise as
the rate of interest is not allowed to be determined by
the forces of the supply and demand of capital. This
argument, however, does not apply in the case of {oans
contracted by necessitous people for want or distress.
Almost universally, i such cases the helpless borrowers
are victimised by the money sharks and their interest
should certainly be safeguarded by the passing of usury
laws or by giving power to the competent courts {0 g0
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behind the terms of the contract in the decreeing of an
award.

It is no sufficient answer, in explaining the receiving
of interest, to say that a loan of capital is instrumental in
the production of more wealth'than represent-
ed by capital itseff. [f men would be willing
to amass enough capital, without getting any
interest, then interest would cease. But this is never to
happen. Suppose a person has Rs. 100/ He can
spend it in present day gratification or he can invest it in
capital and can secure an income after some time has
elapsed. In the latter case, there is an abstention from
the present day goods and no one will do it for a future
“return of Rs. 100/- only and that for two reasons: in
the first place, the future is more or less uncertain, “a
bird in hand is worth two in the bush.”  In the second
place, even when the uncertainty and risk attaching to
the future is minimised, most persons undervalue future
pleasures. But many people are willing to invest Rs. 100;-
with the knowledge that it will be unrealisable during
a year, in return for a premium added to this sum at the
end of the year. In short, interest is paid as a premium
to equalise future goods or income with present goods
or income. Interest is an inducement necessary to lead
people to abstain from present consumption and thereby
contribute to the formanon of enough capital to meet
the needs of business.
How the rate of interest is determined

Interest is the price paid for the use of capital and,
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therefore, like the prices of other commodities, it de-
pends upon the supply of capital and the: demand fer
capital. An explanation of the rate of interest is thus
an explanation of the relation between  the demand for
and the supply of capital.

The demand for capital comes from all the indus-
tries that minister to the varied needs of a society. The
The de- demand will be large or small according to
mend for  the economic activities of the people in all
exial, branches of production. The demand for
capital is also stimulated by the natural opportunities
offered for profitable investments. And the demand of
a community for capital is the sum-fotal of demand
from the agricultural, manufacturing, commercial, rans-
port and other industries also from municipal and the
state authorities. The demand for capital is subject to the
law of diminishing productivity. Hence, the greater the
supply of capital available, the less its marginal product
and the less will the borrower be prepared to pay for
its employment. A rise in the rate of interest, therefore,
reduces the demand for capital and, conversely, a fall
in the rate of interest intensifies the demand for capital.

The supply of capital (i.e. savings which crystallise
into capital goods) comes at the instance of three classes
of people, namely,—

The supply

THoawpr?  (a) Rich persons with large incomes

who are driven to the necessity of saving and
invest it in capital,
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(b) Persons of moderate means who wish to
provide for the future and would do so even
at a low rate of interest. Thisend the first
class of people would not require large
premiums as inducement for saving.

{c

A class of marginal savers who save more or
less according to the inducements offered for
its investment.

Generally speaking, a high rate of interest brings
into existenice large accumulations and, conversely, a fow

rate causes a shrinkage in the volume of savings.

It is the interaction of the forces of supply and de-
mand of capital that determines the rate of interest, If
the supply is small and the demand for capital is keen,
the rate increases. On the other hand, if there isan
excess of loanable capital in relation to its demand, the
price paid for its use, i.e., interest, falls.

‘The Important Theories of interest.

In answering the question, why does capital produce
more than its equivalent, varieties of answers have
been given by economists. And some of the important
theories relating to economic cause of interest deserve a
passing notice.

The Productivity Theory of interest :

Interest is justified on the ground that capital is pro-
ductive. Allow 2 carpenter to work with tools and
find the resulting produce. Let him also work without
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tools and find the resulting output. He must have
produced more when provided with the - tools and this
extra produce is atiributable to the employment of capital.

What is true of the carpenter is equally true of the
fisherman working with a net or an agriculturist working
with a steam plough. This theory explains reasonably
enough why there- isa demand for capital. But it
is open to some objections. If interest is due to
productiveness of capital, why should there prevail a
uniform rate of interest in face of the fact that different
industries are not of the same degree of productiveness?
It is also doubted whether the extra produce is to be
credited to capital alone or to the labourer and other
factors working with the capital ? Finally, the produc-
tivity theory will be of no avail in justifying the taking of
interest on consumption Joans.

The Use Theory of interest :

According to this theory, the lender of capital not
only transfers capital, but transfers its value, tothe
borrower during the period of the loan, The capital gets
transformed in the product and the use of capital
creates interest.  The weakness of this reasoning is that
in the loaning of capital is involved the loaning of its
use as well. Does the capitalist loan two distinct things,
the capital and the use of capital, or the two phasés of
the same thing 7 The lending of capital undoubtedly
includes the lending of its use.

The Abstinence Theory of interest ;
This theory approaches the problem of interest
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from the point of view of the supply of capital. An
endeavour is made to show why interest must be paid
to the owners of capital if its supply is not available.
Interest, according to this theory, is the reward of
abstinence or waiting. The saver, in abstaining from
immediate consumption and postponing it to a future
date is doing a sacrifice arid interest is the price paid
for this sacrifice. The objection to this theory is that
even the slightest sacrifice is not made by the well-to-do
people when they save a part of their income. It is no
doubt true that the rich people are compelled to save
and that they would go on saving even if no interest
had beed paid. Inspite of the incompleteness of the
theory, it clearly indicates why interest must be paid if
the supply is to be forthcoming and to this extent
there is merit in the theory.

The Exploitation Theory of interest :

The socialists regard interest as an act of exploita-
tion perpetrated on the labourers by the capitalists who
are in possession of the material means of production.
“The capitalists are in the position of a highwayman
who permits his victims to depart with their lives, pro-
vided that they deliver up a large part of their posses-
sions.” The element of truth contained in this con-
tention is that production of wealth is ultimately trace-
ableto labobr. But interest is not the outcome of
exploitation of labour. The capitalist makes a series
of advances to the labourers and it is only after lapse
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of time that their labours ripen into consumable: goeds
The capitalist is not & rank exploiter of labour
Quasi-rent.

The term ‘Quasi-rent’ is applied to designate  tem-
porary or short-period earnings of agents of production
the supply of which cannot be instantaneously increas-
ed m response to an increase in the demand. The
necessary adjustment takes place in a sufficiently long
period of time, but during the short period the supply
of the factors of production may be conceived as being
fixed. Suppose, an increased demand takes place for
a particular commodity. The machines which tum
out the good cannot be immediately increased in
supply and hence during the period when more
machines have not been manufactured, the good sells.
ata higher price. The extra return of capital (ie.,
over and above the normal rate) is called quasi-rent.
In areverse case, the return may go below the normal
rate. So the quasi-rent is positive or negative, It lasts
so long as competition does not work its full effects.
The return from land is called rent s its supply is
permanently and not temporarily fixed.

Profits :

The difference between the total money income of
a business man and his cost of production is termed as
profits.  Profits partake of the nature of a surplus or
residue, i.e. what is left over after all other disburse
ments have been made. The business man is at the
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helm of industry.  Into his baads first come the pro-.
ceeds and he distributes to others their shares in distri
bution. The labourers and capitalists are paid their
stApulaxed wages and interest. The landlords are paid
rent, what remains after all these payments have been
made is profits and it is for this reason that profit is
called resdual income.

Profits being a surplus do not constitute naturally a
homogeneous income.  No single principle, therefore,
is operative in determining profits. As the business
man is the claimant of the residue and the residue may
be large or small or nothing, there is an element of
irregularity of income known as profis. There are
wide variations in profits ; profits and loss may alternate
and these variations from year to year arise from the
business man's assumption of risks. Upon the entre-
preneur is thrown ¢he primary responsibility for losses
and itis by this arrangement that society constantly
eliminates inefficient managers and places control of
productive forces into the hands of efficient organisers.
Society can afford to allow successful organisers to
make profits, if, by so doing, it is guaranteed the most
efficient control of business enterprise.

Necessaryprofits are the minimum returns that so-
Profits _di- Ciety must pay to all the employers required
;:’::u:;t" to produce the necessary supply of a com-
::‘d “;’:f‘ modity. The various employers engaged in
fite. business may eam differdntial rates; but the
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fnarginal producers, who produce the most expen.
sive portion of the supply, just manage to ger
4~ fair retum on their investment. Prices of com<
modities must be high enough to, allow the marginaf
employers to secure the minimuer” of necessary profits.
Other employers who succeed in prdducxng goods at
Jess than the marginal cost will securé; not only neces-
sary profits, but also an additional, a differential profit,
that depends upon the differences in their costs of
production.

Elements in necessary protits :

The necessary profis which all employers get
(even the marginal ones) consist of two elements :— _

First, they include interest on capital invested,
calculated at current marke: rates ;

Second, they include the remuneration for the
efforts and tfouble incurred in the management of
bﬂalnﬁﬁ This element is called “wages of manage-
ment’ and has'a resemblance to the wages of
labour.

Elements in differential profits :

Those employers who produce goods at less tharr
the marginal cost of production, which consumers
must pay fo recompense the marginal producers,
seeure “differential  profits. The amount of these
differential profits depends upon the extent of the
advantage which -the %uperior producers have over
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fhie ‘marginal producers. This advantage arises from
the following cases

(1) I may come,from superior personal ability
viriously displayed, for instance, good judgment in
purchasing materials, effective supervision, efc. .

(2) The possession of patents or other advantages.

(3) Mere chance or good fortune which enables
one to get profis on account of fortuitous  cir-
cumstances.

The differential profits constitute a surplus over
the marginal profits and do not affect prices.

Analogy of profits to Rent:

There is a close analogy between profits and
rent. As rent arises from differential advantages of
fertility or situation, so do profits arise from differ-
ential advantages of managenal ability and oppor-
wnity. And as the amount of rent is measured
by a reference to the produce of the no-rent land,
so is the level of profit measured from the no-
profit class of entrepreneurs. This is Walker's rent
theory of profits. But_ this theory, according to
which neither tent nor profits will enter the cost
of production of a commodity, is not accepted by
modern economists. We have already seen how
tnarginal profits do form & part of the cost of
production and hence the analogy between rent and
profits cannot be accepted in its entirety. The
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conception of ‘profit as a rent of ability is true-in
so far as rent is measured upwards, not however
from a useless or no-profits entrepreneur (as in the
cese of norent), but from the feve! of the margiral
producer who eams marginal profits and which
enter into the price of the good.

Profits, in the sense of the excess of the receipts
of a business man over his expenses of production,
Elements T3y be regarded as gross profits. This
of gross mixed form of income can be broken
up into its constituent parts which are
the following :—

(1) Entrepreneur's wages. A part of the business
man's profit consists of “wages of management”
and is earned for his services as manager or
supervisor of business. This managerial duty may’
however, be delegated to salaried employees.

(2) Speculative gains. Modem business is of
a speculative character. There is always the risk
that the organiser's epense of production will be
greater than the selling price of the commodity.
This element of risk is the essence of business and
the element of success lies in shrewdness in meeting
tisks. And this risk-taking function the entrepreneur can
not shift on to others.

(3) Chance gains.. These arise from purely
unforeseen circumstances. There are chance gains
as well as chance Josses. .
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(4) Gains from outbargaining fthe factors of
production..

(5) Rewards due to ownership of factors of
production. In the gross profis are included rent
of land or interest on capital if the business man
happens to own the business premises or to own the
whole or a part of the capital invested in the business.
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Public Finance.
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and Demerits. Directand Indirect Taxes ; Merits and Demerits. Public
Dabt. Different forms. Loans versus Taxes.

Public finance is a depariment of economics which
deals with the revenues of government, expenditure
and their administration,  Like economics, it deals with
the means for the satisfaction of human wants. There
are some wants which are satisfied through governmen-
tal agency and this is possible only when the goverfi-
ment is provided with economic resources. Public
finance has therefore to deal with the provision of
these resources.

One fundamental difference between domestic and
public economy may here be mentioned. An indivi-
dual tries to square his expenditure with his income.
Public officers, on the other hand, decide first upon the
expenditures required in a particular year and then
proceed to devise ways and means for raising the
requisite sum of money. Excepting the businesg enter-
prises which government may undertake and from
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‘which revenues are secured, the incomie of a govem-
rment.is a secondary or derivative income. The public
treasury is filled by taking a portion of the income of
the members of the state. Thété is no “magic fund”
the state can fall back upon for defraying its expenses.”
Classification of public expenditnre.

One broad classification is to divide expenditures
according as they are national or local. Thus expendi-
tures on services like defence, maintenance of peace,
provision of the currency and the like are public ex-
penditures.  Expenditures which concern local interests
are regarded as local expenditures.

Another division of the public expenditures rests
on the following five-fold division :—

1. War functions, such as army, navy, war debs,
war pensions etc.

2. Peace functions, such as the promotion of
agriculture, education, public health, regulation of
currency and banking, administrative costs of state
departments etc.

3. Postal service.

4, General governmental functions, the legislative,
judicial and executive.

5. Local governmental functions.

Another classification, resting on a similar principle
is as follows :—

% Expenditure on the protective functions.
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2, Expenditure on the ¢ il functions
(such as, post office, transpart, mint, banking etc.)

3. Expenditure on the developmental functions
(such as, eduction, scientific research, state pioneer
enterprises etc,) .

4, Expenditure on the maintenance of Govemn-
ment,

5. Expenditure on debt services.

Public Revenue :—

There are six main branches of Public Revenue :

(1) Revenue from domains and public industries.
Public domains are agricultural and mineral lands,
forests owned by the state and managed in the
interest of the rfublic revenue. Governments also
_conduct many kinds of public industries, such as,
water.works, electric plants, railways, postal and
telegraph systems etc. Governments also conduct
fiscal monopolies like manufacture of tobacco.

{2) Fees constitute another source of public
revenve. A fee is a. charge for special services
which people are compelled to accept whether they
will or no.

(3) Miscellaneous revenues, such as, fines and
penalties, Governments sometimes are recipients of
gifts.

(4) Special assessments which are compulsory
contributions, levied in proportion to- the special
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benefits derived, to defray the cost of a specific
improvement to property undertaken in the public
interest.

(5) Public Joans.

(6) Taxes. These are not based on speciat
services, but are a forced contribution to the generak
expenses of the Government.

Principles of Taxation :

Taxes constitute the most important branch of
public revenue. Taxes may be defined as compulsory
contributions exacted by governments from
persons within their jurisdictions, fot the
purpose of defraying genera! public expenses.
Bastable defines “a tax as a compulsory contribution of
the wealth of a person or body of persons for the
service of the public powers.” A tax thus differs both
from a fee and an assessment. A fee is exacted only
from persons for whom the government performs
some special service. An assessment is collected
from people whose property has been improved
and enhanced in value as a result of public improve~
ment. Thusin both cases, the justification for the
exaction lies in a measurable benefit conferred upon
particular persons. The position is entirely different,
however, in the case of lax. The measures adopted by
a Government for protecting the lives and property
of the people and ministering to the general public

Nature of
taxation.
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welfare do not confer upon any individual member

a distinct or measurable benefit. The people
d.lmn'm!ed are highly benefited by living under a
oramd  stable and civilised Government. They
‘sssessment’ cap also compare the immensity of advant-
ag% of life in such a state with that of a comfiunity
lwing in a backward or unprogressive state. But
they cannot find out the specific benefit or benefits
they recewve in exchange for the taxes they pay. So
taxes are paid under compiilsion to énable Government
to meet the general public expenses, but the benefits
that accrue are benefits of an unassignable, nature,

Taxes are either ‘progressive’ { i. e. graduated )
Clamifica. O ‘proportional. They are also either
tion of taxes “rogreccive’ or ‘degressive’.  Again taxes are
divided according as they are ‘direct’ or ‘indirect’.
Adam Smith’s canons of Taxation :

Adam Smith, 1n his classic work, Wealth of Nations,
laid down four rules or canons of taxation which
Tave profoundly influenced public opinion ever since.
These canons may be briefly considered under ‘the
followmg heads :i—

(1) Equality. *“The subjects of every state ought
to contribute towards the support of the Government,
as nearly as possible, in proportion to
their respective abilities ; that is, in propor-
tion to the revenue which they respectively enjoy undet
the protection of the state. In the observation ot

Equality
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peglect of this maxim consists what is - called the
equality or inequality of fxation”. ‘Equality,
however, means equality of sacrifice and not
payment of identical sums of money by every citizen,
It is by realising taxes from the people in proportion to
their abilities or faculties that justice or equity in
taxation is ensured.

*(2) Certainty. “The tax which each individual
isbound to pay, ought to be certain, and not
Certointy arbitrary. The time of payment, the

manner of payment, the quantty to be
_paid, ought all to be clear and plem to the contri-
butor, and to every other person.” In brief, this
canon has reference to the state’s need of definitely
and certainly stating the tme, manner and amount
of payment of taxes.

(3) Convenience, “Every tax ought to be levied
at the time, or in the manner, in which it is most
Conven.  likely to be convenient for the contributor
engy to pay it” A taxshould be collected at
the time and in the way in which it is most likely
to conduce to the convenience of the payer. This
rule is best illustrated in the method of indirect taxatiori
or customs or excise duties.

(4) Economy, “Every tax ought to be so contrived
85 both to take out and to keep out of the pockets of
the people as litle as possible over and
above what it brings into the public treasury

Economy
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ofthe State”. In other words, the cost of - collecting
the taxes should be as litle as possible. The
Gavernment must economise its expenditure in the
gathering of taxes and the operation of taxation should
cause the least interference with the industry and
commerce of the nation.

In addition to the four canons of taxation moderr
economists have added a few others.

(5) Flasticity. In the tax system will be included
some items which automatically provide for some
additional revenue with increase of popula-
tion and wealth of a country. Income tax
is an example of an elastic tax.

(6) Productivity. Taxes should, of course, be
productive of state revenue and, in the interest of
economy, one tax or a few taxes will be
preferred to a multitude of taxes. Also the
deriving of a revenue and the develop-
ment of the economic resources of tax payers should
go hand in hand.

(1) Simplicity. The tax system should
be simple, plain and understandable by the

Elasticity.

Produe-
tivity.

Simplicity.

masses.

Equity or Justice in taxation :

The student of public finance is confronted with
the question, what constitutes justice in taxation ?
Different schools of economic thought have differently
interpreted the equity theory of taxation.
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One commonly accepted theory is that taxes should
be proportioned to the benefits that a citizen derives
from the services rendered by the government. This
theory is known as the *Benefit theory” of taxation.

This theory is, however, untenable for :—

Banefit (a) it is impossible to measure in' any
::::a:f tangible way the benefits the individuals
" receive from various governmental activities.
Taxes are raised for meeting general expen-

ses and benefits cannot be directly assigned.
(b) Even if benefits could be computed, the
poorer and the weaker members of a state
will have to be taxed more heavily than the
rich and the strong in the matter of, say,
protection of lives and property. And a
logical application of this view would mean
that a greater burden of expenditure would
be thrown on those who are least competent

to pay.

Equal Payment theory :—Another interpreta-
ton is to ask every member of the state to pay an
equal amount of money to what another will pay.
This is supposéd to rest on the analogy of the postal
principle, the same price being realised from every
buyer of a posteard, irrespective of the distance it
travels. This theory has also been discarded as
inequalities of income and equality of payment of tax
are clearly unjust. -Moreover, the adoption of this
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principle would mean that the measure of payment
would be the poorest man's capacity to pay and the tax
proceeds would not suffice for meeting the expenses of
the government.

Ability or Faculty theory of taxation :—The
most satisfactory theory by way of ensuring justice it
taxation is to ask every member of the state to con-
tribute accrding to his ability to bear the burden of tax.
This theory is thus designated as the “ability” or
“faculty” theory of taxation. In the payment of tax
a burden is imposed and the tax system should be so
arranged that everyone should be called upon to pay as
much as he is able to pay.

Accepting the faculty principle as the best rule, the
question that presents itelf is: how is ability to be
measured ? Three tesis have been [laid down for
ng a man’s ability, namely, property, income or
expenditure. Each test has minor defects, but income
has the advantage over the other tests in that taxation
is a recurring payment as income is a constant coming.
in. Another advantage of taxing income is that by so
doing the glaring inequalities of income may be cor-
rected. Thus, furided incomes (i. e. incomes derived
from income-yielding properties) may be taxed more
hasv'ly than unfunded incomes (salaries, wages, profits
&tc. i. e. labour incomes). And this may be achieved
by #mposing taxes on property as well as taxes upor
income. Moreover, a certain minimum sum may be
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éxempted from taxation, as it is spent for the- main-
tenance of families of possessors of small income.

Proportional and Progressive taxation :—
One important question associated with justice in  taxa-
tion is whether the rate of tax should be proportional
or progressive.  The tax is proportional when a fixed
rate is imposed, say, 5 per cent on the value of all
objects subjected to the tax. * So that the owner of large
income or property will pay a large amount, and the
owner of a small' income or property will pay a small
amount of tax.

The tax is progressive when the rate increases as
the taxable propetty increases. Thus the progres-
sive income tax may be, say, | per cent on incomes up
to Rs. 2000, 2 per cent between Rs. 2000 and Rs. 4000
and so0 on, the rate being higher upon larger incomes.

Progressive taxation rests on the following consi-
derations :—

Bl of (1) “That the utility of income to-
progressive individuals generally may be regarded as
tezation.  pqal”;

(2) thatthe marginal utility of money falfs with
increase of income and that with increase of income
more and more is spent on luxuries ;-

(3) thay, in the interest of health, vigour and effici-
ency of the working classes, taxes should not check the

“cqnsumption of necessaries of life.



240 ECONOMICS

it has been, urged in favour of progressive taxation
that :—
(1) a progressive iax ‘corresponds friore
.ﬁ'ﬁg:::::( than a proportional ax to the demands,of
m_‘;‘:" justice. The ability to pay. taxes probably
increases at a more fapid rate than increase
of income.

(2) a progressive tax is only just as the possession
of a large income gives a person an advantage in the
acquisition of future wealth. “The faculty of increasing
production often grows in more than arithmetical pro-
portion.  The rich man may be said to be subjectin
some sense to the law of increasing returns”. Literally,
money makes money.

(3) Progressive taxation is an effective instrument
of mitigating the inequalities of wealth and income,

The objections to progressive taxation are the fol-
Jowing :— '
(1) ltis denounced as a measure of
Arguments . S
against confiscation. Any scale of progression will
:_’:z;‘:" be arbitrary and “once you diverge from
the rule of proportion, you are at sea with-
out rudder or compass”.

(2) Itis said that motives for evasion are stronger
and the means of prevention less effeclive in the case of
a progressive than of a proportional tax. But the desire
for evasion is less where the burden is less felt.
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(3) ltisa checkto accumulation and leads to ex-
portation of capital. This objection, however, may
apply to all sorts of levies.

(4) It is said that productiveness of income is not
as great as is popularly supposed.
Direct and Indirect taxes :

Writers upon finance have made a distinction bet-
ween direct and indirect taxes. Mill defines a direct
* tax as a tax'demanded from the persons who it 15 in-.
tended or desired should pay it. An indirect tax is
demanded from one person in the expectation and
intention that he should be able to transfer it to another.
What thus happens in an indirect tax is the shifting of
the burden from the original payer to the final con-
sumers of goods taxed. Thus income, poll, property
and inheritance taxes are direct taxes, and customs and
excise taxes are indirect taxes. But there are cases
where the distinction is not easy to draw. A man
paying for the imported good, used for his own pur-
pose, is paying customs duty “which he directly bears.
and so the tax is direct and not indirect.

The advantages of direct taxes may be thus sum-
marised —

(1) As income is the ultimate source of
taxation, its immediate imposition is the most
obvious way of taking a share in the pro-
duce for the state.

xvi

Merits of
direct tax.
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(2) There is a great facility and low cost of colfec
tioh and the amount paid by each person is definitely
known.

(3) It is an equitable tax and pemits of a moder-
ate system of progression to meet the ends of justice.’

(4) Direct taxes are efastic and increase automati-
cally with increase of wealth and population.

(5) As each citizen knows how much sacrifice he
is making, the civic consciousness is stimutated.

The disadvantages of direct taxes are :—

(1) People's dislike to direct levies is
Drwbacks . S
of diret | notordus.  These give rise to popular re-
s sentment.

(2) Tt renders necessary a valuation of the abject
charged and thus affords opportunities for evasion and
for arbitrary official action.

{3) ltis expensive.

Nicholson's conclusion on the two kinds of taxes
isi—

“Taking the defects and merits together, we be-
lieve that direct taxation ought to be a part of every
modern financial system, and that the extent to which it
can be carried will depand on the particular conditions”.

The advantages of indirect taxes are :—

Advantages D) ) Indirect taxes are not felt by the
;fx indirect payer in the same degree and therefore
et cause less annoyance than direct taxes.
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(2) They afford facility fog taxing the smaller con-
tributors.

(3) They are both productive and in times of pros
perity elastic without undue pressure.

(4) Taxes on commodities (i.e. indirect taxes) are
collected at a convenient time as the payer “pays them
by litile and little as he has occasion to buy the goods
+oreene. he is at liberty, too, to buy or not to buy, as he

-

‘The disadvantages of indirect taxes may be thus
summarised :— ’

3 (1) Indirect taxes have the double dis-
Disadvant. 5
agesof in- advantage of depriving the state of revenue
direct taxes. ;4 of diminishing a citizen’s own enjoy-
ment. There is a possibility of checking consumption.

(2) Tt violates the rule of equality as articles of
general consumption are used in much larger propor-
tion by the poor than by the rich and hence the
pressure of indirect takation comes on working classes.

.(3) Articles of luxury are easily smuggled.

(4) At times of depression the yield of indirect
taxes cannot be relied upon. Revenue grows in pros-
perous years and shrinks in bad ones.

(5) They are not easily extended and reliance on
indirect taxes alone causes financial embarrassment.

(6) The loss to society through disturbance of in-
dustry is the most formidable objection.
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Public debt :
State loans are contracted for three purposes:—

(1) Temporary loans resorted to to cover casual
deficits. It is not likely that the estimated ex-

g,‘:fi:f,.;,, penditures and revenue will equalise precisely.
Hence, in case of a temporary deficit either

the state must borréw or budget for a surplus revenue.
The latter procedure, however; encourages exiravagance,
whereas moderate deficit financing conducesto economy.

"(2) The most normal occasion for state borrawing
s the occurrence of an unexpected emergency, specially
the outbreak of war. How far the taxes should be in-
creased, to what extent new taxes imposed and how far
the state should resort to borrowing, depends on many
complex considerations. In case of a just war, a part
of the burden ought to fall on posterity, and hence the
state should finance the bulk of the cost from loan
funds.

(3) Another occasion for public borrowing is the
undertaking of public works and institutions. These
works may be divided according as they are productive
or unproductive, If the works are productive, the debts
may yield an income greater than the interest charges.
As regards unproductive works, it has been held, that
these are the principal cases for state intervention as the
unproductiveness of the works will not encourage private
initiative or enterprise,
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Different forms of public borrowings :
Public borrowings may take different forms:—

(1) Funded debt which is either iredeemable’ or
only redeemable at the end of a long space of time,

(2) Unfunded debt which is redeemable within a
comparatively short time.

(3) Floating debt which is temporarily borrowed
and repayable within a year (e.g. Treasury bills).

Loans versus taxes.

Writers on finance are puzzled over the question,
namely, what kind-of expenditures should be defrayed
by taxes and what other kind of expenditures should be
financed by borrowing ?

The general answer, of course, is thatthose expendi-
tures which occur with great regularity and which can
be foreseen and estimated must be met by taxation.
If the state cannot provide for this, it means  sure bank-
ruptcy which comes sooner or later. On the other
hand, extraordinary emergency and national misfortunes
like war should be met by loans. Some have thought
that a loan transfers the cost of a war from the present
to the future generation. Others have again ridiculed
this idea and maintain that the cost of the war is borne
by the ptesent generation and that a loan simply shifts
this cost from one group of people to another. The
cost of a war is bome by those who wage it in the
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sense that the desiruction of wealth is  the destruction of
the present enjoyable goods, the pain or sacrifice is also
présent and not future. And a loan simply shifts the
individual cost.

An advantage which loans have over taxes for
meeting the cost of war is that they permit government
to secure unequal contributions of capital from different
citizens. Loans are resorted to to avoid making taxation
very heavy and oppressive. Moreover, the -burden
ought not to be entirely borne by those who actually
carry on the warlike operations. The future generations
largely benefit by wars of the present. If raised by
Joans, the funds are evidently obtained from sources
where the feast sacrifice is involved in securing them.
And so long as the loan remains unpaid the interest may
be met from tax funds and the taxes may be equitably
distributed on all classes of people.

‘The war debt may be regarded as a dead-weight
debt and the arrangements made to reduce it are the

following :—
Repayment .
;i;‘:blic (1) Sinking fund method under which

money is set aside for the repayment of debt.
(2) Applications of surplus revenue tothe reduction

of the loan.
(3) Redemption by purchase of stock in the market.

(49 Terminable annuities by which a portion of
the debt is completely wiped off,
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(5) Conversion, by “which one form of foan is
convested into another bearing a lower rate of interest.

(6) Another revolutionary or drastic proposal for
reducing the national debt is the repudiation of the debt
or forced reduction of interest, a very high rate of pro-
gression on higher incomes or a capital levy.
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INDIAN ECONOMICS

CHAPTER I
INTRODUCTORY

Contents : The Natural Environmznt. The Gzographical Sitvation.
Natural Division, Climate, The Monsoons, Scils. Mineral Resources.

Natural Environment. [t goes without saying
that the economic life of a nation depends, to a large
extert, upon the natutal environment. If a highly
industrially developed country like England owes her
prosperity to the hatural conditions, these play a special
role’ in India which is more an agricultural than a
manufacturing country. For one thing, the physical
factors. determine the kind of wealth the country is
fitted to” produce; the occupations of the people, the
density of population and the like. Man’s progress
lies both in the utihsation of the natural forces and
also in his mastery over them. The natural environ-
ment and man’s energies co-operate in the early
stages of a country's progress. In the end, civilised man
conquers the forces of nature, eithét hamessing them
for his use or making their opposition less stubborn.

The sudy of Indian Economics should thus be
prefaced by a description of the natural environment
which may be studied under the following heads =—
(1) the geographical situation, (2) the climate, (3) the
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monsoons, (4) the flora and fauria, (5) the geological
structure and (6) the means of transpott.

The Geographical Situation. In respect of
her geographical situation, India is favourably situated,
Located al the very centre of the Eastern hemisphere,
she occupies a commanding position and her trade
routes ramify in all directions. ‘The land routes
through the north-western passes and the extensive
sea board are of primary ‘importance. Since .the
opening of the Suez Canal (i870), the maritime trade
has come to be of special importance.

India extends over the equatorial latitude varying
from &N to 37°N and includes extreme climates.
Thus the perpetual snow of the Himalayan ranges
and the Alpine regions of Kashmir co-exist with the
rainless tract of Sind,  The hot house of Malabar exists
with the extremes of the Punjab.

Natural Divisions. The four well-marked
divisions of India are :—

(1) The Himalayan range which forms the land
boundary and cuts India from the rest of Asia. ' The
The Hima. NOTth-east and north-west are bounded by
leyan zange |ofty mountams.  Thus India is naturally
fortified. The Himalayas are snow-capped and the
melting of the snow is responsible for the feeding of
the great rivers that irrigate the Indo-Gangetic plain.
They also regulate the rains, winds, heat, cold and
moisture—factors that constitute the base of India's
agricultural and industrial life.
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(2) The Indo-Gangetic plain is watered
by the Indis, the Ganges and the Brahmaputra with
The Indor their tributaries. This is a land of excep-
Gangetic  tional fertility. Kingdoms and &ities have
plajn been founded on it; it was the cradle of
th earliest civilisation.

(3) The Indian Peninsula comprises the
Peccan Plateau and its coastal fringes. The Peninsula
The Indian tilts from west to east, from the steep hills
Pesinsula  of the Western Ghats to the Eastern Ghats
which slope into the Bay of Bengal. Deltaic plains on
the east are waiered by large rivers that flow through
the central and southern India. The coastal fiinge on
the west is narrow and has a copious rainfall. The
fertile deltas of the Krishna, the Kaveri and the
Godaveri constiute the most remarkable feature in
the economic geography of Madras.

- (4) Burma presents a contrast with India in
many respects. The chief geographical features are
the series of rivers and hills running from
north to south and its fertile valleys. There
are variations in climate due to differences in elevation
and rainfall. The abundance of forests and minerat
wealth plays an important part in the industrial life
of the province,

‘The Climate. The different parts of India present
an extraordinary variety in the physical and climatic
m‘"i" aspects. “In the north, ise the magnificent
conditions _mountain altitudes, bound by snowfield and

Burma
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glacier in eternal solitude. At their feet lie smooth
wide spaces of depressed mver basins ; either sandy,
dry, and sun-schorched, or cultivated and water-
logged under a streamy moisture-laden atmosphere,
To the south spreads a central plateau where indi-
genous forest still hides the scattered clans of aboriginal
tribes ; flanked on the west by the broken crags......
overlooking the Indian ocean, and on the south by
gentle, smooth, rounded slopes of green upland.”

The northern part of India presents extremes
of temperature, severest heat in summer and cold in
winter. The variation 15 less marked in the southern
part of India. There are similar variations in rainfall
which is, by no means, evenly distributed “throughout
India. This unevenness produces far-reaching conse-
quences so far as the production of agriculural
wealth is concerned. The year is divided into two
agricultural seasons, the Kharif and the Rabi, the
crop of the former being harvested in the autumn
and that of the latter in the spring.

The Monsoons. - The alternation of the seasors,

called thz south-west and north-east” mon-
South-West
aad North. 59003, is the primary fact in the meteorology
of India. The former 15 a season of winds
of oceanic origin and high _bhumidity and
more than 90 per cent of the total rainfall is due to it.
The latter is a season of winds, of continental origin
and gives only occasional rain, the sky remaining clear
or lightly-clouded.
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The south-west monsoon is subdivided into two
Sub-divi.  pericds—from June to September, when
;il“‘"“::::“ heavy rain falls in nearly all parts of India,
intotwo  and from October to December, “which is
 the period of the retreating monsoon, when
the area of rainfall contracts southwards and the
intensity diminishes. After striking Celyon, it gets
divided into two portions and moves upwards towards
the west and east coasts of India. The western
branch passes over the Western Ghats, depositing a
heavy ramfall in transit, then takes a north-eastern
direction. This eastern branch moves up the Bay of
§mga\, fooding the Assam hills, lower Ganges plains
and the Himalayas with copious showers. It then
continues its march in a north-western direction and
gets deflected across the plains of Hindusthan. Even-
tually, it meets the mountains of the north and
north-west.

The north-east monsoon extends from. the middle
of December to the end of May. The first portion
(January and February) is the cold weather of
Northern India and the second extends from March
to May.

The rainfall is greatest at the hottest time of the
year i.e., midsummer. And it is most needed then.
Intermittent showers are of no value in our hot
country. Rainfall being heavy and concentrated
within & short period, the drawback is removed by
the adoption of a special system of agriculture.
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The average rainfall for the whole of India -is 45
inches, but there are wide variations as between
different localities. From the point of view of “varia~
bility of ‘rainfall, India may be classified into three
divisions, namely,

() Areas of unfailing rainfall (Burma, Assam,
lower Bengal and Western Ghats).

(iiy Areas of precarious rainfalf and

(i1) Areas of drought where cultivation is possible
only because of irrigation.

The Flora and Fauna. The term flora’ applies
to the plants and ‘fauna’ to the animal life. India's
Varieties of Vegeiable products are varied. This is due
vegetable (o her geographical extension, embracing
praducts. .

many degrees of latitude, temperate and
tropical. It is also due to her surface, rising from
sea-level to great heights, to her climates varying -from
torrid to arctic and also to the importation of foreign
plants. Thus wheat, rice, fruits, barley, jute, cotton,
potato, pulses, oil seeds, tea, tobacco and the like are
‘grown.

[ndia’s animal life is not only varied but abundat.
And animal products supply us with food such as
milk and flesh, and raw materials of indus-

Animal tife s
varied and tries, wool, hides, horn and bone. The
.‘:‘"::;;‘;_ bullock and the ox are used as draft animals

in agricultural operations. Others like mule
and ass are regarded as pack animals and used for pur-
pose of transport.  Fish is an important element in-the
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dietary of some provinces. The wild beasts end birds
are sheltered in the forests.

Means of Transport. Before the advent of the
railways, transport was conducted by agencies " like
bullock carts, palanquins, pack-animals, river boats
and coastal vessels, Both inland and coastal
transport had to be effected under limitations. The
rivers are flooded in the monsoon period, but get dried
in the summer. The material for strong road-making
is lacking in many provinces. Delays in transport also
formed a greal obstacle to trade development.
Déficiency in natural harbours acted as a set-back
to coastal communication.

The construction of railways has revolutionised
trade and produced consequences of a momentaus
mature. The famine problem has been transformed,
village isolation broken, world price established and
industrialisation has set in. Ports have been constructed
at - considerable expense and thereby  diffi feulties of
communications along the coasts and overseas have
been obviated. The important ports are Chittagong,
Rangoon, Calcutta, Bombay, Karachi and Madras.

Geological Structure. The features of India’s
sutface soil and subsoil are imporant because they
constitute the chief foundations of wealth of the
country. The Royal Commission on Agriculture in
India has recognised four main types of soil :—

(1) The alluvial soils are formed of sediment
carried from the mountains by the .great rivers.
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The soils are fertile and they comprise Bengal,

N United  Provinces, Punjab, Rejputana,
Alluvial e .
soil. | Gujrat, Sind and some portions of_ western
and eastern peninsula. The Indo-Gangetic phains
owe their fertility, however, to a ceriain and well-
distributed rainfall.

(2) The “Black Cotton” soil of the Deccan... it
Black- is specially suited to the growta of long~
cotton soil. stapled Indian cotton plant, but is mot
conducive to the growth of the shallow-rooted
American cotton.

(3) Tte crystalline soil {red or red-brown)} covg'_rs
Ceystalline the whole of Madras, Mysote and portions
soil. of Bombay, Hyderabad and the Ceniral
Provinces. This soil is derived from the rocks of the
archeen syster.

(4) The laterite soils comprise the western Deccan
and the ng'ghbouring plains. They are the outcome of
Laterite  decomposition of land due to excessive
soil. rainfall and form a belt around the peninsula
and traverse through Fact Bengal into Assam. and
Burma.

Dr. Voelcker is of opinien that the soils of India
are deficient in humus i.e., organic matter and nitrogen,
but there is a suitable quantity of lime, potash and
phosphoric acid.

Mineral Retources. India’s store of mineral
products is vast and varied. At one time-these acquired
a wide fame and in mining, metallurgy 'and metal
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manufacture  India was  self-supporting.  But the
importation of cheap European products, after the
Industrial Revolution, adversely affected the indigenous
metal industries,

Our knowledge of mineral tesources of India is
still incomplete; even of the known resources, fullest
use is not being made. Recent investigations, however,
have helped in the opening up of various kinds of
mineral deposits. An account of the chief kinds of
mineral is given below,

() Coal. Thebulk of the Indian coal (nearly
90 per cent ) comes from Bengal and Bihar
and Orissa (Raniganj and Jheria), krown
as the ‘Gondwana’ Coal fields.

Other coal mines are in Hyderabad and in the
C.P. Sources still unexploited are in Burma, Assam,
‘Baluchistan and the Punjab.

- It was from the latter half of the 19th century that
the output increased, the stimulus coming at the instance
of the E. . Railway Company which began to rely
more and more on cheaper Bengal coal than the cost-
Iy imported British coal. Coal enjoys a virtual mono-
poly in Bengal and has made an inroad into the markets
“of Burma, Java, the East [ndies and Ceylon.

The coal supply being concentrated, iron mines
of the Madras Presidency cannot be fully exploited,
and the cotton-mill industry of Bombay “has to rely
partly on imported south African coal and partly on
‘hydro‘elecmc power (as the freight for coal transport

Distribution
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proves a heavy burden on these industries). - The total
annual production was valued in 1930 at Rs. 9, 26, 25,
323.

Tron :—The production of iron ore is steadily in-
creasing, India standing second to United Kingdom in
the Brinsh Empire in respect of output. The U. S, A.
produces over 60 million tons, France over 40 millians
and India ‘over 13 million tons. At one time iron-
smelting was widespread 1n Indra,

In the primitive method of forging, charcoal was
used and hence the importation of cheap iron and
sieel products damaged highly the Indian industry.
The modern method of iron manufacture, coal being
used for smelting purposes, dates from the year 1875.
Since then, rich deposits have been found in Orissa.
The vicinity of coal field and iron deposits is of i
estimable value, and India is expeeted to play &
more important part in future.

Petroleum :—lt is found on the east in -Assam,
Burma and the istands off Arakan coast; and on the
west in the Punjab and Baluchistan, the belt extending
to Persia. The eastérn area is more tmportant arid
the imporant oil fields are located i the Irawaddy
valley. The Yenangyaung field of upper Burmia is the
most highly developed field in the Indian Empire.
The B. O. company was established in 1886 and the
Assam Qil Company in 1899. The world's produc-
tion of petroleum in the year 1930 was [93% million
tons, the U.S. A contributing 63 per cent of the
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‘world supply, Venezula 9'7 per cent, Russia 95 per
cent, India 0.62 per cent. India held the 12th posi-
tion in the world's petrofeum producing countries.

Gold :—The greater part of India's output is
obtained from the Kolar gold field of Mysore. Next
comes the Hutti mine in Hyderabad which was
opened in 1903. Small quantities are produced in
the Punjab, C. P. and the U. P. and are obtained by
washing. The total production of gold in 1930
amounted to 3,29,232 ounces valued at Rs. I, 86, 85,
221 and 17,365 labourers were employed.

Manganese :—The most important deposits occur
in the C. P, Madras, Central India and Mysore,
C. P's contribution being the largest. The ore is put
to various uses. It-is used in manufacturing ferro-
manganese for use in steel-manufacture.” The glass
manufacturers use the peroxide to get rid of the green
colour in glass making. ltis also used in porcelain
painting.  Since 1904 the industry has been making
rematkable progress. The chief manganese producing
centres of the world are India, Russia, the Gold Coast,
Brazil, Egypt and Czechoslovakia. In 1907 india’s
contribution was the greatest in the world supply.

Mica :—India isa leading producer of Mica, she
producing more than half of the world’s supply. The
reported productions in the years 1929 and 1930 were
valued respectively at Rs. 26, 59, 759 and Rs. 26, 68,
986. The chief importers of $hdian mica are the U. S.
‘A and United Kingdom. The internal consumption i
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negligible. Tt is used in the electrical industry and
in wireless telegraphy. Mica valued at Rs. 904 lacs
was exported in the year 1929.

Wolfram :~—It is the chief ore of tungsten and is
needed for the manufacture of high-speed steel requir-
ed for war purposes. The mining operations in
“india were started in 1910 and Burma held the leading
place in the world. The war time stimulus put the
industry into prominence, but it is not making any
headway now.

Salt :—There are four sources of supply, besides
the amount imported :—

(a) Rock sale is obtained from the salt range
and Kohat mines in the Punjab. The former has an
inexhaustible supply.

(b) Brine salt obtained from the Sambhar lake
in Rajputana, the brine being evaporated by the sun’s
heat.

(c) Saltbrine condensed on Ranu of Cutch, the
brine being evaporated, as in Rajputana, and the salt
is known as Baragara salt.

(d) Sea salt factories in Bombay, Madras and
the mouth of the Indus.

In Bengal, the manufacture of salt becomes difficult,
parly because of the damp climate and partly because
of the large volume of fresh water from the Ganges
and the Brahmaputra into the Bay of Bengal. Hence
Bengal, and for the matter of that Burma, have ©
depend on salt imported from Liverpool, Germany,
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Aden, Bombay and Madras. About 60 per cent of
the salt consumed in India is locally preduced. The .
salt industry has a great potentiality and it is hoped
that in near future India will be self-supporting in the
supply of this necessity of life.

Saltpetre :—lt is required for various purposes
such as manufacture of glass, food preservation and
manure. The production is confined to Bthar, U. P.,
and the Punjab. It received a stimulus during the
Great War, saltpetre being required for munitions.
From after the war ceased, the competition of Chile
nitrate and the French potash has caused a decline
in the Indian industry.

The various other mineral products found in India
are silver, lead, zinc, sulphur, copper, tin, and a few
others of minor importance. Building stones fike sand
stones, slates, lime stones and marble are the important
building materials.



CHAPTER 2.
POPULATION

Contents : Density, Towns and vllages. Burth rate.  Daath rate-
Migrasion. Over-population. Health, The caste system. The joiit”
family system.

India covers an area of about 1'8 million sq. miles
with a population- of 352, 986, 876 millions (as
per census retum of 1931), nearly onefifth of the:
human race. OF this, the area covered in the Indian
States is 675, 267 sq. miles with a population of 70
millions.  The population represents all the chief
ethnological groups of mankind.

The total population of India at the end of the
ls pro.  16h century was believed to be 100
grewive in  millions. The first, but incomplete, census
create. of 1872 enumerated a population of 206
millions. Since then the population has increased.
The census of 1921 recorded a population of 318,
942, 480 mullions. Hence the population of 1931, com-
pared to that in 1921, records an increase by 10'6 per
cerit.  The rate of progress during the last 50 years has,
however, declined. This has been " attributed partly
to the operation of positive checks such as disease,
Arelative  ChONIC poverty and misery. Preventive
declioe in  checks like deferment of marriage (or to-
progren. . .

tal abstention), and contraceptive practices
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l.:n!::h' have not yet taken any root in the soil.

- Prolonged lactation between intervals of
birth, however, decreases conceptwity.  Scrutiny of
birth and mortality rates reveals that both are high in
India. The influenza epidemic of 1918-19 caused 14
miflions to die and 33'6 million deaths from plague
were recorded between the years 1896 and 1921.

Density of Population.  As regards density of
population, India shows great varieties. Thus in part of
Bengal and the U.P., the rural densnty is above 608
persons per sq. mile, 500 persons in river deltas, 100 to
200 persons per sq. mile on the Deccan plateau and
Central India, 297 in Madras, 157 in Bombay, 207 in
Punjab, 409 in B & O, 168 in N. W. P, 25 in Sind,
8 in Baluchistan  But in Delhi it is 823 per sq, mile.

The mean density for the whole of India is 137
per sq. mile, 226 n British India and 101 i the Indian
states. It may be interesting to note figures for average
density in the leading countries of the world.

.- Belgium—654,  Germany—332,  France—184,
England & Wales—649, Japan—215, Spain—I07,
New Zealand—1i2, Netherlands—544, Austria—199,
U.S. A—37 and Egypt 34.

In the west agriculture, by itself, cannot support
Reasons for a population of more than 250 persons
bigh and - per sq. mile, whereas in the flourshing
Tow dsnsity. ol districts of India it 15 as high as 600.
The natural advantages of large and favourable
rainfall enables India to support a larger population
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than in the less favoured European countries. Othet
favourable factors have been the tilling of leguminous
and cawch crops and use of organic manure. [n
Bengal, the prevalence of supplementary occupations
connectad with fishing and sericulture, - and adoptiori
of rice and jute cultivaton, of sugar cane in U.P:
and B& O., account for a dense population. The
other factors favouring density are a level surface,
fertile soii, multiple cropping etc. Reverse conditions,
therefore, cause a low density, namely, hilly tracts or
areas under forests, high, precarious, irregular or
uncertain rainfall and an uneven surface.

In brief, the density of population may be said
to resolve itself into two questions—productivity of the
land, on the one hand, and standard of life of the
people, on the other. As regards the former, the
organisation of agriculture 15 of permanent value.

The methods of agriculture followed, the distribution
of holdings, choice and rotation of crops, the system
of land tenure and the land tax are determining
factors. As regards the latter, the standard of life
in India 15, on the whole, simple and not very high for
any class of people. It may be stated generally that
the variations in density in different parts of India,
have been affected by physical configuration, rainfall,
quality of the soil, climate and state of industrial and
other zonditions.

Towns and Villages. The predominance of
agriculture and agricultural industries is reflected: in
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the distribution of the population in rural and urban
aress. A high percentage lives in rural areas. Thus
905 per cent lived in villages in 1891, but it declined
t0 898 in 1921 The exodus of the villagers to urban
places called wrbanisation, is different for different
fowns.

A town includes areas having municipalities or
Civil Lines or Cantonments and “a continuous collec-
tion of houses inhabited by not less than 5000
persons.” In the census of 1921, out of a total
populdtion of 319 millions only 32% millions ar
102 per cent were enumerated as living in towns and
cities, the rest living in villages. This is a striking
contrast with 79 and 44 per cent of -the people as
town-dwellers respectively in England and France.
On the whole, the villages have retained their position
and increase of population in the largest cities has
takent place at the expense of towns of medium sizes.
Attractiveness of city life, and expansion of ndustrial
and commercial activities may be the coniributory
¢auses. This concentration of population, however,
has not been an unqualified good. The city mortality
is ‘rather heavy, and the disproportion  between the
male and female population has given rise to the
gravest social and moral evils.

Birth and Death rates--All statistics relating to
birth rates are unreliable, the error being greater with
regard to birth than to death rates. This is due to

2
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the imperfection of the machinery for collection of
statistical figures.  With this limitation, we may
proceed to note the character of the vital statistics.

The , birth-rate in  British India  was 336 per
thousand in 1925, the corresponding figure being 183
Causer of 10 England and Wales. This high birth
high birth- rate is explained by the prevalence of early
and unwversal marriage and an intense
desire for male children, absence of prudential checks
and also high fecundity. Where the standard of life
is low, the higher brain centres being inactive, the
reproductive centres are vigorous. The biclogists’
explanation of this high productivity 15 that an inade-
quate nutriton -of the somatic tissues promotes the
activities of the reproductive organs. The result has
been that the increase of population leads to poverty
which again stimulates a {urther increase of population.
“When a people is poor and sees no prospect of
escape from poverty, it is in danger of becoming
demoralised. Multiplication takes place without any
thought of the future, since the future seems in any
case without hope” (Taussig)

Thus  the population has increased threefold during
the last century. This rate of increase, though small
compared to that of the European countries and
America, is rather appalling for India, having regard
to her agricultural and indusirial conditions. And the
only checks that operate are pestilence and famine and
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prohibition of widow remarriage among certain sec-
tions of the people.

A high and unchecked birth-rate and high death-
rate go together. At the lowest computafon,’ the
death-rate is more than double that of England
and Wales. Thus the deathrate in England
was 123 per thousand in 1927, that in India
was €248 in 1918 and 242 in 1922 Town
morality is heavier than in rural areas (the death-rate
in London in 1925 was 117 per thousand, that in
Caloutta 32'7). This high deatherate is due to a
Coutes of pluralty of causes such as over-crowding
high death- and lack of sanitation in towns, inadequate
b feeding of poverty-stricken people which
makes them easy victims of malaria, kala-azar etc.
The relative death-rate among the different religious
communities is instructive. Leaving out the primi-
tive ibes who have the highest death-rate (384 per
thousand in 1928), that among the Hindus, Maho-
medans and Buddhists in 1926 respectively were 269
263 and 208, The Indian Christians have normally
the lowest death-rate.

Two facts which strike every observer of Inda's
Vital statistics are, first, the high infantile mortality
, (onefifth  of the children Born die

before they attain the age of one year).
deathorate.  Tpo other peculiarity is the excessive morta-
lity among women of child-bearing age.
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The seasonal death-rate is worth noticing. The
lpwes! death-rate occurs during the monsoon months.
Semsonal It rises in the winter months and again
mortality.  doclines with the warming up of ‘the
weather in March and Aprih. It is lowest in the
months of June and Julv.

Migration—The scope for external migration
is much restricted. There are economic obstaclés
also in the way of internal migration. The
population, mostly agricultural, is rooted to
the soil. The home-loving character of the
people is influenced by the caste-system, differences
of language and of social customs.  The villagers are
also sometimes prevented by the money-lenders from
leaving the villages asthe chance of recovering the
loan would be remote. According to the census of
1921, out of atotal population of 319 millions, not
more than 30 millions were born outside the district
inwhich they were enumerated. This represents
approximately 10 per cent. of the total population,
And of these 30 millions, 20 millions were born in
districts very near to the district of enumeration. There
are practically no legal restrictions on internal migration,
except for recruitment in a few Assam tea garden
districts,

The census enumerates five types of migration,
namely :—

(a) Casual migration—here mobility is confined
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F;ve lype-l to neighbouring districts for family, -busines$
,,,,;:,,,:,, or social causes.

(b) Temporary migration—this takes plack
when manual labourers join works of public utifiy
like canals, irrigation or railways.

(c) Periodic migration—This refers to the
seasonal migration of labourers for agricultural and
hasvesting operations, viz, migration to the Sunderbans,
Burma, to the wheat districts of northern India ang
Nerbada Valley and to the cotton-growing tracts of
Berar and the extensive movement from Bihar and the
U. P., for work on roads during the winter months,

(d) Semi-permanent migration—this  takes
place when the dwellers of cne pléte eam their
fiving in another, but maintain connection with their
homes and ultimately come back, viz, the mill-hands
in industrial towns, men in clerical establishments
under government etc.

(2) Permanent migration—this is of the
nature of colonisation, namely in the canal colonies
of the Punjab because of improved irrigation.

The result of this kind of emigration is that some
provinces lose as others gan in  their numerical
Different  strength. Thus Assam, Burmag Bombay,
provineers Bengal, Mysore and the C. P. stand
b to gain. The immigrants to Assam are

4
wigration. . yracted to the tea-gardensp to Bengal
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because of her industrial development (such as jute
industry near about Calcutta and the tea industry in
Jalpaigurt and Darjeeling districts) and general aver-
sion of the Bengalees for manual work, to Bombay
because of the existence of industrial and commercial
cities fike Bombay, Karachi, Sholapur and Ahmedabad,
to Burma because of development of rice and oil-
milling industries.

The provinces that stand to lose in population
are :—

(1) Bihar and Orissa whence the flow is directed
towards Calcutta and Assam ;

{n) The U.P. whence the unskilled labourers
migrate, to Bengal, Bombay,Burma,Assam and the C.P. ;

(i) Madras—the Madrasis moving towards
Burma, Mysore, Bengal, Bombay, Hyderabad and
Travancore. .

A word may be said as regards external migra-
Natore of fion. The number of Indians settled in
India’s i % . .
external  various parts of the Empire outside India
migration.  ape distributed as follows :—

Ceylon 6,97,000 | Trinidad 1,37,832
British Malaya  6,24009 | British Guina 131,919
Mauritius 2,79.143 I Fiji islands 76,122
Kenya 39,664 | Natal 46,683
Zanzibar 14,242 |

Tanganyika ! and a few other countries

territory 23422 | with negligible numbers,
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The total population living in British Empire is
99,32, 676. Indians living in foreign countries (i e.,
outside the Empire) are small in number. The
number does not exceed 100,525. Hence the grand
total of Indians overseas (in and outside Bmpire) is
23, 33. 201,

In India over-populated 2 The question does
not admit 6f an answer with a simple ‘yes’ or ‘no’.
Population, in every country, up toa certain number
is a condition of its existence. In matters like defence
and production of the means of subsistence such a
population is indispensable.  Should population, how-
ever, exceed the prescribed limit i. e’ should there
bean excess of population, it would bea matter of
the gravest anxiety, as it would mean more people
than can possibly subsist. The inevitable conse-
quences would be a lowering in the wealth-produ-
cing capacity, a falling off in the national and ‘per
capita’ income and a general lowering of the standard
of living.

Under given circumstances, knowledge, state of ans
and technique in production, a maximum of population
Meaniog of M3 profitably be employed so that the
“aptimum” retum from the diverse industries are at
population. i maximum. And such a population is
referred to as an ,“optimum” population. The income
per capita is then at its maximum. If the population
of acountry is below that limit, the industries can
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be brought to their maximum point of profitableness
by the adoption of the only remedy, namely, an in-
crease in population. 1f, on the other hand, that point
s already passed, and the returns from the industries
show a diminishing yield, the only potent remedy lies
in a decrease in population,

Applying this dictum to the Indian conditions, we
find that the teeming population of India, far from
being regarded with a sense of pride and satisfaction,
shows a woeful lowering of the standard of life. The
estimates of the national income by different authorities
widely differ, the calculation being so complex and
difficult. Thus Mc. Kenna's estimate of the per capita’
income is Rs. 70/, that of Dadabhai is Rs. 20f, of Lord-
— Curzon Rs. 30 (in 1901). The ‘per capita
ardof life income, on a most libetal computation,
inlodia. .y be taken at Rs. 80. Judged by modern
standards, the national income is unduly low and
“ninety per cent of the people of India are living cons-
tantly in sight of the hunger line.”

There is an urgent need of an improvement in. the:
economic condition of the people, and this improve-
& _ ment, in order to be real, must take place

imutation , N . . I
of agricul. in all directions. For one thing, “the de-
'_‘:::L;:fm vastating torrent of children must be stop-

ring indus- ped,” not by relying upon nature to carry
tries, an :
urgentne- Off the surplus numbers by her own vi-

eessity. sitations, but by an increase in the standard
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of living and an adoption of prudential restraints on
population. On the other hand, the speed of industria-
lisstion must be accelerated, commerce, shipping
and banking developed, and adoption of improved
and scientific methods of agriculture undertaken.
Thus a reduction in the supply of numbers, (brought
about by operating on the psychological habits of
the people) and an incréased demand for population
(brought about by increasing the openings “in
Encourage- agricultural, manufacturing and  trans-
mentof  port industries etc.} is expected to create
;',',i‘i::‘_'f:,‘,d a better adjustment of the forces of supply
external.  and demand and thus bring about an ame-
lioration in the condition of the people. As  the indus-
wwial development has been rather uneven the end may
be sooner attained by providing for a mobility of labour
from congested to sparsely populated tracts and also
by encouraging the people to resort to foreign emigra-
tion, at least to combat their extremely home-loving
instincts.

Health—During the last half a century im-
Public  provements in the sanitary conditions
m:::'.':; of the towns have been effected, but much
condition.  more remains to be done. The progress of
rural sanitation, which involves the health of the bulk
of the population, has been very slow. “The reason
lies in the apathy-of the people and the tenacity with
which -they cling to domestic customs injurious to
health. While the inhabitants of the plains of India
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are on the whole distinguished for personal cleanliriess,
the sense of public cleanliness has ever been wanting.
Great improvements have been effected in many
places ; but the village house is still often ill-ventilated

and over-populated : the village site dirty,
;ff:;,'."“ crowded with cattle, choked with  rank

vegetation, and poisoned by stagnant
pools ; and village tanks polluted, and used indiscri-
minately for bathing, cooking and drinking. That the
way to mmprovement lies through education of the
people has always been recognised.”

With progress of education, the pace has been
speeded up. Under the reforms, sanitation has
been a transferred subject, and a considerable section
of the people is thinking seriously of tackling public
health problems. Even now, as matters stand, the
general standard of health is exceptionally low and
the position of women is most disappointing.

The deplorable condition of public health may be
easily grasped from the comparative study of death-
rates of India and the civilised countries of the werld.
Thus in 1925, India’s death-rate was twice that of
England and Wales, and almost thrice that of New
Zealand. India’s infantile mortality rate was 23 times
that of England and Wales and 43 times that of New
Zealand.

There are three main classes of fatal diseases,
namely, specific fevers, diseases affecting the abdominal
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organs and lung diseases Many of these diseases are
“diseases of poverty” and not diseases peculiar to
the tropical climates as formerly supposed. The most
effectual remedies may be thus enumerated :—

]

Remedies.

(ii)
(iii)

{iv)

W)

{vi)

(vii)

Better sanitation including supply of pure
water, drainage works, better housing and
prevention of contamination of food.
Adequate medical facilities.

The best way to stop the high infantile
mortality and death-rate of women at
child birth is to educate the people in
personal hygiene and laws of health.
Multiplication of travelling dispensaries in
rural districts.

Appointment  of sanitary officials and
propagation of sanitary informations through
co-operative health societies,

[mprovement in the standard of indigenous
medicine—Ayurvedic  and  Unani—and
establishing of proper control with regard
to the qualifications of practitioners, apothe-
caries and dispensers.

The “establishment of women's inslitutes in
villages (already inaugurated in Bengal)
which would supply a centre for educa-
tional and co-operative activities and
also for mother and infant welfare work,
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(viti} Adoption of a more scientific diet would go a
long way to improve the general health,
Mistakes it diet cause malnutrition and
constitute a cause of disease.

Much has already been done by the government
and it promises to do more to improve public heaith,
but voluntary efforts must co-operate with government
measures if village life is to be revivified.

The Caste-System. The census report of 191t
defines a caste as follows :

A caste is an endogamous group or collection of
such groups bearing a common name and having the
Definition Same traditional occupation, who are so
of caste.  Linked together by these and other ties,
such as the tradition of a common origin and the
possession of the same tutelary deity, and the same
social status, ceremonial observation and family
priests, that they regard themselves and are regarded by
others, as forming a single homegeneous community.”

“The cardinal principle which underlies this system
of caste is the preservation of purity of descent and
purity of refigious belief and ceremonial usage.”

According to the Hindu Shastras, Lord Krishna is
Hindu the creator of the “Varanasram” which
:k::i;y:‘f dwides, the entire Hindu population into
the caste  four castes, the Brahmins, Kshattriyas,
system. Vaisyas and Sudras,
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‘The caste-system rests on two principles, namely,
the doctrine of ‘Karma' (which determines a man’s
birth and position which he earned in a previous
incarnation thus producing a sense of resignation and
fataiism), and the religious unity of the family which
account for the Hindu joint-family system and the
laws of inheritance.

The Mahomedan invasion did not weaken the
Taste ten- 5l o rather  Mab dani was
dency influenced by it with the result that the
gmengthe  Mahomedans have tended to be grouped
ank: into exclusive classes.

The caste-system should be distinguished from the
numerous social gradations that exist in our country.
In the latter, there are no restrictions like marriage and
mobility of labour. But under the former, inter-
marriage and inter-dining between the different castes
are tabooed.

The caste also differs from the European Guilds of
the middle ages. These were voluniary and not
hereditary associations like the castes. Even strangers
could be admitted into the guilds so long as they were
not degenerated into close preserves.

“The members of a caste are bound by a common
y-:iou. occupation.  Sit Herbert Risley has men-
wpesof  tioned other types of castes which may
ctute. be brefly enumerated :

() Tribal castes (the ‘Bengalee’, ‘Chandal’, ‘Bauri’
of Bengal.)}
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(u) Functional or occupational castes (e. g the
Brahmins by tradition are priests, the ‘Goalas’
mulkmen).

(i) Sectarian castes (e. g the Lingayat or Vira
Saiva caste of Southern India). .

(iv) Castes of the national type (like the Mah
rattas),

(v) Castes formed by crossing (e.g., the ‘Khas of
Nepal, the offspring of mixed marriages
between Rajput or Brahman immigrants
and Mongolian women of Nepal).

(vi) Castes formed by migration such as the
Nambudri Brahmans of Malabar.

(vii) Castes formed by changes of custom (eg.
the ‘Bhuinhars’ of Bihar supposed to™ be
Brahmans but losing their status by becoming
agriculturits),

The merits of the caste-system may be summarised
Merits under the following heads ¢

(a) The caste represents a social ideal. A oaste‘
man is a member of a larger unit than the family to
which he belongs. The caste is the family writ large.

(b) The caste is the protector of the weak and the
helpless. “The caste organisation is to the Hindu his
club, his trade-union, his benefit society, and his
philanthropic society.”

(c) It provides an excellent system of training and
minimises the period and expense of apprenticeship.
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(6] Particular crafts, confined as ‘they are to
certain castes, preserve trade secrets, skil and industry
in production.

(¢) The skill becomes hereditary, the technical
insight is inborn. Hereduty is the secret of the Hindu’s
excellence in the industrial arts.

(f) The individual looks forward to the caste for
justice and the caste has power to inflict penalties on
the offending members.

(2) Economically speaking it isa beautful kind
of division of labour which makes for efficient pro-
duction.

(h) It enabled the Hindus to withstand the
shocks of political invasion and counteract many
disintegrating tendencies. .

The defects of the caste-system may now be
Demerits  stated :

(a) A man's calling is dependent upon his caste.
This acts as a drag on attainment of prospenty as the
choice of occupation is nonvexistent.

(5) The higher castes disdain manual labour
which is relegated to the lower castes who have to
live in segregated areas (Methars in the employ of
municipalities). Thus there is no dignity of labour.
The lower castes also ate accustomed to a very poor
method of living regarding food, clothing and  shelter,
a5 caste-restrictions condemn their using better quality
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of food and the like. Hence if the 6w caste mertearn
more, it s wasted in drink, gambling etc.

(c) The methods of production followed are regu-
lated by the caste-system and lead to stagnation. Thus
a Rajput, regarded as a born-fighter, disdains to do agri-
cultural work with the result that the lowliest works
have to be performed by the humble Jat. It also retards
the growth of large-scale enterprise, as no minute sub-
division of labour is possible. There are obstacles in
the co-ordination of labour, capital and organisation.

(d) In the absence of co-operation between
members of different castes, much wastage in consump-
tion ensues.

() Religious susceptibilities preverit the destruc-
tion of obnoxious pests like jackal and the rat which
cause damage to the agricultural crops. “It has been
calculated that the depredations of rats cost India some
Rs. 60 crores per annum i. e, more than the military
defence of the country.”

(f) The religious sentiment which pervades the
caste system supports a large number of mendicants
and devout persons. -But frauds have come into being
and they also have to be supported by the people.

{g) Caste dinners on auspicious occasions have
stimulated  extravagant expenditure and chronic in-
debtedness. A spirit of fatalism is engendered and
this explains the co-existence of poor families over-
burdened with numerous children,
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() Castes enjoin early marriages * and foster
widowhood.

() It militates against the principle of equality and
aspirit of fellowship between man and man. A false
sense of superiority among the higher castes co-exists
with a feeling of humiliation under which the un-
touchable classes have to live.

Conclasion: There aie obvious signs that the
caste barriers are gradually disappearing. India is
now connected with the rest of the world because of
the opening up of the ocean and the sea routes.
The isolation of the villages is a matter of the past.
The whole of India is connected with a net work of
railways and "a railway travel produces a toleration
of feelings, it tends to act as a solvent on the caste
system. Western education and the paraphernalia of
school and college studies have provokéd hopes and
aspirations and ‘produced a feeling of universal brother~
hood. [n a town of today, caste exclusiveness is at a
discount. The Government is no respecter of high
caste pretensions. Rather backward classes are some-
times given preference in the filling up of vacancies
and they are becoming more self-conscious. Literally,
a crusade has been undertaken against the rigours of
the caste system and Mr. Gandhi is spating no pains
to blot out the curse of untouchability.

From the point of view of both production
and consumption, caste system is & most un-

3
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satisfactory form of social' structure. [t
® lacks adaptability. Education alone and-
our econo- gnroad of enlightenment can  produce a
mic rege-

neration.  general fusion of the castes. The sub-
castes are already in the melting pot. And no work
of social reconstruction can be more urgent, compelling
and laudable than the endeavour to bring abolt a.
fusion of the main castes. The reformers undoubtedly
will meet with stubborn opposition i rural India, but
no work can be more genuine and no thanksgiving
more heartfelt than the uplifiment of the masses by
the removal of the caste shackles.

Joint-family system : The Indian society draws
its inspiration  from the joint family ! system. The
members of ajoint family are animated by a lofty
ideal. The home, at one time, was regarded as an
carthly paradise. An ideal of social service was incul-
cated. Indian epics, Puranas, folk-loresand even rustic

stories are, in the main, drawn from the joint
}“:‘:“;‘f family life. The key notes of the Rama-

yana and the Mahabharata are devotion
of brother to brother (Ramchandra and Lakshan),
reverence for the master-guru  (Hanuman for
Ramchandra), veneration for the guest and a spirit of
sacrifice that beggars all description (Sabitri, Sita, Behula
and others).

Ram Chandra, the God-incarnate, embodies the
sanctity of domestic life, piety and a spirit of renun-
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ciation of home for the welfare of the subjects. These
ideas are deep-rooted in the mind of an average
Hindu and “no other nation has given so high a
value to domestic duties identifying them so closely
with the spiritual.””

The origin of the joint family is veiled in
obscurity, but thinkers are of opinion that it had its
beginning in the transition of India from the pastoral
to the agricultural and industrial stages of economic
development. A joint family is a patriarchal organisa-

tion and is analogous to the Patria potestas

Itis analo- :
goueto the Of the ancient Romans, The eldest male
oman member of the family holds a supreme

Patria . 3
Potestas.  SWay, he is a trustee and the promotion

of the moral and material interests of the
members is committed to his care. The eamings of
the family form a common stock, they are pooled,
as it were, and the members are mainained out of the
common fund. Hence the blows of fortune are shared
by all. Individuals have not to suffer and the necessity
for poor-relief does not arise, except in times of
dire distress like famine.
The merits of this system may be thus enumer-
Merits,  ated &

(i) The manifold family ties bind the members
to one another and creale a feeling of
cohesion and solidarity among them.

(ii} Every one is sure of his subsistence and so
the fundamental condition of economic
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(iv)

)

V)

Demerits.

(0]
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progress is  fulfilled. Even the widows
and the orphans are looked after.

The services of the members of a family
are utilised according to their abilities.
Thus the advantages of a simple division of
labour are secured. The advantages of
family co-operation are real so long as
production 1s carried on a'small scale.
Consumption is economical, a small income
sufficing to support a comparatively large
family, as there is no duplication of house-
hold turniture and establishment.

Family property is held jointly and so the
harmful consequences of the laws of
inheritance i. e. excessive subdivision and
fragmentation of holdings are counteracted. .
The psychological effects of the jomnt family
system are immense and have already been
Jwelt upon.

Like every human institution, it has jts
drawbacks which may be summarised :
It produces stagnation and idleness. Incentive
to effort and personal ambition rarely exist.
The people are conservative and all economic
progress is retarded. Initiative is discouraged
and there is loss of personal energy.

The members of the family lose their sense
of responsibility and self respect. They sit
idly and beget children and live the life of
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drones. The home becomes a source of
endless worry, 1t is full of jealousies and
bickerings of women. Sometimes the whole
family is ruined by protracted litigation.

(iii) It discourages accumulation of capital and
development of large-scale enterprises. The
members follow stereotyped methods as
none is willing to shoulder any risks.
Surplus wealth of the family, if any, goes
to bedeck the bodies of the women, it does
not seek new investments.

Conclusion : The joint family is now a rare
phenomenon.  Even where it exists, it has lost much
of its vitality. Vanous disintegrating forces are now
in operation, namely, opening up of new opportunities

facilitated by development of means of
s gradual ransport and spread of education. The
np;eirlnm spirit of individualism is now pervading all

seations of the people. The struggle for
existence is becoming keener day by day and ioint
family has become an anachronism. -

If one were to give his unbiassed opinion as to
whether the joint family is doing more harm than
good or vice versa, the true answer will probably be
that the discussion today is more academic than
practical. Individualism and initative and personal
energy all seem to bid good bye to the joint family
system.



CHAPTER 3.

Production—Agriculture.

Contents i—3pecial  conditions of land,  Caule problem.
Problem of agriculural machmery and implements.  Labour
problem,  Agricultural finance, Difficulties and remedies. Agricul-
sural indebtedness.

Agriculture holds a predominant place in our
national economy. The pressure of the population
on the culturable land is very intense,
During 60 years from 1872 to 1932 popu-
lation of India has increased by about 50
per cent. Internal secunly, immunity from famine
and control of preventible diseases which take a heavy
toll of life, have all combined to bring about this
increase of population. Agriculture constitutes the
great occupation of the people. In the opening para-
Predomi,  €aphs of the Montagu-Chelmsford report
nance of  mention is made of the fact that, “India
sgricalture. gives out of évery hundred 71 to agriculture
or pasture, 12 to industry, 5 to trade, 2 to domestic
service, 13 to the professions and 14 to Government
service or the army.” Contrast it with the condition
obtaining in Great Britain. “In normal times, a highly
industrialised country like England gives 58 persons
out of every 100 to industry and only 8 to agriculture,”

Introdue-
tory.
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Special Conditions of Land : Certain relevent
facts regarding acreage may be stated. The area sown
P in British India is § the total area, and the
devoted to area. under food crops is % the area under
::;';:’ all crops. The irrigated area is only 3 of

the total cultivable area. Of areas devoted
1o food crops, rice occupies 25 per cent, wheat and
jawar 10 per cent and gram 4 per cent. Of the fibre
crops, cotton accupies 7'5 per cent of the total sown
area.

Areas under improved varieties of crops are on the
increase, thanks to the activiies of the Provincial
‘Departments of Agriculture, and it is the natural
consequence of the efficacy of improved seeds.

The agriculturists consiitute the bulk of the popu-
lation and the welfare of India depends, in the main,
upon theit economic condition.  One thing that must
always be borne in mind is that our wealth lies in agri-
culture and that the whole structure of our_economic
life is based on the soils. “The peasant, now as ever,
s the chief source and creator of both her wealth and
her greatness, and of him if may with truth be said
that he is India.”

It will be apposite therefore, considering the special
. difficulties and limitations under which
Certain ; .
problems of agricultural operations are carried on, 10
;_'_‘;"I‘;"““"' study certain problems that confront the
problem.  agriculturist in the pursuit of his occupation.
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Various causes have contributed to the backward-
ness of agricul Lar le farming icall

.. does not exst. The average holding 15
Subdisision : .
and frag-  small, generally not exceeding a five-acre
e rndnn,, unt. Even that area does not exsstina

compact mass. The holdings consist of smalt

plats, dispersed throughout the village, and some of these
are so small that the cultator is not repaid the experises
of cultivati The evils of subdivision and fi
tion of holdings are really serious. Subdivision causes
holdings to be smaller and smaller in size ; fragmenta-
tion causes holdings to be broken up into separate
blacks, often situated at great distances from dne another.
The former is the result of the laws of inheritance, the
tatier of the desire of each co-sharer tor secure a
mathematical accuracy in the share of the holdings
of all grades of fertility and situational advantages.

The evils arising from these are :

{a) wasle of time in passing from one patch of
tand to another leading sometimes to neglect of some ;
Evils (b) Permanent improvements of land
arising are thus forbidden (such as fencing, buil-
therefrom. . ye

) dings, well-sinking) ;

(¢} Useof improved implements becomes impos-
sible.

(d) Lidgation consequent on the passing through
the neighbour’s land,

(e) Difficulty of getting either capital or outsider
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¢éapilalist for specific improvement of land, and so all
improvements are at & discount.

Definite attempts are, being made to mend matters
ard consolidaiion of holdings is being effected, notably
in the Punjab, under the auspices of the
co-operative department. But the progress
is necessarily slow. Another desideratum s that the
cultivators should live in close proximity to their
holdings, instead of congregating in villages.

Remedy.

Very interesting discussions have taken place regar-
ding the right size of the holding, called “economic
. holding.” Keatinge defines it as “a holding
of the which allows a man a chance of producing
Sulizaor sufficient to support himself and his family

in reasonable comfort after paying his
necessary expenses.” According to him, in the Deccan,
it should comprise of 40 to 50 acres in a mass with a
‘well for irrigation. According to Jevons, 30 acres
would be a model holding in the U. P. He however
considers that a high standard of living, and nota
mere living standard, is what is desirable.

There has also been a comparative neglect of land
improvement. Manuring, drainage and the construc-
isdiaP tion of farm buildings are improvements
permanent which are practically non-existent in India.
::l::::,” Manuring helps the soil in the restoration

of the nitrogenous compounds of which it
is deprived at each cropping. The number of caile
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may be excessive, but there is a shortage of farm yard
manure. This is mainly due to the practice of using
cowdung as the source of village fuel. The large
exports of il seeds also are responsible for a loss of
nitrogen.  Insufficiency of manure thus is one of the
causes of the backwardness of Indran cultivation.
Cultivation of green-manure crops is slowly spread-
ing, and the use of oil-cakes, specially castor-cake is
" most helpful in the growing of crops like
sugar cane, tobacco etc. The results of
experiments of Provincial agricultural departments show
that a better supply of organic manures is important
everywhere. Niirogen is a universal need and -phos-
phatic manures are of advantage in particular tracts,

Remeds.

Manuring 15 slowly coming into practice as a result of
village demonstration. And prices of certain artificial
fertilisers (iike arnmonium sulphate) are low and so
they are now more widely used. What a great pros-
pect there lies in a fertiliser available in large quantities
Use of night and to whose use is due the large success
bende  of the German and Japanese system, namely,
::1: ani-  utilisation of might soil. Prejudice is a bar

to its adoption, but greater yield may
gradually overcome it. Prejudice also stands in the
way of use of another organic manure, a vast amount
of phosphatic marwre, “a golgotha, where the bones
of all dead animals whiten and decay in ghastly piles.”
This is lying in abundance in every village, but is
practically allowed to go to waste.
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The question of improved tillage also resolves
itself into a question of water and cattle. So faras
Problems 1€ former is concerned, the attention of

of water  the g o the i of
and cattle,

providing water for agricultural purpose
was drawn long before the Provincial departments
were organised. The concentration of the chief rain-
fall 15 less than three months of the year and some
crops like sugarcane cannot be produced without
supplementary watering. )

The Indian canal system is by far the largest in
the world and already imgates 40 million acres. And
Solution of the completion of the construction of the
water vast project of perennial imigation in Sind
problem. 4 ken in hand, will bring the total irrigated
‘areato 55 million acres. lrrigation works not only
enhance the yields of the soil, they have also a high
protective value. Certain works, unremunerative as
they are, have been constructed as an insurance agamst
failure of crops 1n tracts of precarious rainfail.

Cattle problem—Cattle play a very important role
in the agricultural economy of India. So their care
and improvement constiiute an urgent pioblem of
reform.  “Whether 1t be for supplying manure or
for ploughing, or for raising water from wells, or for
thrashing grain, or for carrying produce, or for working
the primttive olmill, the catle are the principal
co-adjutors of the ryots.”  There is however a tendency
to their deterioration, Conditions of climate, ignorance
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and apathy of cattle-breeding, neglect, starvation, in-
breeding and the anti-castration attitude are the contri-
butory causes. The Indian cattle problem is twofold—
Istwofold that of keeping the existing stock alive and
aslare; of improving their breed. The former
can be effectually solved by providing for their proper
food and shelter. The food problem, serious in
normal times, becomes intensely acule during times of
drought and the fodder reserves have to be strengthened
by all means. Extension of arable cultivation retren-
ches upon lands kept for grazing and fodder cultivation
is less profitable than that of food grains or commercial
crops  The Agricultural  Departments, failing to
convert peasants to learn to devote land to fodder
crops, have initiated this reform themselves,

The improvement of the breeds of domesticated
animals 15 also another crying need.  And the problem
Steps taken Of cattle improvement bristles with difi-
:;‘;:::’:f culties. “Maimed, old and worthless cattle
ment. are kept alive until they die naturally.”
Fodder is scarce in supply and catile are underfed for
many months of the year, There is also a lack of
-care shown 1n mating caitle.

Much useful work is being done by the Provincial
Civil Veterinary Department and the district veterinary
dispensaries. They control various diseases by'inno-
culation, segregation and treatment. For maintaining
the purity of the best Indian breeds, government bull-
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breeding and bull-rearing farms have been operating and
they have achieved a large measure of success.
Agricultural Machinery and implements.—
People, in their enthusiasm for agricultural reform, have
recommended a large use of improved agncultural
machinery and implements. They forget that nothing
of the sort is possible unless the area cultivated is suffi-
ciently large. Tt is well known that agriculture does
ot provide much scope for use of machinery.  Yet it
is slowly coming into use and it is gratifying to find
that iron ploughs, cane-crushers and water lifts are now
having a more extended applicaton. One word of
caution, however, is necessary in a matter like this.
Such implements only would be used that are cheap
and whose spare parts are also locally supplied. There
should also exist facilities for repairs. The interesting
conclusions of the Agriculiural Commission are
worth reproducing.  “Agricultural implements in India
are, on the whole, well adapted to local conditions.
They are within the capacity of the draught oxen,
comparatively inexpensive, light and portable, easily
made and, what is perhaps of even greater importance,
easily repaired and they are constructed of materials
which can be readily obtained. In spite of these
advantages there is undoubtedly very great scope for
improvement in the light of modern knowledge of soil
conditions”. One useful reform, however, is the introduc-
tion of harvesting machinety. Instead of cutting the
grain by hand, and getting it thrashed out by driving
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cattle over it or by the flail and winnowing by the wind,
portable machinery and implements may be substituted.

Labour Problem—The human factor in agricul-

tural operations is very defecttve. Com-

lc.“tlf.[g'ﬂ::\ey pared to the farmer in the West, the Indian

toral cultivator is lacking in intelligence, capacity,

Iabour. itiva . g
. initiative and enterprise, He is lazy, ex-
ﬁ,‘:":,',:,";" travagant, fatalistic, apathetic and of con-

effectual  servative habits. The best way to combat
remedy. - N

these evils is to provide for education of the
agricuttural classes which 15 at present in an undeveloped
conditon.

The demonstration farms constitute a promising - line
of agricultural education as appalling illiteracy of the
masses renders useless the dissemmation of information
by leaflets, circulars etc. Under existing conditions,
therefore, the best educational method is occular
demonstration. The agricultural colleges and research
institutes, the thousands of village demonstration plots
where the use of improved seed, methods and imple-
ments and manures is demonstrated to the cultivators,
have achieved considerable progress,

Agricultural finance—The financing of agricul-
Efficacy of tUre Is another problem of great complexity.

tooper . The area farrped is small and the peasant
ment. can not see his way to adoption of intensive

Ay ity
Asrieultaral sysem of cultivation. For construction of

Mor!:-sa wells, which are indispensable for such a
purpose, the state grants loans at low rates
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of interest. He also requires money for purchase of
draught catfle, fertilisers, seed and for unproductive
purposes like marriage ceremonies.  Under the British
rule, the credit of the culuvator has increased and with
this. his temptation to borrow for unproductive objects
has also increased. And the money lender alone is in
a position to provide the bulk of the capital required for
current needs. [fheisto be driven away it will be
not by usury laws, but by the growth of the co-opera-
tive movement, specially by habits of thrift which that
movement inculcates.  Opportunities  for marketing
the produce are also unsatisfactory and much is expec-
ted of the co-operative movement in this direction.

A thorough promotion of moral prosperity is
however not possible with co-operative societies alone.
For one thing, these societies can not give long-term
loans. Permanent agricultural improvements may be
undertaken if Agricultural Banks and Land Mortgage
Banks on the co-operative basis are established.

Agricultural Indebtedness—Agricultural  in-
debtedness is as old as agriculture. The cultivators in
the pre-British days had to contract loans. In fact the
teaching of universal agricultural history is that in every
country, predominantly agricultural, the cultivator has 1o
borrow.  The indebtedness of the Indian ryot, however,
has been aggravated on account of the economic trans-
formation which has taken place in this country.
Various estimates have been given as regards the extent
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of indebtedness. Nicholson’s estimaze of the total debt
of the rural population of the Madras Presidency was
Rs. 45 crores: The Famine Commission of 190%
held that 25 per cent of the cultivators of the Bombay
Presidency have lost their lands, less than 20 per cent
are free from debt, and the rest are involved in debts.
A similar estimate for the Punjab shows that the in-
debtedness amounts to Rs. 45 crores. The total
indebtedness for British India is not less than Rs. 800
crores.  The mattér for anxiety 15 not however so much
the magnitude of the debt as the object for which it is
incurred.  In most cases, the loan is spent for purely
unproductive purposes and so it presses most heavily
on the borrower.  The effect is also disastrous as the
debtor has to pay an exorbilant rate of interest. And
herein lies the tragedy of agricultural indebtedness,

The various causes of indebtedness may be enu-
Causesof  Merated as follows :
indebted-

(i) Small size of holdings and ex-
cessive fragmentation,
(1) Improvident habits of the cultivators agara-
vated by the insecurity of the crgps.
(iii)  Recurring fosses of cattfe due to disease and
general deterioration.
(iv) Litigious habits of the ryots.
(v) Predominance of agriculure and lack of
suitable openings for employment, atising
out of the decay of indigenous industries.
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(vi) Extravagant expenditure on marriages'and

other ceremonies.

(vii) Chronic poverty of the agriculturist. But

poverty isas mucha causeas a result of
indebtedness,

(vii) Excessive rate of interest at which fmoney

is borrowed.

(ix) The present system of money lending pre-

(x

senting a contrast to what prevailed in the
pre-British days. Formerly, two checks
existed on the rapacity of the money-lender,
a,vigilant viilage community and an apathy
of the state in the matter of recovery of
loans. What now exist, instead, is the
‘laissez faire’ policy of the state, the enact-
ment of civil law and the execution of
contract, all working to the disadvantage of
the  weaker party in the bargain, the
borrower.

The rigidity of the systern of collection of
land reverie.

(xi) A rise in the prices of agricultural produce

durring and after the war period and a conse-
quent enhancement of the standard of life,
followed by a fall in price and shrinkage
in the credit of the cultvator. Income fell,
but not the expenditure.  Indebtedness was
the inevitable consequence.

(xii) Under British rule the tenants have gota

4
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better security and so opportunities for borr-
owing have increased.

Numerous attempts have been made by the Govern-

Remedies
attempted.

ment of India to solve the problem of
agricultural  indebtedness.  The success
attained has however been only partial:

The remedial measures may be summarised thus :
() The policy of collecting land revenue has

(i}

(i)

been made less rigid and a greater elasticity
has been introduced by suspending or
remitting the government's share when the
crops fail completely or patially. ~ This
measure however has not met with any.
great success.

The civil law relating to debt has been
amended from time to time. Thus by the
passing of the Deccan Agriculturists’ Relief
Act of 1879 the debtors were protected
from the rapacity of the moneylenders as
the courts were-empowered to go behind the
terms of the conlract. Inspite of legislation
of this kind the peasant proprietors continue
to be expropriated by the money lender.”
Restriction of the right of the peasant to
alienate his land, applied at first in the Punjab
by the passing of the Punjab Land Alienatiart
Act of 1901. This act later on was copied
in Bundelkhand, Bombay and Oudh. These
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acts prevented the moneylenders from obtain-
ing possession of their debtors’ land as it
was illegal for land to pass into the hands
of non-agricultural classes. Here also the
result was far from satisfactory. The bor-
rower’s power to raise loans on the security
of the land was unduly curtailed. [n place
of the professional non-agriculturist money
lender has been substituted a class of riew
agricultural money lenders and the evils of
usury still persist.

To enable the ryot to dispense with the
village money lender, government instituted
a system of state loans. The acts dealing
with state loans (takavi advances) were passed
in 1871, 1876 and 1884. The Land Improve-
ment Loans Act of 1883 facilitated the secur-

-ing of loans from the state for specific

purposes of land improvement. By the
Agriculturists’ Loan Act of 1884 money is
advanced for the purchase of seed, catile
and miscellaneous purposes.

The principle underlying the state loans has
been extended in the case of encumbered
estates, government advancing large sums of
money to save aristocratic famifies from

being ruined.
Similarly, management of encumbered estates
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is sometimes taken over by the Court of
Wards and government arranges to free the
estate from encumbrances.

{vii) As in most cases " loans are contracwd
for unproductive purposes and illiteracy
of the ryot makes him reckiess and extravag-
ant, efforts are made to give primary
education in rural India. The Post Office
savings banks have been instituted to
encourage habits of investment.

(viii) All the aforesaid measures of reform were
more or less palliatives and did not go into
the root of the matter. The eradication of
the evil of indebtedness necessitates a
thorough overhauling, a transformation of
the peasant himself. And what the peasant
needs most is education. There is no more
potent insirument for promoting rural deve-
lopment than a bold, determined and per-
sistent drive towards the destination of a
sound primary education.

OF the various remedies hitherto adopted, ~the
Raral co-operative movement has proved to be
education, a 5overeign remedy as it is a movement
:g::;;"‘“ of great educational value. Two ob;ects

‘have been achieved, the material advance-
ment of the cultivators and artisans and promotion
of thrift, economy, self-reliance and sobriety.




CHAPTER IV

Production—Agriculture
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Contents :—Ths  Cosoperative system ; system of irrigation ;
Jand setlements; thz harvests; chisf crops; causes of the
backwardness of Indian agriculture ;  fruit-growing ;  sericuliure ;
arboriculture. op. 46-85.

Introdactory : The study of universal agrarian
history reveals one fact and it is that wherever the
Credit, conditions of employment are predomi-
a vital nantly agricultural, the cultivators have to
necessity of . 2
therurat | borrow money. The Indian agriculturist
population. ¢ therefore, have to obtain loans and
his credit being restricted, he pays exorbitant rates of
interest to the makajan. And the greater part of his
indebtedness owes its origin to borrowing for unpro-
ductive purposes. The creditor sometimes manipulates
the repayments so as £ perpetuate the debts. India
isinthe grip of the mahajan. The bonds of debt
thus shackle agriculture. The rankest, most extortion-
ate and merciless usury prevails in India,—usury that
“eats the marrow out of the bones of the raivat and
condemns him to a life of penury and slavery'.

The Indian money-lender is. thus a much maligned
person, Hunter, in defending  him, however, says
that he is the only thrifty person among an improvident
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population and because of him that the cultivator
carries on his existence from year to year. Another
writer, Prof. Radha Kamal Mukhenee, also has a kind
word to put in for him. Heis the Jater and patér
mahajan, the guardian of the raiyat's honour and the
supplier of his food. “The mahajan, however, though
ubiquitous, is not so base and inhuman or a veritable
vampire of the people as many think him to be.”

In India, constituted as at present, the money-lender
is indispensable. He provides- the money without
The bigh which rural economy would come to a
rate of the Standstill. Butitis not his services which
;‘f“_ﬁ” one quarrels with, but the price that ‘is

exacted for them. Bankers there are many,
but no bank and the money-lender sill fies safely
entrenched behind his money bags to victimise his
clients,

Various attempts were made to solve the problem
of indebtedness. Laws were passed against usury.
But legislation was futile. It was no more effective
than “locksmiths could place a bar in the way of love.”
The other attempts included the passing of healthy
tenancy legislation, curtailment of peasants’ rights--to
land alienation, the founding of Postal Savings Banks
Siate to encourage thrift and provision of state
:g::‘:b:“ loans, called takavi, in the shape of Land
probleas Improvement Act of 1883 (by which loans

are given for expenditure on improvements
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such” as ‘wells, embankments etc), and’ Agricultural
Loans Act of 1884 (which authorises outlay for purchase
of seeds, implements and so on,) The takavi, how-
ever, is highly unpopular with the- cultivator who fights
shy of it. The borrower is required to pay when he

is worst off for money and government has
:‘:;p:f g™ remit large sums of money, advanced
ateloans. i |oans, again and again. At best, takavi
proved only very partially effective.

© The failure of takavi loans and the increasing

urgency of the problem of rural indebtedness resulting
RM& in the stagnation and impoverishment of
of  seheme agriculturists (producing in many cases a
;i':“‘ landless population), led, as early as 1882,
Sir William Wedderburn to propound a

scheme to start rural banks, to be rejected by the Secretary
of State. A few years later, the Madras government
deputed Sir F. Nicholson to Europe to enquire into
the working of Land Banks and the co-operative
movement, and to report on  the advisability of starting
land and Agricultural Banks in the Madras Presidency.
This presidency was considered a suitable field for
starting Co-operative societies, as indigenous institutions
N . like the Nidkis, comparable to the Friendly

Teport®™® and Building Societies of Great Bitan,
were advanclng loans to the poor agricul-

turists.  Nicholson’s report which was summed up in
two words “Find Raiffeisen” was followed by the
publication of Mr. Duperneix’s book, “People’s
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$inadvo- Bank in Northern India” (in which ‘he
aacyfor  advocated the establishment of co-operative
ive seedit credit societies with state subventions).
baskty The Famine Commission recommended
the formation of Mutual Credit Associations.

The final step was taken when a Committee under
the chairmanship of Sir Edward Law was appointed
to decide on further action. The Com-

Pasing of riee’s recommendation served as the
operative  basis of the Co-operative credit societies

credit | Actof 1904,
FE This Act bids fair to rank as the most

useful measure and the magic touch of
co-operation almost at once conjured up success,
“It was a second veni, vidi, vici” Societies were
faunched in many provinces soon after the passing
of the Act and the Co-operative movement made
rapid strides.

The co-operative system. The theory is that
“an isolated and powerless individual can, by associa-
Theory  tion with others, and by moral development
::_derlying and mutual support, obtain in his own
operative  degree the material advantages available to
movement. \yealthy or powerful persons, and thereby
develop himself to the fullest extent of his natural
abilites. By the union of forces material advancement
is secured, and by united action self-reliance is fostered
and it is from the interaction of these influences that
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it is hoped to attain the efféctive realisation of the
higher and more prosperous standard "of life which
has been chatacterised as better business, better
farming and better living.”
This Act provided for the founding of co-operative
The Cov credit societies. The main object was, of
operative  coOUrse, to assist the rural population with
é‘:dd:hﬂ' credit and to encourage thrift, self-help
Act of and co-operation among agriculturists, It
was intended to help the cultivators and
artisans in their economic salvation and moral
uplift.
The foundation principles of the Raiffeisen type
co-operative  societies may be now
Esspritiat
features of enumerated :
g‘p‘:’:;““ (i) The area of operation is strictly
societies  limited. One village ™ one sogiety, one
Limitation S0ciety one village is the rule. Thisis
ofaresof necessary as the members should know
operation. e
each other’s position and character.
(i) There are either no shares or very low shares
No (or small) 50 that poor men may become members.
Uividends
(i) Creation of a permanent, indivisible reserve
fund constituted out of the profits of the
Chaatianed society. A co-operative credit society is
blereserve notto be a dividend hunting institution
fund. and hence the profits are to be credited
to the reserve fund,

1904,
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(iv)- The liability of members is o be unlimited.

. This compels them to keep a vigilant watch
_ Unlimited . . 3
Tinbility of i the doings of the society and provides for
members. frective mutual supervision. )

(v) Loans are granted to members for productive

Loansfor  purposes as the object is to foster thrift,

economy and discourage reckless borrowing.

(vi) The expenses of running the society are

Services 10 be minimised. Hence the services of

gratuitous. members are gramitous.  The ideal of self-
help is always insisted upon. -

(vii) Loans are given at moderate rates for relatively
Recaveryby -0ng periods with opportunities of res
instalments. payment by instalment.

(wii) Promotion of moral advancement of the

members.

“And not only are men under it to become moré
honest, fhore sober, more thrifty, better educated,
Promotion  MOFE God-fearing, but they are also w
of morel  become’ more brotherly, more mutually
auslitier.  heloful, more bound together by close

common ties.”

The co-operative credit societies in urban argas
are run on the Schulze-Delitzsch model. The dis-
Esseatin  liNCtive features of these urban societies ate *
‘::‘::;e::_' the liability of the members is limited, the
operative  area of operation is wider, the shares are
banks . o
(Schulze CcOmmercial and a part of the profits is dis-

type) tributed as dividends, loans are granted for
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short periods only, the administration is paid and efficient
and the business rather than the moral aspect of the
sotiety is emphasised.

The, Act of 1904 provided for the formation of
credit societies only. It was subsequently found,

The however, that the movement could not be
Co-operative confined to credit only. The necessity to
credit socie- | . .
Hes Act of Dring into existence other forms of co-
1912. operation was strongly felt, because it was
considered desirable to stimulate economy and frugali-
ty among al sections of society.

The Act of 1912 thus authorised the formation of
societies for purposes other than credit. This infused
Extendion  7esh energy into to the co-operative move-
of scope of mentand societies of various kinds came
co-operative iNto existence. Prominent among them
movement. e societies for sale of produce {agricultural
and industrial), for actual production, for cattle
insurance, purchase of seed, implements, manure etc,
The Act also provided for the formation of three kinds
of central societies, as distinguished from primary socie-
‘ties. namely, unions of primary societies, central banks
and Provincial Banks. The meaningless classification
into ‘urban’ and ‘rural’ societies as contemplated in the
Act of 1904 was abandoned and societies came to be
classified as-either ‘limited’or ‘unlimited” liability societies.

The question which has become persistent
is: Has co-operation succeeded in solving all
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A eriticat the economic evils from which - India
spprechy  suffers? In the ‘domain of credit, it has
co-opera- been held tha. Coloperauon has not been
livemove: ble to completely eradicate the evils of
India. indebtedness.  All that it has done is a
scrapping of the surface, it has simply touched the
fringe of agricultural indebtedness. Nevertheless, it has
not been barren of results.

The benefits of co-operation may be thus summed

Bepefits of yp:
co-opera- . & s
tion, (i) The savings in interest have been

considerable. The savings are estimated
at one crore of rupees. The local rate of.
interest having fallen, non-members also get
loans at moderate rates.

(i) The demoralising effect of korrowing
money from the mahajan has been replaced
by a system under which credit has become
facile, but not unduly facile, and the loans
granted by a  co-operative credit society
are utilised for improvement of agricultural
fand.

In the Punjab, he consolidation of holdings ha.
been stimulated. “Co-operation is distributing improved
implements, improved seeds, fertilisers, feeding stuffs ;
it is teaching farmers to breed, to turn their milk to
better account, to make more money- out of their
sugar-cane, to cultivate cotton to better effect, to extend
“irrigation”.



AGRICULTURE: 61

(iii) The banking habit is being slowly developed

(i)

V)

(vi

and the primitive hoards are seeking
investments as bank deposits.

The close relation between the Co-opera-
tive Department and the Departments of
Agriculture, Industry, Fishery and Public
Health is the precursor of many happy
results. Thus problems relating to rural
sanitation and cottage industries are being
tackled. In Bengal, Co-operative Health
Societies like Antimalarial Socities have been
started under the auspices of the Depart-
ment. Night schools have been opened to
combat the evils of illiteracy. Milk  societies
seck to provide with pure milk. In the non-
agricultural domain, also, co-operation shows
some result. The housing problem of
factory labourers and other connected
matters are receiving attention.

The rural depopulation has been counter-
acted. “Co-operation has taught the people
1o set up homes for themselves, and how to
settle on the land”.

Finally, the intellectual and moral effects are
truly remarkable. The running of a society
necegsitates the signing of bonds, keeping!
of accounts and all this has provoked a zeal
for literacy. “Litigation and extravagance:
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drunkenness and gambling are all at.a
Jiscount in a good co-operative sociéty
and in their place will be found industry,
selfreliance, and straight dealing, education
and arbitration societies, thrift, self-help and
mutual help”.

Manifold as the blessings are, these should " not
blind us to the real state of things. Co
operative movement took its birth more than
a3 quarter of a century ago. And inspite of strenuous
Siow deve. SHOTS: the progress is far from satisfactory.
Jopment of Agricultural co-operation is primarily con-
?‘;,ﬁ:, fined to credit and non-agricultural co-operag
movement. tion is woefully lacking. Out of a tofal
population of 350 millions, only 3.6 millions belong to
co-operative societies.

Moreover, evidences goto show that there ismot
so much lack of capital as need for the cultivators to
et learn the best use of capital. ’

Heavy overdues of. repayment of loan is a dis-
appointing feature. People are defaulters,
not because they are unable to repay, but
because the principles of co-operation
have not been properly understood. Fictitious pay-
— ments, favouritism, benami loans are not
Yions: rare occurences.  In some areas, the village

maha;ans have crept in and are holding
position of secretary Societies are sometimes maintained

Demerits.

Negligence.
Default.
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on the principle of class exclusiveness. “Another
great difficulty is that credit societies are of no use in
Lack of un. the pootest districts”.  The holdings do not
_derstand-  see their way to the repayment of the loan.
ing of the ; P .

coopera-  Hence credit societies are successful in the
tive spitits  mogt prosperous areas. Also, a conviction
has gained ground that the co-operative movement is
managed by the government, a conviction which is
really fatal to the spitit of co-operation. It is educa-
tion of the masses alone that can produce a true
change of feeling. Government has hitherto followed
a moderate path, neither holding itself aloof from,
nor identifying itself with, the co-operative movement.

Before concluding the sublect, a word or two
Land may be said on the utility of Land Mort-
Mortgage gage Banks. Co-operative credit societies
Banks. . §

alone will not succeed to wipe out the
They should ¢olassa] indebtedness. In order to intreduce
supplement oo ; .
co-opera-  capital agricultural improvements, loans
" for sufficiently long periods are needed.
And this may be possible if Land Mortgage Banks
are. started under the aegis of the co-operative
movemnent.

Irrigation—Irrigation in India is as old as history.
It was the special pride of Mahomedan Emperors.
Their work lay in the construction of
canals as that of the Hindu rulers in the
construction of tanks and digging of ‘wells. The

Preliminary.
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utility of irrigation in & vast agricultural country like
India can never be denied. Water is the life blood
of the crop and in those parts of India where rainfall
is either deficient or irregular, the neeessity of irrigation
cannot be overemphasised. A deficiency in the
expected rainfall causes famine, too much may rot
Necossity and the crops, and the unduly early or. late
importance  arrival of the monsoon may wholly spoil the
ofrdgation |, vest. There are some crops like tice
and sugar-cane which require an assured and sufﬁci@t
supply of water and unless these happen to grow in
favoured regions of rainfall, wrigation ‘is of prime
necessity.  Agriculture 1 Sind, which is an almost rain-
less tract, is wholly dependent on artificial irrigation.
Here, as well as in the Punjab, irrigation has completely
altered the character of the country, as barren wastes
have been converted into fertile fields of wheat and
cotton. In short, the vast importance of irrigation in
India where three out of four persons depend, directly
or indirectly, upon agriculture for their livelihood, can

Detter be imagined than described.

Irriggdop works may be conveniently. divided into
—— three great types which may be distinguished
bpesof a5
ﬂ:{:"" (l) lift works represented by wells ;

(ii) storage works represented by tanks or
reservoirs ; and (iif) river works represented by canals.

(i) The construction and maintenance of wells
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have been, in the main, the result of private
jnitiative. Government has encouraged the
consiruction of wells by-a liberal advance of
takavi loans (interest varying between 5 and

% per. cent.) and by a liberal -assessment of
land (for fand revenue) watered by wells, The
tenant is also secured against an increase of

Antridex of rent or of land revenue on account of im-
agricul R ;
‘Prosperity. provement like sinking of wells. Snr‘d:

Strachey's dictum that “the number of wells
is generally a good index of the condition of
‘the agriculiural populadon” is literally true.
“For wells are the property of the cultivators
themselves, and thir construction and main-
Tenance is the expreéssion of their prosperity
and energy’. The cost of wellsinking is
not much but in the case of a deep, perma-
nent well, howevet, it varies between Rs.
200/- 1o Rs. 500/-. The water is raised from
the wells either by manual labour or bullock
water-lifts (where bullocks walk down a
slope and pull up the biitket tied to a rope),
or Persian wheel or by means of oil engines.
Their importance in the ‘aggregate is great
and they play a considerable part in the
agricultural system of India. Taking the
average area annually irrigated from the three
types of irrigation works about 30 per. cent. &5
represented by wells:  Well-irrigation is gt
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extensively practised in the United Provinces,
the Punjab, Bombay and Madras and for
garden crops throughout India. A recent
development has been the putting up of tube
wells which bid fair to play an important
part in the improved system of irrigation.

(i) Storage works or reservoirs have been :con-
Storage  Structed both by government and private
works.  anterprise.  These range from small village

tanks to great lakes formed by the construc-
tion of dams built across the upper reaches
of water courses which impound monsoon
water that is reléased for use of cultivation
during the dry season. The largest of such
works impound-several thousand cubic feet
of water and submerge many square miles
of country. Those, constructed by the rulers
of India before the British era, are now
maintained as sate irrigation works. This
kind of iigation prevails in the ryotwar
tracts of Bombay and Madras, in the C. P.,
U. P., Ajmer-Merwara and in upper Burma.

(ii} These constitute the most important class :6f
River works I7igation works, Some river works or canals,

_m;"’ of a petty nature, have been constructed and
are even now maintained by private enter-

Peunm-l

Canalsand PTise, but the great canals owe their origin

and mairtenanee to the siate. The latter
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comprise hundreds and thousands of mifes of
distributory channels.  These works are

cither perennial or innundation canals.

“Strictly speaking, 2 perennial canal js one which
has an assured supply of water all the year round”.
This involves generally the construction of head weirs
across tivers as starting-places for irrigation canals,
in order to control the whole of the flow of the river.
But where the head works are favourably situated (as
in the Peshwar District), a perennial supply may be
assured without the assistance of a ‘weir. Hence a
perennial canal is one which can draw off a constant
supply of water with or without the assistance of a
weir, The Great Anicut on the Cauvery is a work of
antiquity and  the weirs of the Godavery, Krishna, the
Puniab and Sind are irrigation works of marvel from
the engineering point of view.

Innundation canals are constructed in such a way.
Inpunda.  as to draw off the river water when it rises
tion Canale. bove the ordinary low-water level of the
river. This happens when the river is flooded and
reaches a much higher level. The lands of the Punjab
and Sind are irrigated by this device. The defect of
it is that the supply of water is scanty when the level
becomes low and cultivation is only possible when
water flows into the cuts during the flood season. The
Lloyd (Sukkur) Barrage, which is the largest single
irrigation scheme, is expected to remedy this defect as
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the barrage across the Indus will ' maintan e water
fevel in the canals at a sufficiently high fevel and
thereby assure a flow of water all the year round.

From the financial point of view, the irrigation
Another  works, until 1921, were classified as it
Saasfier  productive () Protective and (i) Minor.
Hhellinas Productive irrigation works could only
of vew—  be ﬁn:noed by loans and these were expect-

ed to yield a fair retumn on capital expendi-
Productive tyre within a decade. This policy was first
veosks; inataed by Lord Lawrence and ‘productive’
public works came to mean those that gave a falr
promise of proving directly remunerative.

‘Protective’ works, on the other hand, gave lifile
Protective promise of proving directly” remunerative,
worksand 1 had to be undertaken asa pratection
against famine.  The cost used to be met from current
revenue and interest was not charged against such
works. The ‘Productive’ and ‘Protective’ works toge-
ther constituted ‘Major’ works.  All works not classed
as ‘Major’ were ‘Minor’ works, These mainly consisted
o of indigenous irrigation works constructed
works. by Hindu and Mahommedan rulers and

more recently by the District Boards or
public-spirited individuals. The maintenance of such
works, called ‘Minor’ works, was undertaken by the
Government.

This classification [asted until 1921, Sirice then
the distinction between the above three classes has
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heen abolished and any work of public utility, produc-
five, or otherwise, cannow be financed from loans.
Since the reforms, irrigation has become a provincial
‘reserved’ subject.and “only works esimated to cost
over fifty lakhs of fupees now come before the
government of India for submission to the Secretary of
State”.

The method of charging for the use of water
varies in different localities. Thus-in Sind the charge
Bensfits of forms @ part of the land revenue assess-
imigation. mens, In Bombay and Madras differential
rates are charged for irrigated and non-irrigated lands.
A low charge is made whether or no the water s
used in Bengal where the monsoon rarely fails. Except
in the aforesaid areas, consumers of water have to
pay a special rate, the rate varying according to acreage
and the nature of the crop raised.

It goes without saying, that the quantity and quality
of crops grown on irmigated are much greater than
those grown on unirvigated lands. Besides, heavier
crops like wheat and cotton grow besi on the former.
Moreover, “‘the whole area gains from the rise of the
sib-soil waterlevel, due to the canal irrigation and
from the additional moisure of the air.” The reat
benefit, therefore, accries to more than the quantity
of land actually irrigated. ““The irrigation works have
made for the security of life, they have increased the
yields and the value of the land and the revenue
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derived from it. They lessened the cost of famire
relief, and have helped to civilise whole regions. I
addition, they now yield a handsome profit to Lh}a
government.” The effect of irrigation is best seen in
the Punjab where, within lessthan a generation, canal-
irrigation has converted the traditional arid land into
the best of soils,

The Commission of 1880 opined that in some
instances irrigation had an ultimately deleterious effect
Demerits of Upon the fertility of land, not only due to
irdgation.  packdess use of water, but also to- the
increase in the number of crops annually reaped.
During the nineteenth century, the construction of
irrigation works led in some cases to a rise inthe
level of the subsoil water and to the consequent water
logging of soil and the evil of salt effervescence and
an increase in malaria owing to the breeding of
mosquitos,  We must have to be on our guard against
excessive irrigation. It should not be forgotton that too
much warter is as injurious to the crops and to the
soils as its deficiency.

Laud Settlements :—The refation between the
owner and cultivator of land and the rights and status of
the tillers are imporant factors in agricultural produc-
tion. In india there is no single system of land tenure
as the local conditions show great vadations. The
prevailing systems of land tenure may now be broadly
classified.
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The principle underlying the land revenue is that
the Government is the supreme fandlord (though the
Settlement, idea is highly controversial) and as such

its is entitled to a certain proportion of the
produce of every acre of land. The
procedure by which this proprortion is determined is
called a setilement of land revenue. .

There are two kinds of settlement—Permanent
and Temporary—the basis of the distinction being the
period of time for which the assessment
runs. Under the permanent seitlement, the
amount of -the revenue has been fixed in

and remains unalterable for ever.
The amount so fixed is paid by the land-
lord to govermment. This was introducted in 1793
by Lord Cornwallis.  The permanently settled districts
cover Bengal., parts of North-Western Provinces and
Madras. The effect was that a large number of revenue
farmers were converted into landlords and the actual ,
‘cultivators became tenants under the {andlords.

The other kind of settlement is called “Temporary’
under which the state demand is revised at intervals
Temporary. Of 20 10 30 years. Temporary settlement
Temporar has two subdivisions—the Zamindary
Settlement syster (the Zamindar 15 otherwise known
::ZT'M as the 'talukdar, the ‘malgazar’) and the
Zamindary Ryotwari system. Under the temporary

and Zamindary system, the landlord pays the
Ryotwark. 1354 revenue to the state, although he may

Two kiads
o
Settlement :

and
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cultivate the land himself or ‘with the help of the rént-
payvng tenants. It prevails in the Central Provinces;
North-Western Provinces, Oudh and the Punjab.

Under the Ryotwari systerd, the cultivator 'pays
direct to the state. He is recognised as the owner of
the soil, subject to the superior right of the
m“i.'é';'a state to have its share of the land revenue.
:“;‘;‘::::f The principle followed in assessing the
produce  [and revenue 1s that the government demand
Gie £ i ryotwan lands shall never be more than
sent). 50 per cent of the net rental, i.e. - economic.
rent. Hence a wide margin is left to the tenants out.of
the “unearned” income from the land. Moreover, the
fand revenue, under no circymstances, is enhanced on
the ground of increase in land.values asa result of
improvements made by the tenants. And this principle,
that improvements effected by private enterprise_shall
be exempt from assessment has been accepted by
government and is provided for in administrative rules:
This form of seitlement prevails in Madras, Bombay,
Burma and Assam.

The state has not hesitated to interfere by legislation
to protect the interests of the tenants in Zamindary
Protection 2 against the rapacity of the landf
of the owning classes. The Tenancy Acts passed
fenantt.  from time to time for the various provinces
have given the tenants a greater security than they
formerly enjoyed. The neéd for legislation was most felt'
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in Bengal where, as a sequel to the permanent settle-

ment, “so far from being generously treated by the

Zamindars, !he’anga\ cultivator  was rack-rented,

impoverished and oppressed”. Thus were passed the

Passingof  De0E8! Rent Acts of 1859 and the amended

Tenaney  Bengal Tenancy Act of 1885 and the

Ak Bengal Act of 1907. The objects aimed

at were the fixity of tenure, fair rents and compensation

for tmprovements. Similar acts have been passed in the

WP, C.P, and Madras. To stop the evils of land

-alienation, the Punjab Land Alienation Act was passed

in 1901, an Act which, however, greatly restricted the

credit of the cultivator by prohibiting the alienation of

“his fend in payment of debt. The principle under-

lying this Act has been extended to Qudh, Bombay and
Bundelkhand.
. The merits of the Permanent Settlement

Merits and .

demerits of are summarised :—

:":;tl"_:';l‘; () 1t avoids the expense an_a harassment of

ment. assessrhent of temporaily settled areas.

(i) There is no temptation to abandon
cultivaton at the time of revision of
settlement.

Merits. (i) The people living under the permanent
settlement lead a fuller and more
contented life.

() The indirect permanent benefits more than
corppensate for the immediate loss of
* government revenue.
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(v) Extension of permanent settlement through-
out India would have meant that. “India
would have been spared those more dreadful
and desolating famines * which we have
witnessed in recent years.”

{vi) The cultivators of Bengal are more resource>
ful'and more prosperous and better able’to
help themselves in years of bad harvest
than cultivators in any other part of India.

(vii) - Agricultural enterprisz has been fostered,
cultivation extended and private capital ac-
cumulated which is devoted to useful indus-
tries and to public works and institutions.

The demerits of the permanent settlement are as
Follows :—
(i) The tenantry is rack-rented—a fact proved
Evils. by the need for tenancy laws to profet the
interest of the tenants against acis of high~
handedness of the zamindars.

(i} The system of extorting ‘abwabs’ and other
illegal ‘exactions by the zamindars from the
tenants. This evil, however, is not inherent in
the permanent settlement.

(i) The revenue from the land is fixed for all
time to come and the government is losing
an enormous revenue ; “that if a temporaty
settlement were subsiituted for it (permanent
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settlement) the government would now be.

entitled to a revenue of at least 9 crores of

supees per annum from the permanently set-

tled tracts, or double the existing demand”.
(V) The rest of india has to be more heavily
taxed to help the landlords of Bengal to enjoy
their purely unearned increment from land.
If India had been under a responsible form
of government, the permanent settlement
would have been certainly abolished.

{vi) The state is justified in cancelling the obliga-
tion which has proved to be contrary to the
interests of the general tax payer,

(vii) The permanent settlement bas brought
into existence a large number of middiemen-
landlords  between the superior landlord
and the actual cultivators.  This has brought
into prominence the evils of sub-infeudation
and- means “an increase in the hierarchy of
pazasites on land”.  These middlemen land-
lords live on unearned increment of land
incomes, and never think it worth their
while to pursue any occupation for earning
their livelihood.

The question that presents itself is;
E:turer;f" Should the permanent settlement, re-
Tnent eetile. garded as a pledge, contiune or should it be
amant. abolished 7

&
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Asrticulate opinion in- India, spesially in Berigal;
seems to regard the permanent setlement as
ihequitable, but the landlords are too strong for its
abolition. They take their stand on the ground that the
permanent settlement is a pledge, a sacrosanct, and as
Shoutdft  Such should never be violated, Considera’
persistorbe tion of justice, however, requries that the
abofished 7 sooner the system is put an end to the
bester. However advisable this may be, nothing like
this is capable of accomplishment. The best course now
open o government would therefore be to complete
the task which was in the contemplation of the authors
of the permanent setdement, but which was left
uncompleted. The permanent settlement regulated
the relation between government and the zamindars
only, and the relation between the latter and the:
actual cultivators was left to be setled by private
arrangement. In the interest of justice, the tenants:
should receive the same sense of security as the land-
lords have already received. If a law'is passed fixing'
in perpetuity the rent to be paid by the cultivators to
the superor landlords, the cultivators would be
stimulated to introduce agricultural improvements more
freely. Sub-letting will cease to be profitable and thus:
automatically the middlemen parasite landlords wilt
have to think seriously of exering their energies in reall)}
productive’ channels for their subsistence. Another
way to put an end to this inequity is fo impose a
heavy tax on incomes from fand.
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Cﬁi’éf agricultural Crops: Textiles: Cotron
is chiefly grown in tropical and subtropical countries.
Various species are found wild in India.
Experiments for improving the Indian
vatieties through the selection of seed and by cross—
fertilisations have been tried. Indian soils are not
found suitable, however, for introduction of exotic
varieties. Of the various fibre crops, cotton is the |
most important,  From the earliest times, India was
famous for production of hand-spun and hand-woven
<cotion goods which formed the principal clothing of the
people.

Cotton.

The area devoted to cotton cultivation (in British
India and Indian states) in 1928-29 was 43 million acres
and the yield was 563 million bales of 400 Ibs each.
About 60 pc. of the crop grown is exported from
India. In 1928-29 and 1929-30, cotton valued at
Rs. 66'25 crores and Rs. 658 crores respectively was
sent out. The chief cotton growing areas are Bombay,
C.P.and Berar, Hyderabad, Punjab, Central Indian
States and Madras, though colton, more or less, is
grown in all parts of India. The famous “black-cotton
soil” of the Deccan is specially suited to the growth
of the long-siapled, indigenous cotton plant. But it
ddes nat suit the shallow-rooted American cotton.

In respect of acreage- and yield, India stands next
tothe U.S. A. Generally speaking, Indian cotton is
shortstapled.  The lint is short and coarse in fibre as
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campared with that of the American and EgyPtian
coton. Hence it is not suited to the manufacture
of cloth of higher counts. The continent of - Eurape,
China and Japan are the chief buyers.

The Indian Cotton Committee, appointed in 1917,
have been instrumental in checking the abuse of adul-
tération and promoting better marketing facilities. The
agricultural departments also continue their campaign.
of cotton improvement. And  improved vareties as
well as improved methods of cultivation have been
introduced.

Bengal holds a virtual monopely in jute production
and represents 88 p.c. of the rotal sown area, It is
the most important fibre crop next to cottort.
Two varieties of the plant, Capsularis and
olitorius are cultivated. Jute is also grown in.Assam
and Bihar and Orissa. The crop requires a rich moist
soil. Owing to the innundation of the Ganges and the
Brahmaputra, this part of India receives alfuvial deposit
every vear and the land is thus able to sustain this
exhausting crop- without manure. Once planted, the
crop requires little attention for a long time. The
finishing stages require hard labour. After two or three
weeks' submersion in water, called retting, the fibre
is removed by washing and beating.  Then it is dressed
and made ready for disposal,

The toral area, under jute, in 1930, was 3% millionr
acres. The world depression in trade has caused a

Jute.
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declinein demand and the “short crop” propaganaa
started by the Indian Natiorial Congress in 1928 may
have partially reduced-the acreage.

Jute is called a money crop as the individual
cultivator has liitle need for it. The bulk of the demand
comes from the Indian mills which have a srong
organisation. It is a highly speculative crop.  Although
the demand is steady, uncertainties of weather condi-
tions of the crop and extent of demand at any time for
jug products, make jute fitted for speculative operations.

In 192829 raw jute valued at Rs. 3235 crores
and jute manufactures valued at Rs. 5690 crores were-
exported. Germany is the biggest consumer of raw
jute, next comes U. K. ; the other importing countries
are France, Spain, China, Japan, U.S. A, Belgium
and haly. It may be stated that the export of raw
jute began on a large scale afier the Crimean war
which deprived Dundee of the former supply of
Russian flax and hemp.

Fooderops :—Rice is the most extensively grown
crop in India, though preponderating in the wetter parts
Rico of India, namely, Bengal, Bihar and Orissa,

. Burma and Madras, The crop grows best in
& moist climate with an assured rainfall. Many varieties
are grown; these differing in quality and suitability for
variations in climate and soil. The better qualities
are sown in seed beds and transplanted in the rainy
season. Inferior quality of rice i broadcasted and.
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is grown in lowlying areas and ripens before the ﬂogd
sesson. Deep water rices quickly grow #and  kéep
pace with rise in water level. In 1928—29 neary
83 million acres producing 32 million tons were devo-
fed to rice cultivation. ]

India contributes 40 p. c. towards the world's
production of rice. Burma slone possesses a large
exportable surplus and contributed 85 p. c. of the total
foreign exports in 1928—29. Exports from India,
including Burma, formed™5'6 p. c. of the total estimated
production in 1927—28 as compared with 7°6 p.c.
in the preceding year. This decline in exports was
partly due to bumper crops of Indo-China -and Siam
leading to a large exportable surpius in the Eastern
markets, and partly to the increasing production in
the U. S. A, Spain and ltaly.

Rangoon, the chief rice-exporting port, is the great
centre of the rice-milling industry. It is carried on
with up-to-date machinery on a large scale. But the
nutritive value of the rice is undermined as the mill-
husked rice is_deficient in vitamin content. Rice pro-
duced by indigenous methods is yellow, but is'a mare
nurritive food.stuff.

Wheat is the staple food of the people ofthe
Punjab, the U.P., and N\W. Provinces. It was sown
over 33} million acres in 1931—32. About 10 p.c.
of the entrz cultivable area is covered by wheat, it
standing nest to rice. It is -grown a5 a winter erop,
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the Punjaly and the UP. contributing & of the total
area and # of the total outurn. The other wheat
producing areas are C.P. and Berar, Central India
Sates, Bihar and Orissa and Bombay. India
contributes 10 p.c. of the world’s production
of wheat. As regards production, she holds the third
place among the world's wheat producing countries.

Wheat.

‘Wheat is a rabi crop and is generally sown from
Oetober to December and harvested in March and
April and the thrashing and winnowing go on iill the
end of May.

The export of wheat was made possible by the
opening of the Suez Canal in 1869. Exports of
wheat during the years 1927—28 and 1928—29 were
valued respectively at Rs. -44[ Jacs and Rs. 169 lacs,
the greater portion of it being taken up by the U. K.
The imports of wheat into India reached the record
value of Rs. 817 lacs in 1928-29, the bulk of the supplies
coming from Australia.

Indian wheat 15 mostly classed as 'soft’ and contains
other food grains due to the method of thrashing
employed. Exportable wheat 15 well-cleaned and is
of & high milling quality. The Agricultural Department
has considerably, improved the quality of the grain, but
as yet it is not on a par with the American and Cana-
dian wheats. Indian wheat flour is also exported, the
two largest markets “in -the year 1928-29 being Egypt
and Arabia.

6
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Although it is cultivated over a wide area {over-3
million acres), a large quantity of sugas,is
imported every year. Sugar valued.at Rs
1578 crores and Rs. 168 crores respectively was
imported in the years 1929-30 and 1928-29.  Accord-
ing to the Indiari Sugar Committee, the outturn of sugar
per-acre in India is less ‘than one-third that of Cuba,
one-sixth of Java and one-seventh of Hawaii. The crop
is mostly grown in the submontane tracts of Northern
India, the principal tracts being U. P., Punjab, Bihar and
Oxissa., Madras, Bombay and Assam. The common
varieties are thin and hard and yields not much juice.
To remove this drawback, seedling canes of merit have
been introduced and the output has been considerably
increased. The better methods have been adopted in
peninsular India, but the aréa js strictly limited by the
need of irrigation and capital, as sugarcane is a highly
expensive crop. The Coimbatore cane’ breeding
station is carrying out valuable research. There is «
Sugar Bureaux which provides information and tests im-
proved varieties.

The greater part of the crop is converied into gur
and consumed as such. Crystallised sugar is made by
indigenous process and factories, with modern methods,
produced, in 1928-29, 99,000 tons.  And the quantity
of sugar imported, mainly from Java, in the same year
was above 868,000 tons, valued at Rs. 1586 lacs. Beet
sugar weighing 8400 tons was imported during the
year, a3 against 18,000 -tons in the preceding year

Sugar cane.
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Hungary and U. K. holding the lion's share in the
‘import trade.

If the sugar industry is properly organised, it may be
hoped, that India may be self-supporting.  The sugar
industry is now protected by the passing of the Sugar
Industry Protection Act of 1932, This no doubt has
given a stimulus to manufacture of sugar by adoption
of western methods. The yield of modern factories
was expected to be 300,000 tons in 1932-33.

Other Agricultural Crops—Tea is the most
important plantation crop. The indigenous plant was
Tea, first discovered in Assam in 1820. Lord

‘William Bentinck deputed a special com-
mittee to China in 1834 to obtain seed and Chinese
labour for purpose of introducing the crop in the hilly
districts of Northern India. After the attention of the
E. . Company was drawn to tea an experimental
garden was started in 1835 and the industry received a
definite foundation between 1856 and [859. Special
measures were taken to improve the quality by the
Indian Tea Association formed in 1899. The Tea
Cess Act of 1903 imposed a tax on the sale and export
of tea and the proceeds are handed over 1o the Tea
Association for faciliating research.

The two important centres of tea industry are Bengal
and Assam, the lader being tesponsible for half the
praduction, ¢ The other tea growing provinces are
Madras, Punjab (Kangra Valley), U. P., and Travancare.
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The total production of tea in India 1n 1928 was
404 million ths, and in 1928-29, 89 p. c. of the product
was expo"ted overseas, |1 p. c. being retained for home
consumption. In 192728, the share of U. K, was 83
p. ¢ of Indi's expors. The shares of Calcutta,
Chittagong and Madras in the export trade respectively
were 64 p.c., 22 p.c.and 14 p. c. [t transpires that
India supplies 40 p. ¢ of the worlds demand-
for tea.

The premier plantation industry of (ndia thus is tea
and it has enjoyed a long spell of prosperity. Under
the Oniawa agreement; Great Britain has given prefer-
ence to Indian tea and this is expecied o counteract
the competition of Java and Sumatra tea in the British
market.

Coffee was first introduced into India from Mecca
inthe 16th century. The production is confined to
parts of Southern India, Mysore, Coorg and the Nilgris:
In 1930 the area under coffee was 163,000 acres and
the production. 352,000 cwis. The total value of
exports was Rs. 94 lacs in 1931-32 as against Rs. 1,92
lacs in 1930-31.  The chief importing countries are
U.K. and France. The coffee industry was affected
Coffee. by the general trade depression. Besides

the general slump of trade, another factor
adversely affected the Indian cultivation, namely, the
import of cheaper Brazilian coffee in the European
markets.
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The export trade in indigo began when  the Portu-
guese carried it to Lisbon and sold it to the dyers of
Holland. The Dutch East India Company
was formed subsequently to oust the Portu-
guese Company. During the 9th century difficulties
arose due 1o the bad relations between the planters and
cultivators.  But the area under indigo and exports
rapidly increased up to 1897, The decline set in then
owing to the competition of the German synthetic. dyes.
Thus the area in 1914 was one-tenth of what it was in
1896. There was a revival of demand during the War
due to the impossibility of obtaining artificial dyes, but
since 1918 German dye3 have recovered their supre-
imacy. In 1918 a cess was imposed on exported indigo,
the proceeds being utilised by Govemment for the
scientific investigation of the methods of cultivation and
manufacture of indigo.

‘Indigo.

Indigo is now grown in Bihar, Orissa, Benares, and
Qudh under European supervision and in Madras
under Indian control.  The exports, no longer of any
importance, amounted in 1931-32 to 800 ewts and the
total yield in the same year was 11,000 cwts.
The two other planttion crops are rubber and
cirichona. :

In India’s export trade, oil seeds possibly rank next
to cotton, jute and food grains. The chief crops
classified under this head are sesamum, linseed, rape,
rmustard, groundnuts, cotton seed and castor seed,
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Although they are precarious crops and subject to great
variations in ptice, they cover a ‘farge

The total exports were valued at
Rs. 17, 86 lacs in 1930—31, but these declined to Rs.
14, 59 lacs in 1931—32. The world supplies'were
abundant i.e., in excess of requirements.

Oil Seeds.

Linseed requires a moist soil and is grown in Bengal,
Bihar, UP. and CP. ltis of a high quality and sélis
at a premium in the European markets. Sesamum is
grown in peninsular india.

The problem of how-to convert India into an oil
and oil-cake producing country and an oil-exporting
instead of an ol seed exporting country, as at present,
is receiving attention. The chief difficulties are :—

(a) The raw material, but not the finished good,
is admitted free of duty by most countries:

{b) The oil seeds are carried in bulk and easy to
handle and so the freight is less than that
for ail.

(©) A fall in oil prices is inevitable on account
of abundance of world supplies.

(d) The Indian oil is said to contain an excess
of fatty acids and as such unsuitable for
industrial purposes.

Though grown all over India, the notable tobacco
tracts are Coimbatore and Godaveri Delta of Madras,
Tobacep. Rangpur ’District of Bengal, Bihar and Orissa.,

Guzerat in Bombay and the Delta tract %f
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Burma.. It grows in moist alluvium soils with liberal
manuring. Great care is needed for its cultivation and
hence small holdings are preferred to large ones. The
ripening of the crop commences from February and the
cutting takes place before the leaves become brittle. The
greater part of the tobacco grown 15 intended for hookah
smoking. The lighter kinds are used for cigar and
cigarette manufacture. The development of tobacco
cultivation in Guntur and neighbouring districts in
Madras caused the supply to be large for exports.

The value of exports of unmanufactured tobacco
from India is estimated “at one crore of rupees. An
interesting development is the rapid increase in purchase
by China. It is said that “the Indian leaf tobacco
makes an excellent filler, but is generally unsuitable
for wrappers”. Aftempts to introduce into India
the best varieties of cigarette tobacco from Ametica
have ended in a failure. Owing to the ‘preference
accorded to the Empire-grown tobacco, a remarkable
increase in the use of Indian tobacco in the UK. has
ensued.

In British India the cultivation and export of opium
is controlled by Government. The manufacture isa
Government monopoly. Opiim grown in  Indian
states, known as “Malwa Opium”, may
leave the states under a pass system and
has o pay heavy duties to the Indian Government.
Opium was.a prolific source of revenue in the 19th

Opiom,



3 INDIAN ECON,OM!CS

century. The policy of checking and finally prohibit-
ing export of opium to China (under the agreement
of 1907), together with the policy adopted in 1923 of
Yimiting all exports of opium to medicinal and  scientific
purposes have caused a considerable dwindling in
both exports and revenue.

Exports of opium are now permissible only on the
production of an import certificate from the govern-
ments of the importing countries.

The principal forest products deserve a passirig
notice. These are timbers, gums, resifs,
drugs, dyes and tanning materials—lac,

est
products. g |
tumeric, cutch and myrobalans.

Backwardness of agriculture.

Agricuhure in India is in an unprogressive condition
and various causes may be assigned to explain its
backward nature. The following exitact carefully
summarises the whole stuation and is therefore
reproduced below. “In the first place, the outlook
of the Indian peasant is fundamentally vegetarian.
He does not as a rule eat flesh of any sor,
and the production for the market of meat and
other animal substances, including even milk and
butter, is mainly in the hands of special classes of
people, and does not enter into the business of the
ordinary agriculturist. Secondly, capitalist farming is
an exception ; the bulk of the land is occupied in small
holdings, cultivated largely by the labour of the peasant
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and his family. Thirdly, agriculure is even now
largely in the self-sufficing stage ; a supply of food for
the “household i still the-peasant’'s primary object,
although "the importance of raising produce for sale
is steadily increasing. Fourthly, the climate of the
greater part of the country renders artificial irrigation
esther necessary or desirable, if not for the ordinary
staples, at least for the success of the more costly and
remunerative crops. Fifthly, the agricultural industry
has been subject to frequent periods of entire disorgan-
isation consequent on the failure of the seasonal rains,
and resulting in the past not only in the terrible
mortalty which formerly marked the progress of a
famine, but also in the destruction, more or less com-
plete, of the meagre capital employed by the peasant.
As the result of this and other causes, agricultural
capital has been séarce and dear throughout the cent-
urles which are to any extent open to our observation.
Lastly, and on a somewhat different plane. the
industry grew up in conditions where iron was a rare.
and costly product—a fact of which the results are
seen not merely in the nature of the indigenous appli-
ances, but in the difficulty expenenced by the peasants
‘in maintaining the new implements now placed in their
hénds. These and other conditions, operating through
a period which must be counted by centuries, have
combiried to produce the Indian peasant as the
English found him in the 18th century, and substan-
tially as he is today”



9 INDIAN ECONOMICS
{Quarterly Review, October, 1916 P. 344).

Fruit Growing :—The fruit-growing indqstry
of India is at its infancy. The general opinion, how-
ever, is that the varying altitudes and

Tts undeve- | i Les 4
loped climates of India offer special facilities for
condition. ¢ growing. The workers engaged -in
this industry are scattered and considerable advarice
has not yet been made. The- results so far achieved
show that the industry has great potentialities under
careful selection of trees and proper tillage. Already,
in some provinces, better varieties of fruits have beén
popularised and improved methods of cultivation,
packing etc. introduced. A prosperous future is in
store for this department of agriculture. And the
ltural Dep. s have sfully introduced
several new varieties of fruits like plums, pears and
lemons. Fruit gardens of a high standard of effi
ciency are working, on modern lines, in Baluchistan

and North West province.

From the economic point of view, the most
important fruit is the mango which forms the chief
Different food of the poor for 3 or 4 months- in
I;ri:g:of Northvjrn India. Another kind of fruit,
frown. supplying large stores of food, the makia,

has also importance in point of edibility.
Its seeds yield a valuable oil. Certain kinds of fruit
like tomatoes, chillies, guavas etc. grow with special
care, Fig-culture is a profitable occupation in some
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parts of ln;lia. Pineapple is a remunerative industry
in Madras. Assam grows varieties of oranges and
apples. < Date plantation of the Punjab has attained
notable success.

The priricipal markets for the fruits are the urban
areas, but as fruits are perishable goods, facilities of
Posibilities transport alone can help in the promotion
of deve-  of the industry on a commercial scale.
Application of the knowledge of science
in fruit-preservation is expected to widen the area of
the market of fruits.

Sericulture :—Sericulture means the growing and
reehng of silk. There are three famous Indian sitk
Three - Worms—the tasar, the muga and the eri.
:‘::;:i Tasar is distributed widely on the lower
tasar, muga hills and feeds on trees n jungles. The
and edl. rmuga is found mainly in Assam and Eastern
Bengal and feeds on a faurel. Eriis & semi-domes-
ticated.worm and is reared on the castor-oil plant.
OFf the three varieties, muga silk is most artistic and
Their atiractive. The cocoon is reeled easily.
compara-  Efi silk, on the other hand, is difficult to reel
;’;:,';:f“' and so it is invariably carded and spun.
i This occupation is extensively prevalent dry
the Khasi hills of Assam. Mr. Lefroy is of opinion that
eri can be reared wherever castor grows.

In addition to the above three kinds, mulberry
silkworm has been systematically reared for .many
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centuries. Silk rearing is a difficult affair and unless

care i taken in the selection, of the seed,
E:f_,‘;"m diseases create havoc among the worms,
mulbersy  The chief diseases are pebrine (which
sl o deteriorates the quality of silk), muscardine,
galene and grasserie. The diseases should be elimi-
nated by proper selection of eggs and the rearing
house, surrounded by mulberry trees, should be located
in the neighbourhood of a pond or river.

Sericulture is most extensively carried on in  Mysore
{alone conwibutng $ of India’s total production),
Kashmere, Bengal, Orissa, Chotanagpur, Central . Pro-
vince, Assam and Burma.

Numerous experiments for improving sericulture
have been made. Pebrine is regarded as the most
Experiments deadly disease. A vigorous campaign has
-c-‘-ﬂ:;: to be um'iertaken in fighting this disease.

The quality of the cocoons is capable of
much improvement by cross-breeding,

Satisfactory results have been obtained in Kashmere
and Madras. In the former area sericulture is a state
industry. The seed is 1mported and ltalian reeling
machinery is used to advantage In Mysore regular
instruction is given to the people in Japanése methods
of growing the mulberry and the rearing of the worms.
The Bengal Silk committee, under the able guidance
of French experts, have successfully conducted cross-
breeding experiments for introducing a cross-breed of
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Buropean qualty. In the Government Sericultural
farm at Berhampur a white hybrid is being reared.
Certain practical hints on improved methods have been
given by Mr. M. N. De, Sericultural assistant at Pusa.
Superior thread may be obtained if the reeling machine
used in Bengal is improved by the provision of two
small pulleys. [mprovements in the Bengal silk centres
are possible if attention is given to matters like stiffing
and storing of cocoons, temperature of the water used
in reeling pans and the like.

The Indian sitk weaving industry declined rowards
silk the end of the 19th century qwing to the in-
weaving  creasing competidon of imported reeled silk
indusiry. | A

and woven silk manufactured at low prices
in France, China, Japan and lialy. Useful research work
is now conducted for improvement in weaving also.

Silk schools have been opened and ltalian reeling
machines are being introduced. - The principat sik-
weaving centres are Murshidabad, Benares, Surat,
Amritsar, Madura, Tanjore and Mandalay. At present
there are five silk mills that use power. Thereisa
large home market which can yet be captured, provided
raw and reeled silks are considerably improved in
quality. And this is the only way to face the world
competition. For achieving this, European supervision
seems 1o be obligatory at least for sometime more. In
1931.32 the total value of raw and manufactured silk
amounted to Rs. 34 crores. Most of the silk imported
into India comes from China and Japan.
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Arboricull +—Forests iute an i

national asset of a country, specially agricul—
:';%omu tural like India. It has been remarked that

“Among the peasant’s greatest needs are
firewood to replace manure; small timber for houses
and wood for implements, as well as grazing and fod-
der for his cattle. It has been recognised with incress-
ing clearness that forestry has an imporiant -vocation
as the handmaid of agriculture”.

The neglect of forests in the past had exposed India
to many dangers and this was perceived in the middie
of the 19th century. Lord Dalhousie, accordingly,
inaugurated a general policy of forest
conservation. The Forest Act of 1865
Dmlop— authorised the Forest Department (mean-
menl .

while organised) to take steps for forest
conservancy. And the depariment in protecting the
hertage of nature from acts of desiruction had to
discharge a most unpopular duty. For one thing, it
roused the natural antagonism of the agricultural
population.

Policy of
orest

The objects kept in view in the forest administration
c are first, improvement of the yielding
onserva- " .
gan and  capacity of forests to provide revenue for
ecuring &
rovonne * the state, and, secondly, to eliminate the
danger of ruthless exploitation. Forest
officers are specially trained abroad and in India, local
forest schools train “forest rangers. A Forest Research
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Institute was opened at Dehra Dun in 1906 for con-
ducting an organised forest research. Research is.
carried on in five branches, namely, Sylviculture, Forest
Botany, Forest Economic Products, Entomology and
Chemistry. A number of forest workshops and
experimental laboratories have been opened by the
Government of India at Dehra Dun and the success of
\heir activities is phenomenal. Matters like testing and
seasoning of timber; wood preservation, pulp and paper-
making receive special attention.

" Forests are classified as Reserved,
Classifica-
Venof o Protected or Unclassed state forests, the
Forests difference resting on the measure of control
Protected  exercised by the Government of India
:l‘::l,;“ed' regarding the rights of user, individuals and

the public.
Borait Forest produce is divided into iwo
i heads =—

(i) Major produce i.¢ timber and firewood.
(i

Minor produce i.., products fike lac, tanning
materials, essential ofls, turpentine, gums,
tesins, barks, bamboos, leaves, fiores and
animal and mineral products etc.

Eorests have been playing a large part in develop-
ing the commercial welfare of the country and in
Industries  providing the people with emp! loyment, A
connected
with vast number of jungle population depends

forests. directly on the forests.” Large numbers are
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also provided with employment as carpenters, wheel-
wrights, coopers, boatbuilders, tanners, ropemakers, lac
‘manufacturers, basket-makers etc. Forest occupation

isa spare tme occupation, the agricultrists devoting
their labour in the offseason.

Utility of
Forests.

(i)

{w)
(iii)

{v)

)

(i)

(vii)

The uses of the forests may be
enumerated below :

Forests have a marked effect on the climate
and fertility of the soil. They hold together
the ferile surface soil, store water and
distribute it gradually. Both disastrous floods
and formation of ravines become impossible,
Forests attract rainfall.

They supply the villagers with materials for
house-building and thatching and also with
fuel.

Forest leaves serve as gaod manure for the
cultivators’ fields.

Forests serve as break-winds and by
reducing the velocity of air currents afford
protection to cattle, birds and crops.

They afford oﬁpmunities for the grazing
of catle which is of special value in
times of fatlure of rainfall,

They are a source of revenue to the state.

(Under the Reforms ‘forests’ is a provincial
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teserved’ subject and in Bonibay alone it is a
“transferred”’ subject).
(viil) They vield various articles  of minor
produce like lac, silk, wax, anning materials,
wood, oil, varnishes, resin etc.



CHAPTER 5.
Production—Industries.

What should be the rightful place of India in the
modera world of industrialism ?  There are some who
- look forward to a great expansion of factory
exteme  industry. Theirs is the earnest desire that
views: India should take her place in the forefront
of commerzial life, that she should have again, as in
the past, the dominant place in the world's emporium,
And India's industrial expansion has been urgent to
relieve her congested agricultural industries, to provide
employment to agriculturists living in areas of precarious
rainfall and to provide for diversified employments.
There are others, however, who hope to develop the
village life and recreate the cottage industries and thus
keep modern industrialism out of India.

In iaking a dispassionate view on this question, the
special nature of our industrial organisation ‘would not
. be lost sight of. Cottage industries are

Small seale s : i
i large” stil the living forms of this organisation and
though they have been discredited in the
west, there are special reasons why they
persist in India. And in Europe also, in certain special
fields, cottage industries have still held their ground.
“n Germany, for instance, smail scale industries employ

scale
industries
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4 of the population ; in Denmark 80 per cent of the
establishments contain less than 5 workers apiece.
Déspite the persistence of this type of industries, the
merits of large scale factory system of production are
formidable. True, cottage industries have a great
vitality in India.  But in industries where the advantages
of centralisation and large scale production are most
conspicuous, (the jure. and coton-mill industries, for
instance), in the interest of efficient production, these
had better not be discarded. Each type of industry,
large. and small, has iis appropriate field and so
the one is supplementary and not a rival to the
other.

Cottage Industries—reasons for their persis-
tence. Cottage industries have a great vitalty and
need not die out. Inthe 19th century the indigenous
industries tended to decline, but since 1900 their decline
has been arrested.  Their future ultimately rests on the
capacity of the cottager to respond to his environ-
ments, We may summarise the special advantages
which these industries possess and which account for
their regeneration :

(a) Cottage industry is generally a spare-time or
by-occupation to  agriculture. Agriculture
engages the cultivator for about six months

Itisa P

sparetime  Of the year, and unless there is some such

ocsupation. ocoipation, the rest of the year will mean
enforced idleness. In many places, the
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agriculturists engage thiemselves in the slack
season, in weaving coarse cloth, rope-
making, basket-making and the occupa-
tions like these are, asit were, the second.
string to the bow of the agricultunst. “The
professnonal weaver is frequently a part-ime
lturist, and to the fessional agncul—
turist weaving offers the opportunity of an
appreciable subsidiary income”,
(b) The work is cartied on within the family
surroundings and so not only there is a
Both male co-operation between the male and female
and female
members of Workers but the work is also of a sustained
;:‘,"::Z nature. “The collaboration of the family
operate.  members not only economises expenses,
but sweetens labour.”
(c) The moral and aesthetic effect of shis sort
of labour co-parmershlp is immense. One
i]:.ﬂ l::;i may contrast this sort of wholesome, life
with the dissolute life of the up-country mill-
hands who succomb to temptations of town
life and go back to their .homes as physical
and moral shipwrecks.

(d) Cottage industries are better adapted to
meet personal wants and satisfy particular

Suitability tas 3 " & i “Thi:
Soiuability | ¢ stes than their large-scalé rivals. “This
caiee: is specially true of the fine arts and the

products.  decorative industries which are therefore
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far more - suitable to hand-iabour than to
machine,” Cottage industry is also suitable
for production of the coarsest kinds of
goods.”
Sattifios “(e) Cottage industries offer scope for
human satisfaction of a peculiar sentiment that a
sentiment. .
good is made to order.

i () The amount or capital needed is
amount of small and the artisan can ply his inde-
n‘:z'}:' . pendent business without being reduced

to the position of a wage earner.
E—— ‘(g) ‘Finally, cottage industries har-
b fadion monise with our social and ethical
socialideals. ;{051 2

Biit a mere stating of the advantages will not rescue
the cottage industries from their moribund condition.
The way If they are to be revived, they musc be
the cottage conducted on a ‘co-operative basis. By
Indaatriet  co.operative finance,  the artisans - and
rovived.  cottagers may get loans at moderate rates
Develop  Of interest. Borrowing  money at high
:f,':!::“ﬂ: rates from the village money lenders makes
:::"‘:‘h:'::.“ the ‘industry unprofitable as no margin of

profit is left for the worker. What the
artisan requires is credit faciltties, facilities for the
supply of raw materials and implements and also-
facilities for the sale of finished products. Of the

yarious cottage industries prevailing, in India hand-



162 INDIAN ECONOMICS'

Joom weaving is by far the most imporiant and
it Is persisting with astonishing tenacity. And societies
for weavers have been established in all the provinces
to finance their needs. The Punjab weavers' societies
are affiliated 10 the co-operative Industrial Bank at
Amritsar.  This Bank helps the weavers’ societies in
purchasing raw .materials. [t also” maintains a sales

depot.
Another cause of decline of cottage industries'is
that the cottage workers and artisans have no adequate
industrial training. One kind of cccupa-

Need of
jndustrial  tion such as that of the. carpenter or the
trainiog for jacksmith is carried on as a craft and
improve-  success depends on the manual skill and
ments. knowledge of the craft. But in another
category, such as hand-loom weaving, the product
has to compete with organised mill industries, and
what is needed 15 not merely skill. Success depends
on commercial factors, use of up-to-date appliances,
improvement of design and provision of marketing
factlities. The weaver with his present methods of
work is an anachronism. Weaving schocls and demons-
tration parties have been organised and they are
doing useful works. Another imperative reform is
the popularisation of the fly-shuttle instead of the
hand-thrown shutdle. Madras has already taken a
‘lead in initiating this innovation. As a rule the cottage
industrialist is out of touch with market conditions ;
he does not know where the customer is, what he
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exactly warts and what price he can pay. , He sefls
the goods to the village money-lender who exploits
him in many ways. Co-operative marketing organi-
sations in European countries and in America have
made a great headway. The cotton sale societies of
Bombay also have been attended with success. The
cottage worker needs marketing facilities and credit alone
brings little comfort to him.  And the ultimate solution
-of the difficulties of marketing lies in co- i

One may not perhaps be wrong in concluding
that the elimination of the cottage industries is not &
concomitant of the expansion of large-
scale industries. The hand-loom industry
has successfully withstood the inroad of factory
production.  Traditionally speaking, India is a fand of
small industries. Even today out of 10 per centof
the population supported by industries, 1 per_cent
are employed in organised industries and 9 per cent
in unorganised industries. A whole list of this type
of industries is out of the question. That the surviving
cottage industries are not only large in number, but
show a great variety, can be gathered from the
following list :

Condlusion

Hand-ioom weaving; cultureof bees and gathering
of honey; separation of honey from the wax ;
Tnstoncesot DAMBOO works of diverse kin:%s; ﬁshingy;
;ﬂl‘-rr iee dairying, making of ‘ghee’, ‘khir', «chhana’,
S maldam’ ; rice and wheat husking ; sugar
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and ‘gur’ making ; making of date-sugar, sale of juice
and toddy ; ofl-pressing industry ; ‘attar’ production ;
pottery works ; carpentry ; silk-industry ; leamerf
industry ; bangle-making ; metal-industry ; ‘house-building
(masons and ‘gharamies’)

‘An examination of even. the principal industries
of India that have been established on a large scale
would be beyond the compass of this book.
:"_‘fm'?‘" The survey of our industrial position Jeaves
one conclusion and it is that the develop-
ment has been slow and uneven, Commerce is preferred
fo industry and even -in industry the dependence on_
foreign sources for accessories, machinery etc. is most
-disappointing.  As the Fiscal Commission has said “the:
developmeni has not been commensurate
A short . 5 s
descriptive -with the size of the country, its popu-
accountof |ation and its natural resources.” Generelly
some pro-
minent speaking, organised industry has won for
i’,’,‘,‘,’:‘,‘,;,, ita definite, but limited place. The textile
and mining industries are most impoftant,
iron and steel industry comes next and then follow
a few other industries such as leather, paper, sugar
industries.

The cotton mill industry :—This textile industry
“holds a unique- place in our national economy. The'
first cotton mill industry was started on modern lines
with English capital at Calcutta in 1838, But Bombay
was destined to be the birth place of the modem
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industey and today about § of the whole of
the mill output is produced in the Bombay presidency.
The industry is now undergoing a rapid expansion.

-Atthe time of the great war there were 241 mills
in India. In 1930 the number was 305. The industry
has also changed its character from a mainly spinning
to a weaving industry. Imported yamn is used for the
purpose of weaving. During the war perod, the )
industry might have considerably expanded but for
the difficulty of importing machinery from Great
Britain. The three years following the conclusion
of peace experienced unparalleled prosperity. Machi-
nery became cheap on account of the high rate of
sterling exchange. But shortly afterwards, a reaction
setin with the fall inthe rupee. The industry was
faced with a crisis. Wages (which rose during the
boom period) had to be reduced resulting in a
crop of strikes of mill hand operatives. Even the
abolition of the cottor excise duty was of no avail:

The industry had naturally to be enquired into by
the Tasift Board in 1926 as to whether it required
protection, and if so, in what form and  for
Observa.  what period. The depression of the industry
tions of the
Tariff was attributed to various factors such as ;—
Board i ¥
ll:a“pn:l: - {a) the I?ss of the 'C.hlnese market,
of the (b) unfair competition from Japan where
f:::;: - a larger proportion of women labourers

work for longer hours in factories,
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(c) the alleged effects of the stabilisation of
the rupee at s 6d.

(d) certain defects of finance and organisa-
tlon.

(e) Over-capitalisation and distribution of
enormous sums as dividends instead of
strengthening the reserve, a real financial
defect. ‘

(f) The Managing Agency system which
constitutes a real obstacle to efficient
organisation.

Bombay's difficulty was really keen as she was
remote from sources of cotton supply, the cost of fuel
and power was also large and the rate of wages paid
to the operatives was also high. ltwas thus natural
that the up country mills took their birth between
1922—1926, a pericd of greatest depression if
Bombay.

The Tariff Board recommended a bounty for the
spinning of higher counts. It pointed out that the
depression in the cotton industry was partly
Civastasent due fo world factors, but partly to causes
action on  peculiar to India. The action taken by the
'ﬁ'f _'1;?:‘“ Government in 1926 was a 5 per cent
report. import duty on cotton yam with a specific
minimum of /I/6 pies per . This increase affected
Japanesé imports more han the. British imports,
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The British cotton industry has lost much of its hold
on the Indian market, but the Japanese competition
continues to be very formidable. The fall in the
‘value of the yen has subjected the indigenous industry
to special risks. What is most needed now is not the
policy of protection, but a thorough overhauling and
reorganisation of the industry. The cotton industry has
now-the advantage of a double protection, from the
state and also from the spontaneous desire of the
people to patronise Indian mills.

The recent tendency has beén to spin higher counts
of yarn and for this purpose American coton is
imported to supplement the Indian swff. If the
‘Indian mills will rise equal to the sk, they will not
have to wander ‘forth in search of customers as 75 per
cent of our imporis corssist of textiles of higher counts.

Irmay be appropriate to state the history of the
tarifs on cotton goods. The Tariff Act of 1894
Note on the authorised the imposition of a5 per cent
eotton Ex- duty on all imported cotton yams and
cise duty. fabrics, a corresponding 5 per cent excise
duty being imposed cn the Indian mill yarn (above 20s).
In 1896 the duly on yarn was removed and the duty
on fabrics, both imported and excise, reduced lo 33
per cent. Financial stringency during the war time
forced Government to raise the import duty to 7%
per cent, later raised in 1921 to 1 per cent. But the
excise duty remained all this time unaltered” at 3% per
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cent. The duty of 5 per cent on imported .cotiorr
yarn was reimposed in 1922, and the excise duty. was
abolished in 1926.

Jute-mill industry : The jut industry of Be -
is of recent origin.  The first jute mill was star ih
It uninter, 1899 at Rishra and the first power loom
rupted  introduced in 1859, The normal progress
proswerts  f the industry was stimulated by the
Crimean War which shut out Russian flax and hemp
from the world markets. Production in India, howeve |
got ahead of the demand and the need of rest’ .a
of output was therefore legitimate. This led the
formation of the Indian Jute Mills Association. If we
ignore the trade depression of the last three or four
years, it may be said that the history of this industry is
one of unbroken progress and saccess.”

Four kinds of jute products are manufactured,
namely, gunny bags (for packing purposes), gunny
cloth, coarse carpet and cords. The jute industry is
highly organised. It is located near Calcutta, both
sides of the Bhagirathi being dotted with jute mills, Al
the mills combine spinning and weaving operations,
The chief problem confronting the industry is the
fabour problem. The supply of labour is drawn from
up-country. The method of recruitment by ‘Sirdar’
on whom both workers and mill managers depend is a
drag on efficient management, neither are the housing
and social conditions satisfactory.
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Coal industiy :—The world production of coal
per annum is estimated at 1250 million tons, the annual
average Indian production being 20 million tons. It is an
industry of Bengal and Bihar and of vital importance.
ltis a key industry, and the supply of good coal is a
fundamental condition of industrial progress. Coal
however is nota good of uniform quality. It is used
either for cooking or steaming purpose. The fields of
Raniganj and Jheria are responsible for S0 per cent
of the total Indian production,

The consumers of coal, in point of relative impor-
tance, are the Indian mailways, the iron and brass -
fourdries, cotton mills, Bunker coal, Brick and Tile
manufacture, The collieries themselves are also con-
sumers of coal.

In Bombay, where the cotton mill industry is [ocalis-
ed, the Indian coal has to meet with powerful competi-

“on of South African coal. The latter is fostered
by 'state bounties and appeals are being made to the
senise of patriotism of Bombay"to patronise Bengal
coal.

The coal indusiry was in acute distress in 1924
Suggestion 35 the foreign market was practically lost
:l‘a ,:,h;-,ﬁ:‘ and the coal trade appealed for protection,
for improy- 1 he Coal Committee, appointed: to advise
;’:5:; ;‘"‘ the Tariff Board with suggestions, were of

opinion that the quality of the coal has
to be improved by bestowing greater care in the raising,
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handling and selecting for foreign markets. And in
pursuance of this suggestion an Indian Coal Grading
Board was appointed in 1925 (for classifying the differ-
ent seams at the collieries and preparing a grading list
and grant certificates of shipment). The Government
accepted the finding of the Tariff Board that imposition
of protective duty on South African coal is not
advisable. .

Iron and Steel industry :—India is rich in iron
ore deposits located in the fields of Bihar and Orissa.
The supplies of limestone and dolamite are large, but
the deposits of cooking coal are rather poor. There
are now four concerns engaged in the production of
pig iron and steel on a large scale. They are :—

(a) The Tata Iron and Steel Company Ltd. is
Tata Iron  Sttuated at Jamshedpur. It successfully
gd sl conduots the manufacture of steel by
Lid. modern processes. The “Works” is one
:':‘"_';‘;8:; of Athe largest the world has witnessed.
organiea- [t iS5 complete in its paraphernalia, the
tion. generating  power, laboratories, water
supply, Engineering shops, Hospitals, Schools etc.
'l‘r:: '_":;"' The other concerns are (b) The Indian
Steel Com- lron and  Stee! Company Lid, {c) The
B i, Mysore fron Works Ld. and (d) The

Iron Worke
JroaiWa Bengal Iron Company Ltd.

the The industry 1n norma! times gives employ-
3‘;‘;‘_.{;"" ment to more than 190,000 persons. The
d. consumption of coal is upwards of 2 miltion



INDUSTRIES it

tons and it pays one crore of rupees for ‘rail-
way freight. The steel manufactures are mostly con-
sumed in India, mainly by the railways. The chief
export’ market for pig iron is Japan, the other markets
being the United Kingdom and the U. S. A

The Indian Tariff Board, after making an exhaus-
Tariff tive enquiry into the lron and Steel
Board's industry, recommended that it was a

ommen- . o .
dation for ftting case for discriminating protection
protection 5nq  [egislative  protection has  been
and govern- 21 ° y
ment's given both by import duties and
::ei:?‘-nce bounties.

Sugar industry :—India has a larger area under
sugar cane than any other country in the world. In
fact she has half the world's acreage. But the normal
output is } of the world's cane sugar supply. The
cane breeding station at Coimbatore (in Madras) has
dong much in the evolving of improved varieties of
seeding canes and supplies new and improved
varieties throughout the sugar cane growing areas of
India. For some years a sugar Bureaux has been in
existence and it furnishes advice to cultivators and
mill owners. The quantitative and qualitative improve-
ment of sugar production 15 vitally necessary and this
question was thoroughly investigated by the Sugar
Committee, specially appointed for the purpose. It
recommended the establishment of a Sugar Research
Institute 2nd a large demonstration factory.
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Java supplies the fargest proportion of sugar
imported into India. The methods followed in our
country for sugar manufacture are generally
Defeetive . - -
oabods crude and there is an appalling wastage at
of s every stage and process of production.
ac- : L
ture, The cane crushing method is primitive.
The Indian sugar industry has a chequered
history. At one time India was an exporter of large
quantities of,sugar. The first attack was initiated by
Mauritivs.  The next onslaught came from the bounty-
fed beet sugar of Europe. Butit rested with Java to
force its way most successfully into the Indian markets
when the Java sugar ceased to be marketable in
America on account of the American preference for
the sugar of Cuba (in 1904).

Of late a decline in the imports of sugar into India
“has taken place owing to—

(a} Reduced purchasing power of the masses.

(b) Operation of higher import duties which
were raised from 5 per. cent. to 10 per. cent. in
1916, 15 percent in 1921 and 25 per cent in
1922, This rate was further increased
in 1931,

The finding of the Tanff Board (1931) was that the
sugar industry should be protected as it fulfiled the
conditions laid down by the Fiscal Commission. The
protective duties thus recommended were to remain
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in force for 13 years. The legislature has sanctioned
the imposition of a duty of Rs 7/4 per cwt. on sugar
and a duty of 25 per cent “ad valorem” on molasses. *

OF the various plantation industries, the most
important are the tea, coffee, rubber and cinchona
industries. Indigo industry is now thrust into an insig-
nificant position.

There are also in existence*chemical industries such
as manufacture of sulphuric acid, sodiim bicarbonate
and caustic soda (needed for many industries), vegetable
oils, soaps eic. A few miscellaneous large scale
industries like rice and flour mills, manufacture” of
artificial silk, match industry, paper industry, cement
industry, tobacco industry seem to be industries of
promise.

Labour conditions in agriculture :—Before
the appointment of the Royal Commission on Indian

. Agriculture (1926), the question of the effi-
Ineffici- & ; 5
ency of  Ciency of agricultural labour received but
:’I‘l‘lrlllll:.l-"i‘ scant attention. And hasty generalisations
fabour, that were made from time to time did not
bear any fruit. The impression that the fndian culti-
vator is an indifferent worker, dull-headed, without
enterprise and efficiency, has long prevailed. One
general conclusion may, however, be accepted, that
our agricultural labourer is rather inefficient. The
comparative results in reaping and ploughing show that
a week's work of a Madras. ryot is equal to a day’s

]
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work of a British agricultural labourer, if unaided by
‘machinery. On the average, the Indian cultivator
during a year does only what would, on British
standards, be the work of a month only.

. But comparisons such as these are rather misleadings
The conditions of climate, physical vigour, facilities of
diet and the equipment of improved implements and
machinery have certainly considerably increased the
productiveness. of the British labourer. Judged by
these, the Indian confrere has to work under great
disadvantages.

.The Agricultural Departments are doing their leyel
best to teach the cultivators the value of new methods
of cultwation. But the peasant, for successful farming,
has yet to become more assiduous and persevering.

There 1s need for exercise of prudence, judgment,
forethought and watchfulness, conditions indispensable
for utilsation of scientific knowledge. Agricultural
ozcupations do not ordinarily favour mental develop-
ment. The instinct and sight of the agriculturist die
with him. Dependent as he is onthe monsoons and
seasons, a sense of helplessness is engendered and a
depressing effect is produced. One cause of the in-
effectiveness of labour is the unsuitable kind of edu-
cation that prevails. The farmer is steeped in illiteracy.
But the confering of valuable peasant rights and security
of tenure have endowed him with better opportunities
to improve his economic position, Thrifty he is not
and the necessity of applying borrowings to produc-
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tive purposes can not be inculcated. He cannot resist
the temptation of contracting indiscreet loans wasted in
extravagance. The inevitable day of repayment comes
and the cultivator is expropriated. The uplift of
the masses rests on a system of education really broad:
based. The co-operative credit movement is expected
to produce most far-reaching consequences and itis
a force of educational value.

The above is a picture of the average Indian
agriculturist and the prevailing system of cultivation.
Agriculture, however, needs a better organisation,
creation of salutary social condttions and provision
of educational faciliies. Otherwise attempts to foist
on the cultivator better crops and implements would
prove only a partial success. Dr. Voelcker, truly
conscious of the great limitations under which our
cultivators have to work, had a real grasp of the
situation.  The eloquent  tributes that he has paid to
the “hard labour, perseverence and fertility of resource”
are the outcome of an appreciation of the odds under
which agricultural operations are carried on in India.

An economic sudy of the conditions of rural
labour world justify a passing reference to its alleged
Allged scarcity, Census statistics show that the
wearity of Proportion of the population supported
by agriculture is steadily increasing. The
persistent cry that sufficient numbers of
agricultural labour are not available therefore sounds
like a paradox. As a matter of fact there is a super-
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fluity of labpur in rural India, yet there is a-complaint
of its scarcity,
By way of‘exp\anaticn it has been suggested that
the temptation of daily wage offered by the forest
contractor causes a migration of the rural

Therenl  population. New manufacturing industries
lies to i . la-
applie ey also entice away some labouring popu

mottoun- tion. Moreover, the influenza epidemic
: of 1918 took a heavy toll of their lives
(it caused no less than one crore of deaths).
Another cause of the scarcity is the withdrawal from
the ranks of workers of numbers or their working for
shorter hours on account of rise in agricultural waiges
and increase in prices of agricultural products. This
is said to have created a leisured class who stay on
because of a fow standard of living. On the whole,
it remains true that there is no real shortage of un-
skilled labour. If such labour is not available it is
because the wages offered are not sufficiently tempting.
If there is any shortage it is in the ranks of skilled
labour,—artisans, “fitters, mechanics, expert foremen,
trained supervisors. But the potential supply of -labour
is unlimited.

skilled
labour,

Labour conditions in industries—The com-
plaint about the scarcity of jobs for industrial loboyr
is frequently given expression to by politicians. The
complaint of the ndustrialist, however, is that there
are enough jobs, but no adequate supply of factory
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operatives. The element of truth in  these contradic-
toty statements is that the alleged scarcity’is the out-
Industiial | ™ of the nature of the labour supply.
Iabour The supply is tntermittent, migratory and
::ﬁ'z‘:_;“' l‘neﬁic[ent.. The alleged superfluity of
migratory labour similarly is the outcome of the
:i::l'.'”“" paucity of organised and predominance
of agricultural indusiries. Neither are there
sufficient industrial openings, nor sufficient numbers
of efficient fabourers. Hence references about insuffi-
ciency and inefficiency of Indian labour contain each
an element of truth,
The peculiarities of the Indian industrial labour
may be briefly enumerated :
The opera- (i) The operatives generally have to
tives work  work for long hours and under indifferent

2::::' supervision and so they do not develop
hours. regular and steady habits of work.

o (i) Climatic conditions, lack of proper
Chimatic i

Foadvan. nourishment and liability to preventable
tages. diseases enfeeble the physique. A change
for the better may ensue if working hours
are shortened and steps taken to protect

their health.
(i) Intermittent nature of the supply of labour.
About 10 per cent of the industrial labourers
Tateraittent 7€ perpetually absent and 30 per cent are
supply. invariably absent during harvest time.
The absentee statement shows that the
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(iv)
Agrical-
tural
character
of indus-

trial labour.

INDIAN ECONOMICS

worker takes two off days every month
in addition to 4 Sundays), and an annual
holiday up to 7 weeks, in addition to Indian
holidays for 12 days every year. The
employer is rarely notified cases of absence
and so the industry runs the risk of being
disorganised.

The bias of the industrial worker for agri-
cultural occupations makes him an inefficient
worker in the skilled industries. It is said
in support of this statement that the English
labourer is 3% to 4 times as efficient as the
Indian. But the entire responsibility cannot
be foisted on the operative. The efficiency _
of labour depends upon equipment and en-
vironment, both of which are far from up-
to-date. The machinery employed is not*
modern, the raw material with which he is
supplied is also inferior. Another “apology
for this marked difference in efficiency is that
although the Indian operatives possess
adaptability, the modern type of organised
industries is of recent origin and it is too
early to expect a class of industrial workers
possessed of inherited skill. This is why
the Industrial Commission have praised the
skill and intelligence of the operatives of
Bengal and Bombay, the first homes of
organised industries in India.



INDUSTRIJES 19

(v} There is~an obstacle to our industrial ex-
Paucity of pansion and it is the “scarcity of trained
teained . industrial labour. There s plenty of men
{ndusteial byt because they are content with a low

urers L8

standard of life, they prefer to work less
and take longer rests to sustained labour
even when wages are rising,

(vi) This scarcity is most noticeable in the case

. of labour with specialsed knowledge such
specially A
~with as foremen, supervisors etc.
technical |
kanowledge.

(vii) The inefficiency of labour is accentuated

. because of ihe fack of efficient management
Business : . > :
manage.  Of industries and of opportunities of in-
ment it 8130 dustrial training.

The Wage Problem—Judged by modemn stan-
dards, the Indian operative is certainly poorly paid.
The war, r itating  increased duction, gave a
stimulus for an increase in wages. The rise in prices
has caused wages to go up, though wages have lagged
behind prices. And the factory labourer has also
enjoyed the benefit of the rise in wages which has
been marked from 1917. The prevailing rate of
factory wages has provoked an unending criticism.
Are wages Two extreme views may be noticed. The
really high capitalist-employer says that the operative
oW T cams far more than he is worth. The other
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view is that the scale of wages is scandalously lw
and that for the money the Indian- mill-owner pays,
he extorts more than double the work that an English
mill-owner does, and that it is criminal for the em-
ployer to exploit labour which may be cheap, bu
certainly life is not cheap.

One indispensable condition for improvement of
efficiency is the enhancement of wages. ~And the
employer is also paid in the long run as higher wages
result in increased efficiency. But one paradox; pecu-
liar to this country, is that a rise in wages diminishes
the supply of labour. The labourer, as already noted,
works for fewer days and does not generally respond
to the stimulus offered by higher wages.

Housing and . sanitary conditions—in the
interest of the health of the workers, the housing
condition should be improved. | Bad housing gives
rise to deterioration. The industrial centres are
congested and insanitary. The ‘bustis’ and ‘chawls’
Conditions '€ notoriously  overcrowded  and ill-
totally ventilated.  The ground floor rooms are-
‘.:‘:;ﬁ""' pitch dark and damp as the plinth is not

high; the courtyards between buildings
are too narrow to admit of air and sunrays. The
water supply is insufficient and an insanitary smell
surrounds the whole atmosphere. It goes without
saying that national consideration requires the protec-
tion of the health of the workingmen and this is-a prime
requisite for increase of their efficiency,
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Welfare work—The work done in the factories
is exhausting and and leutated
to improve the health and ameliorate the conditions
under which the workers live are highly welcome.
A sysematic campaign of ‘public health should be
undertaken in eamnest in urban areas. But the work
of regeneration mainly rests upon the labourers them-
selves, and the problem after all is more moral than
economic. The co-operative mavement is full of
potentialities and the lat have to be th hi
imbued with the co-operative ideal. It isup to the
employers also to take a humane view and initiate liberal
and far-sighted policies such as providing the labourers
with good houses, cheap grain shops, grounds for re-
creation, libraries, clubrooms. A few individual employ-
ers have organised useful works on modern liries. And
the first organised attempt to introduce welfare activities
were made by the Bombay Millowners” Association .in
1932. This body has encouraged periodical social
gatherings of workpeople, the providing of free mill
digpensaries when finances permit and the establishment
of creches at every mill. .
Factory legislation :—Until 1913 the conditions
of factory labour were regulated by the Factories Act
of 1881 and the amznded Act of 1891. By
the latter Act the hours of employment for
govern- W g o .
ment. women were limited to 1! with {3 hours
rest in the interval and their employment
between 8 p. m. and 5 a. m. was generally Prohibited,

Steps taken
by the
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Children’s hours of work were limited to-7 and employ-
_ment of . children (i.e. below 14 years) at night was
forbidden. Children balow 9 were not to be employed.
The mazhinery had to b fenced and rules were laid
down regarding water supply, prevention of gwer-crowd-
ing, ventilation etc. Another Act was passed in 1911,
Seasonal fastories (ie. those working for less than 4
months of the year) came under the scope of the Act.
Jt shortenzd the hours of work for children and women.
The ensuring of safety and health of the operative was
better provided and certain special provisions were
made for textile factories. It was laid down for the
first time that no adult male shall be employed in any
textile industry for more than 12 hours in a day. Child-
ren’s hours in this industry were also restricted to 6
hours. Mo work was to be done between 7 p. m. and
5.30a. m.

if an additional proof is needed of the government’s
rl;ce of  readinessto uphold the Jegitimate interests
ndia in the L 5s -
interna. O the operatives, it is the position created
soea, for India (as one of the signatories to the
movement. Peace Treaty) as one of the original
members of the International Labour Organisation.
Labour in India is internationalised. The conventions
adopted by the International Labour Conference held
in Washington in 1919 were ratified by the Governfnent
of India in 1921, This meant a radical revision of the
Factory Act of 1911 and the amended Act was passed
in 1922, Many important, reforms were introduced
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such as the adoption of a 60 hours' week, the raising
of the minimum age of children from 9 to 12 and for-
bidding night work for women. Certain other salutary
changes were also introduced by the amending Act of
1923. Still another amending Act passed in 1926 pro-
vided for better administrative control calculated to safe-
guard the lives of the operatives.

The development of the labour movement in India
Twoim.  necessitated legisladve intervention for two
:::::‘:x:: purposes, namely, the formation and manage-

ment of Trade Unions, and provision for
the prevention and settlement of industrial disputes.

Trade Union Movement in India:—The right
to strke was never questioned, but the members of a
trade union could not be exonerated from the eivil
liability arising out of strikes. The workers could not,
for instance, be protected- from the breach of service
contract under existing laws. The Act of 1925 provid-
ed for the growth of Trade Unions on right lines. The
situation was further clarified by the passing of another
Trade Union Act in 1926.

Various causes have contributed in retarding the

Tardy growth of the Trade Union movement in
develop- v

ment of the India:

T . .

u'.;':f, (a) hostile attitude of the employers

movement: 1o al| combinations of their employees :
its explana- e
ton. (b) illiteracy of the workmen;
{c) absence of a body of wage-earners divorced
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from the ownership of land, capital and
other means of production. In India almost
every factory operative is an agriculturist first
and agriculturist last and a factory operative
in between.

(d) The movement is led by middle class men,
specially lawyers, who sometimes forget that
it is after all an economic and not a political
movement. In many cases, the labourers
have been exploited to gain political ends.

() The operatives do not also show as much
loyalty to the Union as it deserves. ~ Theif’
sympathy is rather lukewarm.

Pr ion and Settl of industrial
disputes : Government felt the necessity of creating
machinery for the prevention and peaceful settlement
of industrial disputes. The Trade Disputes Act was
accordingly passed in 1929. This Act authorised
government to set up a Court of Enquiry or a board of
conciliation etther at the inihative of government or on
an application being made to it by the parties, jointly
or separately. In public utility services 14 days’ notice
isto be given before a strike or lock-out is declared.
A strike which aims at objects other than the furthering
ofa trade dispute is declared “illegal”. The Royal
Commission on Indian Labour has gone into the whole
question of factory labour and urged the advisability
of setting up permanent courts of Enquiry. It has
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also .recommended that the question of providing
means for the impartial examination of disputes in
public utility services should be duly considered.
Foreign Cagpital in India : Capital plays a pro-
minent part in any scheme of agricultural and indus-
trial improvement. And so fong the indigenous capital
is insufficient 1n supply or unavailable, a nation should
have no prejudice to the employment of foreign capital.
India suffers from a lack of capital. Shyness of capital
for new undertakings is another obstacle. The politicat
connection between India and England has enabled the
former Zountry to get loans from the English money
market at a comparatvely low rate of interest. It
would therefore be a short-sighted policy to resist its
employment. Foreign capitalists, in initia-
ting industrial entesprises, have done much
pioneer work. We have therefore to
guard ourselves against the view that because the
capital used is foreign it must therefore do harm to the
country. And so long we do not pay too high a price
for it, it is always welcome. The employment by the
state of foreign capital for its railways is the right use
of foreign capital. But there is another side of the
picture. In most cases foreign capital has been imported
with the foreign capitalist and so not only mnterest,
but profits of management have left India. India thus
has been deprived of the cream of the industry and
what benefit the people of the country have derived
has consisted in eaming their fivelihood as wage-

Its uses and
sbuses
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earners. Wiriting in this strain *Sir V. D. Thackersey
has observed . “But when we tumn to the petroleum
industry 1 Burma, the gold mines of Mysore, the
coal mines of Bengal the tea, jute industries, the
carrying trade by sea, and financing of our
vast foreign trade by foreign banks, we come
upon ancther and less favourable aspect of the
queston of the investment of foreign- capital”.
He thus concludes, “In such cases, ] cannot but
think that it would be to the permanent good of
the country to allow petroleum to remain underground
and gold to rest in the bowels of the earth, until the
gradual regeneration of the country, which must come
about under British rule, enables her own industrialists
to raise them and get the profits of the industries”.

The Fiscal Commission has pointed out the
advantages of the use of foreign capital as follows :—
Advantages () The foreign capitalist brings with
nlp’:ﬁ"“ his capital the technical knowledge and

organisation—primary requisttes for indus-
trial development. We feam from him
up-to-date methods and newest ideas,

(u

Foreign capital helps in the enrichment of
the country.

(i) Various works of public utlity, railway
extensions, imngation and hydro-electric
works have been possible because of foreign
capital.
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The External Capital Committee (1925) have stated
the following obiections to the use of foreign capital :—
. (i) A certain proportion of the profits

Disadvan-

tages of will go out of the country.

::;‘,:5’1‘ (i) Investors will choose  the directors
and high salaried officers from their own
nationality.

(iii) The vested interest created by foreign capital
will acquire a great political influence and
might resist the granting of political reforms.

(iv) Foreign capital will monopolise the key

industries or industries important from the

point of view of national defence. N

Foreign capital may exploit the natural and

irreplaceable resources of the country such

as minerals.

[{

s

In view of the hostile attitude towards the employ~
ment of fore'gn capital, the moderate opinion held is
that foreign capital, indispensable as it
seems at present, may be admitted under
certain restrictions.  The restrictions proposed are :—

Conclusion

(i) Foreign companies should be registered in
Proposed India Yzith arupee capital so that Indians
restrictions may invest and hold positions in manage-
ns regards.
importation Ment.

(i) A certain proportion of the
shares and seats in the body of directors
should be set apart for the Indian investors.
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(i) That companies thus formed should be
under an obligation to offer facilities for
the training of Indian apprentices.

Measures such as these must however be regarded-
as palliatives. The real solution of the difficulty "has
lain in findng the capital from within India for
development of Indian resources.



CHAPTER V1
Distribution.

_Conditions determining rent—The concepuoxﬁ
of pure, economic rentis that it is a differential yield
or surplus accruing to a plot of land when it is simul-
taneously cultivated with another less productive or
fess favourably situated. The land that just repays
the expenses of cultvation (i.e. pays for wages of
labour, interest on the capital employed and for other
necessaries of the cultivator), but né more, is “land on

the margin of cultivation” or simply “no
Conception

ofccono. 'tent land”. Thus says Henry Clay, "“Rent
mic reat;

is due to natural variations in soils, orto
the varying advantage given to sites, not by the owners
of the sites, but by the distribution of population and
the means of transport. f the payment of rent were
stopped, the fentility of good soils and the convenience
of good sites would not diminish : for the rent-
receivers did not create and do not maintain that
fertility and that convenience.”
The " above conception of rent is a theoretical
abstraction, but the actuarial rentis what the owner
receives from the fenantand possibly every
Actusl rent E pos P
s distin- land yields a fent as no land, inits entirety,
}:‘:2:1,, is on the margin. This actual rent is more

nomic rent. or Jess than economic rent and, depends
9
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on the intensity of reciprocal demand between the
landowner and the cultivator. Thus in areas where
population is increasing, towns are growing and prices
of crops are rising, the demand for land is keen and
the actual rent is in excess of economic rent. Under
reverse conditions, decay in towns and depopulation
and a general stagnafion, the rent may be even
nominal, in extreme cases land may go a-begging,
These remarks also apply to manufacturing lands,
building sites or mines.

In the pre-Briush days, the custom was for ‘the
cultivator to deal directly with the state-representative
— and the whole of economic rent passed
India = from the former to the latter. In some

cases, of course, a middleman intervened
and his remuneration was more a feethan a part of
the profits of cultivation.

With the passing of India into the hands of the
British crown, the former practice of realising practically
the whole of the economic rent as land revenue was
continued.

In some provinces the intermediaries were weak
and government dealt direct with the cultivator and
these provinces are known as Ryotwari

Ryotwari N
sd provinces ( Bombay, Madras, Burma and
Pt:'i:t:' Assam).  But in other provinces like Bengal

the intermediaries .were powerful and a
direct transaction took place between them and
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government. The former realised rent from the ryots,
tetained a portion, generally 10 per cent for them, and
handed over the rest to government. The
Permanent :
settlement  assessment of land revenue at 90 per cent
inBengal  of the rent was made permanent in Bengal
in 1793 by Lord Cornwallis. - The government revenue
at the present time, however, represents only 25 percent
-of the economic rent, the zamindar's share being 75
percent. In other provinces, the government demand
is fixed for a period varying from 20 to 30 years, at the
end of which it is liable to a revision. The  assessment
of land revenue has been limited 10 50 percent of the
economic rent.

One peculiarity of the Indian land rent may be
stated. In other countries the land revenue derived
“4s an assignment, from the rent made by

Peculinrit; : "
e the landowners to the government, in India
E:?::m. the rent is, historically speaking, a relin-

quishment of part of the profits of land by
the government to the landowners”.

The incidence of the land revenue in the early
- days of British rule was however high (?0
detormin.  percent of the economic rent). But with
.'c‘:.'“;':”'_ the increase of population and a gradual
competition decay of indigenous industries, the com-
:i:ileg“l.‘ petition of tenants for land became keener

and keener and the landlord abandoned

the customary rent and relied on competition. To
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safeguard the interests of the tenants against am's“of
highhandedness of the zamindars, the government
have passed salutary tenancy laws in all provinces.
A new factor thus was introduced in the fixing of rent,
namely, legislaion. The incidence of rent thus
depends on the interaction of three factors—custom,
competition and legislation. “In the early days of
British rule custom was everywhere paramount”. It
sill continues to be the foundation of rent. The
influence of competition is neutralised, however, by
legislation. Rent legislation “starts from a basis of
custom and, while accepting the legitimate influence
of competition, seeks to confine that influence within
reasonable limits”.

Cash rent and Kind rent—Rent faws deal with
rent patd in cash. But the rent of the pre-British days
was paid in kind i.e. in a portion or share of the grain
heap. This practice even now prevails in some parts
of India.

The kind rent bears a proportion to the produce and
50 in years of scarcity no hardship is felt which however
Meritsof S inevitable under a system of ﬁxed cash
Kind rent. fental. Many complicated questions dealt

in by the Tenancy laws are thus avoided.
Kind rent is an. automatlc way of apportioning the
relative shares both in case of increase and decrease
of production. ‘

The demerits of rent paid in kind are that the system
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gives rise to smuggling, wicsanty and
“'.'m'eﬁu' oppression. It lays the door open to under-

hand means. The system of cash payment,
howaver, is steadily gaining ground in India.

Land Settlement in India.

There are two kinds of settlement (i.e. method by
which the land revenue is determined),—
%Z?::,‘;':, Permanent and Temporary.  Under the
'l‘mpuury former, the amount of revenue hds been
fixed in perpetuity and is payable by the
Permanent, zamindar to thé government. It was
introduced by Lord Cornwallis in 1793.
It now prevails in Bengal, parts of Oudh and certain
districts of Madras.
Elsewhere, the settlement is Temporary.  Revision
Tempurass. of assessment takes place at intervals of 20
to 30 years. It is subdivided into Zamindary
and Ryotwari systems. The difference between the
wo is that in the former system the landlord pays the
revenue, in the latter the cultivator pays the revenue
direct to the state. Ryotwari holdings, again, are of
two kinds.  Either each individual occupant holds land
direct from government (as in Madras, Bombay, Burma
and Assam), or the land being held by the village
communily, the head of the village is responsible for
the payment of revenue on the whole wllage am
The principle that imp ts effected by i \
enterprise shail be exempt from assessment has been
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accepted by government and the cultivators are in a
pasition to use the land to the best advantage.

State intervention for protection of the cultivators
Land and tenants from the rapacity of the land-
Tenure~  owning classes,” has resulted in enactment
of alarge volume of tenancy legislations.
Laws have been passed in every province
and nom~ o give security of tenure to the cultivators,
SUCUPARSY  Tenants are either “occupancy” or “non-

occupancy tenants. For acquiring occus
pancy rights different provinces have different  laws,
but the principle underlying all laws has been the
unbroken cultivation of fand for 12 years.  Laws have
also been passed placing restrictions upon the enhance-
ment of rent. Rent of occupancy tenants can only
be increased either by agreement or by law suit.

Wages :—Labour is regarded either as unskilled
_or skilled, the agricultural labourer and domestic servants
belonging to the former -group, and artisans, masons,
carpenters and the like belonging to the latter group.
Generally speaking, the level of agricultural ‘wages is
lower than that of the urban worker,

But the agricultural labourer gets many things free
for which a town labourer has to pay. He gets freea
Payment of T2l hOUse to live in. Moreover, he gets
wagesin  ONe Or two meals a day and other amenities
kind, like a ration of tobacco. “Ordinarily a
farm labourer is fed,*or gets a certain fixed ration of
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grain, in return for regular service. He receives per-
quisites in the shape of an occasional piece of cloth,
an advance or a small gift to meet marriage expenses.”
The remuneration of agricultural labour in most cases
is paid in kind, a certain share of the crop.

A distinction is made between ‘real’ and ‘nominal’
wages. Nominal wages consist of the quantity of
Realand  OTEY given to a labourer in exchange
Nomioal  for the work. Real wages consist, in
o8 addition, of the various other amenities,
privileges and advantages given in exchange for his
work. A labourer's welfare therefore depends not so
such upon the nominal, as upon the real wages.

In the case of the indian agricultural labourer, there-
fore, free rations of meals, tobacco etc. constitute items
of real wages. Regularity and constancy of employment
are factors also in real wages. In this respect, the
agricultural labourer is at a disadvantage as for a few
fnonths he is out of employment every year, Another
item of real wages of the hired agricultural labourer is
the supplementary income he derives from the little
bit of fand he may happen to possess and cultivate
himself. The agricultural labourer is generally paid in
kind. The methods followed in paying the fabourers,
however, differ in the various provinces. In the Punjab,
for instance, either purely cash wages are paid, or cash
wages supplemented by food, tobacco, lodging,
clothing etc. or purely grain wages.
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InIndia no such thing as a universal rate of agri-
cultural wages prevails and it is so for obvious reasons.
The rate of wages in different provinces

Rate of 3
wages—its varies according to the extent of. their
sty e industrial progress. Money wages - of

provinces predominantly agricultural are
lower than the money wages of provinces like Bombay
and Bengal which are highly industrialised. Bearing
thisin mind, it may be said, however, thal there1sa
general indication that wages in all pasts of Inda -have
considerably improved between 1918 and 1928. A
comparison 5f the present conditions in India with the
pre-war conditions shows that the condition of the
Indian agricultural labourer has much improved.

Wages of industrial labour are generally paid in
cash. But the supply of labour is casual, even in
Wages of Organised industries, as during certain parts
::::‘:ill of the year the industrial labourer takes an

active part in agricultural operations. This
is most noticeable in the coal mining industry as illus-
trative of the ever-changing character of the labour
supply. Hence in a highly prosperous agricultural
year many of the coal miners do not resume work in
the mines at all.

The wage-eamer naturally possesses a certain
amount of independence unknown to the proletariat
‘Auri::::-r:l inthe Western countries. Hence in the
indutrial  event of an unemployment the distress is
Isbour- ot as acute as in those countries.
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" Monthly wages, and not weekly or fortnightly, are
generally paid. Provison is also made in some places
for housing accommodation of the labouring popula-
tion to induce it to settle with the family. In a few large
cities, a system of bonus payment (in addition to wages)
has been instituted. The amount paid depends of
course upon the length of service given. “This usually
means that a worker receives a gratuity of 5 to 10 per
cen. of his total wages after some 10 years’ service.”

‘Woages are either time wages or piece wages. Nor=
mally speaking, men-labourers are paid according to
Methods of time-work, women are paid Bypiece-work.
payment.  The time-work system prevails in the spin-
piece wages, Ning and the piece-work system in the
contract  \weaving industries. Wages are also eam-
worke and
gang-piece. ed in some employments by “contract-
worksystem. (o (for instance, in the building industry,
{oading and unloading works). Still another method
is the “gang piece-work system” which commonly
prevails among the miners where a certdin amount is
paid for each tub of coal and the amount is dsstributed
among the members of the gang on an already determi-
ned basis.

The distinction between ‘real’ and ‘nominal’ wages
is striking in organised industries, “Free quarters, hous-
-nﬂ ingaccommodation at less than the economic
[hg rent, cheap grain, free medical atterdance,
i'::mm‘:‘, free transport and occasional payments, are
sbour. frequently given in addition to wages.”
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The few years preceding the War witnessed a rise
of wages of all kinds of labour. Although accurate
Risein  Statistics are not available, but reports from
wagss.  the various provinces show that there was a
general rise in wages in the first decade of the century.
This rise, however, was not uniform. As the Director
of statistics observed, “it is interesting to note that the
rise in the wages of industrial labour has not been so
great as in the case of agricultural labourers and village
artisans.”

It must be realised that a rise in wages benefits
labourers only when prices of necessaries of life do not
When rising Tise in the same proportion as wages. An
brinor unprecedented rise in wages took place
labourers  during the war period. The need of war
materials intensified the demand for labour, the
supply of labour was considerably reduced by the
influenza epidemic of 1918. The cot of lving also
rose much with the result that the then prevailing high
rate of wages was found inadequate to support fife.
Higher wages were demanded ; quite a crop of strikes
took place and the demand of the labourers had to be
conceded as strikes were successful generally: The
wages reached a high level in 1921. The post-war
decline in the cost of living necessitated a fresh adjust-
ment and wages had to be lowered. Thus the Bombay
mill-owners proposed a cut in wages in 1925 as the
industry was suffering from a depression, a proposal
vehemently resisted by the factory: operatives,
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. It may be said generally that economic progress
has taken place between 1900—1914 and labourers
have considerably benefited. Since 1914 prosperity
has fluctuated. Despite the world-depression, however,
the condition of labourers has steadily improved. This
need not be interpreted as representing a blissful
condition of agricultural population.  Improvements
notwithstanding, millions of people are underfed. So
long Indian labour remains unorganised and wages
fail to get adjusted to industrial conditions, general
leve! of prices and cost of living, it seems rather.
difficult to ameliorate the condition of the labouring
population.

Interest. The price paid for the use of capital (ie.
excess of wealth produced over what is consumed)
is called interest. Capital originates in saving and
saving implies an abstinence ie. an abstention from
present consumption. Savers render a useful service
to society as capital is indispensable for purpose of
production of wealth. When the saver transfers his
savings to the borrower, the latter is put in possession of
wealth which is to be refurned at a future date. Present
goods are more tempting than future goods and hence
Element of the borrower has to pay back an additional
risk in amount of money, called interest. Another
intesest. o sson why interest is paid is that there is
an element of risk in advancing the money. Hence,
other things being equal, the. greater the risk involved,
the greater the rate of interest, The rate of interest
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depends (after making aflowance for risk) upon the
interaction of the forces of the supply of and demand
for capital.

The Indian money market is proverbially tight and
the insufficiency and shyness of capital account fora
Peculior  chronic high rate of interest. -It may be
S":"eﬁ""' lowered if conditions become favourable
Indianrate ie. if production of wealth increases so
of interest. 1+ more savings are effected, if illiteracy
is combated so that the investing habit is preferred to
the hoarding habit and if the country is provided with
adequate banking facilities.

The rate of interest varies of course with the nature
of the loan. Traders of good standing get loans at
Wgy bigh moderate rates. But the rates charged for
Ton loans to agriculturists and small industrialists
and necessitous people are generally extra-
ordinarily high. [t is sometimes as high as 300 per cent.
The village money lender still lies safely entrenched
behind his bags of silver bullets and his exorbitant
rates of interest remain unaffected. Co-operative
banks have, however, brought down the rural rate of
interest to a certain extent.

“The bank rate is the rate at which the Imperial
Bank will ordinarily advance money against govern
Bank rate, . Ment security, while the Imperial Bank
Bazarrate  hundi rate is'th,e rate at which the Imperial
Hundi rate. Bank will discount or rediscount first class
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three months’ bills, The bazar rates are those at
which the bills of small traders are discounted by
shroffs”,  The bank rate varies with the cash balances,
rising as the balances fall, and falling as the cash
balances rise.

During the busy season {from November to June)
the cash balances are depleted and the bank rate
i steadily rises. But during the slack season
ationein  (flom July to October) the money comes
““ Bunk  pack 1o the commercial centres. Thus it

starts with 5 percent in July and attains
to a height of 7 percent in the busy season. A
fluctuating rate of interest, however, is prejudicial to
a country’s industrial expansion. A steadinessin the
rate of interest will therefore goa long way in the
stimula;ion of our manufacturing and  agricultural
industries.

Profits—The entrepreneur or the organiser's share
in distribution is called profits. Profits arethe excess
of the selling price of a good over its cost of pro-
duction. ~ They are due to the trouble and risk of
management and the elements of success are shrewd-
ness in facing risks and skill and ability in organisation.
Butin adynamic society when inventions are taking
place, the more ingenious organisers secure a
differential yield as they show superior organising
abiliies.  This kind of profit is analogous to rent,
depending, as it does, upon special advantages, and
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disappears when these advantages vanish.  Inbom
talents, however, play a more important part than
executive ability 1n enabling different organisers to
eamn different scale of profits.

In India two classes of persons engaged in pro-
duction of wealth are the agriculturists and the

industrialists and so profits earned are either
Profits, 5 . .
agricultural agricultural profits or profits of organised
andindus- industries. The nature of agricultural
profits may be noted.

There is an alternation of profits and losses on
agriculture and in years of good harvest profits oceur
———— but in years of scarce .producticn or failure
of profits,  of harvest losses are incurred. Agriculture
andlosses o o precarious occupation and there is a
culture.  cycle of good and bad harvests. But those
parts of India where irrigational works exist, improved
and intensive methods of cultivation have been adopted,
facilities of credit have been provided for and consoli-
dation of holdings effected, the element of chance or
risk is greatly eliminated. Profits in dry farming, howe
ever, continue to be most uncertain and negligible.

On the whole, the agriculturists’ position has been
considerably improved by an extension of railways
Emergence inIndia and the oper)ing up of tlhe oca?[n
of middle- routes. The commercial crops yield satis-
mea. factory profits. But all the profis that
emerge may not be appropriated by the growers them-
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selves, There is a host of middiemen between them
and the final consumers of agricutiural produce and it
isthey who stand to gain most. What is true of the
cultivators is also more or less irue of Lhe cottage
workers, artisans and  crafismen, Difficulties of market-
ing, organisation and a general absence of literacy
have brought into existence a series of middlemen
who eat away most of the profits.
_ The profits of organised large-scale industries are
high enough. Thus the profits eamed in the textile
. industries (jute and cotton-mill industries),
Industrial & P Py 8 .
profits. plantation industries, mining and engineering
industries, also profits on banking and finan-
cing of the vast export and import trade of India
and profits of shipping industries are considerable.
During the period of the war, the cotton-mill industry
. experienced unparalleled prosperity .and the
:‘:}:h o mills worked at 2 high pressure and earned
f::;‘::: exceptionally high profits. This continued
" Upto the year 1920 when a boom had set
in; but the worlkd-depression which began in 1922
affected the industry most seriously. Other industries
such as steel, paper, cement also were affected and they
ceased to pay dividends. According to Mr. Wadia's
showing, the cotton-mill industry paid 105 per cent
dividend between 1905 and 1914 and 53 per cent
dividend between 1915 and 1922 Since then the
industry has fallen on evil deys and has been saved
from sure ruin by special tariff legislation passed in 1930.
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The jute industry is extremely well-organised and
Jjs dominated by European management. Highest
profits were earned in 1918, 1919 and 1920.  Having
regard to the facts that India enjoys a monopolistic
position in raw jute, that no other cheaper substitute
is available and that the industry employs up-to-date
machinery, inspite of temporary set-back the future of
the industry is well assured.

A sirking feature of the large-scale industrigs is
that their origin is foreign. The pioneers
of the jute industry were two Englishmen
and to-day it is a practical monopoly
of Scotchmen. Indian capitalists come forward
with their investment, but they take little part in organi-
sation and management. The same thing is true of the
mining industry which is also dominated by European
management. “The engineering industry, likewise, is
almost entirely in European hands ; while the plantation
industries owe their successful initiation and working
.to foreigners’ pioneering efforts”, The single exception
is the case of Bombay and the staple industry is of
indian origin. The only contribution, therefore, of
the people of India has been physical labour, butthe
direction and control of industries and the filling up of
the higher posts have always remained with the
Fored Europeans without a break. Hence the
oreiga X
management Oft-repeated complaint that the profits of
:’:';'“"":l';‘:" industries are carried by “the foreigners

may be a statement of fact, but they

Concluding
remarks.
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cannot be held responsible for this. [f a change m this
direction is to be accomplished and the profits are to
be retained within the country, there will be need for
“brains, adaptibility and hard work of those who
direct industry.” “The supreme need of the country is
for managers and foremen, for pioneers and entre-
preneurs.”



CHAPTER 7.
Exchange

Roads : In every country the system of commu-
nication is a prime requisite to prospetity.
Difficulties Byt the question of transportation bristles
of ran i . " iy
o reseni- with difficulties n India. Enormous dis-
s ia (ances have to be travelled, natural obs-
tacles in passing from one province to
ancther are formidable and even within a limited area
 the internal communications are hopelessly meagre in
the rainy season. The difficulties of communication
are age-worn and have exercised a great influence “in
rmoulding our political and industrial life.

Although by the end of the 15th century the means
of transport and communication have been revolu-
iy of tionised, by the. maintenance of postal and
o good raad telegraph services, railways, motor trans-
z“_‘;::' port, shipping facilities and of metalled and
tural unmetafled roads, a complete solution of
ﬁﬁ:”l‘ﬁ;_ the problem is nonattainable. Having

regard to the facts, however, that India
is a vast countty and inaccessibility of agricultural
districts in the rainy season is a great loss, the imprave-
ment of inland traasport is of paramount importance.
The remedy lies in developeing a system of trunk roads.
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The total mileage of metalled and unmetalled roads
maintained by public authority is upwards of 230,000
miles. A hopeful sign is the development of motor
transport connecting towns with suburban areas.
Private enterprise has, in many cases, connected out-
lying hamlets with market places. But India is ina
backward condition as regards first class roads which
alone can stimulate the development of motor traffic.
The economic importance of a good road system is
immense. The internal trade alone is valued at more
than Rs 1000 crores and roads connected with perma-
nent bridges can further stimulate agricultural produc-
tion and cottage industries. Industries may be decen-
tralised and thus lessen housing and labour supply
difficulties of the congested industrial areas. The
unexploited forest resources of India’can be better
utilised with an efficient road system.

Incidentally, the relative merits and demerits of roads
and railways may be discussed.
Roads may be constructed at a lower cost than
railways, though the weather conditions render the
. " mantenance of first class roads rather
Road and
Roslways— expensive. Moreover, hight traffic for short
::'::' ey, distances can be best developed by roads.
But for heavy loads and long journeys
sailways are most suitable. And roads and railways,
generally speaking, are not competitive, as the former
serve as feeders to the latter. What is needed, there-
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fore, is a co-ordination in road development in»the
varjous Indian provinces and pursuant to this a com-
mittee of the Indian legislature (appoinied in 1928)
recommended the initiation, of a Central Road Furd
and holding of periodical ali-india Road Conference.
It also recommended that the Railway -Department
should contribute to the development of roads.

Railways. Of all the means of communication,
the ratway s the most mmportant. Inspite of the tre-
mendous progress made and increase of mileage (In 1924
38,000 miles were under railways), many areas still
exist without railway communication. Thus India com-
pares unfavourably with England having 50,000 miles
and U. S. A with a quarter million miles of railways.

Lord Dalhousie, in his minute of 1853, dwelt upon
the social, political and commercial imporiance of rail-

ways berween the chief cities of India and
ﬁ‘:;"’z:‘ the Coust of Directors was convinced of
tonof  their utility. The difficulties of transport
ﬁ'j;x"‘ ™ during the Mutiny left no doubt as to the

necessity of speedy construction of railways.
The construction of railways may be summarised
under the following divisions:—

(a) Owing to the lack of Indian capital and enter-
prise, English Companies, with state guarantee of in-
Adoption  teTest on their Capital, wete formed. - Th’e
of the guaranteed interest was 5 per cent on Capital
Guarantee " . T

outlay (interest being paid 'in gold at 22d.

System—
Firat Period (o the rupee), coupled with the free gift of
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fand, a sharing of the surplus profits  with the,
govérnment and the selling of the railways to the govern-
ment after 25 vears at a rate specified and the exercising_
of effective control by government over the Company's
expenditure and working.

The results were disappointing. Inspite of efficiency
of administration, facilities of troops—mobilisation and
development of trade, the railways were
Discredit of N
the guaran- WOrKing at a loss and by the year 1869 the
tee syatem  doficit on the railway budget was 1663 lacs.”
As there was no inducement to economy and 1t was
believed that the railway could be more economically
“worked by direct state agency and funds borrowed at
a lower rate than the guaranteed rate of interest,
the Second period of Railway consiruction was
ushered in.

(b) This period dates between 1870 and 1880, The
Secretary of State raised money for the construction of
railways on the security of Indian revenues,
State Cons- - .
teuction and But the frontier wars necessitated conslruc-
::::?f tion of railways for strategic reasons. The
Rallways— Government was embarrassed by the famine
Second  of 1879 and the fall in the exchange value
of the rupee resulted in a formidable
handicap to government whose gold obligations it
réspect of interest and other charges were rather
disquieting.
(c). In the third period, government again returned
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to the policy of inviting private companies to construct
Iotraduc-  rajlways, but as the guarantee involved a
Rebate gold fiabiity which government wanted to
trma= avoid, a subsidy was offered instead. “Com-
perlod.  panies were offered 2 rebate on the gross
earnings of the traffic interchanged with the mamn line,
so that the dividend mightrise to 4 per cent, but the

rebate was limited to 10 per cent of the gross earnings.”

These terms proved unatractive and so they were
revised in 1896, this time the terms being easier for the
Revision of COMPaNies. The result was that a moderate
rebate boom in the construction of feeder railways
terns. -y -

Meanwhile, the government purchased some guaran-
teed railways on the expiry of 25-year contract. The
railways became state-owned, but some were managed
directly by state-agency, the management of others was
handed ever to the companies under certain conditions.
Thus a complicated system was evolved. Some rail-
ways were state-owned and state-managed, others were
state-owned but -company-managed and others were
company-owned and company-managed. In the mean-
time necessity was felt for a greater elasticity and better
co-ordination of the Railway Programme. The Rail-
way Board was accordingly created in 1905 but the
realisation fell short of expectations.

During the war period the railways worked under
high pressure and were strained beyond their capacity.
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On the termination of the war, the railway policy was
the subject of bitter criticism. The gravamen of the
charge was that the company-management of state-
railways was prejudicial to Indian interest, and there
was an insistent demand for ther nationalisation. The
Acworth Committee (1920) were of opinion that the-
present system of management by the Boards of Direc-
tors in London should be discontinued in future, and

ded ditect stat of railways
owned by the state. n 1923 in the Legislative Assem-
bly the non-official members carried a resolution in
favour of state-management,

It has been urged in favour of state-management
that :—

(a) The development of indigenous industries
‘Arguments and trade and Indianisation of the higher
f::n‘_';:* offices may be achieved under state-
ment management.

(b) Profits from railways will fll the state

coffers.

{c) The interests of poor third class passengers
can be adequately safeguarded under state-
control.

(d) The efficient state-management of railways
in Prussia, Canada, Belgium and elsewhere
is a positive proof that what has been attained
in these countries is capable of being
attained also in this country.
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{e) Most of the railways are state properties
and the bulk of the capital of the company’s
railways has been raised on the guarantes
of the Secretary of State.

These considerations led the majority of the
Acworth Committee to recommend state management
of ralways and reject the alternative of management
by Companies with an Indian domicile.

The arguments against state-management are :—

() That the Company-management would
State versus be  most  economical, as the interests of
ncz‘:':,'_";:’ shareholders have to be looked into.

¢ of ;
;:i.l‘w:yl. (b) That the state-management is exposed
A to the evils of bureaucratic management
guments o
againet  and that the unlimited resources the state can
state-man- .
fall back upon produces a demoralising

agement,
conseguence.

(c) The conviction that the state-management of
railways and for the matter of-that the
management of industries by the state is
detrimental to the interests of the industries.

What of the recommendation of the Acworth
Separation Committee and what of that of the Retrench-
of the Rail- ment Committee that the railways should
way from
the general be 50 managed as to yield a return of 5%

fimances.  per cent interest on capital at charge, the
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railway finances have been separated from the general
finances. And the definite annual contribution from
the Railways to the general revenues is regulated as
follows: The yearly contribution is fixed at 1 per
cent on the capital at charge. I the surplus, after this
contribution is made, should exceed Rs. 3 crores, 3rd.
of the excess over Rs. 3 crores were to be transferred
to the Railway Reserve and the remaining rd. were to
go to the General Revenues.

The opponenis of the Railway system have argued
Effectsof that railways have destroyed our indigenous
i industries and reduced India to the position
of ‘drawer of water and hewer of wood.’

But railways have produced many beneficial
results :—

(i) The famine problem has been transformed,
and prompt famine relief is now possible
because of efficient railways. Also their
construction and maintenance give employ-
ment to large numbers and agriculturists
have an altemative employment in times of
bad harvest.

(i} Rapid expansion of export and iport trade
has followed the initation of railway
communications. Prices have been equalised
throughout India- and Indian goods are
competing in the world markets.

(i) Railways have sumulated plantation and
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engineering industries, Jute and Cotton-mitl
and coal industries.

(iv) The village isolation is broken down and
mobility of labour encouraged. Large
industrial centres like Calcutts and Bombay
depend upon railways for supply of labour
which cannot be locally obtained.

A railway travel and the consequent mixing of differ-
rent castes in a compartment have produced a spirit of
Moral toleration and a weakening of caste prejudices.
The effect on pilgrimages 1s also consider-
able. .

An efficient administration has been possible.
Military defence is well provided for. And
railways are both a source of direct and in-
Financial. dicert revenue to the state.

Political
d

Waterways = —In the pre-railway days most of
the inland trade of India was carried on by water-
transport and it possesses certain fundamental advan-
tages over the land system of transport. The initial ‘cost
is negligible, except in the case of navigable works
constructed at a great cost; the maintenance charge is
also of little consideration.

No doubt the construction of docks, harbours
etc., is expensive, but the elaborate machinery main-
tained by the railway system is far more costly. That
is why bulky goods can be moved at lower rates by
boats and ships than by railways The advantages of
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water transport are most conspicuous in oceanic
transport, oceans serving as nature’s highways for
commerce.

As regards inland waterways, India suffers from
one limitation. Except perhaps the Indus, the Ganges
Inland navi- and the Brshmaputra which are navigable
gation by steamers almost all the year round, cthers
are unsuitable for navigation, Either the beds are
rocky and the movement of water is torrential (the
Nerbada and the Tapti), or the rivers get dried up
in summer. The numerous "tributaries of the largest
rivers are also navigable during the monsoon months
and open to small craft only throughout the year.
The total mileage covered by the navigable waterways
of Northern India is 26,000 miles. Peninsular India
is generally unsuitable for navigation, the Mahanadi,
the Godaveri and the Krishna being navigable only in
upper reaches. Our inland navigation was during
the Hindu and Mahomedan periods, in a flourishing
condition, but the raillways have affected it most
adversely.

India is deficient in her natural harbours and these
difficulties have been overcome by construction of
Marine-  ports and harbours to facilitate coastal and
Transport.  guerseas cc ications. The premier
ports are Bombay, Karachi, Rangoon, Madras and
Chittagong. “Before the advent of the iron or steel

hip, India had a considerable mercantile marine
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and a flourishing ship building industry.” - The open-
ing up of the Suez Canal in 1869 gave an impetus 0
steamship which brought about a revolution in ocean
transport.  And  British shipping companies  almost
monopolised India’s external carrying trade.  The
annual foreign and coasting trade of India is valued
at Rs. 800 crores, but she has practically no mercantile
marine of her own. It has been stated that 12 per.
cent of the coastal trade and 2 per cent of the
oceanic trade are carried n indigenous bottoms,
Acticulate Indian opinion has universally upheld the
cause of an Indian mercantile marine which can serve
a double purpose, namely, as a means of transport and
a means of naval defence in times of war.

A movement is set on foot for reserving Indian
coastal trade to Indian shipping. With this object in view
the Coastal Traffic Reservation Bill, known as Haiji's
Bill, was introduced into the Assembly in 1928. It
raised a vehement opposition on the ground that it was
an economically unsound proposition.

We may conclude this topic by summarising the
relative merits of railways and irrigation canals as
Comparison Means of communication. The cost of
“’a‘:{:z‘: navigation transport is less than that of
Canslsand railways. But crosscommunication and
Reilways.  foeder routes are more difficult in canal
routes.  Canal transport requites a greater time and
finally canal navigation may necessitate a diversion of
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water which may be more- profiably employed for
irrigation.

Aviation :—Aviation bids fair to rankas an im-
portant method of transport. India is fited by nature
to have a developed air route. The meteorological
conditions are generally favourable and the distur-
bances arising from the monsoon do not constitute a
stumbling block. The meteorological department
carries on continuous research work and it seeks to
determine the upper air movements and furnish all
informations calculated to safeguard air craft and
minimise the cost of flying. Certain parts of Burma
Special and India, for geographical reasons, are not
';'::l“ for capableof being developed by Railway Com-
ment b¢ munication and claims of aviation become
aviation.  jracigrible.  India is a large country and the
chief centres of commerce are situated at long dis-
tances. There may be considerable saving of time if
civil aviation is developed. Thus a night service bet-
ween Culcutta and Rangoon would save three working
days, a similar service between Calcutta and Bombay
two working days.

Advantage of aviation notwithstanding, financial
stringency has up to now retarded the progress. Sutveys
of air routes have been made and in some cases sea-
plane service has been preferred to land routes (e. g
between Calcutta and Rangoon). And this branch
of aerial activity is of special importance.  Aviation
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is at present in a rudimentary stage, but with im-
provement in the financial condition & more rapid
progress is expected.

Civil aviation is under the control of the Director
of Civil aviation and this department is included in the
Progress  porifolio of the Member of the Governor-
’,]:Eieem General's Executive Councillor in charge
of Industries and Labour.  An Indian State Air
Weekly Service between Karachi and Delhi was opened
in December 1929, as an adjunct of the air mail
between Karachi and England,  Promoters of this
service wanted to extend it to Caleutia and Rangoon,
but the plan was held in abeyance for financial
stringency. A matter for congratufation is that steps
are now being taken o complete the Indian section
of the All British Air Service from England to Australia.
Another notable feature is the running of the Karachi-
Bombay-Madras air mail with a possible extension
to Colombo.

Foreign Commerce :—The fact of Indja being
predominantly an agricultural country dominates the
course of her foreign trade. Agricultural products
like wheat, seeds, cotton and jute figure most prominent
in her export trade. -

But the trend of India's foreign trade of the 19th.
Astow  Century lay in an opposite direction. The
India’s for- exports consisted of manufactures of fine
eign trade. workmanship like cotion and silk texties.
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"The Industrial Revolution in England, the cheapen-
ing of ocean and sea transport and the con-
necting of India by a newwork of Railways brought
about a sudden change in her foreign trade. She was
reduced from a developed industrial country to one
concentrating on the production of food grains,
plantation products and raw materials. The export
of wheat in large quantities was possible after the
opening of the Suez Canal, The Crimean war gave
an impetus to jute export, Dundee having had to rely
on Indian jute instead of Russian flax and hemp.
Meanufactures were growing in England and the East
India Company exploited the agricultural resources, such
as Cotton, tobacco, indigo and jute which constituted
the raw materals for Btish manufactures. It was easy
enough for the British manufactures to make an inroad
upon the Indian markets.
There has been an increase in the volume of our
external trade. Thus the average annual value was
Rs. 873 crores in the perid 1865—1869,
5‘.’.::'::?‘., bu rose to Rs 437 crores in 1913-1914 and
fordisn  Rs 653} crores in 1924-1925. As noted
above, since the Industrial Revolution our ex-
ports consist of bulky agricultural and mineral products
instead of finished articles. The impotts, on the
other hand, are mostly manufactured goods. There is
an annual excess of exports over imports and this
balance of excess is paid forin treasures. And there
is & tendency of importation of gold by way of
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liquidation of a past of this excess. But arother patt of
the excess, instead of being paid in gold, is offset by way
of payments India has to make for the Home Charges.
Services of foreign banks, shipping and insurance
companves, profits of European merchants and sav-
ings of European officers remitted to England. In view
of the economic backwardness of India, the amount of
foreign trade ‘per capita’ is rather small, compared to the
position of more advanced countries. Another feature
is that although the foreign trade has increased enor-
mously, there has been no corresponding increase in
our inernal, coastal and trans-frontier trade. Another
trend is the diffusion of the export trade over the
different parts of the world. In 1855 England absorbed
75 per cent of our exports. At the time of the out
break of the war our export trade was diverted to the
continent of Europe, U. S. A, and Japan. England’s
share in our import trade correspondingly declined,
Germany and Japan coming into prominence. With
these general observations, we may proceed to examine
the imports and exports rather closely.

Imports :—The total value of imports of mer-
chandise in 1931-1932 was Rs 126 crores, the cor-
responding figure for the previous year being Rs 164
crores The decline was most felt in textiles, cotton
piece goods, grey and white, raw and manufactured
silk, wool and woollens. But artificial silk recorded
an increase in import. The metal group also recorded
a decline. Thus imports of iron and steel declined.
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Motor vehicles, rubber manufactures, sugar, mineral
oils all suffered from a decline.

The effects of the imports on the economic fife
Eftectsnf  Of the country are worth stating. Some of
m::‘:n the imports are consumers’ goods, namely,
mic life of Colton piece goods, sitk and woollen goads,
the people  buyilding materials, hardware, cutlery, mator

cars. bicycles, sugar, kerosine oil, provisions,
salt, medicines, glass, precious stones, matches and the
Those who KE- Their consumption has undoubtedly
;al::e ‘bene- helped in raising our standard of life and

as consumers of cheap goods we have cer-
tainly gained.

But these cheap machine-made goods have been
responsible for the decline of the indigencus industries.
T?-'m who Those who have suffered most by the
.uilqrnl impact are the handloom weavers, ail-
pressers, leather workers and other artisans engaged
previously in diverse cotiage industries. [n the transition
stage, the village artisans have been thrown out of
employment and have taken to agriculture mostly as
landless cultivators.

India imports also goods of a different type, namely
producers’ goods such as cotton yarn, raw wool and
silk, tools and agriculural implements, motor
vehicles, chemicals etc. These importations have
affected different people differently. Some have of-
course stood to gain, Thus metal workers, blacksmiths

1
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and weavers who still carry on have reaped the advan-
tage of using better and cheaper matertals in plying
their craft.  Another class of artisans,—the carpenters,
masons, wood cutters, colliery labourers—have gained
Howee S they are provided with more efficient
benefit tools. The scope of employment has been
";:'“:’;1':'_‘“' extended in railways, mining, cotton and

jute textiles, printing presses etc. Importation
of stores purchased by the government has brought
railways, irrigation, telegraphsand bridges into existence.
These have been powerful instruments in the modern
civilisation.

Those who have been adversely affected are the
manual labourers who have been -dislodged from the
oil-pressing, rice and flour milling and sugar industries
which are now conducted with up-to-date machinery.

One happy changein our import trade has, however,
just begun. Itis a slowly diminishing percentage of manu-
factured goads to the total import trade. The Indian cot-
ton mill industry and iron and steel industry have made
rapid strides and importation has accerdingly fallen.
Exports - —

The total value of exports in the year 1931-32
amounted to Rs. 161 crores, there beinga decline of
A;‘;gx"""“‘ Rs. 65 crores worth of goods as compared

to the previous year. There was a fall in
the export of raw cotton which suffered from a slump.
This was due to the world's depression in the cotton
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industry, a relative ‘decline in cotton manufactures also
took place. The jute trade also showed a decline owing
to the adverse conditions persisting in the world’s jute
trade. Exports in wheat also dropped and although
tice increased n quantity, there was a fall in value
owing to the low level of prices of food stuffs in the
world's market. The tea trade also had to face a set-
back, oil seeds had a 5 per cent decline in quantity and
18 per cent decline in value. Shipments of hides and
skins and lac also declined. Similarly there was a decline
in the value of re-exports.

The exports primarily consist of food grains and
raw materials and to a small extent of manu-
factured goods. The chief exportable goods are
cotton and cotton manufactures, jute and jule manu-
factures, tea, seeds, hides and skins, grain, pulse and
flour, metals and metal ores, lac, oilcakes, coffee,
tobacco, wood, timber etc.

The agriculturists secure better prices in the world's
markets. Crop-growing has been localised and the
— cultivators have been de'vo'ting more apd
the export MOFe acreage to “commercial crops” like
trade. cotion and jute. Thus is noticeable a
f‘i_::“:f_l-vi- tendency for the substitution of non-food
wagesand for food crops (rice and wheat). The
:'f":;g':i':“ consequence has been that agricultural
i wages have, on the whole, advanced. The
export trade has brought into existence

iary
industries.
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some minor industries as preparatory to their final.
exportation. Thus cotton ginning and pressing factories,
raw jute pressing factories, rice polishing mills, seed-
crushing mills, tea factories, crude leather-tanaing
industries have come into being.

One noticeable feature in the export trade is the
increase in the export of manufactured goods. This
also is a hopeful sign that the process of industrialisation
has been set on foot and that is why India ranks at the
international Labour Office at Geneva as an Industrial
couniry.

Balance of Trade—The normal feature of India’s
external trade is that there is an excess of exports of
merchandise over imports. Occasionally,
An
l-vum-ble India has to experience an adverse trade
;‘lg:“' balance 1. e an excess of imports over
exports as was the case in the years 1920
and 1921, But this is a rare phenomenon  the normal
trade balance being favourable to India. A part of
Howthe  thisexcess is paid for by import of treasure,
esien of  buta far greater part of it brings no treasure,
over . . e ,,
im;';n it being offset by the “invisible imports.
paid for.  The latter consist of the following items :—
(a}) Payments due from India in respect of profits
on banking, insurance and shipping.
(b) Expenses of Indian students studying abroad.
(c) Movements of short4erm capital due to the
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disparity in« money-rates in India and other
countries,

(d) Payment of interest and dividends on foreign
capital investment in India.

Trade With Principal Countries :—During the
pre-war period, both export and import trade tended to
be diverted from the United Kingdom to other countries.
The U.S. A. and Japan became important factors,
central Europe also came into prominence. On the im-

- port side, the United Kingdom supplied nearly 70 per cent
and the other countries participating in our import trade
being Germany and U. S. A. and others. In 1913-14
United Kingdom's share was reduced to 64 per cent, the
quotas of Germany, Japan and U. S. A having corres-
pondingly increased. On the export side, in the early
part of this century, nearly 30 per cent of our exports
went to the United Kingdom, 24 per cent to the Far
East, 7 percent to U. S. A. and the restto other
countries. In 1914 exports to the United Kingdom fell
to 24 per cent, to Far East to 17 per cent. Exports to
continental Europe rose to 29 percent, toU S. A to 9
per cent and exports to other countries rose from 15
per cent to 21 per cent. Since 1914, the chief features
of our foreign trade are:- The shares of Japan and
the U. S. A., have increased, while those of the United
Kingdom, China and France have declined. The best
imarkets for our exports are the United Kingdom, U. S.
A, Germany, Japan and France, And United Kingdom



166 INDIAN ECONOMICS

(inspite of her relative decline), the U. S. A., Japan,
Germany, France, ltaly have a predominant share in
our import trade.

It may be interesting, in this connection, to note
the very recent changes in the distribution of our foreign
trade. As between the two years 1931 and 1932 ;—
in the import trade, United Kingdom's -share fell
from 37 per cent to 35°5 per cent, the share of Java
severely fell from 627 per cent to 384 per cent,
Belgium also had a decline. Japan had a marked
increase from 88 per cent to 10'58 per cent. The
U. §. A. and the British Emprre, other than the United
Kingdom, had also an increased slice of our import
trade.

On the export side, United Kingdom and Germany
have shown an improvement, United Kingdom taking
27°89 per cent of our exports as against 2348 per cent
in 1931. The Empire countries, other than United
Kingdom, have also placed more orders with India.
Germany’s share shows a small increase from 647
per cent to 6'53 per cent.

Shipping :—Ship-building and shipping industries
constitute important industrial activities of matitime
countries.  But these are conspicuous by their absence
in Inda. Their importance, however, is easily
conceved. Not only are thousands of men employ-
ed ; the economic value of ‘a secure. and cheap
indigenous means of maritime conveyance s



EXCHANGE 167

undoubtedly high. England owes her prosperity to
f:;::;«;it the maritime greatness. The need for an
thipping  Indian mercantile marine was particularly
I‘;:ﬁ;.l‘.:: realised during the war which clearly
industrics. brought home to thinking minds  the risks
attaching to our dependence on foreign companies.
And the maritime history of India up to the [8th
century is ‘an eloquent testimony of her considerable
mercantile marine and a highly flourishing ship-build-
ing industry. The ushering of the Industrial Revolution
and the opening of the Suez canal meant a triumph
of steam navigation and steamship has thrust sailing
vessels into insignificance. “Thus has passed away
one of the great national industries of India after a long
Disipprar. 2nd brilliant history, covering, as we have
anceof  seen a period of more than twenty
Indian ship- . .

building —_ centuries. India is now without the most
induttey.  joanortant organ of national life. There
can hardly be conceived a more serious obstacle in
the path of her industrial development than this almost
complete extinction of  her shipping and  ship-
building”".

Our foreign trade is conducted now mostly in
British ships. Wooden sailing vessels, classed as native
craft, though numerous, contributed in 1914 to less
than one per cent of the tonnage. These were engaged
in trade with East Africa, Persia and Southern Asia.
Inadequacy An analysis of the tonnage of vessels engaged

of Indian
(hipping, in foreign trade reveals the slow bur sure
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disappearance of Indian marine. Thus British shipp-
ing accounts for 70, pet cent of the foreign trade
and 75 per cent of coasial trade, the British
Indian contribution being respectively 15 per cent
and 15 per cent. I[ndia has to pay as freight charges
at least Rs 50 crores every year. Her dependence
on other countries, for foreign and specially coasting
wrade, is very regrettable. The traditions of a nat very
ancient sea-faring people seem to have gone into
oblivion. An extensive sea board, foreign and coastal
trade of great bulk, and a teeming population with
glorious traditions offer legitimate grounds for a revival
of maritime activities.

_ Of late » movement for the revival of Indian
shipping and ship-building has been initiated. But
the resources needed for developing a

Perpooder- P P R
ance ot modern ship-building industry,—availability
:;;;3"‘.‘ of iron and steel machinery works—are

wanting. As regards shipping, a few
navigation companies that have been started afford no
encouraging results. It is doubtful+ whether they can
survive at all, in face of adverse foreign competition
and deliberate rate-cutting, without adequate state
aid.

Free Trade and Protection.

The economic policy of the Indian Government
during the latter half of the 19th century was based
upor the “laissez faire” or freetrade principle and
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until 1916 Indian tariff policy was regulated on that
principle when, for increasing the revenue, drastic
steps had to be taken and customs duties were
successively increased. Thus a change of policy
appesred and the effect of the changes in the tariff
systen has been more or fess protective in character.
‘We may briefly state the arguments on which free
Freotrade, traders base their doctrine :—
it creed.

(1) The capital and labour of every country are
naturally limited andit is of the utmost
importance that they would be most effec-
tively utilised.  Hence the government

_ should not interfere in the employment of
Fullest uti- . N "
lisation of o the productive energies of a nation. Rather
eountry’s  the economic laws of supply and demand
supply of . 5
labour and would determine the direction of employ-
eapital.  oont of labour and capital into industries
in which the nation has a comparative ad-
vantage.  This:leads to national speciali-
sation.

(i) The good or goods thus produced would be
Production exchanged for others similarly produced in
:::nq:;; other countries of the world. The result will
goods most be that each good will be produced and
effectively
conducted. obtained in exchange at the least cost. The

ends of production and consumption would
be met at the least sacrifice,
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Esch nation thus would be a nation of experts
and it is urgued that it is better for a nation to be a
master of one industry than a jack of many industries.
The advantages, in brief, will bethose of international
division of labour and any attempt to divert labour
and capital to other channels by manipulation of tariff
rates would produce disastrous consequences.

Sound as these contentions are, there are some
convincing limitations. Free trade doctrine is cosmo-
. politan, it tends to promote intemnational
Limitations . )
of these  Co-operation and throws the interests of
arguments. ndividual nations to the background. For-
eign competition may prevent a nation, for instance,
from applying its labour and capital in any industry
in which it may have a theoretical, potential advan-
tage. “The superiority of one country over another
in a branch of production often arises only from
having begun it sooner.” Hence the natural advan-
tages of a country may be offset if another country,
Advantsge having the advamage of an earlier start,
of an early Would prove a formidable rival and hinder
atast. its development. The result is that the
progress in the former country may be very slow, even,
indefinitely delayed. The German economist List has
lucidly expressed this idea and Professor Pigou has
summed up the position as follows :—

“The main element of productive power, whose
development involves a long process, is a population
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trained in the general atmosphere of industrial pursuits.
If a country is entirely agricultural and has no import-
tant class of arisans or factory workers, the skill
required for starting any particular kind of mill Wil be
very difficult to get. ‘Masters, foremen, and workmen
rmust first be either trained up at home or procured from
abroad, and the profitableness of the business has not
been sufficiently tested to give capitalists confidence in
its success’.”

Moreover, the advantages of international division
of labour are, in many cases, more appatent than real.
Specialisation in production may not always
conduce to the best interests of a nation.
enct  The development may be one-sided, as of
an ubuzlute
pu a purely sgricultural country, and the

adverse effect which it produces on the
national character must not be overlooked. Conside-
rations of national self-sufficiency, particularly national
deence, make one sceptical of the advantages of free
wade. This argument is particularly relevant -in India
which produces raw materials and food stuffs in
abundance and adoption of free trade would never
enable her to realise industrial potentialities.

Protection is a negation of the principle of free-

exchange of commodities between nations.
Grounds . < s . . "
orowhich  Itis associated with the ideal of national
;’_’::';‘_‘::“’ selfsufficiency.  The capacity of a
their doe-  nation to produce wealth is held to be more
trine. important than weslth itself,

Extreme
sa-
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d )

rists have many

some of which are as follows :

0]

ldea of a
favourable
lance

of trade.

(i)

Home
market
argument.

(i}

Employ-
ment of
labour
argument.

(v)

The maintenance of a favourable balance
of trade i. e. excess of exports over imports.
Exports are good as they bring in money,
and imports are bad as they have to be
paid for in money. This is, however, a
crude mercantilistic idea and is an explo-
ded theory. Money can never be the be-all
and end-all of life.

Protection creates a home market. The
imports are checked and goods formerly
imported are made in the country and thus,
it is argued, an additional market is created.
But the fallacy in the argument is that the

cutting off of imports entails a cutting off of

exports oo, The home markei offers less
in exchange than formerly obtained by
foreign trade.

Prolection creates employment for. fabour.

The shutting out of 1mports means creation
of more employment for men who make in
the country things which were formerly
imported. But the shrinkage of exports
which a curtailment of imports engenders,
will require less labour in the former,
though more in the latter.

Protection raises wages and keeps wages at
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a high level. Protection, it is urged, stimu-

) lates industrial expansion and over the

High wate® \whole range of industries protected, addi-
tional fields for employment of labour are
created. Hence free trade between 2
country of high wages and another of low
wages will be detrimental to theformer
country. But this apprehension is unfoun-
ded as the cause of high wages is high
effectiveness of labour. This is why high
wages and low prices co-exist in a country
and such a country is not universally under-
sold by countries based on a lower wages
level.

(v) Protection is advocated on the ground that
infant industries have to encounter initial
Infant difficulties and therefore cannot meet foreign
industcy  competition. It is added that agricultural
srgument. goods and raw materials offer no prospect
for prolection, but manufacturing industries
lyingin a state of infancy stand in need
of protective tariffs, There are however

many limitations on this argument. .

(vi) Political considerations_ have weighed much

in favour of protection. In matters lke

Nstavii solls shtppxqg and defence which are consldefed

sufficiency More important than opulence protection
srgument. ¢ hailed with delight.
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(vii) Protection has also been justified on the.
ground that it provides for a diversification
of industries. Under free trade, so it is argued,

Divensifica- . & . ¥
tion of there is a narrow range of industries. This
industries  5rodices a deficiency in the intelligence of
argument. B
the people. They lack adaptability and
become conservative in habits. Diversified
industries make for social and educational
advancement and create an alertness of
mind. Predominance of agriculture produces
economic  conservatism and hinders the
development of social freedom. Industrial
occupations, on the other hand, increase
the openings for varied types of ability
and character and conduce to a higher
level of intelligence amongst the masses.
Discriminating Protection for India—The
question that presents itself is: should India follow
the Free-trade or Protectionsst policy for purpose of her
economic salvation ?  Mention has already been made
of the fact that the general increase of customs duties
for augmentation of revenue resulted in the departure
Indin plode from the free trading policy and the tariff
gedton  system tended to become more and more

’[’]‘;E:r{;i',_, protective, The adoption of the right
ting fiscal policy for India was a matter of the
Protection.

utmost importance. The Indian Fiscal
Commission was appointed to go into the question
and it declared itself in favour of a policy of protection
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to be applied with discrimination in the selection of
industries for protection.

Restrictions on freedom of trade involve immediate
loss, the prices of goods under protection rise and the
consumers suffer.  But the ultimate gain will outweigh
the burden which protective duties impose and the
end therefore justifies the means. Protective duties
“are like “crutches to teach the new manufactures to
walk” and “the cost of the crutches is more than
repaid” when the industry is established.

There are special circumstances which justify
India adopting a protectionist policy. As an agricul-
tural country her natural resources are of undoubted
advantages. The natural supply of raw materials is
large and the potential supply of cheap labour and
power resources is abundant. The jute and cotton-
mill industries exist in a high pitch of efficiency.
Hence the inference that, given favourable opportuni-
ties, India can turn her natural resources to manu-
facturing products, is not at all unwarranted.

Creation of a Tariff Board. The Fiscal
Commission, however, was of opinion that protection
granted indiscriminately to industries would do more
herm than good. Hence it recommended the appoint-
ment of a Tariff Board which, before advising what
rate of protection should be recommended, would
satisfy itself that three essential conditions are fulfilled.
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The conditions, as laid down by the Fiscal Commission
are :—
(i) “The industry must be one possessing
natural advantages, such as abundant
Three essen- .
tial condi-  supply of raw materials, cheap power, a
;‘:;'e:“;:n sufficient supply of labour, or a large home
market,” (in other words, if India possesses
natural advantages for the industry).

(i} “The industry must be one which without
the help of protection either is not likely to
develop so rapidly as is desirable in the
interests of the country” (in other words, the
industry must be one that is unlikely to
develop without initial protection).

(i) “The industry must be one which will
eventually be able to face world competition
without protection”’.

From the above conditions it is clear that industries
presenting advantages of large scale production and
meeting, in the long run, the entire home demand,
would be the most fiting subjects of protection.
Moreover, new industries would not be tried as they
would involve a great hardship on the consumers.
These had better be encouraged by state aid such as
bounties. The dictum that was adopted is, “Nurse
the baby, protect the child and free the adult.””

The steel indusiry and a number of industries using
steel as raw material were first investigated by the Tariff
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Board. Both protective duties and bounties (later
abolished) have been granted to the steel industry, the
former expiring in 1934 Various other industries
followed suit and appealed for protection. These
include industries such as :—

(a) Paper and paper pulp—the Tariff Board
recommended a bounty on research for the
industry, but gavernment preferred protective
duties on certain kind of paper,

(b) Cement—the Board was unable to recom-
mend protection, the industry suffering from
over-production.

Cotton-mill, for which a minor measure of
protection was conceded,

(d) The Coal and mineral oil—disallowed by

the Tariff Board.
Besides these there are several other industries which
are under consideration by the Tariff Board.

(c]

Imperial Preference—This a movement cal-
culated to bind the British Empire more closely and
organically than at present. By way of consumnation
of the deal India was invited to join the scheme as she
is a part of the Briish Commonwealth.
One advantage will be the development
of the Impérial resources and the Empire
will be self-supporting in respect of food supplies, raw
materials and essential industries.

12

What it
means.
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The Great War demonstrated both the germs of
strength and weakness of .the British Empire. Pursuit
of a concerted action by the Empire and the
zf:"’“‘ of marshalling of its economic resources were
War, helped in a vigorous prosecution of the war.
The instability of Indian industries, manu-
facturing and agricultural, proved a vulnerable point.
A more fully developed Indiawould make for the
solidarity of the Empire and enable the United King-
dom no more to depend upon foreign supplies of
raw matenals and food stwffs, the danger of which was
sufficiently grasped in an hour of common danger.
An urgent problem thus was to organise the Empire
on a more stable foundation and imperial preference
was advocated a5 an effective means for realisation of
the deal.

The idea underlying the scheme may be thus stated :
‘Within the Empire there shall exist no restrictions of
trade (or at any rate, there shall prevail free trade).
Preference would mean that goods imported from the
favoured country pay a lower duty (or the duty on
foreign importation may be higher than the other rate).
In other words, preference means that goods from the
favoured countries pay duty at a rate lower than the
general import duty on foreign countries.

Sir Roper Lethbridge, a warm advocate of imperial
preference, was of opinion that it was the next best
alternative for India to protection {which, by the way
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was unattainable in the early part of the nineteenth
century, England being based on the orthodox
free-trade).

Both protection and preference, being departures
from free trade, impose loss upon the consumer (it also
may mean loss of revenue). But under protection the

consumer’s interest is sacrificed for the bene-
f::;:" fit of the domestic industries, and under
tween pre- preference he is made to suffer for the
:,'::,';3,::" benefit of the favoured foreign manufac-

turers. Preference also causes a loss of
revenue. When import duties on foreign goods are
higher than those on goods of the country preferred,
the former are replaced by the latter. The higher
price paid by the domestic consumers does not
il state coffers, but simply enrich the producers
of the favoured country._ :

In 1903 the Government of India, after con-
sidering the advisability of India entering into this
scheme, came to the conclusion that “from an economic
standpoint India has something, but not perhaps very
much, to offer to the Empire, that she has very little
to gain in return, and that she has a great deal to
lose orto risk” This is evident from the following
considerations :—

(a) Nearly 60 per cent of our manufactured
imports are obtained from the United King-
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dom, so preference will be of advantage
to her.

Nearly 70 per cent of our exports, which
rmostly consist of raw materials and food
stuffs, are absorbed by countries other than
the British Empire. The demand for them
is keen and they get free admission to
foreign markets, Discrimination by India
against foreign countries may be followed
by retaliaion. Some have argued that
India stands on a vantage ground and that
she need not be afraid of retaliatory measures
being adopted against her goods by foreign
countries, as she produces goods indispen-
sable for them. But a litfle consideration
will show that except for Jute, India does
not enjoy an enviable position and so her
import trade may suffer. Neither is there
any prospect of the loss in foreign exporta-
tion being compensated by the Empire
buying more of India's exports. Not only
a shrinkage in export trade is apprehended ;
the confining of our export trade to the
Erpire countries may fetch less favourable
prices to the Indian producers.

It 15 also apprehended that the Indian con-
sumers will suffer. The effect of preferen-
tial duties on prices depends upon the
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proportion which the particular “imports
from the favoured country bears to simifar
imports from other countries. In the words
of the Fiscal Commisston, “If the proporton
of the market supplied by the favoured
country is large, the burden on the con-
sumer will be small, or possibly there will be
no burden at all. So long, however, as the
supply from the favoured country is smail
relative to the total supply, the consumer
will suffer.”

Ancther disquieting feature is that Imperial
preference will diminish foreign competition,
and the result will be that we shall receive
less for our exports and pay more for our
imports.

Now that [ndia has won fiscal autonomy and
faunched upon a policy of * discriminating
protection ” which is bound to impose a
burden on the domestic consurrers, the pre-
ferential system might be prejudical to India’s
industrial regeneration. The retention of
higher duties against goods of non-preferred
countries might operate to weaken the pro-
tection granted to our industries.

Adoption of the preferential tanff system is
neither most advantageous to England her-
self. 60 per cent of her imports which
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mostly consist of raw materials and food
stuffs come from non-Empire countries and
50 per cent of her exports go to such couri-
tries. Adoption of a preferential duty wifb
raise the price of raw materials and food
stuffs in the PBritish market. This will raise
the cost of living in the United Kingdom.
Prices of manufactured goods will also rise.
because of enhancement of the price of
raw materials and thus imperil her industries
in foreign countries.

Finally, it has been said that the offer for
preference should be a free and spontaneous
gift, not a bargain.” The anti-Indian legisla-
tion in the statute books of the British
Colonies has caused great distrust and bitter-
ness in India.

o

(g

It may however be concluded that political reason
should not be allowed to preponderate over the gcono-
mic. Enlightened public opinion demands
that India should follow a policy of recipro-
city with the Colonies some of which have already con-
ferred certain preferences on India. India should
certainly do her mite in the cause of Imperial solidarity,
and poor as she is “no burden will be too great for
india if she is made to feel at home within the
Empire.” Neither should one look too narrowly at
the balance of India’s loss and gain. Qur vision should

Conclusion.
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neither be blinded by merely looking at the matter from
the Indian and thus ignoring the Imperial point of
view. ‘

One must remember that India now enjoys the
protection of the ubiquitous British navy in return for
a nominal contribution. ~ As the Fiscal Commission has
rightly observed, “we do not forget that the United
Kingdom is the heart of the Empire, that on its strength
“depends the strength and cohesion of the Empire and
that its szrength is bound uP with the prosperity of its
export trade, .,




CHAPTER 8.
EXCHANGE (CONTD.))

No right understanding of the present currency
system is possible unless certain  relevant facts inf its.
earfier history are stated. And this history and the
distinctive landmarks of the different periods may be
outlined :

Currency—Metallic :—At the beginning of the
19th century no unrform standard Coin existed in
First period British India. In Northern India, silver
;E:::z;y was the standard of value, gold coins
19th being concurrently used. In  Southern
St Indis & gold standard and a gold currency
:‘ﬁi;‘:‘“ prevailed. Throughout India two standard
Coins. comns of both gold and silver existed, but they
were dissimilar in size and wesght and denominations.
The East India Company is reported to have found 994
coins of bewiidering variety in use in india. A demand
for a uniform coin was  thus legitimate. The Court of
Directors of the Company preferred a silver monome-
talfism and declared that “silver should be the universal
money of account” in India. But gold was not intended
to be removed from circulation. Action was taken
in 1818 when a silver rupee was substituted for the
gold pagoda as the standard Coin of the” Madras
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Presidency where gold coins remained in circulation
for hundreds of years, The final step was taken in 1835
when the present silver Coin was formally
established. It became the sole legal tender with free
Coinage (in other words, the face value of the silver
Coin and its intrinsic value coincided), and goid Coin
was not to be a legal tender of payment. Although
gold ceased 1o be legal tender as between individuals,
the provision regarding the coining of the gold mohar
showed that the E. {. Company did not entirely
discourage the use of gold mohars (called “15 rupee
pieces”) by the people.

By a proclamation of 1841 public ireasuries were
o authorised to receive gold mohars at the
Perind—  rate of Rs. 15 for | mohar in payment of
‘E;o:g_;zss public dues. This resulted in an extensive
Demone-  use of gold mohars. But the gold Currency
lg‘n“l:!i.nn °f tad to be demonetised m 1853 when the
proclamation of 1841 was found to be
embarrassing to the government for circumstances over
which they had no control. Extensive discoveries
of gold in Australia in 1848 and 1849 caused the
value of gold to fall relatively to silver Gold became
over-valued (according to the 1841 notification ratic of
15: 1) and people began to pay their dues in the
depreciated gold coin. By the notification of 1853
gold was demonetised and no gold coins were to be
used on account of payments due to the government,
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In 1864 the Chambers of Commerce of Bengal,
Bombay and Madras memorialised the Government of
India for a gold currency and in November a notifica-
tion was issued by which Soveriegn and half-Sovereign
Mamfield  Were receivable at government treasuries at
Commis.  Rs. 10 and Rs. 5 respectively. The agitation
son for declaring sovereigns legal tender was conti-
nued and in consequence in 1866 the Mansfield Commi-
ssion was appointed, It recommended the Coining of
Rs. 15, Rs. 10 and Rs. 5 gold coins and also that the
Currency should consist of gold, silver and paper. The
only action taken was the raising of the rate of
sovereigns and half-sovereigns to Rs. 10} and Rs. 5§
respectively. The other notable features during the
period under review were demonetisation of silver
and adoption of a gold standard by Germany in 1871,
to be followed by the countries of the Latin Ubion
(France, Belgium, ltaly and Switzerland) who suspended
in 1874 the free coinage of silver. The effect was
that the gold value of silver began to fall steadily. 1
1872 another attempt was made to introduce a gold
Currency 1n India and declare it legal tender. But
in 1874 the Government of India decided ' against
the recognition of gold as a legal standard of
value.

The fall in the price of silver was rapid ; on the
other hand, gold was steadily appreciating in value
owingto its increasing demand for currency. and . a
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decline in its production.” The relative value of
Third per- gold and silver was seriously disturbed.
iad 1874~ Sjver came into the Indian mints_in
Rapid hordes and emerged as rupees. The
fall in price .
of Silver—  fupee currency was overplus and a rise
;‘ll’l?:;': :d‘ in prices ensued. The government of India
wnstaple . was faced with financial difficulties in
‘"l'""‘e' meeting their gold obliganons in London
(calied the Home Charges). The fall in exchange
slso upset trade  and discouraged the much
needed mpott of foreign capital into India. An
attempt was made to seek relief n an international
agreement which might cause a rise in “the gold
value of siver by stimulation of its demand. The
international conference convened for this purpose at
Brussels in 1892 could accomplish nothing. The
Government of India clung to the hope of adoption of
Bimetallism by the commercially strong nations of the
world, But they thought it undesirable to abandon a
gold standard and a gold currency in favour of bime-
tallism. In the meantime, in 1892 the Government of
India emphasised in a despatch, that should the Brussels
conference fail, the Indian mints should be closed to
the free coinage of silver and that arrangements made
for the introduction of a gold standard.

The whole question: was examined by the Herschell
Committee which decided in 1893 to close the mints
to the-unrestricted coinage of silver, the govern-
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ment reserving to itself the right of coinage. At
the same time it was declared that gold coin and

bullion would be received at the mins ‘at
Fourth Per- p .
iod, 1893. 1s.4d. tothe rupee. The object aimed
::“0 Hers- o4 by the closure of the mints, was to give
mittee and the rupee an artificially high value by
closing of
Ciatste making its supply scarce in relation to its
freecoinage demand. A gradual recovery of trade
of Silver.

revived the demand for the rupee and its
exchange value began to rise, and by 1898 it reached
the 1s 4d. rate. Although gold was receivable at the
mints, it was not made a legal tender, the rupee
coin was the only legal coin and no legal relation
therefore existed between rupees and gold. Thus the
rupee was severed fromits silver content, but it was
not anchored to gold and the Currency system from
1893 was assuredly provisional.

The period of transition had to be terminated.
The Fowler Committee was appointed in 1898 to re-
commend for the establishment of a satis-

Report of

the Fowler faclory currency system.

committee L
recom: The Fowler Committee, in refecting the

di "
:':;Jnf‘,,, proposal to reopen the mints to the free

Tener for  coinage of silver, recommended that the

indian mints should be thrown open to
the unrestricted coinage of gold The goal was
stated to be the adoption of gold both as a standard of
value and as a cumency. The  exchange value
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of the ripee was to be fixed at Is. 4d. The sove-
o reign was to be a legal tender and "current
recommen. coin. Moreover, the profits from the coining
dafions. o nynces were not o be absorbed in the
general revenues of the government, but to be set apart
in a special reserve, called the Gold*8tandard Reserve.
The Reserve was to be available to secure the con-
vertibility of rupees into sovereigns.

The official rae of exchange was fixed at Is. 4d.
Sovereigns and half-sovereigns were declared unlimited
Govern,  leg2l tender. The gold mint was not set
ment action up. The reserve, constituted out of the
;:,:,l;:, profis of the coining of rupees, called first
%‘::;il“‘ﬂ" the Gold Reserve and since 1906 the Gold

Standard Reserve, was set up in 1900, It
Was located in London and the reserve was held in
British securities instead of in liquid gold. -

An important landmark is now Tesched. The
Fitth pe- Fowler Committee visualised.a gg]d standard
riod, 1900 with & gold Currency. But since 1899
'5:-113[::5;.- government drified into a monetary stand-
tion of the and called the Gold-Exchange-Standard.
rupesal  This is -merely a gold standard without a
through the oold currency. Under this system, gold
mechanism ] i :
of the Gold  does not circulate freely within the country,
g“:"_‘;:"‘;" silver or any other cheap currency is the

internal currency, but the latter is made

convertible intp the former for meeting foreign
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obhganons, at & ficed maximum rate of the local
Mech currency. The gold reserves necessary ‘to
underlying provide these remittances are kept abroad, as
g‘;&::;. the object is to make gold available ata
Standard-  foreign centre to facilitate international pay-
ments. “The GMKd-Exchange-Standard arises out of
the discovery that, so long as gold is available for pay-
ments of international indebtedness at an approximately
constant rate in terms of the national currency, it is a
matter of comparative indifference whether it actually
forms the national currency’. l

Consistent with this idea, the practice of importing
gold o India in years of favourable balance of trade,
to be shipped back to London at government expense
after gold was handed over to government by the
people 1n exchange for rupees, was considered un-

ary. And the practice followed by

Sale of . gL
Council retary of State of selling council bills
:’liulahs:im, (against gold dep din London, the coun-
tary of cil bills being cashed in India at government
State,

treasuries) to enable India to meet the
*“Home Charges”, was extended in 1904. The object.
was to prevent embarrassing accumulation of gold in
India and in 1904 the Secretary of State declared his
intention of sefling Council bills on India without fimit
(i.e. over and above the requirements of the Home
Charges) at Is.4¢d. which was the nggnal gold export
point from London to India.
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This system worked smoothly until 1907 when a
Cibinet crisis in Indian exchange took place. Owing
1907. - to the failure of the Cotton crop the nor-

mal balance of Indian trade was reversed;
there was a financial crisis in America which caused a
monetary stringency all over the wélld. Council bills
became unsaleable. The stoppage of sales of Counci
bills was not enough. There was an insistent demand
for the export of gold from India. The gold of the
Gold Standard Reserve might have been drawn upon,
but the resources were not liquid (they consisted of
securities). It was decided 10 sell in India sterling bills
‘on London, but there was a drastic limit to such sales.
Exchange fell to 1s344d. The prospect of the crop
of the ensuing year was bright and the financial difficul-
ties were tided over, The rupee was finally established,
but the struggle imposed a heavy dgin on the gold
resources of India.

The appointment e Chamberlain Commission
(1913) and the publication of tts report in
the Cham- 1914 marks a new phase n our currency
berlain sion DStONY. The Commussion decided that the

Commis

“Fhe God Gold-Exchange-Standard should be streng-
Exchang® thened and that gold currency was not
indicsted. pecessary for India and that the paper cur-

rency system should be made more elastic.

The Currenq.‘&y/sxem was subjected to the strain
of the Gre%f ar. The outbreak of the War
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caused & panic resulting in a general dislocation
Sisthpe-  of trade and business. Exchange weakened
wf,;:::d and was met by the .sale. of reverse
Dislocation Council bills. This lasted till the end
of trade and

business.  Of 1916.

From 1917 to 1919 the rate of exchange rose ab-
normally. The balance of trade was highly
unfavourable, War conditions interfered
Tnthe Rete with the normal flow of precious metals
:.',,.,g, into India. The burden of liquidating the

favourable balance of trade devolved upon
the government. Buta tremendous rise in the price
of silver necessitated a raising of the ex-

Exluoxdl

& . !
:epnnﬂbmg— change value of the rupee. This was in
g:f_!sn’:;:'; pursuance of the recommendation of the

—the 26, Babington-Smith Committee of 1919 which
gold Ratio.  jvised that the rupee should be fixed at 2s.
gold i.e. that the rupee should be linked to gold and not
to sterling (paper). This recommendation was accept- -
edin 1920. From 1920 the balance of rade became
adverse and there was a heavy excess of imports over
exports.  Stabilisation of exchange at 2s. gold became
impossible. And measures taken to bring up exchange
at 2s. produced disastrous effects on Indian exchequer.
Failing to do it, government tried to maintain exchangé
at 2s. sterling.

Seventh Period —From 1920 Government aban-
doned the attempt to maintain exchange at 2.
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sterling. The adverse balance of trade persisted.
The price of silver was falling. The com-
bined influence of trade and fall in price
of silver resulted in a fall in exchange until
in December 1921 it reached 1s. 3%d. sterling (or Is.
1d. gold). The rupee reached ls. 4d. sterling in
State of ex. 1923 and Is. 4d. gold (or 1s. 6d, sterling)
change.  in October 1929. In April 1925 sterling
reached gold patity and Is. 6d. sterling became equi-
valent to 1s. 6d. gold.

Post-war

History
1920-1926

Eighth Period.— The Royal Commission on Indian
f::-l_ﬂil' Finance and Currency was appointed in
Reportof 1925 under the chairmanstup of Hilton-
g“ Hilton- Yong. The main recommendations of this

oung Co- i
mmission. COmMission are :—

(a) The superseding of the -old sterling-exchange
standard by a gold standard, but without the
introduction of an actual gold currency.

(b) The rating of the rupee at a new legal ratio
of Is. 6d. to the rupee.

(¢} The creation of a Central Bank to be designat-
ed as the Reserve Bank.

With this rather long history of the Indian currency
system ranging over a period of nearly 150 years, it
The Gold Will repay discussing the essentials of the
Beilion Gold Bullion Standard as postulated by the

tandard. ” -
Hilton-Young Commission.
13
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The ordinary medium of circulation in [ndia should
remain, as at present, namely, rupees and currency
notes.  Gold would not and need not circulate freely
its impli- a5 money. It would, however, be the
eations.  standard of value and the rupee would be
linked to gold. To attain this an obligation would be
imposed on the currency authority by law to buy and
selt gold without limit at Is. 6d. to the rupee, but in
quantities of not less than 400 ounces of fine gold.
The object for which gold is needed would not be
enquired into.  This obligation, it may be remarked,
constitutes “the cardinal condition and compelling
force” for maintaining the stability of the gold value of
the rupee and stability of exchange.

Paper Currency—lt ought to be pointed -out
that the metallic currency is not the only form of-cur-
Creation of T Government Currency note is another
the Paper constituent element. The early history of
g:;;:;‘,;'m, paper currency may be stated in a small
in1861  compass. Previous to 1861, the three Presi-
for issue of
government dency Banks of Bombay, Bengal and Mad-
currency  ras used to issue notes which had a restricted

circulation. The passing of the Paper
Currency Act of 1861 gave government a monopoly of
note issue and the notes of the Presidency Banks were
withdrawn.

The principle underlying the issue of government
notes was simple. It was modelled on  the Peel’s Bank
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Charter Act of 1844 and the chief features remained
Rulesre, Unaltered dll 1914. ) The Act of 186!
garding  authorised issue of notes up to Rs. 4 crores
et against securities of the Government of India
{called rupee.securities). This limit (of un-

covered or fiduciary issue) was, however, raised from
B time to time by special Acts. Thusin 1871 it
Bateing of \yas Rs. 6 crores, in 1890 raised to Rs. 8crores
m‘ll‘l;l: andin 1897 to Rs. 10 crores and in 1925
1o time, to Rs. 12 crores. The composition of the
securities underwent a change as well, as

sterling securities up to Rs. 2 crores could be held in
London. In 1911 the fiduciary reserve was Rs. 14
Divscsl crores of which Rs. 10 crores were rupee

iversion of " Py

a portion of and Rs. 4 crores sterling securities. But
ﬁ:: et beyond the fiduciary limit, the whole of the
from silver rest had to be covered by metallic reserve.
to gold. Regarding the composition of the metallic
reserve, before 1898 the whole of the Paper Currency
Reserve (barring the securities portion) was kept in
silver coin or silver bullion. In that year authority was
obtained to hold any portion of the metalhc reserve in
gold coin. An Act of 1900 auihorised thar a part of
the gold portion of the reserve would be held located
in London. Finally, the Act of 1905 gave authority
to the government to hold the metallic portion of the
Location  reserve, either in gold cain or bullion, or
of the gold gjluer coin or bullion, provided that the

portionin  ° . I
Tondon.  silver portion was keptin India. By these
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Acts, council bills began to be sold by the Secretary
of State for gold n London against issue of
notes to an equivalent “amount in India. Anda
growing proportion of the reserve in London began to
be kept in liquid form. This was the outcome of a
deliberate policy, namely, the supporting of exchange,
i.e. the securing of the convertibility of rupees into
gold in case of adverse balance of trade.

During the war the government experienced
dificulties to meet the growing demand for rupee
Further rise CUTENCY- To cope with this increasing
e e difficulty, between 1915 and 1919 the
if:::‘::f‘“s fiduciary portion was raised to Rs. 120

crores of which Rs. 100 crores could be
held m British Treasury Bills. This was accomplished
by a temporary amendment of the Paper Currency
Actin 1919. Byan Actof 1920 the meiallic reserve
was not to be less than 50 per cent of the Currency
notes in circulation. In other words, the invested
portion of the reserve was not to exceed the value of
the metallic reserve. The Act had to be

P Cur-
r:r::A:; further amended in 1923 and in 1925 in
of 1900, view of the persisting contraction of the

l;; ;;x::; currency. Thus notes up to Rs.5 crores
1925. could be issued against discounted bills of

exchange. This exra issue was to take
the form of a loan to the Imperial Bank which should
pay 8 per cent to government. The amended Act of
1925 changed the rule. Loans could now be made
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to the Imperial Bank from currency so that the Imperial
Bank could borrow Rs. 4 crores at 6 percent and Rs. 8
crores when the bank raté was 7 percent, instead of
Rs. 4 crores at each rate from 6 to 8 percent.

Banking :—Capital plays a prominent part in
all productive enterprises, in industrial ventures in
particular, India’s industrial development has not at
all been commensurate with her natural resources.
According to the Industrial Commission the shyness
of capital for new underiakings and want of proper
organisation for utilising such capital as is available
have operated to retard the industrial development.
Insufficiency of resources is also another contributory
cause. The investing habit is in an embryonic stage
and is yet to be popularised in our country. This is
why the enrichment of the country has been so far
dependent upon the employment of foreign capital.
And the question that is agitating the public mind in
India is whether the free flow of capital info India is
to be checked by artificial barriers

The Banking System consists of two parts—the
indigenous and the European system.
The Indian Indigenous Banking—Three different
Banking  classes of people took part inmoney-
System— ! !
Indigenous lending. They were: (2) the Indian shroffs
Furopean— Who carry on financial operations in a lvarge
Indigenous scale. Theits merely is banking business

Sanking: of the type of modem Joint-stock bank,
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dealing, as they do, in deposit and discount. They
are important factors in commercial cities and big towns
and have business connections all over India, and some
outside India also. (b} The money-lender who is also
atrader. He finances agriculture, small industries and
local trade. (c) Small usurers who deal with needy
persons having little security to offer. The rate of
interest is accordingly high and presses heavily upon
the borrowers. The Pathan (Kabuliawalla) is now the
chief type of the usurious money-lender.

Indigenous banking, specially of the second and
third class, is done extensively in villages all over India
where modern banking is unknown. There is no
uniform rate of interest and it varies widely in different
localities and according to the personal credit of the
borrower.

Thie constituent elements are :—

(a) The Imperial Bank of India whichwas consii-
Bucksbased tuted out of the three Presidency Banks
aponthe  Of Bengal, Bombay and Madras in 1921,
g;:"“’:"“ Previousto their amaigamation, the Presidency

Banks financed the internal trade and bought
and sold inland bills of exchange and other
negotiable securities. They, however, could
not borrow outside India nor deal in sterling
bills. They held government balances in
the Presidency towns and also kept ‘in
depositthe unemployed cash of the Joint
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stock and Exchange banks. Thus they
were, to a limited extent, the government’s
bank and the bankers’ bank. The right of
note issue was also conceded to them.

The difficulty of withdrawing government funds
from the Presidency Banks having arisen, the “In-
Ccasiti fiependen( Treasury” system was instituted
o Tn- i 1876. Government balances were kept in
the three reserve treasuries. Large sums were
System by kept locked and unused in the Govern-
GiienE. ment reserve and disirict treasuries at times

when the Indian money market was very
sttingent. The periodical monetary stringency co-exis-
ting with the locking up of funds in reserve treasuries
became an anachronism. The position has been
radically altered since the creation of the Imperial
Bank. Government balances are now kept with it at
its head offices and branches. Government treasuries
are maintained only at places where no branches
exist.

The general superintendence is vested in a Central
Fundians Board of Governors, the local affairs being
of the Im. _ controlled by local Boards at Madras,
‘f.:;‘ Bombay and Calcutta and such other places

| as may be determined.  The Imperial Bank
conducts banking business on behalf of government.
It holds the treasury balances wherever it has branches.
It undertook to open 100 branches within 5 years,
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government determining the location of one out of every
four. At present the branches are 162 in number.
A London office has been constituted and the manage-
ment of the rupee debt in London has been entrusted
with it. In India, the Bank manages the public debt
in return for a remuneration. lt may borrow money
in India and in England (upon security of the assets
of the Bank only). The chief restnctions placed on
their business relate to the making of any loan for a
longer period than six months.  The proposal for the
establishment of a Central Reserve Bank in India was
the outcome of the recommendation of the Royal
Commission of 1926.

(b) Originally their function was confined exclu-
sively to the financing of the export trade
of india. But, in recent times, they have
Bk taken an active part in financing the inter
functions, N2l trade as well, Formerly, the operations

were conducted with money borrowed
principally in London. Deposits for use
in India were attracted by these banks at
the foreign centres at rates higher than the
home banks could pay. In recent years
they have succeeded in atiracting private
deposits in India in large sums. They enjoy
a practical monopoly of financing of India's
export trade.  The chief Exchange banks are
the Chartered Bank of India and Australia,
the Mercantile Bank of India, the National

Esxchange
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Bank of India and the Hongkong and Sang-
hai Banking Corporation.

Previous to 1906 few Joint-stock banks
existed 1n India. Their business was restricted
to small areas. An era of rapid expansion

Lacal Joint- began in that_ year with the establishment
tuck

Banks.

of the Bank of India and the Indian Specie
Bank. The increase of jont-stock banking
was rapid, but it was suspected that the busi-
ness of many of these banks was of an un-
safe and highly speculative character. As
a result there was quite a crop of bank
failures between 1913 and 1917. The
signal was given by the failure of the
People’s Bank in 1913, to be followed by
numerous other failures. A revival and
expansion took place after 1918, and con-
fidence was largely restored. But the failure
of the Alliance Bank of Simla in 1923 gave
another shock to public confidence. But
the panic was averted when the Imperial
Bank promptly dealt with the situation and
undertook to pay the depositors' 50 per cent
of the deposits, The Tata Industrial Bank,
established in 1918, was merged in 1923 in
the Central Bank of India.

The numerous bank failures, referred to above,

were attributed to many causes :—
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Cuunen of (i) The Directors of banks had very lile

failures,
(i

knowledge of banking business.

Another type of directors was notorious for
their Jver-shrewdness.

(ii)y Loans without sufficient Security —were

advanced.

(iv) The shares of banks were held in unreliable
assets.

)

Bank money was utilised to finance concerns

of doubtful validity.

(vi) Banks sometimes indulged in “window-

dressing” to make them look attractive, but

really dividends were being paid not out of
profits, but out of capital.

(vi) Lack of co-operation among the different

c

Special
types of
Baoki—

Industrial

el
Industries.

banks, so that when one bank was in distress,
others would not extend to it a helping
hand.

There are special types of banks like Co-
operative Banks, Industrial Banks, Land and
Agricultural  Banks. As regards Industrial
Banks, their want is being keenly felt. The
Joint-stock banks cannot, and should not be
allowed to, combine commercial and indus-
trial banking.  And their fundamental differ-
ence should not be overlooked. The
Industrial Bank has to lend for long periods
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and has 1o be actively associated with the
manegement of the industrial concem from
its -inception. Obviously, it cannot grant
long-term loans unless it secures for itself
{ong-dated deposits.

Land and Agricultural Banks are also conspicuous
by their absence. Agriculral improvements also
fandinnd requi‘re |m.1g:term loans and Co-operative
Agricub  Credit Societies cannot undertake such tran-
':‘;;f::‘:; sactions. And the system of granting long-
belp term loans to cultivators, recovered in smal
agriculture. ¢l ments, was recommended by the
Irrigation Commission of 1903. The general principle
was also accepted by the government.  But it has not
“yet materialised and both land-holders and cultivators
have to raise loans by mortgaging their lands to money-
lenders.

(e) The Government itself is a great banker.

The postal department has very successfully

g:::n';iﬁ“ introduced these banks which date from
Beuke—  1870. No specific reserve is kept in cash
against the deposits received ' (the debt is
therefore ‘unfunded’) and which are used
for capital expenditure. In 1914 government
offered  special facilities to depositors by
raising the limit of annual and total
deposits and by helping their investment in
government  securities. The Savings Banks
are particularly liked by small investors,

thetr
popularity

Post-affice
Cash

a
Certificates
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The growing popularity of Post-office Cash
Certificates, originally issued in- 1917,is a
hopeful sign that the hoarding habit is being
replaced by the investing habit.

The principal clearing houses are located in Calcutta,
Bombay, Madras and Karachi, The members of the
clearing houses consist of the Imperial Bank, most of
the Exchange Banks, the English banking agency
fims and a few Indian join-stock banks. Admission
to membership in a Clearing House is by ballot.

From the above review it may be inferred that
India is very imperfectly equipped with banking faci-
liies. Among the most urgent necessities
for India’s industrial development is the
extension of such facilities. The habit of investment
is comparatively undeveloped m India. Itis pointed
out that an immense amount is locked up in ornaments
and jewellery which, if released, would augur well in
emancipating India from. her present unsatisfactory
econemic condition.

Conclusion.

Central Bank for India:—The question of
India having a Central Bank, like the Bank of England,
the Bank of France and the Bank of Germany has
been under consideration, even for many years before
the three Presidency Banks were amalgamated into the
Imperial Bank of India in 1921, The Central Bank
of a country performs many important functions,
such as \—
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() The issue of notes under conditions
E::Eﬁ:::a of {nonopoly ;
By Central (1) maintenance of the gold standard and
Budlsof currrency reserves ;
(iif) regulation of exchanges ;
(iv) acting as banker to the government ;
(v) also-acting as the bankers' bank ;
(vi) co-ordination of currency and credit control.
India being a vast country, some authorities have
Joubted whether a Central Bank would be able to
satisfy her varied needs adequately. On the other
hand, it has been argued that even in the U.S. Aa
cenralised banking system has at last been adopted.
Numerous advantages would accrue in case a Central
Bank is established in India. A Central Bank would
organise effectively the financial position of India.
The Gold Standard and Paper Currency Reserves have
assumed enormous sums and a Central Bank would
be able to deal effectively with these reserves and at
the same time safeguard the position of India.
The Hilton-Young Commission noticed one serious
drawback of the Indian monetary and banking system.
The defect was that the contro} of currency
Royal Com- 2 "
minion on  and credit respectively was in the hands of
:::: " two different authorities, the Government of
the present India and the Imperial Bank. The natural
e beo. consequence of the duality of authorities
ing systems. o o divergence of policy in the manage-
ment of currency and banking reserves which stands
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in the way of a monetary stability being achieved.
The Commission accordingly recommended the
formation of a Reserve Bank for India which would
take over—

Ceeation of (i the regulation of note issue, )

» Central (i) custody of government remittances
B o

of (i) act as the bankers' bank in the truest

functions. e, The Commission also pointed out
that india was one of the few countries in
the world where control of currency was
divorced from the control of credit and
government has to carry out large financial
transactions through its own agency. The
Commission proposed that the Reserve Bank
should be a shareholders’ bank, fike the
Bank of England. [t was to be independent
of political control, as it was most desirable
that the Central Bank would be free from
the political pressure on matters relating to
credit and currency.

The government accepted these recommendations
and introduced  bill in 1927 (January) to give effect’
.li:x;onrl‘n:, to these. A share-holders’ bank was
bill for »  Proposed with directors. of commercial
gmktvzd interests and government nominees. In
ank a0 :
the even- the select committee the bill was changed
tual with:  from 5 shareholders’ info a State Bank with
astrong element of directors selected bv
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the Legislatures. This changed the bill in a funda-
mental respect and govemment withdrew it, as the
Secretary of State was reported to have objected
to this drastic change. The Finance member, after
confering with the authorities in London, published
another draft bill in 1928. The Bank was o be a
shareholders” Bank and members of the legislature were
precluded from becoming directors.  The bill failed to
secure the support of the legislature and was withdrawn.
Another Reserve Bank is now under consideration in
connection with the inauguration of the Federal
Congtitution.



CHAPTER 9

Consumption
Contents: Consumption ; wants and activities ; the standard of
Wfa; effects of fion;; problem of i f

on
agriculrural, sndustsial and middle class unemployment,

Wants and Activities—The starting point of
human activities is the existence of human wants.
Mankind js born with a bundle of human wants the
satisfaction of which is worth having and some wants
are urgent and imperative. This is true of the barest
physiological wants, such as, wants for food, clothing
and shelter. With advance of civilisation, wants
multiply, becoming more aesthetic and refined than
formerly We always feel compelled to secure the
satisfaction of our wants which, left to nature, will
remain unfulfilled. Human efforts are  therefore
directed to minister to these wanis as best as possible.
In fact, the economic life of man 15 a sumtotal of
activities directed to satisfy the varied wants to the
Hatkiion best advantage. Thus the relation between
between  Wants and activities is that wants give rise
wanteand 1o activities. But all activities do not come

into being in this way. Some activities
create wants,  But this should be regarded afier all as
an exception, the general rule being that wants precede
and therefore create activities. :

Consumption is the main aim or destination of
production and the nature of consumption naturally
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tegulates the whole course of . man's action.- The
Avimpts  outlook of life of the people of India
i ed of 15 on the whole, narrow and simple.  The
life.. wants are comparatively few in number-
and are easily satisfied. The joint-family and the
te-system arid social traditions have contributed in
producing such an outlook. This simple
Its slow . ¢ .
transforma. Standard of life is, however, being slowly
Yon. transformed with impact of Western
civilisation. This is specially noticeable in cities and
fowns, the rural areas remaining, more-or less, un-
Engel's Law affected. Engel, the Prussian statistcian,-
of Come " after carefully studying a number of family
wmimplion by dgets, laid down a few generalisations.
His inferences were
(i) - The smaller the income, the greater is the
percentage of expenditure on food.
(i)) As the income increases the expenditure for
clothing remains practically the same.

(iii) Thesamethingis also true as regards the
percentage of expenditure for rent, fuel and
light.

(V). As the income increases, a gradually growing
percentage is spent on education, health,
amusements, domestic servants etc.

Applying these laws to Indian conditions we notice
& few peculiarities. The lower middle classes of

India are much : poorer .than the ordinary labourers
14
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of western countries. Another noticeable feature is

) that although the conditions of Indian
Applicalio® Jabourers are miserable, an inordinate sum’
to Indian  of money is expended on social “cere-
conditions. .

monies and funeral and friendly dinners.
The caste-dinner is not, however, as unwise a- con~
sumption as is oftentimes depicted. . It is not a display
of pomp of wealth, With it are associated certain-
virtues, such as piety, devotion and self-restraint. It
is a merging of the individual ideal in the social.

This observation, however, is not true of all sorts of
Impont,  Consumption.  Consumption is, in_ many
ance of cases, unwise, extravagant and unecanomic.
Judicloss Tt selection of food and drink is illad-
ture. vised. This leads to mal-nutrition which
detracts from efficiency and sound health. Rice, the
staple food of the Bengalis and Madrasis, is lacking in
protein and organic salts.  This is why the wheat-eating
people of the Punjab and the U, P. present a, far better
type of physiqueihan that of the rice-eating races.
What is most needed is a thorough overhauling in
dietary and this may be done by propaganda. The
problem after all is one of education, as education alone
can elimmate the deep-rooted but unscientific traditions
connected with dietetic matters. The Agricultural
Commission have made one suggestion by way of im-
provement of the health of the people, the develop-
ment of our fish resources as a diet of fish and rice;
they consider, will sufficiently increase the food value.
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Standard of Life :—The general standard of life
is pitifully low. The problem of Indian
i'.'i'(‘:’;; for POVENYis staggering and the poverty of the
ariein  masses is a byword throughout the world.
:::“f"l',‘e And if any improvements are taking place
in the condition of the masses they are pain-
fully slow. A well-organised agricultural and  industrial
development will contribute towards increased product-
iveness and one hopeful sign is that India has launched
upon a policy of an all-round agricultural and industrial
regeneration. That there is taking place some improve-
ment in the general standard of life cannot be gain-
said. India 1s now connected by a network of rail-
ways ; and mulipli 1 of third-class | and
a greater resisting capacity of the people in years of
scarcity and famines are hopeful indications. The
substitution of improved varteties of crops and methods
of cultivation, the cheapening of agricultural credit by
the initiation of the Co-operative movement, the resusci-
tation of indigenous cottage industries and the con-
spicuous success achieved in the organised large-scale
industries have all contributed in bringing about a slow
rise in the standard of life. Legislative measures have
been adopted for improvement of public health and
sanitation. Medical discoveries have been possible
because of well-directed state efforts, Both agricultural
and industrial labourers have secured “adequate pvotec»
tion from exploitation by the land ing and capital
classes because of healthy tenancy and factory laws.
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The above remarks will have to be taken asa
mere slow beginning of a hopeful indication. So
far as the masses of India are concemed, consumption
is insufficient. Consumption goods are either neces-
saries or luxuries, the former being subdivided into
necessaties for existence and necessaries for efficiency.
Of the unnumbered masses, it may be truly said, that
they are not provided with the minimum of necessaries
for existence. The prevalence of cusioms and religious
and social institutions has tended to perpetuate a com-
paratively fow standard of life. And not only the
standard of life continues to be low. A low standsird
of ignorance and a low scale of wages co-exist and
account for the deplorable condition of the pécple.
The productive efficiency is impaired and so the whole
thing works in a vicious circle. An increase in the
standard of life is most urgently needed. The people
must be provided with more wages so that the primary
as well as the higher wants may be satisfied. Finally,
provision must be made for an enlargement of the
general education. The economic value of education
needs no elaboration. It adds to the labourer’s inselfi-
gence and thus to his productive efficiency. Once he
is educated, the Indian fabourer will feel the importance
of sanitation, leisure and proper recreation. These are
satisfactions not of physical, but of the higher kind of
necessaries and the labourers must be made to feel that
the satisfaction of the latter wants is of as much im-
portance (if not greater) as that of the former wants.
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Effects of Production on Consumption r—
Both production and consumption relate to utilities.
Production means creation as consumption means
destruction  of utilities. Nothing can be produced
without consuming anything, but one kind of utility is
destroyed to produce another kind. ‘Thus a man in
eating his meal consumes, ie. destroys the utility
impregnated in it; but this. is done to replenish his
strength.

A distinction is made between producers’ goods
and consumers goods. The former consist of raw
materials, tools, machines etc. which indirectly satisfy
human wants by contributing fo the production of
directly consumable goods. The latter consist of
goods, such as food, clothing etc. which satisfy human
wants directly,

All consumption, however, is not productive. The
wanton destruction of goods involves no production.
It must not be forgotten that, although all members of
the community are not labourers, all are consumers.
With some consumption is productive, just as with
others it is unproductive. The consumer of the latter
type may be called an unproductive consumer.
Judicious eonsumption has one objective, namely,
more production than consumption. An  unwise
consumption, on the other hand, (for instance, that
of a glutton wasting his life’s energies in frivolous food
and drink) simply dissipates ohe's energies. This
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remark " also applies to senseless and extravagant
expenditure, to the consumption of the wrong kind of
food that leads to mal-nutrition and & physical deteriora
tion. A judicious expenditure of money for consump-
tion is a difficult matter and this is why it has been
remarked that “to spend money well is a harder task
than to earn money well”.
Problem of unemployment :—The problem of
unemployment in India differs in one fundamental
_ respect from that in the industrially
Tes peculiar .
natere in developed countries. In the latter countries,
Indla. there exist two distinctly separate classes of
labourers, agricultural and industrial, existing as two
water-tight compartments. There a period of indus-
trial depression engenders unemployment and the
operatives cannot fall back upon agriculture for
earning their fivelihood, even for a temporary period.
In India, on the other hand, 75 per cent of the
population derive their livelihood from agricultural
occupation.  But agriculture is not a perennial source
of employment. There is every year a seasonal
unemployment in agriculture for about six menths of
the year. Failure of the monscon causes a consider-
able distress, and unemployment 1s further aggravated.
Al agnicultural  operations are suspended and the
Netureof large number of normally constituted
rﬂ;"":"‘ agricultural  population, thus disengaged,
ment. migrates to the industrial centres for work.
Thus unemploymerit in the ranks of agricultural
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labour is mostly due to the failure of rainfall,
feading sometimes to famines. Unemployment is,
however, inherent in the system of agriculture which
cannot keep the agriculturists engaged throughout the
year. This latter kind of unemployment is the slack-
season unemployment.

The question of industrial unemployment, in India,
Tndustrial is co-mingled with that of agricultural
unemploy- unemployment because of the agricultural
et character of industrial labour. In the slack
season or in times of famine the agricultural labourer
migrates to industrial centres. On the other hand, a
certain percentage of the industrial labour temporarily
give up their work during the agricultural season (i.e.
during the time of sowing, transplanting and harvesting).
And for obvious reasons, in times of industrial depres-
sion, the surplus operatives.repair to their village homes
in order to seek employment in agricultural occupation.
“This causes the pressure of the population on land and
a universal under-employment. 1f the agrcultural and
industrial depression alternate, the mebility of labour
from the less favourable to the more favourable occu-
pation results in some mitigation of distress. in case,
however, the depression in both the industries synchro-
nises, the resulting distress is painfully acute.

Unemployment among the educated middle classes,
o ‘““‘;m though comparatively modern in its origin,
ployment. is assuming an alarming proportion from



216 INDIAN ECONOMICS

day to day, And many are the contributory causes.
The post-war industrial depression and a lowering
of the purchasing power is one cause.
The custom of early marriages and
~absence of prudential resiraints muitiply population
and social institutions like the joint-family system
discourage individual initistve. The defective present-
day educational system, which is more cultural
than vocational and technical, is another factor.
But the -most fertile cause is the over-crowding
of the population on land (and agriculture after all is a
precarious occupation) co-existing with an unsatisfactoty
industrial development. Hence stimulation of indus-
trial development is of primary imporance as it will
create ample openings for employment of educated
Remeds, men. This will relieve the pressure on the
land and lessen competition for it. At the
same time, if agricultural industries also improve (and
a simultaneous improvement in agricultural and indus-
trial production is expected to produce a better-balanced
economic system), the position of the remaining cul
tivators would also improve. Industrial improvement
will react on agriculture and vice versa and this is the
best way to ensure India’s economic progress and solve
the problem of unemployment. All other remedies,
adopted or suggested, can have only a limited scope.
.And 50 long as the labour‘supply continuesto be predo-
minantly agricultural, schemes of Employment Ex-
changes cannot be productive of satisfactory results,

Causes :



CHAPTER 0.
Economic Activities of the State.

Contents : ~State and sgriculture ; state and industry; famines,
relief and prevention. -

State and agriculture :—Opinions widely differ
o5 tegards the true province of the State in matters
Beneficial relating to the economic pursuits.  And
conse- whalever controversy there may be as
;‘t'::ﬁ.:i regards state interference in the domain of
vention in industries, a wholly different view is put
sgriculture. ¢ oard so far as the relation of the State
to Indian agriculture 1s concerned.  In view of the pre-
dominance of agriculture, absence of large farms pos-
sessing sufficient capital, energy and inutiative, and a
general illiteracy, poverty and pursuit of unscientific
methods of agriculture, state intervention has become
all the more necessary. And it is undoubtedly true
that the whole movement towards improved  agriculture
has initiated with the government. We may give an
account of the various land legislations and the agricul-
tural policy of the government in order to prove that
the constructive policy of the state has been thorough-
going and most successful.

Dr. Voelcker, Consulting Chemist to the Royal
‘Asiatic Society, sent out in 1889 to report on the
then existing state of Indian agriculture, opined that
agriculture was ill-equipped and stressed on the im-



218 INDIAN ECONOMICS

portance of agricultural education and improvements.
Bdmblihs Before his coming to India, efforts were
mentof  made to establish Departments of Agricyl-.
lepesial  ure in some provinces, but these were
at Pull— unsuccessful. Dr. Voelcker's recommenda-
Vidod e~ ton, therefore, marks the real beginning
it of action. A few experts were appointed
and in 1904 Lord Curzon established the Imperial
Institute at Pusa. It carries on research and conducts ex-
perimental farming and maintains an agricultural college.
Another agricultural college and Research Institution
was opened at Poona in 1908.  Similar colleges were
subsequently started at Nagpur, Coimbatore, Cawnpur,
Lyalpur and Mandalay.

The Imperial Institute maintains catle breeding
Reco farms.  The Provincial Agricultural Depart-
traction of Ments were also reconstructed in 1915 and
i;i':ff‘] their aclivities enlarged. Many agricultural
;;‘:nl stations are now in existence. They con-
mente. duct researches, carry on  demonstrations

and an intensive propaganda and facilitate
in the sale and distribution of seeds and implements.

Since the Reforms, agriculture is a transferred
subject. The Imperial Department of Agricuiture is
new occupied with problems of allIndia importance.
The work of co-ordinating the activities of the Provin-
cial governments now devolves upon the Agricultural
Adviser to the Government. The Conferences of
Ministers and Directors of agriculture and the Board of
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Agriculture (a link with the Indian States) presage a
great future for the all-pervading agricultural industry.

Both the Imperial Institute at Pusa and the Provincial
Agricultural Departments carry on works in connection
with,—

(a) experiment and research for improving in-
digenous crops and introducing exotics, use
of improved implements, manures and better
breeds of cattle ;

(b} propaganda and (c) education.

That the agricultural departments have succeeded
Introdae. i introducing improved crops and thereby
tion of adding to the value of land are incontrover-
improved . . e

tible facts. For instance, about 9 million

acres of land are devoted to the cultivation
of improved varieties of crops and the increased value
which improved varieties of jute, cotton, sugar-cane,
rice and wheat felch to the cultivators is estimated at
Rs. 113 crores.

The State has also done much to remove agricul-
tural stagnation -by helping the agriculturist to free
himself from the shackles of the village

l"“;‘:i"" money-lender. The Co-operative movement
Coopera-  aims at his emancipaton from indebtedness
tive mem, and providing him with cheap and facile,”
but not unduly facile, credit. Co-operation

has also provided facilities for marketing agricultural
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produce, purchase of agricultural implements, seeds

etc.

State com- The agriculmra! prc_)sgeri_ty owes_much

truction of {0 the comprehensive irrigation policy of

:::',‘k'.""" the government, and some of the notable
irrigational works are marvels from the

engineering point of view.

—— Development of forest resources: has
mentof  also engaged the attention of the govern-

Forest . . S
resources, MENL 85 thfzn‘ preservation and unhsauon

are of vital importance in the rural economy
of India.

India’s potential supply of fishery is rich, and it
Scientitic awails a scientific exploitation. Depart-
exploitation ments of fisheries have been instituted “in
::,:‘."‘:;f’ many provinces. Many collateral indus-

tries i connection with fishery are capable
of development and Madras has taken the initiative in
the matter.

Finally, the land policy of the government is worth
recording. The motives that actuated the government
Salutary 10 PASS tenancy legislation were to stop the
Land  evils of arbitrary enhancement of rent and
legislations. . . '

eviction of tenants from the soil and thus
afford him protection from the rapacity of the landed
proprietor.  The tenants have been given security of
tenure and they are compensated for improvements.
Steps have also been taken to prevent land alignation
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to non-cultivator classes. Of the various faws which
the government has passed from time to
time, the folfowing deserve special mention
The Punjab Land Alienation Act of 1901, the Land
Improvement Loans Act of 1883, the Agriculturists’
Loan Act of 1884, the Deccan Agriculturists’ Refief
Act of 1879, the Usurious Loans Act of 1918
{amended 1n 1926)

State and Industry :—The East India Company
without showing any solicitude for-the nurturing of the
Indian industries, showed special interest in
l:,j;’:;'i}l certain industrial products of the country
he ame in which it traded. With the transference
down &
'endof of India to the crown, the ‘laissez faire’
‘l"l::;"‘ policy of the Government of Britain was
extended to India and the Indian Govern-
ment assumed the role of a disinterested on-looker.
The only thing that the Government did in matters
industrial was to give a modicum of technical and
industrial education and collect and disseminate indus-
trial and commercial information.

Instances.

Absence of manufacturing industries and predomi-
hance of agriculture reacted unfavourably on the
economic life of the people. Later on, government
was obliged to find a remedy for famines and the
distress which a famine causes. The Famine Commis-
sion of 1880 felt the need of diversified employments
and recommended that Government might help “in
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fostering the inception of new industries.” The Madras
Government made the first attempt to tackle the
problem and pioneer industries were started with state
help. In 1898 Mr. Chatterton got a small grant from
government for experment in the manufacture of
aluminium, The attempt proved a success and permis-
sion was obtained in 1900 from the Secretary of State
to employ Mr. Chatterton for 3 years for developing
and organising technical trades and industries.

Lord Curzon, feeling the need of a co-ordinated
policy at the auspices of the Imperial Government for
stimulating industries, created in 1905 an Imperial
Department of Commerce and Indusiry. Following
Madras, U. P. took up the matter of industrial develop-
ment with a spirit of thoroughness. Madras also
succeeded in establishing the chrome-leather industry.
Similar developments in  other provinces naturally
raised high hopes in the minds of the people that
gdvernment  would adopt a more forward policy,
when Lord Morley, in 1910, disapproved of state
assistance to industry except by strictly confining to
industrial instruction. Lord Crewe adopted a more
liberal attitude and gave a greater latitude to the Indian
Government than his predecessor Lord Morley. How-
ever reassuring ,this attitude might have been, the
Government of India was in doubt as to whether they
would again directly encourage industrial activities.
Their enthusiasm had been damped already because
of the cold attitude of Whitehall.
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The War and the lessons it taught were instru-
mental in the abandonment of the orthodox ‘Laissez
faire’ policy. In fact the War brought
Develop- . - .
ment of the about a new Crientation. The view held
Industrial o, on0 that state interference is injurious
tothe . to wrade was already greatly modified
yesr 1912 ocause of certan successfol industrial
activities of Provincial governments. For instance,
Madras achieved brilliant results in aluminium, leather
and dyeing industries. Bengal was showing a good
record in silk. Cottage industries were being revived
in the C.P.U.P. could boast of a few industries
like sugar, weaving and engineering industries. Lord
Curzon also ‘initiated a new policy of the purchase
of government stores from india and thus began to
encourage local production.  Circumstances were thus
ripe for a final abandonment of the ‘Laissez faire’ policy,
when India’s demand for a complete industrialisationt
on modern lines was ably indicated by the publication
of the Indusirial Commission Report (1916—1918).
Another contributory cause was the successful working
of the Indian Munition Board which furnished many
opportunities to the Industnal Commission to have the
value of their epoch-making recommendations tested.

The constructive proposals of the Industrial Com-
mission rested on two propositions :—

() That the future India shouis ve made
more self-contained in respect of. men and
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material and for achieving this - government
Indistrial must actively associate themselves . with

Poliersinee ihe industrial development.

(b) “That it is impossible for government to:
Policy laid undertake that part, unless provided with
dGwnby adequate administrative equipment - and
:':;lhéi':: fore-armed  with reliablé  scientific .arndk
mission.  technical advice.”

The Govemment received the recommendations

in a sympathetic spirit and created the Imperal
Department of Industries. The Department

Govern- w5 - - .
ment action aCts a5 & liaison department ~ between
;‘;p‘:;. the different Provincial Governments whl Y
were established in pursuance of the’ re-

dation of the Industrial ission. -

Under the Reforms, the development of industries
is a transferred subject and is controlled by a Director
of Industries, The department stimulates the promo-
tion of industries in diverse ways, for instance,—

(i) by giving technical and financial i w0
existing industries (by monetary grants, loans,
gifts of land exc) ;

{ii) by stimulating research for developing” and

- fostering insdustries ;

(3%) by providing for technical training,~ -
proving marketing conditions etc.

(i) by co-ordinating the works of the different



ECONOMIC ACTIVITIES OF STATE 225

departments engaged in bringing about. an
economic regeneration of a province.

The policy of state intervention in the promotion

of industries having been accepted, the question of
the fiscal policy naturally came wp for
Apoint  examination. The Joint Select Committee
E;'::;},E"w on the Government of India Bill (1919)
(1921) and expressed itself in favour of full fiscal
""'P"‘“‘ autonomy for India and this principle was

f a polis
of Disert. accepted by the Secretary of State in his

pinatist  Despach o India in 1921, Reference

. has elsewhere been made to the financial
necessities of the government during the period of the
War attd the post-War crisis.  The Government turned
to the customs revenue. The general rate of import
duties was steadily increased and the government
approximated more and more to the protectionist
policy. The Fiscal Commission recommended the
adoption of a policy of Discriminating Protection and
the appointment of a Permanent Tariff Board who
would examine the position of any industry seeking
protection in the light of the conditions which the
Commission laid down.

Two factors stand in the way of India taking the

Safe fullest advantage of the policy of protection.
direclions . - . L

for stimu-.  Regarding the financing of industries there is
}'ﬂ‘;‘_‘n one drawback arising out of insufficiency of

industries.  our capital assets. And foreign capital has
15
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so long played a great part and the part is not yet play-
ed out. It has been apprehended that the imposing of
tariff duties may invite foreign capitalists to come over
to India and establish industries and thus exploit our
natural resources. This will mean a transfer of control
of industry from Indian to foreign hands, leading to the
improverishment of the country.

Anather obstacle to the path of industrialisation lies
inthe fack of transport facilities and of widespread
banking system and absence of scientific knowledge
of the masses. IMiteracy is the most formidable
obstacle and impedes the progress of the country. A
intellectual awakening and the development of the
store-house of inventive genius are the crying needs.

Famine.—The Famine Commission of 1867 defined
‘famine’ as ‘suffering from hunger on the part of large
—_— classes of the population’. But its meaning
tory. has undergone a change as its subsequent
. history is bound to reveal. What a famine
meantin  causes now is a temporary dislocation of
and what employment consequent upon failure of
it now crops. No doubt deaths still occur from

famine, but the rate of mortality has been *
considerably reduced.

India continues tobea predominanty agricultural
country, but the famine problem has been revolution-
lised owing to the construction of railways and irfi-
gation works and a perfection in the machinery of
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famine relief. What the State is calied upon to do
in a year of famine is to provide work and wages for
the suffering population,
In a moderately good year India produces and
retains for home consumption enough food to aintain
) the population in tolerable health and
Famine of . s .
to-dayisa efficiency, provided the means of transport
scareity s ;
e fc‘r distribution of food is adequatg. A
vy by fomd, failure of monsoon causes a local deficiency

::':::; o of crops. But taking India as a whole,
food. there is sufficient food if export of food
stuffs is stopped and famine relief is properly adminis-
tered. What happens in a year of wide-spread famine
is that, on account of insufficiency of agricultural
products, the prices go up and the famimne-resisting
capacity of the people is put to a severe strain, some-
times debilitated. That there is enough food, even in
a year of famine, to go round is evidenced by the fact
that India continues to export raw materials and food
stuffs all of which cannot be locally disposed of owing
to an inordinate rise in their prices. A famine, thus,
to-day is not scarcity of food as scarcity of money to
buy food. A famine is a disease of an agricultural
country and failure of the rains means some failure of
crops. But the latter does not necessarily precipitate
2 famine, as generally more than one crop is harvested
in a year. Hence every deficiency or overplus of
fainfall does not mean disaster for the cultivator and
those parts of India where irrigation has made an
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intoad may be said to be immune from the danger of
famine. The history of famine in India bears no
evidence of a drought extending over the
A univereal
;..lm of  whole of India. Such an eventis prono-
“‘ b “'bm‘ unced by meteorologists to be an impossibi-
an lity. Hence every improvement in the
;:?,w woibleesns of transport and  communication
must decrease the fatality of local defi-
ciency which, in the past, registered loss of lives from
starvation. To repeat, transport facilities, so vastly
improved, help in the transfer of food grains from
areas where they have plentifully grown to the areas
suffering from a deficient production, and the horrors
of famine have been considerably minimised.

Camesand  The causes may be broadly classified
o. under two heads—physical and economic.

Rainfall is the life blood of agriculture and hence
the importance of the monsoons in the rural econormy
Physicat, Of India. India is predominanty agri-
Faion cultural, and Indian agriculture is a gamble
regarded as in 1ains, asthe success or otherwise of the
“’“"“ efforts of the cultivator depends upon the
-gnu.lhml amount and proper distributon of this

ot uncontrollable factor. “t is not in the
power of man to prevent drought in India or, as long
as the country is mainly agricultural, to prevent drought
from causing famine : all he candoisto restrict and
mitigate the. resultant suffering. Plagues of Jocusts and
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insects and disease also are sometimes responsible for
failure of crops.
The want of resisting capacity, chronic poverty,
indebtedness and improvident habits of the cultivators
. are powerful causes, The impoverished
Ecenomic.” condition of the Indian peasants is prover-
Poverty,  bial ; they are improvident and without
improvident resources which might enable them to
indebted-  weather a period of distress and starvation,
ness of the > . o
cultivators, Poverty drives the ryot into indebtedness
and the money-lender charges an unusually
high rate of interest. The peasant proprietor, unable
to repay the loan, is gradually expropriated.

The peremptory occasion for borrowing arises, as
is often argued, when the Govemment revenue is to
be paid. This taxation is said to fall heavily on the
cultivators and reduces them to a position of chronic
poverty. They spend borrowed money on ceremonial
occasions anid the habit of saving is non-existant. They
have little power of realising the future and do not save
even when they have a savable surplus income. Gene-
rai illiteracy constitutes a serious handicap to saving

The Governmen, truly conscious of the gravity of
the problem of rural indebtedness, have introduced
Gevern-  two remedial measures. Easy alienation of
ment ; o
measures  the ryot's holding is prevented by the
'" gt Passing of the Punjab Alienation of Land

. Act of 1901 by which non-agricultural
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classes are not allowed to buy fand froma mem-
ber of an agricultural tribe, nor o take it in mort-
gage for more than 20 years. This undoubtedly

. prevents the expropriation of the peasant
Puanjeb " .
Land  proprietor by the rapacions money-lender.
Abenation  The same principle has been &opied in
Act.

Bundefkhand, Bombay and Oudh.

The other measure enables the ryot to make him
independent of the usurious mahajan. The Co-opera-
Co-opera, 1IVE Movement was inaugurated in 1904 by
tive Credit  the passing of the Co-operative Societies Act,
i”:‘"" to combat the evils arising from the depen-

dence of the cultivators on money-lenders
for supply of loans. lts object is also to inculcate
habits of economy, self-help and thrift. They secure
{oans at moderate rates of interest and they also leasn
to acquire the virtue of applying the borrowed funds
to productive objects.

The late R. C. Dutia and others regarded the heavi-
ness of the fand tax and a rigidity of iis collecticn as a
° <o, Cause Of rural indebtedness. It has been

ppressive-
ness of argued that the ryot often borrows for
Land tax : .
ane caose. PAYINg Government land revenue. This
however is a minor cause of indebtedness.
A relinquishment of land revenue, however unjustifisble
on ‘economic grounds, will only act as a stimulus to
extravagance and will be more than neutralised by an
increase of rural population,
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The land revenue has become steadily moderate

TV it and | ingly elastic
of the in collection. The rent laws in every
argument.

province have been revised in favour of the

cultivators. :

Another suggested remedial measure is the exten-
sion of the permanent settlement throughout
India. R.C.Dutt argued that the placing
permanent of a limit to the Government demand in
asa the permanently settled tracts of Bengal has
remedy.  oduced the following beneficial con-
sequences :—

(2) Bengal cultivators are more prosperous and
better able to help themselves in years of

o _ bad harvest than cultivators in any other®

rounds in "

suppart of part of India.

::::""”"’ (b) Agricultural enterprise is fostered, cul-
tivation extended, wealth accumulates and
is expended on works of public utility.

(0) A feeling of loyalty to the British Raj has
been fostered.

As against this contention, it has been urged that the
permanent settlement is no remedy for the prevention
Refutation of famines and it has also been pointed out
of the and supported by statistical data, that Bengal
TESmER  has not been immune from famines even
after the introduction of the permanent settlement.
And if the position of the Bengal tenants is converted

Exteasion
of the



32 TNDIAN ECONOMICS

“imto one of exceptional comfort and prosperity”, it /s
not because of the permanent settlement, but because
of the .heslthy tenancy legislations passed by the
Government to check the high-handedness of the
zamindars who used to rack-rent, oppress and impo-
verish the tenant in various ways.

The other protective measures suggested for the
prevention or mitigation of famine are the extension of
Railways  ralways and irrigation. The benefis of
;:r;lglﬁo'n irrigation, giving the cultivators an assured
esremedies. supply of water throughout the year, have
never been disputed. But there is a tendency, in some
quarters, to detract from the advantages of railways.
And the Famine Commissions of 1898 and 1901
recommended that a more prominent place should be
given fo irrigation than railways in the future pro-
gramme of famine insurance.

The apologists of railway constructions have, how-
ever, argued that railways have equalised prices all
et over India and though the habit of storing
relative  grain as a famine insurance measure is'
medte. destroyed, they have reduced the intensity
of distress. Great reserves of India have been substitut-
ed for pety hoards, and finally by creation of wide
markets railways have helped the landowners and
cultivators to secure the advantages of a high price-

level.

The granting of ghate loans, at moderate interest,
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called taguazi loans, to -agriculturists to enable them
Advance o construct wells, water-courses, as supple-
of state mentary *agencies, was recommended by
loans, call- x M
o taguavi Famine Commissions. These loans, how-
loans. ever, are granted for specific purposes.
There is also a delay in distribution and unless the
government has a mint of money, set apart for the
purpose, the needs of the cultivators cannot be ade-
quately provided for. '
Disforestation is another cause of famine. Forests
have a great influence on the chmate and the fertility
of the soil.  ““As forests are dependent for

Disforesta- . -

tion, & existence on water supplied by precipitation,
:‘f‘,"n':e":‘.‘:’ by percolation, or by ‘inund.axion, so they
tion, & are locally responsible, in India, even more
remedy,

than in the more temperate countries of the
west, not only for the storage of rainfall water in the
soil, given off subsequently by gentle flow, but also for
the supply, by transpiration from the foliage, of moisture
to the air’. The harmful effects of heavy rainfall in
localities denuded of forests necessitare works of
afforestation. Hence forests are a valuable national
asset. They render the climate more equable, regulate
the water-supply, increase the fertility of the soil, reduce
velocity of air currents and the forest leaves serve as
manure for the fields and finally constitute a source” of
revenue to the state. The Govemment have  instituted
the Forest Research Institute at Dehra Dun and itis
doing useful work of research and experimentation and
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forest experts are working out schemes for the conserva-
tion and development of forests by adoption of scientific
methods.
Another remedy proposed is emigration. But foreign
emigration must be left out of account as being dis-
.. tasteful to the people and resented on social
Emigration, :
remedy, | grounds. And unless there is some check
e tion. O the increase in  population, those who
emigrate are almost immediately replaced.
Regarding inland emigration, perhaps, the only success-
ful scheme is that of colonisation in the Punjab.

The development of agnculture and  agricuftural
industries and their di constitute
remedies. The question that suggests itself
Promotion . . o
of agnienl. in this connectionis: Can largescale
ture and 4 it 1e
—fral manufacturing industries serve to afford the
industries necessary relief? In Furopean countries,
and deve- . .
lopment  2fter the Industrial Revolution, and increas-
pesinee g proportion of the population was divert-
ed ltural to various fe
industries. In India aléo there is a popular clamour for
a similar movement from agriculture to industries.
But for certain reasons peculiar to Indian conditions, it
may be remarked, India's economic salvation lies
hot in an exclusively large factory type of industries,
but in the revival and resuscitation of cottage industries
1o as large an extent as possible.

Famine Relief Measures ;—Mention has already

from
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been made of the part played by railways and irrigation
when droughts come. The measures may be charac-
terised as protective measures, as these are calculated
to fortify the people against the calamity. The other
measure, called remedial, relieves distress of the people.
The view of the responsibility of the scate in times of
famine was incorporated for the first time, in the famous
order of 1868 which runs as follows: “Every district
officer would be held personally responsible that no
deaths oceutred from starvation which could have been
avoided by an exertion or arrangement on his part or
that of his subordinates”. But the sysiem of liberal but
unmethodical charity was given up anda policy of
striking 2 happy mean between grant of stale refief and
the resultant demoralisation was finally initiated.
Standing preparations made in_ ordinary times are :

(a) Important informations regarding climatic
Siradiag conditions, growth of crops and prices,
Prepara.  births and deaths are kept. Programme of
Heus: relief works is kept ready and revived every

year. The country is mapped out into
relief centres and reserves of tools and plants
are stocked.

(b) When rains fail 2 careful lookout is kept

for danger signals. These consist in a rise
Danger . . . N
signals,  in prices, uneasiness of the people and aim-

less wandering in search of employment,

coniraction of private charity, drifing of the
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paupers in towns and commission of petty
crimes.

This is the time for preliminary action.
Government makes financial arrangemenis
and declares their policy as based on moral

Preliminary girategy. Meetings are held and government

action.

The period
of test and

relief.

)

(e)

policy is explained and non-official sym-
pathy is enlisted. Committees are appointed
to organise private charity, and preliminary
list of helpless persons who need gratuitous
relief is made. Loans for agricultural purposes
are made and suspension of land revenue
is declared.

The stage of actual relief now comes. Test
works are opened. Unskilled labourers are
employed. The conditions of work are
strict, not unduly repellent, as the object
is to ascertain whether the people really
need relief. When test works reveal real
dustress, relief works are opened ‘and distri-
bution- of gratuitous relief takes place in
accordance with the principle laid down in
the famine codes. Poor houses are opened
in towns. The intensity of distress 1s some-
times marked by an outbreak of cholera.

Now comes the last stage with the advent
of the rains. Relief works are closed,
followed by an extension of local gratuitous
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refief. The people are moved from farge
to small works near the willages and liberal
advances are made to the cultivators for the
purchase of plough, cattle and seed. Gradu-
ally all relief works, except a few kept for
supporting the aged and the infirm, are closed.
When the earfiest of the autumn crop is ripe,
the few remaining relief works are closed
and gratuitous relief ceases. The famine
comestoan end by the end of October.
Quinine is distnbuted during September and
Octaber and medical staff is kept ready to
deal with malaria and cholera which
generally break out.
discussion has centred round the efficacy of
railways and irrigation as famine protective
rneasures. Their claims, however, are not
flicting, but rather suppl . Rail-
ways do not, of course, help in increasing
the food supply as irmgation works do. But
they help i the quick transportation of

food from areas of surplus production to- those suffering
from a deficient production. And by railways alone

foad distri-
buhu and

ation
u a food
productive
agent.

can the necessary rapidity of transporta-
tion be achieved. The means of pradue-
tion and distribution must go hand in hand
and irrigation alone cannot solve the famine
problem. The government of India has
been criticised for not spending more on
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the promotion of imigation than on railways. But
it must be bome in mind that there is a natural
limit beyond which irrigation cannot be profitably
carried. The conditions necessary for successful
irrigation—sufficient and reliable supply of water, and
a large and continuous demand to ensure a regular
payment of rates for water—are not always present.
There is also a physical limit to irrigation even in  suita-
ble areas. Construction of irrrigation works
Theone,  sometimes leads 1o a rise in the level of the
therefore, A
is comple- subsoil water and the resulting water-
e e® logging of the soil and an increase of
malaria. Finally, the protective value of the
most important irrigation works which have converted
depopulated and waste lands of the Punjab into un-
failing granaries depends on the presence of railways
which alone can carry quickly and cheaply the surplus
produce to areas which need it most in times of famine.
Until 1878 there was no regular provision for famine
expenditure. It was then recognised that famine is not to
T— be regardédas an extraordinary phenomenon
Femine In- and that expenditure for the relief of the
Crance famine-stricken people” should be met from
current revenues.- And on the basis of past
expenditures, a sum of Rs. [14 crores was provided in
the budget. The actual relief of famine was the first
charge on the grant, andthe surplus, if any, was devoted
to the construction of protective works and then for
the reduction or avoidance of debt. Expenditure on
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famine relief continued to be Provincial charge up to
1907 when it was made an Imperial fiability. In 1917
this arrangement was discontinued, the liability became
divided, three-quarters being Imperial and a quarter
Provincial. Under the Reforms, famine relief is a
Provincial subject and has to be met out of Prpvincial
revenue.



CHAPTER 1.
Public Finance.

Coutents : Revenue and Expendiure ; Central and Provincial
Finance ; souraes of Imperial Revenue; items of Expenditure;
Provincial Finance ; Local Finance ; Public Debt.

Before proceeding to an examination of the various
sources of revenue and items of expenditure and their
co-relationship, one condition which regulates the
fnances of India may be noted. india has to meet
large commitments in London, technically known ‘as
the “‘Home Charges” which require annual payments
varying between 25 to 30 million pounds.

One or two peculianties of our financial system
may be noted. There isa preponderance of indirect
to direct to taxation, Another feature is that India
being a predominantly agricultural country, the revenue
is largely influenced by the character of the season.
But it 1s haped that in future the Indian budget will no
more be ‘a gamble in rain.”

Central and Provincial Finance :—Before the
War there was one budget for India as a whole, the
Hisory of Cen!ra] government being the Oni'y taxable
Prowineial authority. All revenues went into the,
Finance.  coffers of the Government of India.~ This
system developed into that of ‘divided heads’. The
transactions of local governments were included in the
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Ceniral budget, and the revenues pf the former were
derived from sources of income which were shared
with thé Central government. With the introduction
of the Reforms, a complete separation between the
_central and local finance has been introduced. Thus
. Land revenue, lrrigation, Excise and Stamps
Imperial ; ?
o Provin. are Provincial sources of revenue. And.
:“":_:v".‘:"::' the Imperial sources are Customs, Taxes on
Income and- Salt, Profits from Railways,
frrigation, Currency and Mint, Posis and Telegraphs.
The divided heads of revenue having been abolished,
some have been made imperial, the rest provincial.
Tuativotion: This meant a heavy initial monetary loss
b venim to the Central government which had to be
Sal oot d by annua! contributions from
i the Provinces. This continued so long as
Gimppe- e Imperial finance did not improve to
arance. permit of any remission of Provincial contri-
bution. With the improvement of the Central finance,
Provincial contribution began to be reduced and in_the
budget of 192728 there was an experimental abolition
of Provincial contribution. It was finally  relinquished
in 1928. With these peculiarities, we may enumerate
the main heads of revenue.

Sources of Imperial Revenue—Since 1920
there has been an expansion of the revenue under this
Cestoms _ N€2d, customs being now the most elastic
mportand 4nd fruitful source. The Pre-mutiny gene-
Expor . :
Babory . ral import duty was 5.percent, later raised

16
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to 10 per cent, in, some cases to 20 percent, to be
reduced again to 5 percent in 1875, The
E':I,,y,., of agitation of Lancashire manufacturers led to
qutoms the total abolition in J882. To tide over the
financial  difficulties due to the fall of
exchange a 5 percent duty was reimposed in 1894. But
yarns and cotion fabrics were admitted free of duty.
Financial difficulties, however, persisted and hence in
that year cotton piece geods and yarn were subjected
to a 5 percent duty, & countervailing cotton
Counter- . U
vailing excise duty of 5 percent being imposed
2;'.‘:";‘;;: upon all Indian mill-made yarn of 20 counts
and upwards. This 5 percent duty (import
and excise) was reduced to 33 percent in 1896. A
countervailing duty on bounty-fed sugar was imposed
in 1899. The main features of the tariff system were
thus a low general import duty for revenue purpose
with exceptions for urgently needed goods and higher
import duties on asticles of luxury. The free-trading
principle was transformed during the War as the
government was hard pressed for revenue and the fiscal
policy underwent a drastic change.

The general duties were accordingly raised in 1916
from 5 percent to 74 percent, but the import and
 gradusl excise duties on cotton remained unaltered
transforma. &0 3% percent. Export duties were levied
onofthe on tea and jute. In 1917 the import duty
principle. 0N cotlon piece-goods was raised to T4 pet-

cent (but the excise duty was left unaltered
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ar 34 percent). Raw hides and skins were subjected
to export duties, one object being to protect the Indian
tanning industry. In 1921 the general import duty
was Further raised to L1 percent, to 15 percent in 1922
and duties on luxuries were steadily increased. The
cotton excise duty was finally abolished in 1925.

From the above it is clear that the customs duties
have been repeatedly raised, both as a protective
measure and for revenue purposes. 1he yield from
customs in 1930-31 was more than Rs. 46 crores and
the estimated revenue in 1933-34 is over Rs. 50 crores.

This tax was first imposed in 1860, levied at the
Income taz, Tate Of 2 percent on incomes between
Rs. 200 and Rs. 500, incomes above Rs.
500 being assessed at 4 percent. It was repealed
after five years, to be reimposed in 1869
Eeely . and abolished in 1873. The present
schedule was consolidated in the Act of
1886, and all incomes, other than agricultural, were
assessable.  [n 1916 the rate was enhanced and a pro-
gressive rate on incomes of and above Rs. 5000 was
Progresive imposed. I 1917, in additon to the in-
rate of compe tax a super tax in respect of incomes
income 8% o ceeding Rs. 50.000 was levied on an
ascending scale. The incometax rates for higher
incomes were raised in 1921 and 1922. The taxable
minimum is Rs. 2000. The réceipts n 193132 were
nearly Rs. 17% crores.
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The receipts under this head include those froth
the manufacture of opium and from sales
for export. The manufacture is a govern-
ment monopoly and optum grown in Indian States,
known as "Malwa” opium, can enter British territory on
payment of heavy duties. The revenue was large
Receme  during the 19th century, but the present
declinein  revenue is of minor importance because
FVOTMS: of the policy of checking and finally
stopping export to China. It has been decided to
reduce the total exports, since 1926, by 10 per cent,
every year, so that the exports will totally cesse in
1935. The internal consumption is lso restricted to
medicinal and scientific purposes. Excise opium (i.e.
for internal consumption) is sold to Provincial govern-
ments who retail it to ficensed vendors at fixed rates.
The yield from opium in 1931-32 was Rs. 2,07,41,533.

From 1883 to 1903 the duty on salt was Rs. 2. 8 as..

per maund. In 1903 the duty was reduced

ta Rs. 2, in 1925 to Rs. [-8a.-0 and in 1907
to Re. I In 1916 it Was increased to Re. 1-40,
doubled in 1923, again halved to Re, 1-4-0 in 1924,
again raised to Re. 1-9-0 from 30th September 1931.
Revenue is derived both from import and excise
duties,

The tax on salt has been the subject of adverse
criicism on the ground that it imposes a heavy burden
on the poorest classes. The defanders have, however,

Opium.

Seit,
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argued that it is levied on fiscal consideration and
that it is the only tax which the masses have to pay.
The yield was a little over Rs. 8% crores in 1931-32,

Receipts from Commercial undertakings :—
These mnclude the net revenue from the Ratlways, Post
office and Telegraphs. Down to the end of the 19th
century the receipts from all these resulted in a net
loss to the State. Railways yielded a revenue for the
first time in 1899 and the Commercial Services have
since then proved remunerative. In 1931-32 Railways
yielded over Rs. 33% crores, Posts and Telegraphs
Rs. 163 lacs.

Receipts of Military and Civil Depart-
ments, Curreney and Mint and interest on moneys
lent are also productive of revenues.

Provincial Contributions, as long as they
existed, also provided the Imperial Government with
revenue, but these have been abolished since 1928-
1929. ‘

The total revenue from the aforesaid heads
together with miscellaneous receipts amounted in 1931-
32 to Rs. 1,21,64,65,714.

Expenditure :~The chief heads of expenditure
are Debt Services,” Military Services, Collection of
Revenue, Commercial Services, Civil Administration,
Currency and Mint, Civil works and Miscellaneous.

Debt Services :—These include interest on
Ordinary and Productive debts and other obligations.
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Expenditure under this head in 1931-32 was nearly
Rs. 194 crores.

Mulitary Services :—Expenditure under this head
amounted to a little over Rs. 55% crores in 193132 and
the budget estimate for 1933-34is nearly Rs. 50% crores.
Since the Inchcape Retrenchmen: Committee (1922)
reported, many economies have been introduced. . Thus
the Military expenditure which was more than Rs. 87%
crores in 1920-21 was reduced to Rs. 56 croresin
192526

Collection of Revenue :—The expenditure under
this head came up to a litle over Rs. 4 crores in
1931-32.

In the same year, Railways cost more than Rs. 33%
crores, Posts and Telegraphs a little over Rs. 25% lacs,
Civil Administration more: than Rs. 124 lacs, Currency
and Mint Rs. 76 lacs, Civil works Rs. 23 crores and
Irrigation Rs. 213 lacs. Government has also to incur
expenses of a miscellaneous nature.

The expenses of the Government of India, all told,
charged to revenue, amounted to Rs. 1,33,39,38,991 in
1931.32. The total revenue in the same year was
Rs 1,21,64,65714, thus leaving a net deficit of
Rs 11,74,73,217.

Provincial Finance :—The Principal sources
of revenue assigned, under the Reforms, to the Provin
cial Governments include the following: Land Re
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venue, Irrigation, Excise, Stamps, Registration, Forests
and receipts from Provincial Departments. - Provinces
have been given certain powers of borrowing and
imposing fresh taxation, and a share in the growth of
revenue derved from Income tax in a Province.

Expenditure :—Provincial expenditure is incurred
for the Reserved and Transferred Depariments which
are:

Reserved :—Land Revenue and General Adminis-
tration, Police, Jails and Justice, Debt Charges, Pensions
etc.

Transferred :—Education, Medical relief and
Public Health, Cwvil works and other transferred
expenditure,

The estimated revenue of the Government of Ben-
gal for the year 1932-33 is Rs. 11,84,74000 and the esti-
mated expenditure for the same year is Rs. 11,72,74000,
leaving a closing balance of Rs. 12,00,000.

Local Finance :—The local bodies are under the
Provincial Governments. There are separate Acts for
the Corporations of Calcutta, Bombay and Madras.
Each Province has its Municipal and District Boards
Acts by virtue of which urban and rural boards are
constituted. The scope and powers of these institutions
have of late been much widened by Provincial legis-
lation.

As 90 percent of the population lives in rural areas,
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the importance of these local institutions caleulated
to develop local initiative and enterprise
Importance . .
uf loeal  cannot be overemphasised. It goes without
institutlons. gauing  that success in running them de-
pends upon public spiritedness and resourcefulness and
the securing of the national minimum of efficiency of
the local bodies.

The Boards pass their estimates, subject, in certain
cases, to the previous sanction of the District Officer or
the Divisional Commissioner.

Their functions are either obligatory or optional,
the former having priority over the latter in the alloca-
tion of local funds. The receipts of local bodies are
made up of :—

(a) income from taxes and fees,

(b) rents from markets, grants-in-aid -from
Provincial Government. The sources of
income of urban boards are the taxes on
houses and latrines, octroi, terminal tax,
while rural boards depend mainly on land
cess. The expansion of their resources is
a national necessity.

The expenditure is incurred according to tne budge-
tary provision and the estimates cannot be exceeded
without the express sanction of the local authorities.

The local bodies can raise money by loans, either
from the Provincial government, or, with the sanction
of the Government of India, from the open market.
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They generally fight shy to increase local taxes and -thi
is one of the reasons why they cannot embark upon
fresh spheres of activities.

Public Debt :—Cur public debt had its origin in
the wars of the E. |. Company and the debt which the
Originand Government of India inherited from the
subsequent COmpany was purely of an unproductive
bstory.  nawre. The continued wars which -the
Company had to undertake steadily added to the debt.
Thus the debt of India was £. 7 milfion in 1792, £. 30
million in 1829 and by the middle of the 19th century:
it was more than £. 51 million and in 1858 it was.as
high as £. 69% million. The Mutiny caused huge addi-
tions to the debt and it went up to nearly £. 129 millions
in 1876.

After the passing of the administration of India into
the hands of the Crown, a new policy was inaugurated:
The Government of India embarked upon

a policy of reducing the “ordinary” (later

:;:l‘n:’i::l’ known as ‘unproductive’) debt which, howe-
Unproduc- ever, synchronised with another, namely,
public borrowings for productive purposes,

such as, construction of railways and irrigation.  But
from 1878, the surplus revenue was utilised for pro-
Subsequent ductive expenditure and the available surplus
:::::;"“ of any particular year enabled Government
Productive 0 avoid creating loans to that extent. Thus
surposet by 4 mere adjustinent, the” unproductive

The origin-
ol public
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debt was being steadily reduced with an automatic
increase of the productive debt. ~ Continuation of this
policy would have completely extinguished our debt
by 1917. This is proved by the fact that the unpro-
ductive debt was Rs. 105 crores in 1900 and was
reduced to Rs. 3 crores only in 1915-16. But India’s war
contribution of Rs. 150 crores, the expense of New
Dethi and the post-war deficits of five years caused
an inflation of the unproductive debt by leaps and
bounds.

Classifica- The different ways in which the Public
tion of debt is classified may now be enumerated :
Debt. (a) The debt is either funded or unfunded
and the time of repayment of the loan is the
basis of this classification. The debt which
is repayable within a year of the'time when
it is incurred is called ‘floating’ or ‘unfunded’
debr. Such are the Treasury Bills, Post
Office Cash Certificates and Postal Savings
Bank Deposits. The debt for which the
& is under no obligation to repay
the principal, or has to do it after some years
is called ‘funded’ debt. It is worth re-
membering that many govemments, when
they cannot repay their short-dated loans
on maturity, ‘fund’ them into long-period
obligations.

The funded debt is subdivided into ‘terminable’

Fuoded

and
Unfunded
ebt.
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and ‘interminable’ debt. The debt the principal
Funded
debt

Further

sub-divided
into Termi-

nable and

otermi-
nabte debt.
* Productive

an
Unprodue-

tive debt.

<

External
and

Iuternat

debt.

«

of which need not be repaid is calied
‘interminable’ debt, the terminable debt
being liquidated after a specified period.

(b) Another basis of classification is to
regard the debt either as Productive’ or
“‘Unproductive’ debt. Produciive debt is fully
covered by assets which are expected to
yield an income sufficient to pay interest
on the debt and_ also some additional
profits. The unproductive debt, on the
other hand, is a dead-weight burden on the
state-resources and the interest is met from
the general revenues. If a loan is spent
for purposes which are not directly re-
munerative, but expected to increase the
economic resources of the country (as for
instance, educational expenses), it does not
become productive on that score.

Still another method of differentiation is to
classify the debt according asit is ‘inter-
nal' or ‘external’.  The internal debt is in
thé hands of the ctizens of a state, the
external, in the hands of aliens. - The
distinction is important as the nature of the
debt has its effect on political, social and
economic life of the people.

Finally, the deb; may be regarded either



252 INDIAN ECONOMICS

Contral s ‘central’ or ‘provircial’ according -as the
loans are raised by the Central government
or the Provincial governments.

(¢) One may regard the national debt from two
poirtts of view according as the funded debt

Rupee Dbt 1S registered either in India or in England,
Ti:i ‘Shh;; The former is cafled the Rupee debs, &
being subscribed in rupees and the interest

being payable afso in rupees. The latter,
registered in England, is calculated in sterling

and the interest on it is also payable in

sterling.  The whole amount of sterling debt

is practically in the hands of English in-i

vestors,  The bulk of the rupee debt is held

in India, but.a portion is in the hands of

ifvestors who live in England and draw

interest 1n that country. Of the rupee debt

held in India a part is coniributed by Indian

imwestors and another by European investors.

The andlBigii'f the figures of the Public Debt
Two char bnngs«eul wo features, namely,—
;‘f::’““ () The Unproductive debt forms af
Public small percentage, the larger constituent
Benk bés’m the Productive public debt. And’
Breponders very few countries of the world enjoy,
of pmn., such an enviable position. No doubt our:
‘[‘;fp'."" * unproductive debt increased, as noted:
tive debt.  already, on accouns of the war ‘and 5
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aftermath.  Even then the position is
satisfaciory.

{b) The other feature is the preponderance of
aliens in the list of public creditors. And
the reason for this is not far to seek. The

Predami- = .
nance of  pOVerty of the people, their lack of saving
;’E‘m“ ha_bits and the shyness of» the lndian‘ capi-
talists are greatly responsible for this un-
satisfactory condition.
We may conclude this subject by appending a
Tatel P,_,,,w statement showing the interest-bearing obli-
Debt of gations of the Govenment of India in the

o years 1932 and 1933.
In Tndia. 3lst. March 1932 31st. March 1933.

' 706°4 crores. 705°38 crores.
In England
(c-l=:hhted o5 o710
on the basis D "
bl 5o 50710 .,
the rupes)

—%

Total
bering 121285 ,, 121248 .,

obligations.




