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"put forward. We have also ‘paid due regard to the opinio

No. 1 or 1930..

GOVERNMENT OF INDIA.

REFORMS OFFICE.

To

THE RIGHT HONOURABLE WEDGWOOD BENN,
s ' o D.8.0, D.F.C,

His Majesty’s Secretary of State for India.

- Simla, ‘the 20th September 1930.

'

We have the honour to address vou on the conclusion
of the constitutional inquiry which has been conducted by the
Indian Statutory Commission in accordance with the pro-
visions of section §4-A of the Government of India Act, and -
to forward for the consideration of His Majesty’s Govern-
ment, as a preliminary to the discussions' which will shortly
take place at the Round Table Conference, our views on the
further progress which might now be made towards the deve-

* lopment of responsible government in India as an integral
part of the British Empire. The report of the Indian Statu-
tory Commission contains proposals of far-reaching sig-
nificance and erncial importance, affording the most conve-
nient, and indeed the inevitahle, method of approach. We
have further studied the reports of the provincial committees
which were set up in connection with the Indian Statutory
Commission, and we have derived great assistance from the
valuable labours of the Indian Central = Committee.
Y¥e have, in addition to these -documents,” had the *
advantage of seeing the many suggestions made " by : indi-
vidwal thinkers in India and the scheme prepared by the All
Parties Conference in 1928, commonly known.as the Nehru- ;-
report, which, though it has for various ' reasons ceased’to.~
occupy the forefront of the political stage, nevertheless: re-:
mains as the most authoritative and detailed exposition o
the views of constitutional nationalists that ‘has-:yet' been.
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that has been expressed in India since the publication of the
report of the Statutory Commission, and the most recent de-
. velopments of this opinion will ne doubt be placed before
His Majesty’s Government by the delegates at the Round
Table Conference. Finally, we have received and transmut as

enclosures to this despateh the weighty views expressed by

Jocal Governments.

The examination carried out by ourselves and the pro-
vineial Governments has heen unavoidably handicapped by
the circumstances in which it has been undertaken. The
time available for reaching conclusions on matters at once
so intricate and so important has been in itself short, and

" the attention of all Governmeénts-in India has been much
occupied by the abnormal conditions arising from the civil
. disobedience movement, and in our own case fromr the
situation on the North-West Frontier.
had the benefit of personal consultation with all the Governors

of provinces, and have devoted much consideration to the-

various problems involved. We have not found it possible
{o deal in this despateh with all matters of detail, but we trust
that our observations will he found to cover the main points.

POLITICAL FORCES IN INDIA.

2. General observations.—The solution of the great
issnes which now confront us is to be discussed at the Round
Table Conference with a view to achieving the utmost possi-
ble measure of agreement between His Majesty’s Government
and the representatives of different parties and interests in
India.

the political forces at work in India, the constitutional
demands that are most commonly put forward, and the
strength of opinion on which they rest. We recognize with
the Statntory Commission the difficulty, particularly at a time
of rapid change like the present, of estimating with accuracy
these forees, and, set as we are amid many conflictine cur-
rents and much clash of old and new, of stating general con-
clusions. What we say, therefore, must be read subject ‘o
this eaution. Complete agreement on general statements
cannot be expected. We offer our observations merely as an

attempt to draw a pieture which in its broad outlines we |

believe to be accurate.

_ 3. The political classes. Tendencies making for unity of
view.—The Indian Statutory Commission in the able

analysis of public opinion in India, with which the first"

N

Nevertheless, we have.

It may therefore be conveniént, before we come to our -
detailed observations, if we attempt to give some account of .

3

volume of their report concluded, pointed out that political
thought and intluence ave, as is to be expected, principally
concentrated in the towns. It is. in the larger towns that

are to be found those elements which give direction or active

support to the political forces of the day. They consist of the
professional classes, in particular lawyers, journalists and
those connected with education ; an appreciable portion of the
trading classes ; those engaged in clerical occupations ; the
large number of students at the universities and colleges ;

the melancholy army of those who having sacrificed much to-

go through the scholastic curricnlum find at the end that their
country offers them no employment : and, lastly, the small but
growing body of educaled women who are throwing them-
selves with enthusiasm into the new world of political affairs.
These are perhaps the chief elements that go to make up
what we may call the political classes. Their thought is pro-
foundly influenced and unificd by the writings of the press.
It is no doubt a common characteristic of mankind all the
world over that they tend to. take their political views ready-
made, and that with growing education, those views are more
and more moulded by the press. This characteristic is certain-

ly very marked in India, and those who might be disposed to -

stand out against popular opinion as expounded in the press
are not infrequently deterred by a sensitiveness to personal
attack, which has not yet heen blunted by long experience of
public life. Journalism in India concentrates largely on
the personal side, and the press is outspoken in its denuncia-
tion and ridicule of those who venture to express opinions
in conflict with those gencrally accepted. There are
other important factors which make for a prevailing
unity of view on certain “broad issues. The fact that the
dominant power in India is in the hands of a forcign race
cannot fail to offer to those who attack existing conditions
the opportunity of a racial appeal. Again, a common desire
for changes in the form of the Government acts as an induce-
ment to preserve a united front, and to keep in the back-
ground such differences as exist. Finally, caste and family
attachments are of peculiar strength, and the close intimacy
of social relations promotes a common outlook.

o 4. The commercial classes.—We have mentioned above,

as forming part of the political classes, the trading com- -

munity. Like all gencralizations this is open to unalification,

-and there may be differences.of opinion as to the extent to

which traders interest themselves in politics and what precise
part pressure of different kinds plays in influencing their
actions. But it can hardly be denied that the trading classes,
which as a whole used in the past to be content to occupy

themsclves with their husiness, have been taking a more and -

B2
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" more active share in politics. Though men prominent in indus-
try and commerce have for many years played their part in
- public affairs, -the feeling that improvement of trade
and industry is to be sought through political channels
1s a development of comparatively recent times. The
extreme illustration of the way in which this idea has
gripped the business community is to be found in the attituie
of the commercial classes in Bombay during the present civil
disobedience movement. After all allowance is made for the
religious and emotional appeal of Mr. Gandhi’s name for his
own countrymen, the Gujeratis, who form such a large element
in the life of Bombay city, it must be 1ecognized that the com-
mercial community of Bombay has in pursuit of poli-
tical power been lending its support, both moral and
material, to a movement in defiance of the law, which might
have been expected to have no attraction for those whose
mterests depend on stable and peaceful conditions. .

9. The landholders and the agricultural classes.—Pass-
ing to the more conservative elements in the population, the
most important class™s that of the larger landholders. In
many parts of the country they still retain in their estates and
villages a traditional authority, which, though it may now
meet with some challenge, is yet one of the active forces in
the life of the community. The spread of education and the
influence of the press tend constantly to enlarge the number
of landholders who might be included in what we have called
the political elasses.  On the whole they remain at present a
couservative force, conscious that their influence is likely
to suffer from too rapid political changes, and beginning to
realize that the defénce of their interests requires a more
active participation in public life. Below them in the agri-
cultural world come the small landholders and the more
substantial peasantry. This is a class about which it is
peeuliarly difficult to generalize. Broadly speaking, pros-
perity brings education, and education fosters political ideas.
1t does not follow that the ideas of this class necessarily
coincide with those of the corresponding urban classes :
indeed in the Punjab where the small landholders are a
strong and inereasing force there are signs of the development
of a contlict of interests between them and the town dwellers.
But whatever may be their views, the important point is

that they have views, and cannot be regarded as forming part.

of the unthinking masses. The events of the last few years
in Gujerat afford a striking illustration of the effeets which
this class can produce when guided in a political direction.
Below this stratum come what may be called the agricultural
masses, a political force of great potential importance, but in

5

normal times interested in little outside their own villages,
their own immediate needs and conditions, and the hard
struggle for existence. It would be fair {o say that they have
no informed conception of the political problems of India.

6. Industrial labour.—The towns too have their counter-
part to what we have described as the agricultural masses.
The bulk of industrial labour is ignorant and unedncated.
'Their surroundings are often primitive and insanitary,
thongh steady efforts are being made fo improve their
lot. Living in towns they are more ecloscly in c01‘1tact
with political movements than are the agriculiural
classes, but it is doubtful - whether the ordinary political
ideas . make mmch . appeal to them. In the towns too
are to be found those lower strata of the population which
can easily be worked up into mob demonstrations and violence.
These elements and the industrial population  have
formed in recent years the objective of communist propa-
ganda. In some of the larger industrial towns the doctrines
of communism for a time made appreciable progress, parti-
cularly in Bombay. The movement has recently received a
check, but it undoubtedly survives as a continual menace to
orderly progress and the well-being of the community.

7. Means of appeal to the masses—The general effect
of the picture we have endeavoured to draw is that the c}asst_:s
affected by political opinion form a wide circle which 1s
steadily expanding. Tt is continually cstablishing new con-
tacts with those portions of the population which have
hitherto been indifferent. But beyond the furthest range of
the genuine influence of political reasoning and argument,
those who wish to rouse the unpolitical masses are able to
play on their feelings by appealing to the interests which
are intense and vivid in their lives. First among these
interests must be placed religion. It was the power of
religion which enabled Mr. Gandhi during the non-cooperation
movement ten years ago to rouse and sway the masses
to a degree bhitherto wunknown in British India, and
it is the veneration in which he is held for his ascetic life
and moral teaching that gives him a great part of his popular
appeal today. It was the power of religion working through
the Khilafat movement, which for a time diverted the Muslim
community from their traditional relations with -the British
Government. It was the appeal of religion, that recently
threatened to destroy the work of the reformers in the Child
Marriage Restraint Act, commonly known as the Sarda Act, ~
and has been used to rouse the transfrontier Muslim tribes
-against a Government responsible for a measure which could. -
have no application to them. . Dol R
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The second of the main interests through which the
masses may be roused is the land. India is predominantly
an agricultural country and the land is the basis of life
for the great majority of the people. Consequently they may
be immediately and profoundly affected by anything which
touches the land, in particular land revenue and land tenures.
Agrarian problems are seldom far below the surface.

The third method of approach to the masses is one
that is siill comparatively new and untried. It is broadly
speaking the method of revolutionary communism, the appeal
to the ‘“ have-nots . There are signs in the armoury of
political agitation of an inecreasing insistence on the facts of
poverty in India, not with a view to constructive effort in
remedy of the causes, but for the purpose of exeiting feelings
against the propertied classes and an alien Government. Not

- much progress has been made on these lines except in the -

industrial towns. But it is part of the policy of communism
to spread its doctrines among the peasants.

i 8. Sectional interests.—In speaking hitherto of political
interests we have had in mind chiefly those broad issues of
public policy which group themselves round the demaund for
an ncrcased measure of self-government, and we have tried
to suggest the area over which interests of this kind are
active. There are, however, other interests which make n
genuine appeal to laxge bodies of people on lines other than
those of nationalist politics. One of the marked effects of
tl}e present constitution, ,with its introduction of the forms
of democratie government and its transfer of power not culy
in the provinelal councils but in local bodies, has been the
recognition of the fact that any group or section which has
a common bond of interest can secure its objects only through
organization. The binding forees of society outside the
family are religion and easte, and there has been a definite
quickening of communal and caste feeling, and a tendency
for people to group themselves politically under these cate-
gories, which have for them a practical eignificance. It -is
felt that a common interest unites those who belong to a
particular caste or a particular .religion, and at Z time
when novel and broader ideas have not yet succeeded in estab-
llsln.ng themselves, it is no doubt inevitable that the eariier
manifestations of political awakening should amone laree
sections of the population take a form that is familiar and can
readily be appreeciated. Local and provincial patriotisms also
show unmistakable signs of development. All these indicate
the real emergence of a public opinion and a general will, in
a tor:m however restricted, expressing themselves through the
relations which most closely concern and interest the masses
of the people. Forces of this kind reach elements of the

"India
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population which are untouched by the ideas of nationalism,

but it must be remembered that they are always at hand to

be utilized for nationalist ends. . .
9. The growth of the nationalist spirit—In saying this

" we do not wish to minimize the extent of the genuine in-

fluence of nationalist ideas. There is no doubt that o con-
siderable degree of national consciousness has been evoked

among the educated classes as-a whole. With the economic

“and educational development of the country have come, natu-

rally and honourably enough, a greater self-respect, both
individual and national, and a demand for equality of treat-
ment and status with the West. The rise of Jap;m as a great
Asiatic power supplied an early stimulus to this movement.
Sinee then the stream of western thought in the present centu-
ry has more and more brought India within the line of its

. current. Intercourse with the world grew. The influence of

western education increased. Students in ever greater num-
bers went to lingland and returned. Older men, and even
women, visited Kurope more freely,’and with a riper judgment
compared other countries with their own. Conscious of the
magnitude of her share in the Great War, India has watched
with close interest nationalist movements in Afghanistan,
Persia and China, while in another direction Ireland and
15gypt have been examples which have constantly been before
her eyes. All this has encouraged nationalism and democratic
thought. One conscquence of the growth of “nationalist
feeling has been to.make Indian opinion exceedingly sensitive
to any ill-informed judgments, which might appear to indicate
a lack of trust, and to all that might be held to mark the status
of India as inferior to that of other unmits in the Empire.
could hardly remain unaffected by what has
gone on around her, while at home the constitution of 1919,
however far it fell short of full self-government, had set her
feet firmly on the path. It was therefore inevitable that this
nationalist impetus should come, and it would be a grave

.mistake to under-estimate its force or to depreciate its value.

Tt is a necessary condition of the building up of a wider and
more vigorous life, and of that development of a self-govern-
ing India which from early times has been the ideal of
the most far-seeing of its British administrators.

10. The nationalist demand.—The nationalist demand is

for self-government and dominion status. It is' couched

in terms of British thoight and British institutions, for it

emanates from those who have been profoundly influenced .
by British ideas. The*demand for self-government, stated .

in practical terms, is that India should be allowed to manage - »
- her own affairs both in the provinces and, subject to any
temporary safeguards that may be requisite, at the centre,

The claim to dominion status, so far as that can be separated :

X
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from ideas of self-government has perhaps a sentimental,
but not on that account any less potent, aspect. The demand
1s not only that. India should be enabled " actually within
necessary limits to settle her own affairs but that she shounld
be publicly recognized before the eves of the world as com-
petent to scttle them. Both these ideas are included by
Indian opinion in that dominion status which the announce-
ment by His Excellency the Vieeroy on the 31st Oectober,
1929, deseribed as the natural issue of India’s constitutional
progress.

It is possible to trace in these political aspirations two
separate trends of thought. The first is directed to the
natural satisfaction of a national pride and national senti-
ment. The position of India in the Empire has been
ambiguous. There are undeniable obstacles to the attain-
ment of complete sclf-government at once. But are these
obstacles to be used for the purpose of delaying the progress
of India, or is o genuine attempt to be made to overcome
thern 7 Arve differences of race and culture to keep India
permanently in a position of inferiority to the great
Domgnums,_nr is a place to he found for her within the
?Jmplre which will satisfy ler claims to equal treatment ?
To those, in whom such are the dominant ideas, the actual
r}otmled meaus by whieh their ideas may be translated into
fact arc often mnot of great account. The sccond line of
thought is dirceted to the fulfilment of concrete policies.
Those who think on these lines have an egsentially practical
outlook and demand power in order to achieve certain
definite objects. ‘

11. The extent of support for the nationalist demand.—
It ]m}}pens that the course of the civil disobedience move-
ment in the last few months has exhibited with sufficient
plainness the strength of the nationalist forces and also their

limitations. It is clear that they have on their side a sub-

stantial measnre of support from educated Hindus of all

classes, for large numbers of those who have not actually-

joined the movement, being repelled by its methods, have
shown unmistakable sympathy with its aims. There is little
doubt also that the minority communities to a large extent
share in these broad nationalist aspirations, but it has become
plain, if demonstration were nceded, that gencrally speaking
they are not without apprehensions of their position in a self-
governing India, and they are concentrating attention on the’
protectmn of their rights and interests. It is assumed that
for some time after the introduction‘of fhe new constitution
polities are likely to remain on a communal basis. It will only
be by a gradual process that the handling of practical
problems of administration and policy will lead to the
development of parties which will be divided on different
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lines. The landed interests also are anxious about their
tuture. 'I'he depressed classes, so far as they are beginning
to develop some political consciousness, look with uneas_mess?
at the prospect of Governments dominated by the higher
castes. 'The great mass of the people, though, as we have
said, capable of being galvanized into action by appeals
on those matters which really interest them, regard with
some indifference political changes which they .do not
understand. It is instructive to observe how 5]111:111g the
present civil disobedience movement strong feeling has
been avoused in the towns, and outside the towns
particular localities where either the eonditions were pecu-
liarly favourable, such as Gujerat, or where sovine iocal grie-
vance could be exploited or some doubt sown »s tc the puwer
of Government 1o maintain its anthority. But looking at the
country broadly, a political agitation of remarkable intensity
and fervour has left the rural districts but little affected.

. 12. The extremist element.—In speaking hitherto of the
nationalist forces we have had in mind primarily those ecle--
ments in the movement which are prepared to look to consti-
tutional advance within the Empire. But it must be recog-
nized thatl there is, particularly among the younger men, a
considerable body who have adopted independence not as a
phrase but as a settled aim; who are fundamentally hostile to
the British connection and who, though they may not all
favour or believe in the efficacy of the methods of terrorism
which many of them are prepared to pursue, are at any rate
convineed that it is only by force applied in some form or
other that they can achieve their end. With such men it
would be idle to expeet that any settlement is possible.  They
will oppose any agreement that may be reached, and the most,
that can be hoped is that gradnally through experience of a
constitution, which gives a considerable degree of seif-
government, they may come to realize thal more can be
achieved by working the constitution than'by endeavouring
te cverthrow it ’ ,

13. Non-official European opinion.—We must not close
our account of political opinion in India without giving some
impression of the attitude of the non-official European com-
munily. The Statutory Commission have emphasized the im-
portant eontribution which this community has made to the
economic development of India and the influence it possesses
in virtue of its widespread commercial activities. Prior to
the introduction of the present constitution the interest of
the community in politics was limited, but since 1919 it has -

realized the necessity of taking its full share in the political
dife of the country. Its entry into active politics has been '
marked by an increasingly liberal spirit towards Indian aspi-:

rations, and during the inquiry of the Statutory Commission’ -
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it showed itself ready to look with favour on proposals for
political advance, subject to the provision of n,'d;equa_te. safe-
guards for its rights and legitimate interests. 'The civil dis-
obedience movement with its accompaniment of a boycott of
British goods and British trade, through which it was hoped
to bring pressure to bear on His Majesty’s Government, has
had marked reactions on those who felt theruselves unfairly
attacked and who resented this intrusion of polities inte
business. Resentment has been slow in gathering foree, but
recently Faropean commercial opinion has shown unmistak-
ably that it does not mean to allow itself to he ecoerced by t}}qse
methods, and there has been some consequent stiffening of its
atiitude toswards political advance.

14. Conclusions.—\We have made above some attempt to
describe the main political "currents and forces that are
moving over the formerly placid surface of India. If our
reading of the situation is accurate, it is evident that the new
constitution must be such as will take full account of these
new forees. The time has passed when it was safe to assume
the passive consent of the governed. The new system must
be based as far as possible on the willing consent-of a people
whose political consciousness is steadily being awakened.
There is still in the country a fundamental respect for antho-
rity. The new legislatures have ‘established for themselves
a position which 1s gradually coming to be understood and
accepted by inereasing numbers. Constitutional forms are
for the most part respeeted and observed. The conditions for
a substantial transfer of power are not in our view unfavour-
able, and we are convinced that the time has come when the

broadest considerations of Imperial policy demand that we .

should spare no efforts, and even take some risl.(s, in order to
arrive at a constitutional solution which will give reasonable
scope to the ideas and the aspirations that ar¢ moving India
to-day.

GOVERNING PRINCIPLES.

15. Opportunities for growth.—The Indian Statutory
Commission have at the beginning of the second volume of
their report, before explaining their detailed proposals,
set forth plainly the general prineciples on which their
recommendations  are based. We think it will be con-
venient il in the same way we make clear at the outset
our general outlook on the constitutional problem and
the principles which guide our conclusions. In the first
place we are in full agreement with the view of the Commis-
sion that the new constitution should not be unduly rigid,

and that it should allow of natural growth and diversity.

Tor instance, it might ease processes of transition if formal
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provisions which may require subsequent change could be
drafted in such a way as uot to involve legislation if and
when it is desired to make the change. Again, within thé
general framework of the constitution in the provinces it
might be possible to allow certain variations suggested by
local conditions and favoured by local opinion. Finally,
wa should hope that both in the provinees and at the centre
the constitution would give opportunities for development
by practice and convention in accordance with actual needs
and experience. The cvils that flow from a temporary con-

-stitution have been fully set out by the Commission. Our

aim must be to establish a constitution which should, as far as
possible, contain within itself provision for its own develop-
ment.  We recognize however that that aim can he more
fully attained in the provinces than is possible at the centre,
where the ultimate form-of the Government cannot as yet
be so clearly discerned.

16. The ultimate ideal—An all-India federation.—The -
Commission have pictured the ultimate constitution of India
as av  all-lndia federation including mnot only British
India, but also the Indian States. That is an ideal which
we fully accept.” There is an essential unity embracing the
whole of India, which we hope will at some future time find
expression in certain joint political institutions. But it is
clear, as the Statutory Commission have been careful to
point out, that this ideal is at present distant, and that the
federation of Greater India to which they look forward
cannot be artificially hastened. Much may be done to
promote a more vivid sense of the unity of interests in many
spheres between British India and the various States, and
to develop the conception that there are matters of common
concern which can best be treated in consultation. Never-
theless we must recognize that the time has not yet come when
the general bady of Indian States would be prepared to take
a step so far-reaching in its character as to cnter into any

“fornal federal relations with British India. While, therefore,

we.are entirely at one with the Statutory Commission in hold-
ing that the ideal is a federation of all-India, and that this
ideal should be clearly borne in mind when drawing the main
outlines of the constitution of the new India, we must also
recognize that the ideal is not likely to realize itsclf, savo in

~ its own duc time.  There is a certain danger that if we direct

our gaze too fixedly to a distant future we may tend to over-
luok the nceds of  an urgent present. The main problem
which must engage our attention is how British India may be .~
developed in a manner which shall not only be consistent with -
the wider vision, but shall be appropriate to its own 'jm- =
mediate requirements. . , - S

T R A LAt
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17. Federal development in British India.—We have no
doubt that apart from the importance of desiguing a structure
into which the States may later fit themselves, tlic conditions
of British India itself point clearly to a federal development.
India under the old system of bureaucratic government was
adwinistered on strongly centralized lines. With the first
steps along the path of democracy it was necessary to relax
control at the centre, and as the Statutory Commission point
out, the completion of the policy contained ia the announce-
ment of Augnst 20th, 1917, was pictured* hy the authors of

the Montagn-Chelmstord report in the form of ‘¢ a congeries-

of self-governing Indian provineces associated for certain pur-
poses under a 1esponsible Government of India . This
remaing in our opinion the only feasible policy for trunslating
responsible justitutions into a conntry containing so huge a
population and such diverse elements. The acceptanes of the

federal idea for British India carries with it the obligation to

develop as rapidly as possible the cmergence of the self-govern-
ing anits which must form the component parts of the federa-
tion.  As the Commission point out, we shall be engaged on a
process which is the reverse of normal. We do not start
with seli-governing states which agree to combine. We have
already an  administrative unity, and onr first task is to
decentralize with a view to permitting the development in
the provineces of that degree of independent activity  which
should characlerize the units of a federation. Ve a}o,‘ there-
fore, in full agreement with the hroad aim of the Commis-
sion to give to the provinces the maximum of autonomv con-
sistent with the interest of India as a whole, and to make
cach provinee as far as possible mistress in its own house.
But in following this policy we must be careful not to
sacrifice the spirit of national unity which has gradually been
d(_\,\'e!npi!‘..g undev  the centralized British administration.
We require a vigorous central authority capable of sustain-
Ing  the heavy burdens that neeessarily fall upon it. It
will e responsible for the defence of the conntry against
external attack, and for the maintenance of the ultimate con-
ditions of internal tranquillity ; for the finances of India‘as
a'whale and its credit in the markets of the world ; for its
commereial and tariff poliey : and for all those matters of
common coneern which must be handled by a central Govern-
ment. It should be in a position to mobilize the fxperience

talent and resovrces of all India for the more cfficient pursnit’:
of such ohjeets as agricultural, medieal or economic research.

It must also possess powers of intervention if developments

*Joint Report, para. 120,
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fi in any pl.'ovince are such as to affect any gthter part of India
v or the administration of any ggntral subject.

!

| _ ¢ diffeult

_ The problem at the centre.—The mos .
rnb%fm that 1(:onfronts us is what form this central authority
ghoul[i take. It is clear that many of its functions Elusttigr
some {ime continue to be exercised, as they are at present, in

" responsibility to the ultimate will of Parliament. The

. . . . id by
terial foundations of modern India’s life have been lzud‘ .

{rﬁ{:}tilal;;(ll i(?l}l%r?t;in, and in the process British interests ]gl.\ lci

come to be deeply engaged in India. A history to whic

- Britain can look back with pride has left results which pro-

foundly influence the present. The security and thev I;fospf:mt}f
of Irdia represent an interest of Britain as_  well z}a ot
India, and an interest of such mag:mtude that Bntalrtl (,z%n'nor
afford to see it jeopardized. It might be argued t}ﬁl u.sl atn}
complete form of responsible government at the centre

" js, for the reasoms we have just indicated, 1n prescnt

conditions impossible, no attempt can usefully be made

.1b iuvest the Government with any popular sanction,

ich
A cenival Government should be coqstructed wl_nc (
x}ouldC throughout the field of its functions be 1plm;l}l)y
responsible to Parliament alone, and in order t']flltt e
executive might fulfil these responsibilities the legisla ur%
should be so constituted that it could be depended on to gran
to the executive the moncy and the legislation required to-
carry out the policy of Parliament. The leg1s1a§ure would to
some extent reflect opinion in India, and its views would be ‘
taken into account before decisions were reached. ]?:ut wl.len
once the Government of India, in agreement with the Secretary
of Stale, had reached conclusions, the Indian legislaiure
would be content to implement them. Such a Government
would no doubt be strong in the sense that it could count on
cettine its own way. But it would be wholly deprived of that
olement of strength which comes from the support of pubhrf
opinion. We have set out this alternative quite frankly, for
it represents one of the logical extremes, as complete seli-

" government represents the other, and when proposals for

» intermediate position are put forward and are attacked,
i(;nzﬁe\' well may bg, on the ground that they may lead to di-
+vided counsels, it is important to realize clearly that the two
lfextreme positions are impossible. The Statutory Commis- }
“gion had no doubt on this point. They stated that us a mat-
ter of practical politics there could be no question of going
back to a previous stage by providing that the Assembly -

should have an official majority or by reducing its powers. On
E}Ié’ucf)]nigary, they have addressed themselves to the task of - -

-considering how the machinery by which Indian political opi- *

- . nion expresses itself and ®xerts its influence at the gentre o
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may be mproved. We are in entire agreement with thisi
view. The solution of our difficulties is not to be found by
attenuating the channels through which Indian political
cpinion finds expression, but rather by harnessing that
opinion to constructive work, so that what is at present a
danger to the stability of Government may be converted into
its ruain support. The Statutory Commission have put the -
point in words which we would desire to endorse :—

*+¢ Nationalism is a force with immense power for good
or evil, and the task in the future is to utilise .
that force for constructive ends. For national-
ist movements that fail to find an appropriate
outlet for their energies tend to mere strife and
futility.”’

19. Suggested conditions of a solutioh.—The conditions
of the problem suggest to us the importance of defining as
clearly as possible the purposes which Britain must. continue
to safeguard in India, and making it plain that where those
purposes are not concerned India should be free to manage her
own atffairs. The British Government must satisfy itself on
certain essential points, for instance, that the defence of India
from external attack, which rests, and for many years must
continue to rest, largely on British troops, is fully assured ;
‘that relations with foreign States, with the ultimate pos-
sibilities of war which they involve, are conducted under 1ts
authority ; that the conditions of internal security are main-
" tained ; that financial obligations are provided for and the
requisite financial stability and credit of the country ade-
quately secured ; that reasonable treatment is accorded to
minorities ; and that unfair discrimination is not practised
against any section of the community. In our opinion-the

ultimate control of these matters must in present conditions
reside in the British Parliament. It would be undersiood
that upon Parliament rests an obligation to secure certamn

definite purposes, and that for these express purposes it may .,

be necessary for Parliament to intervene at any point
in the administration of the central Government. Where
these purposes are not affected, the policy and administration
at the centre may properly be regarded as the concern ofe
India alone. IFrom this point of view the activities of the
central Government might perhaps be viewed as falling into
three categories. 'There would be, in the ﬁrst. place, those
subjeets in which the interest of Parliament might be ex-
peeted to be continuous, such as defence, foreign affairs, the
preservation of general tranquillity and the fulfilment of,

*Volume I1, para. 19.
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financial obligations. Secondly, there would be subjects in
which Parliament would be: interested only oceasionally,
if and when it became clear that the policies pursued were
affecting the purposes which Parliament wished to safeguard.
We should be inclined to include in this category the methods
of taxation by which the revenue of the central Government.
is raised, the tariff and commercial policy, and the manage-
ment of railways. We should expect these matters normally
to be directed in accordance with the views that commended
themselves to the majority of Indians, but subjeet always to
the vossibility of Parligmentary intervention if any of the
purposes of . Parliament were threatened. Finally, there
would be a range of subjects in which we should hope that a
popular policy would seldom, if ever, come into conflict with
the, responsibilities of Parliament. Such would be, for in-
stance, the general economic development of the country,
industrial policy and questions of labour ; the ordinary ad-
ministrative services which the central Government carries
out, such as the management of the postal and telegraph
systems or the customs administration ; the development of
communications whether by land or air; the .co-ordination
of those activities which form the primary concern of the pro-
vineial Governments, such as education, health and agricnl-
ture ; the promotion of social reform, and many other matters
of great importance to the welfare of the community. Again,

> the selection of the representatives of India at Imperial con-

ferences or at the League of Nations, and, subject to any over-
riding considerations of Imperial policy, the- instructions
given to them appear to us to be matters which might well be
lett to the determination of India. The relations of India
with other parts of the Empire must naturally be of concern
to His Majesty’s Government. But we should hope to see a
development of the existing practice whereby India is cnabled .
to deal direct with the Governments of the Dominions
in cerlain matters that affect her closely. Generally, in
regard to the sphere in which the central Government might

- expect to be allowed to pursue its own policy, we think it 1s
_important to remember that it is proposed to hand over to

responsible Governments in the provinces the administration
of all the functions which most closely touch the life of the
people. It seems to us evident that in some form or other
comparable activities, which are the charge of the central
Government, should also be administered in relation with the
popular view, ‘provided always that the broad purposes:of
Parliament which we have described above are not affected.
The precise form by which public opinion may make itself
felt in a Government, which must he prepared in certain

. matters to be guided ultimately by the will of Parliament, is .

the cardinal problem that confronts us. We offer our own
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suggestions later, not with the idea that they are proof against
criticism, but as indicating general lines of development which
seem to us, on the basis of our own experience, less open to
objection than others that we have seen. But whatever may
be the plan adopted, we are convinced that no scheme of (3ov-
ernment at the centre can work with success, unless it is re-
cognized that Parliament and the Indian legislature have each
their special contribution to make to the welfare of India
which is the joint purpose of both. Our aim should be a

parmership in a eommon cause,

20. Ultimate considerations.—The Statutory Commission
suggest that there may be a further complication in a problem
already sufficiently eomplicated. They utter a caution against
the development at this stage of institutions which might pre-
judice ihe ultimate form of the central Government. The

cantion is no doubt one that should be borne in mind. But-

caution in this respect must not be carried to the point of
allowing ourselves to be immobilized from fear that any step
we {ake may prove not to be leading us directly to our cud.
There 1s much to be done before that end can be reached, and,
if we hope to reach it, we must be prepared to test by experi-
ence the forms and methods of that type of Government
which will eventually emerge. 1t is clear that the aim for the
centre as for the provinces must be the progressive realiza-
tion of responsible government. There already exists in the
Legislative Assembly an organ which as it develops will be-
corae one of the main instruments of responsible government
at the centre. Responsibility will come as the result of the
relations established between the legislature and the execn-

tive. 'We cannot at present foresee preeisely what the ulti-

mate devclopment of those relations will he. But it seems

to us plain that we should without delay set ourselves to the

task of encouraging the establishment of effective relations

between these two bodies, and thus prepare the foundation
for the full responsible government which we desire to reach.

THE GOVERNORS’ PROVINCES.

21. Boundaries Commission.—We come now to a con-
sideration of the detailed proposals made by the Statutory
Commission, and following the order in which they have
approached the problem we shall deal first with the Gov-
crnors’ nrovinees. The first subject on whieh the Com-
mission tonch is the need for provincial redistribution.
They suggest that the Government of India should
set up, as a matter of urgent importance, a Boundaries
Commission with a neutral chairman, to investigate the main
cases in which provineial readjustment seems called for. The

1
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“two particular cases to which the Commission themselves give
their attention are Orissa and Sind.

The claim of the Oriyas to a separate provinee of their
own is of long-standing. In their letter the Government of
Bihar and Orissa have drawn attention to the need of making
early investigation into all relevant factors with a view
to satisfying the very matural desire of the Oriya-speaking
pcoples to possess an administration of their own,
claim of Sind to be a self-contained unit has become increas-
ingly prominent in recent years. The preponderance of the
local population is Muslim, and their claim to separation
from the Bombay Presidency has been ardently advocated.
Neither on Orissa nor on Sind are we yet in a position to
tender final advice, but we urge that enquiries be set on foo:
at the earliest possible date. We should not contemplate en-
- teusting the task to a single Boundaries Commission. The

*

two problems arce not connected, and we would suggest in-

vestigation by two separate committees. We wish to
emphasize the need for expedition in reaching conclusions on
these two outstanding cases, which are respectively of funda-
mential importance to the two provinces of Bihar and Orissa
and of Bombay, as they now exist, in order that, if new
arrangements are required,{they may be introduced simul-
tancously with the new constitution. We conceive that the
Sind Committee will be concerned primarily with the ad-
ministrative and financial aspects of separation, for the ques-
tion is not one of boundaries. In Orissa on the other. hand
difficult questions of future boupdaries will be direetly in
issue. ’ C

Other possible readjustments of provincial boundaries
should in our view stand over, until opinion has more clearly
expressed itself. It would be for' the new administrations
themselves to take up such cases as they arise. .

We note in passing that the separation of Burma may
itivolve readjustments of the boundary between that province
and Assam, To this reference will be found in the letter of
the Government of Assam. _

The

' » 22, The abolition of dyarchy.—-In" agreement with. the -

e

greal mass of opinion in this country, both official and non-
official, we accept in principle the recommendations of tho

Comnmission for the reconstitution of the provineial Govern- -

wments. In so doing, we do not associate ourselves with thosa

who pass an unqualified condemnation on the existing disposi- .

tions. On the contrary we pay our tribute -to those  who

planned and those who have worked the provincial constitu.-

‘tions. Dyarchy in the provinces was never intended fo be . -
first step on the difficult, .-

- S VR

more than a transitional device, a

I3
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roac towards a completely responsible system. With few ex

ceptions goodwill has been forthcoming, and an earnest
endeavour has been made to translate into action the oppor-
tunicdies which the constitution has offered. Provineial Gov-
erninents, whether on the reserved or the transferred sides,
_can take reasonable pride in their administrative record.
Poliecy max sometimes have been at fault ; results may not
always have balanced expectations ; but on a broad view
. much has been accomplished that might have been difficult
of achievement under the older unreformed system. We are
clear, however, that a stage has now been reached in the poli-
tical growth of the provinces at which the next step forward
should be taken boldly. We agree with the Commission that
the time has come to remove the boundary set up between
aepartments  of which ministers may take charge and
those from which they arve excluded. To reserve law and
order would be to concentrate attack on the most delicate
part of the machinery. The arguments in favour of transfer
have been authoritatively and, to our mind, conelusively stated
by the Statutory Commission and the Indian Central Com-
nmittee. We do not disguise from ourselves the risks inherent
in so great a change. But, subjeet to the necessary safe-
guards which the Commission have suggested, we arc pre-
pared to sce provineial administration in all subjeets entrusted
to respounsible ministers, linked together in a common account-
ability for their poliey, and operating in relations with popular
legislatures from which the official element will have dis-
appeared, and in which the nominated element will have been
reduced 1o the smallest proportions.

On the main issue that a great step forward should be
taken, the unanimity of the provineial Governments is com-
plete. Differences of "opinion on details merely anticipate
what we ourselves consider to be probable, namely, {hat the
working of the new system may not follow identical lines in
all provinees. A single rigid system might hamper, and not
assist, the ready expansion of free instifutions. Some
freedom in the constitution is needed in order to facilitate
local growth in forms suited to loecal conditions.

The provineial reports sufliciently indicate the provineial
view and we do not ourselves propose at this stage to discuss
m detail the recommendations of the Commission on all pro-
vincial points. There arve, however, certain matters on which
comment is required, and {o these we now turn.

Prorvincial legislatures.

3153

position that the normal statutory life of provincial legisla-

23. Their life-time.—There is no dissent from the pro-.

issues, both constitutional and” practical. The Commission -
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tures should be raised from three to five years. We join with
the provincial Governments in accepting the proposal.

24. Their size—The Commission criticize the size of the
present councils and find them too small. They suggest that

; unless an increase in the size of the electorate is accompanied
" by an increase in the number of constituencies the reality of

representation may be prejudiced. They remark that in-
ccreased membership of the provineial councils will facilitate
their plan of representation at the centre. The recom-
niendation which they make is that in the more important
provinces there should be an immediate increase to a figure
between 200 and 250,

; We accept in principle the suggestion that there should
be a material enlargement of the provincial legislatures suit-
able to the new conditions, but we would be reluetant to
propose .precise figures reached on a priori grounds. The

.matter should, we consider, be included within the terms

of reference to the Franchise Committee, in order that the
size ¢f each provinecial legislature may be decided on the basis
of asceriained needs. Any substantial incerease in the clector-
ate will certainly necessitate an  addition to the num-
ber of the constituencies. in each province. The prov-
incial Governments recognize the need for enlarging the
legislative councils ; but their general view appears to be
that so large an increase as the Commission have in mind
may be unsuitable to their conditions.

For the reasons given by the Commission it will still be
necessary for some time that the Governor should retain a

strietly limited power to nominate, but we doubt whether,

when the Franchise Committee have completed their labours,
it will be found nceessary to give. a power of nomination
quite on the scale which the Commission have in view. ‘We
agree that no special provision should be made for the eleetion
of women.

25. The disappearance of the official bloc.—The presence
of an oflicial blee has been a noticeable feature of the present
dyarchical system, and essential to its working. We agree
/ *at with the abolition of dyarchy, the official bloc should no
longer be retained.  With the exception of a small nominated
element, the provincial legislatures will be wholly eclected ;-
free play will be given to the formation of parties, from
which we may expect to emerge correct principles of minis-
terial responsibility. - . —_ :

- 96. Constituent. powers.—The question of granting to .
provincial legislatures constituent powers raises difficult -

® 0k
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suggest that after ten years the provincial councils should
have the power to set in train certain proposals for change
by the method of ‘¢ constitutional resolution ’’, but- the
changes would be limited to those affecting the electoral law.
"Phe enforcement of a constitutional resolution would be
dependent on the grant of a certificate by the Governor that
the resolution reflected the general opinion of the province
and of any community specially affected, and would require
also the concurrence of the Governor General.

We weleome the proposals of the Commission to give to
the provineial legislatures this measure of constituent power.
Were it practicable to do so, we would gladly enlarge its
scope. But with one possible addition, to which we shall
presently refer, for the ereation of a second chamber, we see
grave difficulties in giving this procedure any wider extension.
Even within the ambit of the clectoral law, the distribution
by statutory provision of the balance of politiecal power
between the representatives of different communities and
interests in fixed proportions immensely complicates the pos-
sible effeets of electoral change. The initial dispositions will
now be made under the authority of Parliament itself, atter
consullation with the representatives of British India as-
sembled in meeting at the Round Table Conference. To
throw open -those dispositions to early revision by local
authority would, from the start, invite conflict and might pre-
judice the endeavour to initiate a fully responsible system of
Government in the provinces. It 1s reasonable that the
electoral system set up at the beginning of the reforms should
rest on the assumption that it will endure at least until new
political conditions are established, after experience of the
new Governments has been obtained. For these reasons we
do not anticipate that Indian opinion will resent the provision
that no ‘¢ constitutional resolution ’’ may be passed by a pro-
vineial legislature until after the lapse of some years from the

inauguration of the new system. With regard to the scope.

and freedom of the constituent powers, it is clear that these
must remain under some limitation, at least until the country
at large is prepared to abide by what we regard as a funda-
mental principle of responsible government, namely, the
validity of a majority decision. While, therefore, we are
anxious to lose no opportunity to place within the constitu-
tion the seeds of its own growth, we agree that, subject to the
addition which we have sugeested above, and which we now
discuss, the range of the constituent power accorded to the
provincial legislatures should he as proposed by the Commis-
sion. ‘

97. Second chambers.—The arguments for and against

sccond chamhers in the provinees have been fully set out by
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the Commission, who have themselves 10t found it possible to
'rr‘xake a unanimous recommendation one way or the other.
There was a similar diversity of opinion among the members
of the Indian Central Committee. Among the provincial
Governments, Madras, Bombay, the Punjab, the Central Pro-
vineces, and Assam do not desire second chambers. We under-
stand that this represents in all cases the unanimous view of
both sides of the Governments, except only that in Bombay
one member of Council supports a second chamber for that
~ provinee. All members of the Government of the United
Provinees are in favour of the establishment of a second
c‘hamber in that provinee. In Bihar and Orissa also the local
Government, without any dissentient member, advocate a
sccond chamber. Opinion in the Government of Bengal is
divided. They state in their letter that some members are
strongly in favour of a second chamber, and that the re-
mainder are doubtful. In these circumstances the local Gov-
ernment express themselves as having decided to maintain
the opinion in favour of a second chamber which they
f;pll:)efged in their memorandum to the Statutory Commission
Ve

‘The matter seems to us to be peculiarly one in which
regard should be had to local conditions. We would not
propose that in any provinee a second chamber should be
made a condition of advance. Where local opinion favours
and local conditions seem to require a second chamber, it
should in our view be set up and incorporated in the new
constitution. The problem has now been fully investigated
by the Statutory Commission, and we have before u{sj the
considered views of cach provincial Government. Their
knowlcdge of local conditions and local requirements is
necessarily more intimate than our own. We therefore
accept the recommendations of the Governments of Madras,
Bombay, the Punjab, the Central Provinces and Assam
tﬁl}at’ there should be no second chambers in those provinces.
blmllarly we accept the recommendations of the Govern-
ments of Bengal, the United Provinces, and Bihar and Orissa
that in those provinces there should be a second chamber
1§ effect is given to their wishes, we should suggest that the
manner in which the upper house should in each instance
be con‘pos_ed in those three provinces should be left to further
Inves.agation by the Franchise Committee in the light of the
suggestions which the three Governments have put. forward.

While we agree that in five of the eight provinces, there.

- should on the institution of the new constitution, be a single

chamber legislature, we associate ourselves with the vi
expressed by the Government of Madras that future ceir:tlzfxt L
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stances may create a demand for a second chamber. We
accordingly accept the suggestion of the local Govern-
ment that the subject should be included among those matters
on which after ten years a ‘‘ constitutional resolution ’’ may
be passed, and would apply the provision to all provinces,
leaving it open to a provincial council to vecommend the
creation of a second chambér where none exists or the aboli-
tion of one that has been set up. We do not take it as certain
that no provincial couneil will pass a resolution to substitute
for a unicameral a bicameral system. The success or failure
of second chambers in those provinces where they are estab-
lished will, we have no doubt, materially shape political
opinion in those provinces whick retain a single chamber
legislature at the outset of the new system. We would sug-
gest that a resolution dealing with the creation or abolition
of a second chamber should require to be supported by nof
less than three-fourths of the votes of the legislature instead
_of the proportion of two-thirds suggested by .the Commission
for other matters. If it were proposed to abolish the upper
house, the decision might be taken in joint session, and the
resolution if certified by the Governor should in our view be
submitted by the Governor General to the Secretary of State
and laid before Parliament for its approval,

I'he suggestion of the Commission to set up a small expert
revising body to which legislative proposals could be sub-
mitted between the report and the third reading stages has
attracted little support.

28. The franchise—\We agree with the Commission that
with the establishment of responsible Cabinets in the pro-
vinces, the present franchise for the provincial legislatures
will be too restricted. We accordingly accept . their recom-
mendation that there should now be such extension of the
franchise as is reasonably practicable, and that the investi-
gation of this matter should be entrusted to a specially con-
stituted Franchise Committee under an impartial and ex-
perienced chairman. The arguments nsed* by the Commis-
sion leave no room for doubt that the immediate adoption of
adalt suffrage is wholly impracticable. The precise extent
to which the franchise can now be widened is a matter on
which, in our opinion, it is not possible to form conclusions
uniil the problem has been investigated by the Franchise
Committec.

There is under the present system no uniformity of the
franchise qualification in the different provinces ; and it is
clear that while the franchise continues to rest for the most
part on a property qualification directly related to land
revenue payments, no precisely uniform system is possible.

- *Volume II, para. 105.
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The views expressed by the provincial Governments suggest
that the extension of the franchise may well be greater
in some provinees than in others. The Government of
Bombay consider that the franchise should be widened to the
extent of trebling the electorate, but this is further than most
provincial Governments are prepared to go. Some indeed
enter a caution against the too rapid entranchitement of
ignorant and illiterate voters simultaneously with the intro-
duction of a new system of government. Our general view
is that it might be unwise to tie down the Franchise Cow-
mittee to any pre-arranged percentage of enfranchisement.
We would be glad if it were found possible, from province to
province, to reach the enfranchisement of 10 per cent. of the
totai population recommended by the Commission, but we
would leave the Franchise Committee free, for valid special

‘reasons which they may find to exist, to adjust their recom-

mendations to local conditions.

In the course of their investigations the Committee
should be directed to examine in each province the feasibility
of introducing an additional qualification based on education,
The Commission’s suggestion of this new qualification
has received a considerable measure of support from some pro-
vincial Governments, but from others has not escaped cri.
ticism. For example, the Governments of the United Pro-
vinces and the Punjab question the soundness of the quali-
fication ; and though it may be suitable in some provinces, it
is possible that it may not be appropriate in all.

The Commission recommend that the Committee should
be instructed to have due regard to the respective claims of
urban. and rural areas, and to the rights of women as well
as of men. It is further suggested that the Committee should
devise such qualifications as would secure as far as possible
the same proportion of voters to population in different
communities. At the same time the Commission deprecate
different sets of qualifications for voters of different religions
or races. We have no doubt that the Franchise Committee -
will keep these important considerations in view. The Com-
mittee will ngt however be able to treat as first principles
both these recommendations, namely, that there should bo in-
each community the same proportion of voters to population,
and that the franchise qualification for all communities should
run on the same level. In some cases their results, may be
found to be mutually contradictory, and we anticipate that
some adjustment by compromise will be needed in their appli-

cation. It has been remarked on past occasions that, after.

religion and race, the boundary between town and country is,
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the greatest dividing line that runs through the Indian people.
In more than one province the Committee may find that some
readjustment is necessary of the present representation
respectively of urban and rural areas and we attach yreat
importance to securing genuine and effective representation
of rural interests. With the broader aspects of female
snffrage we shall deal in our next paragraph,

In agreement with the provincial Governments, we would

prefer that Parliament should not commit itself to the

- appointment after fifteen years of a second Franchise Com-
Inittee.

29. Female suffrage.—In the first volume of their report
the Commission devote a separate chapter to the Inereasingly
important part now being played by the women of India in

“social reform and generally in public affairs. They consider
that the women’s movement holds the key of progress and
observe that the results it may achieve are incaleulably great.
This estimate of the importance of the women’s movement
leads the Commission to conclude that Tudia eannot reach the’
position to which it aspires in the world until its women play
their due part as educated citizens. ’ :

The suggestions for the enfranchisement of women made
by the Commission in the second volume of their report
follow directly from the conclusion which they reach in their
first volmme. The Commission observe*  that while
provincial legislatures in exercising the option allowel
to them of enfranchising women on the same terms as men
have made a gesture of high significance, it has remained
ouly a gesture, because few women in India own property
in their own right. In consequence, under the present
franchise the proportion of women as voters is still extremely
low. In order to correct their proportion the Commission
recommend the addition of two special qualifications for
women voters ; namely, being the wife over 25 years of age
of a man who has a property qualification to vote ; and,
secondly, being a widow over that age whose husband at the
time of his death was so qualified. In addition, under the
Commission’s scheme, women over 21 years of age who
possess the suggested educational qualification would also be
enfranchised in their own right. .

These suggestions have called forth much eriticism and*
we doubt whether they would be acceptable to any consider-
able scetion of opinion in the country. The argements
against the Commission’s proposals have been well set out
in the report of the Government of the United Provinees, in

*Volame I, para, 203.

25
‘hich it is suggested that in the existing _conditjong one
grlactical resulf %f the proposal would be to give to the family
of the low caste Hindu voter, whose wife is able to go %0 the
poll, a second vote; and thus give them twice the Votntllg
power of many of the higher castes, and also of many of the

_ Muslims, whose wives would be debarred from recording

.

i i ' soct At the time of
their votes by the operation of social c'ustom. At ime
the last reforms the enfranchisement of women was (;onsulel e'(%
by the Joint Select Committee of Parliament, who felt that i
was not desirable that they should attempt to settle the ques-

“tion themselves. Their view was that the enfranchisement of

women goes deep into the social system and susceptlbl‘ll(timst(l)t
India, and is therefore a question which can only pruden ty
be decided in accordance with the wishes of Indians con}s1 11-:
tutionally expressed. It wasin pursnance of that VIC.\V t a
provision was made in the electoral rules of each pt o_wr{cel
leaving the decision on female suffrage to the.provmctxéxe
legislatyre. In their replies to the present reteregce e
majority of provincial Governments have taken somewhat X
same line. We agree with them that it would be unwise 2
attempt to foree upon India measures for the o?tyancltl}llseﬁc;lrixs
of great numbers of women. We suggest, therefore, tha
matter should continue to be left to the decision of the pro-
vincial councils, and we consider that th.e subject can well
be dealt with by them in the constitutional res(_)lu@xon to
which we have referred.  So long however as the prln.mple set
out by the Joint Sclect Committee of Parliament is main-
tained, we think it to be a proper course timt the suggestions
of the Commission for the special entrauchlso.ment of women
should be further investigated by the Franchise Committee.

- Communal representation.

30. The Hindu-Muslim impasse.—The problem of com-
munal representation has heen rightly deseribed by the lC‘omt-
mission as a highly controversial and most impcrtant subject.

. On its solution will depend in no small measure l’he suceess

or failure of the new constitution.

The Commission’s report contains a carefully prepared

and closely reasoned examination of the issues at stake. Tlfe-
conclusion redached is that in the absence of .ag_rce{nczx‘lt between
the Hindus and the Muslims, thé Commission are contlb; »
pelied to assume in this matter, a continuance of separla
communal electorates ’”. -If there are to be communal elec-
torates, the outstanding question left for decision is the proz ’
portion of seats in the various provincial councils to bhe set
aside for Muslim members. After expressing a hope that &

. " *Volume -[I, para. 5.
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renewed effort will be made between the"two communities
themselves to reach an accommodation, the Commission
offer several general expressions of their opinion. They
hold that in view of the weakness of the Muslim minority in
six out of the eight provinces, the present seale of weightage
tn favour of Muslims in those six provinces may properly be
maintained. On the other hand, the Commission range them-
selves definitely against the full claim put forward by the
Muslim community that, while retaining their weightage in
the six provinces, the present proportion of scats secured to
Muslims by separate clectorates in Bengal and in the Punjab
should be cnlarged to figures proportionate to their rati; of
population. Seized witl this dilemma, the Commissiom offer
the Muslim -community a choice between two alternatives ;

either, so it would appear, representation on a basis of their .
population in Bengal and the Punjab, but with the loss of.

their weightage in the six provinces ; or joint electorates by
mutual consent in Bengal and the Punjab and the_existing
scale of weightage elsewhere. There has been no indieation
hitherto on the part of the Muslim community of any dis-
position to accept either of the two alternatives suggested
for their eonsideration by the Commission. Nor has the com-
munity given any support to the scheme outlined in appendix
VIII of the report for substituting for communal electorates
a plan which purports to combine joint electorates with the

exclusion of candidates unacceptable to the community
affected. -

While the Commission hold the view that, in the absence
of agreement bhetween Hindus and Muslims, communal elec-
torates must remain, the majority of the Indian Central Com-

- mittee believe that wider considerations must override the
wishes of particular communities, and recommend that
communal electorates should be abolished. Their proposal
is that in provinces other than Bengal scats should be
reserved in Jjoint electorates either, on a population basis or
on their voting strength, whichever may be more favourable to-
them, and that they should be permitted to contest other seats
1 general constituencies beyond the number actually reseryved
for them. 'The Committee proposed that in the Punjab the
Hindu and Sikh minorities should- be given the privilege
which they recommended: for Muslim minorities elsewhere.
But for Bengal they suggested that there should be no
scparate clectorates and no reservation of seats, and that the
two communities should vote together in a joint electorate.
These majority recommendations of the Committee were ex-
tremely distasteful to two out of the three Muglim members

of the Committee, and drew from them a vigorous minute.
of dissent. .

~
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Lastly, we take this opportunity to refer to the solun?u
put forward in the Nehru report, whose authors too%;' &g‘e
line, first, that separate electorates must be _complete ¥ lstj
carded as a condition precedent to any ratt_lonalfsystfmfgr
representation ; second, that the reservation of seats
m;jority communities is indefensible ; and, third, that ' lfor
AMuslim minorities there should be reservation of seats, w }eln
demanded, in strict proportion to their population, with.the
right to contest additional seats for a fixed period of heu
years. This solution was no more successful thz;n_l (?t ‘sacl;
expedients which have been proposed ; and its fai uze} :
attract Muslim support was one of the reasons why the ;\tiuu
report was subsequently disowned by its own promoters.

Since the publication of the report of the Statutory Com-

. mission little progress has been made by way of negotiation

tween the two communities. We recognize the need tor
2:31 agreed solution, and would be reluctant in this d'espa:;:h
to write anything that might hamper agrcement bet\xveen z{i
representatives-of the two great communities themselves. d
the same time we cannot disguise from ourselves tha't.k t e
prospects of agreement seem remote. When the last retmmza1
were introduced, the Lucknow pact 'held the field, "?tn»e
throughout the proceedings of the Joint Select Commtx‘ bcl
was given binding force. " That pact 1s no longer accep fd te
to either party ; and if the decision of the problem bet left to '
Parliament, unaided by agreement between the parties, ncfl
easy solution can be found on the lines of a.mamtenzlmcifetﬁe
the status quo. The change effected by the withdrawa 1o
‘official bloc is also important, and brings the communa quesé
tion into greater prominence, for with the dlsap'pearlan(.:e, (l)v
the neutral element communities are dnver} to rely exi us;:e 3
on their own representation. Their rglatlve strength, there-
fore, becomes a matter.of still closer interest.

ical
e do not propose to traverse the arguments, 'Eheoretxca
and \;:agtical, zll)ga{)nst communal electorates. .We are fully
conscious that separate communal representation assx;x.n'es ta
special significance as the responsibility of the cxecut tive ig
the legislature grows more complete. At the ;mn?%h ":“'}-rv _
agreement with the Statutory Commission and with cve y
provincial Government, we are constrained to thedopﬁnu{d_;
that the privilege which they now possess cannot an ?: tcl’xu'f
not be taken away from the Muslim commumtyPaga:n;)s éve?v e
wish. In provinces other than Bengal and the Punjab, porT.
provineial Government agrees thz}t .Muslxms' shon.ld;re zilqn
their existing weightage if they desire it, and mﬂhthxs elxprtd -
“sion of opinion we agree. With regard to I e'lllglal,fdis-
local Government state that there is {rrg??ng;jgi e

[~
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When with the exten-
sion of the franchise these differcr.ces disappear and the
voting strength more correctly reticets the popl}lat.ion, the
justification for communal electorates for majority com-
wmunities would cease. The perplexity which now preseis it-
self of deciding between the apparently jrreconcilable claims
of rival communities would have passed away. In this view
the adjustments now to be made may be regarded as serving

what we hope is merely a temporary purpose. We agree,
that the privilege of communal clectorates
taken away without the

consent of the community coneerned, and that such consent
should require the votes of two-thirds of the members in the
legislature of the community concerned. But we attach
importance to providing machinery in the Act for the dis-
appearance of such electorates and for tlieir future replace-
ment by normal systems of representation more suited to
responsible self-government on democratic lines.

31. The representation of the Sikhs.—We have referred
briefly in the preceding paragraph to the bearing of Sikh
representation on the adjustment of communal proportions
in the Punjab legislative couneil between the Hindus and
the Muslims. The problem arises ouly in the Punjab. In
no other provinee are the Sikhs given separate representa-
tion. Their communal electorates in the Punjab date from
the last reforms. The authors of the Joint Report, whose
condemnation of communal electorates is well known, made
an exception in the case of the Sikhs on the ground that in
the Punjab they are a distinet and important people, who
supply a gallant and valuable element to the Indian army,
bnt who are everywhere in’‘a minority and for that reason

o virtually unrepresented. They accordingly proposed to
oxtend to the Sikhs, and to the Sikhe alone, the system
already adopted in the case of the Muslims. The Sikh claim
was specially considered by the Franchise Committee of
1918-19 and they were given 12 out of 94 seats in the Punjab
legislative council. They have consistently cxpressed dis-
satisfaction with this proportion, and - Sikh leaders have
aflhered to a claim that they should have not less than 30 per
cent. of the total seats. The present position, as we
_anderstand it, is that the Sikhs are prepared to accept joint
electorates provided that the Muslims agree, byt that if
communal electorates are retained in any province they .
should he assured in the - Punjab of representation on the
basis at least of their voting strength. As the voting stretzg
of the Sikhs on the present property qualification is consi
ably in excess of their proportion of the po ulation, this claim
could be accepted only at.the expense of the Muslims or the
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other provinces fepresentation
! should be bv separ
torates. v separate elec-,

r jeat \ :
The Statutory Commission proeced with greater caution

and, Major Attlee dissenting, suggest that, “pending. further-

investigation by the Royal Commission. on Labour in India
1n every provinee the Governor should have the dilt)" of’
drawing up rules for securing labour representation by the
means which in existing circumstances are the best avail-
able. It the Governor finds that for the present he m(ust
still resort to nomination, Lie should consider whether there
are suitable labour ovganizations which he might ¢ ‘ VIE
hefore making his chdice. : ° o

We accept the principle that the special repr i
of labour should remain, at least until SIIiCh timepa: S\?'Iiltfl?ttlﬁg
extension of the franchise the great majority of their mmmbers
qualify for a vote in the ordinary constituencies. We would’
prefer that their representation should where possible "be
by election ; but are bound to admit that the possibililAies' of
this still seem remote. Three provincial Governments
namely, those of the United Provinces, the Punjal and
Assam, make lt, clear that they see no present alternative to
nominationi.  We are ourselves reluctant to throw the whole
burden of decision on the Governor in person :m«f wruld
recon:mend.that the problem should be further examine(l’ b
;fll;etg* ;‘;ll}clnss Committee, before decisions are taken me};
as t cm:;mrirllg. ¢ or the extent of lahour representation on the

Provincial executives.

; 14112. Unitary Cabinets—1e accept the recommendations
of the Statutory Commission that the provineial Cabinet
should he unitary with every member accepting responsibility
for the whole poliey of the provincial Government. 'Wé agree -
that provision should be made that the only vote of cex(lfure
shich eould be proposed would be one against the minictrvﬁs
zxi'(l:loltel C::T‘Ililed a_ftte_r due notice. We also endorse th(:dw'nrv:resa
1 that the existing scal alari able only
by ha the o statoute.q e of salaries should be alterable only
¢ t}4‘3.. (zfﬁclafl ministers.—More difficult questions arise out
of the suggestion that when forming his Cabinet the Governor
acting i'mder the superintendence and control of the Governor
General, should decide whether or not to include in it on(;uor
niore non-c]ectpd_ persons. The Commission prop(léé that
such persons, if included within the Cabinet shoul:l"l;ocon'l
;rlx-(t)zﬁlczo raembers of the legislature and they,have indichteds
t {112101:110\ would, so they conceive, ordinarily be experienced
f_[‘h(:re 1s somc variety of view in the reports of the
provincial Governments on this proposal. The Government
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of Madras would provide that no person other than an
clected member of the legislature should be appointed to
the ministry except on the recommendation or with the con-
sent of the chief minister. The Government of Bombay
would exclude ministers appointed from outside the council
on the ground that their inclusion would be contrary to the
principle of responsible government. There are differences.
of opinion among the members of the Government of Bengal ;
some favour a statutory rule requiring the presence of an
official in the ministry ; others prefer to leave it to the
discretion of the Governor ; and others again are opposed
to any official element in the Cabinet. On the other hand
all members of the Government of Bengal are agreed that,
save an official, no person who is not already a member of
the legislature should be eligible for inclusion in the ministry,
Some go further, and would make nominated members in-
‘eligible. The Government of the United Provinees' have
made an exceedingly interesting examination of the implica-
tions and possible consequences of an official minister in the
Cabinet. His Excellency the Governor and the service
menmber of his eouncil favour inclusion, but the other
members of the Government consider that a principal secre-
tary would be more in keeping with the .general scheme of
the new constitution. All members of the Government of
the Punjab, official and non-official with the exception of one
minister, would specifically exclude any official minister.
Tn the course of their comments the official members of the
Government state that this is a feature of the proposed
constitution which has been specially singled out for zttack,
and that it has been and will be used as an argument to prove
that the responsibility of the Cabinet is intended to be nnreal.
In order that no ground should be left for this allegation, the
offictal members of the Government of the Punjab are pre-
pared 1o nbandon any official element in the future Cabinets,
provided that other provision be made to secure to the Gov-
ernior the advice which he will need. A very similar line of
Yeasoning is found in ‘the letter of the Government of Assam,
who state that the mere retention in the hands of the Gov-
ernor of the power to appeint an official is likely to be misun-
derstood and to engender suspicions detrimental to the accept-
ance and ~vorking of the new constitution. The Govermment
of Bihar and Orissa hold that owing to difficulties in its
operation the appointment of an official minister will be the
exception rather than the rule, and that this device for mak-
ing official experience available for the ministry and for the
Governor will not ordinarily be effective. They would, how-
ever, necept the provision in the discretionary form suggested
by the Commission to meet exceptional circumstances, for
instance, {he temporary appointment of an official to avoid an

»
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other provinces representation should be by separate elee-,

torates. .
The Statutory Commission proceed with greater caution

and, Major Attlee dissenting, suggest that, ‘pending. further

investigation by the Royal Commissior. on Labour in India,
in every province the Governor should have the duty of
drawing up rules for securing labour representation by the
means which in existing circumstances are the best avail-
able. If the Governor finds that for the present he must
still resort to nomination, he should consider whether there
are suitable labour organizations which he might consult
hefore making his chdice.

We accept the principle that the special representation
of labour should remain, at least until such time as with the
extension of the franchise the great majority of their nimbers

qualify for a vote in the ordinary constituencies. We would’

. prefer {hat their representation should where possible be
by election ; but are bound to admit that the possihilities of
this still seem remote. Three provincial Governments,
namely, those of the United Provinces, the Punjah and
Assam, make it clear that they see no present alternative to
nomination. We are ourselves reluctant to throw the whole
burden of decision on the Governor in person awl weould
recommend that the problem should be further examined by
the I'ranchise Committee, before decisions are taken ejtiier
as to the mode or the extent of labour representation on the
new couneils. : N

Provincial exccutives.
42. Unitary Cabinets.—1Ye¢ accept the recommendations
of the Statutory Commission that the provineial Cabinet
should be unitary with every member accepting responsibility

for the whole policy of the provincial Government. We agree -

that provision should be made that the only vote of censure
whichi could be proposed would be one against the ministry as a
whole carried after due notice. We also endorse the sngges-
tion that the existing scale of salaries should be alterable only
by a provincial statute.

43. Official ministers.—More difficult questions arise out
of the sugyrestion that when forming his Cabinet the Governor
acting under the superintendence and control of the Governor
General, should decide whether or not to include in it one or
more non-clected persons. The Commission propose that
such persons, if included within the Cabinet, should Lecome
ex-officto members of the legislature and they have indicated®
that they would, so they conceive, ordinarily be experienced
cflicials,

There is some variety of view in the reports of the
provincial Governments on this proposal. The Government

*Volume II, para. 48.°

37

of Madras would provide that no person other than an
clected member of the legislature should be appointed to
the ministry except on the recommendation or with the con-
sent of the chief minister. The Government of Bombay
would oxclude ministers appointed from outside the council
on the ground that their inclusion would be contrary to the
principle of responsible government. There are differences.
of opinion among the members of the Government of Beng__;'al ;
some favour a statutory rule requiring the presence of an
official in the ministry ; others prefer to leave it to the
diseretion of the Governor ; and others again are opposed
to any official element in the Cabinet. On the other hand
all members of the Government of Bengal are agreed that,
save an official, no person who is not alrcady a member of
the legislature should be eligible for inclusion in the ministry.
Some go further, and would make nominated members in-

‘eligible. The Government of the United Provinees” have

made an exceedingly interesting examination of the imphca-
tions and possible consequences of an official minister in the
Cabinet. His Excelleney the Governor and the service
pieruber of his council favour inclusion, but the other
members of the Government consider that a prineipal secre-
tary would be more in keeping with the.general scheme of
the new constitution. All members of the Government of
the Punjab, official and non-official with the exception of one
minister, would specifically exclude any official minister.
In the course of their comments the official members of the
Govermuent state that this is a feature of the proposed
consiitution which has been specially singled out for attack,
and that-t has been and will be used as an argument to prove
that the responsibility of the Cabinet is intended to be unreal.
In order that no ground should be left for this allegation, the
official members of the Government of the Punjab are pre-
pared to abandon any official element in the future Cabinets,
provided that other provision be made to secure to the Gov-
ertior the advice which he will need. A very similar line of
reasoning is found in ‘the letter of the Government of Assam,
who state that the mere retention in the hands of the Gov-
ernor of the power to appoint an official is likely to be misun-
derstood and to engender suspicions detrimental to the aceept-
ance and working of the new constitution. The Government
of Bihar and Orissa hold that owing to difficulties in its
operation the appointment of an official minister will be ibe
exception rather than the rule, and that this deviee for mak-
ing official experience available for the ministry and for the
Governor will not ordinarily be effective. They would, how-
ever, accent the provision in the discretionary form suggested
by the Commission to meet exceptional circumstances, for
instance, the temporary appointment of an official to avoid an.
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inferrveguom. The preponderance of opinion in the Govern-
ment of the Central Provinces is that all members of the Cani-
net should be chosen from the legislature.

The suggestion that the appointmeut to the Cabinei of
one or more officials should be discretionary with the
Governor has' certainly been distasteful to Indian opinion,
and we are impressed by the general cousensns of opinion
in the replies of the provineial (fovernments that an official

minister would be diffienlt to maintain in office against the’

wishes of his colleagnes and wonld be ineffective. We have
o hesitation in holding that there should be no statutory
requirement for the inclusion of an official*in the provincial
Cabinets, or in the Cabinet of any particular Governor’s pro-
vince. We would be veluetant, however, to depart from the
recommendation of the Commission that there should be a

discretionary power with the Governor to make such appoint-’

ment should circumstances so require. We can conceive a
situation arising in more than one . province i which
ministers may welcome an official colleagne possessing wide
adwministrative experience, and in times of communal fension
ministers may themselves wish to place a particular nortfolio
in the charge of an official, whose impartiality would be above
suspicion. In Bengal there is the risk, to which the local Gov-
erniaent refer, that it may be diffienlt to find noun-officials
willing to take on themselves the responsibilities for Inw and
order in the provinece. We have no doubt that, before
appointing an official, the Governor would first have informed
himself fnlly of the probable attitude of the other members of
the Cabinet, and on the whole we think it likely that an official
Cmember would seldom be appointed, and that, if appoiuted,
his appoiniment would rest on general consent. But for the
reasons which we have given we agree with the Commission
that the (Governor should be free to exercise discretion in the
matier. A suspicion exists that the appointment of officials
may he used to restriet the scope of responsible self gevern-
ment, but we have endeavoured to explain that, in our view
of the nse which the Governor will make of his discretionary
power, suelr suspicion is unfounded. If, however, it was
thought desirable, we would agree to a suitable provisiou on

the point heing inserted in the Instrument of Instruetions to
Governors,

One of our colleagues, however, finds himself unable to
accept the 'position which we have adopted on this matter,
and considers that the Governor should possess no power to
appoint offieial ministers, whose presence in the Cabinet our
colleagme finds himself unable to reconcile with the prineiple
of joint responsibility.

39 .

44. Non-elected non-officials.—With regard to the inclu-
sion in the Cabinet of non-official non-clected persons, we con-
sider that objections can be met by provision on the lines of
sub-section (2) of section 52 of the present Government of
India Act that, save an official, no minister shall hold office

for o longer period than six months, unless he is or becomes
an elected member of the legislature.

45. Communal representation in the Cabinet.—Minority
communities attach great importance to securing representa-
tion in the Cabinet, and disappointment has been expressed
at the -conclusion* reached by the Commission that it is
impossille to have any rigid and formal provision i the
matter. The claim that Muslims should be gunaranteced
" Cabinet representation was put forward as one of the de-

- mands of that community in the resolution of the all-India

Muslim Conference which met at Delhi, on the 1st January
1929, and the counterpart to the Muslim demand is found in
claims put forward, for instance, on behalf of Hindus and
Sikhs in the Punjab. The problem is discussed at some
length in the letter of the Government of the United Pro-
vinces, and interesting refercnces to the attitude of the Sikhs
and of the Hindus in the Punjab will be found in the minutes
of the Hindu and Sikh Ministers respectively of that provinee,

. We agree that for the reasons which the Commission
have given it will be difficult to make statutory provision
guarantecing representation in the Cabinets to minority com-
nunities. The view which we take is that in practice the de-
sire for peaceful administration will in the natural course of
events lead the majority to enlist' representation from other
communities in the formation of the Cabinet, and further in-
ducement'in the same direction will be derived from the par-
liamentary value of minority groups. We believe, therefore,
that where the minority is influential and commands support
in-the legislature, it will be able with some confidence to count
upon Cabinet representation ; where the minority is small,
the prospect of its representation must necessarily be more
doubtful. We do not fail to recognize the strength of minor- .
ity*apprehensions regarding the composition of the new execu-
tives and for that reason we are prepared, if no other
means of meeting these apprehensions can be suggested, to
give a gencral support to the suggestion put forward by the
* Government of the United Provinces that the Instrument of
Instructions to the Governor should include an obligation to
attempt to secure representation of a minority community
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in the Cabinet, where such minority is in his opinion of suff-
cient importance to warrant it.
4i. The chief minister.—It follows that we do not con-
iemplate leaving the selection of ministers to a chief minister.
The formation of the Cabinet must be recognized to be a
responsibility imposed by. the constitution on the Governor.
The position has to our mind been correctly stated by the Sta-
tutory Commission. We share with the Commission the
expectation that there will ordinarily be a chief minister
whom the Governor would consult before appointing other
ministers. But the minority problem makes it essential that
there should be no constitutional requirement for the appoint-
ment of a chief minister in all provinces. The misgivings
of the minorities would be immensely aggravated if the
funetion of the Governor were to be limifed to selecting a ¢hief
minister and leaving to him the choicé of his colleagues. -
That method might be found appropriate in some provinces
where the minority problem is not acute aud where political
conditions are comparatively advanced, and we have no doubt
that there, while the constitutional responsibility will continue
to rest with the Governor, the precise relationship between -
the Governor and the chief minister in the formation of the
Cabinet would rapidly come to be governed by conventions
locally established. In other provinces where conditions may
he Jess favourable, public feeling may require that the sclection
of each member of the Cabinet patently rests with the Gover-
nor alone, though exercised, as it must inevitably be, after he
has first informed himself of the state of political opinion and
the relative position of the various parties in the legislature.
In snel provinees we anticipate that Cabinets may for some
vears to come require to be formed definitely on coalition

lines.

47. The Cabinet secretary.—The improbability on which
we have remarked that reliance can be placed on the presence
in the provincial executives of official ministers has directed
increased attention on the part of the provincial Governments
o the snggestion made by the Commission® that there should
I.e estahlished & post of secretary to the Cabinet held by a
civil servant who would not only be responsible for keeping

*the reecrd, but would have direef access to the Governor.
The cfficial members of the Government of the Punjab have
taken up this suggestion, and give it prominence as a condi-
tion of their assent to the abandonment of official ministers.
They contempiate a prinecipal secretary who would also be
the Cabinet secretary, but with enlarged functions and in close
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touch with the Governor, the ministers and all depart-
ments of the secretariat. Similar support is given to the
proposal by those members of the Government of the United
Provinces who do not favour an official minister. On the
other hand, the Government of Madras, while they
support the appointment of a Cabinet secretary, - place
him definitely under the control of the chief minister ana
allow him no access to the Governor without the knowledge
of the ministry. In other provinees recognition of the nced
for supplying the Governor with competent official advice has

“produced suggestions which, while they coineide in their in-

tention, differ in their form. The Government of Assam ad-
vocate the appointment of a financial adviser of high stand-
ing, who would be the head of the Civil Service and outside
Cabinet. The view personally expressed by His Excellency
the Governor of Assam is that he regards the preseuce of a

financial adviser as a necessary condition for the establish-

ment of a fully responsible Cabinet, and that it is only on the
‘understanding that such an appointment would be guaranteed
that he is able himself to recommend for Assam the appoint~
“ment of & ministry entirely drawn from the legisiative council.
The snggestion is put forward not only on the ground that it .
will be necessary to supply expert advice on finaneial and
revenue matters to individual members of the Cabiuet or the
Cabinet as a whole, but to ensure that the Governor ghall be
" able to vely on administrative experience of a high order in
the cvent of a breakdown, and to secure the efficient wurking
of the permanent civil service. The views of the Govern-
ment of the Central Provinces tend somewhat in the same
dirvection. They hold that the need for expert advice {o the
ministry and the advantage of having an official of standing
in clese toueh with the Governor and his ministers are patent.
They suggest that the best plan for securing this advantage
will be to arrange for a financial or revenue adviser or
Commissioner, who might attend Cabinet discussions when:
. his preseace was desired by the Governor or the ministers,
and they believe that sneh a  plan would be preferable to
that of a Cabinet secretary standing in som? special relation
to the Gouvernor. The Government of Bengal support the
« Commission’s proposals for the appointment of a Cabinet
secretary, but recognize .that the Governor may still be left
in ignorance of important facts affecting the administration.
They suggest that the Governor should have an expert ad-
viser on his personal staff. The need for sunplying the Gov-
ernor with Epecial official assistance in the discharge of the
onerous responsibilities which will pass to him under the new
system is nowhere mére strongly expressed than in the letter
- of the Government of Bihar an1 Orissa. The duties likely to
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fall to the expert adviser are discussed, and His Excellency -

the Governor presses for an appointment of that kind, to
énspre that the Governor is in a position to carry out his
uties. :

Through these comments there runs a double line of
thought. The first takes the point that the Cabinet itself will

require assistance not only for the maintenance of its re-

cord, hut alsa that the members may have the benefit of past
experience of Cabinet administraiion secured by a continning

post. L'he secoxud line of thought relates to what we regard-

as a distinet problem, namely, the necessity of giving the
Governor the assistance of expcrienced advice, more parti-
culavly for the due exercise of his overriding powers.

Of these two requirements the first could, in our view,
be met on the lines suggested by the Commission for the
appointment of a Cabinet secretary. Such an officer would,
as the Commission propose,® ¢“ have direct access to the Gov-
ernor, so that, whether His Excellency was present at a given

meeting or not, he would be kept impartially and fully in--

formed of the course of business ””. He would, as in England,
be the sorvant ot the Cabinet ; his function wonld be to assist
the Cabinet in the discharge of its duties and, though it
would of course be open to him to approach the Governor

on any matter, ke would not do so without the eognizance of-

ministers.

48. Official advisers to the Governor.—We recognize the
need which Governors will feel for experienced advice in the
exereise of their overriding powers. There may be special
circumstances in some provinces requiring special treatment,
but, as a general practice, we contemplate, and to this
we attach importance, that the various secretaries to Gov-
ernment  will  continue to have access to the Governor.

We anticipate . that ministers will themselves approve this .

continuance of the present practice but will expeet, and in our
opinion reasonably, that they should be kept informed of any
communications made to the Governor by their seecretaries.

We are indeed doubtfnl whether it is possible in this matterc

of supplying the Governor with experienced advice to make
precise or specific provision. The (GGovernor must be free to
obtain advice’from any source that he may seleet, and much
will, of course, depend on the Governor’s own personality.
We wonld assume that the loeal practice whieh may vary
frum province to provinee would grow and develop in such
direction as local circumstances may rénder appropriate.

o
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49. The overriding powers of the Governor—It is
generally recognized that for the rcasons given by the Com-
mission* it would he neither practicable nor desirable at once
to create the position that the Governor should be bound
on all subjects by the advice of his ministers. The need for
overriding powers is admitted by all who appreciate the
ultimate responsibilties, which Parliament must still retain

. for the administration of Government in the provinces, and

not the least of relevant considerations is the reliance which
the minority communities will repose in the Governor for
their protection.

Under the present constitution the powers of the Gov-
ernor to override his ministers are theoretically unrestricted.

* With the exception of the Governments of Bombay and of the

Central Provinces all the provincial Governments accept the
views expressed by the Commission, first, that in the new pro-
vincial constitutions the Governor should, on the administra-
tive side, be given statutory power to direct that action should
be taken otherwise than in accordance with the advice of his
ministry only for certain specified purposes ; and, second, that
in all such matters the Governor should be subject to the
superintendence, direetion and control of the Governor
General. Similarly it is agreed that the purposes for which
the Governor is given overriding powers should be statutorily
expressed.

The view taken by the Government of Bombay is that,

~while the Governor appears to be the only authority to whom

overriding powers can be entrusted, his responsibilities are
so great that with him must remain all powers not expressly
transferred to the ministry and to the legislature and that it

- might be preferable not to embody these powers in the rigid

langnage of the statute. On the other hand, the argument
developed by the Government of the Central Provinces ques-
tions the use of overriding powers over the normal adminis-
tration of a ministry, and suggests that they should be left
vague so as to cover only the obligations imposed on the Gov-
ernor by his Instrument of Tnstructions®

The view which we are disposed to take is that the over.
riding powers of the Governor should be defined in the statute,
but that no closer definition shonld be attempted than is made
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by the Commission.* If the powers . were fo
be so precisely specified as to be capable of judicial
interpretation, a tendency might arise of subjecting all pro-
ceedings of the ministry to the test of the overriding powers
of the Governor. Any such tendency would in our view be
wholly inconsistent with the spirit of the new constitution,
and, if puvsued, might well prejudice the entire scheme ot the
reforms. We are aware that some sections of Indian opi-
pien with which one of us is in agreemeul would
favour restricting the first of the overriding powers
mentioned by the Commission to the subject specifically of
law and order. But those who hold that view appear to us
to overlook the essential point that the purposes of interven-
tion are not necessarily co-terminous with the administration
of particular subjects. At the same time we wish to make
it clear that we anticipate that the use by the Governor of
his overriding powers will be infrequent and reserved for
exceptional occasions, when no other course seems appro-
priate. .

There is one new category of overriding powers suggested
by the official members of the Government of the Punjab on
which some brief ecomment is needed. The proposal which
they make 1s that the Governor should possess special powers
to secure the financial stability of the province, and they
explain that they have in view some power to defer too
hasty action, in the interest of the broader financial issues.
The particular instances which they cite are the re-
linquishment of substantial revenue, or the acceptance of
farge schemes involving progressive recurring revenue expen-
diture, which could clearly only be financed eventually by re-
course to extraordinary receipts or loans. It seems clear that,
though in such matters the use by the Governor of over-
riding powers might be due to an anxiety to maintain the
financial stability of the province, in effect an exceedingly wide
measure of administrative interference would be involved.
We are inclined to agree with the Commission that such a
power of inlervention is undesirable, and should prefer to
rely on the Governoyls persuasion and guidance to prevent
overhasty action. °

~ We agree with the suggestion of the Commissiont that
the Governor’s power of securing the passage of rejected bills
by certification and his power of restoring rejected grants

" *Volume 1I, para. 50.  +Volume 11, paras. 97—98.

45
gshould correspond to the range of his special powers to
control executive action.

50. Fundamental rights.—It has been represented
to wus that the overriding powers of the Governor
for the protection of minorities will be ineffective,
and we have been strongly pressed to provide sepa-
rately for this purpose by a recital in the Aet of funda-
mental rights. In the time at our disposal it has not been
possible for us to examine the question fully or in particular
to investigate the difficulties, which arise both as regards the
definition of such rights, and the selection of means by which
they could be made effective. The subjects to be covered by
these rights are by no means matter of agreement. Their

_nature would require careful serutiny. If they arve expressed

in the constitution merely as so many general political
maxims, they are unlikely {o serve the purpose ior which
they are framed. On the other hand, at first sight there seem
to us to be objections to making at least some of such rights
justiciable. If administrative decisions of all kinds can
be taken °‘to the courts, grave disadvantages and ems-
barrassments may be expected to ensue. There may,
however, be some via media between these two alternatives.
We refrain thercfore at this stage from pressing our consi-
deration to a final conclusion, but we remark that, owing to
the importance which the minority communities in particular
attach to this matter, it is likely to form the subjeet of keen
discussion at the Round Table Conference. ’

01. Emergency provision.—While Parliament remains
responsible that there are Governments in the provinees, and
that they function, special provision is needed in the constitu-
tion for a state of emergenes in the event of a hreakdown of
the' constitution.  There has heen little eriticism of the sugges-
tions made by the Commission® to vest the Governors with ad-
ministrative powers for that purpose and, subject to fur-
ther examination in detail, we accept their proposals in prin-
ciple. We remark, however, that under the present counsti-
tution Governors do not possess powers corresponding with
those of the Governor (eneral to make am{) promulgate
ordinances, and it has been suggested to us that if powers
of that description were now to be given to th®m, it might
be proper to make the use of the power, exeept in sudden
emergencies, subjeet -to the consent of the (Governor (feneral.
We put forward this suggestion for your consideration.

. 92, Backward tracts.—The provision in scetion 52-A
af the Government of India Act empowering the Governor”
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General in Council to declare any territory in British India
to be a backward tract dates from “the last reforms.
It originates in the recommendation made* in the Joint
Report that the typically backward tracts, where the
people are primitive and there is no material on which
to found political institutions, should be excluded from the
jurisdiction of the reformed provincial Governments and ad-
ministered by the head of the province. Much eare and con-
sideration were spent both in the selection of areas declared
backward tracts, and in the arrangements made for {heir ad-
ministration. Broadly speaking, the result was the creation of
two classes of backward tracts, those wholly and ilose
artially excluded from the jurisdiction of the reformed
iovernments. In the latter there are considerable ‘varia-
tions in the degree of their execlusion.

The Commission recognize that there are arcas the in-
habitants of which are in a lower state of civilization than
their neighbours ; and agree that for such areas special
arrangements are necessary. Their first suggestion is that
it may be found that in one or two cases an area now notified
as a backward tract is so advanced that its speecial treat-
ment need not be continued.  Action on this suggestion has
already been taken. There are no backward tracts in
Bombay, the United Provinces or the Central Provinces.
The Government of the Punjab state that there is now no
need for the special treatment of Spiti and Lahaul. The
Government of Bengal are investigating whether the
Darjeeling district should continue to be in any degree ex-
cluded from the normal constitutional arrangements of the
provinee, and will report the results of their enquiries later.
The Government of Bihar and Orissa state that there arve
parts of Chota Nagpur, of the Santal Parganas and perhaps
of the Sambalpur and Angul districts, which need not “he
retained in a special position. In Assam, as in Bihar and
Orissa, the backward tracts are of particular importance.
While most of the tracts now notified must continue to receive
special treatment, there is some difference of opinion about
isolated areas. The opinion in Madras is that the existing
backward tracts cannot yet be brought entirely under tha
normal sdministration. We welcome the re-examinaiion of
the position which provineial Governments have made and
are making at the instance of the Commission, and acceot the
prindiple of reducing the number and area of the backwarc
tracts wherever possible. There must, however, still vemain
large territories which all are agreed must for some time to
conte remain outside the scope of the reforms. For the future
adminisfration of these arcas the Commission have made
important proposals.
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The Commission appear to have been impressed pri-
marily with the need to provide adequate funds for the
development of the backward tracts, the most extensive of
which fall within the poorest provinces, and reach the con-
clusion® that ‘“ only if responmsibility for the backward
tracts is entrusted to the centre, does it appear likely that
it will be adequately discharged >’. They fortify that con-
clusion by the argument that if unitary ministries replace
dyarchical executives, the backward tracts should on con-
“stitutional grounds be excluded from the arca of responsible
government. It is suggested that they should not, like the
minor administrations, be placed entirely outside the borders
‘of the Governors’ provinces, but the central Government
should use the agency of the Governors for their adminis-

". tration, and by resort to its control of the all-India services

should enlist from the adjacent provinces the services
of officials familiar with local methods. The Commission’
contemplate that members of the provincial, and possibiy
of the subordinate, services should also, when expedient,
be obtained from the provinces. The arrangements proposcid-
for partially excluded areas contain even greater complica-
tions. Partially excluded areas would continue to send re-
presentatives to the local legislature, and the Governor, as
the agent of the central Government, would decide how far
loca! legislation should apply to them. The extent to which
the Governor will act in consultation with ministers is to be
regulated by rules made presumably by central authority.
These tracts would be inder the same system of taxation for
provincial purpdses as the rest of the province, and the pro-
vineial revenues raised within them must be spent upon-wnen,
Any additional funds that were nceded would come. from
central revenues.

. We see grave difficulties in these proposals, which have
"heen criticized by several local Governments. For the
administration of the Chittagong Hill Tracts, the Govern-
-ment of Bengal prefer to retain the present system ‘with
such modifications as may be needed. A similar view is
‘he]d by the Government of Madras for the future administra-
tion of the backward tracts situated in that province. It
is true that the Government of Assam support centraliza-
tion, but in their case the prospect of transferring from the
.nrovince to the centre the cost of administration has prob-
ably been a considerable inducement. At the same time the
Government of Assam entirely withhold their support from
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the Commission’s scheme of partial exclusion. The argu-
ments against centralization scem to us to have been well
sct out by the Government of Bihar and Orissa. There is
litiic reason to think that the Federal Assembly will be any
more ready to grant funds than the legislature of the pro-
vince within whose boundaries the particular backward
iracts are situated. The comment of the local Government
that the Assembly will have little knowledge of and take no
inierest in these areas is in our belief likely to be justified.
We doubt morcover whether the Governor of a- provinec’
could appropriately be required to act as agent on behalf of
the central Government. The financial arguments whichi
were o prominently in the mind of the Commission seem to
us less conclusive in view of the proposals which the Commis-
sion have themselves made for placing the unew provineial
Governments in possession of more adequate funds at tlic
expense, it may he, of central revenues. We fully appreciate
the varivus points which the Commission have® taken ; but
we think it not unfair to comment that the simple form of
administration sunitable to the backward tracts per se
involves a lower scale of expenditure than that of the more
developed districts.  When their needs rise to the same level,
the time for treating them as backward tracts will have
passed. Our present disposition, therefore, is to maintain
the link between the provinces and the backward tracts
without interposing central responsibility for their adminis-
tration. It may Dbe necessary to retain some arcas under
the sole administrative control of the Governor. In others
where the jurisdiction of ministers and of -the provinceial
legislature has already been admitted, the Governor may
need no more than a general power to control the application
of cenfral and provineial enactments. The whole subjeet
will, however, require further detailed consideration. In
Assam where the arca of the hackward traets is so great,

special arrangements may be needed and the Commission’s -

sclieme of centralization may be found to be the best solution.

In Bikar and Orissa the problem is likely to be connected with |

the question of the formation of a separate provinee for the
Oriyas, and should be considered by the Committee charged:
widhi the investigation of that problem.

On a minor point, we have no objection to the Commis-

sion’s preposal that the somewhat derogatory term ¢ back-,

ward tract ”’ 'should be discarded in the statute, and give
place to the more colourless designation ‘¢ excluded area ”’,
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03. The High Courts—Amongst subjects not intimately
connected with constitutional issues of fundamental import-
ance are the recommendations made* by the Commissicn that
the charges of all High Courts, including the Chief Court of
Oadb and the courts of the Judicial Commissioners of the
Central Provinces and Sind, should be put upon central reve-
nues, and that the administrative control of all such courts
should be exercised by the Government of India and not by
provincial Governments. We have made a summary exami-
nation of these proposals and have received in very general
terms-the views of the conrts and the local Governnients con-
cerned.  The material before us however is not sufficient for
the adequate consideration of these recommendations, the
financial und administrative aspects of which, intricate in
themselves,  will require detailed exploration, in
“gonsullation with local Governments, in the light of the cci-
sions reached on the larger constitutional issues, and we are
of opiniou that they could be more conveniently approacbed

- when those decisions have been arrived at. As regards the

appointment of judges, we agree that while permanent
appoiniments to High Court judgeships should continue to
be made by His Majesty the King, all other appointments to
High Court judgeships and all appointments to judgeships in
courts of lower status exercising similar jurisdiction shonld
be made by the Governor General in Council. We presume
that the distinction which appears to be drawn at the end of
paragraph 346 of the report between the appointment of
additional judges by the central Government and the appeint-
ment of temporary judges by the Governor General is not Jeli-
bemtc,_zun.l that the proposal is intended to be as expressed
alove, i.e, only a slight extension of the existing practice in
so far as High Courts (other than theHigh Court of Caleutta
to which officiating appointments are already made by the
Governor General in Couneil), and the Chief Court of Oudh,
are concerned. Trom the reference in the first part of ihis
paragraph to the courts of Judicial Commissioners we assuine
that the recommendation applies to appointments to these
courts also, and we agree that no differentiation should be
made in the manner of appointing judges to High Courts
(sxcept in the cake of permanent appointments which have’
always stood upon a different footing), and to other courts
which discharge most of the functions of a High Court. We
contemplate that in all cases where appointments are made
by the Governor General in Council they will only be made

o

atter close consultation with the Governor,

PROVINCIAL FINANCE. ,
54. Control of finance in the provinces.—The proposals.of
the Indian Statutory Commission contemplate tge grant to

*Volume II, para. 345, ’




*

50 .

the provincial Governments of very full powers in respect of
finance. External control by the central Government is t-b
ﬁped_ to the control of borrowing and to such con’crolL oz'e; lrl:
Vmc;ml taxation as will follow from the powers of %unep' A
tendence which the Commission contemplate* tllmlL Izcl]?e:
C(‘Iltl:(} should exerecise ; and the extraordinary 1)0\:'(:1" £
}:}l}e Governor on the financial side are only designer} to o'nbflb(l)e
him ton seeure supply over the ¥imited field in which he h;lds
;llé ; :n ? Js'p‘ecm_l powers, or to carry out directions which
ay reeeive from the centre.  The Commission have deli
berately rejected the suggestion that the Goveruo; v‘houi'd'
be granted speeial powers to seeure the financial stq)ﬁritv > f
the province. For the reasons which we have '11;&*‘;(1 e
plained we concur in that conclusion. In acceptin(" f‘r(o }‘ .
mission’s proposals generally we desire to add that tvl;{(;' J-O:I‘n-
tenance of a strong Finance Department in eachtpmvlirn(l"z“'l-
a nmtie‘r of great importance, and the special po T"Jth' n
ﬁfﬁ?;ld(;ult(: tl}e Flmance Department in Part 11T of fh}:ﬁetgzl
son ruled retal ¢ i vided ‘for
[ntson nevf?r (ill;?tgtgz)?l.letallled and specifically provided for

09. Sir Walter Layton’s scheme : i i i

) valte ] : its connection wit
ghe'n'ezal. constitutional structure—It is convenient to de}zlnlﬂalli
:\ 'ﬁ?clll)()lllnt with tt}hq proposals madet by Sir Walter Layton
Jlave as their main objeet the provisi  ade :
financial vesources for the provineial G%\’glfsiz(;gng wlequate

The working of i
: of these pr ’ acilitated
the tecommendations whiclf It(l)xléost*a()lrsnrl:llilg;gllbi delh(ﬂfle N ~b}’
the reconstituti | a ol Aseerable
1 TeCONs on of the Assembly a F
the ryecon sembly as a Federal Assembly
:.22&23;,15 Ielectlod thlroughf provineial legislatures. We Ql’r?li
nsider cisewltere how far these ree ti “whi
el ommendations, which
are primarily based on other g e of adoy
} v i rounds, are capable of
tion. llere we wo 5 it D o eiap
. Tere uld only remark that i issi
N if the Commission’
S}':}}')?‘sal\s fortre}i)rcseiltatlon of the provinces in the Xss
2mily were to be altered, it woul i i ,
! uld not be i b
Sy e y 1 e 1mpossible to
methods for giving r i
( Cr 0 representatives of th
vinces a joint opportunity t consi i “toxes
3 ¥ to consider the vot
for the provinei i it saxes
¢ cial fund. A suggesti hi ight :
: . on which might 1 i
dered in that event is t} rovinei ' S shonld clogt
> 1at the provincial counci
fere ! 1eils should clec
representatives to form in : el
) a separate inter-provinei i
cpresent ) al counc
;\Iudx_ should consider proposals for ¢ provinci*ﬁ funlgl’l'r
.. . . . - ¢
]{I.\_.]}I(ill |)Of()‘l\(‘ their submission to the vote of the central
egislature.  We recognize tl i i ’ ;
IS 1at this alternative does
8 1 . . - Loe
pos{ ess the direct advantages of Sir Walter Lavton s :che?rtl);
and we put it forward for consideration only in the event.

*Vol. 11, para. 182. +Vol. II, Chapter VIIL.
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of indirect election to the Federal Assembly not being
approved. :

56. Preliminary comments on Sir Walter Layton’s scheme.
—_Turning now to the purely financial aspects of Sir Walter
'Layton’s scheme, we have, speaking generally, approach--
ed it with a predisposition in its favour, mainly because it
aitns at the establishment of a uniform basis for the financial
gettlements with the provinces. Such an arrangement is in
every way preferable, if it can be shown to be workable
practice, 1o what seems to us the only other alternaftive, a
separate seitlement with individual provinces on a basis of
needs. It is, however, essential to examine it closely, in
order_ to test its practical working, and we find it necessary
to make two preliminary comments. In the first place, the
seheme as a whole contemplates within ten years the aban-
donment by the central Government of about 12 croves of
their revenue and the imposition by the provinces of 24 crores
of mew taxation. It is conceived in a spirit of optimism
which we find it difficult to share, having regard to the general
cconomice conditions, with which India and indeed the world
in general are likely to be faced in the years immediately
before us, to certain omissions in Sir Walter Layton’s sur-
vey of the central Government’s position to which we shall
refer again, and to the reluctance which may well be felt by
the representatives of the people in the provinees to imposc
new bardens of this magnitude. ~ Of the new items of taxation
suggested, the proposed tax on agrienltural incomes invoives
highly controversial issues, and the terminal tax would, if
introduced gencrally on the scale proposed, be open to serious
objection from the economic standpoint. Sir Walter Layton
has zlso, in our opinion, overestimated receipts, especially
the revenue likely to be obtained from the taxes on {obacco
aund matehes.  Ior all these reasons we fear that his estiwmate
of the possibilities of fresh taxation may prove to be very
wide of the mark. In.dealing with agricultural incomes Sir
Walter Lavton makes the remark® that ¢¢ increased produe-

tivity together with the rise of prices since pre-war days has
enormously inereased the money value of India’s agricultural
products *. This statement is open to serious challenge,
gince at the present time the prices of three at least of India’s
most imporiant crops, cotton, jute and wheat, are actually
below pre-war levels, while others, such as oilsceds and
groundnuts, are but little above them, and this decline had
set in even before the report of the Indian Statutory Com-
mission was published. It is scarcely too much to say that

. -
-
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in a position to do this from its assured surplus, we pu‘nsuier
that no further increase in the rate should be permissibie as a
sourcc of provincial  revenues. The  margin for
increase should be regarded as a potential emergeney reserve
for the central Government. In addition to this, we accept
the recommendation® of the Indian Statutory Commission
on the subject of surcharges by the ceniral  Govern-
ment on any taxes included in the schedule of the provineial
fund. Tn the absence of these provisions the eentral Govern-
ment weuld be reduced to dependence practicaliy upon cux-
toms, and as we have already explained, it would appear as’
if the prospeets of substantial improvement there arc reducc:d
io the single chance of an inerease in the motor trade. We
further consider that the constitution should retain the pro-
vision whichh now exists in Devolution rule 19, under whi'ch
in cases of cmergeney the central Government may require

contributions to be paid to it by the provinees, with ke

canction of and subjeet to conditions approved by the Secre-
tary of State. '
62. Application of the scheme to the provinces—examina-
tion of some of the proposed new sources of provincial
revenues.—We now turn to the application of the scheme
to the provinees. There has not heen time- for a complete
examination of all the points which arise in connection with
the proposed new sources of provincial revenues, the decision
reearding which will in any case mainly rest with the ve-
presentatives  of the provinees. We must, however, call
altention to certain important points which have emerged in
the comrse of ‘our examination and our discussions with local
Governments. In the first place, Sir Walter Layton pro-
poses that the customs duty on foreign Jignor  should be
reduced to 30 per cent. and that the provinces should be given
thie right of imposing further duties on foreign liquor in the
form of excises. As a counterbalancing adjustment, . the
contral Government should take the revenue from commer-
cial stamps. We have no objection to this proposal in
principle, but a carcful serutiny has suggested that the
method proposed for dealing with foreign liquor may involve
adininistrative difficulties not fully realized hitherto. This
question requires further examination, which we are undef-
taking in consultation with the provincial Governments,
before we should be able to determine the exact form in which
this adjustment could be made. Incidenially we would
observe that, although the total amount of the present yield
from eovunereial stamps is roughly equal to the total amount
which wonuld be surrendered to the provinees under Sir
TWalter Lavton’s proposals, - the revenues of individual
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. provineces would be affected in varying degrees, and some pro-

vinces have gone so far as to ask for a preliminary adjustment
on this account..

As regards the proposed surrender by the-central Gov-
ernment of one-half of the income-tax on personal incomes,
we have already indicated that we accept this proposal in
principle. Sir Walter Layton has stated that the amount
invelved is in the neighbourhood of 9 crores, half of which
would give the provinees 4} crores. He estimates turther
that at the end of ten years this allocation would probably
grow to 6 crores. Both these estimates seem to us to be
optimistic. On the latest figures avajlable, for the year
1928-29, readjusted at the new rates of taxation introduced in
the last budget, we calculate that the personal income- tax
ccollected in the provinces was approximately 7 crores, and
the allocation to the individual provinces of one-half of the
tax would be roughly as follows :—

5 Lakhs.
Madras . : .. . 50.8
Bombay .. - .. 90.67
Bengal .. - .. .. 96.08
United Provineces .. .. .. 32.68
Punjab .. . .. .. 30.75
Bihar and Orissa .. .. .o 23.66
Central Provinces .. . .. 1671
Assam .. . . 8.97

Total .. 35032

A puint, however, which has to be borne in mind is that the
figures shown in the above list would not represent a net
gain to the provinces, for under Devolution rule 15 a certain
share already acerues to them, and we must presnme that it
was intended that this provision should merge in the new
pronosals. It will be remembered that under that rule the
yrovinees are entitled to receive a share (at three pies in the
rupee) of the tax upon new incomes brought under assess-
ment in any year as compared with the basie year 1920-21.
The object of this rule was to give to the provinces some
share in what was expected to be a growing head of taxation,
and it was anticipated that the industrial provinees in parti-

. cular would benefit from this provision. In actual practice

the rule has operated very differently from the intention and,

.owing to the full assessments in the main industrial centres

in the basic year, the benefit has accrued mainly to the non-
industrial provinces. The sums which the provinces have




60

obtained under Devolution rule 15 since 1921-22 are given in
an appendix*. The latest figures availab_le (for 1928-29),
whicls we quote below, are sufficient to illastrate the un-
expeetedness of the results :—

"Lakhs.

Madras .. .. .o 546
Bombay .. .. .. Nil.

Bengal .. .. .. Nil.
United Provineces L. e 0.77
Punjab .. .. . 4.04
Burma . . ‘e ..o 1222
Bihar and Orissa .. 4.74
Central Provinces 2.23
0.63

Assam .. ve

1t will be seen from the above table that, if the increase al-
ready aceruing under Devolution rule 15 has to be surreunder-
ed by the provinees, as a preliminary to the surrender by the
central Government of half the share on personal incomes,
the effect of the latter surrender would be considerably modi-
fied. The ease of Assam is an extreme one, for that province
would on balance only gain 2.34 lakhs. We have not finally
considered llow this situation can best he dealt with, but we
would express a provisional view that here, as also in the
exchange between liquor and stamp duties referred to above,
some sort of preliminary adjustment will be necessary.

We aceept the proposal that provinces should he per-
nitted to levy a surcharge amounting to one-quarter of the
tax on personal incomes. The proceeds of this tax, should
they elect to impose it and should conditions admit of it being
imnosed at the full rate, may be taken as approximately
equivalent to half the amounts mentioned in the table on
the preceding page.

The proposal to remove the exemption from income-tax
- on agricultural ineomes raises a most controversial issue, on
which opinion in the country will run high. However indis-
putable may be the logic of Sir Walter Layton’s argumen:s,
we must face the reality that this exemption has the sane-

tion of long tradition and that dealings in land have always
been conducted on the assumption that it would remain.
The opinions ¢f local Governments, with few” exceptions, are
Jdefinitely opposed to it and for practical purposes we regard
its imposition as unlikely in the near future. We have some
sympathy with the view expressed by more than one province
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that it is a form of taxation which should only be imposed
by a representative and responsible government, and this in
fact means that it should not be imposed upon a province on
the vete of the central legislature, but that the representative
legislature in each province must be free to decide for itself.

The objections to the widespread introduction of a system
of terminal taxes are more fully dealt with in an appendix*.
If imposed on the scale suggested by Sir Walter Layton, it
woald be a serious burden on trade. A terminal tax designed
to bring in 8 crores of rupees a year represents a surcharge
on railway freights of about 15 per cent., and the suggestion
to impose such a tax is hardly consistent with Sir Walter
Layton’s strongly expressed view as to the urgent need for
reducing freight charges. Moreover, apart from this broad
consideralion, there are certain practical diffienltics In the

‘way of the imposition of a general tax of this nature which

are not mentioned in Sir Walter Layton’s report. Oectroi
duties and terminal taxes are already used in some provinees
as a source of municipal and local taxation. It would hardly
be possible to allow this form of taxation to be used by
municipal authorities at the same time as it was introduced

-on a universal provincial basis as proposed by Sir Walter

Layton. On the other hand, the right to continue to levy
the {ax eould not be withdrawn from the municipalities where
it i« now in force, while we foresce difficulties in the way of
resisting all further extension of sucrh a method of taxation
to other municipalities. In this connection we have to take
the actual needs of the various provinces into account. In
Assam, for example, a province whose revenue is  very
restrieted and whose opportunities for improving its position
from income-tax, ete., are under the presaent proposals for
gpecial reasons much less favourable than those of ofher
provinces, we think that—particularly in conncetion with
the tea garden traffic—there may be a special justificalion
for some sort of terminal tax. Again, In Bihar and Orissa,
a provinee which has hitherto had no municipalities levying
this tax, there will probably he a strong demand for its in-
troduciicn in this form. Without going into further details,
we may slate our provisional conclusion_as follows. While
we hold strongly that the economic disadvantages of such a
tax are sufficient to condemn its introduction as a geueral
provincial tax, we think that for purposes of local taxation
there may be occasions when it will be the best available
method, if used for special purposes and to a properly limited
extent. If, however, the continued use of such a tax for local
purposes is permitted, it will be cssential to reserve fo the
central Government definite powers of control in order to
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gafeeuard sources of central revenue, and to prevent the im-
position of disecriminatory  taxation which may involve
breaches of international treaties or agreements.

We have already taken up the examination of the
machinery for dealing with the proposed taxes on tobacco
end matches in correspondence with provineial Governments.
Both present special diffieunlties, and the tax on matches in
particular can hardly be imposed on a. qusta‘ntlal scale
without co-operation on the part of the Indian States. Oar
enquiries on both subjects are still incomplete and any view
which we now take is necessarily provisional. We hope
{hat some effective arrangements can be devised, but we
believe that it will not be desirable to impose too high a rate
at firsi on matches, and that the full yield from the tax will
only be obtained gradually. We regard Sir Walter Layton’s
estimate of B erores from the taxation of tobacco as too high,
and on present information we doubt whether even half that
amount is likely to be realized. A

63. Increased resources of the provincial Governments
on Sir Walter Layton’s and our estimates.—These preli-
minary remarks have been nccessary in order to cnable us
to apf)ronch the matter from a practical point of view. If
Sir Walter Layvton’s assumptions were all accepted, that
is, if within ten years the central Government were able to
surrender half the tax on personal incomes and the salt
tax, and if the provincial Governments were to get the benefit
of all the new taxes, tobaceo, matches, terminal tax and in-
come-tax on agricultural incomes, and were to lmpose the
surcharge on personal incomes, and if his estimate of the
vield of the various taxes were realized, we should get
'approximately some such result as the following :—

Actual increase of  Percentage

Province. revenue in lakhs increase.
. of rupees.
Bihar and Orissa .. 4,24 77
Bengal .. .. 7,70 69
United Provinces .. 6,09 52
Assam .. 1,26 49 -
Central Provinees .. 2,20 46
‘ Madras .. .. 6,24 38
Bombay .. .. 4,76 34
Punjab .. . 3,01 32

1t 10ust e recognized that the picture presented in the above
table represents no more than a distant, and perhppS_ even
{otally unattainable, ideal. 'We have indeed already indicated
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our view that all that the provinces are likely, in the near
future, to be able to count upon from new taxation is the sur-
sharge on personal income-tax, and a very doubtful 3 or 4
crores from the taxes on tobacco and matches, with perhaps a
terminal tax in a provincee specially situated such as Assam.
Some other forms of taxation may possibly be added to the
provineial {und, though we can think of none of a very pro-
ductive nature. We should also be glad to see as much lati-
tude as 'possible allowed in framing the schedule of provincial
taxes ; but-the provinees will have to rely, in the main, upon
the gradual surrender to them of the central revenues from
salt and personal income-tax. '

However distant any substantial distribution may be,
the figures given above illustrate the plan which now holds
the field, and it-is on that plan that we must consider the views
.of the various provinces. A glance at the figures shows that
several provineces will inevitably regard it as unsatistactory,
and will elaim that it does not take sufficient account of their
needs. Our task now is to consider both the final objective
and the methods of approach to it, and this means that the
practical problems really Dbefore us are, first, whether a
special enquiry into the needs of different provinces should
be made before the automatie distribution begins, and second
in what order shonld the surrender of resources take place.

64. An enquiry on the basis of needs.—As regards the
first of these problems, the GoYernment of Bombay have felt
themselves compclled to apply for a preliminary adjustment
to meet their outstanding needs hefore the application of the
automatic principle begins. They suggest that necds can
only be determined by obligatory expenditure on essential
services.  Their request would therefore involve the avpoint-
ment of a speeial committee to investigate the needs of the
different provinees and to form a judgment upon the present
rate of expenditure in Bombay upon essential services as
compared with that of other provinees. The Government of
Bihar and Orissa also consider that a ‘preliminary adjust-
ment should he made with the object of correctine existing
maladjustments before the automatic principle is applied.
They point out that, unlike other provinces, they obtained
ne relief by the remission of contributions under the present
constitution, since no contribution was imposed unon them,
and that, with their existing deficit of 35 lakhs and the heavier
expenditure foreshadowed under the new constitution, there
will be no margin for the province to develop, having regard.
to the fact that the estimates of the ILayton scheme can
hardly Le expeeted to materialize. The considered views nf
the Bengal Government are not yet before us, but we have
understood from their representative (who with the repre-
sentatives of other provinces met us recently in conference)
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that the Bengal Government also would be likely to press
strongly for a preliminary adjustment before the introduction
of the automatic principle. Other provinces, though they are
prepared to accept the Layton scheme, would no doubt advance
similar claims if a committee to enquire into needs were
appointed. Some of them might argue that in their case
expenditure on essential services had been reduced or
deferred through enforced economy in the past.

While we have considered it our duty thus to bring pro-
minently to notice the views of those Governmenis which
have asked for a special enquiry, our own view at present is
that the appointment of a committee to examine the posi-
tion of the provinees on the basis of needs would be likely to
intensify provineial vivalries and to create general dissatis-
faction. For the conclusion is unavoidable that the demands
of the various provinees are incompatible, and that no deci-
sion could be reached which would be accepted by all pro-
vineces as fair. On balance, therefore, our present view is
that we must definitely rule out the idea of any general ad-
justment as between the provinces on the basis of ¢ necds ’ ;
for we do not see how any tribunal could pronounce judg-
nient on a matter so controversial and so much a matter of
opinion ir a form which we could reascnably expect ull pro-
viuces to accept.

65. Preliminary adjustmients may have to be consi-
dered.—While, however, we feel forced to the conclusion
stated in the preceding paragraph, we do not go so far as to
say that no sort of preliminary adjustment should be made.
We have indeed been impressed in the course of our examina-
tion by tne serions injustice which may he caused in the
initial stage to certain provinces by the rc-arrangement of
central and provinelal sources of revenue involved in the
Layton scheme. We have already referred to the operation of
Devolution rule 15, the abandonment of which would involve
an initial loss in respect of income-tax for several provinces,
which conld only be recouped later by the transfer of re-
sources from the central Government, the date of which is
uncertain.  Assam, for instance, stands to lose at once nearly
7 lakhs from a source of revenue which had heen steadily
growing, whercas their share of personal income-tax, even if
the central Government were in a position {o surrender at
once the full amount under this head, would not he more than
9 lakhs. Similarly the exchange between foreizn liquor and
commereial stamps, though these heads approximately balance
so fur us the central Government is concerned, will affect
provineial  finances unevenly. No figures are at present
available and it will take time to collect them, but one pro-
vince has cstimated its loss from the transfer at 133} lakhs.
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The provincialization of accounts will involve a new "burden-
on the provinces which has hitherto been borne by the central
Government, while some provinces might henefit from the
transfer of High Court expenses less High Court fecs. When
the exact cffeet on individual provinces of these various
transfers has been examined more thoroughly than has up
to this moment been possible, consideration must he given to
the question whether these special grounds justify some pre-
liminary adjustments. We reserve our judgment on this
point '

66. The order of surrender of central revenues—It 1is
necessary first to explain how the various provinces will be
affected by the order of surrender of the two taxes in question,

i personal income-tax and salt, We have already indicated

the proportion in which the provinces would share the pro-

" ceeds of the personal income-tax when surrendered.. The

industrial provinces of Bengal and Bombay and in a lesser
degrec Madras would obtain the principal benefit. The dis-
tribution of the salt tax on the basis of population (taking,
as seems reasonable, a unet figure of 6 crores at the time

" when the transfer is completed) would give the following

results :—-
Percentage -
Lakhs. increase in
MVonwe.
Madras .. .. 1,10 6.7
Bombay .. .. 50 3.5
Bengal .. .. 1,24 11.2
United Provinces . .. 1,17 9.9 :
Punjab . - . 55 51 i
Bihar and Oriss: . 90 163
Central Provinces .. -1 77
Assam ; ‘e 17 6.6

It is, however, coneeivable that the decision might be to trans-
fer not the whole but a portion of one tax, and then a portion
of the other. The result can be judged best by giving the
proportions in which each province would share i the first
crore of cach tax surrendered :— :

Personal Salt.

: . : income-tax.
Madras . 145 18.5
Bombay . .. 259 8.3
Bengal .~ .. . 274 20.7
United Provinces . .. 93 195
- Punjab. = .. - e RS 9.2
. Bihar and Orissa - . 68 150
Central Provinces . - .. - 48 62

Assam « T P 2.5 2.8
IR
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gel;gal ;}nd Madras come out fairly well in either event, and
lere  is no serious difference in the case of the Puniab
Assam and the Central #rovinces, () fare
Jfsam 4 e Lentral Provinees, though all would fare
.s;gr.i v better if salt were given the preference. The prin-
Glri;lt resnlt of preferring income-tax te salt would be a very
substantial gain to Bombay and an appreciable gain to Bengal,

i}é)ih rgw - disadvantage mainly of the United Provinces and
[ .

Sir Walter Layton has definitely recommended that the
urgent needs of the industrial provinees should be recognized
at least to the extent of arranging that the transter of in-
come-tax receipts should be begun as early as possible. It
1s true that the industrial provinees will also gain most from

the surcharge on personal income-tax if they decide, and are .

able, to imipose it, but we suggest that as fair a solution as
any \\'_ould be if the surrender of the first 2 crores of revenue
were 1n the form of personal income-tax and that thereafter
the surrender of revenune should be from both taxes in equal
amounts.  We recognize, as pointed out by the Govermment
of Bihar and Orissa, that there would be definite political
ujl\'fmt:.\gos in * making a beginning with the provin-
cialization of the salt tax at an Zgarly date. In fur-
ther  support of the form of recommendation that
we  have thus tentatively made, we would point out
that for practical reasons it is likely to be nceessary to
undertake the transfer of these taxes step by. step. The
central Government will have to proceed tent:{t—ivelv in the
al.mndmnnen’r of its revenues, and it is hardly possible that it
will at any moment be in a position to hand over in a single
transaction the whole proceeds of either of these taxes. ;

G7. Procedure applicable to the provincial fund.—We
aceept the proposals* of the Indian Statutery Commission re-
garding the procedure applicable to the provineial fund.
Some modification in detail will be required if the Commis-
sion’s proposals regarding the constitution of the Federal
Assembly are revised,” but the principles could be applied
mutatis mutandis to the alternative arrangement which we
. h_m'o snggested for a separate inter-provineial.finance cpun-
cil. Several of the provineial Governments have expressed
doubts whether it should be open to a minority of the inter-
provineial council of finance members to bring proposals for
taxation before the Assembly. On the whole however we
_ consider that, if not less than three of the provinces desire
that proposals for taxation should be placed before the As-
eembly, it is fair that they should have an opportunity of
presenting their case and of securing, if they can, a majority

* Yolume II, para. 163. .
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in the Assembly. It bas also been suggested to us that in
view of the many uncertain factors and hypothetical assump-
tions involved in the suggested financial arrangements, which
may result in the settlement working out very differently
from what is now anticipated, provision should be made for
a review of the settlement after 5 or 10 years. We have con-
sidered this suggestion, but we are of opinion that such an
arrangement would be disturbing, and might even lead pro-
vinces into a policy of extravagance with the object of estab-
lishing claims for special treatment in the light of their actual
commitments at the time of revision. '

We recommend that the settlement should be embodied in
statutpry rules so that alteration of it would be possible with-
ont an amendment of the constitution.. ,

. /* We call attention to the recommendation of the Bombay

Government, with which we agree, that legislation imposing
provineial fund taxation should not be voted every year, but
only when {he inter-provincial council of finance raembers

makes proposals for a change.
{  68. Borrowing powers.—In an earlier paragraph’  we

~ stated that we accepted the position that the control by the

Government of India over the provinces in the sphere of
finance should be confined to the control of borrowing. It is
desirable to consider more fully the details of the Indian
Statutory Commission’s proposals on this subject.

As regards the powers of provineial Governments to raise
loans, the proposals in their report make little change in the
existing position which is governed by rule 3 (1) of the Local
Government (Borrowing) rules (regulating borrowing in the
open market) and by Devolution rule 25 (regulating advances
by the Government of India to local Governments). In actual
practice the terms on which advances can ordinarily be given
have been codified in the rules governing the provincial loans
fund, which have received the approval of the Secretary of

. State in Council, and have therefore to some extent limited the

fuller powers which the Government of India enjoyed under
Devolution rule 25.
The proposals of Sir Walter Layton may be surmemarized
as follows :(— '
(@) The loans raised by provineial Governments
“should be subject to standard regulations and
their raising should be co-ordinated.

(b) To this end a council of provincial finance
ministers should be instituted, over . which the

72
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Finanece Member of the Government of India
should preside. Its tasks* should be *‘to
establish a borrowing programme, to lay down
the standard regulations, and to arrange ter:s
with the Government of India’’. It should,
however, be advisory only for the present, and
the real power should vest in the central Gov-
ernment. On the other hand, it is contemplat-
ed that the latter should not aet without con-
sulting the council, since it is specifically stated
that consultation should invariahly be made
before speeial sanction is refused to a loan, even
where such sanction is definitely required by
the regulations.

{¢) As responsible government in India deveh)‘ps, the

council may ceasc to be a mere advisory body

and may acquire real power.

The Commissiont apparently accept these proposals gene-
rally. They suggest further that the powers statutorily re-
tained by the central Government should take the shape of a
perfectly general control, but that this control should not be
used to dictate the purposes for which loans should be raised.
If a declared purpose is within the scope of the regulations,
the grant or refusal of sanction should be dependent primarily
on considerations of the monetary and credit situation. Ap-
proval should, however, not ordinarily be given to a loan in-
tended to meet a defieit ; and if it is to be given, the loan should
payv a diseriminatory rate of interest.

Subjeet to a qualification and a reservation explained at
the end of this paragraph, we are prepared to secept these
proposals as a provisional arrangement, though we must
emphiasize that the words * eredit situation ’ used above re-
quive further definition. The considerations which are to
govern any decision should include, not only the general
credit situation of the Government of India, having regard
to its own position and the rates for money prevailing in the
world at the time, but also the particular eredit situation of
the provinee which is secking a loan. For this purpose
account would have to be taken of the general financial
policy and position of the province concerned. While
accepting the proposals as a provisional arrangement, we
feel Lound to express doubts as to its advisability as o perma-
ment plan, if it is to develop to a point where the inter-pro-
vincial council ceases to be merely advisory and acquires

——

* Volume 1I, para. 311.
1 Vrlame 11, para. 189.
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actnal powers of decision. Several of the provincial Gov-
ernments have expressed opposition to the idea that their
borrowing programme should be controlled by a council con-
sisting of representatives of other provinces who are their
potential competitors for a sharc in the limited amount of
loan money available. They do not rnle out the possibility
that it may be to their advantage to abandon permanently
their individual liberty of borrowing ou their own eredit, for
the sake of arriving at a co-ordinated plan of borrowing
for the whole of India, and in order to obtain the advantage
"of ‘borrowing with the credit of the Government of India.
But they do not consider that in that case a body composed
of political representatives of all the provinees would pro-
vide a suitable arbitral tribunal. .They contemplate rather
something in the nature of an all-India board of loan

--commissioners, on which the expert element would be strong-

Iy represented. Tt has indeed always bheen our view that
the administration of the provincial loans fund should
eveniually be entrusted to such a board. On the other hand,
we feel that it is premature at this stage to settle any
arrangements which should govern the position for all time.
While recognizing the advantage of a  co-ordinated plan of
borrowing, we see serious disadvantages in creating condi-
tions, in which the individual provinees necd not consider
their own eredit with the world hut ean always rely on the
support and protection of the central Government. The
surest way. to bring home to any Government the necessity
for following canons of “sound financial administration is
that thev should be faced, when thev disregard those canons,
with the absolute impossibility of raising funds, even on loan.
This necessity will be Dhorne in upon  them if they have
_themselves to deal with the outside money market, whereas
if it is mercly a matter hetween the provincial Government
and the central Government, the realities may be obscured
and politieal inflvences will play a part. Speaking general-
Iy, we think that the future course must be decided in the
Aight of actual experience. Ior the present the provincial
Governments are all prepared to continue what is in sub-
stance the existing arrangement, and to place themselves in
the hands of the central Government. It is our view also
that this arrangement should be retained for the present.
‘We have to make one further observation in corlclusion.
‘The objections expressed hy the provinecial Governments to
having their individual loan operations controlled by a
council of provincial representatives have led them in certain
cases to ask that the functions even of an advisory council
should be strietly limited. They fear that even if such a
council is merely advisory, if it is formally constitnted,” if

.
W
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will be difficult for the central Government to reject its ad-
vice. They would prefer it to be definitely understood that
the power of decision vemains with the central Government
and that the central Government will do no more than sum-
mon a meeting of provincial representatives so that the
general programme may be Jjointly discussed ; such discus-
sion being of an informal nature and not intended to lead up
to anything in the nature of definite resolutions by the coun-
cil. On the whole, we may express agreement with this
view. .
We must also make one further reservation, It would
seem essential to give the Government of India power to aet
without consulting provineial representatives if an applica-
tion for a loan is made in an unexpected emergency. It is
consistent with our preceding observations that we do mot
consider it to be necessary or desirable to provide hy statu-
tory rules for the establishment of a council. The neces-
sary provisions could he inserted in the standard regulations
themselves, which would take the Place of the rules now sane-
tioned hy the Seeretary of State. Minor points of detail

could be thrashed out when the provineial representatives
met to frame regulations.

69. Provincial balances—The Indian Statutory Com-
mission have concurred in Sir Walter Layton’s rccommen-
dation that provincial halances should not for the present be
separated, and that any change in the present arrangements
might be postponed until a central bank is ereated, which
would presumably take over the banking business of the pro-
vincial and ceutral Governments. We have ascertained that
thorq is no desive on the part of provineial Governments for
any immediate change in the present arrangements, and we
support the Commission’s recommendation, We have, how-
ever, to contemplate the possibility that an autonomous pro-
vineial Government may desire at some time in the future to
maintain its own balances, and following the general principle
adopted by the Commission o development in this direction
should be allowed for. We therefore recommend that if,
after the new regime has been started, any provineial Gov-
ernment desires to maintain separate balances, the Govern-
ment of Tndia should he prepared to agree, subject to suit-
able arrangements as to details. .\ scheme for the separa-
tion of balances was drawn up in 1924, and it may he said

th‘nt. the s_epﬂr:}tion conld be effected withont anyv serious ad-
ministrative diffienlty.

In this conneetion the Commission have made a further
recommendation that the Government of Indin should per-
orm the service of banker for the nrovineial Governments
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i t to make undue

ial basis, and should not attgmp ma due

o ?icom?%rfcae business. We accept thisin prm;:lp%e '»gcflilt
e Or‘:xitting ourselves at present to the amoun 3 }? proﬁt
gvl;fic(;?nxlvould be reasonable 01('1 thedfogril 128;\'£tcsllor 151 t% Fofit
' .g., services rendered at tre ies, erest

“)vr? %L%lﬁf}f\ﬁgf,lfagances to be kept by the provincial Gov uvn

AY
ments.

70. Accounts and audit.—_—S:n' Walter La}(ritgg ;hel ;\gg{ﬁs
mendétion in regard to pr.ovmcml accounts ar?dorsed* e
and functions of the Al}(hjtor General ari fh Commiséion’s
Indian Statutory Commission. .\Ve accept the i,
recommendatioﬂs. Tt is not unhkely that somei Fthe o
cial Governments will at first desire to employ

vise their accounting staff, but we agree with Sir Walter

i ted, the accounting
at whatever arrangement is adopted, nt
. E{i}izéosriugg?é ;:e entirely sepabrate, so that the accounts may be

1 h com
beerlliflzs(ﬁ?el?:gfeﬂ?ﬁ}figltggugThe ql]esti.on of the f}utulrsostf }1111:3
%Irll?lian Aundit and Accounts -Se.rvme 18 a}x:mqg }xenumber o
ortant. The danger to avoid 1s that of avm%ﬁ ('entl er of
gmafl distinet cadres, none ?f w}{uih x;ogl(}% ge nfgn cl At' %rst 8 %
& ooy to attraet and Keep §00C . )
. Offe;‘ ‘t}fjl:‘;(:wtlrlc;: twi]l probably find it necessary {Qtfiluelx:
anyrra ?w Qoeionded from the eentral servies for ?}{?t;]:b o
g]u(;\tsmlruld “he full organization will be for administrative e3
Dy £ . > !

perience to decide.

71. Grants-in-aid.—We agree }\'ith the \}'llew. :i}élm;;cssstcgl
by the.Indian Statutory Qomrmssmn thlat tth et ?tl?s no}{ tom
ow in force, under whieh it has been held a”1, ot per-
nq:cihle to i;lcur expenditure from central re\e,x_ltueixhouﬁ) o
v inl subjects, should be r_elaxed, and thatll s 1ould be

Tend d constitutionally possible under suitable restr :
rendel_'et Cfniin(;ial ohiects from central funds an('l vice versqa).
by ﬂ's o }Frfrmni's-in-ai‘d should be for some specifie muf'po.g,
ﬁx?g t;l;cey;ﬂ‘:m should not be used for general relief of pro-
virecial revenues. .
79. Local cesses on land—We hz_xve no com;m(r:tt }tg (r]r::;li:r-

on Siy Walter Layton’s recommendation} regarding

imi sges on’
abilitv of removing the limit upon surcha;geﬁ i(;r v:iethin oo
:Iand Tevenue or rent. This 1s a matter whic

competence of provincial legislatures.

. 275.,
*"Yolume II, para. 189. 4 Volume II, para. 187. ;Volume I1, para
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THE CHIEF COMMISSIONERS’ PROVINCES.
The North-West Frontier Province.

73. The proposals of the Commission.—The Cominission
devote particular attention to the peculiarly difficult problem
of the North-West Frontier Province. Their first volume
contains an illuminating chapter on its main features. The
contrast between the government exercised in the five ad-
ministered distriets and in the tribal tracts beyond is authori-
tatively described, and the chapter ends with a gencral dis-
cussion of the nature of the eonstitutional problem. The main
points whieli - the Commission tako are, first, that the {ribal
arca must remain under the direet charge of the Govern-
ment of India ;-second, that the administration of justice and
the task of promoting and preserving order in the five districts

is intimately connacted with the control of the tribal traets ;-

third, that tf law and order in the five distriets were to be
dealt with in a provineial legislature, and entrusted to a minis-
ter responsible to such legislature, the necessary co-operation
would be more difticult to secure ; and, fourth, that the
question of law and order, which in-other parts of India is
a domestic and internal matter, in the North-West Frontier
Provinee is closely related to the subjeets of foreign
policy, and of TImperial defence. On the other hand,
while they  comment sympathetically on the fears of
the 'small Hindu community, the Commission hold that the
denial of reforms to the five distriets has given these an un-
doubted grievance. They comment, however, on the absence
of local experience of the elective principle and draw adverse
conclusions from the results of the recent experiment in
elections to the Peshawar municipality.

The recommendations made by
second volume reflect the tenour of the views they express in
the first. They repeat their previous emphasis on the essen-
tial need for wnified control over the settled distriets and over
the tribal tracts, as the only means by which the seceurity of
the fronticr can he effectively maintained, They accordingly
suggest thal there should be no change in the present arrange-
ment, by which the Chief Commissioner combines in hig
person - the dual  responsibility of administering the five
distriets and acting as Agent for the Governor General in
dealing with the tribal area. They propose to meet the politi-
eal aspirations of the provinee by creating a loeal legislature
containing indirectly clected representatives, with powers
of taxation and of voting expenditure; but *¢ exccutive

respousibility shonld, as at present, rest with the Chief Com-
missioner ’?,

the Commission in their

*Volume II, para. 121,
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74. The proposals of the Indian Central Con;n}cﬂ;zee.l—;dfil;;
-ecommendation made in the majority report o e, Tnca
1()?ecntral (‘ommittee was that 1'eIi;0rms Sél(:)lilldﬂl)ee liI1les oducod
i ' ‘orth-West Frontier Provinc he 1 _
lhlitolg}i\l?r?tlo reforms ; and that after a constitution osthgﬂill;
t ne had been in operation for ten years, the question e e
bzp?uriher examined with a. view to seeing what adva
conld then be made.

i+t ve shall pre-
75. The need for constitutional adva?cle_.;—ifxii(\r\ Ilfi Nogth-
Sadi oS 'ong reasons for giving
-sently indicate, we sce strong ree g Lot miore
: Y issi + by the
{iberal than proposed either P}'t tille (g;r;mx;agﬁlllt %hi c}h o
i 1e fir
i Central Committee. bu » I WA e
fingilfglto emphasize is that the Commission themfel\ C\b i{;xp%hat
cieate the now urgent need for C()nS’fltalt}l)Ollztlll cl}i\l 33\014; Central
: . ‘117 s thie 11 8
The need is also reeognized by c e
Committee. This is an important variation homJtl}e tp?{ueport
which obtained in 1919 when the authors of ithe *f))'ivlilncé A
recommended” that, for reasons oi strategy, the pt e
remain entirely in the hands pf the Go_vern&n(:n o e
recommendation which has smce1 c;)lntmugble Ig . fbintroduc-
ituti 3 hough the pr :
tutional status. And, th ] m o 't and
'cx?rrrlslt':zforms(has been much agitated for ionie é'wll)s I;f;:f,B ray
ws 0 C i -er whiel Sir Denys
; < y ‘ommittee over v
as examined by the C 1 el » ot beon
Wl-esided in 1922, no change in the admlnlstldtlt()ﬁl ha_ls) 3 :iab -
111)13'10 The province was separated = from tewhich it was
1901 “and still retains the form of gov ClnIIlOl'l. e aes in
th ’ liven The last thirty years have seen great | IL g 0
th((azn z(-i'ovin.ce and this is a position which we thin kc Cr;l(ilrn no
longgr he ma’intained. "The need for some a‘dvagﬁa ltsh‘e —
ted ; the questions now at issue are ils degree, ¢ :
whiel the new eonstitution should take.

""he Commission séem to have been greatlyrlxrl‘f;ll)erx;ci%
by their belief that local conditions pr(zvevnt a-n}'nclined o
4 thods of direet election. For our part we are in ed to
the (')' - that the conclusions which the Commission d 4
z'hem‘ 1:;:\0 ﬁr;t results of a single experiment 11:1 IIl.lflll(lﬁll‘Iéit
‘érlgctions may have been m]ldulfy,peissll)?;zgga b{ile] ’wle direct

i t legislature -he founc able,
21(:35;(113219 Ito (g?tieicuﬁ, on general - grounds, tot Eg.g;f:ﬁ:ot ﬁgﬁ
fronticr province somewhat more generous tr e erth
the Commission recommend. The five dlstrlc1 s 0 L the R
West Frontier Province are not be}}u}d. the a(f 3(;1}11 lg)' hiab s
of the Rawalpindi and Multan dwlsmgs o P me'-ab'districts
point of intelligence and capacify. In these Punj: :

- *Joint Report, ‘para, 198.
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the method of dll'qct clection to distriet boards and municipal

jcgg(r)r(lilﬁgé(&s W(‘r:?eSm%lmllkuo“qtll when the reforms of 1919 were
iced.  Nevertheless 1ey  have ici 1

suceess in the giyarchical’consti‘tution of glirtrl)?oliil:fc% ‘?Bltllé
i)jfog)le of the North-West Frontier Province may well elaim

la the absence of direet representation for local purposes
8 107111(1 no more obstruct the introduction of I'C[)I'eiellt‘ltiV';
.gowerl(lment in their province now than it did in thé 1”1’;11']'{11)
mn 1919,  In fact the Chief Commissioner has now deeided

tO ill“’(}dll(‘(‘ dil'C 1 i
- (.[ re I¢ i i ‘

There are, however, other reasons of ore i
C y at  practies
é{:)(;gll:;l(tc ji(())]ll (‘a%) 1_11‘g reform beyond the poin? 1'eacheid‘ ‘ll)Lyt —ttcl'tla
but deny sy pol;lllllu}l?lglll)‘?rss l.i‘an;)lIlleC Céle a'tl_eg'iShlItiW AT
Yy A she xecutive. In effe

‘CVOOIII::I;ISJS}OI.], equa‘lly.\wth the Indian Central Cgfnggttélg

tld Jeave the North-West IFrontier Province, with so ,
va‘rl?QQn, very much at the stage which othér prow-'in::a:
rielwl‘])t‘)“g \\*3t‘h ch0 nltmdnctiqn of the Morley-Minto reforms
n 1909, 4]1010 would be in the executive no eJen{e t ;
§%§p<)xlsx})111§)' to the legislature. The undertakine o;)H(',q
?2 O‘t,}esty 5 Government set out in the anﬁouncemenat £ tllb

v August 1'917 would still remain unexpressed ? t?'le
cgnstltnhon of the Nortll-\\’ost Frontier l’rovincg at ntin;g
;\O:ml “']}Ol other provinees arve rapidly moving i"orwf“:l'd tl‘.
CO.I}();i)xtx;:]])qe0¥<)1\101'nmvent. \Yc fully recognize the 1)articu]dr:
desoril)o(ll n “1100 1'(:?)211":]1-'}1\138&1oFrOiltltier IPYIOVinCO o ohts
considerations which inéu(enccd nO“ mmiseion t_he_ “:mght":
afstt}nctl_y antions advance, Atﬂtllele(’:elll;l:élstsiﬁlel ?1110f ar\e(f)xlllilii?i

: ) = ¢ e
;{lsf“I'(‘S\f'tu]‘;xt(l();l}‘ :f11141 \\—'0 l_loro have in mind the events of the
thaf tlle‘S('Ilo)r'xlxol:f(ll(?]i)lt];(()l i%l(()‘lulrcllmtttter (';f e bl Dortaniee
: : scheme ¢ should attract a reasonable meas

?}ﬁnlt?lli}t)l’*c; sll})pmt ; a‘nd, subjeet to the necessary sai’e"ual;'lc‘ie.
)q)'i;m;: 11)(()‘1:‘\{1( :::)tmle‘}ve thef\\'ay open for im;idiou;3 com-
¢ form Cove 1 Norli
i“r(mher Province and thatOintri%\(ltlfc?zlmc{)lgel\glltg% Novih-Wost

76. i
broader zgﬁsﬁ?(?:f:?i(gf:wii%igtre\f OCOI;I‘SGS--—;I;}K‘FO e The

1 . rations ‘e have \
f?é:ff ;)(t) :}igoimi] t‘utmn for the North-West Fx('}og{ieer F’img’l!clg
cnnstlitutim{ n)o \\]c:(*n three systems : either a Morley-Minto
:]pp]‘(minmt(: f1 '(I‘}a;c}.ly, or a unitarvy scheme on lines
ap “:ith'nro‘\?iq; ic form of government in other provinees
T i 1-klyqns appropriate to the particular circum-
pomees of th rz‘ ovince. The first represents roughly the choice

¥ the Commission and by the majority of the Indian

~
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Central Committee. For the reasons which we have just
given, we consider that it would not satisfy the political
aspirations of the province, and would thus suffer from the
tatal impediment that it would enlist no popular co-operation.
Arguments based on the Commission’s contention that the
provinee™ ¢ forms the inevitable terrain for military opera-
tions ”’ seem to us to be susceptible of implications other than
those which the Commission draw. A discontented frontier
province would be a serious threat in the rear of any army
operating in the defence of India. We would be reluctant
therefore to adopt a form of constitution for the North-West

Frontier Province whieh would fall so far short of provineial

expectations. Incidentally the suggestion of the Indian
Central Committee to fix a ten years’ limit to the constitution
which they propose seems to us more likely to-aggravate than
to assnage the objections to their scheme. From the first

‘years of the new constitution agitation would be set on foot

to replace an admittedly transitional system by sémething
more acceptable. .

The second expedient of a dyarchie constitution on
the lines of the existing constitution in the Governors’ pro-
vinces was suggested by two Muslim members’ of the Indian
Central Committee, namely Sir Zulfiqar Ali Khan and Dr.
A. Suhrawardy. So far as we are aware their suggestinn
has received no support in the provinee ; and, in the absence
of such support, we agree with the Chief Commissioner that
there would be very grave disadvantages in now giving the
North-West Frontier Provinee a form of government which
is being disearded clsewhere. The general arguments used
by the Commission in eriticism of dyarchy in the Governors’
provinces would apply with special foree in the North-West
Krontier Provinee, where irresponsible opposition to the
reserved administration would be particularly dangerous.

There remains the third possibility, namely, a unitary
seheme approximating to the form of government in other
provinces, but with adequate power secured to the head of the
province suitable to the particular local circumstances.
‘I'his is the form of constitution recommended by the Chict
(Qommissioner and represents the choice between the three
courses which we would ourselves make, The scheme which
the Chief Commissioner proposes is set out in an annexure
to his letter ; but the matter is of snch great importance to
the peace and contentment of the North-West Krontier Pro-
vince that we make no apology for ourselves recapitulating
the features of the Chief Commissioner’s scheme and review-
ing the lines on which it might be expected to function.

-

*Volume II, pan;. 120,
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77. The Chief Commissioner’s scheme.—The SChePle pre-
pared by the Chief Commissioner contemplates a legislature
to consist, as recommended by the Commission, of an elected
and nominated element in about cqual proportions. The
precise suggestion is that the clective element should be given
a majority of one. So far there is agreement with the Com-
mission, but in place of the Commission’s scheme of indireet
election, the intention is to substitute direct election ‘¢ if there
is found to be any strong local feeling in favour of a body of
elected members wholly chosen by direct election . The
Chief Commissioner does not exclude the possibility of com-
bining direct with indireet methods of election, but, as he
states, the problem would require to be worked out by a
special franchise committee postibly local in its composition.
The size of the council would be determined by the considera-
tion of what would form convenient constituencies, but it is
anticipated that it would comprise a total membership
eleected and nominated of some 30 or 40 members.
The Hindu and Sikh minoritics would be given weightage
which might be double that to which they would be
entitled on a population basis, and would be given a choice
between various methods of representation including separate
eleetorates, veservation of seats, or even nomination. The
official eleruent would be limited to six or eight nominated
seats.

The Commission rightly emphasize the need for vesting
responsibility: hoth for the five districts and for the tribal
tracts in the same executive authority. The Chief Commis-
sioner’s scheme recognizes this cssential requirement. The
head of the administration of the North-West Frontier
Province, to be known under these proposals as the
Licutenant-Governor, would remain the Agent to the
Governor General in Council for the tribal area. But for
the adminisiration of the five distriets it is suggested that
he should be assisted by two ministers, of whom one would
be an official.

This. departure from the recommendations of the Com-
mission involves other important consequences. Instead of
remaining o centrally administered area under the dircet
control of the Governor General in Council, it is proposed
to devolve authority on the provinecial administration with
a classifieation of subjeets into central and provincial, follow-
ing broadly the lines of the classification in other provinces.
But there would be exceptions in the case of certain zabjects
peculiar to the North-West Frontier administration, which
would be classified as central subjeets and dealt with on the
existing basis.  The Chief Commissioner has enumerated some
of these, for instance, the frontier constabulary and scouts,

»

(ks

frontier remissions and allowances, and strategic roads as
illustrations of matters chielly relating to the tribal areas
and to the defence of India, and properly classed as central
subjects for that reason. He also mentions the extra police
and other forces necessitated by the geographieal position of
the provinee. We think it probable that on further examina-
tion these should be classed as provincial. These, however,
are matters of detail which need not here detain us. The
broad point is that in making the dividing line between central
and provincial subjects, regard would be had to the need

~‘for classifying as ceuntral certain subjects of all-India
Aimportance peculiar to the present administration of the
North-West Irontier Provinece, which could not properly be
enirusted to the provincial legislature,

*Simultancously with the devolution of authority to the
-loeal administration, it would be necessary to give the pro-
vinee a firancial settlement. The Chief Commissioner has
explained that it will be necessary first to reach a figure
- of what may be called its normal domestic expenditure.
Steps have already been taken to enquire further into
" the classification which he has suggested of various classes of
provincial expenditure, but these again are matters of detail
with which we need not encumber this despatech. The out-
standing result is that even after heads of expenditure which
should be classified as central have been separated, the
revenues locally raised are expected to fall far short of the

expenditure needed for the administration of the subjects,

which will be classified as provincial. To meet this deficit a

suhvention from central revenues would be required which, in
agreement with the Commission, we consider would he justi-
fied. The Chiet Commissioner suggests, and we are disposed
to accept his suggestion, that the subvention fixed on this
basis should not be variable from year to year, but should be
subject.to quinquennial review by the Assembly.

These are the broad outlines of the alternative scheme,
which with due regard to local conditions the Chief Commis-
sioner has put forward. In concluding his deseription of his
proposals, which he describes as tentative only, he stunmarizes
the main respects in which they depart from the recommenda-
tions of the Commission, namely, in the devolution of authos
rity to the local Government ; the provision for a financial
scttlement ; the introduction of direct election to the
legislature ; and the presence in the executive of {wo minis-
ters, one official and one non-official. The scheme is put
forward in the belief that while securing to the Licutenant-
Governor adequate controlling authority, it will give the
‘province a flexible constitution capable, with the growth of
political experience, of development and expansion without

-
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the necessity of subse i e
: \ quent violent changes or radi
statutory amendment. d adieal

. 78. Consideration by the Round Table Conference.—
We l’xav?‘no doubt that full opportunity will be taken at £h
Round Table Conference, in consultation with 3the Bcritislf
Ix}dla delegates, to~weigh and to assess the rival merits
of the three schemes which we have set out, or of any others
which may be put forward for consideration. Much weif'hz
will attach to the proposal to which the Commission have
lent their authority. We recognize the care and the abilit
W}th which they have considered this most difficult broblemy
We do not differ from them in their assessment of the factors.
which must be borne in mind, and of which we appreciqt;a
the bearing. But reeent events have thrown fresh licht con
what _has‘ beecome a pressing political problem {’Ve do
not disguise the risks involved. They are set ou.t frankly
by the Chief Commissioner. But the risk of conti uedan I')
tical dissatistaction in the North-West " Frontier nProin)i?cle-
15 to our minds the greater menace. We look foraconstif
tion which shall be so framed as, on the one hand ‘to sq}";-
guard the peace and sceurity of the frontier :md’ on ‘the-
()'t}lel" ]‘l:'nl(l. 1o recognize the local aspirations \’vith “"hich we
fully sympathize for a form of government, containine a
51(1){:112& 1q (\]girxx}_eixllt,t lff)l‘ tlhg atdministration of ,pu’relv prmrinfia‘l

Jeets, ith this objeclive hefore us, while we iat
the arguments on which the Commission bas i proposals,
we favour the more liberal gclilolrrxlllég;\;(l)llllc};qtsl(feﬂ(lﬁll'lefp Iég;;)lsa_]s,
stoner has prepared, and which he recommends. h e

Baluchistan,

_ 19 The Chief Commissioner in Baluehi ;
view expressed by the Commission lt}1}?1tﬂ:ﬁ)h;;t(igx:{wgﬁ'Ix’rtimt };i
)roqnn‘od in tl}e administration of Baluchistan, where n(; dzgiré
t‘(;lo ?:tuttlogn institutions h:{s vet expressed ’itself We also
al the same opinion. We agree wi hief Commi
Stoner in the importance which he attat(l'}lzgetglillfg %‘zﬁmls
s1:m ; proposal for the representation of the provincébinntl;;;
:tgilﬂ‘l'l(‘glsl‘tlt'lll‘(’. We have borne this in mind in the
suggestions which we have made below for the fut 1
position of the Indian legislature. e coms

Other Areas.

Con n80 The Delhi Province.—In our memorandum to the
ﬂn; ptlss'mn on the subject of the Delhi provinee, we observed
that It comprises the seat of the Imperial Government and

se areas alone which could not conveniently be severed from

it. Though the memorandum was descriptive only, we drew
’
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cedents of other countries to emphasize our
t in the general and political condition of our
own enclave. The Commission’s view that the form of
overnment in Delhi cannot be usefully altered is entirely
in accord with our own opinion. In our own suggestions for
the constitution of the Assembly we meet the point taken
by the Chief Commissioner that there should be two seats,
one for a Hindu and one for a Muslim representative of the

upon the pre
direcl interes

_ Delhi province.

81. Ajmer-Merwara.—Similarly, in agreement with the
Commission and with the Chief Commissioner, we consider
that at present no constitutional reform can suitably be
introduced in Ajmer-Merwara. We agree with the Chief
Commissioner that the representative of the province in
the Assembly should as now be clected, and should not, as

suggested by the Commission, be nominated. It may not,
Lowever, be possible to meet the view of the Chief Commis-
sioner that Ajmer-Merwara be given a separate seat not
_shared with any other province in the Council of State. But,
as in the case of Coorg, we agree that the views expressed
by the Chief Commissioner in t 1is matter should not be over-

looked when the precise composition of the Council of State
is being considered.

82. Coorg.—The Commission have expressed the opinion
that there is no ground for changing existing constitutional
arrangements in  Coorg. The Coorgs themselves appear
from the Chicf Commissioner’s letter to be divided in their
views on the future status of the province. Some_ sections
are reported to favour amalgamation_ with a larger unit ;
others desire to retain the separate existence of the Coorg
province. We agree with the Chief Commissioner that,
until local opinion has erystallized, it would be premature
and unwise to take final decisions. We accordingly accept
trne recommendation of the Commission against any present

change.

. We accept the Commission’s proposal to give Coorg
one clected seat'in the Federal Assembly. We fully appreciate
the distinctive historical traditions of .Coorg as recalled by
the Chief Commissioner, but we see some difficulty in accept-
ing his suggestion that this small province should also have
one seat of its own in the Council of State instead of sharing
a seat with Baluchistan and Ajmer-Merwara, as recommended
by the Commission. 'The views expressed by the Chief Com-
missioner on this point may however be further considered
when the arrangements for the composition of the future
Council of State are being made.
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83. Machinery for constitutional changes.—Though we
accept the Commission’s view that the time has not come for
constitutional change in any of these four central areas, we
recognize that their existing systems of administration may in
course of time come to require modification. We should hope
therefore that there would be machinery in the constitution to
enable administrative and constitutional changes to be made
it any time in the form of their government.

BURMA.

84. Separation recommended by the Commission.—In
their report the Commission digcuss* at-some iength the future
of Burma. They deseribe the nature of its present asso-
ciation with India, and express two main grounds for {heir
belief that the two countries should now be separated. These
two grouunds, which they state as cardinal considerations, are,
first, the strength of Burman sentiment in favour of separa-
tion ; and, second, the constitutional diffieulty of giving to
Burma a satisfactory place in any centralized system de-
signed to advance the realization of responsible government
in British India. Their examination of these two matters
leads the Commissiont ¢ to the definite conclusion that noth-
ing but the most overwhelming considerations eonld justify
the continued retention of Burma within the Government of
India . Iaving reached this view, they next proceed to

consider the main objections which have been raised, military,
financial and economie.

The Commission do not contest the argnment in the
Montagu-Chelmsford report that Burma must remaing ¢¢ part
of the Indian polity »* for military reasons. They do net
enter into questions of high strategy; but, after emphasizing
the Iix?it of Burma’s inferest in the defence of the North-
East Frontier of India, they take their main point that§ ¢¢ they
sce no reason why it should not be possible to combine poli-
tieal separvation with satisfactory arrangements in the mili-
tary sphere’’. Though they contemplate that the troops in
a scparated Burma wounld be under the control of the Gov-
ernor in all ordinary internal matters, they seem to have had
in view close military co-ordination under some kind of
unified eontrol between India and Burma for the gencral
purposes of defence..

The Commission accept Sir Walter Layton’s general con-
clusion]] that ‘¢ separation could fairly be effected in such a
way as to do no financial injury to either country, and to leave
Burma with adequate resourees .

*Vol. 1T, Part VI
TVol. 11, para. 219.

tJoint Report, Para. 198,

s Vol. II, para. 221
“Yeol. 11, para. 222,

&
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They restrict their consideration of the economic conse-

quences to the effect of separation on Burma’s economic posi-
tion and its economic relations with India, and suggest that
mutual adjustments should be made by way of a trade conven-
tion between the two countries to the advantage of both.

The general view which the Commission reach from these
conclusions is that there are no military, financial or economie
objections of such weight as to amount* to ‘¢ overwhelming
considerations ”’ sufficient to justify the retention of Burma
under the Government of India, They accordingly make a
definite vecommendation that Buima should be at once sepa-
rated from India, and they snggost that a deelaration to that
effect ¢houid be nmiade as early as possible.

85. The military problem.—Iun the short time at our dis-

; pozal we have endeavoured to supplement the Commission’s

investigations into the probable military, financial and eco-
nomic consequences of separation by further departmeuial en-
quiries on our own part. We take first the military problem.

We do not here concern ourselves with questions of the
garrison required in a separated Burma; nor with the seurces
from which it should be obtained ; nor again with such mat-
ters as the nature and extent of suech financial contribution,
if any, as Burma might for one rcason or another be re-
quired to make towards the defenece of India. The broad
issuc which we place before ourselves is whether or not strate-
gical considerations make it essential to maintain a single
military  organization under unified control for the de-
fence both of India and of Burma. On this broad issue the
technical advice which has been tendered to us by otir col-
league His Execellency the Commander-in-Chief is that wuified
control is not essential. We are informed that there is no

military reason why cach country should not possess its
own scparate defence organization. This advice immensely
siimplifies the problem with which the Commission were faced.
It does not mean that difficult and eomplicated issues may not
arise in defermining the appropriate arrangements for the
defence of Burma. Nor does it exclude the possibility
of some measure of mutual co-ordination in the arrangements
made for the defence of the two countries. But the advice
which we are given, and which we are disposed to accept,
goes far to remove the military problem as in itself an
obstacle to the separation of Burma. Moreover, it is wholly
in accord with the representation made by the Government of
Buima themselves thatt ¢ separation should be complete, and

*Volume 11, para. 219, {Burms letter, para. 14.
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should extend to the military as well as to the political
sphere 7. :

86. Financial considerations.—Our examination of the
financial consequences likely to arise from separation is neces-
sarily incomplete, but we enclose in the form of an appendix*
a memorandum prepared in our Finanee Department discuss-
Ing varwus aspeets of this matter. The caleulations made
by Sir Walter Layton in his note on the financial aspect
of separztion are examined and diseussed, and the conelusion
reached by the Department is that it would not be safe to
aceept at present the Clommission’s finding that separation
could fairly be effected in sueh o way as to do no financial
injury to India. - At the same time, according to the depart-
mental view, separation could be brought about in such a way
that the revenue loss to India would not be of sufficient’ mag-
ritude to make it a factor of overriding importance in con-
sidering the pros and cons of separation. The reactions of
separation m the financial sphere will not be contined to its
direct effeets on revenue and expenditure. In considering
these reactions we wish to emphasize the great desirability,
if separation is to be ecarried out, of adjusting the relations
between the two countries in a spirit of reason and mutual
accommodation, so as to avold as far as possible the ill-effects
which might arise from so great a change in long-established
practice. This remark applics equally to the economic conse-
quences referred to in the next paragraph.

87. Economic consequences.—\We turn now to the possible
economic conscquences of separation. Iere we pass into a
region where preeise statements of the probable future posi-
tion in the event of separation cannot be made. At present
the two countries ecome under a single economie system. The
Commission have examined the -question primarily from the
aspect of the reactions of separation on the cconomics of
Burma. They comment on the divergence of interests
between India and Burma and mentiont that ¢ Burma in-
creasingly feels that its own practical interests sometimes con-
lict with the poliey which commends itself to the majority
ir the central legislature ”’. We are aware that some seec-
tions of influential opinion in Burma take the view that ccono-
mically their country suffers by its union with India, und 1hat
this constitutes a faetor in the loeal demand for separation.
But even if it were to be established that under existing
arrangements Burma suffers some economie disadvantages
net direetly offset by compensatory economic lenefits, this
would not neeessarily lead to a deeision in favour of imme-
diafe separation. It would still be necessary to assess the

*Appendix IX. tVolume II, para. 218.°
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cconomic effect on India of a separated Burma. _Thp most,
that we are able at present to say on this subject is that the
economic effects may be considerable, but that, as sugges@e_-l‘_
by the Comumission, it should he possible to secure the legiti-
mate intercsts of India by some such means as a trade con
vention on terms mutually advantageous to both countries.

88. Administrative aspects.—Into the more general as-
pects of separation we have made similar departmental 1n-
vestigation. No administrative objections have been bl'ougl.xt
to our notice of such moment as to affect a deci-
sion on the broad question of policy whether Burma should
remain a part of British India, or whether it should be separ-
ated. If the political association of the two countries were
to be terminated, it might still be found desirable by mutual
agreement to retain common serviees fov certain purposes.
.For instance, local difficulties in organizing scientific depart-
inents corresponding to the Geological Survey of India, the
Survey of India or the Meteorological Department could be
met By agreed arrangements on a basis of payments made for
services rendered. Any necessary co-operation, for instance,
in agricultoral, medical or forest research, could no donbt be
settled by negotiation.

89. Separation accepted in principle—The brief review
which we have made of the military, financial, economic and
administrative factors leads us generally to the same con-
clusion as that reached by the Commission, namely that,
Lowever important may be the practical considerations which
are raised by the proposal for separation, and we do not dis-
guise from ourselves the fact that the consequences may be
fur-reaching, they do not in themselves constitute any insmr-
mountable barrier. The separation of Burma can therefore
be examined in the light of the broader considerations of
policy atlduced by the Commission. In their first volume the
Commission* set themselves ¢ to bring home to the British
Parliament and the British people in what the difference
beiween Burma and the rest of India essentially consists”’.
Tle peaple of Burma are entirely different from the people
of India. They come from a different stock and have a
difflcrent  history. The former rulers of India never
ruled over ,Burma. The country in which the Burmese
live 1s geographically distinet from India and is cut
off from it by sea, mountain and jungle. These stute-
ments by the Commission of the differences between the
twe countries supply the fundamental argument in favour of
separation, an argument which develops greater strength
with each step forward that India takes on the road {o self-

.

. ¢ Volume I, para. 95.
a2
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government. The Commission deseribe the difficulties of
B‘urm_c.se. representation in the central legislature, and tle
- disabilities from which the few Burman representa"cives must
necessarily sutfer in a body preponderatingly Indian in its
composition and its outlook. We accept their description and
we recognize the difficulties. But the real argument for
separation is that in the words ot the Joint Report® ¢ Burma
is not India . For that reason the growing volume of
Bnrmgsc sentiment mn favour of separation is now diffieult
to resist.  Since the publication of the Commission’s report
the Burma legislative council has again expressed ilself
uncquivocally in favour of separation, and in their letter the
Govorn'ment of Durma acceptt as *“ unquestionably correct ”’
the estimate of Burmese opinion made by the Commission.
We accordingly endorse the view expressed by the
Commission that, so far as there is public opinion in

Burma, it is strongly in favour of separation. Assuming,

therefore, that an equitable financial settlement will be made
“between the two eountries, and that their respective economie
interests will be safeguarded by arrangements which we hope
may be mutually advantageous, we support in principle the
proposal that Burma should now be separated. At the same
time we feel strongly that it is a matter regarding which
Indian opinion should have ample 0pportmﬁty to t’declare
itself, and we would not ask His Majesty’s Government to
come to any definite decision until there ‘has first been full
discussion of the whole question at the Round Table Con-
.feroneo. We aceept the view of the Commission that there
is nothing to he gained by postponing separation to any later
stage in the constitutional growth of British India. If
S(:])ill'ﬂﬁ()ll be aceepted in principle, the present re-
vision of the whole constitution of government in British
India supplies the appropriate occasion for making the
change. ©

90. An early declaration of policy.—The Commission
suggest that an announcement should be promptly and pub-
liely made that the policy of separation of Burma from British
India has been approved, and that consideration will at once
* “be given to the question of the new econstitution of Burma
and to the adjustment of the many complicated and impoft:mt,
matters which must arise during the period of transition.

As we have just indicated, we do not contemplate that any
public declaration should be made before the question of the

*Juint Report, para. 198. 4Burma letter, para. 2.
1 Volume II, para. 219.
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separation of Burma has been considered by the Round
Table Conference. There may even be difficultics in making
on annonncement before Parliamentary approval has been
obtained. This, however, would be a matter between His
Majesty’s Government and Parliament. The point  with
which we are concerned is to invite attention to the emphasis
which the Government of Burma lay upon the need for ex-
pedition, in order that a new constitution for Burma may
come into being at the same time g§s the new constitution
for British India. In view of the large issues involved, we
have some doubt whether this will in fact be possible ; but,
assuming that the general case for separation is established,

“we agree both with the Commission and with the loeal Gov-

.

ernment that an early declaration of policy is desirable to
cnable enquiries to be set on foot without avoidable delay, in
order to effect the separation as nearly as may be simulla- .
neously with the introduction of the new constitution in

India.

91. The machinery for enquiry.—We have mentioned that
large issues are involved, and we shall endeavour to give
a connected view of the general nature of the enguiries
which seem to us likely to be necessary before sepuration can
be earried into eflect.  In such an event, there would be three
classes of matters to be considered. In the first place a new
constitution for the separated Burma would be required.
Sceondly it would be necessary to separate the finances of the
two countrics and to determine in other respeets their mutual
rights and obligations. And, lastly, there are all .those
arrangements which may require to be made by agrcement
hetween two separated countries, arrangements, for instance,
relating to commercial and trading conditions. The most
that we can attemnt at this stage is {o sketeh in outline the
machinery which may be necessary for the investigation of
these several matters.

92, A constitutional commission.—The Commission na-
turslly do not themselves undertake to elaborate a constitu-
tion for Burma bccause, as they say, suggestions from
authoritative quarters are not as yet forthcoming, and until
the main question is settled, the consequent readjustments
are hypothetieal. But they indicate® that they do not con-
template that ¢ the framing of a new constitution for Burma
would be undertaken without full consultation on the subjeet .
with those having speeial knowledge of the working of the

*Volume II, para. 223.



S6

present government, or until after further enquiry into loecal
eonditions and opinions 7,

We should not anticipate that there could be any difference
of opinion on the necessity for appointing some authoritative
ad hoc body, whether commission or committee, to report upon
a new constitution for Burma. Conflicting views may
be held regarding the cxact nature of this body. The
Government of Burma set out two alternatives, cither en-
quiry by a Parliamentary commission appointed by Royal
Warrant or enquiry by a committee in which Burmans
would be included. For reasons given in their letter the
local Government prefer the former method, but would make
provision to associale a sclect committee of the Burma
legislative council with the work of enquiry both in Burma
and in England. We do not ourselves fecl called upon at
this stage to express an opinion on these alternatives. But
there is a considerable Indian population resident in Burma;
and Indian capital and labour play an important part in
Burmese business. The Government of India could not there-
fore disclaim all concern in the framing of a new constitution
for Burma, and we would expect that in the process of enquiry
Indian opinion would be given adequate opportunity to be
heard on all matters touching Indian interests in Burma.
These, however, are matters into which we need not now enter.
Our immediate intention is to affirm the nced which, in
the event of separation being accepted, will at once arise
for full and specifie enquiry into the framing of a new con-
stitution for Burma, a problem which has not vet been
examined.

While we limit ourselves to stating this broad proposition,
there is one matter of particular importauce relating to the
terms of reference to be given to those entrusted with this
responsible task, on which the loeal Government comment,
and to which we invile attention. When the announcement
of Aungust 1917 was made, Burma was, as it now is, a part
of British India. The progressive realizaticu of responsible
governmuent was promised to Burma cqually with the rest of
Tndia. It is important that the pledge then ziven should be
re-affivmed to a separated Burma. In some quarters doubts
have been cast or the motives alleged to underlie official
support to the poliey of separation. If for no other reason,
a clear statement of the continuing poliey of His Majesty’s
Government shonld, in the event of separation, be publicly
made in order to sct such donbts at rest. We agree with the
local Government that the point, which was not overlooked
by the Commission,* can probably best be taken in the terms

*Volume 1T, para. 223.
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of reference given to the commission or commitice appointed
for the purpnse of the constitutional enquiry. We do not pro-
pose to discuss the lines on which this enquiry should proeeed,
but the organization of the defence of Burma will be a matter
in which, as near neighbours, we may be expected to possess
a continuing interest. TFor that reason, as also because of the
present association of the two countries, we assume that the
body charged with the constitutional enquiry will obtain the
views of the military authorities in India on this question.

Lastly, before we pass on, we take this opportunity te
state our agrecment with the opinion® expressed by the Com-
mission that, if separation takes place, the Governor General
of India should cease to have any official responsibility towards
Burma, and Burma should have a Governor of its own not

'/ gubordinate to the Governor General.

.93. The financial settlement.—The general financial
aspeels of the separation of Burma were examined by Sir
Walter Layton in an appendixt to the report. We have alveady
mentioned his general conclusion, which the Commission
accept, that separation could fairly be effected in such a way
as to do no finanecial injury to either country, and to leave
Burma with adequate resources, and we have invited atten-
tion to the vather more cautious anticipation of the probable
, position made by our own Finance Department. The Gov-
erument of Burma state that while they do not accent the-
assumptions made by Sir Walter Layton, they accept his
general conclusion that there is no strong finaneial ohjection
to separation. )

It 1s clear that the separation of the {inances of the
country will raise extremely difficult issues, requiring close
expert analysis, in_the decision of which it will be essential
to hold an even balance between what may be conflicting
claims. We agree with the local Govermment that the best
~method of approaching this difficult problem is to endeavour,
by mutual co-operation between the Government of India and
the Goyernment of Burma, to draw up an agreed statement
of ‘the sc {or reference to an impartial tribunal. The sub-
jeets requiring settlement will he of a technieal nature, and
will include, hesides the normal questions of the adiustment
of revenue and espenditure, such matters as the allocation
of debt charges and the adjustment of curreney arrangements.
No constitutional commission eonld deal satisfactorilv with-
these questions. for its functions would be entirely different,
as also its probable methods of enquiry. In arriving at a

*Volume 11, pera. 226, 4Vohuae 1J, pages 280.285.
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ation towards full responsible gov-
ay be said to have commenced as
1 clected non-official element
developed by suecessive
1e legislature and in the.
s, and also by the

inctusion of non-official Indians in the central exccutive. We
Lave already explained that in our view the time has not
vet come for the final completion of this process, and that
the present period of transition requires the continuance of an

offective  partunership between Britain and India. A
partnership involves on both sides some measure of acconi-
modation and compromise, and there is always a danger that

Nevertheless it 1s clear
that on no other principle can we expect to devise at this stage
a form of government at the centre which will provide for
the cssential interests and responsibilities of Britain, and
at the same time give scope to the reasonable demands and

aspirations of India.
97. The existing form of government.—It may be comn
venient at the outset to recall the framework of the existing
stincture of government at the centre. The Governor General
in Council is responsible in all matters to the Secretary of
State. The members of the executive Council are appointed
by the Crown and three of them must be persons who
have been for at least ten years in the service of the Crown
. in India.. The legislature consists of two chambers, of which
{he first contains a substantial majority of clected members,
though the nominated olement consisting of 26 official mem-
bors and 14 non-officials, is of sufficient size to play a verv
important part. The non-official Indian members ‘of the
Governor General’s Council have not been drawn from
the existing legislature and do not depend for their
position on its support. The Government . endeavour to
accommodate their poliey so far as cirecumstances permit to
ihe views of the majority of the legislature. But this does
Lot obscure the fact that ultimately they are responsible to the
Secretary of State, and that in the last resort therc are
gpecial powers by which they can sccure what they deem
essential in the matter of legislation or supply in spite of

{he opposition of the legislature.

u8. The working of the existing system.—Unity in the
executive.—In our view the main conditions of a strong Gov-
ernment on the lines which have already heen drawn
irrevocably for India are, first, internal unity in the execu-
tive, second, harmony between the executive and the legisla-
ture and, third, a sufficient backing from public opinion.
We propose to consider in the first place to what extent these

of bureaucratic administr
ernment. The process m
soon as a legislature containing a
set up. It has bDeen

was
elected clement in tl

inereases in the
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conditions arc at present realized. The existing system pro-
vides adequately for the first condition, namely, mternal unity
in the executive, All the members of the Governor General’s
Council are appointed by the Crown. An Indian member of
"Council may have made his name in political life, but on
appointment to the Council he would be regarded as a tem-
porary official, more amenable perhaps to popular influences
than au orvdinary official, but standing apart from the legisla-

ture, and tor the time being lost to popular politics. The
exeentive thus retains its unity. '

99. Relations between executive and legislature.—The
second condition however, namely, harmony between executive
and legislature 1s on this very aceount most difficult to realize. -
There is no effective link between them, and it is important
to sce whethier their mutual relations ave such as to avoid
embarrassing the Government as a whole. The Commission
would almost seem to suggest an alfivmative answer. 1t is
true, as they point out, that a large number of Government
measures have been passed by the Legislative Assembly,
and that, though many of these are of subsidiary inferest,
some have been of great importance. It is necessary,
however, to lock below the surface. If the working of the
system is analveed, it will be found that an appreeciable
amount of non-controversial business is got throngh by agree-
ment ; that in matters important in them<elves, but whieh deo
not sceern to the exeeuntive to be in confliet with “its  vital .
regponsibilities, the executive is prepared to let its decisions
be larzely gnided by the views of the legislature, and that in
matters which raise issues affecting the essential responsi-
hilities of the exeentive, the Iatter is sometimes able with the

foundation of a nominated oflicial and non-official element
totalling 40 out of 145 members to sceure suffieient support
from other groups to get its own way by a bare majority and
after acute controversy. But there arve oceasions when the
excentive fails fo earry in the legislatnre measures whieh it
regards as of the first importance, aud there are other ocea-
gions when it feels that ecertain legislation, even if not of an
essentinl eharacter, onght to be undertaken, but knowing that
there is no chance of earryving it, refrains from introducing
it. Thus, althongh at first sight it might appear that the
oxcautive is usnally able to carry its measures, the real sitna-
tion iz that in any controversial issue the Governmment can
seldom he certain of seenring the support of the majority of
the Assembly. Tt is true that their exceutive powers are un-

impaired. thangh theyv are subjected to inevitable
loss eriticism.

P

: ond eease-
ut the diffienlty of epsuring a majority in

the Acsembly mayv frequently be a source of embarrassment -

g1

in projects ot legislation or in obtaining supply. In these
circumstances 1t is unlikely that what we have deseribed as
the third condition of a strong Government should e realized,
namely, s sufficient backing from public opinion. Indeed, as
we indicate below, controversies in the Assembly definitely
tend to injure the credit of the Government in the country.

100. Causes of lack of harmony.—It is no part of our case
foimpute the blame for these conditions either to the
executive or to the legislature. It is merely a practical
Nlustration of a familiar feature of vepreseuntative govern-
ment of this type, where an irremovable executive is con-
fronted with a popular Assembly in which it can command
only a minority of votes. Personal influence and a spirit of
goodwill may do something to mitigate the tendencies which
make for disagreement between the executive and the legisla-
ture. But the tendencies themselves are inherent in the
system. On the one hand there is a legislature with a
substantial majority of clected members entrusted with wide
powers but with no real respounsibility. The legislature can
and does in mauy matters influence profoundly’ the policy
of the executive. But'it can hardly feel that the policy is
really its own.” It cannot sccure that those who dctermine
policy should be in general sympathy with its views, nor can

1t be called upon to assume responsibility for the action which
it recommends. In these circumstances it is natural that con-
siderable elements in the legislature should develop primarily
an attitude of destructive eriticism and find themselves in
constant conflict with the executive, partly on the merits of
particular proposals, and partly as a protest against a.position
which they resent, and from which they can only hope to
- escape by undermining and weakening the anthority of the
executive. The executive on the other hand, while it retains
its ' normal powers of exceutive action, and is even able in
emergencies to override the decisions of the legislature in
matters of legislation and supply, nevertheless suffers from
the loss of public credit and confidence which result from
conflict with the legislature. TPublic opinion counts every year
f6r more and is expressed in an increasing degree in  the
legislature, where it finds a conspicuous platform for the
purpose of extending its own influence and denouncing the
policy and action of Government. Conversely the criticism
-of the exceutive by the elected members in the Assembly,
¢haracterized as it not unnaturally is by the normal exageera-
tions of political controversy, receives wide publicity
and support in the press throughout India, and so magnified
has tended to generate feeling and friction. The Statutory
Commission refer rightly 1o the danger of the authority of
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e would be so small that it would

clement bears to the whol ¢
be unable to exercise any appreciable influence.
102. Implications and consequences of these proposals.—It
is necessary to examine fully the implications of these pro-
posals. Such an examination appears to indicate that in
practice they can hardly produce the strong central Gov-
ernment which the Commission desire to see. Indeed they
carry a stage further a process which we consider has al-
ready reached the limits of safety. The policy pursued 1n
the past in developing tlie constitution has been to make suc-
cessive advances in the legislature, while maintaining more
conservative treatment in the executive. That may have been
a wise course as a matter of political education, but in other
respects it has had conscquences not salutary. As we liave
pointed out above, it has tended to foster irrespousible erl-
ticism in the Assembly, and placed the exceutive in a difficult
position. A stage has now been reached when the appropriate
course appears to be to endeavour to bring the development in
the legislature and the executive into closer co-ordination.
We should therefore prefer to pursuc a somewhat more
cautious poliey in regard to the legislature, and to consider
whether it is not possible to contemplate some development of
the Commission’s proposals for the executive in its relations
on the one hand to the Secretary of State and on the other to
the legislature, which would afford promise of more favour-
able conditions than these proposals, as they have been gene-
rally understood, would appear to contain. Under the pro-
posals of the Commission we fear the executive would find
itself constantly faced with the dilemma either of confliet with
the legislature, under conditions in which it could never ex-
pect a majority, or of subordination to the views of.the legis-
lature. The answer suggested by the Commission to this line
of comment is that in fact Government policy will be pro-
foundly affected by the action of the legislature, and that tLe
executive will to an increasing degree be responsive to the
will of the members of the Assembly. This doctrine of ‘‘ res-
onsiveness ?’ is one to which we ourselyes attach great
jmportance, but it must be recognized on the one hand that it
cannot be applied when the popular view is in opposition to
Ahe poliey which Parliament considers it necessary to pur-
sue, and on the other hand that when it is applied consistently
it approaches very near to responsibility. Responsiveness to
the legislature is difficult- to combine with a strict adher-
ence to the principle of responsibility to Parliament over the
_whole field. We shall deal with the matter more fully later.
At this point we only wish to suggest that the difficulties in-
herent in the situation would be greatly enhanced by consti-
. tuting the executive and the legislature on principles which
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would widen the gap between them. We do not deny that
there must in present conditions remain an appreciable
degree of incompatibility, but our aim should be to reduce
that incompatibility so far as circumstances permit. If, as
we hold, the Commission were right in taking the view that
the present popular character of the legislature should not be
impaired, any adjustment must be sought in revision of the
composition of the executive or of its responsibilities. In
regard to the latter point we have already suggested that it
may be possible for Parliament to restriet its interest to cer-
tain definite purposes, a course which would have im-
portant effects on the relations of the central exceutive and
its legislature. In regard to the form of the executive it may
be that, in order to obtain a greater degree of harmony wiik
the legislature, we shall have to sacrifice something of its in-
ternal unity. We do not fail to realize the great impovtance
of effective unity and shall endeavour in any suggestions we
make to promote its retention in the greatest degree possible.
But we do not think that all other considerations can be sae-
rificed to the attainment of this one object, or that internal
unity in the excentive without any degree of harmony between
the executive and the legislature will yicld a strong or even
a tolerable Government.

103. The possible methods of sharing power.—Exclusion
of certain functions from the field of the central Govern-
ment.—~We Liave made it plain that in our view conditions at
the centre involve an inevitable duality or sharing of power
between Parliament and the Indian legislature, and we now
proceed to consider the various constitutional forms by which
this essential fact might receive expression. The most ex-
treme and rigid method would be to exclude certain subjcets
from the purview of the Indian legislature, and to administer
them in unqualified responsibility to the will of Parliament.
As a means of dealing with strietly limited problems for very
special reasons it deserves consideration, and we shall diseuss
below the proposals made by the Statutory Commission for
excluding from the sphere of the Governor General in Council
the administration of the army, and the cxercise of para-
mountey in regard to the Indian States. But the objections to
any considerable extension of this system are obvious. Con-
stitutionally it may e distinguished from dvarchy in that in
the 1ain sphere of government there would be no- division.
But if the exeluded sphere were appreciable there wonld
really he two Governments, and that is elearlv not an arrangc-
ment which could he contemplated. Morcover, even if the
excluded sphere is limited, such a plan involves a separation
of the functions of government to which there are substantial
objections, '

95 -

104. Exclusion of rights of paramountcy In rrelatﬁornﬂtg
Indian States—The specific proposal, however, ma‘(‘lt? 1:\eseil1t
Jommission that in future the Viceroy, and not SZS, a tp c fhe
the Governor General in' Coqncﬂ, &:,hould be 'the agen OI'S "
Paramount Power in its relations with the Princes, appsa S o
us to rest on a sound basis and has O}u; ful} supp(;r . e
give in detail later the reasons on which this (;onc Bsu()i s
t;ased. It is sufficient at this point to state that we rez,arf fhe
exereise of paramountey over the States as 1ot %mji o he
natural functions of the Grovernm_ent of Brltlsl} tndlz_x, athe
we recommend accordingly that 1t should be vested m

Viceroy alone.

105. Suggested exclusion of defence.—The Comml.;s;(ﬁn
Lave proposed, for special reasons, that the plx.'oblemf OYclu(E
defence of India should also be solved on the lines o 0.let, -

'gion. They suggest that a definite _agrecmqnt mig ];l )lf
reached between India and Great Britain, acting on '.etl'a
of the Empire, whereby the forces composing tltm 1emi§ }(R%
army in India would no longer be under the con rol o 1>
Government of India, but wounld be 111_1(101‘ an III.II)OI"J[U aut 10:c
rity, which would naturally be the Viceroy acting in rlconggrs
with the Commander-in-Chief. The .Impenal aut 10r‘t e
would undertake the obligations of _Indlm.l_d.efcnce in re u_rtn
for the continued provision of definite facilitics as to recn’lcl(i
ment, areas, transport and other matters. Tt is sugges ef
that there would be an equitable ad,]us.tr.nent of the burden o
finance, a contribution subject to revision at intervals being
made from Indian revenues, while it is foreshadowed that t}le
balanee of the expenditure would be horne by Great Britain.
The central legislature would not vote the annual sum rﬁ-
quired for the army, the appropriation of which \\o_ul(} re
anthorized by certificate of the Governor General. It is bu;&-
gested that a committee on drmy affairs should be constituted,
on which the central leg’isla.ture would hz}ve rppresentatxv_es,
for the purpose of discussing and keeping® in touch \Vlt}l
military questions. The military admlms.trahon “_'ou]d_l.la\o
{0 be sccured in all necessary control over its own dispositions
and arrangements, and would have the right to demaud the co-
operation which it now enjoys from the civil a}lt}‘l()l'ltl'(’.?f
Wé examine elsewhere the more practical administrative
aspect of these proposals. At this point we confine our-
selves to a consideration of the scheme in regard to its con-
gtitutional implications, .

- " 106. The constitutional aspects of this suggestion.—The
Commission have been greatly impressed by twe incontest-
able facts. The first is that the defence of India 1nvo}ves
imerests in which the whole Empire is concerned. The
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second is that, though we look forward to a future in which
India will assume responsibility for her own defence, for
the present and for many years to come the defence of
India must rest on an army which' includes a large British
element.  From these two Tacts the Commission draw the
conclusion, which we fully accept, that Parliament cannot
now or in any future which is within sight divest itself of
all responsibility for the army in India. The Comission
view this conclusion as involving an obstacle in the way of
progress to full responsibility. We agree that the problem
of defence is the most serious difficulty that stands in the
way of India’s attainment of fully responsible self-govern-
mient, and that it is likely to continue longest. But at the
moment it is by no means the only difficulty, and we think it
1s important not to suggest that its removal would at onece
clear the way to fully responsible government over the rest
of the ceniral field. Tt is evident that that is not the view

ot the Indian Statutory Commission. On the contrary,

according to their plan, after the exclusion of the army from

the sphere of the Government of India, that Government

would still remain irresponsible to the legislature. It is

doubtful therefore whether under this proposal of the Com-

mission there wonld be any immediate ga
tational progress, and we are somewhat apprehensive of a
premature deeision.  Conditions do not remain statie, and it
scems to us not impossible that, by retaining the army for

the present under the control of the Government of India, a

workable partnership in its administration may gradually
be evolved by means of the natural processes that we hope
to sce set up by the new constitution.  On the other hand we
do not in any way ignore the advantages promised by ihe
proposal, even if the full effeets of these might not be imme-
diately felt, and we are of opinion that so far as coneerns its
constitutional aspeet, much must’ depend on the attitude of
Indian opinion.  If that opinion expressed itself definitely

in favour of the idea, we should certainly recommend that it
should be further examined.

10%. A scheme contingent on exclusion of defence.—In this
conneetion one of our nunber wishes to draw attention to a
scheme whieh in his view would deserve careful consider
if it wore found possible in agreement with Indian opinion
to place the administration of the army and the defence st
India in the hands of the Governor General. With this
barrier to constitutional advance removed, he suggests that a
form of ecentral executive might he considered which would
make feasible a considerable measure of responsible
government.  The scheme would recognize fully the

ation,

in to India’s consti- -
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i d 3 y t of India, it is sug-
* the Viceroy and not of the (xqvemmep dia, it 1 -
(g)isft:a((}i;that-the way would be left open for the functioning of

1 i : i sislature and adminis-
" a-uuitary Uabinet, responsible to the legis

tering all the 1'emai'nli‘ng deptartlrn)efnttlsleo(t;‘r O‘%gzgin&it;alb%
subject to the overriding control ¢ O encssary {0
all those matters in which Parliament found 11 Do sar all
maintain its responsibility. Though the administra
i ) -0 which would be excluded from the
subjects, except the two which wou e exede nted by
functions of the central Government, wou 1 be conducted o
ministers chosen from and respousible to the leg o e
ini would in cases which aftect . the respons
t;le];]ellsgél(‘ls to Parliament be subjeet to the ex?il_mset.br}lf ;ﬁg
Governor General of extraordinary pmvers-(?f iree lro'ed P,
veto. For the effective exercise of the powers rese \1 “d
the Governor General, it.would be necessary that he S\:'?]lil(l:h
be suitably advised. It is silgges’lc(id] ‘;h'txltlrzrl;c; }:v?}?elgppoint-
tLkis purpose could be served would he ough the appotts
of two or, if found necessary, more advisers of
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abstention from aetion was calculaf@gl adversely to af e -
interests whieh it was the duty ot I arliament to sa e{;r th(:
Sueh advice wotild be tendered in the first .11|.stan<,30 (;‘ I
minister concerned, and in the 0\'01‘1t of the n‘mustelrts r(gelclii?e
to accept it, it would be for the Governor Gcnersg 'Ot ide
cither forthwith, or after consultation with the Scere afry NG
Stz\to, whether the occasion demm}dcd. the e:ierglfe 3 \;
gpecial powers. With the seeretaries in the _VﬂrlOtiﬂ tepi:gs-_
ments would rest the duty of seelng that all impor ant que ;
tions, even remotely likely to impinge on the spherg 11'1tzvl(ilct
Parliament maintained 1ts're§pons1b111ty, were submitted to
the ministers throngh the advisers, who would tl}u.s_ be in coni:
stant fouch with the important day to day admlmatlr)at:on (e‘d'
departments. Finally, the Governor General would be :}rn:[ :
with the powers requisite to enforce a decision both 1'n (lt
field of legislation and finance, and the ultimate pov e:/ )
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suspending the constitution would also be a necessary corol-
lary. 1t would be specially necessary to provide for the
responsibility of Parliament in the financial field. The re-
payment of the public debt of India and the interest thereon,
the charges due from the Indian exchequer for the cost of
Indian defence, the pay and pensions of officers appointed

by the Secretary of State, wonld all need to be specifically

provided for by making them a first charge on Indian reve-
nues, and the management of the currency wonld need to be
entrusted to a reserve bank suitably-constituted and placed
on a statutory basis. The fulfilment of certain conditions,
such as the establishment of a reserve bank of this character
and the constitution of a statutory authority for the control
of railways, would precede the inauguration of such a consti-
tution. These preliminaries, which would be of a definite

and specific character, need not however relegate its intro- -

duction to an indefinite or unrcasonably distant date.

It is recognized by our honourable colleague that ‘it is
possible to urge objections, not without force, to such a
constitutional project, and to express doubts, not withont
Jjustification, as to its operation in practice. The important
question, however, in his opinion is whether on the one side
the proposal to confine the limits of Parliamentary inter-
ference within as narrow boundaries as possible, and the
manner of its exercise, wounld find acceptance, and on the
other whether certain inevitable limitations of authority
would meet with aequiescence. The advantage claimed for
the scheme is that it permits of a unitary Government at the
centre, of a healthy development of parliamentary life, pro-
cedure and conventions impossible under any dyarchic scheme,
and that it goes a considerable distance on the road to self-
government without the sacrifice of essential interests and
without embarking on a course which in case of necessity
would not permit of reconsideration. Further constitutional
development wonld need ncither fresh legislation nor fresh
sanction from any authority. Given good sense and goodwill
on both sides, progress would be automatic and would take
the shape of the non-exercise of the Governor General’s
powers of control, which would alone stand in the way of

complete responsible government, except in so far as the
army was concerned.

Our honourable colleague makes it plain that his plan
is contingent on the acceptance by Indian opinion of some
arrangement in regard to the army on the lines adumbrated
© by the Statutory Commission. So far as Indian opinion has

vet disclosed itself, we sce little prospect of any such arrange-
ment being accepted. We do not therefore propose to
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examine the practical difficulties which under such a scheme

" might arise both in connection” with the administration of

finance and the maintenance of the ultimate responsibilities
for law and order throughout the country. At this stage
we merely state the scheme. If, contrary to our expectation,
Indian of)inion were prepared to accept the suggested exclu-
sion of the army from the functions of the central Govern-
ment, it would be necessary to examine more closely thes}e
difficulties and the general implications of this method of
approach to the problem.

108. The solution of dyarchy.—The sccond possible method
of meeting our difficulties is to introduce into the central
Government the system of dyarchy. It might appear st.rango
if dyarchy were adopted at the centre at a time when it has
fallen under popular condemnation in the provinces and i ‘
there being abandoned. Nevertheless, we must remember
that in part at least its condemnation in the provinces was
due to the fact that it was only a half-way house, and in tho
centre we are admittedly concerned to find some constitu-
tional form which will permit of a sharing of power. Further,
we have to take account of the fact that the Indian Central
Committee have recommended the introduction of dyarchy
in the centre. We must therefore cxamine fully the case for
and against it. *

109. Examination of dyarchy.—Dyarchy is the strictly
logical solution of a situation in which it is desired to base
the authority of Government in different matters on two
different sources. It can be claimed that it constitules a
frank recognition of the facts. There is no ambiguity as to
where the responsibility for particular decisions lies, and no
blurring of the edges. It is a system plain and precise. And
because it eliminates ambiguity it enables each side of Fh‘e
Government to pursue its poliecy unembarrassed, in a politi-
cal sense at least, by the decisions of the other. But, how-
ever valuable dyarchy may have been in the provinces at the
inception of the reforms, in practice it is obvious that a
division of the Government into two halves charged with
responsibility to different authorities is at best an incon-
venient plan. It is easier to divide a Government on paper
than it is ip zectual working, and when dyarchy was introduped
in the provinces it had to be recognized that special devices
were necessary to promote the co-opneration of the two parts
which had been formally divided. The Statutory Commission
in their review of the working of the provineial constitutions
are disposed to think that the object with which the system
Wwas established, namely, to make plain the responsibility of

_ the two sides of the Government, was in fact very imperfectly

a2
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atlained. *** The intention of dyarchy *’ they remark ‘¢ was
to establish within a certain definite range responsibility {o
an elected legislature. If this intention is not carried out, the
justification for the constitutional bifurcation and for all the
complications which it brings in its train is difficult to find 7.
If, on the other hand, the responsibility on one side to Parlia-
ment and on the other to the Indian legislature were con-
stantly emphasized, the task of reconciling these two distinet
sources of power would he likely to prove increasingly diffi-
cult. Ministers would be bound to concentrate on the ves-
ponsibility which they owed to the Indian legislature and
disregard the e¢mbarrassment which their poliey might be
causing 'to the reserved side, for the successful working of
which they had no responsibility. If for instance, in. the
cenlral Government commeree were a transferred subject,

and finance reserved, it might well happen that a popular

policy in the Commerce Department in regard to tariffs
might have the most serious effects on the general finances
of the country. Nevertheless, if responsibility for the tarifl
poliey had been formally made over to popular control,
while responsibility for the general finances of the country
was reserved in official hands, there would bLe little induce-
ment for the popular ministers to moderate their commercial
poliey and serious friction would be likely to develop.  Iix-
perience séems to show that it is difficult to work in water-
tight compartments. If the endeavour is made, the system
will break down : if it is not made, the advautages of a
formal dyavehy are not elear. It is no doubt argued that
dyarchy, by relieving ministers of responsibility for un-
ponular decisions taken on the reserved side, enables them to
coutinue in office where this would be difficult if they were
members of a unitary Cabinet.  We do not under-cstimate the
importaunce of this consideration, or the embarrassing posi-
tion that popular members might occupy in a unitary Gov-
ernment.  On the other hand, the formal division of
responsinility temds to confine the effective action of ministers
to the transferred subjects, and deprives them of the oppor-
tunity of dealing, exeept by way ef eriticism, with the didi-
enit problems of Government which arise in the reserved
sphere.  Morcover, it must weaken the authority of the Gov-
ernment, when one part of the Government ean openly dis-
claim respousibility tfor the decisions taken by the other.
~We are not insensible to the fact that in existing conditions
{here must be alinherent difficulty in attaining complete
unity wirhin the-GGovernment at the centre except at the cost
of serious lack of harmony with the legislature. But unity
should be the ideal, and it does not seem {o us to wise course

*Volume I, para. 232,
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{o emphasize the duality by adopting a system of formal
dyarchy. We must look eventually to the emergence of a
unitary responsible government, and we should hope that
this might be sought through a process of development,
whereby the exercise of existing powers will lead by a natural
iransition to the acquisition of fresh powers, and those fresh
powers will be exercised by men who have already acquired
gomc experience in handling them. Dyarehy on the other
hand offers no possibility of an extension of the sphere
of responsibility except by way of an abrupt transition.

110. To what extent could power at present be trans-
férred.—The crucial question which must ™ arise in the
consideration of any proposal for dyarchy is where the divi-
sion .between the reserved and transferred spheres is to be
made. The proposal of the Indian Central Committee is that
‘only the subjects of defence and foreign and political rela-
tions should be reserved. If it became possible to make such
a division of power, it may be admitted that some of the
difficulties we have indicated . above in conncetion with
dyarchy would be diminished. The Indian Central Com-
mittee indeed contend that the subjeets of defence and foreign
relations are sufficiently distinet and separable from the

. other funetions of the central Government as not to produce,
if reserved, any of the complications which accompanied the
working of dyvarchy in the provinees. We are not prepared
to go so far as this, but it may be conceded that defence and
forergn relations could be separated from the other functions
of the central Government, if not without inconvenience, at
any rate without giving rise to some of the more acute
problems that would result from a reservation of other sub-
jecels such as finance and law and order. We are by no
means disposed to under-estimate the advantages that would
be secured from the adoption of any scheme on the lines
indiealed Dby the Indian Central Committee, or to press
beyond a.reasonable point the administrative objections to a
formal division of power. If it were possible to adopt such
a scheme, a Government would be established at the centre -
working in agreement with the legislature, and covering ull
the principal domestic activities of the country, apart from
{hose which would be directed by responsible Governments in
the provinces. There is a strong demand among those who
are stirred by the rising feeling of nationaligu®
should be allowed 'to manage her own affaiy
as in the provinces, and, above all, that shf/Ahbu
chance of devising and pursuing a J !*’ na
matters of finance, commerce and indu wiich - might
improve the general economic condit f the country.

:&iz\lg volume of
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criticism directed to the poverty of India and her
economic backwardness. For these features an alien Govern-
ment is held responsible.  There 1s  a widespread belief
that the economic disabilities of India could be removed by a
national economic policy, and an equally widespread suspicion
that the interests of India and Britain in this matter do not
coincide, and that, as long as India’s economic policy is

controlled by Britain, India will not have a fair chance of -

developing her resources and raising the general standard
of life of her people. We cannot of course admit that there is
justification for this feeling. But there is no doubt that it
exists, and that it is being used more and more to stir up gis-
content awainst the present system of government. If it were
feasible in the way outlined by the Indian Central Committee
to establish the principle of responsible government at the
centre, and to put it into practice on a large scale, particularly
in the cconomic and financial spheres, it might be expected
that Indian sentiment would be to a great extent satisfied, and
Indian suspicions of the real intentions of Britain allajed.
But all depends on the possibility of an immediate transfer
1o popular control of the central administration of finance
commerce, and law and order. ’

111. The problem of transferring finance and commerce.—

It must be frankly recognized that the control of finance is’

fundamental, for finances has a bearing on all the activities of
Government. It is sufficient here to state the position
in very general {erms for we deal fully with the subject in
another place. The points which we have found it neces-
sary there chiefly to emphasize are the magnitude of the
interests hitherto safegnarded nnder the ;esponsibi]ity of
the Scerefary of State, and the serious effects which any
tynnsf‘or of this responsibility mieht have throuch its reac-
tion on India’s credit. \ )

The finaneial administration affects the eredit of the
country, not merely in the limited sense of determining the
conditions on whiech it can borrow money, hut in the broader
sense of the confidence felt in the administration by all those
who do business or have property in India. A serions shock
to India’s eredit, leading as it nndonbtedlv wonld to laree
movements from the country of eapital both Indian and
European and to a restrietion of new enterprise, might have
l'esu}ts co far-reaching as to endaneer the entire gconomic
fabric on which Tudia of the present day"depends. It.wmlld
do nothing but disservice to Tndian interests for the British
Pnrl_m}nun( to transfer its responsibility for Indian finaneial
administration, until the foundations for confidence in the
poh.('_\' of those who would control affairs under the new
rézime had been established. At present, in view of ‘ﬂ‘\e
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general attitude of Congress and the talk of repudiation of

" debt, such contidence, however unjust this may be to India as

a whole, is conspicuously lacking.

Tt is not our purpose to argue that these considerations
create permanent amed insurmountable obstacles to any trans-
fer of financial responsibility, but the practical conclusion to
which we fecl impelled is that, before so fundamental a change
can safely be undertaken, there must, on the one hand, be care-
tul preparation including the fulfilment of certain conditions,
which we define elsewhere, and on the other, Indian leaders
must collaborate with the Government in the fulfilment of
these conditions, and must on their own account take steps to
create confidence in the policy which an Indian government
might be expected to pursue. We do not wish to exaggerate

" the difficulties, but we feel.that the greatest service which the

present Government can render to India is to face them
frankly, and to do its best to work together with Indians to
overcome them. We deal more fully with this question in the
section dealing with finance.

In one important respeet commerce is hardly separable

" from finance, for the customs head is the principal source of

central revenues, and this fact must have its due place in
shaping tariff policy. It must be recognized therefore that
until finanee is transferred ihe popular control of the tariff
would be incomplete. But commerce has problems of its own

* quite apart from its connection with finance. It may be

difficult to devise effective guarantees, which would sceure
British firms and companies doing business in India against
unfair discrimination, and to provide for the efficient commer-
cial management of the railways, which the experience of
other countries has shown may he seriously endangered when
the management is in the hands of those who must maintain
harmonious relations with a popnlar Assembly. We do not
regard ecither of these difficulties as insuperable, and in a
}iaterlsection of this despatch we shall consider them in greater
etail. '

112. The problem of transferring law and order.—In re-
gard to internal tranquillity, a critical change is being made
in, the provinees by transferring to popular control the admi-
nistration of law and order. TUntil the results of this change

_ have been observed, it does not secm to us possible for Parlia-

ment to part with the power to maintain the ultimate guar-
antees. of stability. It is sometimes argued that if law and
order is transferred in the provinces, there can he no reason
for not following a similar course at the centre. But we have
no doubt that the provincial Governments in accepting the
proposal of a transfer of law and order in the pro-
vinces are to a considerable extent relving on the
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maintenance of existing conditions at the centre. It is
the central Government which is responsible for the
ultimate conditions of internal security throughout the coun-
try. It determines the military forces required for this pur-
pose and their disposition. If lays down principles for the
administration of the Arms Act. On it rests the duty of keep-
ing intact the ecneral strneture of the eriminal law and pro-
cedure, which forms the essential framework for the main-
tenance of internal tranquillity. It must co-ordinate isforma-
tion and poliey in regard to subversive movements oi an
all-India character, such as those which are continuousiy pur-
sued by the terrorists and by the communists, or widespread
anti-government activities-such as the present campaizn of
civil dicohedicnce. Tu eavrying out these duties it has hitherto
seldom heen possible for the exceutive to rely on support
front the hulk of popular oninion in the Assembly, and, nntil
experienee has been gained of the manner in which simil-azr
problems wre lmndled loeally by responsible  provincial
Governments, it is widikely that Parliament will be willing to
contemplate the transfer to popular control at the centre
ef the ultimate safeguards  of  security  throughout the
country.  Qur honourable collecague who has drawn atten-
tior: to the scheme desertbed in paragraph 107 wishes, how-
ever, to nale it ¢lear that in his view {he safeguards suzgest-
ed in that scheme would he sufficient to justify the dewree of
responsibitity, both in regard to finance and to law and
order, which is there proposed.

113. A unitary government.—Proposals of the Commis-
sion.~—It there is force in the general conclusions  stated
above, it would seemn necessary  {o look to  some  #olu-
tion on the lines ¢f & unitary Government such as is
coutemplated by the Indian Statutory Commission. But a
deeision, in favonr of a unitary Government of this type
does not get vid of the diffienlty that there must be somse
shaving of power between two different legislative bodies,
namely, Paviiament and the Indian legislature. The Com-
mission were, no doubt, not less conscious than ourselves of
the importance-of harmony between the exeeutive and the
legislature, and were anxious that whatever is possible should
be done to establish satisfactory relations between theze two
elements,  They hoped to achirve this objeet nlone  three
lines.  In the first place they have proposed that the
members of the Governor General’'s Council should be
appointed not as now by tha Crown but by the Governor Gen:
eral.  'This evidentlv introduces o considerable desree * of
elasticity info the formation of the Council. Tt is not only
that the avpointment of members in aceordance with the re-
quirements of the loeal sitnation wonld be facilitated, but that
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they would no longer have a fixed term of office of five years.
Under the new system they would in fact, subject to the direc-
tion of the Secretary of State, hold office at the pleasure of
the Gouvernor General. The Governor (General would retain
his existing power to make rules for the transaction of busi-
ness in his Council and to distribute portfolios. We presume
that the determination of the numbers of his- Counecil would
subject again to the superintendence, direetion and control oé
the Seereiary of State, rest with him. The only formal
resiriciion that would exist on his selection of members of
his Council would be that the existing rule would be main-

-tained, under which not less than three of the members of his

Council must be persons whe have heen for at least ten years
in the service of the Crown in India. We attach consider-
able importance to the change suggested in the method of
appointment of the Governor General’s Council. It docs not
mnecessarily lead direetly to responsible government, but his-
toricallv the substitution of the Governor General for the
Crown as the appointing authority has proved in the Domi-
nions to be an important condition in the development of
responsible government. In the sccond place, the Commis-
sion have suggested that opportunity should be found to
include in the executive Council one or more elected mem-
bers of the Assembly or of the Council of State. It is clear
that this proposal has potentialities of great significance, and
these we shall proceed to examine. Finally, as we have al-
ready mentioned, the Commission lay stress on the power
which the clected representatives in the central legislature
possess to influence the executive Government in all ficlds of
administration and legislation. They express the belief that
this influence will steadily inercase and that the executive
will become more and more responsive to the will of the legis-
latare. We have no doubt that the Commission have rightly
forescen one of the developments in the relations between
the exeentive and the legislature which must follow on their
proposals.  But we shall explain in what way we should anti-
cipate that these relations are likely, and indeed certain, to
develop.

114. Inclusion of members drawn from the legislature.—
We now proceed to examine the two features in the scheme of
the Commission, which seem to us to require further elabo-
ration. - We welcome, as we have said, the proposal that elect-
ed members of the Assembly or of the Couneil of State should
be included in the Governor General’s Council. But the inclu-
sion of individuals, however prominent in publie life, will not

" in itself gecure the object at which we are aiming, namely,

the promotion of harmony between the executive and the
legislature. As the Commission have pointed® out, there is

*Volume 1, para. 235. :
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a nafural tendency to regard even an elected minister under
the system of dyarchy as in some degree tainted by his asso-
ciation with Government. When it is a question of joining
a Government which cannot technically be responsible, this
tendency will be much stronger. Unless something is done
to counteraet it, we fear that the Governor General will be
unable to obtain for his Council the authoritative Indians
desired by the Commission, or that if he does obtain them
they will soon lose their authority. This tendency wonld,
we think, be accentuated by the suggested provisi’oﬁ that on
appointment to the executive Counecil they shonld cease to
hold their seats by virtue of election. Our view therefore

is that, if real value is to be derived from a proposal which -

contains the promise of hopctul developments, it is necessary
not only that the members appointed from the legislature
should retain their seats as eleeted members, but b'chat it
should be recognized that they will remain in touch with, and
responsive to, their political supporters. We dovelof) in
paragraph 116 below the conditions on which alone a3 we be-
lieve they might look to retain political influence in the logis-
lature, and so be able to assist Government not onlv by their
personal contributions to the problems of administration, but
by bringing to Government some prospeet of support for

tl'lot p}oliey in the framing of which they will have been asso-
ciated.

115, The practice of responsiveness—An examination
of the working of ¢‘responsiveness’, on which the
Commission lay so mueh stress, leads us by a  different
road to the same conclusion as that expressed at the end of
the last paragraph. Even at present the exeeutive endea-
vours to he responsive to the legislature. The disadvantages
of the system, however, have made themsclves very apparent
in the experience of the last few vears. We have shown
above how the function of the Assembly is inevitahly one of
eriticisiy, as Jong as it has no responsibility for a construetive
programme. Efforts have heen made by the Government of
India, particularly in recent times, to excane from this diffi-
mﬂ‘iy by consulting the party leaders on matters of policy
befere they themselves veach their conelnsions. This svstem
is probably inevitable, given the existing conditions, whick
would in this respeet be reprodnced under the pmn(;snls of
t%m Statutory Commission, but it has not proved satisfactory.
The party leaders have little inducement to have rezard to any-
thing other than the popular view as reflected in the Assembly
and the Assembly having no comprehensive responsibility for
policy is likely either to take a eritical and negative line,leaving
I]m Government still unvelieved of the responsihility for find-
Ing a construetive solution for urgent problems, or to advocate

107
proposals, the full consequences and reactions of which on
other interests or in other fields of administration have not
been thought out. From the nature of things it is impossible
that the party leaders should have the same sense of respon-
sibility ae members of the Government. If their adviec is
accepted and the results prove unfortunate, the discredit
falls not on the party leaders but on the Government. If on
the other hand their advice is not accepted, the Government
is accused of being unsympathetic and unresponsive to the
popular view, and there is no improvement in the relations
between the exccutive and the legislature. Indeed if the
advice of the party leaders is constantly rejected, these rela-
tions arc likely to deteriorate. Such a state of affairs
really makes neither for harmony between the Government and

“the Assembly, nor for strength and steadiness of purpose in
. the Government. We are convinced that if leaders of parties

in the Assembly are to be taken into consultation, as they
must be on any prineiple of responsiveness, it is better that
they should be inside the Government rather than that they
shonld advise in an irresponsible eapacity from without.

116. How a Government of this type might be expected to
work.—The conclusion of these arguments scems to point to
a Government which, while containing a definite official
element, and not formally responsible to the Indian legisla-
ture, would yet include an appreciable popular element con-
sisting of elected members of the legislature, who might com-
mand sufficient support in that body to afford in normal
circumstances the promise of reasonable harmony between
the exceutive and legislature. The proportion which the
elected members should bear to the official members might no
doubt receive consideration, if suggestions on these
lines were discussed at the Round Table Conference.
It will naturally be asked how the elected mem-
hers of the Government associated with an official clement
are to retain their following. The answer is that they must
be able dver the widest field that circumstances permit to
frame policy in accordance with the views of their supporters.
This in tnrn implies that Parliament will be willing to define
with some precision the purposes for which it would wish to
_exereise its constitutional right of interference with the
poliey of the Government of India, and that so long as the
policy pursued does not menace the objeets which Parliament
declares its intention to safeguard, the Government of India
will be at liberty to manage the affairs of India in close asso-
ciation with the Indian legislature. We shall in a later
paragraph of this despatch indicate what appear to .us
essential purposes which His Majesty’s Government must

safegnard:  On the assumption that the exercise of the dnties -

«
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of paramountey in relation to the Indian States is transferred
from the Governor General in Council to the Viceroy as re-
presentative of the British Crown, these purposes may be
Driefly swnmarized as defence, foreign relations, internal
security, finaneial obligations, financial stability, protection of
minovities and of the rights of services recruited Ly the
Sceretary  of  State, and prevention of unfair diseri-
mination. The primary responsibility for cnsuring that
these purposes of Parliament were not impaired weuld rest
upen the Governor General, hut hie would have, to assist him
in this task, the three official members of lis Government,
wko would naturally hold the portfolios in which the guestions
of more particular intcérest to Parliament were likely io arise.
Their position in the Government would presumably ensure
that the general administration of such  subjeets . would

be in harmony with the views of Parliament, andthat

there would seldom be oceasion for the Secretary of State
to interfere by express direction or veto. But the official
members would be part of a Government containing, if the
svstem were working successfully, a considerable popular
element in inthimate relations with the legislature. In theso
circumstances it scems certain that the official members would
not press their views bevond the real requircments of the
-situation, and that the popular view wounld receive the fullest
consideration: In most cases we should anticipate that the
Government would he able to reach united conclusions, which
would not infringe the responsibilitics which Parliament
would look {o the Governor Genceral and the Secretarr of
State to discharge. When, however, there was an irrceoneil-
able differcnee of opinion between the two clements in the
Government, it would be for the Governor General in con-
sultation, where nceessary, with the Sceretary of State to
decide which view was to be supported. If he accepted the
popular view, the official members would have the right to
recerd the grounds of their opinicns and have them transmit-
ted to the Seerctary of State, and would thus know that they
Liad discharged their responsibilities by referring their diffi-
culties to the ultimate authority, whose purposes it was their
duty to safcguard. It may be supposed, however, that in
matters which raised such issues the Governor General wonld
be reluetant to reject the views of his official members. In
that ease the eleeted members might either anequiesee, or they
might, whether as the result of pressure from their supporters
or of their own personal convietions, tender their resigna-
tions.  If the elected members resigned on any such issue, it
is possible that the Governor General would be unable to get
other members with a political following to take their place.
Tn such an event ke would be thrown back on the expedient of
replacing them either by non-officials with no popular follow-
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ing or unconnected with polities, or in the last resort by addi-
tional officials. If this happened the progress towards the

. deveclopment of responsible government would be interrupt-

ed, but there would be no question of suspending the consti-
tution, and the Government would continue to function, though
it would have to encounter the hostility of the legislature.
The situation however would be no worse than if an unpopu-
lar measure or policy had to be pushed through or under the
system sketehed by the Statutory Commission. On the other
hand, we are disposed to think that forces would be at work
tending to restore the situation. We contemplate, as we have
said, that the legislaturé would through the clected members
have real power to pursue its own policy over a wide field.
It scems unlikely that it would for a long period deprive itself
of constructive power over policy merely in order to register

" its dissatisfaction at some particular measure. The greater

the power the legislature had acquired, the less would it be
likely to persist in such a course.

117. Possibilities of deliberate obstruction.—\Ve must
make it plain that the above argument proceeds on the basis
of a general desire to work the constitution. We have not
overlooked the possibility that in the earlier years of any new
constitution there may be a party whose object is to exploit
all political difficultics with a view to wresting from His
Majesty’s Government further political advance. The exist-
ence of such a party would undoubtedly inerease the probabi-
litics of the Governor General being deprived of the support
of the legislature in carrying on his Government, and being
thrown back for a time on an almost completely official com-
position. We should greatly deplore such a” contingency,
but, if necessary, it would have to be faced. In the long run
we believe that the forces of reason and orderly progress
would triumph over those of negation and obstruetion.

118, The scope of the popular element in such a Govern-
ment.—Hitherto we have been considering whether the kind of
Government we have sketched would be capable of main-
tairing the objects which Parliament would wish to safe-
guird, and whether in so doing it would be likely to retain
the popular element. We turn now to the wide scope of
activities and responsibilities which would present itself to
the clected members of the Government. In the first place
thev would within the Governor General’s Council be en-
abled to press their views on all subjeets; with knowledge .
of the strength which these views must derive from the sup-
port of the legislature. In the second ‘place there is a large -
sp*ere with which we should hope Parliament wonld not find.

#
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it necessary to concern itself. Throughout this sphere we
contemplate that the Governor General would be guided by
the advice of those of his Council who represented the wishes
of the legislature, and we would suggest that the Instrument
of Instructions to the Governor General should contain a
definite provision to this effect. A convention of this kind
would offer a wide field for consiructive work and for
practice in the art of formulating and carrying through
a popular policy, and thus the foundations of self-government
at the centre would be laid. The official members of the Gov-
ernment would express their views and give counsel on these
matters, but it would be recognized that here their primary

duty was to sce that the purposes of Parliament were not in-
fringed.

119. Members not removable by the legislature.—From the -

point of view of maintaining the unitary character of the
Government, we think it important that the members of
Government chosen from the legislature should not be subject
to dirvect votes of censurc by the legislature or regarded by
convention as liable to removal by that body, and that their
salaries, like those of the official members, should not be sub-
mitted to the vote. It might be that the elected members lost
popular support through no action of their own, but as the
result of measures taken by the Governor General in exercise
of his responsibilities to Parliament. If that were so,
nothing would be gained by attempting to select new members
from the legislature, for the act of joining the Government
would in such case deprive them similarly of popular support.
If in these eircumstances the existing elected members were
prepared to remain in the Government, the Governor General
would clearly not wish to change them. But onc or more of
the electéd members might lose his  following for reasons
other than his association with a Government which in dis-
charge of its responsibility to Parliament had felt obliged
to take action bringing it into conflict with the Indian legis-
lature. Tn that casze the Governor General would naturally
see whether he could find other members of the legislature,
who would more truly represent its views on those matters
in which the framing of poliey would primarily lie with it.

120. Objections to a Government of this type.—\We are
conscious that it is easy to take objection to a constitution
drawn on the lines which we have attempted to indicate. It
involves a form of dualism within the Government, it will not
work harmonionsly without goodwill, it can be attacked on
the one hand on the ground that, owing to the strong influence
of the clected members and the legislature, the responsibili-
ties which the Government of India owe to Parliament will
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not be fully dischargea, it can be attacked on the other hand
for its failure to offer clear cut responsibility on the popular
side. Most of these objections are inherent in any attempt

.to share power. For the success of any such attempt it is

necessary to assume a measure of agreement. Without this
no constitution will function satisfactorily. It may be that
some other method than the one we have adumbrated can be
devised. But let the main elements of the problem be
remembered. The executive must own responsibility in
certain matters to Parliament. The legislature must on any
supposition have a substantial popular majority. If a
completely irresponsible exccutive 'is confronted by a pre-
dominantly popular legislature, the result must be intoler-
able friction. This is recognized by the Indian Statutory
Commission, who have made certain proposals designed to
reduce the probabilities of friction. We feel that those pro-
‘posals point in the right direction, but that in order to pro-
duce a workable system of Government they must be inter-
preted and developed somewhat on the lines which we have
sketched in the preceding paragraphs, and that it is essential
to their working that Parliament should be willing to define
with suflicient clearness the purposes for which-it might deem
it necessary to intervene. There may be other possibilities
more aceeptable to Indian opinion, and we consider that any
alternative proposals that may be put forward to safeguard
the purposes of Parliament should receive full consideration.
We have already explained what appear to us to be the
serious difficulties of any statutory and rigid distribution of
subjects of administration to distinet portions.of the executive
with different responsibilities. If, however, it would help
the admittedly difficult’ position of the popular members
under the unitary scheme we have outlined that the con-
ventional division of respounsibility within the Government
should be formally recognized, we should be prepared to
make thiy sacrifice of the forms of unity, provided we might
expect'to maintain such a degree of harmony and co-operation
between the two elements in the Council as would sccure to
the popular element training and experience over the whole
field of Government, and to the official element reasonable
sapport in the legislature.

121. Powers of the Governor General.—To complete our
picture of the central executive it is necessary to consider speci-
fically the powers which the Governor General will -exercise
and the position he will occupy. 1i is evident that the powers
of the Governor General in relation fo the legislature must
remain unimpaired. In regard to legislation he must retain_
his existing powers of previous sanction and assent, and of
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stopping procéedings on any bill which in his opinion affects

the safety or tranquillity of British India. He must also
retain his power of sccuring the passage of essential legisla-

tion by means of certification. We think, however, that the”

procedure of certification might well be made more simple
and clastic. The Governor General should also retain his
emergency power to make ordinances. 1In regard to the pro-
vision of money, the Governor General would keep his exist-
ing power to authorize, in cases of emergeney, such expen-
diture as might, in his opinion, be necessary for the.safet_y
or tranquillity of British,India. The power of restoring de-
mands which have been refused by the Legislative Assembly
is placed by the existing Act in the hands not of the GQVOH}OI'
General but of the Governor General in Council. We think
that in the new constitution this power would more appro-

riately be exercised by the Governor General. It will not

e desirable to bring the Governor General in Council un-
necessarily into conflict with the Assembly. The general
prineiple of the suggested constitution is that the power to
overrule the legislature should reside in the Governor
General and we see no reason why this principle should in this
one case he abandoned. It scems to us wiser to place the
responsibility for securing supply, as for the passage of legis-
lation, directly on the Governor General.

The relations of the Governor General with his Council
will be fundamentally changed by the provision that mem-
bers should be appointed by the Governor General instead of
by the Crown.  The elaborate provisions contained in section
41 of the Government of India Aect for the Governor General
overruling his Council will no longer be required. Techni-

ally indeed the Couneil will eease to be the colleagues of the
Governor General and will beeome his advisers, and it will
have to be made plain by statutory provision, either direct
or indiveet, that if the tfovernor General sees sufficient cause
he may aet otherwise than in accordance with the advice of
Eis Conncil. We have alfeady explained in parazraph 116
what we anticipate would be the possibilities open fo the offi-
cial and to the poplar members when action is taken oot in
accordance with their advice. The appointment and dismis-
sal of mewbers of the Couneil by the Governor General will
bo subject to the saperintendence, direction and econtrol of
the Secretary of State. It may be expected that the Seerctary
of State will not as a rule wish to be consulted in regard to
ti.c jepular inembers. But we should anticipate that he would
find it necessary in the discharge of his own responsibilities
ta require that the Governor General should not take action
to appoint or to remove any official member without his spect-
fic concurrence.
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122. Potentialities of development.—It mnst be expected
that uny scheme of government at the centre will be judged
by Indian opinion on the promise it affords of development
into full responsibifity. We think that the suggested form of
unitary government leaves the path open for such develop-
ment on natural lines, and this is in our view perhaps its main
attraction. No dbrupt changes would be required. As Par-
liament recognized that the Indian legislature did hot desire
to pursue a policy inconsistent with the fundamental purposes
which Pavliameni wished to sccure, the oceasions for inter-
ference would become less frequent.  Simultaneously the
neeessity for retaining the official element in the Council
would diminish.  This element would with the approval of
Parliament gradually be reduced, leaving what would in

effect be a Government progressively responsible. Develop-

wment would come, by normal constitutional evolution, through
the wise use by the Indian legislature of its opportunities,
Until such time as India is able to make her own provision
for defence and internal security, we recognize with the Com-
mission that special arrangements would be necessary for
these subjeets wund for forcign-policy. But over the rest
of the field the process we have indicated might continue
without interruplion. This natural growth of the powers of
the Indian legislature, through Parliament permitting its own
powers of control, retained for specified purposes, to fall
into disuse, could be accelerated if the intervening period
were used to fulfil eertain conditions, by which Parliament
might be reasonably assured that its purposes were secured.
As regards minorities, Parliament would no doubt require
that adequate provision based on mutual agreement should
be made for their rights and interests. In the spheres of
finance, commerce and railways, we indicate below the con-
ditions on which progress seems to us to depend. Finally,
when Parliament had been assured of the successful working
in the provincial field of the transfer of law .and order, it
might be willing to see the central administration of this
subject placed in popular hands. When matters of this sort
had been satisfactorily adjusted, a wide and definite transfer
of’ power might take place, for the completion of this task
would furnish proof to "Parliament of India’s ability to
assume responsibility. for those subjects, over which Great
Britain would at present be likely to feel it necessary to retain
a measure of control. In the meantime the preparatory work
leading up to this transfer of power might he earried out,
with perhaps a large measure of unanimity, by the kind of

unitary government containing a popular element which we
have sought to portray. S
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THE CENTRAL LEGISLATURE.

123. Two preliminary points.—We began our considera-
tion of the problem of the central executive by presenting
a general picture of the existing constitution of government
at the centre, and the way in which it works. We discussed
the relations between the exccutive and the legislature, and
gave some prominence to the importance of trying to establish
reasonably harmonious relations between them. We accepted
the view of the Commission that the present popular character
of the legislature should not be impaired, and made certain
suggestions which secemed to us to flow from that conclusion
for the construction of the central exceutive. The next
matter with which we must deal is the composition of the
ceutral legislature. There are however two preliminary
points which we wish to take. They are perhaps sufficiently
obvious in themselves, but we think that it may be an
advantage to state them. The first is again to emphasize
the close inter-relation between the two questions of the
construction of the execeutive and the composition of the
legislature ; the second, which indeed {follows from the first,
is to disclaim any intention of putting forward suggestions
here and now to give the eentral legislature its final form.

124. The central legislature and public opinion.—The re-
censiruction of the Indian legislature is perhaps the least
vivid of the issues which have arisen in the recent political
life of India. Under the present constitution the two
chambers were constructed on prineiples whieh accorded well
with the sentiment of the country, and it is possible that if
Tndia had uot been formally confronted with the occasion
for bringing under review every feature of the constitution.
comparatively little attention would have been directed by
practical necessities to this  portion of the structure. - So
far as Indian constitutional thought has expressed itself, it
does not stray far from the prineiples which the present
legislature veflecets. For the Assembly a  number of the
ecarlier schemes, and later the Nehru report, proposed a basis
of adult suffrage, but it is perhaps a not unfair comment
that these proposals  were cither the results of study of
systems devcloped in other countries, or were put forward
as a deviee for surmounting communal diffienlties.  Though
some provincial committees recommended a limited element
clected by provineial legislatures the general trend of opinion
has been in favour of a directly eclected, but enlarged,
.\ssmn'bl_\'. The alterations proposed by the Indian Central
Comumittee are matters of detail rathar than of principle ;
nomination is used to remedy inequalities in representation.
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to retain officials, and to introduce experts without the right
to vote.

As regards the upper house the prospect of a unicameral
central legizlature makes little appeal. The structure of the
Council of State has attracted little attention. It is true
that the Neliru report proposed to compose it through indirect
election by the provincial councils after the method of
proportional representation, but the general trend of pro-
vineial opinion leaves the Council of State much as it is now,
and the Indian Central Committee would alter it only so far
as to Increase its numbers, _ :

125. Indirect election proposed by the Commission.—We
now lrave before us the recommendations of the Commis-
sion for radical changes in the construction of both chambers
avd the substitution of indirect for direct methods of
election. The views on these recommendations expressed by
local Governments show considerable divergencics, and
opinions within each Government are often divided. The
general impression, however, conveyed to us by the reports
of the provincial Governments is that public opinion is not
favourable to the changes which the Commission propose.
So far as opinion has yet been made articulate, it appears,
among Hindus, to be hostile to indirect election ; and, among
Muslims, to be divided according to caleulations of ils effect
on the representation of the community which it would secure.
We cannot regard as final any of the views yet expressed.
If after full consideration Indian opinion were to pronounce
clearly in favour either of indirecet or direet eclection, we
would only on very strong grounds advise His Majesty’s Gov-
ernment in a contrary sense. Qur own view is that on prineiple
the arguments in favour of dircet clection as the ultimate
system for a Federal Assembly are the stronger, but we find
definite™ .practical advantages in  the scheme of indirect
€lection which the Commission put forward. The task, there-
fore, which we shall set ourselves in the paragraphs which
follow, is to try to set out as fairly as we can some of the
merits and_demerits of the two systems of election, direct and
indireet. But we defer our own final conelusions until the
natter has been thoroughly discussed at the Round Table Con-
ference and Indian opinion has expressed itself fully.

It will be convenient to deal first with the Assembly, an
then with the Council of State. ‘

The Lower House.

126. The federal principle—The Commission have pro-
posed that the Legislative Assembly should be reconstituted
as a Federal Assembly® ¢‘ the members of which would not

*Volume II, para. 135.
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so greal a degree of prdvincialization would be aucsirable in
the lower house of the central legislature. The consequences
on central administration might be serious, and might resuit
in a policy unfavourable to the general interests of the

countiy.

128.. The responsibility of the member.—Another argu-
ment advanced by the Commission is that the method of
indirect election may be expected to afford **¢ a closer nexus
hetween the member of the Federal Assembly and the provin-
cial council 7. The argument is based on the view which
{he Commission have taken of the general operation of the
directly representative system, and their conclusion is that
as the members of the Assembly cannot be subject to
any real control by electors in territorial constituencies, they
would' feel greater responsibility to a provincial legislature.
We shall revert in a later paragraph to the question of ihe
size of constituencies under the direct method. Xere we are
concerned only with the relations which the Commission desire
to encourage between the Federal Assembly and the pro-
vineial councils. Subject to the remarks which we have just
made, we appreciate the advantages of establishing a link
between the central and provincial legislatures. Indireet
election by the provineial councils is probably the best method
of securing that purpose ; but it would still seem open to
question whether the provincial contingent at the centre
would acknowledge any real responsibility to the provineial
councils. It must be remembered that members of the
Assembly will retain their seats even when provineial disso-
Jution has brought about the disappearance of the clecters
who returned them ; and if clected, as suggested by the
(lommission, under the method of proportional representa-
tion, the tendency of each representative would be to look

- only to the particular group or interest which clected him.

In effect, so far as the Commission’s scheme of indireet
election rests upon the requirement of provineial representa-
tion at the centre and the need for a greater sense of respons-
ibility on the part of the member, a dilemma* is produced.
Either the provincial contingents would be controlled by the
provincial councils, and the central legislature be excessively
provineialized ; or they would not be controlled by the pro-
vincial councils, and the responsibilify of members to those
who elected them might be even less than under the existing
method of direct election from large general constituencies.

129. Proportional representation.—The Commission claim
that if use were made of proportional representation in
selecting members for the Federal Assembly, it would be

*Volnme II, para. 138.
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weight of all-India political associations would, therefore, be
directed upon the local legislatures, where the novel experl-
ment in the use of the trausierable vote will itself tend to
throw the business of the clections into the Liands of party
managers. Again, the Commission appear to assume
that the judgment of the primary elector will  have
vegard on  provincial issues to the particular poli-
cies of candidates and on central issues only to their gene-
ral suitability as electors for the central legisla-
tnre. We doubt whether electoral campaigns would in prac-
tico observe these limils, and we should expect that the
simultancous reference of central and provincial issues to
the clectorale will have a disturbing eficet. There is reason

to fear that developments on these lines would introduce

divergent issues into provincial polities, and invest them with
an cloment of confusion and unreality. We regard this as
a rcal danger in the plan of indirect* election by provincial

. councils.

132. Dissolution.—There is another undesirable feature of
indirect clection as a means of constituting the Assembly
which seems to us to be of importance in regard to the posi-
sion of the executive. The Commission deseribe® the in-
conveniences which may arisc when a gencral clection be-
comes necessary on the expiry of the life-time of the
Assembly. Means arc devised by which in such circum-
stances the minimum of disturbance of provincial legisla-
tures may be caused. It is, we presume, on similar grounds
that the Commission have proposed that the Assembly should
have a fixed life, and in tact there would be difficullies In
combining a liability in the Assembly to dissolution with a
similar liability in the provincial legislatures. We agree with
the Commission that on the one hand general elections in pro-
vinces camnot be entirely dependent on the necessity to re-
constitute the Assembly ; and, on the other, that the choice
of members of the Assembly cannot be left to provincial legis-
lators, who have not been in comparatively recent touch with
the clectors. The proposals of the Commission give this
degree of security to provineial legislatures that at the worst
there is a guarantce of two years life, and the date of com-
pulsory dissolution is known. If, however, the Assembly itself
were liable to dissolution, the tenure of all provincial legis-
¢latures, which had still more than three years life hefore them,
would be insecure. It appears therefore that on practical
grounds an indirectly elected Assembly must be incapable of
occasional dissolution, and we consider that this must defi-
nitely be regarded as an objection in the scheme. It may be
arened that the weapon of occasional dissolution could pro-
bably not be effectively used in any circumstances which could
be expeeted to prevail during the next few years but we should
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b: unwilling to deprive the Governor Geueral of this power
With an Assembly constituted for a fixed period and not liable
to earlier dissolution, one of the normal means of remo\('ing
deadlocks would be sacrificed, while the legislature would be
guaranteed for a known period against the effective interfor-
ence of the electorate. We greatly doubt whether this could
be regarded as a satisfactory arrangement.

. 133. Review of indirect election.—We have endeavoured
in the preceding paragraphs to run rapidly over come of the
sallent points, arising out of the Commission’s 1'ec<)mr'1(511da-
Lion to substitute indirect election by the provineial couneils
for the present system of direct election by territorial consti-
tuencies. The subject is very complicated, and some of ils
aspeets are highly technical. Theoretical and practical con-
siderations are difficult to disentangle, and in estimz;tes of

the manner in whicl . i
anne chi any particular electoral syst -
expeeted to oo may be

speculation.

Tt has not been our object to indulge in merelv deos-
tructive criticism. In no country has an efectoral system vet
been evolved, which is not open to objection. The choice is
not between a perfeet and an imperfect system, bhat rather
d(:pm_uls Jpon the balaneing of advantages on ’evivth‘er‘ﬁ("{»e
We readily admit that indirect election POSSesses advantages
from the point of view of the feder Sle which direc

) ] al principle whi
clection cannot give. As a general pl%posi‘lc)ion“:‘.}ﬁsh0(1111110}?2
considerations arising out of Sir Walter Lavton’s proposals
for finanee, we are disposed to weleome élosoruconnloc‘tioii
between  the central “and the provincial leeislatures. The
chance offered of getting rid of speeific communal represen-
tation at the centre is not lightly to be disearded. i
when we set ourselves to examine the actual workine of the
mdirect  svsiem, ils prohable effect on the constitutional
machine at the centre, and its possible consequences in the
provinces, that doubts arise. Some of these we }1aveufxlready
expressed.  The confusion of electoral issues betW(:on the
cenfre and the provinees, the dangers of excessive provin-
cialization in the central legislature, and the elecfionl of the
latter for a fixed term, all seem fo us to contain the seeds of
future complieations. We are also impressed by the objec-
tions fo an alloeation of scats in the Assembly on a pm?elV'
population basis. The alternative is an unequal allocation
somewhat on cXisting lines, which proceeds from an artifieial
weightage of nrovinees. But any attempt to combine snch a
weightage with a unataral representation of communities
throughout Tndia by an automatic method is likely to en-
counter great diffieulties, ~ ’

. Azain, there are troublesome and
arising - out of the wuse of proportion
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Since eight legislatures will be empowered to create a single:
legislature, somewhat = larger than any one of them, and
containing under the Commission’s scheme apprq:mmatcly
950 members, we would anticipate two results. We would
expeet that the members of provincial legislatures, as
electors, would be called upon to express a number of pre-
ferences, which must normally exceed thirty and may run to
considerably larger figures. e have been unable to discover
any sufficiently analogous precedent from which to judge
Lot the system of proportional representation, when applied
on this scale, ma¥ be expected to function. The second result
of the system is that the number of votes which would suffice
fo secure a candidate’s election by a provincial legislature
would be on an average from province to province as small
as eight. The use of restricted quotas for a system ot elec-
tion, which mnst be secret, causes us considerable anxiety, for
we cannot but attach importance to fears already expressed
that a wide door is thereby opened to the employment of im-
proper methods. Moreover, as we have already said, there
is reason to doubt whether quotas so small will in fact induce
any real sense of responsihility in the sueeessful candidate.

On the sum of these considerations we would ourselves
incline to the conclusion that a method whereby the Assembly
would be wholly or mainly constituted by indirect election
would not be suitable. The certain objections seem to us to
outweigh tlie possible advantages. -

134. A mixed system.—On the other hand, in view of the
real advantages offered by the indirect method, we think that
it deserves consideration whether these advantages could not
by some means be attained without involving the objections
to which we have drawn attention.

An Assembly comprising elements drawn from hoth direct
and indirect election, securing on the one hand ‘¢ terri-
torial * representation through indireet election by provincial
conneils, and, on the other, the represéntation of the ¢ all-
Tndia »’ peint of view and of special interests partly by direct
clection and partly by nomination, might secure advantages
and eliminate.disadvantages on both sides. Such a method
of constituting the Assembly would admittedly still be open
to the disadvantage that it would remove the possihility of
making an effeetive appeal to the country in the ¢vent of dis-
agreement between the executive and the legislature ; and
for this reason we are doubtful whether such a plan would be
permanently suitable in the later stages of the development
of the constitution. But it is arguable that this objection need |
not he conclusive before complete responsible government at
the centre is introduced. As a transitional arrangement
daring the period, when the relations Letween the centre and

*
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the provinces have to be adjusted and the stresses and strains
created by these relations taken up, there would be much to
be said for having a central Assembly in which *¢ all-India *’
views and *‘ provincial »” views could each be stated by their
own respective representatives in debate. We think that a
scheme of this nature might usefully be examined. We
foresee difficulties, particularly in the matter of securing pro-
per communal representation, but it is possible that these
might be corrected by providing special communal constitu-
encies among the quota reserved for dircet election, this
method perhaps being further reinforced by nomination in
certain cases. We have not been able to work out in detail
an electoral project on these lines, but we hope that the prac-
ticability of such a scheme might be considered along with
cther alternatives at the Round Table Conference.

135. Direct election.—We now turn to a brief considera-
ion-of the system of direct election. The most obvious and
perhaps the most grave defect of direct representation is, as
the Commission have observed,* ¢ the unwieldy and indeed
extraordinary size of many of the existing constituencies ’,
rendering in their view reality of representation impossible.
The difficulties of polling even a limited electorate over an
arca so vast and of such varied physieal characteristics are
cevident. In the past direct election has certainly not secured
that intimacy between voter and candidate which it attains
in small compact countries, and we may expect personal con-
tact to become more difficult when the franchise is extended.
Nevertheless there are other considerations, of which we con-
sider that account should be taken before a definite break
with direet territorial representation is made. The real point
at issue is whether the physical conditions of India in fact
make direct election ineffeetual.

We believe the facts to be somewhat as follows. First.
the central elector has exercised the franchise with increasing
readiness and at least as freely as the eleetor to provincial
councils. A great deal of the business of the central legisla-
ture is as intimate to the elector, and is as fully within the
seope of his understanding, as the business of the provineial
councils.  We need cite only such matters as the Sarda Act,
the income-tax, the salt tax, the railway administration, and
postal rates. Tiven more abstruse matters, such as the -¢x-
change ratio and tariffs, interest large sections of the clec-
torate. Sceond, the eclectoral methods natural to the social
struetnre of India may be held to some extent to replace per-
sonal contact between candidate and voter, a contact which
adult suffrage and party organizations make increas-
ingly difficult in western countries. The Indian elce-

*Volume 11, para. 137.

o 123 R

torate is held together by agrarian, commercial, pro-
fessional and caste relations. It 1is through these
relations that a candidate approaches the clector,
and in this way political ‘opinion is the result partly
of individual judgment, but to a greater extent than elsewhere
of group movements. These relations and groups provide in
Indis a means of indirect contact between voter and member,
reducing the obstacles which physical conditions entail.  More-
over, we are impressed by the further consideration that ten
vears ago Parliament of its own motion set up for the first
time a directly elected Assembly, representative of the whole
of India. That Assembly, in part perhaps because it is
direcily elected, has appealed to the sentiment of Tndia, and
sown the seeds, as vet only quickening, of real representa-
tiou. Accordingly, unless new considerations of greater im-
portance have to be taken into account, we feel rcluctant as
vet to condemn an experiment undertaken so recently in a
country awakening to political conscionsness.

. 136. Advantages and disadvantages.—On these general
grounds we ' would hesitate to hold that the orthodox method
of representation by direct eleetion is unsuited to the condi-
tions of India. It may be admitted that during these ten
vears direct election has not achieved all the results which
Parliaraent perhaps hoped, nor has it overcome all the ob-
stacles which the vast size of the country and the complicotion
of separate electorates impose. But in many ways its snccess
has been growing, and it has contributed to the strength of
the Assembly as a focus of national allegiance. On the other
hand it would not provide that expression of provincial views
as such which may be judged desirable in the new conditions
contemplated by the Commission. In financiai matters,
in particular, this defect may be serious. DBut, as against
a plain alternative of indirect election, we believe that the
balance of the argument is in favour of the maintenance of
direct clection. 3

137. Summary.—We have now examined briefly the
methods: of direet and indirect election. For the circum-
stances which exist to-day in India there is no parallel i
constitutional history, and the question is admittedly very
open. The opinion of provincial Governments is divided in
regard to it. 'Without forming any final coneclusion, we have
expressed a preference for direct election, but have suggested
that it may be found possible to devise a combination of the
direct and indirect methods, which might go far to reconcile

the different considerations which have force on cither side.

Orne of the two preliminary points which we took, when ap-
proaching this question of the composition of the Indian
legislature, was to disclaim any intention of suggesting its

q
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ultimate form. Those who support the Commission’s scheme
nan similarly maintain that its adoption to meet present con-
ditions should not be taken as:committing the country for all
time to the indirect method of election. It is not impossible
that, viewed in the light of practical expediency, the Conunis-
slon’s proposals may attraet considerable support. DBut, in
any case, we feel that the method of clection is essentiaily a
ruatter, on which the considered judgment of Indian opinion
should have-great weight. We would ourselves be mmuch

}?ﬂuenocd by the trend of discussions at the Rouud Table
Conference upon it.

138. Nomination.—We turn now to the broad questions
of the composition and size of the Assembly. The first point
for consideration is the extent to which a nominated clement
should be retained. We have already expressed the view ihat
the difficulties inherent in the problem at the centre wonld
be greatly enhanced by constituting the executive mnd the
legislature on prineiples which would widen the gap hetween
them. If the proposals we make for a ‘parinership
between Britain and India, in the government of Tudia, are
accented, it would scem to follow that there should Lo i’)zu’t-
nership in the legislature as well as in the exeentive, A
wholly responsible executive would naturally obtain support

in a wholly popular Assembly. But if at present the.cxeeu-

tive must be, either by specific provision or bv convention
of the composite character we have envisaged elsewhere it
can hardly count on obtaining adequate support for its ad-
ministration as a whole, merely through the conneetions of
its political members with the legislature. Accordingly, we
do mnot think that the time has vet come for , the
abolition of the nominated portion of the Assembly. We
would  retain  nomination for the two purposes  of
curing mequalities or defeets in representation by election
and of obtaining some additional support in the Assembly for
an exceutive of the form which we contemplate. We wonld
in this way secure an clement {o represent the nnenfranchised
and inarticulate, as well as spokesmen who would explain and
defend the purposes for which Parliament must retain
Interest in the administration of India. We would ot
merease the present number of members entering by the
door of nomination, and we would allow the proposals, which
we proceed to make for the enlargement of the Assembly, to
have effeet in reducing the weight which the nominated
_element will in future have in debate and  division. The

proportion in which nominations might be divided by ihe Gov-
ernor General between officials and non-officials should we
think te elastie. As harmony between the new exeentive and
the Assembly grows, as we hope it will, it should he possible
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to make a diminishing use of nomination for the inclusion of
officials. But the necessity for maintaining strength in the
central Government forbids too drastic a limitation
of the Governor General’s power to secure some measure of
assured parliamentary support. We hope that the necessity
for the use of that power will finally disappear, but in present
conditions we consider its retention a wise precaution. We
would therefore impose the present maximum on the nomina-

. tion of officials, but otherwise leave the diseretion of the

Governor General in his choice of official or mnon-officia
nominees unrestricted.

139. The size of the Assembly and its life-time.—The
total number of the members of the present Assembly is 145.
We consider reasonable the general desire for some enlarge-
ment, but practical considerations must, we think, control the
increase in membership. There are limits to the number of
officials who can sit in the Assembly, and limits also to the
extent to whjch nemination can be used without embarrassing
results. While we agree to some reduction iq the existing
proportion of nominated to elected members, it is cssential
that the relative strength of the former should be suofficient to
enable them to discharge the functions which we have
leseribed in the preceding paragraph. Our general aim
therefore would be a house somewhat larger than at present,
and we should contemplate a maximum strength of 200
members. We should expeet detailed and local examination
to show that constituencies, which arrange the present elocto-
rate in suitable groups, and maintain the existing provineial
proportions, need not number more than about 150, and that
a maximum strength of 200 members would be appropriate
for a house including also representatives of special interests,
and a nominated element.

We accept the proposal of the Commission and of the
Indian Central Committec that the life of the Assembly should

be five years. .

140. The franchise.—The problem of the franchise for a
directly elected Assembly has naturally not presented itself
te the Commisgion, and in consequence has not elicited any
expressions of opinion from the provincial Governments. It
was not mentioned by the Indian Central Committee. If
direct election is retained, we.wvould. be disposed to favour
some extension of the franchise, in view of the smallness of
the present electorate and its general character. Any redue-
tion in the proportion of the nominated element in the
Assembly, official and fon-official, which at present alone re-
presents the unenfranchised and inarticulate, makes an ex-
tension of the franchise more desirable, and we think that the
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franchise qualification should be investigated by the Fran-
chise Committee, with instructions to make suggestions for
a reasonable extension,

141. Constituencies.—We do not desire to cover again the
ground of communal representation and the forms which it
might take, so fully explored by the Commission.®* We are
in accord with their general conclusions and, in the
absence of agreement at the centre, would feel hound,
in a direetly clected Assembly, to retain communal representa-
tion, derived from separate electorates, approximately in
its present proportions. The territorial constituencies
would then  be differentiated as non-Muslim, -Muslim, Sikh
and Furopean. We would keep the existing distribution by
provinces, unless on further examination some modification
seemed necessary and feasible, but we would aim at carrying:
into effect the pmpoqals of the Commission for the elected
representation in the Assembly of the centrally administered
arcas. The special interests to be represented by clection
might continue to be those of landholders and Indian com-
merce. We think it important that Furopean commerce
should be direetly represeénted in the Assembly.

). Illustrative statement.—While we have left open
the qnesilon whether the Assembly should be constituted by
direet or indireet election, we think it may be an adv antage

if we show in detail the composxtlon we would sug gorest for a
dnocﬂ\' elected Assembly. The Assembly would have a

total maximum strength of 200 members, including 150 mem-
bers rveturned by territorial constituencies. The 50 remain-
ing seats would be filled by the return of 12 members by
direet election to represent the interests of landholders and
Indian commerce, and by the nomination of 38 members.
The former category would mclude, as at present, 7 repre-
sentatives of landholders and 5 representatives of Indian
_commerce. The nominated category would contaiu a limited
"number of efficials within a maximum of the present figure

of 26, and would provide for the representation inter alios of
the depressed classes and labour, until conditions permit the
use of direct eleetion by these mtelestq

* The statement whiehh we append does not comprise all
the 200 seats. Tt has been prepared in illustration of a
possible distribution by provinees and communities of the
150 seats, which would be filled by election from the general
tervitorial constituencies, and to show. a comparison \'1th the.
existing arrangement.
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The Upper House.

145. The need for a strong second chamber.—‘The Coun-
cil of State ”, the Commission remark,* *¢ represents the
more conservative elements in the country and, in particular,
sections ol society which have most to lose by hasty and *ll-
considered legislation ””. We believe that danger of such
legislation  will long continue and that a second chamber
will always be required as an element in the Indian
legislature. There are, however, reasons why at the present
stage the Council of State should be composed with particular
care. It 13 not proposed to have a form of purely popular
government at the centre, and a unitary executive, however
amenable to the influence of the Assembly, cannot be directly
responsible to it. In these circumstances, we cannot expect
that harmony between the executive and the lower house will
always prevail, and the merits of administrative poliey
may not invariably receive that consideration which the
excceutive would desire. It is of importance, thercfore, that
there shoukl be a sccond chamber, so constituted as to be
ablo-to give to the exceutive reasonable and discriminating
support. Again, the' Governor General will continue to be
charged with the duty of securing those purposes which
will be the concern of Parliament, and it is desirable that,
as far as possible, these powers should not be brought into
play in opposition to the wishes of the Assembly, until the
deeisions of that body have been reviewed by the calmer
judement of the Council of State,

144. Numbers and qualifications of members.—The Counn-
il of State bas in the past exereised to the great benefit of
the country the funetions which we have just deseribed, and
we think that it should remain much as it is at present. We
coneur in the ecounclusions of the Commission that the
numbers and the  proportion  between elected and non-
elected should be left unchonged, and that the qualifications
for membership of the upper house should continue to be high.
The present qualifications for membership are the same as for
the franehise, and we agree with the Commission that they
might in {uture be perhaps less wide than at present. An
enquiry into suitable qualifieations might well be undertaken
on the lines sngeested by the Commission.

145. The electoral method.-—The present method of return-
ing members of the Council of State by direct clection has
heen svecesstul in composing the upper house on  suitable
Jines.  Our own preference would be for maintaining the vre-

e

- «
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sent system, but we recognize that, if the Assembly were to
eontinue to be constituted on the basis of direct election, there
might be some advantage in taking occasion through the
Council of State of familiarizing men’s minds with the.
federal idea and the system of indirect election proposed
by the Commission. We would, however, make our accept-
ance of change in the existing method of election conditional
upon two objects being attained. We should wish to be
satisfied that the change involved no prejudice to the rights
of minorities. Our second proviso would be that the
change commended itself to” public opinion. Subject to
these two considerations, we should be prepared to accept
the proposals of the Statutory Commission.

 H46. N omination.—There are two arguments; which
welgh With us in retaining the existing proportions of elected
and nominated members. First, we hesitate to rely altogether

. on the qualifications, which will be preseribed for candidates,

to secure an element which has proved valuable in the past
and is indispensable in a senatorial body. In paragraph 8 of
our Reforms Office despatch No. 3, dated the 6th May 1920,
Lord Chelmsford’s Government made the following observa-
tion : ‘‘ The functions of such a chamber, as we conceive
them, are those of a revising body, capable of exercising in
relation to the popular chamber a restraining though not
an overriding influence, and its composition is a corollary
of its functions. The members of such a body must be
persons possessing what has been called the senatorial
character ; they must, that is to say, be men who will bring
to bear, on problems of State, the qualities of knowledge,
experience of the world, and the sobriety of judgment which
comes thereby. No form of indirect election could satisfy
these requirements. At its best, this method would produce

a body which merely reflected the views of popular clec-?
forates ; at its worst, one which consisted of the delegates

of small electoral cliques; but in no circumstances could

it yield a true senate.”” We do not now press these views

so far as to reject indirect election altogether. They are

however still a justification for retaining adequate scope to

_maintain by nomination the scnatorial character of the

chamber. Second, we consider it desirable that for some
time longer the central Government should be able to count
on support from the upper chamber. For that reason it is
essential that the Council of State should remain a body
of conservative disposition. We would, therefore, retain
the power possessed by the Governor Qeneral to make
nominations both of officials and of non-officials, observing
that the Governor General is at present under no obligation
to nominate the maximum numher of officials and indeed in

. %
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practice nominates a smaller number. We would hope that
this diseretion to reduce the nominations of officials might, in
the future, he more freely exercised than at present and it
might well be that if the method of indirect election were
adopted, more frequent resort to nomination of non-officials
might be necessary, in order to represent interests or com-

munities which fail to secure representation through pro-

vineial legislatures,

147. Life-time.—Whether the Council of Staie is elected
directly or indirectly we agree with the view of the Statutory
Commussion that its life should be seven years.

DEFENCE.
Administrative problvms.

- 148. Connection of civil departments with the administra-
tion of defence.—Having described the general administra-

tive and legislative dispositions at the centre, which appear -

to us to accord best with present conditions, we desire to
consider in greater detail how these dispositions will affect
some of the inore important of the departments of Govern-

- ment. The Commission have fully recognized the importance

[ 4

of the subject of defence, which indeed constitutes one of
the most diffieult of all the” problems at the centre. In
putting forward their scheme, they have been largely
actnated, as they point out, by the desire to remove what might
otherwise fcrm a continuing barrier to constitutional progress.
Any proposals designed to produce this result merit the most
careful and sympathetic consideration. We have already
discussed the proposals for the exclusion of defence in so
far as they affeet the structure of the central executive ;
and we have examined in that connection the suggestion
,that the removal of the control of the army from the
Government of India would eclear the way for constitutional
advance. We will now endeavour to consider how the pro-
posal would affect the army administration itself. We have
been impressed by the accuracy and insight_with which the
Commission have analysed the problem, and by the in-
genuity of the solution which they propound. The essence
of their proposal, as we understand it, is a mutual agrecment.
between Great Britain and India that for the time heing the
defence of India should be regarded as an Imperial-con-
cern carried on in co-operation with, but outside, the civil
administration of the country. By a similar agreement, a
fixed total sum would be made available from Indian revenues
for defence expenditure, subject to revision at suitable in-
tervals. The idea has undoubtedly many attractive features..
We have however, to ask ourselves two questions, first,
whether, in the endeavour to avoid a constitutional difficully
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of- a speeial character, India may not fall into a greater
danger by attempting to detach an important function of
Government from its true place in the organie whole : and,
second whether the control of defence can as a matter of
fact be isolated in the manner proposed. It has to be remem-
bered (and experience in all countries during the Great War
has Dbrought home this lesson very forcibly) that
the administration of defence cannot be made the
business of one department of Government alone.

- The successful conduct of war does not depend solely on the

sirength of the armed forces available, the manner in which
they are raised aud controlled, and their general state
of preparedness, but upon the combined efforts of the Gov-
ermmment and the couniry as a whole. A modern war may,
and generally doesg, involve all the resources of the nration.
In considering the wider aspects of the defenee problem, the
defenve administration of the State cannot be dissociated
from other branches of the administration, such as finance,
maintenance of order and the quelling of civil disturbances,
posts and telegraphs, railways, trade, shipping and transport,
labour, health, and even education. The efficiency of the
fighting services depends to a large extent on the general
efficicney of the nation in these departments, and on the
degree to which the national resources have been.co-ordi-
nated in peace, and ean be harnessed in war. The respon-
sibility of Government for defence is thus a joint responsi-
bility. The Commission evidently had these facts in mind,
for they have laid special emphasis on the necessity for
continuing vnimpaired the help and assistance which tiic army
at present looks for and obtains from the civil administra-
tion. If we have correctly followed their line of thought, they
believe that the co-operation of the civil departments in the

- day to day administration of defence can be secured on the

same basis of mutual agreement as is necessary to the in-
troduction of their scheme as a whole, though the means for
ensuring such co-operation must in the final resort rest in the
hands of the Governor General, We have to examing this
asstmption from the practical point of view.

149. Position of the Army Department under the existing
system.—In the central-Government as at present constituted,
there is no fundamental difficulty in correlating the activitics,
and defining the responsibilities, of the various civil depart-
ments in regard to defence. Questions, which are-the joint
concern of the army and one or more civil departments, are -
dealt with under the ordinary inter-departmental routinc of
the Government of India, and decided ultimately, in the event
of disagreement, by a reference to Council. It is true that
the nrocedure is sometimes found to be cumbrons, and that

the need for a co-ordinating institution, analogous to. the

x2
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Commiitee of Imperial defence, is not infrequently felt. This
is at the most, however, a remediable defect in the adminis-
trative machinery. The Government, in its present unitary
form, does provide the means of solving departmental differ-
ences, and precludes the possibility of deadlock.

150. Our apprehensions regarding the position of the

Army Department under the Commission’s proposals.—We do
not feel sure that this would still be the case under the arrange-
ments proyiosed by the Statutory Commission. The Army
Dcepartment would cease to be a constituent unit of the
central Government. It could no longer rely on its position
as a department of the Government of India for support
wher claiming the eo-operation of other departments, or en-
deavouring to impress upon them its peculiar requirements
or points of view. The burden of persuading a civil depart-
ment in the last resort to take or withdraw any action in the
interests of .the army would rest upon the shoulders of the

Governor General, whose task would be made no easier by

the fact that the central Government had been deprived of
ity dircet share of respomsibility for defence. It is not,
in our opinion, merely a question of the provision of facili-
ties in regard to recruitment, transport, and other matiers.
The Army Department is in contact with civil departments
fromn day fo day. At present it deals with them on an equal
footing : hut if it became an authority separate from the
central (overnment, some friction would almost certainly
ensue. The position of an excluded Army Department would,
wo think, be diffienlt enough even if the central executive were
constituled, as the Commission propose, with an official ele-
ment, and “were not responsible to the legislature. But if the
exclusion of defence fulfilled its avowed object of removing
the consfitutional barrier to complete self-government and
the Army Department, administered by an Imperial agency,
found itself in daily contaet with a central Government
responsible to the legislature in all respects, we apprehend
that the possibilities of friction would be greatly increased.

151. Arguments on the other side.—It is, of course, pos-
sible thai we have over-estimated these disadvantages. Tt
may be contended that so far as the provinces are coﬁcerncd,
should effect be given to the constitutional proposals of the
Comniission, the co-operation which is needed for the success-
ful administration of defence must depend in the first

~instanee on goodwill and mutual understanding (the ulli-
mate power resting in the hands of the Governor General)
whether the army remains an integral part of the Govern.
ment of India or not. In regard to the centre, it might fur-
tlior be sreued that as a matter of fact confliets between the
army and the civil departments are not frequent, and that it
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is hardly reasonable to assume that antagonism and opposi-
tion will become the rule, and co-operation the exception,
merely because the army has been placed, for administrative
purposes, under the Governor General. Though under the

.Comnission’s proposals the army administration would be

outside the Government of India, the responsibility of the.
latter to co-operate in the defence of the country would re-
main unimpaired, and the powers of the Governor General
would be in reserve to enforee that responsibility. It might
also be questioned whether an army administration, excluded
by mutual agreement from the Government of India, would
be faced with any greater difficulties in securing co-operation
ard co-ordination of etfort than an army administration form-

ing part of a Government of India, which was in otiier

matiters responsive to the legislature. We do not ourselves
hold these views, but we think it desirable, in connection with
so important a proposal, to state the arguments on either
side. '

152. In the legislature..—The removal of the Commander-
in-Chief and the Army Department from the Government of
India might lead to complications in the legislature. The
Cominission observe that the Army Seceretary would be
available in the Legislative Assembly. He would however
cease 1o Le an official of the central Gdvernment, and, as that
Government would be divested of its share in the respon-
sibility for defence, he would act, not as its spokesman, but
as the mouthpiece of an Imperial agency. His position in the

‘Assembly as the official exponent of policies for which ihe

Government of India were not responsible, would be in our
view anomalous and embarrassing. There is already a ten-
dency to criticize the existing arrangement under which the
Army Department is represented in the Assembly by a Sec-
retary, and not by a member of the Government. We think
that there might be greater cause for dissatisfaction if the

" spokesman on military matters were not even an official of

the Government of India. The Commission indeed propose®
that the Leader of the Federal Assembly should take charge
of iraportant debates on military subjects : but although the

. Leader of the Federal Assembly might personally carry great

weight, his role, in army debates, would be merely that of an
advocate briefed for the occasion. . ’

Here again we do not overlook the arguments on the

~ other side. If defence were excluded from the Government

of Iudia by general agreement, the Assembly might tend to
concern itself less with the details of army administration,
especially if it were represented in a standing defence com-

*Volume II, para. 170.’
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mittee, and had opportunities for the discussion of army
policy, as the (‘fommission suggest. ‘

153. Effect upon the Indian soldier.—Our arguments so
far have dealt with the administrative objections that might
he urged against the Commission’s proposals. There is
another important aspeet of the matter. The Commission
have stated” in their report the main argument on which their
proposal is based. It is the principle that the protection
of the frontiers of India, at any rate for a long time to enme,
should not be regarded as a function of an Indian govern-
nient in relation with an Indian legislature, but as a matter
of supreme concern to the whole ¥mpire, which can only be
effectively organized and controlled by an Imperial agency.
We do not here wish to enter into the question of the degree
to which the defence of India may be regarded as an Truperial
rather than a purely Indian concern. We do corsider it
relevant, however, to note that the greater part of the rank
and file of the army in this country consists of British Indian
subjects. The Commission’s proposals might be thonght to
have the effect of removing Indian officers and men from the
service of the Government of India, and of turning thiem into
employces of an Imperial agency, whose policy wmiglit be
dictated to a large extent by the War Office. It is possible
that the effect of this change in the status of the Ind:an
soldier would nol immediately be felt. Under the Commis-
sion’s proposals, the army would still be directly subordinate
to the Commander-in-Chief, and would still be under the
eupervision of the Governor General. The dissociation of
the aviny from the Government as a whole might, lowever,
in time produce reactions unfavourable to the Indian soldier
during his army career, and might also tend to deprive him
of the protection and sympathy of the civil administration
in his retirement.

The advocates of exclusion may reply that here nlso the
goodwill and co-operation of the provincial Governments must
be assumed, and that, if these are not readily forthcoming, the
Government of India would at any rate be in no better a posi-
tion than a separate Army Department to secure the interests
of individual xoldiers and pensioners. We do not ourselves
hold this view. We believe that, in this as in other matters,

the representations of the Government of India are likely to .

carry more weight with loeal Governments, no matter how
autonomous, than those of n detached authority.

154. Conclusion : the army should preferably remain
under the Government of India.—Our conclusion, after
weizhing the arguments on both sides, is that it would be
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preterable that the Government of India shonld retain
its control of the administration of defence. The Commis-
sion themselves, however, recommend the adoption of their
scheme only on the understanding that-it meets with accept-
ance. If Indian opinion were decidedly in its favour, we
should he prepared to reconsider our views. The propoesal
hitherto does not appear to have enlisted any public sapport.

155.. The portfolio of defence—If this view is accepted,
the portfolio of defence would continue to be held by a
mmember of the central Government. This brings us to the

" question of the position of the Commander-in-Chief. We

consider that there is great force in the Commission’s re-

‘commendation that the Commander-in-Chief should cease

te.be a member of the central Government, occupying a seat
in the Imdian legislature. The present official position of

. the Commander-in-Chief, combining as it does the fune-

tion of the supreme Commander of the forces in India with
thai of permanent Army Member and Government spokes-
man on army affairs, is becoming increasingly difficnlt and
embarrassing. The problem had arisen hefore the appoint-
ment of the Statutory Commission, and we had already for
some time been considering the possibility of some such solu-
tion as the Commission propose. We agree that the
Commander-in-Chief should ceasc to be a member of the
Indian legislature : and  we recommend that his place in-
that respeet should be. taken by a civilian member for de-
fenee, who would become the responsible member of Cov-
crnment and Government spokesman in the legislature in
all matters of defence policy. This, ih our opinion, would
constitute the simplest method of relieving the Commander-
in-Chief of duties which are extrancous to the naturc of his
profession and appointment. The change wonld involve no
dislocation of the existing machinery and-the actual conduct
of business between the Army Department and Anny Iead-
quarters would proceed on the ‘existing lines. The Com-
rander-in-Chief should, however, retain the right of direct

access to  the Governor General, and should, as a

matter of rule, be present in Council when military affairs
arce discussed. The mutual relations of the Commander-in-
Chief und a civilian defence member would not present
the difficulties that were found {o arise when the Com-
mander-in-Chief and the military member, both high mili-
tary officers, were both also permanent members of the
Execntive Council. '

156. The army estimates.—We find ourselves in agrece.
ment with many of the Commission’s observations on the sub-
ject of military expenditure. Tt will be for His Majesiy’s
Government to consider whether the Commission’s argu- .
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ments in favour of a  subsidy from Imperial revenues
should be accepted, and whether the Government of India
can cstablish a claim to a fixed contribution determined by
the factors to which. the Commission have referred. We
are in favour of the proposal for the constitution of a com-
mittee on army affairs, including members of the central
legislature, for the purpose of discussing and keeping in
touch with military questions, as vecommended® by ~ the
Commission. We are also in favour of the Commission’s
suggestion that military expenditure from Indian revenues

should henceforward take the form of an annual total sum .

fixed for a period of yvears, and revised at intervals. The
general position ef the legislature in rezard to defence matters
chould, however, remain nnchanged : in particular, the-exisi-
ing facilities for the annual discussion of military policy and
expenditure, in the course of the budgel debates in  the
Assembly, should eontinue.

Indianization.

157. The Commission’s survey of the problem.—In chapter
10 of the first volume of the report, the Commission have
presented a comprehensive picture of the military problem,
notable for its impartial, yet sympathetic, treatment of a
most dillicult subject. That the Comnission recognize the
supreme importunce of this question is made cloar
in the first sentence of the chapter, where they observe that
in considering the implications of the policy, to the pursuit
of which the British Parliament is solemnly pledged, for the
increasing association of Indians in every branch of Indian
administration, and for the development of responsible gov-
ernment in British India, no question is at once more difficult
and more ecrucial than the future organization, receruitment,
and control of the arny in India.t We think it worth while
to quote in full one passage ;i

“ For the purposes of the constitutional inquiry
upon which we are engaged, the method by
which Indianization might proceed is not
so immediately important as the fact that
it has at length begun, and that it is “
recognized that the paee at which it pro-
ceeds is conditioued by the efficieney of
the results obtained. A completely self-
governing India must be in a position to
provide itself with armed forces, fit to
under{ake the tasks which armed forces in
Iudia have to discharge, so far as those tasks.

*Volume II, para. 210.
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are the special concern of India itself. Itis

not to be supposed that units recruited in

Britain and officered by British officers are

going to be mercenaries in some future India

where the ultimate military authority rests

with an Indian Minister for War or with

- an Indian Cabinet, responsible to an Indian

eleeted Assembly. Indian nationalists are,

therefore, perfectly right in attaching great

importance to army questions in India in

relation to India’s constitutional develop-

wment. It is essential to “the honour of

Britain, in relation to the assurances which

have been given that we are sincerely aim-

ing at the attainment of self-government in

India, that the transformation should be

given cvery fair chance. The change is

bhound to be slow, and it is much more likely

to come about smoothly and successfully,

if the difficulties are honestly faced on both-

sides in a spirit of complete goodwill.”’
~ These words sum up clearly and succinetly the whole
problem of Indianization. It “is of paramount im-
poriance that we should satisfy Indian public opinion that
we are in earnest in our policy, and that our mecasures of
Indianization are directed towards a definite goal. 1t ig
eyually important that cur crities, on the other hand, should
recognize that the maintenance of efficiency is an indispen-
sable condition of progress, and that this plea is not raised
for the. purpose of obstructing legitimate demands,

158. The Commission’s recommendations.—The Commis-
sion have put forward a tentative proposal* for the develop-

* ment of a separate army of a dominion pattern, recruited for

purposecs of internal order, but sharing with Imperial
troops the burden of external defence. This army, if and
when created, would be under the ™ control of an Indian
minister. The suggestion is repeated in paragraph 211 of
the second volume, where it is further made clear that the
dominion army would be independently paid for and con-
trolled, and contain no Brifish element. The Commission
recognize, however, that the suggestion raises many’ diffi-

-eulties, technical and financial, and that the time for so

considerable a departure from the established organization

‘has not yet come. - We shall return to this subject Iater.

For the present the Commission urge that we should go fov-
ward steadily, as we are pledged to do, with the Indianiza-
tion of the army, subjeet only to the overriding requirements .

*Volume I, para. 126,
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of military cficiency : and they consider that this obligation
should continue to be honoured in the letter and the spirit
if ihe army in.India were to pass, as they suggest,* out of
the control of the Government of India. We need hardly
say that we accept this view of our obligations. Our present
policy of Indianization is indeed based upon it. We believe
that the pursuit of that policy, in the language of the fore-
word published with your predecessor’s approval to the
report of the Indian Sandhurst Committeee, ¢* offers the sure
stable line of advance towards the creation of a dominion
army ”’. By *‘ the creation of a dominion army '’ we mean
the evolution of a self-contained Indian force, to be com-

manded and officered eventnally by Indians and to be qunder -

the control of a self-governing India. We propose to describe
briefly the progress that has already been made in Indianiza.
tion, since the anmouncement of decisions on the report of the
Indian Sandhurst Committee, to state the position now

reached, and {o indicate what the next steps in advance are
likely to be.

159. Progress of Indianization since 1928 —TIn March
1928, we announced that in future the number of vacancies
available for Indians at the Royal Military College, Sandhurst,
wonld be inereased from ten to twenty a year, and that some
vacancies would be thrown open to Indinns at the Royal
Military Academy at Woolwich, and the Royal Air Force
College at Cranwell. The first examination under the new
conditions was held in November 1928, but it was not wuntil
the November examination of 1929 that, for the first time,
the number of Indian candidates qualified for Sandhurst
exceeded the number of vacaneies offered. At that examina-
tion, eighteen candidates passed the examination, against ten
vacancics., At the same examination, six Air Foree candi-
dates, i.e., the minimum number required to initiate au Indian
Flight, sueceeded in qualifying for Cranwell, and two Indians
also passed into Woolwich. Up to that point, no Indian had
passed for eitker Weolwich or Cranwell. We have recently
received final results of the examination held in June 1950.
Two candidates succeeded in qualifying for Woolwich, gnd
ten for Sandhurst. The number of those qualified for Sand-
hurst was therefore, on this occasion, exactly equal to the
number of vacancies offered.  For future calenlations, it may
be assumed that the number of eandidates qualifyine for
Sandhurst will not fall below the present number of vacancies,
namely fwently a year. To these should-be added a numbher
of Vieeroy's commissioned officers nominated to Sandhuarst
ax Viceroy's commissioned officer cadets. The preseribed
annual maximum for such nominations is five, but for the

*Volnme 11, para. 211
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- - ‘V - » ";‘ ‘v‘.~ re
present not more than two or three suitable (Eal»ldldv‘&;'a]_'"
likely to be forthcoming from this S(E_u{]ce e\oexly%o?tgccéndi-

iti ‘ erage of three or :
ddition, we may expect an averag h r four cand
gates a ’year qualifying for either Woolwich or Cranwell

janizi i ired—An annual
0. Number of Indianizing units required. g
outp%ﬁ of twenty officers with dlu‘ect co;gn(x;fssu&;i frgrfu Stzlllrige
: ether with an annual averag Lwo e
lxlflfgzi’o;?sg commissioned ogﬁz..ers grantﬁtl anholilili%ei . :t(:);{)lﬁnslﬁ‘
sions, will, in the course of time, supp y am oficer o velve
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ancillary departments, staff and comman da{)p(;l piments ) ang
for wastage in premature yetlrements and tra 8 L e
ts. The calculation assumes the conversi |
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' { dianization 1n all of
present stage, envisages the India in all of sixtess
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such units of artillery, signals and engvmelex:‘sh‘:md Y
hereafter be officered by Indians from Woo \\:lc ’ll(' d1o
air squadron which we hope. to raise gradually
tI]rll‘fh;rf ofﬁqcers trainéd at Cranwell. The eight unbts 111tl:teé':g
set apart for Indianization are still officered on 1e pa_n rn
mentioned above. But these officer estabhshmelits wil e
the course of time be insufficient to accommodate t gle l(lll}(iluer e
ing number of Indians cqmm1ss10ncd through San Ihurst.
It will then be necessary either to set apart mo?é uni stab-
Indianization or to begin the conversion of the o ceg_ est.{m
lishment to the British pattern, or to introduce a ciomlmah;ch
of both these measures. We have not yet dec.dc;l wd oh
procedure we shall adopt. An important factor u;h )ma‘ (i':ltﬂ
sion must naturally be the necessxty.oi: securing e ui; e
and prospects of the Viceroy’s commissioned ofﬁ<}:ler.s, a}l)l’ Lo
tae sepoys and sowars who enter the army thh.t ﬁ ambi
of being promoted to Viceroy’s commissioned rank.

. ion of an Indian military cqllege.——’ll\e in-
crea:i?)lg %gfr?lﬁers of successful Indian candidates at these
examinations bring us nearer to the point when the %ugis-
“tion of the establishment~of- a military college m‘tt (n iﬁ
must be decided. The Indian Sandhurst Commi tee’th
paragraph 44 of their report, stated that pccordmg bo | :
expert evidence they had received, the desirable nuﬁl yer ?f'é
candidates for the starting of an Indian military co egpel,’ if -
it were to have an efficient organization, was 100: d] ley
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“accepted that as the initial number, and proposed that the
college should be inaugurated in 1933, with an intake of
33 cadets in that year. The cstablishment of 100 was to
" be rcached in 1935, when the first batch of entrauts would
be commencing the third and last year of their course. The
Commiitee, in their recommendations, followed the models
provided by the Dominion military colleges at Kingston and
Duntroon, where the normal course of training is three or
four vears: and we agree that the Indian military college
when cstablished should be on the lines of those colleges
rather than of Sandhurst, where the course lasts for eighteen
months only. We also agree with the Indian Sandhurst Com-
mittee that 100 is a desirable number, though not an.indis-
pensable minimum, for the foundation of an Indian n}lhtary
college. To absorb an annual output of 33 officers, if that
were the figure accepted, it would be necessary 1n course of
time to expand the number of units selected for Indianization

from sixteen, the number required for the present output, up -

to about 25. The rate of progress of Indianization in artillery,
engineers, signals, and air units, is at present too uncertain
to be included in this estimate.

162. Arguments that might be urged in favour of Sand-
hurst from the military point of view.—The alternative to the
creation of an Indian military college would be a further
inercase in the number of vacancies available for Indian
cadets at the Royal Military College, Sandhurst. His Excel-
lency the Commander-in-Chief points out that there is inuch
to be said for the retention of Sandhurst as the training ground
of Indian King’s commissioned officers as long as possible,
provided that the progress of Indianization is not thercby re-
tarded. The traditions which have been established over long

years at Sandhurst, and the fact that the Indian cadets there -

mix freely in work and games with boys from English pub-
lic schools, have undoubtedly a beneficial effect. It can be
shown that many voung Indian cadets, after a Sandhurst edn-
cation, are holding their own with their British econtempora-
ries : and those who advocate the retention of Sandhurst
feel no doubt that the same results would not he obtained
from a college established in India, which for many years to
come would have no such traditions as Sandhurst and no cor-
responding esprit de corps. While sympathizing  with the
wide-spread desire among Indian public men to see a militivy

college cstablished in India, those who hold this view ave

definitely of opinion that the present high standard of edu-
cation, combined with the surroundings and traditicns of
Sandhurst, resulting in the formation of character, will not
be maintained in an Indian college, and that the quality of
voung Indian officers entering the army will consequently
deteriorate. ’
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- 163. Arguments that might be urged in favour of Sand-
hurst from the political point of view.—Indian political
opinion Las hitherto éxpressed itself clearly in favour of the
creation of an Indian military college in aecordance with -
the recommendation of the Indian Sandhurst Coramittee. The
considerations stated in the preceding paragraph might
however be acknowledged by some of those who press for an
Indian military college, if they could be assured of a gnaran-
iee that the retention of Sandhurst would in no way prejudice
the rapidity of Indianization. Indian scntiment, both within
and outside the army, attaches considerable value to the
hall-mark of Sandhurst. One of our Indian colleagues hus
expressed the view that it would be better that India should
eontinue for some time yet without a military college of her
own, than that Indian officers should come to be regarded as
possessing qualifications inferior to those of their British
contemporaries in the Indian Army. He fears that this argu-
ment of inferiority might be used to retard the pace of Indiani-
zation in future, and he observes that if it is found neces-
sary for young Indians appointed, for instance, to the Indian
Civil Service or the Forest Service, after open competlition

.in India, to be sent to Burope for further training, a period

of training in England would seem equally necessary for
young Indian officers of the army. It would be possible to
point, in illustration of this argument, to the proposai of the
Indian Sandhurst Committee that Indian cadets, after com-
pleting their course at the Indian military college, shouli be
attached for one year to British battalions stationed in the-
United Kingdom. To cite another instance, although the
teaching in Indian Universities has reached a high staniord
there is still in India a great demand for adiission to Byitish
universitics. Even if the Indian military college, therefore
p'roduced from the outsot officers as good as those trained at
Sandharst, the fact might not be recognized for some time by
the Indian or the British public. He further urges that inas-
much as any expansion of Indianization will involve a decrease
in the number of British officers of the Indian Armv, there
should be less difficulty in accommodating the increasing num-
bersof Indiancadets at Sandhurst. If therefore His sziestv’s
Government conld arrango to secure the admission of Indian
ecadets to _Sandhm:st to the extent which the progress of
Indianization required, there would be grounds foropostpon-
ing the establishment of an Indian military collese for a
considerable time to come. An Indian military college is
morcover bo.und to be expensive, both in its capital cont amld
In 1tg recurring charges, if it is to be founded and maintained
on lines comparable to Sandhurst. He anticipates that. from
the political and finaneial, as well as the military, poi;lts of

;ﬁ:{)’o li:?e alternative of retaining Sandhurst may find "some
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164. Arguments for an Indian military college.—On the
other hand it may be argued that a course of three, or pos-
sibly four, years in an Indian military college, beginning in the
scventeenth or eighteenth year of age, when boys are still
comparatively impressionable, could be made at least as
effective as the training imparted during cighteen months at
Sandhurst to Indian cadets, who rarely go there, under the
present cystem, until after they are nineteen. The advan-
tages resulting from association with British contemporarics
might perhaps be secured, when the time comes, in another
way, namely, by extending, for Indian officers, the perioil of
attachment to a British unit, before they are posted to the
Tndian army, from one year, as at present, to, say, two years,
Further, it may be thought that the qualities of initiative and
comradeship, the combination of which is essential to the
making of a good officer, are acquired rather during the time
spent at an institution such as Dehra Dun, or at an Fnelish
public school, than during the later, and shorter, stage ‘E)f a
conrse at Sandhurst. By taking its cadets at a more forma-
tive age, and by fraining them longer, an Indian military
college could supply to some extent the advantages of a pub-

lic school education for those who had not already had it :-

and there is no reason to suppose that the military authori-
ties In charge of the direction of the college could not, by
choice of staff and in other ways, ensure the provision of a
first class training. The Indian Sandhurst Commitiee
~were obviously guided by considerations such as these in
making their recommendation for an Indian military col-
lege——a recommendation that has received much support from
Indian public opinion. We cannot ignore the strength of
thc_domand for such a college. In spite of the ﬁr?ancial
assistance granted by Government to Indian cadets, we
cannot doubt that the expense, the distance from Tndia and
the unfamiliarity of the surroundings, are factors which
deter a number of parents at present from offering their
sons for a military career. There is a general impressioa
that in epite of everything that Government can do, the eost
of education at Sandhurst remains excessive, and that Indian
cadets are Landicapped in various other ways. This feeling
is but natural. To appreciate its force it is only noccssar;t
to imagine what would be the attitude of British parcnts
wha desived to send their sons into the army, if there were
noe military college in Great Britain, and every English eadet
had to be trained at au institution in a distant cc?uutry. It
would not be long before public opinion, in sueh cir-
cumstances, demanded the establishment of n military coileze
in Fngland. An Indian military college will in any ca;e
become inevitable as soon as Sandhurst can no lonver accom-
medate the inereasing numbers of Indian cadets. We do not'
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know wher that point would be reached: it would depend,
among other things, upon the attitude adopted towards this
question by the Army Council. But, even if the military
authorities in England were willing to accept Indian cadets

. at. Sandburst in sufficient numbers to avoid the immediate

necessity of founding an Indian military college, the question
would etill remain whether it would be better to continue
gending Indian cadets to Sandhurst as soon as possible, or to
start the Indian college without delay.

Some of our number would prefer, for the reasons given
in paragraphs 162 and 163 above, to make every cffort for the
retention of the advantages of Sandhurst as long as possible,
provided that the military authorities in England were pre-
pared to accept Indian cadets in the increasing proportions
that the progress of Indianization will require; others of us
take the view that the establishment of an Indian military
college should be set on foot as soon as practicable. * In these
circumstances we have stated to the best of our abilily the
arguments in favour of either course, and His Majesty’s
Government will have the opportunity at the Conference to
ascertain Indian feeling on the matter.

165. The Commission’s scheme for a separate ‘‘ domi-
nion ’’ army.—If the number of King’s commissions offered
annunally to Indians is increased in the near fature, it will
be necessary to decide in what way the additional officers
‘should be employed. We have considered very carefully
‘the proposal made by the Indian Statulory Cominission in
paragraph 211 of the second volume of their report. Read-
ing that paragraph with paragraph 126 of the first volume,
we understand the proposal to be that Government, in co-
operation with the central legislature, should encourage
the recrnitment of battalions of a dominion pattern, com-
manded by officers holding a dominion commission, for
purposes of internal security, that these forces should be
conirolled by an Indian minister of the central Government,
and that out of them a dominion army should gradually
emerge as a self-contained indigenous force, distinet from tne
Tmperial army, in which latter army, however, the policy
‘of Indianization should also be pursued. The Commission
bave left us in some doubt as to the functions of this new
foree, which they contemplate®* as being ‘‘recruited for pur-
poses of internal order ’’, but also ‘¢ sharing with Imperial
troops the  burden of external A defence . Nor have they
defined the source from which it is to be financed, though
recognizing that financial considerations will of necessity
impose strict limits on its size.

*Volume I, para. 128.
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166. Tentative character of the scheme.—This suggestion
of the Commission iz, however, only tentative. As we have
already stated, they <o not {hemselves consider that the time
hus yet arrived to decide upon it, and whether it should be
adopted or not. Its adoption would in any case depend upon
a definite pronouncement in its favour by Indian pablie
opinion. We shall proceed to examine it in the paragraphs
that follow. At the same time, we wish to make it clear that
our views, like those of the Commission, are merely pro-
visional, and that we do not commit ourselves at this stage to
a final expression of opinion. :

167. Possible objections to the scheme.— Whether, as
we should prefer, the Government of India continue to ‘CO.:ltl’Ol
the regular army, or whether the Statutory Commission’s
recommendation be adopted, and the control of the army be
tiansferred to the Governor General, acting as an agent of
the Imperial Government, this further recominendation of
the Statutory Commission would involve the existence of
two distinct forces side by side, controlled, organized,
equipped, financed and employed on different systems, but
both of thew none the less forming part of the army in
India, and containing the germ of the future dominion
army. We confess that we do not at present sec what

justification or incentive could be found for the crealion of

the proposed new force. Apart from the financial difficul-
ties to which we have alluded in paragraph 165, it is obvious
that newly raised troops of this character would nof for
many years be as efficient as units of the regular army.
Indian public opinion, so far as we know, is content that the
whole army should remain under the control of the Govern-
ment of India and the Commander-in-Chief. Its main de-
mands are first, a large reduction in military expenditure,
ond, sccond, an increase of Indianization within the
exisling army. The fact that the Government of India and
the Asscmbly were free to develop an army which might ve
regarded as of inferior status and of less effective fighting
capacity alongside the regular army, with such funds as
might ~ be available, would not evoke any degree of
popular enthusiasm : nor would it be easy to convinee any
one that this measure constituted an advance towards the
formation of a dominion army. It must further be r¢-
membered that, in time of peace, internal security troops,
as such, do not cxist. All units of the army are recruited,
trained, and equipped up to the full standard of efficiency
required for service in the field. On the outbreak of war,
units which are at the moment stationed in certain places
bhecome, on mobilization, part of the ficld army, and proceed
to the front. Those in certain other stations are detailed
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for infernal sceurity purposes ; but, being fully trained,
also form & valuable reserve to the troops in the field. In
ordinary times however every unit is fully trained for war,
and ig also ‘available for duty in aid of the civil power on
the outbreak of local disorders, whatever its duties may be
in the event of mobilization. Battalions trained for internal
sceurity purposes alone would not have sufficient occupation
to justify their maintenance as regular foreces.

. 168. Another suggestion—Provincial battalions—\We
have considered also an alternative suggestion that a certain
mumber of units, over and above those set apart under the
existing scheme for Indianization within the army, sheuld
be handed over to provincial Governments to he maintained
by them as provincial battalions. These battalions would
normally be employed by the provineial Governments on
duties connected with law and order, for the preservation of
vhich they are, under the Commission’s proposals, to hecome
primarily responsible. They might also develop, in the course
of time, info units capable of taking their place in the field
army. They would in fact he raised and maintained by pro-
vincial Governments in preeisely the same way as Imperial
State forces are raised and maintained by the rulers of the
larger Indian States, They would be inspected and super-
vised by a central ageney similar to, and possibly amalga-
mated with, the Military Adviser-in-Chief and his assistants.
For every provineial battalion so constituted, a corresponding
unit of the regular army would be brought under reduction :
and the provineial Government would receive, out of the re-
sultant saving to army estimates, such financial eontribution
as was required to maintain the new unit on an adequate
footing. Provincial battalions, like the Indianizing units in
the regular army, would be officered by Indians com-
missionad through an Indian military college. It is claimed
for the scheme that, by cncouraging the development
of localized forces! it would . help to broaden the
basis of recruitment, and'perhaps foster willingness  to
undertake military service among communities who show 10
enthusiasm for it at present. Meanwhile, the Imperial armv
would not run the risk of including more experimental, and
to that extent, ineffective units than it could carry. At the
same time, there would be no restriction of the field of employ-
ment for young Indian commissioned officers, many of whom
might prefer service in provineial units of this character to
service in the Imperial army. The suggestion, therefore, has
something in its favour from the purely military point of
view. It is, however, open to some of the same objections as
the proposal of the Indian Statutory Commission : nor have
we any reason to suppose that provincial Governments or pro- |
vincial sentiment would welcome it. There is no evidence
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at present of a movement in any part of India for the estab-
lishment of provineial military forees. :

169. Reasons for preferring the continuance of a single
army.--Apart from these considerations, the creation of any
new type of armed forces would form, in our opinion, an un-
neeessary complication. We already have regular troops
with British officers, and regular troops in process of Indian-
ization. We have also the territovial forees, and the
rarious battalions of military police maintained by provin-
cial Governments. We doubt if there is room for provin-
ciankized forees in addition to all these, We would greatly
profer that all units hereafter selecled for Indianization
should retain the sfatus and functions of regular fighting
troops : and we nave little doubt that Indian  senti-
ment woald support us in this view. We think that the ad-
-antages “of a. provineinl or local connexion could be

cqually well attained by assigning certain stations as per-

manent headquarters to some of the Indianizing units ot the

regular army. Some such arrangement would indeed be -

desirable for several rcasons. The inerease of the number of
King’s commissioned officers in replacement of Vieeroy’s
commissioned officers, for instance, will necessitate the pro-
vigion of accommodation for officers on a different scale from
that provided for ordinary wnits : and for this reason it will
probably become difficult, if not impossible, in future, for
ordinary units to succeed Indianizing units on relief, and
cice »ersa.  We have reason to helieve that provineial Gov-
cruments, if asked or required to maintain armed forces for
internal sccurity duties, would prefer that those forces should
take the existing form of military police. We accordingly
‘consider that any advance in the Indianization of officer ranks
must be made within the army itself, and that units selected
for this purpose hereafter must continue to be trained and
emploved in exactly the same way as those which retain their
British officer establishments.

170. Conclusion.—DBut whatever mayv bhe the outcome of
the Commission’s sueeestion for the eventual ercation of
a separate army, we have sufficiently indieated, in the fore-
woing paragraphs, our whole-hearted concurrence in the
palicy whieh they advocate for the meanwhile.  Our aim'is to
proceed with measures for preparing India to undertake a
lavcer share of responsibility for her own defence as rapidly
as is practieable : and we shall be ready to adopt whatever
mears mav be found moest suitable and effective, for the
achievement of .that end.

FINAXNCE.

171. Considerations which affect the early transfer cf
responsibility for finance.—~We have referred in a previoss
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paragraph of this despatch to the special difficnlties in the
way of any immediate transfer of responsibility for finance,
owing partly to the magnitude of the interests which have
hitherto been safeguarded under the responsibility of the
Secretary of State, and partly to the necessity for the prior
fulfilment of certain special conditions. We desire to examine
m more detail the special cireumstances which surround this
highly technical but vital part of the administration. We
shall then offer some suggestions as regards the direction in
which, and the qualifications subject to which, advance in
financial responsibility may be made. :

. 172. The four principal factors in the situation.—It will
famh’(ate. an appreciation of the practical measures which
are required if the principal factors in the situation are
analysed and considered separately, though they necessarily

to some extent overlap. These factors may lbe stated as.
3

follows :—

- (@) The great financial significance of the purposes
m regard to which Parliament cannot divest
itself of all respousihility.

(6) The foundations of India’s eredit and its signi-
ficance to the country. . )
. 1 » (& LTS - .
(¢) The unusual responsibilities which the Govern-
ment now carries in relation to the carrency.

(d) The particular financial and economic conditions
which exist to-day.

173. The financial significance of the ‘responsibiliti

' ) cance ponsibilities of
Parliament—The special responsibilities of DParliament in
the financial sphere may be classified under three main

“heads.  Tirst, if Parliament remains, as it must, responsible

for defence, it must be able to ensure that the funds to meet
the cost of defence are available. . Second, Parliament havings
heen hitherto responsible for the general good r.;overnmc:ﬁ:
of India could not relinquish this responsibility without
cnsuring that the debts incurred during its period of respon-
sibility are honoured. In this connection we may vecall the
assurance given by the Seeretary of State to the holders of
hm'mn loans in England in Sir Arthur Hirtzel’s published
letter of January 27, 1930. Third, Parliament mus'. remain
responsible for the pay and pensions, family pensions and
provident funds of all officials recruited by the Seeretary of
State. It may be argued that it would be a sufficient dis-
charge of the responsibility of Parliament, if it were provided
as part of the new constitution, that the sums required to
make the payments due under the above three main-headines .
should he a statutory first charge on a consolidated;fun?l,
payable independent of any vote by the Indian legislature.

. _ ’»x.2‘
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But (a), a first charge on revenue is of no value unless
the necessary taxes are levied to produce
sufficient revenue, and

(b) in this case the total of the charges including
only cost of the army, intcrest on loans and
pensions amounts to about 80 per cent. of the
net revenue of the central Government. When
a ‘“first charge’ absorbs all -but a narrow
margin of the total revenue, the security implied
by the nomenclature disappears. In such.a

. case, the authority responsible for seeing that
these payments are made has an intimate con-
cern in the whole financial administration of the
country. )

We ,do not go so far as to suggest that this circumstance
must constitute a permanent obstacle to any transfer of
financial respousibility. But Parliament may not unreason-
ably demand some signal guarantee for' the future, Lefore
surrendering the security provided by its direct constitutional
power to conirol proposals for taxation and expenditure
through a minister respounsible to itself.

174. Credit of India.—The maintenance of India’s eredit
is o faclor of overriding importance, and having regard to
the special circumstances in which India has been governed
i the past, the outstanding consideration is that, in the
absenee of special safeguards and preparation, the removal
of the authority and responsibility of the Secretary of State
would represent a fundamental .change, which might be
expected to give a very severe shock to India’s eredit.  How-
ever unfair we may feel to be any implied distrust of what is
to be expected in the way of financial policy from a responsi-
ble Indian Government, it is none the less real, and we
have to face realities. We cannot ignore the fact that the
foundations on which the financial stability of India depend
are of a very special natuve ; first, owing to the extent to
which up to this point India has relied on external resources
for the building up of her existing economie structure ;
second, beeause of the great part which reliance on the
credit of the Secretary of State and the responsibility of
?’m‘lmmeu't plays in the maintenance of that structure.
The peculiar features in India’s position have arisen mainly
from_the historical connection between the United Kinzdom
and India both-in civil administration and in defence, and
i the supply of capital raised in the United Kingdom for
the construction of railways, and canals, and other public
works. India has in consequence built up very large sterling

B
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commitments in the form of loans, pensions, and similar
obligations.

Moreover, India’s credit for the purpose with which we
are concerned means.something more than the credit of the
Government of India as a borrower. Vast amounts of
private capital have been invested in the development of
the country and its induscries, and it can hardly be dlspute_d
that a large - part of this investment has been made in
reliance on the prevailing syvstem of administration,
especially financial administration, of the ecountry.
sudden and fundamental change, creating uncertainty and
doubt as to future policy, would inevitably result in a with-
drawal of a large part of the capital already invested, and
stop the free supply of further capital which the proper
development of the country wurgently needs. Even the
fear of such a change would be sufficient to produce these
results, as the experience of recent months has shown. It
must also be realized that the withdrawal of existing
capital and the restriction of fresh supplies would not merely
concern British capital. There are many Indian investors
who might seck to invest their capital abroad if they lost
confidence in Indian administration, and of this danger also
there has been evidence during the last few months, # The
effect on movements of vapital to which we have referred
might well be felt on a seale which would mean financial
and economic disaster.

Whatever may be thought. from the Indian point of
view about the desirability of this state of affairs, in which
India relies so much on external eredit and external servieces,
it is a vital element in the problem, which must be faced with
all its consequences, the chief of which is that thé means of
livelihood and the welfare of a vast portion of the Indian
people depend at  present on  these foundations. If the
feundations were withdrawn without an adequate and caretul
period of replacement, the whole Indian economice life as it
exists to-day might collapse. : L

We do not suggest that the factors just mentioned
would not bhe fully appreciated by a popular Finance Minis-
ter,in India, and indeed we think that their very exist-
ence should afford the strongest rcasons for his pursuit of
a sound financial policy. But change is always unsettling,
and our purpose rather is to emphasize the need for estab-
lishing confidence before such a change is made.

175. The Government of India’s responsibilities in rela-
tion to currency.—The third factor to be considered is the un-
usnal responsibility which the Government now carries in
relation to currency. It is, of course, a well known feature of

-
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the sitnation in India that the responsibility for supporting
exchange, and thercfore assuring that adequate remittance
can be made to meet all foreign exchange requirements,
public and private, has in practice been undertaken by the
Government and has recently been made a statutory obliga-
tion. It has long been felt that this is, on grounds of
principle, undesirable and that the right course must be for
India to follow the practice of other countries, by providing

that the control of both curreney and credit should be

united in the hands of a central bank acting independently
of Government. The underlying ildea in all countries is
that the curreney authority should be iree to conduet its
policy in accordance with the dictates of sound finance
. detached from all political influence. The official character
of the Government in India has hitlierto been a distinguishing
factor, and it is obvious that the reasons for introducing
the practice of other countries into India would be enormously
reinforced, if the finance portfolio were to pass into the
hand of a minister relying for his position on the support
ot a political party. We wish therefore to state in un-
ambiguous terms that the formation of a reserve bank on
sound lines must in our view be a condition” precedent
to any transfer of finaneial responsibility from the agents of
Pavliament to a  minister answerable to the Indian legisla-
ture.

It must, however, be admitted that the present is an
exeeptionally nnfavourable time for an attempt to establish-a
reserve bank.  During the present period of falling prices the
currency authority of a country like India, which relies mainly
on agricultural exports, must be forced, in order {n fulfil
its duty for maintenance of exchange (whatever the statutory
ratio may be), to follow a course involving the removal of re-

-dundant currency from the market. The bank wonld have to
rely on the use of its sterling resources or on sterling borrow-
_ing, in which respect its position would be far weaker than
that which the Government has held hitherto with the eredit

of the Seeretary of State behind it. But more important "

still, as has already been pointed out, any sudden change in
the adminvistration, or fears as to the future constitutional
position, may start a tendency for eapital to leave India,"and
so long as this is going on the halance of remittance may be
insuflicient, with a consequent inerease in the strain on the.
bank’s reserves or on its capacity to borrow. Lastly, a
special diffieulty is ereated by the fact that in any case a spe-
cial strengthening of reserves is necessary, for the present
gold and sterling reserves held for currency purposes by the
Governmen! cannot be regarded as sufficient for the socure
working of the reserve bank even in normal times. As
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indicated in the report of the last Currency Commission, these
reserves will require to be built up gradually, and it is diffi-
cult {o see how, in all the eireumstances, this can ke done with-
out further external horrowing on a large scale.

The combination of ecivcumstances, to which we have
referred, means that the inanguration of a reserve bank to
relieve the Government of its functions in regard to currceney
and exchange is a matter, which demands careful prepara-
tion and a combined effort by thie Government and the people
of the country. Tt caunot be regarded as a condition easy of
fulfiment or lightly left to an uncertain future. At the same
time, we must make it absolutely clear that it ought to be
definitely a part of vur programme, and’ that it should be
undertaken at the earliest possible moment.

We wish here to emphasize one further consideration, viz,
that it will be necessary.that the constitution of the bank
should contain safeguards for its future control against Lth_O
danger of political interference. We should hope that it
would be possible to convinee Indian opinion of the desir-
ability that such a bank should work in c!os‘e co-oporﬂ;t‘lqn
with, and on lines approved by, the Bank of Kngland. 'llus
idea could be supported by the general consideration of the
importance of co-operation between the central banks of the
world, and especially within the Kmpire : while the action
just now being taken by the Bank of lngland in giving
counsel in" a period of great difficulty to Australia may help
to convinee Indian opinion of its value. Whatever the future
tor India may be, she must always be greatly dependent upon
her standing in the London money market, and nothing counld
be of greater serviee in this direetion than a close co-operation
between a central bank for Tndia and the Bank of Ynezland.

176. Special difficulties inherent in the present financial
and economic position.—Finally, we come to the present spe-
cial difficnitics inherent in India’s financial position and in
world cconomic conditions. These are so well known as to
‘require no detailed explanation. The difficulties fall mainly
under three headings. First,  the general economic diffi-
culties from which all eountries which rely mainly on agri-
cultural exports are suffering at the present time. Secopd,
the serious after-effects on public and private finance which
may be expected to result from the present political dis-
turbanee and the programme of those who have organized
the civil disobedience campaign, effects which, even if that
campaign were immediately terminated, must be felt in the
country for a long time to come. Third, the obligation for
redemption of existing loans of the Government of India
which will be particularly heavy over the next three years,
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and the need for further resources in gold or external capital,
not only to continue the development of India’s railway
system, but for establishing a central bank with adequate
reserves. It would indeed hardly be possible to imagine a
combination of ecircumstances more unfavourable to an im-
mediate change of polieyy which might result in shaking
public confidence in the credit of India. S

177. Importance of central Government finance in. the
new constitutional scheme~—There is one further con-
sideration which should he mentioned at this point, namely,
the vital importance of maintaining the financial stability of
the central Government in India.in relation to the eonstitu-
tional scheme which we are now considering. The proposals
of the Statutory Commission would give a wide extension of
responsibility and independence to the provincial Govern-
ments.  Nevertheless, the provinees cannot be regarded as
separate economie units, and they must remain to a large cx-
tent dependent on the central Government's financial ad-
ministration and the maintenance of its credit. At the sime
time, the administration of finance in the provinees may on
- its side react to an important degree on the general financial
position of India, and the centre must be strong enough to
protect the situation. Central Government finance indeed
may he said to represent a kev point in the proposed consti-
tutional structure which may he exposed to heavy and un-
certain strains.  India can havdly afford to run rigks at this
point during the carly years of the new régime in the
provinecs, .

178. Conclusion that transfer of respounsibility requires
fulfilment of certain conditions.—From this review of the
main factors in the present position we dre forced to the con-
clusion that the occasion for a transfer of financial responsi-
bility cannot be reached apart from the fulfilment of certain
conditions, such as the restoration of normal economic condi-
tions, the re-estalilishment of eredit and confidence, and the
maunguration and successful working for some time of a reserve
hank with adequate sterling reserves. Some of these condi-
tions, such as the last, are clear, and their fulfilment is capable
of precise determination.  Others are essentially more general
and in the last resort His Majesty’s Government must he
the sole judee of their realization. Tt is at this point that the
cssential difficulty arises, and it is precisely on the subject
of these condifions that free diseussion at the Ronnd Table
Conference js likely to be helpful. Pending such diseussion
we are relwetant to propound final proposals, and in the
following paragraphs we do no more than attempt to indi-
cate the general significance of what we have in view.
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179. Possible lines of development.—The pssence of what
we contemplate is that we should endeavour as a first step to
embark upon a period which ig definitely acknowledged as a
period of preparation for the transfer of responsibility. Our
deelared object would be to create such a state of affairs as
to make a transfer possible, and to do this with no avoidable
delay. It would be the task of the Government to do all in its
power to expedite the fulfilment of such of the conditions
reierred to in'the preceding paragraph as it can influence,
and aceordingly, in co-operation with representatives of
Indian opinion, to complete the inanguration of a reserve hank .
on the lines which we have already sketched, and to cousolidate
the financial position, both as regards revenue and expendi-
ture and the public debt. A concerted effort will be required
to overcome the special difficulties referred to in paragraph
176 and to work out a financial programme for the future
which will inspire confidence. We trust that our suggestions
for a unitary execeutive, which may give greater harmony
with the legislature, may go some way to help in this direction,
and we would also hope that committees of the legislature
might provide opportunities for co-operation hetween Govern-
ment and the popular representatives.

Apart from these matters, it is‘necessary to say some
thing of those other conditions less easily definable to which
we have referred, the essential purpose of which would be to
establish confidence iu Indian administration. The main

“weight of this task must lie with the leaders of Indian opinion.

An authoritative declaration by responsible leaders that they
entirely discountenanced the doetrine of repudiation of debts
would be of some value, but beyond this it wonld have greater
practical effect, if Iudians eould give some signal proof that
they are willing to mobilize their private resources for the
sake of establishing the national financial position.  We say
no more on this subject now, leaving it to be further develop-
ed in discussion at the Conference. Our general outlook on
these questions is that on the one hand, while fully reecogniz-
ing the special difficulties inherent in a transfer of finuancial
responsibility, we accept the position that an eventnal trans-
fer is implicit in the declared policy of an advance towards
seXf-eovernment in India, inasmuch as financial responsibility
is one of the most essential parts of the responsibilities of
Government. But we fecl that the chances of ohtaining that
co-operation from Tudian public opinion, requisite for the ful-
filment of the conditions to which we have referred, will be
largely dependent on the eclarity with which such conditions
ean be defined, and the certainty with which the intentions
of His Majesty’s Government ean be stated. On the other
hand, we must emphasize that the chances of an advance are
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dependent on action to be taken on the Indian side, for we
consider it essential that Indians should realize that they also
have @ dcfinite task to fulfil; and that it is for them to dispel
the misunderstanding and mistrust that have been created.
We do not overlook the difficulties in the way of defining
precisely how this is to be achieved, but we are of the opinion
that, nnless His Majesty’s Government state clearly what is
requirved, and Indians are given a fair chance of making a
vesponse, with assistance given generously from the British
side, we cannot expeet Indian opinion to accept the difficulties
of transfer as an excuse for its indefinite postponenment.
There is one subsidiary matter to whieh we might refer
before leaving this subject.  If we look forward to a periad
when the  finanee portfolio may be held by a respon-
sible minister, in distinetion from the system which hag pre-
vaile(!_ hitherto of filling this post with a specially selected,
financial expert, one consequence may be to throw a greater
burden on the permancnt staff of the Finance Department.
An elected minister, even if he is himself experienced = in
finanee, will have to devote more of his time to political acti-
vities aud to rely more on his permanent ofiicials as regards
departmertal work, and we must emphasize the need for
greater continuity, than has under the present practice pre-
railed, in the personnel of the highest posts of the depart-
ment.  The recruiting of suitable officers, and a provision
for their training, will heenme of areater importance ; while
1t must be remembered that the speetal fraining grouud ~which
is now available in the currency department of the Govern-
ment will no longer exist after the inauguration of a reserve
bank. This may appear to be an administrative rather than
a constitutional point, but we attach great importance to it.

180. Safeguards after responsibility is transferred.—T1t
will l( cicar from the nature of the present responsibilities of
Parliament. as envisaged in preceding paragraphs, that Par-
linment, =0 long as cerfain obligations inherent in the posi-
tion ereated hy past history remain, could not escape the
ultimate responsibility in many important respects, and for
this purpose it would be necessary to preserve eertain safe-
guards, even after the primary responsibility for finaneial
sdministration had been transferred to a minister 1'0.<p(msi{)1e
to the Indian legislature. The nature and extent of these
mrst to some extent depend on the measure in which the
general conditions precedent had been fultilled. Tt is not
recessary for our immediate purpose to examine them in
detail.  They wonld include :— :

(@) The ereation of consolidated fund charges to cover
such ifems as interest on debt, railway annuities,
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pay, pensions, family pensions, and provident
fund payments for civil officers appointed by
the Secretary of State, and army officers, and
expenditure on defence,

(b)) Some powers of supervision and control to be vested
ir the Governor General for the purpose of mam-
taining financial stability,

(¢) Provision for resumption of control by the Seeretary
of State in the avent of a threatened financial
breakdown or an actunal default under (a).

The provisions under (D) and (¢) imply an adequate supply
at al]l times of information to the representatives of Ilis
Majesty’s Government.

We have stated these provisions in very general terms,
for in the nature of the ease it is diffienlt to be more precise,
particularly as regards provision (4). Much would depend
on the manner in which such a power was exercised. It
would be a negation of the whole objeet of the constitutional
arrangement which we are considering if interference was
carried to the point of destroying the minister’s responsi-
bility. There might, however, he occasions of financial
danger, short of an actual default, when a power to hold up
rather than to veto inadvisable aetion might be of value and
give the popular representatives a chance to reconsider the
position and follow wiser counsels. It is probable that, if
and when this stage was reached, the Governor General might

“usefully be assisted by a finaneial adviser. An adviser, if he

had the right personality and experience, might perform an
important role and establish relations with the finance minis-
ter which would be of assistance to the latter. Subject to the
safezuards which we have indiecated above, we shounld sup-
pose that at this stage the finance minister would have become
responsible to the legislature, and that the supervision, dirce-
tion and control wonld have passed to the Governor General,
acting on behalf of His Majesty’s Government under the
superintendence of the Secretary of State. We should fur-
ther suppose that by that time the advisory ecommittec ol the
London branch of the reserve bank would have been consti-
tuted. This committee would bhe available {o give advice
either to the finance minister or to the Governor General with
his financial adviser. The future evolution of these arrange-
ments would necessarily have to depend on practieal ex-
perience. We should, on the assumption that all went well

Jook forward to a gradual development through decreasing use

of the special powers of the Governor General.

’
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181. Relations with the Secretary of State.—Concurrent-
ly with the action which we have described in paragraph 179
by way of preparation for the later transfer of financial
responsibility, we recommend some modification in the rela-
tions between the Government of India and the Secretary of
State. In a subsequent portion of this despatch we shall cou-
sider the general constitutional aspect of this question,
and it is sufficient to say here that in our view the Seeretary
of State should in future exercise only a power of superin-

tendence, direction and control, remaining the first exceutive.

authority in such matters only as might be definitely removed
frum the exercdse of the authority of the Government of
India. 1t is first necessary to ask whether there are any such
matters in the field of finance.

(a) Sterling borrowing—We take first the question of

sterling borrowing. In the report* of the Indian Staiutory

Commission reference is made to a suggestion that the High
Commissioner, instead of the Secretary of State in Couneil,
should undertake the task of floating sterling loans for Gov-
ernments in India, and should be assisted in its performance
by a small committee of experts. The main reason.
given is that the control of curreney in India, and the raising
of loans in India rests, in practice, with the Government of
India. This statement does not accurately represent the
facts. The amount of loans raised in India, and the terns
on which they are raised, are subject to the approval of the
Sceretary of State, while the Seceretary of State’s control in
cwrreney affairs is not by any means confined to hroad ques-
tions of policy. Moreover, the Secretary of State manages
such matters as the ways and means operations in Loudon,
the investments of the Home treasury bhalances, and the sale
and purchase of silver,

When the rexerve bank seheme was under diseussion
in 1927, it was contemplated that the bank should undertake
all the remittance operations of the Government of India,
and wounld supply the Secretary of State with sterling funds
awainst corresponding debits in rupees in India. If the same
line is followed when a reserve bank is ereated, practically
all the control  of the Sceretary of State over
the details of the curreney and ways and means operations
will automatically cease, and it might then be desirable to
relieve him of the function of floating loans for the Govern-
ment of Tndia. The reserve bank manager in Londen might
have an advisory committee to assist him, and the Hich

® Vaolume 11, para. 311.

. direction and control.
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Commissioner in consultation with the manager of the ve-
serve bank and his advisory committee, could suitably under-
take the management of the Government of India’s sterling.
borrowings. But until the reserve bank is created we con-
sider that, from the administrative point of view, it would
only make for inconvenience and delay to transfer these fune-
tions to the High Commissioner, and there would in addition
be the possibility of difference of opinion and friction between
the advisers of the High Commissioner and the Secretary of
State, who would still retain his powers of superintendence,

Our view, therefore, is that the question of transferring
the function of borrowing in London from the Secretary of
State to the High Commissioner should in any case be post-
poned until a reserve hank is created. Morcover, and this

“is a governing consideration, the effect of such a transfer of

the borrowing function on the standing of Indian loans in
London would need to be earefully considered. Moany techui-
cal points of substantial importance, such as the effect on the

4

position of the Government of India sterling securvities as

- ¢ trustee securities ¥, require careful examination when any

change is considered, and on them we shall address you
separately. TFor the present the function of borrowing in
London, or more correetly outside India, together with the
control of wayvs and means operations in Londoun, and the
investment of the Home treasury balances, can well remain
in their present form with the Sceretary of State.

The conttol over the gold standard reserve is another
matter which may he held to fall within the same category,
though here again the creation of a reserve bank and the
amalgamation of the reserves would alter the situation. The
recommendaiions made in this sub-paragraph are intended to
be read in the light of the general observations made in sub-
paragraph (e).

(b) General financial administration.—We would suggest
that in all other matters the powers of the Secretary of State
should be those of superintendence, direction and control.
‘The control of the Secretary of State over finance is at pre-
sent of two kinds. The general control, which has as its objeet
the maintenance of financial stability and the observance of
canons of sound finance, cannot be defined by rule, and in-
ciudes general control over such matters as the budget and
taxation, curreney, exchange, remittances and borrowing. In
this latter sphere we contemplate that the control will more
and more bhe confined to broad questions of policy, and that
interference in details of administration will be avoided.
More exact definition is hardly possible, but we recommend




158

.

in & later portion of this despatch that the Secretary of State’s

c._m_troll)mg.power should be specified in the same terms in
which 1 al:halﬂ(‘nf may sce fit to define the purposes which it
rmust continue to be concerned to secure in India.

) (c) Other malters for control—There are other matters
in which contrel can be defined by rule, as at present in the
central audit resolution. Here the Seeretary of State will
require to retain such control as is necessary to safeguard
his responsibility for members of the services appointzd by
him, and rule 1 of the appendix to the central audit resolu-
tion will in substance have to he retained. Rules 2 and 3 which
Impose restrictions upon the Government of India’s powers
to create peymanent and temporary posts have already bLeen
greatly relaxed by rule 10 of the new Classification Rules,
but these _restrictions might now, in our opinion,  dis-
appear.  Similarly the grant of unusual pensions (rule 4)
should be left to the discretion of the Government of India.
Eulex 5 fo 7 deal with expenditure on military works and
stores.  We doubt whether these special restrictions by rule
are necessary in addition to the general power of superin-

tendence, direction and control. Rule 8 (o) and (%) deals .

with minor matters which might be left to the Government
of India. TRule 8 (¢) deals with the Governor General’s
&1‘11110111‘[105, staff, household and contract allowaneces, ete.

e mavy 3 advantage i ving i
e ll “nq} botfoome ady antagg n reserving the control in

wse inst mentioned matters for an outside authority, but
apart fr?m this possible exception and the retention of rule 1
1(-](1tmr.: to the serviees, all the restrietions in the eentral audit
resolution mieht be removed.

) Sceretary of State’s Council.—We deal elsewhere
with the constitutional position of the Seceretary of State's
Council and will merely add here that we regard it as im-
portant, not that there should be financial control by tle
Couneil—indeed we are recommending the abolition of the
fivancial veto by the Council—but that the Sceretary of
State should have at his disposal the best finaneial advice
:}\'m]:zl\l('_ m  the City. This is a subject which requires
further diseussion, but we need say no more for our *nfoeenf
purpose. ) o

[

(¢) General spirit of relations with the Secretary of

State—We may perhaps with advantage sum up our views
as to what henceforth should become the relations between
the Secretary of State and the Government of India in finan-

cial matters, )
We consider that, whatever the immediate constitutional
cha.ngog may be, a stage has been reached now when the
main direction of financial policy must definitely be regarded
X ¥

.
2
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as resting with the Government of India, and that the func-
tion of the Secretary of State should be regarded as that
of giving counsel and support in finaneial matters to the Gov-
ernment of India rather than that of exercising detailed con-
trel. Indian opinion is very closely interested in the conduct
of Indian financial affairs in London, and particularly in the
sterling horrowing poliey together with the methods of float-
iny loans. . Subject always to the observance of principles of
sound finance, it is desirable that the financial poliey should be
conducted in a spirit responsive to Indian opinion, and we:
_should go so far as to recommend this, even if on occasion
some slight sacrifice may have to be ineurred. No system
can work siccessfully if Indianu opinion is strongly opposed
to the poliey of Government, and comparatively minor matters
sftert lead to a disproportionate amount of political hostility ;
_while the cumulative effect of a number of minor irritants
may sometimes provoke political opposition of real import-
ance. If the Scerelary of State ean support India’s credit
in‘London, can make available to the Government of Tndia
the best adviee from the city of London, can from lis records
supply an element of continuity and knowledge of past history
as an aid in assessing the problems of to-day, and ean, by
counsel given in a detached atmosphere, supply at iimes a
balance to views perhaps unduly influenced by local factors,
then his co-operation can be of the greatest possible value to
India, and the relation thus interpreted might cven with ad-
vantage continue when the finance portfolio eame to be
actually held by a minister responsible to the Indian legisla-
ture. Baut the success of sich a relation depends on the
realization of its limitations, and any attempt to control the
details of Tndia’s finaneial poliecy from London must be re-
carded as an anachronism. .

COMMERCE.

182, The demand for liberty to control economic policy.—
For a number of years past there has been an insistent
demand from Indians of all shades of political thought that
the economic policy of the country should be shaped on
national lines, that in particular industrial development
should be actively pursued, and that the control should he
placed in Indian hands. Even under the present constitu-
tion an attempt has been made to meet this demand by means
of the fiscal autonomy convention, according to which the
snperintendence, direction and control of the Secretary of
State are held in suspense, when the Government of India
and the legislature are in agreement on any question of
fiscal policy. If the attempt is to be made to give to Indians
« Jarger share in moulding the policy of the central Gov- '
ernment, there can be no question that in the economie

IR
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sphere the demand for a further advance is keen, and
unless in this region some transfer of power proves feasible,
it will not be possible to satisfy Indian aspirations. The
question to what extent power can be transferred, therefore,
is of great significance and must be fully censidered. We
have no desire to magnify obstacles, which it may he possible
to remove, into insuperable barriers, but there are real diffi-
culties to he overcome which cannot be ignored ov brushed
aside. Most of the subjects which require mention are under
“the administration of the Commerce Department, hut we shall
refer also te cognate subjects, which are at present eontrolled
by other departments of Government.

. 183. The customs tariff. —The most powerful instrument
which a Government desirous of pursuing an active programme
of industrial development can employ is the customs tariff.

But the tariff has a dual aspect, for while tariff policy exer-

cises a decisive influence on the economic and industrial life
of the country, the Goveinment of India must look to the
tariff as the prineipal source of their revenues, Revenue
considerations, therefore, nust play a large part in shaping
tariff policy. Again, tariff policy may have international
reactions, or may raise questions between India and other

parts of the Empire, and Parliament must necessarily retain -

control in the sphere of external relations. For ihe pre-
sent, therefore, two limitations on India’s complete control
of the tariff are inevitable. Of these, the finanecial limita-
tion is inherent in the facts, and a finance minister respon-
sible to the Indian legislature, no less than an official finance
member, would necessarily regavd the tariff from a point
of view by no means identical with that of the member or
minister in charge of the commeree portfolio whose primary
interest is the effect of customs duties rather than revenue,
But even during the period within which, for the reasons
adduced in paragraph 178, the control of the Finance Do-
pariment wight remain in official hands, the finanecial con-
siderations need not prevent substantial progress in the
direction which Indian opinion favours. The sceond limita-
tion is not likely to involve constant interference, but is con-
sistent with the grant of considerable latitude to the Govern-
ment of TIndia and its representatives, when commergial
negotiations have to be undertaken either with foreign coun-
tries or with other parts of the British Commonwealth. So
far as Great Britain itself is coneerned, control might reason-
ably be exercised to secure for British zoods most favoured
nation tariff treatment, but it wounld be for the Indian Gov-
ernment and legislature of the future to decide all questions
of vreferential rates of duty. Other countries within the
Empire do not necessarily extend most favoured nation treat-
ment to Tndian goods, and subject only to the general super-
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vision of the Secretary of State, the aunthorities In India
should be free to deal with each case as it arose. Apart from
the fwo limitations we have mentioned in the spheres of
finance and external rclationg, we _contemplate that there
should be no outside interference with India’s .manageme}lt
of her customs tariff, and we believe that a wide ﬁeld'mll
be opened up within which Indian members of the Govern-
ment will be able to give effect to India’s desires.

184. Discrimination against British busin_ess.——_Wc have
referred in an earlier paragraph to the necessity of devising
effective guarantees, which would sccure British firms
and companies doing business in India agalnst un-
fair diserimination. The apprehensions felt by t}xe .
British business community arise chiefly in connee-
tion with the laws relating to joint stock co.mpan;tgs
generally, and to insurance and banking .companl'esl mdpa \i:
cular, the laws relating to merchant shipping and in mll na "
gation, the policy which might be pursued in the deve ol)mfzt )
of industries by means of bounties or direct State assisi-
ance of other kinds, the position of public utility companics,
such as railways, tramways and eclectric s.upply comp.atm(.ls
operating under licence or under coniract with the Seeretary

_of State, and of the holders of mining leases granted by

Gevernment, and - the sceurity of those engaged in profes-
sicns and callings for which special qualifications are re(i
quired, such as, those of dogtors, chartered acg:oulntémts and
lawyers. The field covered is a wide one, ‘and incluc csf nga;lg )
subjects of first class importance to India’s economic fu uh.
We believe that if once agreement could be reached as to the
position of British enterprise in India, and if by tllz_\: me:lllrllg
the apprehensions of the European business comm;lnlfy colic ]
be removed, there is no reason why the contro 01 po 'y
should not pass into Indian hands, and in that case t lxp-occ-dt-
sions for ‘interference by the 1'epresentat1_ves of P_ar 1amen
would be very infrequent, The problem is to devise megtxllls .
by which India’s reasonable aspirations ecan be satisfied vlsl'l -
out injustice to those British tradmgz.mterests \Vhl}c}lh ave
contributed much to India’s past history, ’and whicl ,Txgg
believe, have a valuable part to play in _Indlavﬁ'{t‘utu,re. e
question is both imporiant and difficult, for while we ca

* butssympathize with the earnest desire of Indians to see their

connfrymen taking an increasing share in the commercxa}'
and industrial life of the country, we must also take ac&oxz}xlle
of the anxiety with which European business men rcgadr 1 _
future after the transfer of power has taken place, and in 80
far as this anxietv may scem to be .well fo_undpd, W%V are c](ﬁl(i
cerned to provide safeguards against injustice. e co

h ; A v
“not in the space at our disposal attempt to discuss imn an‘- X
ggéat aetails‘}ihe various subjects which would require czpsx g
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deration before any settlement could be reached, nor indeed
is it necessary fo do so for our present purpose. But it may
be useful if under the various heads we attempt to indicate
the apprehensions which are felt and the reasons underlying
them.

185. Qualifications for the practice of certain callings.—
Some of the subjects to which we have referred can be dis-
missed briefly. The qualifications required for the practice
of certain professions or callings may be mentioned first.
A chartered accountant, for example, may be qualified under
the existing law to practise his profession in India in virtue
of the British qualification which he possesses. It should
-certainly be .open to the legislature to prescribe what quali-
fications would be necessary for the future, and to require
that these qualifications should be the same for all ,candi-
dates of any nationality, but apprehensions are undoubtedly
felt that: the legislation might take a form, which would
deprive those qualified under the existing law of the privileges
which they enjoy. We do not think that on this point there
will be any serious controversy, but legislation of the kind
apprehended would obviously be unjust.

186. Public utility undertakings.—Next in order it may
be convenient to take public utility undertakings, operating
under licences from Government or under confracts with the’
Seeretary of State, and the companies or firms holding mining
leases from Government., Ordinarily both the licences and

-the contracts give an option to Government to decide, at
fixed periods, whether the concession should be terminated,
and lay down the terms upon which, if the option is exercised,
the property of the company must be acquired. Similarly,
mining leases are granted for fixed periods, at the end of
which they terminate, if not renewed. Save in so far as
financial considerations may bave an important bearing on

. the decision whether to terminate a concession or not, we'

see no reason for the exercise of any special powers of control
by the agents of Parliament, when the termination of a eon-
cession at the appointed date is in question. But apprehen-
sions are in fact feli by the non-Indian companies, who have
received these concessions, that either the powers (other
than the power of termination) reserved to Government under
the licence or contract may be exercised to their detriment,
or that by legislation a concession may be terminated before
its due date, or alternatively that the terms of a concession
may be modified during its currency to the detriment oi the
company. We entertain no doubt that power should be re-
served to secure just and equitable treatment in this respect
for fitms and companies concerned, if the occasion for its
exercise should ever arise. N
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187. Ordinary British commercial undertakings—The
cases considered in the last two paragraphs are comparae
tively simple. When, however, we turn to consider the posi-
tion of the British companies which enter into competitive
business in India, competing on equal terms with Indian en-
terprise, the case is different and requires fuller considera-
tion. Such companies may be engaged in general trade, or
indusirial production, or may undertake more specialized
business such as banking or insurance. So far as the com-
panies engaged in industrial production are concerned, ap-
prehension has been aroused by the frequently expressed
demand for direct Indianization, to be secured by the im-
position of conditions as to the number of Indian directors,
and the facilities to be afforded for the training of Indian
apprentices, or, in the casc of new companies, by requiring
that a proportion of the shares, sufficient to establish Indian
control, should be definitely reserved to Indian investors.
Sometimes it has been suggested that these conditions should
be enforced only when the company is engaged in a protected
industry, or when it is in receipt of bounties (or other direct
assistance) granted by the State in order to encourage the
development of industries, and sometimes that they should
be imposed upon all companies as a condition of engaging
In a particular manufacture or trade. The proposals made
as regards insurance and banking companies have been some-
what different. Direct Indianization has not been much in
evidence, and the line taken has been to advocate schemes
under which non-Indian’ companies  would be allowed to
operate in India only under licence, or subject to special
restriction and conditions. Some of the proposals made may
be regarded as fair subjects for discussion on their merits,
provided that all companies, whether Indian or non-Indian,
are to be treated alike, but some advocates of proposals of this
kind have not attempted to conceal the fact that one of the
objects, which they had in view, was to promote the growth
of Indian companies at the expense of British companies, and
for this purpose to impose restrictions on non-Indian ‘com-
panies, which would not be applicable to Indian companies.
Other examples might be given, but we shall mention only
two. o In Bengal there have been many expressions of feeling
against the British companies which operate the inland steam-
ship services. We are not concerned here with the merits of
the complaints made, but the attitude of those who have been
prominent in the agitation makes it clear that their nltimate

objective is the transfer of the inland steamship services to .~

Indian hands, and that, in their view, the powers of Govern--
ment and of the legislature ought to be freely used to achieve

that result. Finally, we may refer in a sentence to the agita- *
tion on the subject of the reservation of the Indidn coastal .

a

i
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traffic to vessels owned and managed by Iudians. The object
sought to be atfained 1is the development of an Indian
mercantile marine, but the method ‘proposed to be adopted is
the exclusion from the trade of all non-Indian companies.

188. Indian feeling that existence of British enterprises
blocks advance.—We have said enough perhaps to make it
clear that the apprehensions of the European business com-
munity are not without substantial foundation. During the
last ten years, in one branch of commerce and industry after
another, the evidence has been unmistakable that important
sections of Indian opinion desire to sccure the rapid develop-
ment of Indian enterprises, at the expense of what British
firms have laboriously huilt up over a long series of years.
There 1is nothing surprising in the faet that national

consciousness should thus have found expression. Indians -

who desire .to see the growth of Indian banking, Indian
insnrance, Indian merchant shipping, or Indian indusiries
find themselves faced by the long-established British con-
cerns whose experience and accumulated resources render

them formidable competitors. In these cireumstances, it inay

seem to them that the ground is already occupied and that
there can be no room for the growth of Indian commerce and
industry until the British firms which are.already in the
field can be cleared out of the way. But, however natuval
such feelings may be, they might lead, if allowed free scope,
to serious injustice, and partly as a consequence of . this
and partly for other reasons they are fraught with grave
danger to the political and economic future of India. We
feel real apprehension as to the gonsequences which may
cusue, if the present attitude of mutual suspicion and embit-
terment is allowed to continue and to grow worse. For this
reason we regard it as of high importance that the attempt
“should be made now to arrive at a settlement which botk
parties can honourably accept. So long as the power to
dircet policy in the economic sphere rests with the agents
of Parliament, it will be impossible, we fear, to combat ihe
suspicion, however unjust, that the interests of British trade
weizh more with the Government than the interests of Indin.
In itsell we regard this as a cogent reason why commercial
subjects siould in future be administered in acecordance ~xith
the views of the legislature. But equally, if the transfer of
power were to take place hefore means had been found to
allay the reasonable misgivings of British business men, the
consequences must be grave. In the last resort no doubt
overriding powers would have to be reserved to the agents
of Parliament to interfere in order to prevent injustice and
to sceure fair treatment. But if, as we fear in defaunlt of
cagreement might be the case, occasions for interference were

-
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frequent, the frietion generated would be intense and the

barmonious working. of the administration seriously preju-
diced.

189. Necessity of doing justice to both British and Indian
points of view.—If agreement is ever to be reached, {ull
justice -musi. be done hoth to the British and the Indian
points of view. The differences which have diselosed them-
selves relate notl to aims but to methods. We do not believe
that the British community in India have any lack of sym-
pathy for Indian ambitions, or any desire to retard the deve-
lopment of Indian industry and commerce. But what has
aroused their fears is the tendency displayed in certain
quarters {o advocate measures designed to secure the rapid
development of Indian enterprises at the expense of the
British concerns already established in the country. Pro-
pusals such as we bave deseribed in paragraph 187 cannot
but convey the impression to the British business community
that, if coinmerecial policy came to be administered in respon-
sibility to the Indian legislature, they would have no security
of equal {reatment, that they would be left to carry on their
business only on sufferance, and that indeed they might ex-
‘pect 1o be treated in all respeets- as foreigners. Such a
position they may well feel, apart from any question of jus-
tice, is consistent neither with the part which the community
has played in the development of the country, nor with the
intimate 1elations which must continue to exist between
Great Britain and India. But if once they could be assured
that an Indian Government would treat them not as aliens
but as citizens, we do not doubt that they would play a
worthy part in the commercial life of the country, and that as
time went on their co-operation in furthering the attainment

of the objects which India desires would be fortheoming i
increasing measure,

From ihe Indian side, the objection may be raised v
that, if the interests of British concerns are to be fully safe-
guarded, no roem is left for tlie development of Indian ccmn-
merce and industry. Where feclings of this sort are iu fuct

. enlertained, we think they are largely due to a misconception.

For one thing they do much less than justice to the develop-
ments which have already taken place, particularly, to give only
one instance, in the cotton mill industry. Again, if the control
of the tariff is placed in the hands of the Indian legislature;
it will control the most powerful instrument which can be
used to promote industrial development. With certain ex-
ceplions, the principal British firms established in the country
are for the most part engaged in enterprises, such ns the :
jute mills and the tea gardens, which are not likely to come

Lk & 7
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within the scope of any protective policy, and Indian com-
paunies could hope to start unhandicapped by the competi-
tion of ecstablished British concerns. Another point (o be
remembeved is that enterprises, at present British, may in
the ordinary course of events and owing to natural causes
pass into Indian hands, as has already happened on more
than one oceasion, Apart from actual transfers of owner-
ship, we do not doubt that British undertakings will in

‘future find it to their advantage to go a long way in the direc-

tion of Indianization, by providing facilities for the training
of Indians, by enlisting the support of Indian capital to the
largest extent practicable, and by the appointment of Tndian
direclors to companies registered in India, or by the appoint-
ment of local boards containing Indians, if the company is
regizicred -outside India. Many British firms, both in India
and in other countries, have adopted this policy in the past,
but they would no doubt feel that there is a wide difference
between o process which comes about through natural causes
and ong which is artificially and arbitrarily imposed by gov-
ernmental action. Minally, there are methods by which Indian
aspirations could be satisfied without inflicting injustice.
Thus, for exanple, when it is proposed that direet State
assistance should be given for the cncouragement of indus-
tries, it wonld Lo perfectly open to the Government to allach
conditious as to Indianization, in the case of all firins who
may apply for assistance but were not already engaged in the
business at the time the scheme of assistance was sanctioned.
This was the recommendation in 1925 of the External Capital
Committee, of which two Members of the Government of
India were members, aud both before and after the submis-
sion of the Committee’s report, action in this sense bas been
taken as, for example, in the Steel Industry  (Protection)
Act of 1924,  No one, we think, could fairly claim that the dis-
crefion of the legislature should be feftered, except to the
extent necessary to secure justice to those firms which had
already established themselves in the country. As a final
example of what is in our minds, we may refer again {o.the
inland steamship companies. It might be considered desirable
on public grounds that the inland steamship services should
be brought under public control as part of the general
transport system of the country, and administered in close
connection with the railways. In such an event, all that the
existing companies could fairly claim would be that they
should not without compensation be deprived of their exist-
ing right to operate their services and that the compensa-
tion to be paid should be determined by an independent
tribunal. . .
190. Desirability of agreement.—We have attemipted by
illnstration to indicate the lines on which British and Indian
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. opinion might be brought together, but it is not possible at

this stage to go further. In our view, the matter is one which
requires full and frank discussion between those principally
concerned, and we have no. doubt it will recéive close atten-
tion at the Round Table Conference. There are of course
many points which would require consideration in detail,
and it may not be possible for the Conference to examine
them fully, but if the prospects of agreement seemed geod,
they might suitably form the subject of further discussion

. either in India or in Kngland. The essential pre-requisite

of a satisfactory agreement seems to us to be the fraunk re-
cognition on cither side of what the other can reasonably
claim. The British business community has playved an im-
portant part in the history of the country, it controls commer-
cial enterprises of the greatest magnitude, its elected repre-
scntatives sit, and will no doubt continue to sit, in the legisla-
tures, it can still make valuable contributions to the welfare and
prosperity of India, and its members may rightly expect that
they should not be treated as foreigners. We have already
referred to the intimate connection which must continue to
exist hetween Great Britain and India, and it seems to us
to follow that, subject always to India’s right to reecive reci-
procal treatment, citizens of any part of the Empire should
be allowed to enter India freely, to engage freely in any
trade, business, profession or ealling, and when established
in India, to receive just treatment. From India’s side it
may well be urged that she should be free to, develop her own
industry and commerce by any means which do not inflict
injustice on any section of the community, and do not
involve the exclusion of British citizens from partici- -
pation in Tndia’s future development. A further claim might
also be put forward on her behalf. There are enterprises
which Indians regard as national, and which at present are

. mainly or wholly in British hands. It would be idle to expect

that they would be content for an indefinite period to remain
wilhout their appropriate share in the conduet of these enter
prises, and if the methods at first proposed in order to satis-
fy Indian hopes must be ruled out because they invelve in-
justice, or are inconsistent with the position whicl Great
Britain holds in India, Indians may fairly ask that the British
business community should co-operate in finding ether
methods to bring about the desired gresult. .

The possibility of reaching an agreement on these

“difficult matters depends largely upon the spirit in which

they are approached. Notwithstanding tho unfortnnate ~
h_lstory of the last few months, we believe that there is anffi- -
ctent goodwill on both sides to overcome the difficulties if -

they are frankly faced.. The importance of reachinz a per- -

manent settlement of the question can hardly be exaggerated.
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More perhaps than any other single factor, it would help

to create harmonious relations between Great Britain and
India, on the strength of which we could look forward with
confidence to a future in which Indian and British enterprises
could work together on ferms of mutual advantage and
respecet. .

_ RAILWAYS.

191. Administration of the Railway Department.—The
commercial and industrial prosperity of any country is
largely dependent on the efficiency of its transport system,
and particularly of its railways. In India the distances
are so great that low freights are essential to the growth of
industries, as well as to the welfare of the agriculturist, while
at the same time the railways are by far the largest pur-
chascrs of manufactured articles in the country, and the rail-
way demand is a vital factor in the prosperity of the engi-
neering industry. In these circumstances it is natural that
those who desire freedom to develop Indian industry and
commerce on national lines, should also put forward an in-
#istent demand in regard to the railways. In our view the
demand is one which should be mct as tar as possiple, and we
think that if in the futurc the control of commercial and in-
dustrial policy is fo rest with the Indian legislature, the

general direction of railway poliey should be placed

in the same hands. It becomes necessary therefore to
consider both the limitations which, for the present, Parlia-
ment 1ight think fit to retain in order to safeguard those mat-
ters in which it is interested, and also the conditions nnder
which the control of policy could safely be transferved. The
latter point is one to which we attach great importance, for
while in all countries railway policy is a matter for Govern-
ment and the legislature to decide, it by no means follows that
the commercial management of railways can be wisely or

safely exereised by those whom the legislature directly

controls,

192, Purposes for which Parliament must retain
control.—The purposes in which Parliament must, we think,
coutinue to be interested so far as the railways are conecrned
full under the heads of Defence, Finance, the Services, and the
Anglo-Indian community.

Defence.~Those who are responsible for the defence
and internal security of the country clearly cannot disinterest
themsclves in the efficiency of the railways, for any serious
breakdown might have calamitous consequences in a evisis.
It is not only the strategic lines on the frontier which are
in question. but also the main trunk lines thronghout India,
and the military authorilies are entitled to assurances- both
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as to the adequacy of the cquipment of the lines and of their
standard of maintenance, and as to the efficiency of the (vaffia
arrangements.

Finance~Under the head Finance, account must be
taken of the enormous capital sums (largely raised iu Great
Britain) which have been invested in the railways. ~Tt is
true that the security on which the loans were raised was not
the railway revenues alone, but the whole of the revenues
of the Government of India. If, however, the railways were

. unable to earn their interest charges, it is much to be feared

that the bhurden would be too heavy for the Government of
India to meet, and the solveney of the railways is therefore
an interest which Parliament is bound to safeguard. There
is anotber point at which the conneetion between the railways
and the Finance Department is close and intimate, for the
raising of capital for railway development must both roaet,
and be dependent, on the general credit of the Governmeunt ot

" India and its financial circumstances from time to time. Whe-

ther the connection could be rendered less direet and Im-
mediate by proceeding further with the separation of railway
finance is a question wliich should be explored, but under
existing conditions the Finance Department is most intimately
concerned in many questions of railway policy. '

Services~—Under the head Services, several points ve-
quire notice. In the railway services, as in others, the exist-
ing and aceruing rights of officers appointed by the Secretary
of State must be safeguarded, and it will be important
also to ensure that a large number of the senior officers do
not quit the service prematurely. Indianization is now going
forward rapidly, the rate of Indian recruitment for the
superior scrvices being 75 per cent., and we have no desire
to retard the process ; but the possibility of “efficient ad-
ministration depends on the retention of the existing scnior
officers until Indians are in a position to  replace them,
Finally, questions may arise as to the percentage of European
recruitment, which for the future may be deemed neccessary
on military grounds.

The Anglo-Indian community—The Anglo-Indian com-

the railways and still holds a large number of posts in parti-

cular branches of railway work. The economic life of the g

community is indeed fo a large extent dependent on the oppor-

tunities of employment which the railways offer, and its mem-

bers are gravely apprehensive of what may occur, if and
when any change takes place in the present system of

| ~administration and control. In view of the history of the
community, a special obligation, we think, rests upon Parlia. . -

ment, hefore relaxing its own control, to cnsure, as far as:

[y

‘munity has in the past rendered very important services to
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may be practicable, that the interests of the Anglo-Indian

community are protected.

193. Necessity of separating commercial management
from direction of policy.—Before explaining how we think the
purposes of Parliament may best be safeguarded, we must
turn to the question to which we made brief allusion at the end
of paragraph 191. The experience of many countries bas
shown the disadvantage of subjecting the administration of
State-owned railways to the close and detailed scrutiny of a
popular legislature, which concerns itself not only with broad

questions of policy but also with administrative practice in all

its ramifications. Under the present constitution, the legisla-
ture can exert considerable influence on the railway adminis-
tration, and the dangers to be apprehended are already becom-
ing evident. We can find no reason for thinking that the

difficuliies in India would be less than they have been found °

elsewhere, and we have no doubt thata continuance of
the present system, under which the railways are directly.
administered by a branch of the exceutive Government, would,
as soon as the legislature was in a position to assert its autho-
rity, develop tendencies leading directly to inefficiency and

ultimately endangering the financial results of railway work-

ing. The member of an official Government not respousible
to the Jegisiature is in a position to resist these tendencies
- when they threaten to work serious harm, but when a member
or minister must work in harmony with the legislature, if he
Is to retain his position, the pressure may become irresistible.
It secms to us elear that there can be no material change in
- the eontrol of railway policy in railway matters, until a
syvstem of administration has Deen set up which, while leaving
to Government and the legislature the control of broad qnes-

tions of policy, would locate the commereial management else-
where.

A change in the system of administration seems to us

necessary for another reason. The solvency of the Indian
railway system and its efficient working are matters in which
Parliament is interested both on financial and military
gronnds, but it does not seem to us practicable to secure these
mterests by attempting to control the day-to day administra-
tion of the department. If an elected member of the Govern-
ment veplaced the present official member, and became respon-
sible for the commercial management of the railways as well
as for the direction of policy, he might often be led, under
pressure from the legislature, to initiate action whieh the
agents of Parliament felt to be dangerous both to solvency and
cfliciency. They would then be faced by the choice between
two alternatives. On the one hand frequent interference-
would be most prejudicial to the smooth working of the
administration, while on the other continued acquitscence
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would tend to render nugatory the powers which Parliament

desired to retain.” In these circumstances, we are forced to

i i to be
» conclusion that, if the purposes of Parliament are
?étéutr%d this can be done only by modifying the systentl Olf
adminis’tration, and not by an attempt at detailed control,
which would be fkoredoomed to failure.

i ity.—We can
94. Proposed statutory railway authority.

dcsm.l‘ibe the Echeme which we contemplate only in tl}fmt 11135’;:;(31-.
est outline. An authority for ‘the administration 0A ! \’()1;1d
ways should, we think, be set up by Statute. The c c;f Lo
of course, provide for the constitution and‘pow?%sd " fhe
authority, and for the powers of control to be resex.xe? o the
Government of India. From the outset the authority s}.)xl ue
include Jndian members. It would, we thm.k, be dpsqaleé to
make statutory provision for the general 'p;'m.m_p S
‘accordance with which the railways should be ac nmils thé
especially on the financial side, as for “example,

“manner in  which the. allocations for depreciation should

ituti 1e e fund and the
alculated, the constitution of the reserve
g%rgzggs for which it should he used, and the am(iulgg
of the contribution to general revenues. The  contro

policy in all important matters would remam with the

i i : t it

nt of India and the central legislature, bu
ggz%n&eimportant to leave the statutory authority f'repo l’ito
act without interference in the detailed arrangement_slltd m]gnd
make to earry out the policies laid down. Much will etp nd
on the precision with which from the outset the powers ‘?m-
exercised respectively by the authority and by the (10\(1; o
ment of India can be defined. But we cannot attlemp - at
this slage to indicate what these powers should be.l T 1etq1 o
tion requires full investigation in order that the argetg Fher
eible advantage may be derived from the experience o 10d or
countries where the State management of railways has le
difficalties. : .

i i i ' i)vious that

95. Necessity for enquiry.—It will be © 0
it W(%uld be imp'?),ssiblc to devise a satisfactory SCh"iItne .
of administration without a detailed enquiry by a committee

or commission. Such an enquiry should, we think, be n-

i ;- of the

i s soon as possible. It would be the duty- of
:xtllxtgsttel‘;:aztlm;, body to Ir)nake recommendations as to the nzanneilg
in which the authority should be copstltuted., the po“e]:isbe
should exercise, the matters for which provision fsholut be
made in the Act setting up the authority, the con?ro 0 bo
reserved to the Government of India, and the powers toth'e
"reserved to the Secrefary of State in order to safgguarél e
purposes of Parliament. A complete enumeration o o

matters to he examined ,we cannot of course attemp
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but they should certaiuly inelude the subjects specified
in paragraph 192 above. There is one other mattec of
great importance. The existence in India, side by side, of
Statc-owned and managed railways and railways owned by
the State but managed by sterling companies domiciled in
England, makes it peculiarly diffienlt to devise a satisfactory
scheme for setting up a statutory railway authority for the
adminisiration of the railways. The contracts of the com-
pany-managed railways are with the Secretary of State, and
though the Government of India exercises by delegation many
of the powers reserved by the contracts to the Seeretary of
State, the nltimate countrol rests entirely in his hands,
and the companies, by reason of their domicile, have direct
access to him. It will be necessary for those making the
enquiry to examine the question closely, and to consider how
far the powers of the Secretary of State under the contracts
should be exercised by the statutory railway mithority, and
in what matters the Seeretary of State himself should reserve
control. Their task will be extremely complex and difficult,
but we have no doubt that the difficulties must be faced. Tt
is our desirc to see the direction of railway policy placed in

the hands of popular ministers, but it scems to us an indis-

pensable preliminary that a system of administration should
first be  established, which will provide for the efficient
commercial management of the railways, and will also to a
Iarge extent safeguard the purposes of Parliament and avoid
the necessity for detailed control.

196. Method of legislation.—Before any scheme for
establishing a statutory authority to administer the railways
is adopted, it would he neeessary that Indian opinion should
have full opportunity of cxpression, and any eommission
or committece which may Dbe set up to consider the
question should of coursc include representatives of Indian
opinion as well as the nccessary financial and railway
experts. These enquiries must take time, and since it is
desirable that the new system of administration should be
ready to fuuction by the date on which the new constitution
comes inte fovee, it is  evident that special steps  will be
necessary in order to expedite the procedure. We should
propose that, following the South African precedent, pro-
vision should he made in the constitution for the establish-
ment of the vailway anthority by the insertion of a section
in the Government of Tndia Act, the detailed provisions
necessary being  included in rules made under the Act.
These rules might be subject to modification by the Indian
legislature after the lapse of a sufficient period to enable the
new authority {o establich its position and all concerned to
gain expericree of the working of the new system. » '
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EXTERNAL AFFAIRS.

197. In the immediately preceding sections we have been
concerned to develop our suggestions for the general structure
of government at the centre, according as they have applica-
tion to particular departments. We now turn to India’s
external relations in which several departments are concerned.
The problems which arise have not fallen within the scope
of the proposals of the Indian Statutory Commission, perhaps
because no definite constitutional provisions appeared to be
required in the structure which they contemplate. But the
demand of Indian opinion, which we have described as
directed to obtain self-government at home-and mnational
recognition abroad, leads us to consider to what extent the
eentral executive which we contemplate might be concerned
with the external reclations of India with the other parts of
the Empire and with foreign countries.

The cxisting position has been deseribed mn the memo-
randum which we submitted to the Indian Statutory Commis-
sion on the status and position of India in the British Kmpire
and in the India Office memorandum on the international
gtatus of India. It is beyond-doubt that there has so far
been no delegation of authority to the Government of India

. in regard to external matters. As regards commercial agree-

mexnts with foreign countries she has not the power which the
Dominions have to enter into direct negotiations. 'The Gov-
ernment of India Act restriets the power of thie Governor
General in Council to make political treaties and forbids the
Indian legislature, without the previous sanction of the
Governor General, to legislate regarding the relations of Gov-
ernment with forelgn Princes or States. We do not contemn-
plate that in present circumstances the Government of India
could have a decisive concern with those foreign rela-
tions which closely overlie the right 1o make war and peace.
On first class questions of foreign and Imperial poliey
independent action by India is noet vet within the realm
of practical polities. India is indeed more continuously and
practically econcerned with foreign policy particularly in the
Middle East than any of the self-governing Dominions. But
whatever may be the degree of consultation with the Govern-
ment of India, and whatever the agency functions which that
Government may perform, the decisions must still remain
with His Majesty’s Government. Neverthcless, therq is a

-

- large range of external relations which may conveniently be so

classed in distinetion from foreign afTairs, and in which we.

.sec_scope for an increasing recognition of the individuality

of India among the nations of the world. It may well he
that if the purposes of Parliament are defined, as we propose,
ihe Government of India may enjoy considerable liberty in
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matters such as commercial treaties, and the treatment of

Indians overseas. We make no precise proposals in this .

regard for, whether our relations be with countries within or
outside the Empire, we consider that the funections of the
Government of India must develop by agreement and con-
vention rather than by the enactment of constitutional pro-
vision. It is by the growth of understandings and conven-
tions and not by provisions of positive law that the Domi-
nions have attained their present position. Thesc are the
lines on which India’s authority over her own ° external
affairs must grow. Such a development not only postulates

an alteration in the constitution of the Government of India

which would confer wupon it a distinet individuality for
domestie purposes, but is also its necessary complement
if the aspirations of India for a recognition of its status
at home and abroad arc to be satisfied. The Indian’
Statutory Commission have taken the first step in this

direction, by ' recommending that in future the Governor

- General, and not the Crown, should appoint the members
of the central executive, and in carlier paragraphs we

have sought to deseribe what appeared to us to be the .

implication of such a change. If, in addition, India by
convention  were authorized to negotiate and conclude
agreements with other countries within the Empire and
even with foreign nations her feet would be set firmly upon
the path along which the Dominions have preceded her.

RELATIONS BETWEEN CENTRE AND PROVINCES.

198. Principles of classification.—Before we leave the
discussion of constitutional machinery in the provincial and

central spheres, it will be convenient to say something upon

the degree aund method of adjustment that their mutual
relations ave likely to require. The Indian Statutory
Commission conclude* their chapter on the relations between
the centre and provinces, with a consideration of the distribu-
tion of administrative responsibility. In an earlier chapter
on the provincial legislature, they statet their conclusions
regarding the distribution of subjeets of legislation between
the central and the provineial legislatures. Sir Walter,
Layton’s scheme similarly makes a  distribution in the
financial fiell. It will be convenient if we deal in one place
with these questions of jurisdiction, and with the further
question of bow far provincial jurisdictions may be sub-

ordinate to or correlated with central authority.” We are
here in a field within which final dispositions cannot now

*Volume 1I, para. 190. tVolume II, para, 96.
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be made. ‘The ultimate form of the constitution cannot
yet be settled, or even be predicted with confidence, . We
need not, therefore, on merely theoretical grounds radically

.disturb arrangements which have in the past proved satis-

factory. ¢ Tt is, nevertheless ”’, as the Commission observe,”
““ important to devise the immediate structure in such a
way as toewvoid placing any unnecccssary obstacles in
the way of any natural future developments’. Con-
siderations of that nature, we presume, led the Commission
to leave intact, save for a few matters of defail, the
existing distribution of législative and administrative
authority, and to maintain,} as we understand them to intend,
the present practice of deciding such questions by rule.
We presume also ‘that the Commission do not accept the
proposal that ‘‘ residuary functions >’ should be provinecial.

In odr view it is not improbable that the ultimate solution

of the problem of jurisdictions may be the provincialization
of residuary functions, but we do not feel sure that the
conditions are yet prepared for a decision of this very
important point in the fnture federal constitution of India.
Two local (Governments have advocated that residuary
powers should rest with the provinces and not with the
centre, and apparently contemplate that a final and rigid

,classiécation ‘of that nature should bhe made. One of our

number would prefer to put that arrangement in a some-
what more clastic form, making statutory’ provision that

any matter which is not already specified nnder the existing
rules, should be assumed to fall within the jurisdiction of
the local Government, and that in case it. is claimed to be
within the jurisdiction of the central Government, the

matter should be decided by the Governor General. It is

felt that, in view of the grant of autonomy to provinces
and the desire to let provinces develop on autonomous
and federal lines, this is the natural course to adopt.

It does not in any way commit the centre to any parti-
cular constitution in future, while it enables the central
Government to bring the matter within its own jurisdiction
if it really finds it necessary to do so. Others, however, tecl
ihat so grave a decision cannot be taken at once. In their-
view it would be premature to entrust to local Governments,
now to be equipped with untried machinery, all functions of
government other than those specifically assigned to the
central Government. Such a decision could be taken only on
theoretical grounds and might have inconvenient con-
sequences. It might, for instance, be argued that, if the .
functions, of the central Government alone were exhaustively

*Volume II, para. 180. {Volume II, para, 190.
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prescribed, the onus of proving that any action taken was
inira vires would rest on it alone. Such a position might

- derogate from the vigour of central administration, and

might have the effect of impairing the liberty of the
Governor -General to be the interpreter of this portion of
the constitution. 1t seems probable that a scheme of ex-
elusive jurisdictions conld not be worked until ,the inter-
prefation of the constitution is entrusted almost entirely
to judicial authority, and for that development, other
objections apart, conditions are far from ripe. The question
is at present largely one of status \v‘luch may awalt decision
till the new responsible Governments in provinces have proved -
themselves.  So far as it is a matter of efficiency of govern-
ment, the present classification appears to us, as it appeared
te the Commission, to be generally satisfactory, and we

. hesitate to deeide now that functions, which Governmerit n

future may have to assume but cannot at present foresee,
should be provincial. We prefer to maintain the freedom
which the Devolution rules now afford, to extend the provincial
field as new activitics of government develop rather than to
‘be driven to devise means of assuming these activities to
ike central Government, as oceasion later may arise, from
among undefined jurisdictions allotted on general grounds to
provinces. »

Holding these views, we are in general agreement w.ith
what we take to be the rcecommendation of the Commission
that the classifieation of subjects should continue to be
regulated by rule.  We recognize that* ¢¢ changes in the rules

may be necessary from time to time ", and we see in that

necessity good ground for avoiding the rigidity of statutory
enactment.

199. Legislative jurisdictions.—Il.cgislative jurisdictions
must indeed rest on enactment, hut we share the strong desire
of the Commissiont ‘“ to see maintained the provisions of
the existing Aet >, These provisions establish a certain con-
currence of jurisdie{ions, kept apart by a necessity imposed
on both central and provincial authorities of obtaining the
previous sanetion of the Governor General, before the classi-
fication of subjects made by rule is transgressed. In effect,
they proteet legislation, provineial or central, from undue
challenge of its validity, but provide for selection of the
forum in which proposals may be debated and enacted. The
Commission find  these provisions to be ‘“ ingenious and
effective . We believe them to be well-suited to the condi-
tions of the country, and to have proved generally acceptable.

*Volume II, para. 190. }Yolume II, para, 96,
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It is, however, possible to attack them on the grounds that the
classification of subjects requires revision, and thaf the
machinery of previous sanction is capable of improvement.
Iu the first regard, the Commission reject* ¢ any alteration
of the law which would restrict the range of the legislative
power of the centre ”’. They look rather to a freer use of
the Governor General’s power to permit provincial legisla-
tures to undertake legislation on subjects technically eentrai,
and to a self-denying practice whereby the central legislature
would make its enactments on such matters as social and
religious customs adoptive or enabling. We think that these
are lines which practice may be expected and should be
encouraged to pursue. But we observe that two local Govern-
ments would make more rigid provision. The Govern-
ment of Madrast would remove it from the power of the
central legislature to legislate for matters which concern one
province alone. The suggestion does not, so far as we are
aware, proceed on any ground of complaint in the past, and
we are reluctant to introduce into an already intricate
system complications which necessity does not require. There
is much in the suggestion as made which we could not accept.
We could not accept it as a denial to the central legislature
of a right to legislate on its own subjects of administration,
if necessary, province by province, or, for instance,
for individual ports or universities. Nor could we at onee
agree that certain provincial subjects should not be ¢ subject
to legislation hy the Indian legislature ’” as they are at
present. But if the Government of MMadras desire that the
central legislature shonld not legislate for provineial subjects,
whose administration has no extra-provineial cffeets, we
would expect that the resnlt of such a provision would be
little different from that produced by the present provisions
for previous sanction to central legislation.

_ The suggestion of the Government of the United Pro-
vinces is of the nature of a check to be operated at pleasure
by the local legislature. 1t is proposed that the local lIegisla-
ture should be empowered tb require the central legislature
to give to its legislation, affecting social and religious usages,
an énabling form. It would be for the Governor General to
decide when such 2 power beeame operalive, by deelaring
whether the proposed legislation actually affected social and
religious usages or not. We are in sympathy, as were the Com-
mission, with the desire that amendments of social and
religious usage shounld be left inereasingly to local legislatures.
But we would not readily agree that all amendmen’s

*Velume 17, -para. 1535.
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ghould necessarily be so left, nor that the mechanism to secure
provincial interests should be a provincial power of control
over the centre. Measures of this kind would require the
previous sanction of the Governor General before introduc-
tion into the Legislative Assembly, and are not now
practice taken into consideration till local Govermments Lave
been fully consulted. Tt would, we thiuk, be adequate if a
practice were established that such consultation invariably
preceded the grant of previous sanction. But we would see
inconvenicnee in a provincial power to revise the grant of
previous sanetion, or to sit in consideration of a measure
under diseussion In the Assembly, and to iutervene at any
stage, even the latest, of that discussion. We would our-
gelves trust to the recommendations, which the Commission
have made, to seenre due consideration of provineial interests.

“The second ground on which the present system may be
eriticized is that the necessity for obtaining previous sanction
to provincial legislation causes inconvenience and delay.
Criticisms, of this nature were made in the earlier period of
the reformed régime, when the operation of the law of sane-
tion was attended with some friction. That friction is now
largely a thing of the past, and it is questionable whether any
substantial practical benefit would ensue from a modification
of the existing provisions. Nevertheless we would accept
1the suggestion of the Government of Bombay*, wherehy a
discretion wonld be taken to mitigate by rule the rigidity of
the present law.

200. Administrative and firancial jurisdictions.—The
present distribution of administrative responsibility is com-
mended by the Commission as generally satisfactory. We
agree, and find support for the same conclusion in thre
views which the provincial Governments have expressed. We
await the publication of the report of Mr. Whitley’s Commis-
sion hefore submitting  our reecommendations for the dis-
tribution ot funetions in regard to industrial matters. The
more particular recommendation of the Indian Statutory
Jommission in regard to the Criminal Intelligence Depart-
ment is opposed by fhie Governments of Bengal, the United
Previnees, and Assam. The Commission recommend that the
classifieation of police as a subjeet of provincial administra-
tion should be accompanied by a diseretion in the Governor
General in Council to  determine eonditions regarding
the organization of a provincial Criminal Intelligence Depart-
ment. The Commission rightly regard the matter as
important. An efficient intelligence service will depend on

*Dombay lefter, para. €, sectic1 R
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co-operation between local Governments and on co-ordina-
tion by.the central agency. But the Criminal Intelligenca
Department organization must be part of th: regular
‘police administration of the province, as the Government of
Bengal point out, and little practical value would attach to a
power to impose control over only one branch of a unified
machinery of police administration. The recommendation of
the Commission, however, is in effect permissive, and we are
prepared to accept it on that basis, .

In earlier paragraphs of this despatch we have dealt in
detail with the proposals of the Indian Statutory Commission
regarding provinecial finance. These matters also we have
considered in the light of the principles of classification which
we have just deseribed. We would continue the exist-
ing practice by which financial authority is distributed -
by statutory rule, and we would retain residuary powers of
taxation at the centre. These appear to us to be wise

accompaniments of the entirely novel arrangements proposed
by the Commission. - L

'201. Control.—Turning to the questions of control, we
find oursclves in complete accord with the recommendation
ot the Commission that Governors in the use of their special
-and emergeney powers should be supervised by the Governor
.General and not by the Governor General in Council. These
powers are exercised in responsibility to Parliament, and
-2ontrol of them cannot appropriately be exercised through an
authority in close relations with a popular central legislature.
It is on that ground rather than on any ground of the ultimate

form of federation that we would employ only parliamentary
channels of control over Governors. -

We approach the Commission’s recommendations® relat-
ing to ¢‘ the normal powers of the centre over the provineial
Governments *’ from the points of view of the scope of these
powers and the manner of their exercise. The first of the
cight categories framed:by the Commission seems to us to
be inevitable not only beeause central administration is ‘vital,
but also because a central Government without self-sufficient
central agencies, must be in a position to secure necessary
action in provinces. The provision has indced the sanetinn
of nsage, and is not objected to by any provincial Govern--
ment.  The second category is drawn in wider Janguage than
the corresponding category in Devolution rule 49.  The (pv-
ernment of Madras object to it on the ground that it gives
the central Government too wide a measure of control. They
would ‘maintain the existing rule which provides only for
inter-provineial  disputes. The Government of the Tnited”

*Volume II, para. 182. : ‘
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Provinces would aceept* it only on ¢ the understanding that
the Government of India will be restricted to use their
powers principally for the purpose of collecting informatioa,
giving advice, and settling a common policy, and not for the
purpose of interfering in the actual details of administration

in any province >’. The eriticism of the Government of the -

United Provinces appears to us to contain the answer to the
objection of the Government of Madras. It is hecause, in
many matters which were not in dyarchic coustitutions
transferred, a common policy may need to be determined
without waiting for disputes between provinces to arise, that
a new definition of central control must be sought. We agree
with the Commission that the definition must be in very
broad terms. But we also agree with the Government of the
United Provinces that means must be sought whereby pro-
vineial responsibilities may be safeguarded. The Govern-
ment of the United Provinces would find these means in a
definition of the spirit in which control will be exercised. The
Commission have provided a check in the personal and entire
discretion of the Governor General to deeide, in any given
instance, the scope of control. We ourselves hope that that
discretion, combined with the restrictions on the method of
control which we shall presently suggest, will allay fears that

the intervention of the central Government may be exces-

give, :

No difficulty arises about the third category which is,
bowever, not so mueh a matter of control as a distinet power
which the centre must possess. In a preceding paragraph
we have stated our views upon the fourth category rc,s:ﬂkrding
coatrol of provineial borrowings. The fifth and sixth
categories might, we think, well be treated in the chain of
relations between the Secretary of State, the Governor
General and the Governor, and shounld not be classed as
matters within the superintendence, direction and control of
the central Government. The proposalst of the Commission
regarding seeurity serviees confer on the Sceretary’ of State
a power to require provincial Governments to  employ these
services in such numbers and in such appointments as he
tl.lm.ks necessary, 'They also imply the power to exercse
diseiplinary authority. Tt might be convenieni if the Seere-
tary of State were to delegate to the Government of India
suitable powers, possibly to the extent suggested* by the
Government of the United Provinees. But we see no reason
whiy this should be done by statute as the Commission appear

-
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to contemplate. The phrase* ¢ safeguarding of Tmperial
interests >’ does not appear to us to be entirely free from
obscurity, but we feel no doubt of the need for some such
provision giving powers to the agents of Parliament.

The seventh and eighth categories appear to us to be
more suitable for classification as central subjects than for
expression as powers of control. If they were so classified
the requisite power of control would flow from the first
category. We recognize, however, that difficult questions
arise, as they have arisen elsewhere, for instanee in Canada,
regarding the participation of provinces in decisions reached
by the Government of India in external affairs. The subject
iz a diffienlt one, and its solution will probably be found
throngh the operation of practice and convention. But
whatever procedure may be approved for reaching decisions,
and we recognize to the full the desirability of previous con-
sultation with provinees, it is clear that the final authority
must’ rest with the central- Government, in whom must also
reside power to make the decision cffective. o

We conceive of these powers being exercised, as central
control is at present normally exereised, by way of consulta-
tion, advice and even remonstrance. If, however, the Gov-
ernment of India were unable by these methods to get its
way, we would not confer upon it a further mandatory power,
but would expeet it to advise the Governor General to act in
relations with the Governor. The chain of authority wonld
be the Governor General’s powers of supervision over the
Governor, and the Governor’s overriding powers over his
Cabinet. The machinery of control which we have deseribed
seems to us to reconcile the claims of central and of provin-
cial authority most convenichtly. On the one hand, we do
not desire to exclude the Assembly from discussion of
matters which fall within the proper. scope of the central
excceutive. On the other, we sce objection to placing a
Governor or his ministers in the position of receiving orders
from an executive in relations with the Assembly. In
practice the mnecessity of obtaining the decision of the
Governor General, before it can be held that provineial aetion
affects the interests of some other part of India, will be an
additional security that the provincial field is not naduly
invaded by the powers of supervision. :

202. Co-operation and co-ordination—The recommenda-
tions of the Commission for co-operation between central and
provincial Governments and for co-ordination of nation-
building services do not, except in one other- respect, involve

* Volume II, para, 182. o



182

any new constitutional provisions. We have already accepted
the suggestion* that 1t should be rendered constitutionally
possible, under suitable restrictions, to assist provineial
objcets from central funds, and vice versa. ** Co-vpera-
tion 7,4 say the Commission, ‘¢ should be secured by the
general goodwill of the Governments concerned, rather than
by the imposition of speeific central control >, We agree, and
although we recognize that the Commission also proposet
that the eentral Government should ‘¢ in future have a more
authoritative position than it now enjoys, constitutionally,
in the transferred sphere ”’, we think that the restrictions,
placed on the second category of control will obviate danger
of co-operation being secured, save in case of necessity, in any
other way.

THE SERVICES.

203. The Indian Civil Service and Indian Police Ser-
vice—Continuance of recruitment.—The question of . the
steps o be taken in regard to those services which are still
recrvited by the Seeretary of State on an all-India basis, is
one of greal importance for the future administration of the
conutry and, we think, for the successful working of the new
constituiion which it is proposed to set up. The Statatory
Commission have rightly said that the Indian Civil Service
and the Indian Police Service stand in a class by themselves
as the ¢ security services ”’, upon which depend the organiza-
tion and direction of the general administrative system and
the maintenance of law and order. The Commission recom-
mend that these two serviees should remain on an all-India
footing, and that reernitment for them should be made by the
Scerelary of State. The majority of the local Governments
are very decidedly in favour of this recommendation, though
within the Governments there are dissentient views. We our-
selves have no hesitation in supporting the proposal of the
Commission. It has been objeeted that a provineial Govern-
ment cannot feel unhampered in the exereisce of its aunthority,
so loug as it is not free to recruit all its services on its own
termms and have the final voice in controlling them. The
anomaly may be admitted, but it must at the same time be
recognized that considerable risks will be taken if the dirce-
tion of poliey i1 all proviveial subjects is transferred to
popular Governments, and that, if simultancously far-reach-
ing changes ave made in the administrative machine whase
task it is o earry out poliey, there is danger that the new
system may slart under a serious handicap. It is necessary
to keep the administrative foundations sound, while the new

*Volue 1T, para. 187, b Velune 11, para. 134
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constitution 1s facing the difficuliies which are likely to con-
front it at the start. Whether, after these have been sur-
moanted, -it will be desirable to continue the recruitment of
the securily services on the present basis is a question depend-
ing on conditions which cannot at present be forescen.

Many of those who advocate the discontinuance of the
present form of secruitment have no desire to destroy the
existing organization. They recognize the value of the work
the services may be expected {o perform during the teansition
period, and would be prepared to face the temporary
anomaly of retaining officers, who can look outside the
province for the ultimate protection of their interests.
But there is a large volume of opinion which argues that the
existing body of officers, retaining their existing privileges
and safeguards, will be sufficient to tide over the period while
the new constitution is establishing itself, and that by the time .
‘they disappear their services will no longer be required.. We
think that those who hold these views do not take full account
of the probable results of stopping recruitment. We believe
that, as sooun as it was announced that recruitment was
stopped and that the all-India services as a whole were in
effect being closed down, the existing numbers would dwindle
far more rapidly than is desired. Nor would it be casy, if
necessity arose, to resume recruitment with success after an
interval, which would have broken the old connections and
traditions. The discontinuance of recruitment would in effect
amount to taking a final decision at a time when the condi-
tions of the future are still unknown. TFor these reasons we
hold that it is essential to continue recruitment to these ser-
vices on the existing basis.

204. The same.—Recruitment by the Secretary of State.— -
It is generally agreed that a decision to continue recruitment
for the security services involves the continnance of their
recruitment by the Secretary of State. The justification for
maintaining thesce services is that they furnish officers of a
high standard to deal with matters, the efficient handling of
which is a primary interest of the country. Tt is of the
essence of the case that the services should be able to atiract
the best material available. As the Statutory Commission
pdint out, an all-Tndia service has a much wider ficld of
choice thar auny provincial service, and the status and
traditions atiaching to jt attraet the best class of Indian
candidates, while there can he no doubt that without the
security which is afforded by the protection of the See-
retary of State, British candidates of the present

_standard could not be obtained. It has indeed teen sug-

gested Ly the majority of the Bombay Government that,
while these two rervices should be retained on an all-Tudia
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basis, they should be recruited not by the Secretary of
State but through the central Public Service Commission,
and that they should look for protection to the Government
of India. Somewhat similar i1deas are expressed in other
quarters. We fear that this compromise does not really meet
the difficulties that are felt on either side. On the one hand
British candidates, have for a long time attached great

importance to the protection of the Secretary of State, the

value of which has been proved by experience. The Govern-
ment of India is for them a distant body, whose general atti-
tude to the questions that may affect them is unknown. Its
profection will not give them the same sense of assurance us
they derive from the protection of the Secretary of State.
On the other hand, so long as the services remain on an all-
India basis and their pay and conditions are settled by a
central authority, whether it be the Government of India or

the Seevetary of State, the objeetion that local Governments:

would be hampered in the exercise of their anthority is not re-
moved. We do not consider that any interinediate position
between veeruitment by the Seeretary of State and provin-
cialization is likely {o prove satisfactory and, as we hold that
the time has not come for provineialization, we have no lesi-
{ation in sapporting the proposal that reeruitment should be

continued on an all-India basis by the Sceretary of State and-

wider the guarantee of his protection.

200. The same.—Rates of Indisnization.—All Jocal Gov-
ernments agree that, if the sceurity serviees are to continue on
an all-Indin basis, the existing rates of Indianization, which
were fixed on the recommendation of the Liee Commission,
should be maintained.  'These rates are ealeulated {o produce
an equality between the numbers of Buropeans and Indians in,
the Indian Civil Serviee by 1939 and in the Indian Police
Service by 1949. “We propose no- change in these rates of
Indianization, which ave indeed as rapid as appear to us to be
consistent with the retention of the character and traditions of
the two servieoes.

206, The same.—Future reconsideration—We have indi-
cated above our view that the continuance of re-
craitment  for these {wo services must mnot be taken
ax impdving an intention that they should be retaized
indefinitely. AN loeal  Governments are asreed tnat
the matter should after some period be recounsidered
i the light of conditions then existing., There is a
considerable variety in the suzgestions made as to the period
after which recunsideration should take place. The Punjab
Government have suggested the vear 1949, when the process

of bringing the numbér of Europeans and Indians to -an

sjmality  in the Indian Police Service will have been com-

--
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pleted. The Government of Bihar and Orissa suggest 1939,
the year in which a similar process in the Indian Civil Servive
should Lave been accomplished. The Central Provinces Gov-
ernment suggest that reconsideration should take pilacc when
equality of Europeans and Indians in each service has been
reached. 'We doubt whether at this stage it is necessary to
take a definite decision on’the point, particularly as it secms
to us inevitable that, when the proportions contemplated by
the Lee Commission have been attained, the future of cach
service must be fully reviewed.

. 207. The Indian Forest Service and the Irrigation branch
of the Indian Service of Engineers.—The Statutory Commis-
sion did not rcack any definite conclusion as to whetlier all-
Tudia reeruitment should continue for the Irrigation brauch
of the Indian Service of Engineers and for the Indian Forest

Service. None of the provincial Governments had recom-

mended this course, but the Commission were so much im-
pressed by the importance of: the work these two services
perform, that they felt the matter required further examina-
tion. Local Governments have again expressed their opinions
in the light of the considerations brought out in the
report of the Commission. They are, however, still

. unanimous that there is no necessity to continue recruitment

for the Forest Service on an all-India basis, and, with the
exception of the Governments, of the Punjab and of Bombay,
no local Government recommends that all-India reeruitment
should be continued for the Irrigation branch of the Indian
Service of Engineers. In two provinces rceruitment for the
Indian Forest Service has already been terminated as the
result of the Lee Commission’s recommendations, and im-
portant as, the work of .the Forest Department is, we do not
feel there is sufficient justification for continuing recruitment
for the Indian Forest Service in the other provinces, contrary
to the recommendations of the local Governments. It can
only be for very special reasons, such as those which apply to
the two security services, that recruitment by the Seceretary of
State can be justified for services which will be working under”
an autonomous provincial Government. In the case of the
Irrigation service the considerations are perhaps more evenly
bulanced. The revenue derived from the great irrigation
works. in certain provinces is a vital element in provinecial
finance, and the irrigation system is one of the chicf founda-
tions of the economic prosperity and contentment of the
people. The official members of the Punjab Government go
so far as to say that the efficiency and initiative of the irriga-
tion officer is 'a factor for internal stability, practically on a
nlane with that of the officer in the sccurity services. It is

. easy to understand tbe anxiety expressed by the majority
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of the Punjab Government on the reserved side to retain
what they regard as an insurance against deterioration in a
service of such vital importance to the prosperity and
economic life of the provinee. The recommendation of the
Bombay Government is also doubtless due to the fact that
the whole future of Sind depends on the success of the Sukkur
Barrage irrigation scheme, i whiel, moreover, a huge capital
sum has been sunk. It would be rash lightly to digregard
the views of the loeal Governments in a matter of such
fundamental concern to them. At the same time, we are
anxious that reeruitment should not be continned under the
guarantee of the Secretary of State unless the need for it.
is bevond all reasonable doubt. In all provinees, exeept
the Punjab and Bombay, local Governments are pre-
pared to take the risk of dispensing with reeruitment for this
service on an all-India basis, and we aceent their views.

We have not been able to reach a final eonelusion in regard.

to the Punjub and Bombay. There would be obvious advant-
ages, we think, if it were possible to retain an all-Tndia sger-
vice for dealing with the great schemes of irrigation of the
Indus valley, particnlarly as they affeet two different
local administrations. On the other hand, due weight must
be attached to public apinion, and it wonld seem. from the

views recorded by the Revenue Member and the Minister for -

local sclf-government in the Punjab, that there is definite
opposition to the continuance on existing lines of recruitment
for the Irrigation service in the Punjab. If it were decided
that reervitment should be maintained on an all-Tndia basis
for the Punjah and Bombay, it would be for further con-
sideration whether this reernitment should be carried out hy
the Sceretary of State, as recommended by the Punjah, Gov-
ernment, or by the Public Service Commission, on behalf of
the Government of India, as reccommended by the Government
of Bombay. Whatever may be the decision in regard to the
Punjah and Bombay, we are agreed that in other provinees
reeruitment by the Sceretary of State for the Trrigation
.branck of the Tndian Service of Fngineers should not be con-
tinued after the introduction of the new constitution.

208. The central services.—The Statutory Commissign
have made no reference to the position of the central ser-
vices, which work under the Government of India. For the
most part the control of these services has been vested by
the vecent eivil services (elassifieation. control and appeal)
rules in the Government of India. But the Seecretary of
State in Couneil is still responsible for the recruitment and
control of the Tndian Politieal Department, the Indian
Ecclesiastieal Establishment, persons appointed outside India
to the superior telegraph enginecring and wireless
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branches of the Indian Posts and Telegraphs Department and
a few civilian officers holding posts which are paid from
army estimates. He also rceruits officers appointed outside
India to the superior railway services, and controls the com-
paratively few officers holding the King’s commission on the
active list of the regular army and the Royal Indian Marine,
who are employed in certain central services. We assume
that the Statutory Commission intended that therc should be
no change in these respeets. That is also our view, except
in so far as recruitment for the superior telegraph engincer-
.ing and wireless branches of the Indian Posts and 'ele-
graphs Department is concerned. We do not think it 1s
necessary that the Secrctary of State should continue in
future to carry on British reeruitment for this service. Tts
cadre is small. British recruits are not likely to exceed on

.the average one in two years and the number may even be

less, and we have no reason to doubt that the Government of-
India will be able, without the assistance of the Seerctary of
State, to obtain suitable British recruits in the numbers re-
quired.

209. Safeguards and conditions of service.—It is common
ground that whatever may be the decision as to future
recruitment of the all-India services, the officers at present
in these serviees should be encouraged to remain, and should
retain all their existing rights, safeguards and prospeets.
Further, as we cxplain later in our observations on the Coun-
cil of India, we recommend that changes in the statutory rules
affecting the services should be made in consultation with a
body which represents serviece experience. One important
factor in the retention of .the existing officers of the all-India“
serviees is undoubtedly thw right of premature retiverment.
This right is at present possessed by all officers in these ser-
vices, except the more recent recruits of Asiatic domicile.

" Generally speaking, under existing erders, the option to retire

prematurely extends only for twelve months after the transfer -
of power proposed by the Commission has taken place. - All
local Governments agree with the Statutory Commission that
the right of premature retirement should he continued, avith-
out limit of time, to any officer who might under the present

- rules have so retired on the coming into force of the new

constitution. We have no doubt that the extension of this
privilege is essential. If an irrevocable choice is presented
at a particular moment, there is a serious risk that a large
number of valuable officers would decide to retire. The ex-
perience of the past has demonstrated clearly that officers
are more ‘likely to remain while the option of retirement iy
kept open. .
The Commission recommend that those, who are recrunited -
after the introduction of the new constitution, should enjoy .

*
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the same rights, privileges and safeguards as members
recruited before the change, except in respect of the right of
premature retirement. They do not consider it is reason-
able that ttiose who enter the services with full knowledge of
the conditions should be granted this right. In prineiple we

accept this view, but, in agreement with more than one local

Government, we regard the matter as one that will have
to be decided in accordance with the practical considera-
tions of fact. If satisfactory reeruits ean De obtained
without the grant of this privilege, there is no reason why
it should be granted. But we do not think it would be wise
to run the risk of losing the recruits required for the all-India
Services, merely on this point of principle. It does not follow
that it would be necessary to extend to new .recruits the
precise scheme which is, open to existing members of the

services.  We think that the suggestion made by the United.

‘Provinees Government that rights of retirement should be
offered after fixed periods of serviee, the carliest of such
periods being twelve years, might well be considered, should
the necessity for making this concession arise.

210. Becurity of pensions, family pensions and provident
funds.—"The replies of local Goveruments indicate marked
uneasiress among members of the all-Tndia serviees in regard
to their pensions, family pensions and provident funds. On
these questions we endorse the recommendation* made by
the Indian Statuiory Commission.  They point out that they
are not proposing any change which would bring pensions
into jeopardy, but, following the Lee Commission, thev recom-
mend that, if any statutory change is made hereafter
involving the transfer of the financial control in this regard
now exercised by the Sceretary of State in Couneil, adequate
provision should at the same time be made for safeguarding
scrviee peusions.  We assume that their recommendation was
-intended to include family pensions and provident funds.
.This is a matter to which we attach great importance, and we
trieet that an assurance on this point will be given by His
Majesty’s Government, and that it may be found possible to
restate with reference to present conditions, in terms as ex-
plicit as may be, the principles set forth in paragraph 4 of
Mr., Montagu’s despateh No. 5-Publie, dated the 9th February
1022, In the meantime we are examining, in eounection with
various memorials reeeived from members of the services,
the question whether it is praetieable to  supplement  this
assurance by measores which will give a greater sense of
seeurity to the services, and we propose to- addvess vou
separately on this subject at an carly date. )

*Volume 11, pars. 332,
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9211. Other recommendations.—We accept in principle the

proposals of the Commission in regard to the cstablishment

of provineial Public Service Commissions. There are certain
other matters of less importance on which we shall address
you separately.

RELATIONS WITH THE STATES.

212. The federation of all-India a distant ideal.—The
relations which should obtain between British India and
the Indian States raise difficult questions immediate and
remote, both of which have heen discussed* by the Commis-
sion.  We readily aceept the ideal of an ultimate federation
of all-India. and agree with the Commission that the
Indian States and the provinces of British India preserve
remarkable cultural affinities, and are slowly working out a .
common destiny. We recognize the geographical, economié
and political unity of British India and the States, but we
share the repugnance of the Commission to pronounce dog-
matic conclusions. The ideal which has received general
aceeptance, and which we also aceept, ist ¢‘ some sort of
federal arrangement ’’. Deep-scated difficulties arise from
the heterogeneity of the units to be federally associated, and
from the wide range of matters to be made subjeet to control.

-from a common centre. The Commission remark that- ulii--

maie federation cannot follow any known patfern, and
we donbt whether any advantage is to be derived {from
attempting now tfo sketech the ultimate formn of future
political association between British India and the States.

Federation might possibly be evolved on some such linies
as haye been followed in the Dominions or in federal countries
elesewhere, but we refrain at this stage from following the
Commission into an examination of the methods by which the
end might he reached. The example of Canada has appealed
to them, bu. the Commission go no further than to say that
individual adhesion is a possible method of approach. We
arc ourselves by no means clear that adhesion to the legisla-
ture of British India holds out greater promise than the ex-
pansion_and development of the Council for Greater India,. -
and we hesitate to assnme that the relations existing between
the provinces of British India and the centre -will not neces-
‘'sitate a permanent central legislature for British India, déal-
ing with matters which are of concern to British India alone,
and-to which the States could not appropriately be admitted.
We think that the way should be left open for the continued
existence, if necessary, of the British India legislature for
British India purposes, and for the possible ereation of an

. *Volume II, Part VII,
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all-India legislature in which both th |
vinces would be represented. e States and the pro-

In short, the time has not yet come for a choice fo be
made. A federation of all-India is still a distant id‘(:il axlid
the form which it will take cannot now be decided. The duty
before us at this stage is to assist in arranging the prelimi-
nary sett}_ng and in removing obstacles from a still untrodden
path.  Withont indulging in remote speculation, we think
it more profitavie and necessary to examine the conerete pro-
posals which the Commission make for immediate action.

213. Paramountcy.—W inti

213. —We hav i

cons: Fara e\'-zmiy r ¢ already intimated, in the
; : examination of the structure of the central

eau:uin ¢, our acceptance of the Commission’s suggestion that
t}e exercise of paramountey should no longer be a function

of the Government of India. We propose now to discuss the

suggestion in some detail. .

At the outset we accept the important distinetion made
by the Statutory Commission between the exercise of para-
mountey on the one hand and, on the other, the normal tr‘eflt
ment of matters which arc of common concern to the Stazes-
and to Brl’glsl} India. It is only in respect of the former that

'-the Con_lnnsswn recommend that the Viceroy should be
statutorily vested with the functions now exerecised by the’
Gove_rnment of India ; and the Princes themselves ask for
nothing more. The object of the proposed transfer is not to
change but to perpetuate the present loeation of responsibility
with the agents of the Crown, and the need for it arises partl
from the anticipated increase of the responsibility or respony-
siveness of the Governor General in Council to the British
Indian legislature, and partly from the formulation of
the ideal of a federated India. Whatever legal or constitu-
tional arguments might be advanced to the cobhtrary it is in
practice cssential that the obligations of the CI‘OW‘D’tOW'Il'dS
the Indian States should continue to be discharged throuff‘h an
agent whom the Crown is able fully to control. At the Osar(ne
time, as the Commission point out, it is in the last deeree

. improbable that the States would ever assent to the idea cof a
federal association, whose democratically controlled excentive
could claim to exereise rights of paramountev over them-
solvef. Any invasions or limitations of the autonomv of
the States must come not from the Government of British
India, but from the representative of the British Crown, to
whom alone the Princes admit allegiance. ’

. .

We have anxiously considered whether the object as
defined above could be achieved by any means less drastie
than those advoecated by the TIndian States Committee and
4he Statutory Commission. Our opinion that there is no
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satisfactory alternative is not entirely unanimous. One of
us holds the view that the arrangement, under which the
exercise of paramountey is constitutionally vested in the
Governor General in Council, should not be disturbed, except
1o the extent of providing that those members of the Governor
General’s Council, who may in future be responsible to the
central legislature, should be specifically debarred from
participation in the disposal of such business. In other

. words he eonsiders that, in the event of the introducti.on of
‘dyarchy into the central Government, all matters relating to
.paramountey should , be classified as ¢ reserved ’. If,

however, the central Government is to be unitary, subject to
the reservation of overriding” powers for the Governor
General personally in certain matters, the ecxercise
of paramountcy should, in his view, undoubtedly be a

" matter in which the Governor General should possess such

powers subject only to the control of the Secretary of
State. He {urther considers that, if his views as summarized
above do not meet with acceptance by His Majesty’s Govern-
ment and if members of the Governor General’s Council are
to be relieved of all responsibility in regard to the functions
of paramountey, that responsibility should be vested in the
Governor General rather than in the Vieeroy. In urging
this view (which for reasons explained below the remainder
of us are unable to endorse) he is actuated by the fear that,
if at some future date the offices of ' Vieeroy and Governor
General were to become distinet and to be held by two
sepatate persons, baffling "and undesirable complications
might ensue. His ‘general atfitude towards the whole
question is that the contemplated change “involves a very
drastic separation between British India and the States,
which is calculated to render their eventual fusion more
difficult than would otherwise be the case. .

We realize that this latter view is held in considerably
stronger form in other quarters alse, and that there exists a
suspicion that the vesting of the functions of paramountey
in the Viceroy must, and may even have been expressly
designed to, hamper and delay the progress of India as a
whole towards true autonomy. We doubt, however, whether
Lis suspicion would be dispelled by the adoption of the com-
promise favoured by our colleague. The dyarchic arrange-
ment which he contemplates would be at variance with our
ideas as to the future constitution and functioning of the
Governor General’s Council, and could, at the best, be only a
temporary makeshift which would avoid rather than solve the
essential problem. The alternative proposal that the rights of
-the Princes should be safeguarded by the vesting of over- .
riding powers in the Governor Gencral is open to the objection .

a.
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that it would afford the legislature a constitutional locus

standi in a sphere which, as our colleague himself admits
ought to be reserved for Parliament and the Crown, and would’
create a position with wide possibilities of frietion and mis-
understanding.  Finally, both alternatives would entirely fail

to satisfy the Priness, whose hopes for the future are centred .

in the solution whieh we are advoealing. We consider that
that solition tends to unity rather than to dissidence. Weo re-
gard it, in fact, as by no means inconceivable that the sur-
render of the functions of paramountey to a democratically
controlled Government of India would lead in no short space
of time to open defiance of the latter, and perhaps even to
hostilities. It 'may bhe argned that the Government of India
18 not vet democratically controlled, and that the change
which we are advocating might well he postponed until ‘th?lt

contingeney has  arisen, We would reply that we are -

satisfied that any such delay would he dangerous, The
influence of the legislature upon the central Government is
already sufliciently great to justify the misgivings which the
States. entertain. Nor is any one likely to -argue that they
are mistaken in anticipating that it will rapidly increase.
So long as this constitutional question remains open it will
be a focus of controversy and frietion, and the postponenient
to some future time of a decision which we regard as in-
evitable will only increase the difficully of its eventnal appli-
cation. 1If it is defended and enforeed now on the erounds
which we have described ahove, we trust that publicbopinion
may he brought to realize that it is net =0 comprehenstve or
disturbing a measure as it has been represented in some
quarters to he. In all matters, where British Indian inter-
ests are concerned, British India will, as at present, have
full constitutional opportunities for expressing, Ty

} t o, and, with
due regard {o the rights of the States, enforcing her desires.

And even in affairs internal {o the States there wiil be no-
thing to prevent the Vieercy, if he so wishes, from obiainine
the apinion of his Council in any matters which, b+ reason
of their nature or intrinsie importance, seem to l'eqilil'c
scrutiny {rom the British Indian standpoint.

1t will Le observed  that we have, in  the forecoine
obsqrv:‘.(mn;\. been at  pains to use the term * Vieeroy ’ in
preference fo that of “ Governor (General ’. Tt is, in faet
our cunsidered opinion that the Governor General shn‘uld’
hyo.rmftor be appointed  under  the dual  designation  of
Viceroy  and  Governor General, and that his functions in
regard to the exercise of paramountev should be statutorily
vested in him  under the former designation. ;l‘llc argu-
ments on which this  proposal is  based, thoueh in ‘ )?u't
gentimental, appear to us to be cogent. It is ‘on the 'I}{i‘ng
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.Exﬂperor that the loyalxsentiments of the Indian Princes are

centred, and it ig towards the Vieceroy, as His Majesty’s
representative rather than as the Governor .Geqeral of India,
that they feel that respect and devotion which is so valuable
a factor in our dealings with them.

914. Matters of common concern.—With regard to mat-
ters of common concern the Commission make three definite
proposals, namely, that a list should be prepared of those mat-
ters which are of common concern to the States and to British
India ; that there should be included in the preamble to
anv new Government of India Aect a recital which would put
on record the desire to develop'that closer association between
the Indian States and British India which is the motive foree
behind all discussions of an eventual federal union ; and
that provision be made for the ecreation of a Coun-
ell for Greater India for the purpose of joint consultation on
matters of common concern included in the list.

We support these three suggestions, but make the fol-
lowing general observations. The list of matters of com-
mon concern is to include from the outset thirteen matters
which cover a large portion of the range of the Government
of India. Defence is a noticeable omission, presumably In
accord with the Commission’s recommendations to remove the
administeation of the army from the Government of India, and
{0 constitute a committee on army affairs on whigch the States
might be given representation. The list is to be included in
a schedule to the Act and the matters included in it will
vequire to be brought up for joint deliberation. 'The require-
ment of joint deliberation imposes a restriction upon the free
action of the Government of India, but we take note that the
iist is to be made in consultation and by agreement,

We have no objection to a recital in the preamble which,
merely places on record a desire for closer co-operation in
the fulure. But in the form given to the recital®* in  the
report there is approval of the principle of joint deliberation-
«n matters of common concern at the diseretion of the States.
We conceive that the form of the recital will be determined
by the conclusions reached as to the nature and functions of
the Couneil for Greater India. Representation on the Council
may Dbe regarded as participation in a mutual privilege, but
“the view may be taken that its creation imposes a constitun-

_.tional limitation on the free action of the dovernment of

Rritish ITndia. The implications of the recital proposed by’
the Commission are that while British India is given no dis-
eretion and must submit to discussion of its functions, so far

*Volrme II, para. 236. Lo
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as they fall within the list of matters of common concern, for -
{he States submission is optional. No Indian State need come

within the scheme, unless it so desires.

215. The Council for Greater India.—The provision for
the Council for Greater India is a statutory diseretion in the
Crown {o ercate the Council for purposes of eonsulfation. We
have no particular comments ta make on the suggested com-
position of the Council, or on the proportions proposed

respectively for the representation of the States and of ~

British India. We think it probable, however, that on prac-
tical grounds it might be necessary to increase its total mem-
bership to not less than 60, of whom about 20 might be re-
presentatives of the States. As to the scope of the functions
of the Council, the power given to the Viecrov to.certify
from time fo time such other matters as he may consider
suitable for consideration by the Couneil introduces clasticity,
but the demand might be made from the British India side
that additions to the list should be made only by rule.. We
agree that the functions of the Council should be consulta-
{ive only, but in some respects the consequential proposals®
made by the Commission induce misgiving. Instead of re-
porting {o the central legislature and to the Chamber of
Princes, a more suitable arrangement might be that it should
advise the Viceroy and Governor General. In the second
place we are doubtful whether the Counecil should possess
the aduminisfrative power of appointing committees of in-
vestigation and report. Lastly, since the Couucil is itself to
be eomposed of mixed elements we are not entirelv satisfied
of the need of any provision for meetings of a joint com-
mittee drawn from the Council and from the central
legislature,

These however are matters of detail susceptible of ad-
justment by diseussion.  Tn the meantime we repeat ony gone-
val agreement with the Commission™s suegestions.  We Te-
gard them as a valuable contribution to  current political
thenght on an exceedingly difficult problem, and we trust that
they may attracet support hoth from-the Princes and from the
vepresentatives of British Tndia at the Ronnd Table Confer-
enee.

216, Economic and financial relations.—Before we leave
the problem of relations with the States we take this oppor-
timity to refer to developments outside the recommendations
of the Commission. Tt is well known that for some vears past
the States have been elaiming a share in the enstoms revenue

of the Government of Tndia.  These elaims were presented in
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-considerable detail before the Indian States Committee, which
recommended that an expert committec should be appointed
to enquire into the reasonable claims of the States, or groups
of States, to a share in the customs revenue, as also into any
reasonahle claims under other heads, and at the same time in-
vestigate the adequacy of the contributions of the States to
Imperial burdens. Subsequent to the publication of the re-

. port of the Indian States Committee, the elaim of the States
has developed into something wider and more comprehensive
than a request for a share in the customs revenue of Br1t1sh‘
India. They ask in effect for a survey of the whole field of
their finaneial and economic relations with the Government of
India. . ' :

In-their report® the Indian States Committee rejected
ihe contention of the Princes that the indirect taxation of their
subjects by means of our customs tariff is ulira vires from
the point of view of international law and partakes of the
natw'e of a transit duty. Our own exhanstive examination of
the claims put forward has failed to reveal any ground on
which reliel can be claimed as a matter of right, either under
ireaty obligations or from past practice ; and our broad con-
clusion has been that the question is but one aspect of the
many-sided problem of the political evolution of India and of
the future relations, especially the future financial relations,
between the Government of India and the Indian States. We

- have, Liowever, long been conscious that, from -the point of

view of equity, the operation of the customs tariff has pro-
vided the States, or at any rate some of the most important
among them, with what they believe to be a grievance. There
ix the further consideration that for the reasons anticipated
in Sir Walter Layton’s scheme, the burdens imposed on the
Stales through this indirect taxation of their subjects may
become heavier in the near future. °

¢17. The need for a solution.—Apart however from con-
sideratlions of equity, there are now new arguments of even
greater practical importance which in our view necessitate
an early review of our financial relations with the Indian
States. Tn the first place such a review seems to follow in-
evitably upoy the proposal that the Viceroy and not the
Governor (General in Council should be the sole agent of the
Crown for the exercise of paramountcy over the Slates. If
this proposal is approved British India may maintain that
its own legitimate revenues should not be called upon to
defray the expenses of this new relationship. We anticipate
therefore that it may become necessary to Eave a completely
- separate ‘‘ political *’ budget directly financed, so far as may *
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be found possible, from the contributions of States and their .
subjests, which at present fall to British Indian revenues.
Sccondly, though we are, as we have stated, in full agree.

ment with that portion* of the Statutory Commission’s report
which recommends the ereation of a Couneil for Greater India
for ihe treatment, in a consultative capacity, of matters
of ail-India concern, we think that the consultations of sueh
a Couneil would have much more reality and practical useful-
ness if the States had a definite financial interest in that por-
tion of the agenda which relates to the indircct taxation of
their subjeets. :

The third and most important consideration is that
the nataral and harmonious development of the financial and
ceonomie progranme, saggested by the Statutory Commission
for expanding the vesources of British India, would he much
more cffectively pursued if the co-operation of the States
could be assured. Sir Walter Layton hast cxpressed the
opinion that, if his proposals are to succeed, ¢ some means

must be found of harmonizing financial poliey in the two
sections of the country .

218. The possibilities of conflict.—In our view the require-
ments of the future will demand such a harmony not onlv
in the sphere of finance and taxation, but also in such matters
as legislation affecting  the conditions of industrv. For.
example unless the co-operation of the States can be seeured,
there is a real danger that thie absenee of restrictive Factory
Acts may attract industries to the Indian States to the dotri-
ment of British India.  [u the sphere of finance and taxation
the need for wiformity of practice between British India
and the States is hecoming inereasingly important. There is
the obvious case of the income-ay, in regard to which a dis-
parity of rates may lead o a removal of business from British
India, a danger which hecomes greater as the rates of incowme-
tax: nerease. Ngain the development  of ports in certain
maritime States has raised questions, which coneern not only
our sea (-n.stnms revenues bat also the conflieting interests
of traders in various parts of India. In so far as the customs
revenunes arve concerned,  we  have  taken such {l('ii;)l‘ as
appeared {o us necessary and justifiable for the protection of
«l»n'r interests, but sueh measures cannot fail to he attended

0 tr?(‘hnn. controversy, and administrative inconvenienee
and we should greatly prefer an agreed settlement, whi };
would remove all obsiacles to the natural and harmoni N
development of Tndia’s  communications -by .sea and 1:1(1)11(]1S
Lastly, if wo are in future to develop onr finaneial resourcet;
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by resort to new all-Tndia excises of the nature conten_1p}ated
by Sir Walter Layton, the co-operation of the States will be
cssential. This need can be casily established by a single
illustration. If the manufacture of matches were to be per-
mitted without excise restrictions in State territory, the con-
sumption of untaxed matches in British India on a very large

seale would inevitably follow, and no system of customs

barriers could he developed on a sufficiently wide scale atl a

~sufficiently reasonable cost 1o prevent that consequence.

-, 919, An economic union.—We have given this brief state-
ment of an inipending problem in order {o indicate that, when
discussion turns on ways and means {o bring about an asso-
ciation belween British India and the Sfates, the matters at
issue are not academie. Important practical considerations
are involved. The financial and cconomic issues already
raised between {he two component parts of Greater India”
necessitate ecarly solution. "We do not elaim to have formed
decided views. The whole question must inevitably be con-
sidered at the Round Table Conference, when representatives
of the States and of British India will have equal oppor-
tunities of expressing themselves. We ean at this stage do
little more than put forward certain prineiples which appear -
to us likely to govern the case. . .

In the first place, there can be no diminution hy the
Government of their right to levy and retain customs duties
on all goods imported at British India ports, even though
destined for consumption in Indian States. DBut the Govern-
ment of India can in our opinion properly agree to review the
position on equitable grounds, for the reason that the customs
revenue and import duties have in recent years come to bear
a substantially different significance to that which they.hore
when the original treaties and arrangements with the States
were settled. :

Secondly, if consent he given to take into account con-
siderations of equity in a review of the customs situation, it
should be counterbalanced by a simultaneous review of the
position as regards the States’ contributidn to the cost of

.defence and of other Imperial services, which relieve the

States of expenditure or contribute directly or indirectly to
their benefit. Financial investigations would therefore cover
the whole field of claims by the States against British India
revenues, and counterbalancing claims by British India
against the States. .

“When the accounts of both sides have been drawn up,
some States may be found to have a credit balance ; others
may be found to be making less than a proportionate contri-
bation to Imperial burdens. Far this reason, no financial,

- g
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settlement should be made with individual States that does
not have regard to the entire account. Each settlement must
be an integral part of a general settlement between British
India and the States as a whole. Further, before any finaneial
settlement be entered into, the States concerned should bind
themselves to the adoption of a policy uniform with British
India, in regard to such matters as commereial and industrial
legislation, the level of their excise duties, and the rate of
their income-tax. The proceeds of such uniform taxation,
including customs duties eollected by maritime States at their
ports, should be credited into a common pool with a view to
its ultimate distribution on such equitable principle as may
he agreed upon, and there should be full facilities for nspee-
tion by an all-India inspectorate staff, in the recruitment and
control of which the States would have a share.

In no case would retrospective effect be given to auy
financial settlement or part thereof.

220. A settlement by agreement.—We set out these broad
principles for general consideration. We recognize that con-
troversial issues are raised, but the problem is pressing, aud
it is essential that such solution as may be recached should
_carry conviction on both sides, in the States and in British
India, that the interests of meither have been ignored or
sacrificed. It seems to us that the best occasion for veaching
an agreement satisfying this condition will be afforded by
the forthcoming Round Table Conference, and we recommend
that every advantage should be taken of the opportunity. 1If
there were to be complete agreement as regards principles, it
would remain only in the case of cach State to translate those
principles into terms of a financial settlement. A second-
alfernative, the possibility of which we do not cxclude,
would be an agreement between the representatives of the
States on the one side and of British India on the otler, that
the whole question of the future financial and cconomic
relations should be referred to an arbitral tribunal, whose
decision would be accepted as binding on both parties.

THE HOME GOVERNMENT.

221. The executive authority of the Secretary of State.—
In an ecarlier portion of this despatch we have described the
constitutional importance attaching to the recommendation
made by the Indian Statutory Commission that the members
of the central Cabinet should be appointed by the Governor
General. We have sought to show in what way such an
arrangement will affect the relations of the exceutive with
the legislature, and to suggest how the recommendations
of the Indian Statutory Commission might be developed
into a working partnership in administration in India. When

- 199 -

we proceed to consider more closely how a central Cabinet
resting on such a basis should be related to authorily
Ilngland, we think that the general tenor of the recom-
mendations of the Indian Statutory Commission involves
that the Secretary of State shall in future exereise over the
Government of India only a power of superintendence, direc-
tion and control. We consider it of some imporiance to
place beyond possibility of doubt a position which to sume
minds may appear obvious, for the ‘‘ doctrine of agency

has at times been strongly pressed. In earlier years this doo-
trine encouraged a tendency to bhring the Viceroy mto the

same relation to the Secreiary of State as that in which an

Ambassador or Minister at a forcign court stands to the
Secretary of State for Foreign Affairs, and it was relied upon
by Lord Morley in asserting for the Scerctary of State the
extreme power of giving direet orders to cvery officer in I 1‘1(113
fiom the Governor General to the humblest servant of Gov-
ernment in the districts.

‘In future, according to the.vecommendations of the
Indiau Statutory Commission, the power to appoint the wem-
bers of his Cabinet, alike in provinces and at the centre,
would rest with the head of the administration. This ap-
pears to involve that.the Governor General and Governors
would conduet the administration with advice from members
of their Cabinets and under the control, greater or less, of
the Crown. Provincial Cabinets would, save for the over-
riding powers of Governors, and a limited superintendence.
from the centre, be subject only to ,con"cx})l by provx.ncxa,l’
legislatures. As regards the centre, ¢ *the-executive

. say the Commission, ‘¢ willto an increasing degree be

responsive to the will of the federal representatives’.
Such an arrangement in our view would seem to
preclude the retention by the Secretary of State of a primavy
power of administration devolved upon him from the Crown.
The future constitutional position in the presence of execu-
tive Governments so constituted would naturally be that
the hdininistration would become vested in Qle Crown,
and exercisable at the centre by the Governor General and
in provinces by the Governor, but subject to such qupermteml— .
ente and control on behalf of the Crown as might in each case

be found appropriate. The scope of the authority of the Sec-
retary of State would then be two-fold. First, he would be
the adviser of the Crown, or, if devolution were made to him,
the first exeentive authority for matters removed from the
jurisdiction of the Government of India. For instance, the
original authority for the making of treaties, the exercise of
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paramountey, the contraction of loans of particular kinds, and
the recruitment of certain services might vest in the Secre-
tary of State. But his duties of this nature would be limitled
to the particular matters, specifically removed from the gene-
ral devolution of anthority from the Crown to the Governor
Generai or the Governor. Seccond, the Seeretary of State
would exereise powers of superintendence, direction and eou-
trol over heads-of administrations, corresponding to the obli-
gations laid upon them.

222. The Secretary of State’s powers of superintendence;
direction and control—\e have already explained how our
conviction of the necessity for a partnership between Britain
and India has led Gis to the conclusion that Parliament shculd
cousent to specify the purposes for which alone it will assert
its authority in the administration of India. We are accord-
ingly unable to accept what we take to be implicit in  the
"reeovmmcendations of  the Indian Statutory Commission,
namely, that the Governor General in Counecil must Inx toims
continue to be subjeet to the undefined control of the Secre-
tary of State, but that in practice the intervention of the
Secretary of State should depend very largely upon the atti-
tude of Parliament. In regard to provincial administration

we agree that 14 it should no longer be-open to the Seervetary.

of State to issue orders on matters which are of no concern
oatside the provinee itself, other than the limited eclass in
regard to which special powers are reserved to the
Governor 7% We agree also that at the centre the personal
powers of the Governor General should he placed under-the
unrestricted control of the Crown. But it is implicit in our
recommendation for a specification of the purposes of
Parliament that both the Governor General’s special powers,
and also the Seeretary of State’s powers of superintendence,
direction and control, should have no other extension than
these purposes.

. 223. The power of appropriation—The disposition of
exeeutive authority, which we have just suggested, has its
natural parallel in the field of finance. It implies a corres-
ponding disposition of powers of appropriation. At present
the revenues of India vest in the Crown. In theory all appro-
prialion is subject to the control of the Secretary of State
in Council and requires the concurrence of the Conncil of
India. But rule and practice have brought about a wide de-
parture from the theoretical position. In regard to voted
cxpenditure the power of appropriation has passed to the
legislatures in India and to the Governors and the Governor
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General, and in regard to non-voted expenditure is exereised
by the Governments in India. Provineial Governments, in
consequence of the devolution of authority and the allocation
of revenues made to them, do not require the previous sanc-
tion of the Secretary of State or of the Council of India
before approaching their legislative councils for voted supply,
or appropriating moneys for non-voted expenditure. The
Government of India, however, are required to submit their
annual proposals for appropriation for the previous sanetion
of the Sceretary of State and the Council of India, receiving
for non-voted expenditure authority to make the necessary
appropriation, and for voted expenditure what is, in effect,
permission to oblain what supply they can “from the

- Assembly. This position we regard as administratively

neither necessary nor convenient. If the Governor General
is to be made by statute primarily responsible for His Majes-

‘ty’s Government in India wilth adviee from members of a

Cabinet which he Will himself seleet, the power of appropria-
tion should in the first instance and by stafute lic with bim and
his legislature. This necessity will be the more apparent if
Parliament accept the propriely and wisdom of defining the
purposes for which it will control the Government of India.
For if the interest of the Sceretary of State is limited to the

“fulfilment of these purposes, it would scem unnececessary that

he should concern himself with the details of the Indian
budget, or that the whole aunual scheme of Indian finance
should be subjected to close and meticulous control.

224. Method of specification of the powers of the Secre-
tary of State.—\We have already described in this despatch
certain purposes which Parliament will be inferesied to
sccure. -~ It is not possible in the circumstances in which this
despatch is written to explore the whole field. "The formu-
lation of precise and exhaustive prescriptions is a matter to -
be undertaken at greater leisure. Bat our conception of
partnership demands that Parliamentary purposes should
be capable of definition. Our argument would, therefore,
be 1mmcomplete if we did not show that, as we consider desir-
able, specification of the functions of the Secretary of State
is likely to prove feasible, and if we gave no indication of
lines on which it might proceed. We gather that the 1ndian

_ Statutory Commission, although like ourselves they were

unable to pursue a detailed enquiry, regarded it as not bm-
possible that such a definition should be made. For thoy
make the following remarks: **‘ It may be that fields of
administration can he mapped out, in which it can be said
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with confidence that no question will arise upon which His
Majesty’s Government would feel hound to reserve to itself
the final decision, notwithstanding the agreement of the Gov-
ernment of India and the Indian legislature. We cannot
ourselves suggest one and are, therefore, unable to recom-
mend any extension of the principles of the ¢ fiscal conven-
tion’”’.  We onrselves approach the problem from a some-
what different angle, having regard rather to general pur-
poses, which must be secured by Parliament in whatever field
of administration they arise, than to particular subjecets
which can be made immune from or liable to Parliamentary
intervention, But we recognize that a demarcation wkicl
sceks to give to Indian administration the fullest reasonable
degree of freedom from external control, must, even if it
starts from broad principles, descend to the consideration of
particular functions. The distinction will be perhaps more

clear if we consider the methods by which the necessary-

specification could he made. Three methods have suggested
themselves to us, namely positive enactment, statutory rules,
and some form of deelaration, possibly made by the Secretary
of State and aceepted by Parliament.  The method of positive
cnactment appears to us to be unsuitable, because our aim is
to define the purposes of intervention in such a way that they

may be capable of changing as circumstances permit in the -

direction of greater freedom in the Government of India.
The method of declaration may be appropriate for purposes
of illustration, and in ovder to set forth the ‘spirit which will
animale ihe operation of formal provisions. But we swounld
not expeet it by itself to prove sufficient, for the differen-
tiation which we scek must, we anticipate, be placed ulti-

mately on a statutory basis, if Indian opinion is to have ude-
quate assurance. Such a basis might, as in the past, be
found in statutory rules. We do not contemplate that these
rules would effect a tripartite classification of subjects,
adding to the existing classification of funections as central
and pxovmcnl a third category of Parliamentary subjects.
The existing classification proceeds from the assumption that
all funetions of government, with certain exceptions, are
exercised by authorities in India, and arranges these fune-
tions in contml and provineial compartments. What e
would seek to do ig, while respeeting that almost exhaustive
allocation of functions to authority in India, to define the
objects for which Parliamentary intervention in central
administration may be practised, whatever function of
government may be concerned. Tt would seem to follow that
an appropriate method of specification would be to draw the
statutory rules in a broad and general form with reference to
the purposes of intervention, and if it were found necessary
fo bring them into close relation to the classified functions of
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government to amplify the rules by some -subsidiary declara-
tion, illustrating or it might be limiting the application of the
several rules to the several functions.

225. Statutory rules.—A precedent for what we seek may
he found in the existing rules under section 19A of the Gov-
erument of India Aect, 1elax1n" the powers of the- Sscretary
of State to control the admlmstratlon of transferred subjects
in provinces. These rules are broad definitions of certain
purposes of control, and, so far as we are aware, their trans-
lation into detailed practice has been attended with little diffi-

.culty. In the central field, however, which we are now con-

sidering, the purposes to be sccured are more important and
more l)f'l\*ﬂbl\'e of the administration. We have given such
consideration as time permltted to an exploration of the
grotind to be covered, and in the portions of this despatch
- dealing with central ﬁnance and with commerce we have
explained in some detail the views which we entertain. We
arc not, however, in a position to draft the rules which we
would chard as suitable. We can at present do no more
than suggest categories of interests in the hope that our
object at this stage, namely, to show that speecificalion 1is
likely to prove feasible, will be thereby attained. Tu that
end, and with a desire to assist the fuller investigation
which we recommend, we suggest the following :—

(1) the administration of subjects entrusted to the
SQeeretary of State ; .

(2) the defence of Inidia against external aggression ;

(3) Imperial interests including foreign affairs ;

(4) questions arising between India and other parts of
the British Empire ;

(5) international obligations, or any vbligation arising
from an arrangement within the Empire, to
which India is a party, or which is otherwise .
binding upon India :

(6) the conditions of internal sccurity ;

(7) the financial stability and credit of India, and the
fulfilment of. existing obligations ;

(8) the protection of minorities ;

(9) the avoidance of unfair economic and commereial
discrimination ;. -

(10) the rights of services recruited by the Secretnry
of State ;

(11) the mamtenance of the constitution. o
226. Interpretation of the rules.—What degree of.

elaborahon the necessary rules would require in order to cor- .

Y



204

relate them to particular subjects would to some extent
depend on the assurances which particular interests such as
minorities and established commerce and industry might
reasonably require, and on the extent to which in practice it
might be found desirable to have z more detailed exposition
of Parliamentary control. We ourselves would prefer that
Just as the rules under seetion 19A were in provinees {rans-
lated into administrative praetice without difficulty, so the
broad rules we propoese for the centre should be leff to their
natural operation without any formal claboration. But if
such elaborution were fonud necessary, for instance, in the
fields of finance and of commneree, we think that a methol
of description and illustration would be appropriate. We
would deprecate anything of the nature of codification, for it
would in our view be unfortunate if any document in ekabo-
ration of the rules came 1o be looked upon as a digest of
powers which ordinar

continuance of eontrol is best laid 0
rules broadly expressed, and by
definition, should sueh he

pen by stopping short at
giving to any subsidiary
necessary, a permissive form, -
Y s

227. The Council of India as an inde
Its financial veto.—If we have succee
true constitutional position that autliority of administration
and appropriation may he direetly devolved upon the Governor
General, and that the Sceerelary of State would then oceupy a
position from which he may  exercise specified control, it
remains to enquive whether {here ig room for a third statu-
tory independent  authority, There is a strong body of
opinion in India which regards the Counedl of India ag super-
fluous, or even as an obstacle to political advance. Those
who hold these views might faivly maintain that the prin-
ciples on which our proposals are hased preelude the reten-
tion of the Council, Ior, they would argue, where Parlia-
mentary purposcs were involved the Council of India would
be out of place, and where they were not involved, it wenld

not be necessary, sinee the Indian legislature would be in 2
position to protect itself,

pendent authority.—
ded in cstablishing the

The functions of the Council fall into two elasses. It
tenders adviee (o the Sceretary of State. In certain matters
it grants or withholds assent without which action cannot be
taken.  We shall deal presently with the Council of Indin as
an advisory hody. For the moment we are concerned with
its position as an authority independent of Parliament and the
Govermuent of India, exereising a veto over expenditure and
over variations in conditions of service. Wo agree with the
Indian Statutory Commission in considering the financial® -
veto of the Council to be of moment only in regard to non-

»

ily must be excreised.  The road to dis-
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and of His Majesty’s Government. We would prefer a method
wherchy the Seeretary of State in these matters was statu-
torily required to consult a body coniaining those wko had
recent experience of service conditions in India and recog-
nized a convention that their advice would not ordinarily be
disregarded. For these reasons, if the alternative suggestions
which we have made prove to be capable of adoption, we are
prepared to sce the disappearance of the Council as a body
independent of Parliament and the legislatures in India.

229. The Council as an advisory body.—As an advisory
body the Coureil of India has appeared to many observers
to be somewhat ineffective, and to others to encourage a ten-
deney to do over again at Whitehall work which has been
done in India in eloser relations to actual conditions. "The
Seeretary of State is under no obligation to convene the
Council oftener than onee a month, to attend its meetings or
to aceept its advice, and it is generally believed that succes-
sive Secretaries of State have in very unequal degree avail-
ed themselves of the assistance which the Council is able to
afford. If, as we hope, Parliament is prepared to specify
the puwrposes of its intervention, the Seecretary of State will
require adviee in a more limited range of subjects than in
the past, and it is possible that the advice which he would
require will not always-dmply the need for Indian experience.
He will eontinue to stand in need of advice in military mat-
ters. Iiqually important is the advice which he should
receive in regard to finance. We have already indicated that
on service matters he should have recent experience of ser-
vice conditions in Tndia upon which he would call. We are
not, however, convineed that the need for advice will justify
statutory provision for a corporate hody of advisers, and we -
would indeed be inclined to think that the financial advice
should be ebtained from a special committee smaller than the
Council, and composed exclusively of persons in close contaet
with the practical finanee of the day. But the method by
which the Seeretary of State may obtain advice is not a
matter with which we are primarily concerned, and we would
here only stress the necessity that he should have suitable
expert advisers in regard to serviees, finance, and military

problems, and that their experience, when it is. Indian, should
be recent.

L

GENKRAL RESULTS.

230. British India a political entity.—So much by way of
detailed eriticism and rececommendation the time at our dis-
posal has permitted and our duty has seemed to us to require.
In_another portion of this despatch we have set out the
principles which in our view should govern advance, We
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have accepted the principles of a growing constitution
and of an ultimate federation of all-India, and we have in
various places deseribed our proposals for a partnership be-

tween India and Great Britain in the administration of British .

India. Observing scrupulously the pronouncements which
have in the past been made on behalf of Parhamgnt in regard
to the nature and pace of reform, and endeavouring to appre-
ciate and pay due respeet to Indian desires, we have never-
theless adopted no rigid mould into which the new constitu-
tion of India shounld be forced. At the outset we described
the demand of Indian public opinion in relation to the an-
nouncement made by His Kxeellency the Viceroy and Governor
General on the 31st October 1929 declaring the attainment of
dominion status to be ¢ the natural issue of India’s consti-

_tutional progress’’, and recorded our opinion that the

broadest reasons of Imperial poliey rendered it imperative to

"spare no cfforts, and even to take some risks, in order to

arrive at a constitutional solution which might carry the
substantial assent of reasonable Indian thought.

The recommendations of the Indian Statutory Comwmis-
sion as to the provincial constitutions, with which in general
we agree, represent a  generous response to the popular
demand for provincial autonomy. They contain within them-
selves the means of increasing adaptation to local circum-
stances, and to the wishes of, those who will be charged with
the task ‘of working the constitution that the Commission
have outlined. Our proposals, for the centre,-in amplifica-
tion of the plan put forward in the Commission, have becen
designed with a double purpose. On the one hand we have
sought to examine the means by which the relations between
executive and legislature can be established on a basis which
offers a reasonable chance of harmony in working. On the
other we have cndeavoured to point the way to action that
may now be taken to place upon the constitution the first,
but definite, impress of doniinion $tatus. If we read history

- aright, it is exactly in this way that each and all of the

Dominions have aftained to constitutional nationhood.

Accepting the recormmendations of the Commission that
the members of the central Cabinet should be appointed by the
Governor General, we have drawn what appeared to us the
consequential inference that the exercise of the funections for
the Gdvernment of India, which reside in the Crown, shouald
be directly devolved mpon the (overnor Gencral, and that
therewith should go the power to appropriate the revenues of
India. We think it right to state clearly that if this
were done the Government of India would no longer merely
he the agent of the Secrctary of State. For the first time it

would possess a distinet individuality, It wounld, it is tfu’o,j:f'
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be within specified limits under the control of His Majesty’s
Government, but it is of the essence of our proposals that
that control should be of such a nature as to establish partner-
ship in place of subordination. The Government of India
would then be a distinet entity, eapable of acting in domestic
matters on its own initiative and, within the ambit of its un-
controlled powers, free to pursue its own policy. Vis-g-vis
the Dominions and foreign countries, it would ocen v the
new position which growing freedom ‘in the econduet of
external affairs would connote. That it would not be an
cutirely independent (Government is due to circumstauces,
internal and external to India, which are generally familiar
and which invest the problem with such peculiar difficulty.
But while we are bound to suggest means by which provision
can Le made for the period of transition whieh must élapse:
before the eomplete fulfilment of British purpose, as declared
in the announcements made on behalf of His Majesty’s

Government, we would set no artificial or statutory barrier -

to the natural evolution we desire to sce. We believe that
the greater part of Indian opinion will be ready to recognize
the special interests of Parliament, provided that Great
Britain on her side is prepared by action to show that she

does not falter in her desire to invest India with the con-.

stitutional status that she secks, and that her political
development appears to us to justify.  We would accordingly
hope that if our suggestions are placed at the disposal of
the Conference, they may be of some assistance to those
on whom will rest a heavy responsibility, and the result of
whose Tabours all who can measure the  jssues that are
involved will anxiousl await.

We have the honour to be,
S,
Your most obedient, humble servants,
(Sd.) IRWIN.
” W. R. BIRDWOOD.
»” G. RAINY.
" J. CRERAR.
»  GEORGE SCHUSTER.
” B. L. MITTER. .
” FAZL-J-HUSAIN.
»- J. W.BHORE,
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APPENDIX 1.

NoTE py THE CENTRAL BOARD oF REVENUE ON cusToMs (vide PARA. 201
oF Vor. I1 oF THE REPORT OF THE INDIAN STATUTORY COMMISSION ).

Revenue Prospects (Cu.stoms).

Paragraph 251 of Volume II of the report purports to deal with |
eentral revenues in general, but, apart from a Pass;ng rgfcx'c'nce to
growing income-tax receipts, Sir Walter Layton’s discussion 18 gog-
fined to the eustoms revenue. In this paragraph he makes no defi-
nite estimate of its future growth, but in paragraph 283 (page 252)
Lie ¢stimates an anmual expansion’ of § crore, on the assumption th;ﬁ
Burma will be separated, and that import duty at existing rates wi
be charged on imports from Burma. We propose to discuss para-
graph 251, first of all, without reference to the effect of separation.

2. Sir Walter Layton begins by referring to tl}e effegt ?f mon-
soon failures on the revenue. He then refers to certain projects which
should have a stimulating eflect. He quotes certain figures exqmph-
fying recent growth of trade, and deduces that expansion will be
more rapid in the future. He sounds a note of warning as regards

- the existing tariff which he thinks may be above the point of “ dimi-

nishing returns ’’ on some articles, and refers finally to the depress-
ing effect of high protcetive tariffs on the revenue. We propose to
eonsider :— ’

(i) How far the ficures which Sir Walter Layton quotes are

reliable.

- 1 ]

(1) How far- the conclusions which he draws. from these
ficures and from other considerations are justified.

(1) To what items we cau reasonably look for expansion, and
to what extent.

(sv) What factors are likely to interfere with normal growth.

We propose to deal with the advisability of reducing some of our
" ratés of duty in a separate note.

. The only figures Sir Walter Layton has quoted in support of
his v%ews are those at the foot of page 221, which are taken from the

Réview of the Trade of India for 1928-29 published by the Director
- ) ‘)

LY
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Qeneral of Commereial Intelligence. The table from which he quotes

i the following :— (In erores of Rupees.}

1013-] 1920~] 1921-| 1922-| 1923~} 1924-] 1925-| 1926~y 1927-| 1928~
_ 14. 21. 22. 23. 24. 23. 26. 217. 28, 29.

Imports .. 183 142 124 138 { - 120 | 137 143 | 158 181 190

Exports .. | 244 172 182 | 214 | 240 | 250 | 246 | 228 | 248 | 260

Total tradein | 427 | 314 | 306 | 332 | 3860 | 387 { 389 | 334 | 420 430
merchandise,
excluding re-
exports.

In this table the value of imports (and exports) for each year is ex-
pressed on the basis of the declared values for goods under the same
head for 1913-14, so that the table compares the volume of trade in-
stead of its total value. It would be a very laborious task to attempt
to check ail the Dircetor General’s figures, which only purport to be
rough approximations, but we have worked out, independently, esti-
mates for the 1923-24 and 1928-29 imports based on 1913-14 prieces.
The method we have adopted is to divide the Trade Returns into two
sets of heads : : ,
(a) Those for which quantities are recorded for all three years
1913-14, 1923-24, and 1928-29 ;

(D) ehe™ | valucs b the 191314 basis for sach important

ave caleuluted values on the 3- asts for each imporian
}ngh?m?k‘cr (a) for each of the years 1923-24) and 1928-29, and have
then eompared the resultant totals for (a) with the actual recorded

values and roduced the actual totals under (b) in the same ratio.
4. The following table compares the results of our calculations
with the Director General’s figures :—

A .
—_— 1013-14. 1023.24, | 1928-2¢,
Crores. Crorea. Crorea,
(a) . e 128 158 164 -
(b) .. P IS 35 70 . 89
Actuals .. .-
Totsl .. 183 228 253
{7 .. . 125 84 7
L(b) .. . 55 R 33 64
Results on 1913-14 basis <
L Total . 183 1 122 181
Director General's results on 1913.14 basis . 183 120 ) 190

Thesc results, reached independently and possibly by different

" methods, are in sufficiently closc agreement to justify reliance on the

Director General’s figures to the extent that we may assume (a)
that the volume of trade has inereased since 1923-24 by about 50 per
cent. to approximately pre-war level, (b) that the rise in these six
Years was continuous, and (¢} that it was most rapid between 1926-27,
and 1927-28. .

5. The existing projects which Sir Walter Layton considers will
provide an additional stimulus to the import trade are, (a) irrigation
schemes, (b) railway extensions, (¢) road improvements and exten-
sions, and (d) construction of harbours. In the present state of
‘world-markets, with almost universal over-production of agricultural

.- products and very low prices, it seetus doubtful whether the bringing

of additional arcas under cultivation is likely to make for any great
improvement in the import trade. The value of India’s exports of
** Graim, pulse, and flour ’’ has fallen from 65 crores in 1924-25 to
34 crores in 1928-29. In fact if we take netf values (.e., after deduct-
ing the value of imported grain) there was a difference of no less
than 41 erores. With this difficulty in marketing it seems highly un-
likely- that increased production of grain in India will stimulate im-
ports. The demand for Indian cotton or oil-seeds has shown no ten-
dency to increase in recent years, and everything seems to point to a
long series of lean years for countries whose exports are mainly agri-
cultural.

6. We understand that the present railway programme is normal.
That is to say that it must be treated as one of the ordinary factors
in the growth of trade, and not likely to be any more effective in the
next ten years than in the past ten. It does not constitute a reason
for anticipating a more rapid growth than in the immediate past.
Road improvements and extensions will necessarily have a direct effest
on our revente from ears, tyres, and petrol, but improved internal
transport facilities can do little to stimulate trade so long as the
external demand for agricultural produets remains weak. The con- -
struction of new harbours should have a slightly stimulating effect,
but it must not be forgotten that they will very largely be sharing in
the trade of existing harbours at the outset.

7. We now turn to the inferences to be drawn from the figures
which Sir Walter Layton has quoted from the Review of the Trade of
India (paragraph 4 above). He assumes without further investiga-
tion that the volume of trade will continue to grow, and ignores cer-

" tair very important considerations. The first of these is that it is

only the revenue from specific duties which is directly proportional to
the volume of trade. For ad valorem duties we have to look to the
value and not to the volume. We have also to remember that our
import trade includes a large proportion of duty-free goods. We pro-
ceed to examine our import revenue in more detail, and for this pur-
pose we propose to omit— :

(a) Salf, . .
(b) Government Stores,

(e) Kerosene and Petrol.
r2
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.

Our reasons for excluding kerosene and petrol are that it is useless
te consider the import, and excise duties separately. We shall, there- -
fore, deal with them together in a later paragraph.-

8. In the followi;lg table we show how our revenue was derived
m 1923-24, and 1929-30. :
1923-24. 1929-390.

° Lakbs. Lakhs.
Duty on Government stores . .. . b5 57
Duty on kerosene and petrol .. . 114 181
Specific duties (revenue) .. .. . 783 1,422
Specific duties (protective) .. . 247 241
Ad valorem duties .. .. .. 1,979 2,194
Total import duties (excluding salt) .. 3,178 4,092

It is instruetive to compare this table with the following table which -

shows the values under the various groups :(— _
1923-24. 1929-30.

Lakhs. Lakhs.
Government, stores . o .. 957 891
Kerosene and petrol e .e . 442 618
Goods liable to apecific dutics .. .. 3,654 1,012
Free goouds .. .. .. .. 2,829 3.439
Goods liable to ed wilorem dutics .., .. 15,696 15,877
Total .. .. . . .. 23,608 24,837
9. The inerease of 639 Jakhs in specitic duties (revenue) is un-

doubtedly dute almest entirely tothe fall in prices. Sugar alone has
contributed 537 lakhs towards this figure, tobacco is responsible for a
farther 60 lakhs, and Hguor for 28 lakhs.  Sugar has reached a very
low price-level and has recently been subjected to an additional duty.
A substantial portion of the increcase wunder tobacco is due to the
raising of the rate on unmanunfactured tobacco. At the old rate the
1929-30 revenue would have been 35 lakhs less. Prices have fallen
considerably and @re not likely to fall much more, so that we eannot
look for much additional revenue under this head. In any case the
tobaceo revenue will have to be considered in eonjunction with the
tobaceo excise, if introdueed. There has been no steady rise in the
liquor duties. The following are the figures for the last eight

years :—

Lakhs.
1022.03 235
1923-24 ) 296
1924.25 .. .. .. .. 250
1925-26 o . .. .. 254
1026.27 . . .. 261
102795 . .. . 256
1925.29 .. .. . . 232

1929-30 .. . .- .- 238
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The additional indirect taxation on liquors imposed by the provimces
has served and will continue to serve to prevent any substantial im-
crease under this head. It cannot, therefore, be said that receut
figures suggest any substantial improvement in our revenue from
specific duties. The newer specific protective duties will no doubt
secure additional revenue at first, but eventually they are bound te
lead to a reduction, if the protection achieves its aim.

10. It is very significant to note that, although ad valorem duties.
have increased by nearly 12 per cent., the value of the goods on which
they are assessed has only risen by a little more than one per cent.

- This reflects the reduction in the trades in cotton yarn and piece-

goods on which rates of duty were low, and a corresponding increase
in other trades, particularly motor vehicles. Nearly half the increase
in the revenue from ad valorem duties is accounted for by the trade
in motor vehicles and accessories. We shall revert to this point later,
We will merely emphasize here that in 1929-30, apart from motor-
vehicles and tyres, India has actually spent less on imported goods
assessed ad valorem than in 1923-24. The small inerease in the
revenue is due to the change in distribution among commodities, a
tendency which is not likely to develop much further. The figures,
therefore, give no ground for anticipating a steady inerease in the
future. .

11. It secms to us that in order to make any forecast for the
future, on the basis of past experience, what we have to look to is the
amount of wealth that has been available for the purchase of imported
commodities, that is to sdy the total duty-paid value of imported
goods. In the following table are displayed figures for ten years
which we consider highly significant. They include all merchandise:
except Government stores and treasure.

. . ‘alue Duty Total

Crores. crores. orores.
192021 .. 333 : 23 356
192122 .. 265 28 203
1922-23 .. 231 34 265 '
1923-24 .. 227 32 259 '
192425 .. 215 - 38 ¢ 283 ‘
192526 .. 226 38 264 .
1926-27 .. 230 39 269 '
1927.28 .. 248 39 287
192829 .. 252 41 293
1929-30 239 41 280

It cannot be said that these figures contain any evidence of a steady
rise in purchasing power. Nor do the figures for our export trade *
furnish any very.great encouragement. For the last seven years ihe
volume of the export trade has remained at about pre-war level (ses
table in paragraph 3}, and the total value'of exports has fallen. from
849 crores in 1923-24, and 335 in 1924-250 330 in 1928-29, and 311 in

1929-30.
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12. We have examinea the returns earefully to sce if there are
‘any trades, particulariy trades of recent growth, which hold cut pro-
mise of continued and specially rapid inerease. Our revenue from
einematograph films is still only 5 lakls annually and its growth has
been retarded by thie inereasing proportion of films made in India,
The only promising trade of any magnitude is the trade in motor
vehieles, aceessories, and fuel.  OQur revenue from these trades is dis-
played in the following statement :—

(1n lakhs of Rapeea.)

_— 1923-24, 11924-25, [1925-26. |:1926-27. {1927-23. [1923-29. |1529-36,

Rs. Rs. ¢ Rs. Ra. Ra. Bas. Rs.

Motor* vehicles .. 78 85 . 118 123 1124 135 131

Tyres .. . 29 28 46 39 301 33 37

Petrol (exciso) .. 65 79 7 91 121 155 |. 283

Petrol (customs) .. .. .. .. .. | ‘e N 16

Total (motor trades) 172 192 241 258 263 323 468
Less one-thixd of pet- )

rol duties credited
to the road-fund . .. .. -~ .. .. 99
| Net .. . .. .. . . . 367

13, Chauges in the rates of duty, fulling prices, ‘and the erection
of assembly plants in Bembay tend to disguise the real growth of the
trades. The fizures for tyres, moreover, are aifccted by the much
greater durahility of tyres produced during the past three or four
years. The consumption of petrol is the fairest indication of the
growth of these trades. The rate of duty was lowered from six annss
to four annas from 1925-26, and again raised to six snuas from 1929-
N0, At the four anna  rate the revenus from vprtrol would have
been— *

Lakhs, Per ontage

increase.
1023-24 .. .. A . .-
1921-25 .. .. .. a3 20
1915-26 .. .. .. 77 H
1926-27 .. .. .. 96 25
102728 .. .. o121 26
1625-29 .- . .. 153 . 28
192950 . BN .. 199 23

* Thosn figures are approximate. The Revenue Retnrns do not separate motor
vehiclea and accessaries assessable at 159, from other vehicles and accessories similerly
wasessed. 'The Trade Retnrns, on the other hand, lomp togather all motor accéssories
whether asseesed at 152 or at 209,

+ Duty redaced from 30 to £0%,. ~

, % Duty on pneursatic $yres redaced t o 15%,. Previona figores for pneumstic tyres
enlr, o

Ziy
These figures suggest an inerease of 28 per cent. in the petrol revenue
annually. -

14. If we take the 1929-30 nett petrol revenue at 2 crores, the
figures for the next ten years at this rate of increase would be—

Iakhs.
1930-31 .. .. 256
1931-32 .. . .. 328
1932-33 .. . .. .. 418
1933-34 . . . .. 534
1934-35 .. L .. 680
1935-36 . .. .. .. 8538
193637 .. . .. 1,080
1937.38 . . con .. 1382
1038-39 .. .. .. .. 1,970
1939.40 .. .. . 2,260

. .. t.e., plus 2,060
with half these amounts accruing annually to the road fund. This
estimate is undoubtedly much too high ; we, therefore, give below an
estimate based on an annual increase of 15 per cent. It is, we suggest,
reasonable to take a percentage increase each year rather than a fixed

amonnt, sinee the expenditure on roads will grow with the nett re-
venue,

Lgkhs.

1930-31 o . .. . 230
1931-32 .. . .. S 274
1932-33 .. L .. 305
1933-34 .. o . I " ¥
1934.25 .. .. .. .. 398
192536 .. N » .. 438
1936-37 .. .. e .. 529
1937-3 .. .. .. .. 605
1938-39 .. . L. .. 095
1939-40 . .. .. .. 800
v : t.e., plus 600

15. Cars are imported partly in replacement of cars serapped.
If we assume that the proportion of vehicles imported to those scrap-
ped is constant, the number imported in any year should be roughly
proportional to the increase in the petrol consumption, which again
is assumed to be proportional to the consumption in the previous year.
Tyre consumption should also be roughly proportional to petrol enn-
sumption, so that by 193940 we should be getting four times (131 4
37) lakhs, i.e., an additicnal 504 lakhs which with the 600 Jakhs on
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petrol give a total of 1,104 lakhs. Sir Walter Layton eredits Burman
consumption with 25|215ths of the present petrol excise. Applying
this ficure, which appears reasonable, to the total that has been urrived
at above, we obtain for India, excluding Burma, an inerease of 976
lakhs.

16. The above estimate is bused on the very arbitrary assumption
that we shall have an average annual increase of 15 per cent. in the
petrol consumption. We have suggested reasons why a percentage
inerease is more likely than a fixed inerease, but we may compare our
result with that of an annual fixed increase of 44 lakhs which repre-
sents the difference (at 4 annas a gallon) between the 1928-29, and
1929-30 receipts. This would give us in ten years an additional
revenuc of 440 lakhs from petrol. A similar inerease of 220 per cent.
on cars and tyres would give us an additional 370 lakhs, d.e., a total of
810 of which the share of India (exeluding Burma) would be 716
lakhs.

17. We have still to consider the kerosene duties. The following
table shovws the revenue for the past seven years :—

— 1923-24. [1224-23. {1025-26. |1026-27, {1927-28. [1928-20. {1929-30.

Rs. Re. Rs. Rs. Rs, Rs. Rs.

Customns .. - 102 114 127 102 149 163 164
Excise .. .. 95 |- 08 03 105 97 92 98
Total .. 197 212 225 207 246 253 262

There has been an annual inerease of approximately 11 lakhs, almost
all derived from customs revenne. This is equivalent to an 1ncrease
in annual consumption of 7 million eallons or, say, 6.2 millions in
British Indix alone. The increase in consumption in British India
between 1913-14, and 1928-29 was 51 million gallons, an average of
3.4 millions annually, A fair estimate for the future would be 5
million gallons per annum, and if it is decided eventually to equalize
the exeise and ecustoms rates of duty (say at 2 annas per gallon) we
may take 10 million annas, 1., 6} lakhs, as the average increase for
the next ten years, i.c.. about 62 lakhs increase by 1939-40,

18. To summarize, we suggest the following as likely inercases in
eustoms revenne, including the two exeises which are elassified as
customs revenue :-— '

Croves.
Ifrom kerosene .. . .. 0.4
Prom motor and allied trades (ineluding petrold RE
I'rom other sonrees . .. .. nil,

P ——

Total .. 10.4

ny

If the assumption made in paragraph 16 is given preference over that
in paragraph 15, the estimate will be reduced to 7.8 crores. -

19. There remain to be considered the effects of extraneous in-
fluences on the revenue. The most important of these are—

(a) Scanty rainfall,

(b) Decreased purchasing power resulting from other forms of
taxation,

(¢} Political unrest.

The motor and allied trades are among those least likely to sufier from
any of these influences, and we believe our estimate to be cautious
enough to provide for risks under the first two heads. The third head
must necessarily remain an unknown quantity. Our estimate for
kerosene also errs on the cautious side and may, we think, be accepted
as allowing for set-backs. Similarly, we shall not be unduly timid if
we assume no decrease under the customs revenues. Serious political
disturbances may, of course, completely upset these caleulations, bat
they should not do so unless they are so serious as to alter radiealty
the system of government for which these financial arrangements are
intended to provide.
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APPENDIX II.

EXTRACT FROM A NOTE BY THE SENiOR MEMBER o THE CENTRAL BoArD
OF REVENUE 0N TIIE LOWERING OF TIIG TAXAELE MINIMUM, AND
STEEPENING TIHE GRADATION OF INCOME-TAX.

e B B B % B
4. Lowering  of taralle minimum.— (Paragraph 267). Sir

Walter Lay(on sugeests that the exemytion limits both {or income-tax

and super-tax (s, 2,000 and Ls. 60,000, respeetively) are ’m(; high

and should be lowered, but Les made no specifie rcsom.mendatirﬁ Tile
exemption limit for income-tax was raised to Rs. 500 in ISSé 1Q

Rs. 1,000 in 1903, ard Rs, 2,000 in 1919. 1 do not supposa that’anyl

b)ody would propose that the limit should be placed lower than

Rs. 1,000. If it were proposed to lower the exemption limit, it scems

to me that it would be difficult to resist a dersand, which has been

made even under existing conditions, that allowances should he given

for wives and children. As the Taxation TEnquiry Committee’

observed, pmcti.eall,v every taxpayer in India is married, whereas in
England there is a large number of unmarried persons of both sexes
who pay income-tax. With reference to Sir Walter Layton’s sug-
gestion that the exemption limit for income-tax in India is hich tf:e
absence of any allowance for wives or children or for earned income
must not be overlooked. As a matter of fact, for a married man,

even without children, the exermption limit in Enela 3) i
A . s el “ng nd £22 ) oo
higher than the exemption limit in India. The exez;ption‘l(imitohréj .

poxm;l) in the draft Ceylon Ordinance, it is interestine to note, is
Rs. 2,400, and it provides for a personal allowance of Is. 2,000, an
allowance of Rs, 1,000 cach for wife and family (whatever tl,le n’mn-
ber of Chl.ldl‘(‘ll), and an carned income allowance of 1}5th of the in-
come, subjeet to 4 maximum allowanee of Rs, 4 000. I presums (hat
the cconomie conditions in Ceylon are not so ver:y different fromvthow
in India, though probably the general standard of wealth is highe.r:

C o Tt also worth mentioning that althongh the assessable liniit
in the case of a single person is somewhat higher in India than n
Lingland, the percentaze taken nas tax of the lower ihcomes in India
if 1 may rely on the tables at the end of the draf Ce}lon Ordi-
nanee, which were prepared by an expert from Somerset Iouse is
actuall‘y higher—and a great deal higher—in the case of e'lrnea i
eowes in India than in the United Kingdom. even if for the‘pur )oiyel-
of comparison unmarried persons in the United Kingdom are t}lkb ;
The table shows the following pereentames :— ; e

Income—all earned.

British India Unitod Kingdo;n .’
) (all classes). (single p3r3ana)
Rs, Rs.
Income Rs. 2,400 62.5 20
Income Rs. 2,500 65.16 28.33
Income Rs. 3,000 78.13 70

}u\cxrl, where the income is.all unearned, the tax on an ineome of
Rs. 2400 for all elasses of assessees other than companies and ro-
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gistered firms, is Rs. 62.5 in India against Rs. 60 for a siugle person
in tke United Kingdom.

6. The objections to introducing allowances for wives and child-
ren in India are obvious. As already stated, they would be ad-
missible to the vast majority of individual tax-payers, and,\theretg\re
very costly. Great difficulties would arise in applying such a system
to the Hindu undivided family. It would prebably be necessary to
give it a higher exemption limit. There wculd be much more room
for fraud in connection with these allowances than in a country_WIth
a higbly developed system of registration of marriages and births.
To check such frauds, ‘‘ inquisitorial investigations’’ into the domestie

-+ ffaiiy of assessees would be necessary. These would cause much
work and intense friction. It i highly desirable to restrict the body

of disputable facts on which the Income-Tax Officer is required to
pronounce a decision, hut it would ke quite ansafe in present eir- -
cumstances—in a large number of cases—to admit an assessee's claim
that he had a certain number of children without proof, or to aceept

* evidence on such a point without verification. This is probably why

in the Ceylon Draft Ordinance a flat allowance for a family irrespec-
tive of its size was proposed. That would of course get over the diffi-
culty to some extent, hut in a rather rough-and-ready manner,

7. Steepening the  gradation between Rs. 5,000 and

- Rs, 1,00,000—(Paragraph 267). Sir Walter Layton says that there

is considerable scope for the steepening of the progression of the

- rate of tax on incomes between Rs., 5,000 and Rs. 1,00,000. We

eriticized a similar proposal of the Taxation Enquiry Committee in
our note, dated 25th December 1925. We there pointed out the
objections to imposing additional taxation in the particular zone that
the Committee’s proposals affected, namely, that including incomes
between 15,000 and 29,999, at all events unless simultancously an
allowance were introduced on aceount of earned income, since most
¢.-ded incomes (salaries and professional incomes) fall in that zone,
and incomes in that zone-are mainly salaries or professional earnings.

B. At present the income-tax gradation stops at Rs. 39,959. All
ineomes of Rs. 40,000 and over pay the maximum rate ; at present
one anpa aud 7 pies in the rupee. Sir Walter Layton apparently -
propeses both to steepen the present gradation from Rs, 5000 to
Rs. 40,000 and also to continue this rising seale of rates ug to a lakh.
The maximum rate of income-tax will thus be very much higher than
at present and the preseht maximum will be reached somewhere be-
Iow Rs, 40,000. Simultaneonsly, the super-tax limit i3 to be lowered
to, say, Rs. 30,000 or even Rs. 40,000, but the rates of super-tax on
inecomes excceding one lakh are not to be increased. There will, it
seems to me, be difficulties about companies an® firms. If the maxi-
mum rate of income-tax, whatever it may be, is imposed on all eom-
panies and firms, there will be a large increase in the number of re-
fands owing to the extension of the gradation. If the maximum
rate is not so imposed, it would he necessary not only to give refunds
im some cases, but also to make supplementary assessments in others, -
" for example, on shareholders in companies, a most undesirable compli- .
eation. On the other hand, it may not be thought desirable to ir?pose,-:g
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additional taxation on the undistributed profits of companies, at alt
events ; and objection would, no doubt, be raised to imposing (though
subject to refund) a very much higher rate of tax than the present
maximum on petty firnis including all whose income exceeded
Rs. 1,000. Even at present rates we have been attacked on this
ground, though not always with understanding.

L3 » * * * *
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APPENDIX IIL

EsTIMATES ACCORDING TO SIR WALTER LAYTON’S SCHRMi.

Statement I.

Central Government,

Budget
1929-30 | 1929-30 194041
—_ (including l(excluding {{excluding
Burma). |} Burma). | Burma).
Central Revenue—
Customs 51:22 47-91 | 54-00(a) | (a) Growtk of
revenue <4750
Loss of reve-
nue on fo-
reign liquor —1-50
Income-tax 16-60 14-75 14-00(3) | (b) Growth of
revenue +-6-00
Transfer to
. provinces ,. —8¢00
Balt .. 6-3s 6-00 .
Commercial stamps .. 2:00(c) { {¢) The estimate in
the body of the re
Other taxes 1-19 1-09 1-09 port is 1:50, but
the fignre given in
the tahle on pago 361
is +2-00,
Total taxes ., 75-36 €9-75 71-09
Railways (net) . 6-25 6-00 6-00
Opium (net) 2-35 2-35
,Corrency  and mint 2-35 2-35 2-35
{net}.
Tribntes frora Indian <74 74 7O
States .
Other receipts (net). . 117, 1-17 . 132
Total . 88-22 82-36 81-50
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RAM
- . Statement II.
Dudget : L .
1020.20 | 1920.30 | 1940-41 Provincial Estimates : 1929-30.
_—— {including fexeluding (excluding
Burma). Jurma). Burma). .
o 2 < S
- - @ 2 i . = | O g |Total
SlE S la 52~ ¢2
& : g . - 4
Central expenditure— . = A =3 =] - /M [ <
Defence {net) .. 35-10 L 52-10 45-00(a) | {(d) Saving of 7 crores
anticipated. Of Revende.
this 3 crores will be ) v _
Debt charges (net) .. | 12-14 10014 | 710-14 absorbed Ly the Landrevenue .. | 6:21 | 512 {3.24|7.10}2-82 | 1-75 | 2-45 | 1.24 | 20.03
growth of civil ex. .
Civil administration 11-55 16-20 13-00(d) | penditure. Excise .. .. | 554 3-89 2511-37]1-30 { 1-90 | 1-28 | .04} 18-17
h‘g&’l‘pm office. ir .29 .39 .33 Stamps .. oo | 258177 | 422 [ 179 | 121 ) 111 ) 75| .22 | 13-63
rigation, and forests . Registration o] 37} 12| 1| -148 09| 18} 08| .03l 1.42
Cost ¢f collection 3-32 212 312 ‘ Scheduled taxes .. | .. | -21f .18 . -39 _
ivil work .. 2.41 2-41 2-41 ' _
Civil works (nct) Total taxes oo | 14-68[11-11 {10-30 |10-40 § 5-42 1 4-94 | 4-56 | 2-13 ] 63 54
Persions 278 2-48 248 -
Oth it e 52 52 Forests (net) . 10§ .26 -14 241 04 -01 -161 -18¢§ 1-13
(34 fXpoenmture MY 04 b ¥4 *Da .
(net). : Irrigation (net) .. +23 {—42 |—04| -091}3:09 }—05 }—-32 |—-01} 221
- Surplus from separa- . 1-00 . Other sources . }1-381318]1-071-03(2-27] -62{ -43} -26 } 10-24
tion of Burma. Total .. [16-39 |14-13 [11-11 J11.76 {10-82 | 552 | 4-83 | 2.58 | 77-12
Surplos .. e .. 4-50 Expenditure,
Land revenue and )
( N general  adminis-
Totad | sse22 82-36 } 81-50 tration .. o l283{207)101 2046 |1-50]) 102104 .50 1432
4

o

Police 011 1-79 1217 | 175 | 1-22 -85 <62 <30 ) 10:71

Jails and justice .. { 1-33 09} 1-49 1 1-16 ) 107 62 ) 44 17 ] 727

Debt .. .. | 101206 —01| -63|—22| -02|—05]—01] 3-43
Pensions .. - ..| -10| -711] -s0| -64] -36] -30] -25] Jo| 3.8
Education wleeolon {1as)zos 175 02| so] -a3|u1m

Medical and public

health .. o144 or{100f e8] 81| 54] .21] 22| 58
Agriculture and indus- ‘

tries .. .| -6c| -33| -ax| 54| 73] 28] 23] .10} 3-28

. Civil works d2a{res] o8| s2|18ef -sa| 87| 76! 085~
. Other .. o148 00| -96f -66| -62| -40| 34| .23| 5-08
Total .. |16-54 l14-41 11-19 [11.08 | 9-77 | 5-87 | 4-54 | 2-70 | 76-10

Sgrplus—}- .. . ve e |4-68 1-41:05] .. 429
Deficit— e |—15 }—e28 |—08 | .. e |--35
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APPENDIX V.

Dury ON FOREIGN LIQUOR (vide pARrA. 291 OF THE REPORT OF THE
INDIAN STATUTORY COMMISSION).

] i v t of India
Sir Walter Layton’s proposal is that the Governmen ¢

should levy an import duty of 30 per cent. ac%_ valorem1 on 2&6{1012;2 ir{
liquors, and that it should be open to the provinces to ex;f ek A
tional excises as they wish. The practm'fll implications of this, .
of similar proposals which involve handing over the taxgtm;l X x?d
foreign liquors to provincial governments have been e_xanlllme d
there appear, prima facie, to be a number of obstacles in the way

any successful arrangement on these lines.

i i hat the provineial
9 1t is an essential feature of the propo:sals t he p

governments should be free to adopt any policy they wish in riga{u
to foreign liquor. At the outset, therefore, the Government of India

i i i include. The
v decide what ¢¢ foreign liquor ’’ should includ he
;(z)xlilrlxdh?:(}q‘tﬁiquors i the tariff includes the following articles :

Average
’ ad vatorem -
i Dutyin | incidence
Serial Articles. Rate of duty. u k{) i e
- ’ (1929-30).
%
22
1 | Ale and other fermented 8 annaa per gallon 24
liquors.
7
2 | Denatured spirit .. | 7% per cent. 1 by
3 44
iri Ras. 36 per gallon or 15 g2
3 | Perfumed spirits cent. gehiohever is higler.
i tainin, Rs. 30 per gallon or 15 per
' Pﬁﬁ:?&:n&ﬁ. e cect. whichever is higher.
46
i d .. | Re.21.14-0 per proof'gallon 20
Ditto teste or 15 per cent. whichever
is higher, - ,
iri i 112
5 | All other sorts of spirit Ditto .o 18?
6 | Sparkling wines .+ | Ra. 8 per gallon . } 5 50
7 | Other wines .. .. } Rs.4.8.0 per gallon .
Total .. 25%

.
i 0 per cent. duty
Government of India collected only a 3 ‘
on tI;[(fset l::;asscs on which the incidence exceeds that figure, and daty
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at the present rates on other classes, the loss to the central revenues
would be :—

Lakhs.
1. Ale and other fermented liquors .. .. Nil,
2. Denatured spirit . . .. Nil,
3. Perfumed spirits .. .. . 1
4. Preparations containing spirit .. . 7
5. Al other sorts of spirit .. .. 138
-6. Sparkling wines .
. 6
7. Other wines
Total CoL. 152

4. The above tables give a fairly clear idea of what we have to.
deal with, but from the point of view of classification difficulties the
impertant item is No. 4. This item includes spirituous drugs and
medicaments, spirituous toilet and other preparations, and liquors
and cordials, hut not ordinary spirits like whisky, gin, etc., of which
‘¢ obscuration ’’ is small. These ordinary potable spirits are assessed
under class 5, but the rate of duty on the two classes is the same in
order that the revenue under class 5 may be protected. Now, for
the purpose of the local excises class 5 (spirits), and liquors which
fall in class 4, are treated as foreign liquor, but spirituous drugs and.
other preparations are not. No licences are required for their sale,
no vend fees are collected on them, and no permits are required for
their iransport. The "question at once arises : are they on the one
hand "to Dbe treated as ‘‘ foreign liquor '’ and subjected to provineial

. excise duties and restrictions, to the very great inconvenience of those
- who trade in them, or are they on the other hand to be excluded from

local exc_ise _cont'rol, and subjected merely to a central import
duty which, if it is lower than the local excise duty, may render
them a danger to the exeise revenue 1

. 5. Assuming that a solution could be found for this difficulty, the
next objection that arises relates to the administration of different
rates of duty, and possibly of different classifications of liquor for
duty purposes, in different provinces. The process of assessment’
to duty would be carried out in the provinee of consumption, and it
would’ presumably be necessary for each provinee to establish one or
more bonded warebouses into which liquor eould be brought after
clearance from the custom house at the place of import. This would
necessitate in the first place, complicated arrangements for transport
in-bond all over India, and suitable preventive arrangements might

" be expensive and inconvenient. It might be possible for the inland

provinees to arrange with the maritime provinees for the latter to
collect their duty for them ; but it would probably be difficult for
them-to &rrive at an agreement, for rates of duty in two provinces
ana the method of classification of liquors might differ. Incidentally,
a system of inland bonded warehouses of this nature would mean

, Y

-

~ %
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a complete reorganization of the basis on which distribution is at
present undertaken by the trade.

6. The principal wholesale dealers at the great ports at present
mainiain considerable stocks of duty-paid liquors which can be
‘despatched at a moment’s notice to customers in different parts of
India. Under the new proposal the local Government of the place to
which sueh liquors were despateched would levy their own excise
duty on them, and the wholesale dealer would have to obtain a refund
from the local Government of the provinee of original import. This
would iead to further difficulties and complications. Moreover, if
the interprovineial transport was eonfined to liquor travelling under
bond from one inland bonded warehouse to another in another pro-
vince, dealers would offen find it impossible to implement urgent
orders from up-country customers owing to the delay Jnvolved in
transport {rom one warehouse to another and in assessment at the

warchouse in the provinee of arrival.

7. The danger of smuggling from a provinee with a low rate of ’
duty into one with a higher rate of duty is too obvious to need en-
phasizing. The excise departments, of course, already have fo deal
with this diffieulty in connection with country-liquor ; but with the
inerease 11 motor-car traffic the danger would be very much greater
with foreign hquor and they would probably find it necessary to main-
tain an expensive staff all round the borders of each provinee.

8. A much more important difficulty would arise in connection
with Indian States. The present situation, whereby all foreign liquor
goinr into an Indian State has already paid Indian customs revenue,
‘gives rise to no particular trouble. The States’ claim to a share in
that revenue is merely a part of their claim to a share in the general
castoms revenuss and does not raise any new and separate problem.
If, however, all the duty on foreign liquor were to be provinecialized,
Indian States wonld have to obtain their supplies of foreign liguor
through one or other of the maritime provinces, and they would cer-

tainly raise the very strongest objections if they were required to pay

duty which was going towards provineial revenues. The alternative
of letting States have their liquors free of duty would -create
an intolerable position for the provincial governments, owing to the
danger of smuggling from the States into the provinees. Nor, would
any arrangement by which the States agreed to collect duty them-
scl\ o< be satisfactory, owing to the different rates of duty prevailing
in the difterent provinces,

9..The Government of India are discussing these practlcal diffi-
culties with the provineial governments, and, if they prove to be
inseperable, alternative mcthod of giving the provincial governments
a share in the revenue from foreign liquors will be considered.
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APPENDIX VI,

Taxarion oF ToBACCO (vide pARA. 272, VoL. I1 OF THE REPORT OF THE
IxpIaN SraTUTORY COMMISSION).

Sir Walter Layton’s proposal is for a central execise duty levied
on factory-produced tobacco and credited to the provincial fund.
He makes no specific recommendation regarding other means of
taxing tobacco. Those suggested by the Tasation Enquiry Com-

.. mittee were :—

_(4) An excise duty on factory tobacco.

(zz) The levy of a fixed fee based on the estimated outturn
of places where cigars, cigarettes or pipe or cigarette
tobacco are manufactured by hand.

< (@) A system of vend licences leading up to vend monopolies
in specified areas.

Clearly any excise duty to be levied on- faetory tobacco must be
uniform and, therefore, central, but nothing would be gained by
insisting on uniformity in the fees to be levied on hand manufacture
or in respect of vend licences. Sueh forms of taxation should
remain, as they are at present, purely provincial,

- 2. A well-organized system of vend-fees, particularly if these
were based on sales, might prove a fruitful source of provineial
taxation, and this is a hne of aetion deservmrr of further study,
althou"h it must be realized that such fees would obviously bhave
i to be credlted to the province of collection and, therefore, do not
exactly fit into Sir Walter Layton’s scheme. On the other hand,
the prospects of an execise on factory produets are not as bright as
they appear at first sight. It is true that, as stated by Sir Walter
Layton, the oonsumptxon of tobacco in the form of cigarettes has
grown rapidly. It is not equ‘xl]v true to say that there has been a
similar growth in the consumption of pipe tobacco and cigars.
Such evidenes as is available suggests that thcse are being steadily
replaced by cigarettes.

-

3. The annual production of cigarettes in India was estimated
by the Taxation Enquiry Commlttee at about 4,500,000,000, and
thestobacco used in their productlon may be estimated at about
10, OOJ 000 1bs. About half of this is imported tobacco which already
yields import duty amounting to 75 lakhs per annum. Import duty
is also levied on the cizarette paper, which is all imported, and on

- most of -the tinplate and paper and ecard-board used for packing.

The Indian cigarette industry is thus already paying some 80 lakhs
of duty annually. This is equivalent to about Rs. 1-13-0 per

thousand cigarettes. At present no definite information is available
as to the average prices at which these cmarettes are sold, but we
believe it to be not much more than BRs. 5 per thousand, so that the

-
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incidence of this taxation is, even now, probably more than_half
that of the duty on imporled ecigarettes which averages about 65 per

cent. ad valerem.

4. Even in these circumstances the Indian factories find it
difficult to compete, in all except the very cheapest branfls, with
imported cigarettes, and the largest manufacturers in India ab9ut
a year ago decided to postpone indefinitely schemes for the extension
of their activities. It is fairly clear, therefore, that any increase
in the taxation of the loeal produet, to be remunerative, must be
accompanied by an increase in the import duties which at present
press most heavily on the cheapest brands imported. The problem,
therefore, resolves itself into a decision as to what further increase
our import duties can bear without checking consumption to such
an extent as to reduce revenue. This question needs further inves-
tigation which will involve the ccllection of muech more "detailed
information than is at present at our disposal, information which
will take time to collect. All that ean be said at the moment.is
that Sir Walter Layton’s estimate is much too high and that a sum
of two crores is not too cautious an estimate of the probable annual
revenue, after 10 years, from an excise duty con cigarettes.

5. These considerations raise the question whether in order to
avoid a clash between provineial and central interests, it will not
be convenient to include in the provineial pool the proceeds of tibe
import duty on all articles subject to a central excise duty col-
lected for provineial purposes. Sir Walter Layton, for obvious
reasons, contemplates this course in respect of the salt tax, and it
may prove desirable to extend it to other taxes of a similar nature.

6. The cheaper classes of cigarettes are sold in competition with
bidis which consist of dried country tobacco rolled in leaf instead
of paper. There is a very large consumption of this form of tobacco
which, formerly, was produeed entirely as a cottage industry.
Recently factories have been started in certain provinces. No
information s at present available as to their output, nor as to the
- amount of tax that would have to be wpplied to factory-produced
didis to protect adequately an excise duty on cigarettes, These
again are mapters for which special and detailed enquiries  will
be necessary. It is, however, unlikely that revenue trom this source
would contribute largely to the proposed {obacco exeise. For the
smaller bidi facteries where mechanical power is mnot employed it
has been suggested that revenue might be derived from a system
of manufacturing licencrs. Such revenue would naturally be cre-
dited direct to the provinees in whieh it is collected. e

- 7. The provinces who have been consulted in the matter do not
as a whole .favour speeial taxation of tobacco cultivation,

8. Whatever final conclusions may be reachéd as to the best
method of obtaining further revenue from tobacco, it is doubtful
whether anything can be done in this direetion in the near future.
An agitation against smoking, and in particular against cigarette-
smoking, has been a prominent feature of the recent yelitical
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_ ‘situation in many parts of India, and the general economic depres.

sion has given the movement considerable force. The import duties
on tobacco for the first four months of the current financial year
are less than half the normal figure, and any increase in taxation
at.the present juncture is likely to result in a set-back to the trade
which may seriously prejudice the prospect of making it an inereas-
ing source of revenue in the future.
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APPENDIX VII.
ExcISE puTY ON MATCHES,

(Vide paragraph 273, Vol. 1I of the report of the Indian Staluiory
Commission.) )

Sir Walter Layton recommends an excise duty at the rate of
the present import duty and considers that it should yield about 3
crores. This implies an annual consumption of 20 milljon gross
of boxes. It was only at the beginning of the past decade that the
manufacture of matches in India began to supply an appreciable
proportion of the demand. Before the war the annual import
amounted to some 12 to 15 million gross, consisting mostly of British
and Swedish matches. During the war there were very large imports
of inferior Japanese matches, and the highest fizure reached was
about 18 million gross in the year 1915-16. .No doubt the inferior
quality was largely responsible for the increased consumption. The
consumption is bound to react to any considerable increase in price,
and it would not be safe to rely on a consumption of more than 15
million gross annually.

2. An important factor which will militate against the success

of an ¢xcise duty of this nature is its almost inevitable unpopularity.

‘Although, na doubt, there is specially heavy consumption of matches
among smokers, the bulk of the match consumption is accounted
for by other purposes, and the burden of the greater part of the
tax will be fairly -evenly distributed over the whole bulk of the
population. Thus every objection that can be or has been raised
against the salt tax can be raised with almost equal force against
a duty on matches. It is a tax, moreover, whose effects will be
much more strikingly apparent to the, consumer than the effect of
a rise in the salt duty for reasons which will appear from what is

stated in the following paragraph. Further, it is a tax which can .

be resisted much more successfully than the salt tax. Economy
in the use of matches ean be practised in numerous ways and would
undoubtedly seriously affect’ the revenue if any agitation against
the tax tock place,

3. Sir Walter Layton endorses the view of the Taxation Enquif-’y
Committee that ‘¢ care should be taken to fix the tax at such a level
as to absorb as far as possible (into the Exchequer) the whole of
the inerease in price ’’. It is here that the difference in the genéral

standard of living between Indian and European countries makes .

. itself felt. In India a considerable proportion of the matches
consumed are sold by the single box, and a further large proportion
in lots of three boxes. The present ordinary retail price is one pice
per box or two pice for three boxes. It has been calculated that
the maximum duty that could be imposed without affecting the
price of single boxes is four annas per gross. Such a duty would
almost certainly have the effect of raising the retail price of three
boxes from two pice to three. Thus while the duty would only bring
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in about 374 lakhs, it would be universally felt. If the duty were -

at a higher rate than four annas, the retail price per box would
probably advance to two pice, and unless the duty were raised to
a figure of from Rs. 2-4-0 to Rs "2-8-0 per gross boxes, the greater
part of the increase in price would go into the manufacturer’s
pock_ets. In other words, there will clearly be great difficulty in
making a tax conform with the condition that it shall not further
enrich the manufacturers when it is applied to an article commonly
sold retail in quantities whose price is the smallest conveniént unit
of coinage. It may be observed that the higher rate of duty, which
would correspond to a retail price of two pice per box, is higher
than the rate imposed in many European countries.

. 4. There are various methods by which a duty of this kind
might _be collected. The one favoured by the Taxation Enquiry
Committee is the applicaticn of a label in the form of a *‘ banderol *'
whieh must be broken before a box can be used. There are obvious

.difficulties in the way of applying this system to imported mnatehes,

and other methods are under consideration. Another grave diffi-
?ulty will be the possibility of manufacture in Indian States, and
1t seems certain that before the tax can have any chance of success,
agreements will have to be reached with the States.
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APPENDIX VIIL
TERMINAL TAXES.

.. L1 The present position.—Terminal . taxes at preseni con-
gtltute'a comparatively unimportant faetor in local taxation
in Ind}q, having been imposed in place of octroi by certain local
a.uthor_ltles.. The Schedule Taxes Rules permit the Lexzislative
Counm_l of any province to pass legislation imposing an oc(’:troi or
auth?rlzmg any local authority to impose such a tax. Where a
terminal tax is concerned, similar power may be exercised in the
cases of those Jocal areas only which levied an octroi prior to thé
7th July 1917. To the imposition of a terminal tax in any other
local area the sanciion of the Governor Generai in Council is re-
quired. Such sanction has on occasion been accorded, while there
have. been a number of examples of the conversion of octroi into
terminal tax : but the amount of revenue raised by terminal taxes’
coustitutes a relatively small proportion of the total sum of a -
preximately 2 eroves of rupees now colleeted by local authorifig!
in the shape of terminal taxes and octroi. ' : i

2. Sir Walter Layton’s proposals.—Sir Wa! y
‘ ; als.— alter Layton recom-
~m.ends the lf)vy pf a termmal tax for provincial purpoges at ever}
railway station in India. This tax would apparently be collezted

by railway officials ; and it would be supplemented, where neces- -

sary, by a like impost on river-borne traffie. Sir Walter considers

that road-borne traffic is not at present a sufficiently serious com- .

petitor with railway traffic to require similar treatmen is

clear whether it is intended to s?lperimpose the flfawetztx'x 111;)011: ?l(x’;
octroi and terminal taxes already levied by local bodies or to
absorb the latter in it. Absorption would obviously facilitate ad-
ministrative arrangements, but it would involve the necessity of
compensating th: authorities concerned for the resultine lass of
revenue.  Finally, it should be statéd that Sir Walter is not in-
c.lmed_to regard the proposed tax as a permanent feature of India’s
finaneial system ; he supports it as a temporary measure, suitzd to
the country’s present stage of cconomie development. ’ )

3. General effect of the tax upon Railway Finance.—In what-
ever shape the proposed tax were levied, it is quite clear that it
would amount to a surcharge upon the cost of transportation.
So far as rail-borne traffie is concerned, it would constitute a sub-
vention from the railway revenues of the central Government to
the revenues of the varirus provinces. Incidentally, if imme-
diately Imposed, it would operate to prevent the reduction of fares
&nd freight rates, the-urgent need of which Sir Walter Layton em-
phasizes in another part of his report. Assuming that stores, fuel,
ete., carried for railway purposes would be exempted from lia,bilitv
a revenue of 8 crores from the proposed tax would involve an adcii:
tion of approximately 15 per cent. to the present cost of transporta-
lt:qo;z. tItﬂls .not §uggested that this is a conclusive argument

gainst the imposition of the tax ; though it w s b
pressed by company-owned and compax?y-managc'):c{d li(zl%gPtleAssum& be.
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ing that the central Government is to surrender to the provinces
such portion of its revenues as may be found to.be in exeess of its
requirements, it may be both convenient and justifiable to give up a
portion of railway revenues and even to increase the costs of trans-
portation in order to create a margin for surrender. The- state Fall-
ways in India are at prescut singularly free from taxation ; since
they dre neither burdened with heavy local rates nor a§se§sed to
ineome-tax on their profits. On grounds of abstract p?mmple,. it
would not be improper to raise railway rates to a height wh.xch
would vield not only a fair interest on borrowed railway capital
but also a fair contribution to gencral taxation. Rates rr}ust, how-
ever, be fixed with due regard to their effects upon traffic ; and it

‘is more than doubtful whether the cost of transportation could

now be raised to the height contemplated by Sir‘\Valter Layton
without serious results upon the working of the railway system as
a ¢cmmercial concern. :

4. Effects of the tax upon railway traffic—Apart from the

" actual surrender of railway revenue, there is ground for supposing

that the imposition of a provincial tax of this nature might have
deleterious effects upon railway traffic. It would be undesirable
to favour short, as opposed to long, distance traffic by exempting
it from the tax. Unless, however, it were exempted, its taxation
must inevitably lead to the diversion of traffie from the railways
to the roads. As-long as the proceeds of a terminal tax accrue
direct to a local authority that authority may be trusted to make
some sort of attempt to collect on traffic so diverted, and by so
doing to disecourage diversion. If the tax became provincial, the
incentive to such efforts would be largely lacking. Similarly,
there would, in the case of goods carried by river and particularly,
by country boat, be greater opportunities of evading a terminal
tax ; and this also would tend to create a diversion of traffic. _In
jaritime provinces, there might be similar diversion to coasting
or other vessels. Again, the fixation of freight rates is a scientific
proceeding, and, if it were conducted without detailed knowledge
of local conditions, the results upon traffic might be serious.
Kinally, the desire to avoid double taxation would operate to dec-
rease the traffic to and from the present local distributing eentres.

5. General conclusions.—The general position may be sum-
med up by stating that, if the central Government is to surrender
to the provinces such part of its revenue as may be surplus to its
requirements, there is no theoretical objection to the surrender of

" surplus revennes derived from the railway system. The possibility

of creating a railway surplus by the enhancement of transportation
charges would, however, require careful investigation before it
could be held to be established. On the other hand, the particular
method of effecting such a surrcnder which is proposed by Sir
Walter Layton is liable to produce disastrous effects upon the
volume of traffic borne by the railways and, therefore, upon their
gross revenues. It has been suggested, as an alternative to Sir
Walter Layton’s proposal, that the terminal tax, though collected
provineially, should remain a source of local authorities * revenue ; .
the proceeds being distributed by local Governments to the loeal.
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authorities under their control. This would assist provineial

finances by relieving the budgets of the local Governments of cer-
tain cash contributions which they now make to their local bodies.
This proposal might obviate difficulties in connection with the
treatment of the terminal taxes and octroi at present levied by local
authorities ; but' it would, in all essential points, be open to the
objections urged against the provincial tax. :

6. Assam~—While the foregoing objections are strong against
the introduction of terminal taxes as a general source of provineial
revenue, it would be possible to argne in favour of their institu-
tion, as a special measure, in special eircumstances such as exist,
for example, in the province of Assam. The Government of Assam
have pointed out, first, that neither octroi nor terminal tax has yet
been introduced by any local authority within the provinee ;
secondly, that it is in argent need of the procceds in order to

finance the development of internal communieations, thereby in-

ereasing the volume of the trade and of railway traffic ; thirdly,
that it is in a position to exercise effective eontrol over river-borne
traftic, which is approximately cqual in volume to that carried
by rail ; and, fourthly, that the province is situated at the end of
the railway system, so that thestax, if imposed upon imported
goods only, could not operate as a transit duty. These arguments
are not without force. The circumstances of this province are special
and there is reason to hope that a proper utilization of the proceeds of

such taxes might operate to increase, rather than diminish, railway

traffie within its borders. The question requires further investiga-
tion in detail, which it is proposed to undertake. Pending the
results of such investigation, the question whether the tax should
be imposed upon exported goods as well as upon imports and local
traffic may be regarded as open.

7. Bihar and Orissa-—The Government of Bihar and Orissa
also have represented their desire to impose terminal taxes for pro-
vineial purposes. In this case, the special considerations urged by
Assam have no applieability ; although it is true that such taxes have
not yet been levied by local authorities in the provinee. The general
objections to the taxes as a provincial impost are applicable in this
case. Their development as a source of munmicipal revenue must
be poverned by the policy which may be adopted, in this connce-
tion, for Indin as a whole.

8. The maintenance of terminal taxes as a legitimate form of
taxation by local authorities.—As already explained, terminal taxes
ean at present he authorised by a local legislature, as™a method of
finaneing loeal bodies, wherever an oectroi was in force on the bth
July 1917 ; and can be levied in other local areas with the speeial
sanction in each case of the Governor General in Council. It is a

matter for consideration whether this position should be stereo- -

typed under the new constitution, and the question is engaging the
attention of the Government of India. It has long been recognized
that neither a terminal tax nor an octroi constitutes an ideal form of

taxation. The former iy apt to become little more than a transit
L 3
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| -duty . while an oetroi, even where it escapes this character, offers
?

i iy ; tly
imi ortunity for leakage of revenue, and fre.que_n‘

g;l]rrgtlzgqtoo{)xgmper and restrict trade. On the other halnd, %n;lrgegt%
taxation of this kind is undoul;tedly the_least unpopu grb 0 m o
taxation with the Indian public ; and its replacemen yttca o
taxation vielding equivalent proceeds would bef ?1 'm_a “rind
grave difficulty. These points lwxlllfbehb();'::ercarz t‘;le)r ::rx;ninal
t uestion is investigated. If, hov el rmina
{;l}l:e%r zitlfloi is retained as a legitimate means of iopnl t'ml(la(tllog,elé
will be essential o reserve {o the central Governmen? ?xe -de ns)S
powers of direetion and contrel. There are three maim purpose

.10 be served by such control. In the first place, the central

Government must preserve for itself the possibility (?f preventxgg the-
imposition of a tax which will trench upon a ecnt}x;al sgufcieseod 1;:*;({3}1
nue, though control in such cases should not cllc;.\‘c.*;t(_z L wih
undue rigidity ; secondly, the powers of local auihorities

. the central Government itscif must be strictly limited ; thirdly,

i i i ition of taxation which
here must be authority to forbid the impos :
tw}(()euld be contrary te the oblizations gn}ilertakexll tb) 1 lEhet }f;arr:itrg;
overnment in commereial treaties. With regard to the f
(t}lsgs: points attention is invited to paragraph 17 of the memorauf
dum relating to financial relations between the Govcrnm%nt 12
India and the provineial governments which was prepared by the
Government of India for the Indian Statutory Commission.
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APPENDIX IX.

MeMORANDUM BY THE GOVERNMENT OF INDIA, FINANCE DEPARTMENT.
DATED THE 1ltH Jury 1930, ON THE FINANCIAL ASPECTS OF Tiib
SEPARATION OF BURMA,

Paras.

I.—Effect on revenue and expenditure of the Govern-
. ment of India .. .. .. 1-38
II—Effect on curreney arrangements .. .. 914
II1.—Miscellaneous .. . . .. 14

Axnexure 1—Effeet on Government of India revenue
from duty on silver.

Anxnexure IL—Memorandum on paragraphs 6—_—~9 of
Appendix to Part VIII of the Commission’s
report.

I—Efect of separation on the revenue and expenditure of the
Government of India.

In paragraph 222 of their report the Commission say :—

“ Though the actual settlement between the two countries must
be determined by subsequent negotiations, we are here
concerned to note and endorse Sir Walter Layton’s

. general conelusion that separation could fairly be effect-
ed in such a way as to do no financial injury to either
country and to leave Burma with adequate resources for
her present needs and a balance for development pur-
poses in excess of that which she obtains to-day ’’.

The conclusions arrived at by Sir Walter Layton, and the various
assumptions made by him, are e¢xamined in the following para-
graphs :— *

2. In paragraph 3 of the appendix Burma’s contribution to
defence has been put at 3 crores, and it has been assumed that thg
whole amount of this contribution will be a deduction from India’s
military expenditure. The amount taken seems reasonable, but natur-
ally it is only a rough estimate and the actual contribution fixed may
be very different. Moreover, it is not certain that the whole of
Burma’'s expenditure on defence will be a deduction from India’s
army expenditure, though, if the arrangements contemplated in para-
graph 221 of the Commission’s report are made, this will be the casc.
The Burma Government in paragraph 16 of the memorandum on
separation which they prepared for the Commission put the contri-
bution for defence at 123 lakhs, t.e, roughly the actual expenditure
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now incurred in Burma. Clearly, the estimate of the Burma Goverp-
ment is too low, but it is possible that Sir Walter Layton’s estimate
will prove to be too high. In any case the figure of 3 crores is
problematical, and the possibility of a lower figure has to be con-
templated in considering the effect on the Government of India
finances.

3. In paragraph 4 of the appendix Sir Walter Layton puts
Burma’s share of India’s debt at 30 to 35 crores with a net interest
and sinking fund charge of approximately 2 crores a year. Nothing
is said about the capital expenditure in Barma, e.g., the capital at
charge of the Burma railways, the idea being apparently that the
Burma Government would take over the capital commitments of the
Government of India in Burma on terms which would involve no loss
to India. The Burma Government in their memorandum on separa-
tion put Burma's share of the unproductive debt of India at 24 crores
and assumed an annual payment of 122 lakhs to cover intersst and
sinking fund charges. There, again, the figure of 2 crores is problem-
atigal, and the possibility of a lower figure has to be contemplated.

* 4. On the revenue side, Sir Walter Layton makes the following
assumptions :— .

(a) Indo-Burmese trade will become subject to existing cus-
toms duties with certain exceptions noted below.

(b) India will impose a duty on kerosene imported - from
Burma at the same rate as on kerosene imported from
other countries, and an import duty of 4 annas on motor
spirit imported from Burma. (The financial effect of
this is worked out on, 1928-29 fizures but allowance is
made for the reduction effected in the last budget in the
import duty on kerosene at the end of paragraph 10.)

(¢) Burma will repeal protective import duties now in force.

(d) Burma will impose the existing export duty on rice sent
to India. (The figure of 60 lakhs given in paragraph
7 should be reduced to 45 lakhs on account of the re-
duction in export duty in the last budget.)

These assumptions are reasonable, but it is possible that the tariff
arrangements between India and Burma will be different and that
Indian revenues may suffer more than is estimated. ;

5. To complete the picture one further assumption has to be
made, viz,, that India would impose an import duty of 4 annas an
opnee on silver imported from Burma. Annexure I to this memo-
randum shows that if this is done, the Government of India revenue
from duties on silver will be practically unaffected, while the Govern-
ment of Burma would obtain very little from an import duty or an
excise duty on silver.’

6. Nothing is said by Sir Walter Layton about the loss on the
working of the posts and telegraphs in Burma. The loss in Burma
would be about 5 lakhs per annum and the deficit on the working of*
the Government of India posts and telegraphs would be decreased
by a corresponding amount. As regards railways, the annual gain
to the Burma Government will be about 50 lakhs as against 25 lakhs
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assumed by Sir Walter Layton. The railway revenues of the Govern-
ment of India would also a corresponding amount, but assuming that
the present arrangements for contributions from railway revenues

remained unchanged, the effeet on general revenues would not be
large.

7. From paragraph 11 of the appendix it is clear that Sir
Walter Layton realizes that his assumptions may be wide of the
mark, for he indicates that India may lese by the separation. in
these circumstances the Finance Department consider that it would
not be safe to aceept at present the Commission’s finding that separa-
tion could fairly be effected in such a way as to do no financial injury
to India. They would, however, go so far as to say that separation
eould fairly be effected in such a way that the revenue loss to India
would not be of sufficient magnitude to make it a factor of great
importance in considering the pros and cons of separation. It is

fairly clear that a special committee will have to be appointed to work

out the details of the finaneial settlement,

8. The Finance Department accept the views of the Commission
on Burma’s eredit in the event of separation given in the second half
of paragraph 222 of the report. .

II—Efect of separation on currency arrangements.

9. If Burma is separated from India, the adoption of a different

curreney system by Burma has to be contemplated. The Government

of Burma might adopt one of the three following courses :—

(a) They might retain the Government of India eurrency in
the same way as Irpjq up to the present has used the
Government of India curreney. In view of the close
trade connection between Burma and Indixz, and the
fact that the people of Burma are accustomed to the
rupee currency, there would be a good deal to be said in
favour of this course. It is possible, however, that the
Burma Government will favour a eurrency sysltem
which would be semi-dependent on the Indian currency
system as suggested in (b) below or completely in-
dependent of the Indian currency system. '

(3) The Government of Burma might adopt a systera similar
to that of Ceylon which is briefly that the rupee is the
monetary unit and its exchange value is the same as in
India, namely, 1s. 6d., but the Ceylon Government has
its own note issuc and its own subsidiary coin. Definite
information is not available regarding the reserves kept
by the Ceylon Government against this note issue, but
the reserve is presumably composed partly of silver
rupees and partly of securities of the Government of
India, though there may be securities of the Ceylon
Government in addition. Such a system would avoid
a definite break with the past. and would retain the rupee
as the standard coin—a point which might be of con-
siderable importance, especially in the backward tracts.
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It would also avoid exchange fluctuations between
Burma and India and weuld, therefore, tend to facilitate

trade.
(¢) The curreney system of DBurma might be completely
. separated from the currency system of India, and

although it is probable that the Government of Burma
would have a coin correspouding to the rupee as the
monetary unit, and that the exchange value of the
monetary unit would be 1s. 6d., the UGovernment of
Burma or a bank to whom they might entrust the work
would be responsible for maintaining the exchange value
. of the monetary unit quite independently of the Govern-
‘ ment of India. .

10. If either of the alternatives in paragraphs 9 (b) and 9 (¢)
were adopted, Indian currency now in circulation in Burma would be
replaced by currency issued under the authority of the Burnia Goyern.
ment and would have to be repatriated. The arrangements for
this repatriation would depend on the system adopted by the Govern-
ment of Burma, and it is necessary to examine briefly what these
arrangements should be.

11. If a system on the lines indicated in paragraph 9 (0) above
were adopted, all the subsidiary coin and the notes now in cireula-
tion in Burma would be replaced by new subsidiary coin and new
notes. If no special arrangements were made, these subsidiary cown
and notes could be shipped to India, and full currency value could be
obtairied for them. Such a procedure would not be fair to India for
the reasons given below. As there are essential differences in the
position regarding the subsidiary coin and the position regarding ihe
notes, they will be dealt with separately :—

(a) Subsidiary coin.—As the profit on the issue of nickel and
copper coin is taken to revenue in the year in which it
is issued, the profit on the nickel and copper eoin now
in circulation in Burma has already been credited to
the revenues of the Government of India and has beea
used for. the eommon purposes of India and Burma.
The profit on the coinage of small silver coin is dealt
with in the same way as the profit on the eoinage of
silver rupees. In paragraph 12 (a) below it is shown
that no profit has accrued to the Government of India
on the coinage of silver apart from sums that have
already been taken to revenue. It would be unfair to
India if the Government of Burma were to +withdraw
subsidiary coin from ecirculation, obtain its full cur-
rency value from the Government of India, and issue
in its place a fresh subsidiary coinage on which they
would make a large profit, while the Government of
India would lose a corresponding amount on the sub-
sidiary eoin’ withdrawn from ecirculation. The most,
therefore, that the Government of Burma would be en-
- titled to demand from the Government of India would
be that the Government of-India should supply to the -

k-4
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Government of Burma new subsidiar comage in ¢x-
change for the subsidiary coinage withdrawn from eir-
culation. In other words, the Government of Burma
could either have their new subsidiary coinage executed
at a Government of India mint free of charge, or they
could demand the bullion value of the subsidiary ecoin-
age withdrawn from ecireculation plus the cost of reeoin-
ing it.

(b) Notes—As the profit on the note issue is a recurring item,
the Government of Burma would be entitled to pay-
ment for the full exchange value of the notes repatriated,
and the main question to be settled would be the form
which this payment should take. Assuming that the
reserve maintained by Burma would consist of rupees
and securities of the Government, of India, it would be
a simple tatter to make payment in these forms in the
proportion which might be desired by Burma. If it
were decided that a part of the reserve should be held in
securities of the Government of Burma, then to thls ex-
tent payment for notes repatriated might take the form
of a decrease in the amount of the debt of the Govern-

j ment of Burma to the Government of India.

12. If the Government of Burma were to adopt a completely in-
dependent currency system on the lines indicated in paragraph 9 (¢)
above, rupees would have to be repatriated in addition to subsidiary
coin and notes. The position regarding the subsidiary ecin would
be the same as that indieated in paragraph 11 (@) above ; rupees
and notes are dealt with below :—

(a) Silver rupces—The profit on the coinage of silver coin
which has aceruned since the gold exchange standard
was established, has been eredited to the gold standard
reserve.” During the last few years the interest on_ the
gold standard reserve has been taken to revenue,
and in so far as the interest on the gold standard
reserve has been taken to revenue, Burma has alreauy
shared in the advantages obtained from the profits on the

ecoinage of the rupees. The present position is that al- .

thou«h we have incurred large losses on the sale of silver
obtained from melted coin and these losses have not
been debited to the gold standard reserve, the amount
of the gold standard reserve is not sufficient to cover
the difference between the bullion value and the exchangs
valiue of the silver held in the paper currency resarve.
As the gold standard reserve does not cover our pros-
peetive losses on the sale of silver, it may be said that
apart from interest on the gold standard reserve al-
ready credited to revenue no profit has acerued from the
_eoinage of silver, and that a loss will probably eventuate,
The most, therefore, that the Government of Burma
woulil be entitled to demand from the Government of
India would be the bullion value of the rupees witk-
drawn from eireulation and repatriated plis the- cost
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of coinage of the currency which would replace thesc™
rupees.

(b) Notes.——Although Burma would be entitled to payment
for the full exchange value of repatriated Government
of India notes, there would clearly have to be made a
definite arrangement as to the form in which this pay-
ment should be made. Otherwise the Burma Govern-
ment might ship these notes to India, buy sterling with
them and obtain full sterling cover for their new ncte
issue at the expense of the sterling reserves of the
Government of India. A fair arrangement would seem
to be that the Burma Government should be paid in
sterling an amount which would bear the same propor-
tion to the total amount payable as the sterling and
gold reserves of the Government of India (including
the gold standard reserve) bear to the total note issue of
the Government of India. Such an arrangement would
give the Burma Government the same proportionate
sterling cover for their note issue as was held by ihe
Government of India, and as-there would be a reduction
in the Government of India note issue corresponding iv
the amount of the new Burma Government issue, the
Government of India’s holding of gold and gold
securities would not be proportionately diminished. The
remainder of the amount due to the Burma Governmeut
might be paid partly in the form of silver if the Bunua

. Government desired to have silver, and if not, wholly in
the form of a reduction of the amount of the debt of the
Government of Burma to the Government of India.

13. From the above brief outline it is clear that one of the condi-
tions of the separation of Burma from India should be an arrange-
ment which would safezuard the interests of India in the event “of
Burma adopting a new currency system. It is not casy to devise a
formula which could be included in the legislation which will pre-
sumably deal with the separation of Burma, but a safeguarding clause
on the following lines might be sufficient :—

¢ If the Government of Burma adopts a new curreney system,

: payment by the Government of India to the Govern-

ment of Burma for Indian currency withdrawn from

circulation in Burma and repatriated to India shall be

limited to an amount which will represent the ecost to

the Government of Burma of replacing the currency

withdrawn from circulation and shall be made in such

- a ‘manner that the gold and sterling reserves of the

Government of India would mnot be proportionately
weakened.”’

Presumably, the Aet would name some authority, probably the
British Gov ernment as the authority to decide differences between the
Government of India and the. Government of Burma which might
arise in carrying out the provisions of the Aet, and this authority
would have to be the authority to deeide the extent and the’ form of

B2
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-payments to be made by the Government of India to the Government
of Burma for currency repatriated.

14, In the above paragrapbs the assumption has been made that
the currency arrangements in India remain as at present. In the
event of the Government of India note issue being replaced by a
reserve bank issue ‘before a new eurrency system is introdueed in
Burma, special arrangements regarding Burma would probably have
to be made at the time of handing over the note issue to the reserve
bank. Whatever currency system might eventually be adopted by
Burma, presumably no change would be made until some time afler
separation was effected. During this period the Indian Currency Act
and Indian Coinage Act would have to apply to Burma.

IIT.—Miscellaneous.

15. Some of the more important questions which the Finance
Departnient will have to consider, if it is decided to separate Burma

from India, are dealt with below :—

(1) Ways and means.—Presumably, the Burma Government
would arrange with the Imperial Bank of India to conduct their
business on much the same lines as the bank now conduets the business
of the Government of India. The Burma Government would take
over control of the resource work at treasuries, where the Govern-
ment of India should probably arrange to maintain currenecy chests
as long as Burma used Indian currency. .

(2) Government of India securities held in Burma.—At present
a considerable volume of Government of India sceurities are held in
Burma, and interest is payable at any treasury in Burma. Clearly,
it 1s desirable that Burma holders of Government of India securities
at the time of the separation should have the same facilities for draw-
ing the interest as they now have, and it would be desirable to arrange
with the Government of Burma for the continuance of these facilities,
at any rate as regards securities held in Burma at the time of ‘the
separation, though it will probably be undesirable to allow further
trausfers from India to Burma. The Government of Burma could
be given a commission on the amount of interest paid.

(3) Post office cash certificates—On  separation, presumably
the issue of Government of India post office cash certificates in
Burma would cease, and the Government of Burma would issue certi-
ficates of their own. As, however, the certificates previously issued
would represent an obligation of the Government of India, and as it
would be a very complicated matter for the Government of Burma
to attempt to take over this oblization, an arrangement would have
to be arrived at by which the Burma Government would arrange for
the payment of the eertificates as they mature at their post offices
and debit the amounts to the Government of India. Probably they
would have to be given a commissien for this service. )

(4) Post office savings bank deposits—In this case the simplest
method of procedure probably would be for the Burma Government
to take over the savings bank deposits from the Government of India,
the debt of the Government of Burma to the Government of India
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being reduced accordingly. It might be said that the depositors
would have reason to complain of such a transfer, because their de-
posits would be transferred from an institution backed by the eredit
of the Government of India to an institution backed only by the
eredit of the Government of Burma. This difficulty could be got over
by giving depositors ndtice rome time in advance that their deposits
were to be transferred, so that they would have an opportunity of
withdrawing them if they desired to do so.

(5) Provident fund deposits—Presumably, the provident fund
deposits belonging to officers of the Burma Government and any
oftieers ¢f the central Government which may be transferred to the
Burma Government would be taken-over by the Government of
Burma, who would also take over the incidental liabilities. The total
amount of deposits would be presumably dedueted from the debt of
the Government of Burma to the Government of India.

" (6) Other deposits.—At present all deposits received in Burma
are taken into the balance of the Government of India. Presumably,
the Burma Government would take over these deposits with the inei-
dental liabilities.

(7) Family pension funds—Presumably, officers serving under
the new Burma Government would not be eligible to subscribe to the
family pension funds now administered by the Government of India,
but the Government of Burma would start similar funds of their own.
Arrangements would have to be made to transfer officers’ subscrip-
tions from the Government of India funds to the new funds of the
Government of Burma with probably a contribution from the Govern-
ment of India to cover the period during which the officer was in the
service of the Government of India. Here, again, the total amount

- transferred could be tgken in reduction of the debt of the Govern-

ment of Burma to the Government of India.

(8) Income-tax—~DMost of the trade in Burma is condueted by ~

Indian or European firms which are at present assessed to tax either
in Burma or in India on the total income from their operations in
both countries. The question of double income-tax will, therefore, be
of considerable importance. ' )

(9) Steff —The conditions on which the Government of India’s
staff employed in Burma will be taken over by the Government of
Burma will have to be worked out in detail.

J{10) Railways—The terms on which the Burma railways will
be taken over will have to be worked out very carefully. They are
the most profitable portion of the Government of India railway
system, and even if it is decided that the Burma Government should

. take in future the full profits' regardless of losses which may have

occurred in the past, d.c., that they would merely have to pay to the
Government of India the capital at charge on these railways, the rate
of interest which the Government of Burma should pay to the Govern.
ment of India on the capital at charge will be difficult to determine,
as the capital has been raised over a period of years at different rates
of interest. '
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(11) Posts and telegraphs—The terms on which the assets of ANNEXURE L. (Sec para. 5.)

the Posts and Telegraphs Department will be taken over by th - . Production of silver in Burma.
; . ] e B : .
Government will have to be worked out in detail. Y frina (In thousands of fine ounces.)

(12) Government of India lands and buildings-—¥H i 1924 .. . . . . .. 5288
a difficult question will arise as to the terms on Whigch' theell.:nd: g;:; ‘ 11925 4,832
buildings at present in possession of the Government of India should 3 . 3 N . ’

he handed over to the Government of Burma. 1926 .. - . . - - 5,104
1927 .. .. .o . .o .o 6,004
1928 - o .. .. . .. 7,405
1929 .o . .. . .o .. 7,290

" Ezports of silver from Burma.

Straits {Federated
.~ —_— India. * Settle- Malay | Mauritius. | * Total.
ments, | States.

1924-26 ~ .. . 5,430 . .. .. 5,430

\ 1925-26 . Ll 4 15 16 . 4,822
1926-27 .. | 4627 1 56 o ame T
T 192728 .. .| ean 18 37 .. 6,466 _
102820 .. .| 7548 32 39 344 7903

Imports of silver into Burma.
| .

United Hong | Federated
—_ India. |Kingdom.| Kong. Malay Total.
. States.

1924-25 .. . . .. . .
1925-26 . . . 3 . 71 . 10
102627 .. .. 2 " . . :
1827-28 . . 9 72 19 . 100
1028229 .. .. 5 ¢ . . 9

It will be sden from the above figures that the imports of silver
into Burma are negligible, and that almost the whole of the silver
produced in Burma is esported. As figures of production by official
years are not available, it is not possible to calculate the actual
amount of silver-consumed in Burma, but the above figures show

-
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that the amount is very small. In the circumstances the Govern-
ment of Burma will not find it profitable to impose import and ex-
cise duties on silver. '

So far as India is concerned, if India levies an import” duty of
4 annas an ounce on silver imported from Burma, the Government
of India will lose very little as almost the whole amount of the silver
produced in Burma is exported to India. The Government of India

will lose only the excise duty on silver consumed in Burma, but the

figures show that this amount is negligible.

B}
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) ANNEXURE 1.

MBMORANDUM 0N PARAGRAPIIS 6 To 9 oF APPENDIX 10 PArt VIII oF
THE STATUTORY COMMISSION’S REPORT. (Pages 282 to 284.)

Separation of Burmae and customs revenues.

This memorandum deals with the effect of levying import duties
in Burma and in India on Indo-Burmese trade. The trade in
kerosene and petrol is excluded from this examination. Sir Waller
Layton’s estimate is that Burma will obtain 116 lakhs from import
duty on goods from India, and that India will obtain 25 lakhs from

"import duty on goods from Burma (paragraph 9 of the appendix,

pages 283 and 284). This estimate is based on the assumption that
the existing import duties will be applied at both ends (paragraph
7). . :
2 Four statements are attached :—
(I) Imports of Indian merchandise into Burma.
{1I) Imports of foreign merchandise into Burma from

India.

(ITT) Imports of Burmese merchandise into India from
Jurma. .

(IV) Imports of foreign merchandise into India from
Durma. - ’

"These statements represent the trade for. 1928-29, and are taken from

tables 7 to 10 in Part IT (pages 219—267) of the sea-borne trade
and navigation of Burma for 1928-29 (the latest volume available).
In each statement the total trade is divided into three groups :—

Free goods, ’

Goods at special rates of duty,

Goods dutiable at 15 per cent. ad valorem.

Deductions have then been made for the intra-provineial trade, i.e.,
between ports within the provinee of Burma, and the duty leviable
at existing rates on the trade between Burma and India has heen
estimated. )

3. The resalt of the estimaie may be displayed in the following
statement :— ’

Lakhs,
Duty payable in Burma—
¢ Indian merchandize o .. . . 290
Foreign merchandise .. e e 24

Totalduty .. 314

Duty ‘payalle in India—
Burmese merchandise o .o . .. 05
Foreign merchandise . e e e 8

Totalduty .. 103
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The trade in foreign merchandise will be affected in quite a differ-
ent way from that in indigenous produets. Foreign merchandise,
which now goes to Burma from India, has already paid duty in
India. In future part will go direct, and the greater part of the
remainder will be shipped under claim for drawback, and in either
case India will lose the duty. To be on the safe side it would be as
well to treat the duty as a debit to Indian revenues, and similarly te
debit Burma’s revenues with the duty leviable in India on foreign
merchandise exported from Burma. We.thus obtain the following
result :—

Burma. India.

Gain .. . .. 314 103

Loss .. -~ .»r . . 8 24
Net gain .. 306 79

4. This result assumes that the trade will remain at its present
level. Naturally some depression will follow the imposition .of
duties, but it is difficult to see how the effect can be as great as is
suggested in Sir Walter Layton’s fizures. A gain to Burma of 210
lakhs and to India of 60 lakhs would not be an extravagant estimate.
Sir Walter Layton’s fizure of 116 lakhs for the gain to Burma is the:
Burma Government’s own estimate, and it has been ascertained that
this was merely intended as a safe guess calculated in the following
manner. The average duty on imports of foreign goods into Burma
in 1926-27 was 17 per cent. An average duty at the guess figure of
8 per cent. (on roughly half the above amount) on Indian goods im-
ported into Durma would yield on the 1926-27 imports 116 lakhs.

5. In dealing with India’s customs revenues from existing
sources, a flat rate of 2 annas for kerosene has been assumed. Sir
Walter Layton, writing no doubt before the introduction of the 1930-
31 budget, has taken 2} annas. At the 2-anna rate for kerosene the
gross gain to India will be—

Lakhs,
Existing excise .. . . .o . 190
Additional rate on kerosene .o .. . 56
Nett duty on other imports from Burma . . 60 ¢

306

against Sir Walter Layton's fizure of 326 lakhs. At the present rate
of customs duty on keroscne (2} annas) India would gain 334 lakhs.

On the other hand, this estimate gives a gain to Burma of 997 lakhs

agai{xst Sir Walter Layton’s ficure of 873 lakhs.

- Total duty .
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e I
" Coasting imports into Burma—Indian merchandise—Values and duty
in lakhs. ‘
Intra-pro- Net
—_— Gross. vincial India- Duty.
. trade. " Burma,
" Total 1,543 141 1,402
. Free goods.
Animals ' 3 3
" Books .. 3 2
Grain, pulse and flour 134 18 118
Hides and skins 1 1
Machinery 1 1
Manures 1 1
Total free 142 19 123
Total dutiable .. 1,401 122 1,279
Articles ot special rates.
Coal 111 111 3
Figh, salted 17 17 . 1
Fodder .2 2 .
}‘z[atches . . . 4 3 1 1
Tobacco . e . 130 9 121 . 130
" Toys - . . 3 . 3
Total at special rates o - 267 14 253 138
Ad valorem at 15%, .. 1,134 108 1,028 154




II. . —
. . . : . : Y Intra Net
Coasting imports into Burma—~Foreign merchandise—Values and _— Gross. Pro- Burma- | Duty.
duty in lakhs. ) v vineial, India.
Intra Net
—_— Gross. Pro- India- Duty. Free goods.
vincial, Burma.
Grain, pulse and flour .. .. 1,760 9’ 1,751 .
’ ' Hides and skins .. L . 8 8
Total .. 193 84 109 .
- . Sticklac . .. .. . 51 - . 51 .
Free j001s. .
Books .. - . .. 1 .. 1 Cotton, raw .. e o 1 - 1 .
Dyes .. . . .. 2 . 2 " i . ;
. . Total free. .. 1,820 9. 1,811 |, ...
Machinery .. o .. 15 4 1 .. . Total dutiable excludmg kerosene
: snd petrol .. 612 93 519 ..
Total free e 18 4 14 e : .
: . Dutiable at special rates.
Total dutiable .. 175 80 945 e \
Fodder . .. . 2 1 T 1
Dutiable ab special rates, .
Matches . . 18 2 16 13
Liquors . . .. 5 2 3 3
. Lubricating oil ., .. 3t . 34 3
Matches 2 1 1 1 ‘
Tobacco .o .. . 21 |- 9 12 -8
Tobacco e . e 11 4 7 7 . 4 ‘
. Total (excluding kerosene and petrol)
Total .. 18 7 11 11 dutiable at special rates 75 12 ‘63 2%
Ad valorem at 15% .. 157 73 84 13 ' Ad valorem at 15% . 537 81 456 71
4
Total duty .- . . . 24 Total duty (excludmg kerosene and :
: petrol) .. . . . . . 9
I11.
’ ' Iv.

Coa:tmg erports from I’u(ri‘ma——Bulr;nIese merchandise—Values and . Coasting exports from Burma—=Foreign merchandise—Values and
utu 1 lakhs . . .

duty in lakhs.

-

Intra Net . . " Intra Net )
—_— Gross. Pro- Burma- | Duty. I Gross. Pro- Burma- | Duty.
‘ vincial. India. ° L8 vincial. India.
Total © . 122 7% | 47 ..
| - 33 117 3,200 ..
Total 3,317 ) Free goods. ]
Kerosene and petrol . .. 885 15 870 .. Machinery . . . 5 4 1 .. .

Total free . 5 4 1 .e
i 2,432 102 2,330 e ; —
Tot&l excluding kerosene and petrol . Totaldutiable .. 17 7 6 it
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Intra

Net
—_— Gross, Pro- Burma.- Dut
vineial India. v
Dutiable at special rates, .
obaceo 3
2 1
1
Total at special rates '3 2
1
Ad valorem at 159, .. 114 69
45
Total duty 77
8

10.

11.

12,

13.
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List of Enclosures.

Letter to all loecal Governments of Governors’ Pro-
vinces (except Burma), No. ¥.-67|30-R., dated the
24th June 1930.

Letter to the Chief Secretary to the Government of
Burma, No. F.-67[30-R., dated the 24th June 1930.

Letter to the Registrar, High Court, Calcutta,
Appellate Side, No. F.-67|30-R., dated the 24th June
1930.

Letter to the Chief Commissioners, Coorg, Baluchistan,
Delhi, Ajmer-Merwara, *No. F.-67|30-R., dated the
24th June 1930.

Lietter to the Chiet Commissioner, '\Iorth West F'rontier

Provinee, \Io F'.-108{30-R., dated the 2nd August.
1930. -

. Letter from the Government of Madras, No. 978, dated

the 11th August 1930.

. Letter from the Government of Bombay, No. 1]161,

dated the 13th August 1930, and enclosures.

. Note by His Excellency the Governor of Bombay. )
. Pelegram to the Government of Bombay, No, 2940-3.,

dated the 31st August 1930.

T'elegram from the Government of Bombay, dated the
7th September 1930. T,
Lietter from the Government of Bengal, \0 219-A.0,, -

dated the 15th August 1930, and enclosures.
Letter from the Government of Bengal, No. 222-A.C.,
- dated the 22nd August 1930, and enclosure.
Letter from the Government of the United Provinces,

. No. 4949-C., dated the 23rd August 1930, and
cnclosures. '

. Letter from the Government of the Punjab, No. 4706-S.’

Reforms, dated the 14th August 1930, and enclosures.

. Letter from the Government of the Punjab, No. 6504-

S. Reforms, dated the 16th September 193(1, and
enclosures.

. Letter from the Government of Burma, No. 392-D. -30,

dated the 13th August 1930.

. Leitel from the Government of Bihar and Orissa,

No. 4368-A.R., dated the 23rd August 1930 and
anlosure .o
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18. Letter from the Government of the Central Provin-
ces, No. R.-15-1IV, dated the 12th August 1930.

19. Letter from the Government of Assam, No, Rfm.-8] °

~ 8801-A.P., dated the 12th August 1930. ,

20. Letter from the Chief Commissioner, Delhi, No. 7131-
Home, dated the 8th August 1930.

21. Letter from the Chief Commissioner, Coorg, No. 2452
11-28, ‘dated the 4th September 1930. :

22, Letter from the Chief Commissioner, North-West
¥rontier Provinee, No. 3305-P:;, dated the 28/29th
Aungust 1950, and enclosure, , »

493, Letter from the Chief Commissioner, Baluchistan,
No. 3614-P., dated the 14th August 1930.

24, Letter from the Chief Commissioner, Ajmer-Merwara,
No. 43-CJ111-C.C.|30, dated the 15th August 1930,
and enclosure. i

25. Lietter {rom the Registrar, High Court, Calcutta,
No. 11741-G., dated the 18th July 1930.

Lsal49R0-=50—3-10-30—G 11"
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