INDIA THROUGH THE DEPRESSION

By H. SINHA anp J. C. SINHA,
STATISTICAL LABORATORY, CALCUTTA.

Elsewhere! we have tried to establish that the ycars 1927-28 and 1028-29 formed
a period of comparative stability when there was a substantial measure of external and
\nternal equilibrium. It is the purpose of the present paper to see how this equilibrium
.ame to be upset and to what extent, if at all, it was re-established at a subsequent period.

The actual incidence of depression in a country is to be inferred from the diminution
in the national income. For industrially advanced 'colmﬁies, employment and production
figures indicate roughly the trend of mational income, whereas for backward agricultural
cottries, harvest retyyrns, export values and barter terms of trade have to be utilised for
the purpose.

FOREIGN TRADR QUANTA AND PRICES.

The broad features of the depression and the recovery are set forth in the following
tables from annual data. In Table No. 1 the quanta of exports and imports have been
cmnpmc(l on the basis of the duclared values per unit in 1927-28. In other words, if
P 0 o q"” ., etc. are the respcctive quantities of exports (or of imports) in 1927-28 and
p,,, Do P ., etc, are the corresponding declared values per unit in 1927-28, and if further
Ty, 37y, @7, cte. are the respective quantities of exports (or of imiports) in any other year,
then the index number of quantum for that year, referring to the vear 1927-28 as 100

Z 100 x Pe @it Pua” 4 P g + cte.
Pod'o + 97" + P70 97 + clc.

So far as the price level is concerned, the relative index number is found by comparing
the actually recorded values with the adjusted values ou the basis of 1927-28 prices, which
may be represented by. p,°, p,”, P, ctc. with tne same notation. In other words, when
referred to that year os the base, the index number of prices

_looxpn‘l|+f7|47|+f7 1 97 + etc.
P’O q + f,ll qll Plll“ qlll + cotc.
TABLE |. QUANTUM AND PRICE LEVEL OF EXPORTS AND IMPORTS.
[Data from Review of the Trade of India in 1936-37]

1 Quantam of Price level of
Year

‘ Exports Imports Exports Imports
1827—28 1000 1000 1000 1000
1928—29 106°1 105'2 87'5 96’4
1929—30 1080 1034 902 032
1830—31 06'6 825 15 800
1831—82 82'6 7086 582 mn7
1832—388 14'9 814 | 55'3 852
1933384 862 127 635 €35
1084—35 878 84'1 541 €30
1635—368 88'4 866 569 62'1
1936—37 1074 T9'8 572 628

So far as exports are concerned, the nadir of quantum was reached in 1932-33 and
that of price level in the following year. The price level of imports shows a continuous

decline upto 1935-36, after which there is a slight recovery. The quantum of imports
shows an irregular feature,
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INTERNAL TRADE.
As regards inland trade movement, the net ton mile figures of Class 1 railways, as
given in Table 2, will throw some light: —

TasLe 2. Ner ToN Mixs or Crass 1| RAILWAYS.
[Data from the Report by the Railway Board on Indian Railways]

Net ton miles Index No.
Vear in milliona 1627-28= 100
1027-28 21.620 1000
102828 21.645 1001
1029—80 21.285 884
1930—31 20.146 232
1931—32 18.107 838
1932—33 16,978 788
1833—34 18.480 854
1934—35 20.091 92'9
1933—36 20.202 934

Here also the lowest point was reached during 1932-33.
A parallel set of figures for inland trade is available in gross earnings of State railways
and the number of waggons loaded.

TarLR 3. GROSS EARNINGS AND WAGGONS LOADED.
[Data mainly from Review of the Trade of India in 1936-37)

grou Earn- Total
ing in State | Iudex No. Waggons Index No.
Year Railways | 192728 | ' RE90¢ | 192729

(g:’;:;‘)" =100 (Thousands), 100
1027—28 104 8 1000 6732 L 1000
1028—29 105 101°0 6993 1039
1920—30 102 081 6898¢ 102'§
1630-31 97 833 6632¢ 986
1991—82 87 837 6098 806
1932—33 84 808 5908 891
1933384 87 887 8489 064
1634~35 80 885 8850 1018
1085—36 81 875 6064 1084
1936—387 98 d 82°8 7265 1079

¢ From Report by the Raflway Board on Indian Rallways for 1928-29.
b Prom Indian Trade Journal, April 19, 1928.

© Approximate figures,

¢ Pignres for Burma Railways are approximate only.

Prori1s.

As regards direct loss of income, an endeavour has been made in Review of the Trade
of Yndia in 193637 to estimate the grand totals of profits earmed by different companies
during the past few years and to check up the results by means of index numbers of
ordinary share prices of the various industries, ‘The method adopted has not been fully
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explaiged, but the result obtained seems to be doubtful. On page 19 of the Review fos
1836-37, grand totals are given for 1928 onwards of profits earned by various companies for
which statisfics are continuously available from that year. From that table, the nrofits in
1931 secm to be the lowest, whereas the figures previously quoted show that it was during
the year 1932-33 that the full brunt of the depression was felt, when profits should have
been the Towest,

“There Is andther official estimate of profits, although in an indirect manner. In the
Monthly Survey of Business Conditlotis T Indid, there are published two serics of index
numbers of security values, the first, bearing fixed interest and the latter, having variable
yield. Recently, the two series were reconstructed as explained in the Survey for April,
1937. ‘Table 4 below gives the results obtained from the revised figures:—

Tane 4. INDEX NUMEER OF PRICES OF INDUSTRIAL SHCURITIES. 1927-28=100.
[Data from Monthly Survcy of Business Conditions in India)

Year Fixed Yield Variable Yield
192728 100 1000
1928—290 102'1 893
1826—30 1042 872
193081 1002 80'6
1981-82 928 84’8
1832—88 100'8 679
1833—34 11574 862

34—35 1268 107°2
1935386 1818 1078

— 1386 1168

It appears that the values were the lowest in 1931-32, from which it is clear that
profits must have beem lowest in 1932-33, for it is common knowledge that in stock
exchanges all the world over it is the future yields which are discounted to arrive at the
present prices.

IncoMRS.
A direct estimate of incomes from income tax returns gives the following results.

TABLE 5. PROPITS OF COMPANTRS.
[Data from All India Income Tax Report and Reium]

Year (R:Mlﬁlgh) Year (nm-ﬁﬁn)
1027—28 8876 103238 2350
1028—20 4260 1988—84 2028
102080 4818 1084—85 2441
1930—81 4104 1035—86 2639
108183 2648

The ml?le income .of companies was the Jowest in 1933-34, from which it is clear
that the actua] income during the year previous, that is, in 1032-33 must have been the
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CO-OPRRATIVR STATISTICS.

Another index of the of the depression is available from the istics of
co-operative societies. In the following Tsble 6 percentages have been calculoted of
overdue loans on total lvans duc by individuals to co-operative agricultural societies
separately for British India, Indisn States 2nd India as a whole.

It is apparent that the position became most serious in 1933-34. It must be
remembered howcver that in this cese the effect is cumulative. In other words, any
detcrioration in the financial situstion becomes aggravated of itself. It follows that the
acutest phase of the depression must have occiirred sometime before 1933-34.

TABLE 6. PERCENTAGE oF OVARDUE LOWS T0 ToTAL LOANS DUE kv INDIVIDUALS TO
CO-OPERATIVE AGRICULTURAL SOCIETIES.
[Data from Statistical Statement relating lo the Co-operative Movement
in India (Annuel))

British India .

Tndian Grand

Year “‘g{.‘:_’g:" States Totsl
1927—28 208 210 208
1828—29 218 220 218
1929—30 24'8 240 24’5
1930—31 382'6 800 823
1981—32 400 840 401
1932—38 463 48'0 468
1933—34 474 540 486
1834—35 458 380 449

STRAIN PRECEDING THE CRISIS: -APRIL TO SEPTEMBERR, 1929.

Hitherto we have considered only annual figures. It is necessary to consider quarterly
and even monthly figures to study the course and phases of the depression. In the I¥'orld
Economic Survey for 1831-32, issued by the League of Nations, the fourth quarter of 1929
has been shown to be the starting period of the depression in India. The fizures however
seem to indicate that the strain in our cconomic system began to be felt almost from the
beginning of 1929, although the actual crisis was in cvidence by October that year.

WHOLESALE PRICES AND COST OF LIVING.

Tt will appear from Table 3 in Sankhya Vol. 3, Part 2, p. 130, that the disparity between
wholesale and cost of living indices in India began to widen as carly £s March 1929 when
it was 98 as compared with 993 in the same month a year ago. Since then the disparity
became wider and this index recorded a fall of some 11 points in December, 1920 as com-
pared with the pre-war period. Tt is hardly necessary to add that this disparity was
brought about by the relative fall in wholesale p'rices as compared with the ch in the
cost of living. While Calcutta wholesale index fell by 1 point in March, 1929 in com-
parison with the index number for the same month in 1928, the cost of living index
during the same month recorded a rise of 4 points as compared with the figures for the
corresponding month a year ago.- Tn fact the cost of living index remained fairly steady
up to December, 1928. The relative movements of the two indices have been shown in
Tables 1 and 2 in Vol. 3, part 2 of Sankhva pp. 128 and 130.
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It appears from Table | there that our wholesale index number fell gradually from 143
in March to 138 in June, 1929, but it rose again to 142 during the next month and reached
143 in August and September, 1929. This however does not mean a temporary revival. It
only corroborates the well-known fact that wheun prices first begin to fall, merchants, being
reluctant to sell at a loss, withhold their stock for some time, with the result that prices
just harden a little. But this effect is only temporary. It follows therefore that this
slightly upward movement of prices reflects the strain which reached the breaking point in
October, 1929. .

MOVEMENT OF PRICES inler se.

better indication of the lack of adjustment is the movement of prices inter se., For
it is well known that in a period of economic disturbance, all prices are not affected to the
same extent, nor at the same time. Thus relative disparity among individual prices is
at once an indication and a measure of economic meladjustment,
This is well illustrated by the course of price movement during the period of strain.
(‘Thus from Table 10, Sec. B, Sankltya, Vol. 3, Part 2, p. 138, in which has been shown the
course of export and import prices, it will appear that there was a continuous fall in the
net barter term of trade from 1928-29 onwards until 1931-32, the fiqures being 952, 917,
803 and 885 respectively. Monthly figures were calculated by Messrs. Sen and Sinha
some time ago, on a somewhat different basis. Representing the term of trade to be 100
in January, 1929, it dropped to 90 in June that is in 6 months’ time. )

PRICES OF RAW MATERIALS AND MANUFACTURED (GONDS.

{A similar disparity is noticeable in the prices of raw materials and manufactured goods.
The price of both these classes of goods falls, with the approach of z depression but the
price of manufactures, falls less than that of raw materials. This has been clearly shown
in the paper on Indian Prices During the Depression by Messrs, Sen and Sinha®. Tt appears
from this paper that while the disparity index of the composite price of cotton and jute
manufactures on the one Fand, and of the composite rrice of raw cotten and raw jute on the
other, was 100 in Japuary, 1929, it rose to 10! in April and reached 105 in September of
the same year. ‘This disparity is also apparent from Table 7 giving the course of prices for
raw cotton and cotton factures.] The widening of the gap between the two during
the period of the strain is clearly brought out in column 4 of the table where the disparity
is seen to increase from about 100 drring the latter half of 1928 t~ 103, 108 and 112
respectively during the first three quarters of 1929, )

Tt is true that this disparity is partly due to the imposition of tariffs. - To obviate this
difficulty a corresponding Table 8 has been prepared for prices of raw and manufactured
jute, which is otherwise instructive, for it reveals a weakness in our economic system
inspite of the fact that we have a monopoly of this product.

It will appear from the World Economic Survey for 1931-32 that the depression had
begun in Java and Australia long before it began elsewhere. The demand for jute bags
considerably fell off in these two important markets with the result that the price of jute
manufactures was falling very rapidly—indeed at a more rapid rate from the last quarter of
1927 than that of raw jute which was also declining, showing that in certain cases even
manufactured goods may record a steeper decline than agricultural products. We find also
that the price of 33% Government paper which is a fairly good index of our long-term-rate
of interest began to fall definitely from March 1029, as will be evident from Table 5 of

Sankhya Vol. 3, part 2, p. 133. Conditions in the short term market were also tighter
25

197



VoL. 4]

SANKHYA: THE INDIAN JOURNAL OF STATISTICS
Tame 7. PRICES oF RAW COTTON AND CoTTON MANUFACTURES (QUARTERLY)

[PAxT 2

JuLy 1914=100.
[Data calculated from the Indian Trade Journal]
Per- Per-
centage centage
Index | Iedex M:(m- Index | ludex M::!u-
No. g".‘. 0: factured Year No. g:ﬁ::: l-_chutd
Vear of Raw n:.:n_ Cotton of Raw | oo | (.al:tm
Cottor | ¢ tures | lm;]‘e:wto Cotton | ¢ tures t};nlll;:
Colton Cotton
Index . 1ndex
1028 1 161 161 100 1982 m ‘ :1.3 114 !‘ 120
v 189 160 101 1w 80 112 | 124
1929 1 157 162 108 1933 1 I 82 113 138
n 148 160 108 11 84 114 136
nt 144 161 112 1 a3 118 1368
v 183 166 117 v 71 18 | 189
1930 1| 107 19 139 1084 1| 78 1me 188
14 89 145 148 104 n 114 181
I 85 135 159 1 73 1né | 156
v T4 127 172 v kid 118 | 183
19831 1 89 129 ‘ 143 1935 1 kil 119 151
I 84 128 | 148 It 78 118 1.3
bt 15 119 169 11 1% 115 153
v 88 120 140 v a3 118 140
1032 1 99 128 129 1986 1 kil 114 148
11 82 120 148
Tipte 8. PRICES OF R\w JUTE AND JUTE MANUFACTURES (QDARTERLY) JoLv 1914= 100.
[Data catculated from the Indian Trade Journal]
Per- Per-
centage centage
Index I"Nd:’ M::‘m- 1";:’ I‘;;’:.‘ M:;n-
No. ¥ factured . f factured
Year of Raw of Jute Jute Year of jzle Jute
Manuo- Raw
Jute factures |  Imdex b Manufac-| index
to Raw Jute tures 10 Raw
Jute Jute
Index index
10:7 1 92 141 188 1831 v 80 83 138
1 88 138 187 1982 I 51 20 187
I 105 156 149 11 42 70 167
v 88 148 188 its 47 8 168
v 41
1928 l} !s} 144 158 ™ 180
1568 147 1638 1 38 89 182
nr 108 169 150 Ir 47 83 177
v 89 147 148 111 42 81 193
v
1920 I{ 12;’ 189 180 s i o7
128 129 1934 1 42
1 85 128 182 1n 38 22 m
v 83 104 125 xlx‘} 87 5 208
1980 l} ;g 04 121 41 18 185
88 127 1935 1 4
I &5 90 164 n 5? ;2 }g§
v 45 T4 164 11 48 7 148
wn 1w _— 184 v 84 70 180
3 188
m ) f Lo 1886 1 54 '] 120
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throughout the year 1928-29 as compared with 1927-28 which itself was a year of stringency,
relatively to the easy money couditions prevailing during the greater part of the year
1926-27. Thus the financial ycar 19:8-29 opened with 7 per cent. bank rate. It dropped
to 6 per cent. on the 21st of June and to 5 per cent. on the 15th of November and to
7 per cent. on the 13th of Cecember 1928. On the 14th Fcbruary, 1929, there was a
further rise to 8 per cent. which rate remained in force till the sacond week of April next
—a rate not since reached any time after May, 1924. This rise in both short and long
“term rates of interest reflects strain on our economic system during the closing montbs of
the financial year 1928-29.
REMITTANCE OF FUNDS

Anpother indication is provided by the volume of remittance of funds through the
lmperial Bank of India. This is a fairly rcliable index of the activity in internal trade..
It appears from Table 9 (p. ZU0) that the demand dralts purchas.cd in th:e Bengal Circle during
the first half of the calendar year 1929, was Rs. 7 crores less than those during the same
period in 1928. The drafts purchased in Bombay and Madras Circles from January to
June 1929 were, however, slightly greater in value than that during the same months of
the previous year. This shows that the struin in Bengal began carlier than in Bombay or
Madras. An obvious explanation of this lies in the fact that the problem of Bengsl is
mainly the problem of jute. The fall in jute prices brought about an economic malad-
justment in Bengal much ecarlier than in other parts of India.

EVENTS ADROAD AND THERIR REPERCUSSION

The question now is, how did this strain affect our monetary system? As the strain
was due to adverse external situation, ome of its earliest effects was on the exchange rate.
It was consistently above parity and rose to 1s. 6 1/16d. in November, 1928, but events
were moving very swiftly abroad. In the spring of 1928, the Federal Reserve System in
the U. S. A. cntered upon a policy of credit restriction, with a view to check speculation
in the New York Stock Exchange. By three successive stages in 1928, the discount rate
of the Federal Reserve Bank of New York was raised from 3} per cent to which it had
been reduced in August 1927 to 5 per cent in July 1928. By this measure, by open market
operation and by moral pressure, the supply of call-money from New York banks was
successfully cut off. But the effect was to raise the level of call-money rates to a figure,
which made investments in such funds highly attractive. This, in its turm, reduced
foreign lending by the U.S.A., which necessarily, one may say almost inevitably, led to
an increase in the import of gold to the U.S.A. Between June 23, 1928 and January (I,
1929, the gold stock of the U.S.A. rose by 7 million (old) dollars, which was not allowed
to affect the price level in any way.

On this policy of credit restriction in the U.S.A., were superimposed the changes in
French monetary policy. By the law of August 7, 1926, the Bank of France was permitted
to buy foreign exchange and to issue notes against such assets. This was reversed by the
law of June, 1928. This Act as well as the punitive tax on the export of capital from
France, were mainly r ible for the ac lation of gold in that country. By the
end of December, 1928, the total stock of gold of central banks and governments in the
world excluding Russia, was 9,918 million (old) dollars. Out of it 1254 million (old)
dollars was held by the Bank of France end 3746 million (old) dollars by the Treasury
and Federal Reserve Banks of the U.S.A. As compared with her holding on December 31,
1924, France had increased her stock of gold by 544 million (old) dollars while the U.S.A.
had reduced her stock by 344 million (old) dollars. But from the beginning of 1920,
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TABLE 9. REMITTANCE OF FUNDS THROUGH THE IMPERIAL BANK OF INDIA (RS. CRORES).
[Data from the Annual Reporis of the Controller of Currency)

l Demand Drafts Parchased } Drafts and T.T.'s sold
TR Fi e
Year Bengal | Bombay = Madrus ' Bengal | Bombay | Madras
% Circle Circle) i Cirele Total  Gircle Circle Circle Total
|
= | | !
1020 1sthalf | .. e e
2ud hall 1421, 430 1 1258 31'18 1214 548 708 t 2465
1021 1st half | 510 ‘ 478 10'31 | 20719 . 1896 | 1871 981 | 44'07
2nod half ! 1738 972 l 10'95 d 3808 | 1742 | 1715 8'82)| 4339
1022 1st half 9'85 ! 950 1820 | 8244 2264 | 2180 1018 ; 54'60
2ad half l 1868 | 1100 1175 4148 2454 2002 | T47 ‘ 5208
1928 1st half 1613 | 1892 18'30 51°35 22°34 26°88 939 5811
2nd half 2707 1891 1050 56'48 2280 2508 980 ' 5718
1924 1st halt 2366 | 28'68 1830 7082 2690 3094 1248 ' 7027
2ud hailf I 3354 17°84 12'65 8393, 3431 2710 9'98 ( 7187
1925 1st half 26'93 84'54 19°69 34'05" 38'57 3574 1162 8583
2ud half 3870 20°55 1371 7298 | 4553 3093 1185 88'01
1926 1st half 238'57 27138 15'37 66'32 50'71 29°85 11°80 92'38
2pd half 28'05 1598 12°29 5722 41°48 2731 10°33 1912

1927 1st half 268'62 24'58 IT°48 63'58 3879 29'36 1114 17920
2ud half 84°04 2127 1555 7086, 38736 29°41 9°80 7657

1028 1st half 31'48 30°20 2155 | 8328 82'87 3045 1120 74'65
20d half 8410 22'09 1630 72'49 3978 29°52 14°00 8323

1829 1st half 24'25 3383 22°17 80°35 3831 3815 1894 90°40
2nd half 2709 2829 17°48 67°86 34718 3114 1162 7694

1830 1st half 23'34 2388 1392 61'15 34'98 3311 12'31 80'38
2ud half 2039 14°61 1074 1564 29'21 8218 1120 12'87

1881 1st half. 1745 16'48 1007 4400 3152 3474 1871 1997

2nd half 17°86 1232 ‘88 87°08 2710 30°87 14'93 12'80
61 44'38 82'43 20°68 14°06 1617
"84 40°50 2812 25'87 1094 8508

)
1832 1st half 19°88 1741 17
2nd half 19°29 12'57 8
1033 1st half 19°08 19'18 914 47°40 3058 2041 13'54 73'53
2nd haif 16'69 10'87 596 89'42 29°09 22'49 1157 63'16
8
L)

1934 1st half 2167 16'50 "84 4601 8323 2687 1570 75'80
2n0d balf 19'71 1061 '48 8681 2854 2548 1779 1182

the gold holdings of both France and the U.S.A. rose steeply, while those of the rest of
the world fell at an equally sharp rate. They were obliged to take steps to prevent
further drain of gold. It is no wonder therefore that the Bank of England raised its rate
of discount from 44% to 53% oo February 7, 1920, and further rzised it to 6§% om
September 26 next. In consequence of this increase in the Bank of England rate, the
rate at which the Government of India was prepared to lend emergency currency was
faised to 8%," thereby causing the Bank Rete to rise to the same level in February, 1929.
This bigh rate of interest was unable to prevent the fall in exchange. In fact, during
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the nine months from Jmuary te September, 1929, the rate of exchange remained lower

N,

than during the corresp of the previous year as will be evident from Table 10.
TasLe 10. HiGHEST AND LOWEST QUOTATIONs FOR TRLEGRAIHIC TRANSFERS ON
LONDON FOR EACH MONTH.

[Data from the Annual Reports of the Controller of Currency]

Year Month Hi’lf‘e’ﬂ. L:z:ﬂ Year Month m,'l“;l !.:1:1;:!

1077 November 1-68 1-5%%¢ 1928 November 1-6%a 1-6%4e
December 1-6 1-6 December 1-8%g 1-6%a

1028 January 1-6%2 18l 1029 January 1-6%%y 1-6
February 1-6%; 1--8¥q February 1-8 1-5'84q
March 1-8%%e 1-3'%e March 1-53%, 1-5214,
April 1-5%s 1-8% April 1~-834 1-5284,
May 154 1-8%%g May 1-5%, 1-5%Th,
June 1-8%%, 1-8%%2 June 1-5% 1-5'%,
July 1-5% 1-8%, July 1-5'%, 15384,
August 1-5%%%° | 1-5% August 1-8%%, 1-5%
Septerber 1-6 1-514, September 1-5774, 1-31%g
October 1-6%e 1-6

*In the Controller of Cu;mcy‘s Report for 1g28-29, p. 38, the highsst rate for August quoted is
Is. 5 21/82d. This is obvionsly a misprint for 1. 5 81/32d.

IMPRRIAL BANE PERCENTAGR OF CASH TO LIABILITIES.

This kening in h led with high money rate led naturally to an outcry
from the business commupity that the Government was starving the commercial world of
its needs for currency. But in his Budget Speech on February 28, 1930, Sir George
Schuster defended this policy on the ground that the contraction of currency was neither
severe nor unjustified. He alluded to the percentage of cash to liabilities of the Imperial
Bank, which, according to him, was the real index of the adequacy of currency and
pointed out that this percentage was higher in February, 1930 than it was at the time
a year ago. The relevant figures are given in the Table 11 below for a number of years.

TABLE 11. PERCENTAGR OF CASH 10 LIABILITIES OF THE IMPERIAL BANK OF INDIA*
[Data from the Annual Reporis of the Conlroller of the Currency for India]

Year Apr. | May. | Jun. | July. | Aog. | Sept. | Oct. | Nov. | Dec. | Jan. l Feb. | Mar.
1826-27 | 28'91| 87°00| 89°60 | 5073 | 53'07 | 49'63 | 45°68 41°81 | 2542 ( 2065 | 18'35 | 20'34
1627-28 | 1852 | 1842 | 23'43 | 87°47 | 37'57 ! 35'64 | 34'20 | 80'32 | 12'82 | 15'75 . 16'51 | 13'60
1828-20 | 11°83 | 13'83  17°63 | 28'41 | 20°17 | 20°48 17°92 | 12'86 | 14'98 | 13'71 | 13'48
1629-30 | 1591 2833 | 32'38 | 36'20 | 36'95 | 38'84 | 84'61| 28'26 | 19'13 | 18'78 | 20'78 | 21°00
1830-31 | 1802 18'32( 19°62 | 2400 | 20'20 | 28°32 | 28'69 | 24'68 | 1446 | 14’35 | 11'58 | 1589
1881-32 | 17°86 | 18°'68 | 20'78 | 24’89 | 25'18 | 838| 15773 | 18'00 | 10'88 | 12'58 | 13°40 | 13°28
1982-38 | 15°24 | 16'30 | 24'38 | 85°45 | 3581 | 35'84 | 35°64 | 93'64 | 27°18 | 2484 | 28'92 | 81'42
1083-84 | 28'53  25'34 | 28'10 | 83°08 | 3271 | 2094 | 27°86 | 20°01 | 22'50 | 3091 | 1462 | 14'45
1034-36 | 17'25| 19°89 | 26°10 | 81'82 | 85°20 | 83'70 | 9193 | 89'20 | 24’168 | 21°75 | 1859 | 25'28

¢ Reserve Bank of India began operations on April 1, 1885.
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1t is quite cvident that the figure for February, 1020 was not s normal figure at all and
quite unsuitable for purposes of comparison. In fact, it was lower than the corresponding
figures during 1927, 1928, 1933, 1034 and 1935. It was only somewhat higher than the
corresponding figures during the years of acute depression, viz., 1831 end 1932, In any
case, the comparison of any ycar with any other year, by placing the figures for the same
month in the two years side by side is invalid. For, the monsoon does not break in
exactly on the same date every year, and the busy scason in consequence is sometimes
carly and sometimes late. It will appear from the Table 11 that the months of minimum
percentages were as shown below :—

1927 February, April/May, December
1928 April, December

1929 February /March, December

1930 May, December

1831 February, September, December
1932 January, March

1933 January, December

1934 February /March, December

In view of all this, it is somewhat surprising to motice the complacent attitude of
Sir George Schuster who in his Budget Speech on February 28, 1929, lightly referred to
“‘bad patches” in the financial ycar which was then just closing and assured the Housc
that there was no ‘‘ground for serious pessimism.” But in-fairness to Sir George, it may
be asked: Was not the business world of the West, in spite of all its indices of business
forecasting, really taken unawarcs by the great depression which broke out after the
collapse of the stock exchange boom in New York? Possibly the widely prevalent belicf
that a boom could oceur only in an era of rising prices was responsible for the uoprepared-
ness of the world for the greatest financial debacle.

FIRST PHASR CP THE DEPRESSION: OcToseR, 1929 10 JONE, 1930.

It is possible to divide the whole course of world depression into a number of broad
phases, the first extending roughly from October, 1929 to Jupe, 1930,® the characteristic
feature of which was its heavy incidence specially in countries producing raw materials
and foodstuffs. It is well known that during the period of the strain, prices of agricultural
goods began to fall more steeply than those of manufactured goods, in spite of valorisation
schemes, etc. and other devices. In the next place it has to be remembered that, generally
speaking, these are debtor countries, and the real burden of their debts was considerably
increased. To meet these onerous foreign obligations and to maintain the external value
of national currencies, high short-term and long-term rates of interest, and similar devices
had to be resorted to, intensifying the fall in the price level further. Even that did mot
make the cup of misery quite full. For such serious decline in prices was sought to be
remedicd by increased output so as to maintain the same income, with the result that thers
was an enormous addition to the available supply for overseas markets, which were how-
ever restricting access to these commodities by strong measures such ags tariffs and quotas.
The vicious circle was quite complete, and it is no wonder that agricultural countries were
most adversely affected.

202



INDIA THROUGH THE DEPRESSION

THER SwconNDp Pmask: Jury, 1930 170 Avcusrt, 1931.

During the second phase from July, 1930 to August, 1831, fi
depressed. There was a deepening of the depression in the ies already suffering,
wliereas some other countries not yet affected such as France and Scandinavian countries
began to feel the effect of the depression. We have seen that during the previous phase
agricultural and debtor countries could carry on only by applying drastic methods, which
by their very nature could not be expected to yield per ly beneficial results. Oan the
other hapd during that period the condition of manufacturing countries was rapidly
deteriorating although all the features were not apparent on the surface. The demand for
manufactures, the income from foreign investments, the exchange rate with such agricul-
tural and debtor countries,—all these were maintained by easy credit and free lending on
the part of manufacturing countries. On the top of this, the catastrophic fall in agricul-
tural prices was tending to bring down menufacturing prices throughout the first phase of
the depression and this pressure could not be withstood any longer.

As prices tended to go down or went down in manufacturing countries, their trade
languished. The demand for money for trade purposes fell for a double reason, firstly
because trade was less than before and secondly because prices were lower. Production
was equally affected and there was less nced for industrial circulation. Stock markets were
stagnanot, which again called for less money. There was less of business confidence
requiring bankers to proceed with caution when loans had to be issued. )

It is no wonder therefore that there was a large reduction in bank rates in most of the
manufacturing and creditor countries. The Bank of Entland rate which had been reduced
to 3% in May, 1930 towards the close of the first phace cof the depression was further reduced
to 24% on May 14, 1931, the 1owest rate reached after the war. On May 1, 1930 the Bank
of France rate had been reduced to 239%. Tt was fi'rther reduced to 2% on January 2, 1931,
The New York Federal Reserve Bank rate was lowered to 2% in December, 1030 and
further lowered to 1% in May, 1931 Such easy money conditions hid great economic
maladjrstment in those countries. Nor could this ense pass on to agricultural and dubtor
countries. In fact, the situation was so serious'y out of joint that it ended in the tragedy
of the pound.

Tre TRIRD PHASE: SEPTEMRER, 1931 TOo DEcRMBER, 1932,

With the breakdown of the gold standard in England, was ushered in the third phase
of \depression which lasted from September, 1931 to December, 1932. During this period
as pointed out in the World Economic Stirvey (1932-23), ‘‘trade restrictions, declining trade,
distorted balances of payments, frozen debts and exchonge instability rcacted unfavourably
one upon another.”” Even this list is not quite complete. Political wnrest prevailed in
many countrics, partly due to growing vnemployment and partly due to the severity of
the measures of taxation and retrenchment which had to be adopted for the balancing of
and for ting external obligati The failure of the Disarmaments Con-
ference and of the settlement of wer debts, the increased tension between China and Japan
and similar other factors aggravnted the difficulties. Tn spite of this, it must be recognised
that the rate of deterioration in the economic condition somewhat slowed down sfter
September, 1931. For throughout the last phse, there was a growing recognition of the
desirability of raising prices if necessry, in an international way. Cheap money prevailed
in most countries. ‘There was ccnsiderable increise in bank deposits everywhere, What
was more gratifying was that there was én a~preciable fall in the long-term rate of interest,

bling the Gover of. several countries to fund or convert their debts on easier
terms, thus relieving their financial situation to some extent.

ures also b

hud
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REPRRCUSSION ON INDIA.

Let us now proceed to trace the incidence of these three phases of the depression on
Indian economic life. Some indices of cconomic activity are extracted from the Monthly
Survey of Business Conditions in India and reproduced in a summary form in Table (2.
It is recognised that there are several difficulties in this procedure. Firstly, some of the
necessary data are available only after the beginning of the period of recovery. If earlier
data are extracted from other sources, they cannot be casily reduced to a comparable form.
In the second place, monthly fizures which alone can furnish materials for a description of
short-term fluctuation arc subject to large seasonal changes in Tndia. Data for a sufficient
pumber of normal vears have not yet been accumulated to permit adjustments for seasonal
changes on a proper statistical basis, There are other difficulties also, which will ke
enumerated when the perticular series are described.

TABLE 12. PRODUCTION AND FINANCE.
[Mainly from the Monthly Survey of Business Conditions in India]

Production | Finance
_ S | {__ ,
© i u
B % - , @
38 o les 16 I g scle lep ),
3:2 £ &= ':— 1§ Tlow, SE4ATS RS
§ S ITEERn2 g ENS g EEL fplgTE(cE 2
a FEEIR IR T R N ] %22V 3 7 on|zS7
=8 S25|8SES3 L acnEE Sud S|~ as5|43%
£ ORc|8wER7 |2 " S¢S0 BER uaty v nds
Q Elge>|ds g SlzE%ECE e dwgleol
B o (X - Z 5§52 o La|ve e
0% [Bs B A& [~I2ET |5zTca
z_| |2 z
1) 2) @ (@ |® |6 |m } ® | ® | (10| ap
,§ Averaye for Sept.. 1926, '27." 28 1850‘ 168'3, 146 151) 1560, 158'3| 78] 111 227
o %% | Septemnber. 1929 1875 2024, 148 149! 1569°0, 155°4 72, 110, 240
& 83 | Percentage 1018)  120| 98 99, 109 98| 22 99| 106
8> Change (During pre depression +1{ +20, -2 -1 +2] -2 —8 -1 +@
Q vear) — PR DS PR S R
iy g June, 1930 1754 2162 118 140| 152'01 126'1 68| 98 o6
$o3 | Percentage 95| 128 79| 98 98 s | 88 of
87 o | Chauge (Sept.. 1926 to June 1980} -6 +8| —19’ —8 -4 —18 -6 —11 —14
o
=3 August, 1931 1285| 233°0) 92' 1081135911270 62| 90 116
3% | Percentage 60, 1370 63 72| 87 81 80 81 51
E-g Change (June 1830 to Aug. 1981) —21 +8 —21\ -23 —-11 -—-1 -9 -8 —44
-
:_"g December, 1932 1596' 2050, 881 110( 158'1| 188'8| 76/ 101 150
—e Perceutnge 86 175 78 101 85 97| 91 66
3 6 | Chaoge (Aug., 1831 to Dec., 1882) +24] +27 —4 +2/ +16] +5| +22) +12] +30
28 | Change (Sept.. 1026-27-28 to Dec.
8 1932) -14 +75 —40/ —27 41| —15 -8 -—9| --84
8, | March. 1836 187712081 91| 102hes'8hl 13577 102 185 212
24 Percentage 101 17} [} 68| 108 86 181 122, 98
»e | Change from Dec,, 1832 to March
53 1938 +18 -1 48 -7 47 +1 +34] +34] +41
'-E Change (Sept., 1026-27-28 to
March 1936, +1] +74] —88 —82( +8 —14] +81 +22 -7
s Pigures in italics indicate the respecti ing that the average for September,

1826, 1927 and 1828.

*The amount of notes issned less than those held in the Banking Department of the Reserve
Bank of India.
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Duripg the three phases of the depression the tremds were more pronounmced tham
seasonal Auctuations. The intermediate figures have therefore been omitted and the data
on the boundary dates alone are shown in Table 12. This procedure is not justified in the
period from January, 1933 to March, 1036, the closing month of our parrative. In the first
place, it is much longur than any of the three phases of the depression. In the second
place, there was no strongly marked movement either up or down. Accordingly, quarterly
figures have been inserted in the concluding portion where we propose to discuss the
period ‘‘Recovery and After."" (Pp. 210 et seq.)

PropucTioN or CorTon Goobs.

By far the more important production in India is agricultural production, the incidence
of the depression on which during the past few ycars has already becn shown in Table 6.
For industrial production two series have been shown in Tabk 12, viz., production of
coal and of cotton piece-goods, as the production figures for other industries are available
only for very recent ycars. Cotton being a protected industry does not reflect general
conditions of production. It will be a'parent from the Table that it records almost an
uninterrupted progress, practically during all the phases of the depression. On a closer
analysis, however, it will be seen that the rate of increase was not uniform ; during the
twelve months preceding the depression it was about 20% ; during the nine months of
the first phase it was 6%, the corresponding annual rate being 8% [(6 x 12)+9] ; during
the fourteen months of the second phase it was 8%, the corresponding annual rate being
7%[(8 x 12)+ 14], and during the sixteen months of the third phase it was 27%, the
corresponding annunal rate being 20% [(27x 12)+16]. Thus it is only during the last
phase that the pre-depressiom rate was attained. Tt may also he noticed that the rate
during the second phase was somewhat less than that during the first phase, which in its
turn was less than half of the pre-depression rate. The abave tcdious calculation is made
in order to test to what extent Indian cotton industry wos affected by the depression, for
the Hon'ble Sir Ceorge Schuster referred on seversl occasions to the condition of this
industry in sunport of liis view that depression had not created as much distress in India
as elsewhere.  Apart from this, even if the industry had really been »s prosperous as stated
by Sir George Schuster, it would have on the other hand showed what great sacrifices had
to be made by unsheltered industries, specially agriculture, to make this possible.

CoAL, PRODUCTION.

The production of coal offers a better indication, mot only with regard to industrial
conditions but also as regards railway traffic in view of the heavy amount of coal consumed
by Indian railways. On the other hand, it has to be remembered that coal had been in
a bad way in India for several years before the depression hegan. Even when allowance
is made for this, the dcterioration during the first phase as compared with the pre-depression
year, the aggravation during the second phase and the recovery during the third phase is
clearly noticeable. It is also seen that even after December, 1932, the production was
14% less than during the pre-depression period, a distressing feature which loudly calls
for amelioration.

If other production figures had heen considered, they wonld not have shed more light
on the darkness of the depression. We therefere proceed to consider some financial data
because they revenl trade conditions better. Columns (5) and (6) of Table 12 record
changes in the Calcttta Index Number of Wholesale Prices and the Rombay Cost of Livine
Index Number during the three phases of the depression and also during the previous

26
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period. It will be seen that during the first phase, the former fell more than the latter,
showing the compamtive rigidity of retail prices as compared with wholesale prices, and
the equally “‘sticky nature of other components of the cost of living index such as rent.
During the second phase, this friction was almost completely overcome, the decline being
21Y% in the former case and 23% in the latter case. Dunng the third phase both of them
remained fairly steady. On the bal h y lesale prices by December, 1932
were 40% below the pre-depression level, wh cost of living was 27% below the
corresponding level. Whether there has been so great an increase in the purchasing power
of the rupee as that, is a debatable point, partly because the basis of the index is tao
parrow, but chiefly because of the wide divergence in the standard of living in different

parts and among different communities in India.

ActIve CIRCULATION OF NOTES.

In column (7) of Table 12 are recorded the figures for the active circulation of notes.
Curiously enough, in the Monlhly Survey gross circulation figures alone are published.
It was however thought advisable to consider the active circulation in the hands of the
peopbe. Such figures are reproduced from the annual Reporis of the Controller of Currency
in column (7) of Table 12. It will be noticed that during the year preceding the depression,
neither the note issue nor the wholesale index nor the cost of living index recorded any
serious fluctuation. During the first phase of the depression and also during the second
stage, note circulation was restricted, but probably not to the extent warranted by the fall
n wholesale prices and cost of living. On the other hand, it is common knowledge that
the quantum of trade also declined at the same time, although statistics could net be given
for reasons stated above, Thus the trade demand for money fell for a double reason, firstly
becatise prices were lower and secondly because quantities were smaller. On the other
hand, it is well known that during depression, the velocity of circulation whether of notes
or of deposit currency greatly diminish To compensate for this, an increased volume
of currency is usually called for. It is difficult therefore to determine in the absence’ of
the necessary figures whether currency was starved’’ as popularly supposed, or properly
adjusted to demands, as claimed by Sir George Schuster.

SECURITY VALUES.

Clearing figures given in column (8) reflect not only trade conditions but also financial
and stock exchange operations. The large increase recorded in the third phase is probably
due more to financial operations than to trade revival. KEvidemce for this is afforded in
columas (9), (10) and (11). It will be seen that during the third phase of the depression
3§% G- P. Notes, non-sp,eclﬁative securities and speculative securities all recorded substan-
tial inoreases i valuey It is curious to notice that the difficulties of Indian public finance
in the period immediately preceding the depression were responsible for a. heavier fall in
Government securities than in the non-speculative irMlustrial securities but this position
wag reversed during the first phise, the former falling by 6 per cent. and the latter by {}
per cent, During the secomd phase, the two fell at about the same gnte whereas durmg
the third Phase, the rise in the price of Gevernment. itiea was ed
with that of nén-speculative industrial securities. Speculative securlties also recorded a
sensational rise during the third phase, but the havoc caused during the first phase and
more 50 in the second phase was so great that the wastage could not be made good during
the third phase at the end of which speculative securities were 34% below the pre
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depression level, where as Government securities and, to a less extent, non-speculative
securities were practically brought back to the pre-depression level. )
EFrECT OF DEPRESSION ON DIFFERENT PARTS OP INDIA.

Hitherto we have considered India as a whole. But it is well known that the basic
economic conditions of the diffcrent provinces of India are not exactly the same. In some
provinces agriculture, specially production of commercial crops, is of preponderating
inportance aml they suffcred more acutely than others. The sad plight of Bengal has
already been referred to. This was partly aggravated by the spzcial features of jute already
mentioned, but the areas growiug cottun or groundnut or wheat for export were also
very adverscly affected.  Production could not be curtailed, some of the crops being then
on the ficlds. Not even could it be restricted during the next sowing season, for what
other sources of income were open to our cioltivators?  The output of crops cannot thercfore
provide a dependable index of agricultural crisis. Nor is the value of the crop a valid
measure of the income of the agriculturists. For, many cultivators consime a portion of
what they produce, and to that extent arc unpaffected by the decline in prices due to the
depression.  In the sccond place, there are other trapscctions in kind, such as batad
cultivation, produce rents, and pa:ldy loans (incurring and repayment of loans in terms of
wnhusked rice are quite common in Bengal). Lven if we concede all this, there is no doubt
that the shrinkage in the valuc of crops raised in different provinces gives some indication
of the deterioration of their economic condition. It is for this reason, that the following
Table 13 has been compiled from Review of the Trade of India in 1034-35, showing the
TabLk 13. VALUE (IN LARMS OF RUPEES) OF Tortal PRODUCTION OF TRE PRINCIFAL CROPS

™ EacH PROVINCE IN 1928-29 AND 1933-34.
[Data from Review of Trade in India in 1934-35)
Part 1. Bengsal, Bihar & Orissa, Bombay and Central Province & Berar.

Bengal Bilar & Orissa | Boibay C. P. & Berar
Crops T [ s 7
1928-20 | 1933-34 | 1028-29 | 1938-34 | 1928-20 | 1833-34 | 1928-20 1533-34
[sY] 2) 8) [tY] (L] (8) Y] )] (]
1|Bajra .. 9.86
2 | Barley ... 25 18 5.92 2.58 .
8 Cotton ... 24 1 22 7 15.84 18.52 5.56
4 | Castor ... .
5} Gram - a8 a7 6.62 8.35 2.07 36 218 1.29
6 | Groundnots 16.46
7 | Jute 87.25 11.99 2.60 1 .
8 | Jowar 21.21 12 12.83 4.76
9 | Linseed ... 41
10 | Maize
11 | Rice - | 171,85
12 | Rape seed 2,883
18 | Sugar (Raw) 5.02
14 | Sesamum ... 62
15 | Tea 8,78
18 | Tobacco .84
17 | Wheat e B2
Total - | 2.32,69 85.86 | 1.87.88 55.34 | 1,20.62 60.52 68,77 | 30.38
Percentage Decline 589 59'9 498 55'9
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TasLk 13, (Continued.)
Part 2. Madras, Punjab, U. P. and Total Provinces.

. United Total

Crops Madres Pugjab Provinces (All Provinces) P‘::;:‘
] | | | Decline

11928-20 |1083-84 [1028-20 1983-84 '1826-29'1033-34 [1928-201033-34 [
[tV Tae [ an) | a2 a8 | e |, s | ae | an | (18
! B ... 1072 | 4.85| 8.0 1.30\ 4.48 1.57‘ zs.m\ 12.61| B85.7
h Balrey = - 2,41 58 | 18.06 | 8.44 | £6.84 | 11,78 | 560
8 , Cotton . 11.00 | 588! 847, 6.38| 3.80' 1.54| 5810 | 25.60| 560
4 ' Custor 85 8| — | = P e es\ 38 | 415
5§ Gram - — ! 928, 672) 1540 ' 8.08]| 88.11| 21.12| 415
6  Groundnuts 34,64 , 18,82, — — -, — |s108 1001 628
7 ! Jute = = — - I — ' 39.04' 1270, 882
8 | Jowar 1554 | 677 1.08 87 | 4.83| 218 5547 :510| 546
9 | Linseed - — - 172, 100 509 302| 407
10 | Maire — — 481 132| 836 343! 1708( 7T10| 8600
11 ' Rice sv.ze‘ 45.20 | 4.60 | 288 22.181 17.57 4.47.20 1.85.37 | 583
12 | Rape seed — — | 808| 118, 7.32| 364 17.07 815| 528
18  Sugar (Raw) 8. 4.39 4.72 3.22 | 1832 | 40.25 45.12 | 40.89 94
14 « Sesumum 2.45 1.056 — - - bl 5.06' 2.21 56'3
15 |, Tea 188 | 1.88| -~ - - - 871, 871| 230
38 ! Tobacco - = — — — | 198! 915 528
v Wheat — — | 8552 | 18,18 | 865,87 | 17,70 95.35| 49, 482
Total Lao.'m’ 83.17 | 76.78 | 40,11 |1.40.62 | 85.65 19,57.32 }uo.es 52'0

N MRS DGR .
Percentage Decline 540 478 39'0 | 529 |

values of crops in 1928-20 and 1933-34, by provinces and by crops. From the percentage
declines given in the lzst line of the table, it will be seen that the province Bihar and Orissa
was the worst sufferer. Bengal was almost in the same deplorable condition. The United
Provinces were the least affected because her chief exports, seeds, were not so much
affected as other commercial crops like jute, tea, etc. The development of sugar industry
and of raw cane production is also another cause,

PERCENTAGE OF OVERDUE LOANS IN CO-OPERATIVE SOCIETIES.

Another index of agricultural depression has already been referred to, viz., percentage
of overdue loans to total loans due by individuals to co-operative agricultural primary
societies in different provinces given in Table 14. It is recognised that the data refer only
to those members of rural co-operative societies who are in debt and mot to agriculturists
in general, but it is believed that the broad features of the distress are revealed therein.

It will be seen that the percentages remained fairly steady during 1927-28 and 1928-20/
nl}hough there were wide variations from province to province, Punjab and Burma-
tecording the lowest percentages, and Assam about the highest percentage.) It will be
seen that in all areas, the percentages rose very sharply during 1020-30, 1930-31 and
1631-32, somewhat less steeply during 1832-33, whenr there was mnoticed steadimess in
some cases. In most cases there is an improvement in 1933-34 as compared with 1932-33,
which has since been maintained.

In Bengal the deterioration in the economic condition began as early as 1927-28,
since when there is a steady increase in the proportion of overdue loans. Iu Bombay,
however, the proportion remained steady up to 10930-31, after which period there is
recorded a rise, but not at a very fast rate. This great difference between a predominantly

agricultural province growing a commercial crop and a manufacturing province enjoying
protection is noticeable,
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PRRCENTAGE OF OVERDUE LOANS TO TOTAL LOANS DUE BY INDIVIDUALS
10 CO-OPERATIVE AGRICULTURAL PRIMARY SOCIETIES.
[Data from /Innual Stalistical Stalemenls Relating to Lhe Co-operative
Movement in India)

TABLE 14.

‘ i is \

. ° .

i £ IR

[ a8 o o

Year ] 7 % | o | 2 « | @ a2 :E_ Eg | &

o2 E y L -3 E . SE|gatlg 2

2| 8|&g'!3g E|5|5 )~ 241 25,28 | §

2| & | & a|S|&|a|ol |8z &8 ‘ &2 | 5

Lo
1027-28 21| sal 20 120 43| 6| 5] 31| 34, 14!208 21 |208
1928-29 27| a1, sa| 12| s8| 6| 7| 3| s1| 7 213, 22 215
Average of ! i §

1927-29 27 325:816( 12l405| 6| 6! s3'375 106121 |215 |21

1929-30 30 1 31 } 0 1747 8| 7 | 48,750 "6 248| 24 |24
{ \
1930-31 3| a0 56, 22/ 65 8| 13 68 & Iy |26 | 30 323
1931.32 550 44| e8| 43|70 | 7 12| e8| 72| 9la09 34 401
1932.33 50 40 81| 53, e8! 6| 38| 74| 88| 9,463 48 168
1933-34 60, 47| 80| 71| 8 5| 58 80| 95 6474, 54 |485
1934-35 54| 48| T4, 81| 5 l 5 65, | 9 l 5 | 458 38 449
i

Tt These ﬁg:r;E_;rM the ges of the p ded nere. /They are derived from

the tolals of the original data for loans and overdnes.
GoLp EXPORTS.
There were two outstanding currency events during the period of depression, w»iz.
linking of the rupee to sterling after the suspension of the gold standerd by the United
TasLE 15. FLow. oF GoLp.

(+) Indicates export from India. (=) Indicates imports into India.
|
: Net Export of Gold ' Balance of | . ! ‘ Apoual
Jfrom India (private)  tramsaction, Visible ]Balnucg Total visi- word pro-
Avenge — in treasure | balance of |ofremi- ble balance duction
price’ (Private) trade in | ttances lof accounts | Year lof gold (b)
Year of 100 (i.e Gold, | Merchau- :of fands{ Crores of (excluding
(Apr.- touch Bilver & | dise (pri- Rupees (US.8.R.)
Mar.) | tola (a) |Quantity Currency vate)
Million Valne Notes) | Crores Cal- | Million
fine Crores of | Crores of Crores of lendar ne
ounces Rupees Rupees of Rupees | Rupees year | ounces
‘Rs. As. p.
1031-82(24 12 0| + 7°638 |+ 6707 |+ 65'65(d) | + 32'74(d) |— 34'32 + 54'071d)| 1981 2061
!
1932-33(20 4 6| + 835 |+ 6562 [+ 64'03(c) | — 0'12(c) |- 48'68/ + 1618(e) | 1932 | 22'89
1983-34(31 12 3| + 670 [+6B705 |+ 5728 + 3302(c) (— 60°44. -+ 20°81(e) | 1938 2273
1934-35/84 11 6| + 569 |+ 62564 |+ 85254 + 19°81 — 4978 + 22°07 1934 23'34
1035-36( 85 4 4|+ 4°02(c) +3736(a) + 36'87 + 20'90(n) |— 46'45| + 1982 1935 2478

* Government buying price of gold according to Currency Act of 1927 wes Rs. 21. 8 as. 10 pies per
tola of fine gold.
A Review of the Trade of India in 1935-36.
b Statistical Year Book of the League of Nallons 1935-36; Kilograma converted to Troy ounces
@ 1 Kg.=352.1507 oz. Troy. Rest of the figures are taken from the Rcporls of the Controller of
Currency, 19881-32 to 1934-35.
© Token from Annual Slalement of the Seaborne Trade of British India for the year endings 31st
March, 1936, Vol. I. Table 18, p. 888,
d Revised figure from the Report of ths Controller of Curréncy for 1933-34, p. 51.
¢ Revised figures fram the Report of the Controlicr of Currency for 1934-35, p. 41.
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Kingdom end gold export from India. The relevant figures for the latter are given in
Table 15. The economic implications of these two events have been discussed by ome
of us elsewhere.*

RECOVERY AND AFTER : JANUARY, 1933 10 MarcH, 1936.
As stated above, we now proceed to examine the quarterly data during the period from
January, 1933 to March, 1936.

PRODUCTION.

In Table 12 have been shown the figures for coal production on particular dates. As
already pointed out, the table does not show the course of coal production during the period
under review, it only shows the extent of the rises and falls on the specified dstes. Nothing
has been recorded with regard to the intervening months. ‘This fact is well illustrated by
the figures for coal production, quarter by quarter, given in the below Table 16.

TABLE 168. PRODUCTION.
[Data from Monthly Survey of Business Conditions in India)

‘ Cosal (thousand toms)

Year
April—June July—September |October—December| January—March
Average 1026-20 | 1762 1681 1618 1979
1929-30 | 1842 112 | 1858 % 1774 102 2083 120
1980-31 | 1863 13 1892 98 1790 102 2177 123
1631-32 | 1705 98 1419 82 1521 38 1826 105
1932-38 | 1538 89 1358 78 1500 8 1625 9
1083-34 | 1520 88 1368 79 1484 86 1608 98
1984-85 | 1816 99 1575 91 1717 99 1940 12
1935-36 | 1764 101 1527 88 1726 99 1852 13
Cotton Piece goods (million yards)
Year
April—June July—September |October—December| January—March
Average 1928-20 | 1718 1869 1860 1809

1928-30 | 1723 g1° 180'2 106 2271 127 2168 121
1980-81 | 2138 "9 2029 113 2120 18 2808 129
1931-32 | 2400 135 2488 139 2458 137 2606 146
1932-33 | 250°8 140 274'8 153 2816 157 2498 140
1633-34 | 2204 128 244'C 137 2579 144 2498 139
1934-35 | 241'4 135 284’6 159 8197 178 2868'7 157
1936-36 | 2885 161 2838 164 315°L 176 292'2 163

* Figures in italics indicate the iespective p ing tha¢ the average for the three

years 192627 to 1928-29, wes 100.

It is clear from Table 16 that the production of coal continued low throughout the
year 1932-33 and began to increase only from the third quarter of 1933-3¢. The economic
significance of this should not be lost sight of, for, it is evident that inspite of the specta-
cular rise in the value of Covernment securities and improvement in other indices described
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before, thc general economic condition began to show a decided improvement only from
a stubsequent date.

As regards production of cotton picce-goods, sufficient has been said to show that it
cannot furnish a good index of economic activity. Speaking gencrally, it may be stated
that the production during 1933-34 was somewhat lower than during 1932-33, and therc
was a moderate revival during 1934-35 and 193%-36.

Prices aNp CosT or LIVING.

The movements of the Calcutta Wholesale Prices and of the Bombay Cost of Living
have becn shiown in Teble 17 quarter by quarter. The former recorded a small rise b t
is not free from Auctuation. The highest value reached during this period was 94 in
January, 1935 and the lowest value was 82 in March, 1833, Tt is difficult to distinguish
a definitely upward trend. All that can be said is that prices tended more upwards
rather than downwards dvring this period.

Tarre 17, Wroresare Prece anp Cost or LIVING INDICES.®

Calcutta \Wholesale prices Tndex
Year
April—June July—September |October—December| January—March
s EA STR U e
Average 1026-20 | 146 146 146 144
1929-30 | 139 95 143 98 187 94 127 87
1930-31 | 120 82 [ 113 77 | 108 7! 09 68
98 66
1931-32 92 63 987 66 9268 66
1032-33 | 89 61 80 62 20 62 85 58
1933-34 87 60 89 61 88 60 89 67
1834-35 90 62 89 61 88 60 20 62
1935-36 - 80 62 90 62 93 64 81 62
Bombay Cost of Living
Year _— e — -
April—June July—September |October—December| January—March
Average 1028-20 | 151 158 151 151
1029-30 | 147 97 149 98 150 99 144 95
1630-31 | 147 92 | 137 % | 126 83 | 114 75
1981-32 | 100 72 108 7 108 7 110 72
1032-33 | 107 70 | 109 722 [ 110 72 | 107 70
1033-34 | 102 67 | 103 68 | 100 66 95 63
1034-35 | o4 62 98 65 | 100 66 98 65
19085-36 | 100 66 102 67 104 68 102 67
® Nop-italic figurea have been } from the y data as poblished in the Indian Trade
Journal in the case of Calcutta Wholesale price Index and in the Labour Gazelle, Bombay in the cuc
of Bombay cost of Living Index. Figures in italics indicate the pecti ming

that the average for the year 1826-27 to 1928-29 was 100.

On the other hand, there was a definite downward trend in the Bombay Cost of
Living Index Number, the lowest point having been reached in April, 1934 when it was
only 93. The difficulty inherent in comparing montbly figures subject to large seasonal

21



Vor. 4] SANKHYA: THE INDIAN JOURNAL OF STATISTICS [PArt 2

changes has already been referred to. In the case of the Bombay Cost of Living Index
Number this difficulty is aggravated b of inclusion of foodstuffs which are marked by
strong seasonsl fluctuations.

FINANCIAL STATISTICS.

The active circulation of notes expanded as shown in Table 18 by as much as 8%, but
clearing figures do not show amy appreciable increase during the post-depression period.
Substantial improvement is however recorded in the prices of 34% Government paper, of
‘non-speculative securities and of speculative sceurities, which show the nature of the
recovery. ‘These are shown in Table 19, The rise in the price of 33% paper is specta-

TanLe 18] FINANCE.

{Data from Reporl of the Controller of Currency for India and Report on Curvency and
Finance for 1935-36 and 1936-37 by the Reserve Bank of India)

Active Note Circulation (Crores of Rupees)
Year O
April—June July—September (October—December| January—March
Average 1926-29 | 162'8 1530 185'6 1738
1929-30 | 1671 102° | 1571 96 1642 100 1836 100
1930-31 i 156'3 96 148'6 2 1500 92 1498 o
1931-32 | 1429 47 | 1391 8 | 1596 98 | 1889 103
1932-83 | 1552 95 1471 90 153'4 w 1623 923
1933-34 | 1851 95 152'8 93 158'4 97 1835 100
1934-35 | 1621 99 156'9 96 1812 99 166'1 102
1833-36 | 1646 101 165°8 9 164°2 101 187°6 103
Unnd]usted (learh:g ngm (Crores of Rupees)
Year s R
April—June July—September ‘October—December | January—Warch
Average 19?6'29 1851 1378 138'3 15111

1929-30 | 17111 18 | 1649 113 | 1818 1| 1689 16
1830-31 | 149'3 102 1460 100 1871 94 1444 99
1831-32 | 13811 % 114°2 78 1307 %0 12971 89
1932-33 | 1272 87 1375 N 1818 %0 1429 98
1833-34 | 1509 104 1190'6 &2 126'6 87 1600 103
1834-3% | 1389 95 1386 & 1451 100 1801 1o
1035-38 | 136'1 107 | 1582 109 1458 100 1491 102

® Figures in italics indicote the vespective pen:entngta, assuning that the a\-emge lor the three
years 1926-27 to 1928-25 was 100.

cular. Tt has reached a point which is far above the pre-depression level, even above what
may be called the normal pre-war level. There is also a considerable improve-
ment in the value of non-speculative shares. In fact this is higher than the corres-
ponding pre-depression figures. Speculative shares have also risen but not yet attained
the pre-depression level,
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TABLE 19. FINANCE.
[Data from Aonthly Survey of Business Conditions in India, July 1914=100]

-
Andex No. of 3} p.c. Goverument Paper  [Index No. of Nou-speculative Industrial sharea

. |
ware2 [e4 s 61 77isse 6 wo 5| 03 mioo sl swTi g1 m
193233 |65 X2 .72 v/ (186 9% 85 sox| 88 79 81 82, 99 89 104 94
105334 (88 1/ 88 171,86 109 89 /3|08 7 (MO 95110 9 11 /0
|

193485 |92 16 84 19'e8 121 101 123|114 103 M8 106 126 114 132 19
1035:36 |97 /24 98 /22788 /20 101 128(130 17 130 171120 116,133 120
: |

Year R - e el - e e e
Apr.-Jun. | Jul.-Sept. “ Oct.-Dec. | Jan.-Mar. | Apr.-Jun. (‘jul.-SepL 10:!.-1)::. Jan.-Mar.
Average l |
1928-29 | 80 | 79 o 79 108 Ip 843 111 112
1920-30 | 74 9° 71 %0 ' 71 9% 1 68 s6|112 10 | 110 99|1080 98 (100 90
1030-31 | 68 &7 67 &5 ' 87 4 85 82| 98 88! 03 84 ' 95 86| 85 86
|

Index No. of Speculative Securities

Year -—_—————
Apr:-Jun, [jul.-Sepl. Oct.-Dec. | Jan.-Mar.
- | -
Average '
1926-29 | 229

| 232 235 247
1929-30 | 240 10U 240 103 236 10/ ' 210 90
1930-31 [ 209 90 184 79 ‘ 168 68| 158 69 | *Figures in italics indicate the respective
| 5 };cxccnmg:s agsuminy that the average
1931-32 | 164 66 121 ¥ 521140 60 124 53 or the three years 1826-27 1o 1928-29 was
1932-33 |126. 541140 60| 152 65182 70 100,
1933-34 | 178 74 175 75 | 104 75| 186 80

: |
1834-35 | 167 85205 38,238 10/ | 244 105
1035-36 | 218 94211 9/ 218 94212 92

EXTENT OF RECOVERY.

To sum up, there is no doubt that there has been practically an all-round improve-
ment in the period under review especially after 1932-33. But the improvemcnt has been
lop-sided. For instance, the improvement in the price of speculative shares must be due
to the inclusion of shares of protected industries, such as cotton and sugar. Similarly,
the improvement in the price of Government securities is brought about by heavy taxation,
both direct and indirect, and by rigid economies in public cxpenditure, which by their
very mature can only be temporarily successful. The smsller improvement in the value
of speculative shares as compared with that of non-speculative shares shows that there is,
even now, business pessimism. In other words, the ravages of depression have oot yet
been made good.

MEASURES ADOPTED.

That there has been a recovery is an undoubted fact. The question now is, how did
it come about? Was it a passive affair, India improving along with the rest of the world ?
Or was there any icus effort for pr ing recovery in India? It is therefore necessary
to examine briefly the chief cconomic measures adopted in other countries for fighting the
depression with a view to secure trade revival, and to see how far they were applicable
and were actually given cffect to, in our country.

213



Vor. 4] SANKHYA: THE INDIAN JOURNAL OF STATISTICS [ParT 2

It is not vy to e ine tary and tary es separately, as
most of the latter, though not monetary in origin, have some monetary effects. For
example, tarif which is upparcntly a non-monetary measure, is closely interrelated to
currency problems. Protective duties have often been imposed not merely for national
industrinl development tut also for correcting temporary failures to balance international
payments. Thus Keyues in his Trealise on Moncy advocated tariff for adjusting the foreign
balance to foreign lending. In the Addendum to the Report of the Commitlee on Finance
and Induslry in England which was published some time after his Trealise, he- proposed
a scheme of tariff plvs export county as an altcrmative to devaluation.

Drreer ErrecT or TARIPF ON INDUSTRIES.

Let us therefore consider how far protective tariff is a remedy against trade depression.
Its remedial power depends, as Hawtrey points out, on the amount of imports excluded by
such measure. In India protection has been granted to quite a number of industries during
the period of depression and after, the most important of which are cotton goods and sugar.
It is true that the steel industry was the first to reccive protection and that the output
increased from 163,000 tons in 1923-24 to 630,000 tons in 1934-35, but our stcel tariff dating
from 1924, cannot cvidently l'e called a depression or a recovery measure. It is similarly
true that cotton yarn was protected as early as 1927 long before the beginning of the
depression but protection to Indian cotton industry really began with the passing of the
Cotton Textile Industry (Protection) Act of 1930. Sugar obtained protection in April,
1932 during the third phase of the depression. How far the production of cotton piece-
goods and sugar has increased in recent years at the expense of imports from abroad, will
appear from Table 20.

TaBLE 20. PRODUCTION AND IMrorRTs of COTTON PIECEGOODS AND SUGAR.

[Data from Annual Review of the Trade of India and Bullelin No. 57
of Indian Induslries and Labour

Production of [Import of SugarMill production Import of Handloom
Sugar fr ludi Cott Cotton Piece- i
ver (SO, | geding | el Coten ety Frodnciivn
(th 1 tons) | (th d tons)| (crore yards) (Cm::y‘:rds) (crore yards)
1925—26 21 7838 195 154 116
28—27 121 827 228 177 138
2728 120 728 236 184 131
28—29 89 869 189 180 10
29—30 111 840 242 188 143
80—381 152 601 256 88 139
31—82 228 516 209 3 1
82—38 3870 369 317 119 1'513
83—34 518 261 205 78 144
34—385 617 223 340 24
85—36 862 201 867 85 }38

It will appear from the table that while cotton mill production increased rapidly,
partly under the stimulus of tariff, handloom industry showed a relative decline during
1033-34 and 1934-35. The rapid increase in sugar production is noticeable, In fact, India
is now practically self-sufficient as regards sugar supply, as is apparent from the substantial
declipe in imports,
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EFVECT ON AGRICULTURE.

It is therefore clear that it is possible to encouroge the development of a particular
industry by protective tariff. That does not however establish its cfficiency as a remedy
against depression, which is open to serious doubt for various reasons. In a country like
India, the burden of protection to manufacture, will be felt for years to come by agricul-
turists, who formn the majority of the population of the country. \We have already referred
to the disparity between tlie prices of agricultural and manufactured products during the
depression which Las hit hard the agriculturist.  He has to part with more of his goods in
order to obtain the same quantity of manufactured products. Protection cannot bridge this
disparity, but only widens it.

It is true that so far as protcction to sugar is concerned, the agriculturist is obtaining
a higher price for his sugar-cane, but this is pot the immediate results of the tariff but has
been due to the passing of the Sugarcane Act of 1934, imposing a minimum price for cane.
Sucl a measure is not practicable in the casc of raw cotton. In any case, a surplus has
to be created artificially Ly a high protective duty or by an excise duty (when imports
decline), and it is out of that surplus that a particular class of agriculturists growing sugar
caoe or cotton can le paid, whereas the sacrifice due to the protective or cxcise duty has
to be made by all agriculturists cven though they receive no benefit—at least in the short
period. For it is only in the long run that there may he some benefit to them due to an
increased demand for food-st\fis and raw materials from industrial centres. We need

not however go into that question here as we have to consider only the short period effects
of tariffs for trade revival.

AGRICULTURAL PROTECTION.

Even if temporary protection during a period of depression is given to agriculture
along with manufacture, as has been done in India in the case of wheat and broken rice,
its scope must be extremely limited, for it can be applied only in the case of those agricul-
tural goods which are imported into India. There is a further condition. The decline in
imports must stimulate production in India on a considerable scale. Even then, the benefit
will accrue not to the whole hody of agricultrrists but to those alome, who are able to fill
the void created by the exclusion of imports.

It is thus clear that protection at least in the short pericd can benefit only a small
scction of the community possibly at the expense of others and cannot therefore succeed
as . measure of general trade revival. In any case it is essentially a policy of promoting
revival in ome country at the cost of intensifying depression in others. Thus while the
production of sugar in British India almost dewbled- in 1933-34 as compared with the
production in 1929-30, the output of sugar in Java, from which India received the bulk of

her imported sugar in recent years, dropped to nearly one-fifth in 1933-34 as compared with
the volume of production in 1929-30.”

LONG-PERIOD EF¥FHCT,

Moreover, the restriction of imports by means of tariffs will mean in the near future,
though not immediately, a restriction of exports also. Even admitting for the sake of
argument that self-sufficiency should be our goal, the policy of making our country an
oasis of prosperity in a desert of depression, by means of tariffs, is likely to be_futile, as
it would increase not only the difficulties of other countries but also of our -own export
industries. It is of course true that Keynes has proposed bounty om export along with
import tariff, to guard against this latter danger. But even if the financial difficulty of
providing for the bounty is solved, such subsidy is likely to provoke the imposition of
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countervailing duty by foreigners and may give rise to the same difficulties as those of a
depreciating exchange.
DRVALUATION.

This brings us to the question of devaluation, which both of us have discussed
elsewhere because the issues are more economic than statistical. The present position has
been summed up by one of us in Sankhya, Vol. 3, Part 4.

WAGE REDUCTION.

It is well known that in order to induce recovery there should be increased profits,
either through increased prices or through reduced costs or through both. In the supple-
mentary budget of the Government of India in September, 1931 a ten per cent. cut on
salaries was imposed on all its employees. Provincial Governments, local bodies and even
private employers followed suit. Besides, this measure was adopted when the rate of
worsening of the cconmomic situation was gradually slowing down. In other words, the
reduction in salaries would not then have led to such a diminution in purchasing power in
the hands of the consumers that there was a possibility of prices falling faster than costs,
and thus of aggravating the difficulties. But, inspite of this, the fact remains that the
cut in salaries did not lead to any reduction in wages, either industrial or agricultural,
and thus to diminution in costs. Although there is no organised trade unionism in India,
any substantial cut in industrial wages is not practicable. As regards agriculture, which
is carried on in very small independent units, the position is, if possible, even more
difficult. Thus wage reduction as a method of promoting rccovery was not and could
not be attempted.

DIMINUTION IN INTERRST RATES.

But can we not promote agricultural revival by cost reduction in the form of imtcrest
charges? This has been adopted more as a relief measure for the indebted agriculturist
than as a method for promoting trade revival, not only in some of the Indian provinces
and States but also in several other agricultural countries of the world. ‘‘Swat the
creditor’’ seems to be the underlying note of most of the recent debt relief legislation in
India. Compulsory debt reduction euphemistically called ‘conciliation,” has too often
been rammed down the throat of the creditor who is the underdog at the present time.
But champions of debtors who are anxious to benefit the debtors at the expense of creditors,
should remember that ‘““while an old creditor is a nuisance, a new lender may be a timely
help and the new lenders will take note of the treatment meted out to the old.”

If agriculture is as much an industry as manufacture and cannot do without credit,
any legislation, however well-meaning, will fail as a recovery measure if it shakes the
foundation of rural credit. Thus the attempt to provide chezp credit for the ryot, by
fixing & maximum rate of interest much lower than the usual rate prevalent in the
mofussil, is bound to fail, if the risk borne by the creditor is not simultaneously reduced.

The following remarks by the Shillong correspondent of the Stafesman, on the 24th of
January, 1937 will fully bear out this contention : —

‘“The Assam Money-lenders Act—passed with a view to give relief to debtors—has
resulted in a restriction of credit in the country districts, to the detriment of agriculturists.
Money-lenders are.now no longer giving loans because it is difficult to realise them again.”
In fact, the general effect of most of the recent debt relief measures has been to increase the
dearth of money in rural areas where money was already far from sufficient.

Thus quite a paradoxical situation has arisen in India since the middle of 1932. ‘There
has been a plethora of liquid funds in the organised money markets of India, as indicated
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by the rise in the price of Government securities, the fall in the bank rate and the increase
of bank deposits while our rural areas are suffering from a chronic dearth of money.
I1s Econoamic CONSEQUENCES.

To what extent has this cheap money facilitated trade revival in India? So far its
beneficent effect is visible mainly in two directions :—

(1) the growth of building zctivity in Calcutta and in some other industrial cities and

(@) the reduction of State expenditure by enabling the Government, both central and
provincial, to borrow at much lower rates of interest and to reduce the burden
of public debt by conversion schemes.

But beyond this, it has done little so far to contribute towards industrial recovery.

It may however be pointed out that the role of cheap money is mainly confined to
removing obstacles to trade rcvival, rather than creating actual recovery. A stringency of
money no doubt retards industrial recovery. But the mere fact that a business man can
borrow at a cheap rate, does not induce him to borrow, unless he is assured of profit.

CorrEcT TIME FOR PUBLIC WORKS PROGRANMME.

Why not utilise this idle money for financing public works by the State? This is the
reason why economists of the rcflationist school have demanded public works financed by
public loans along with a policy of cheap money, as a recovery measure. Sir George
Schuster in his Budget speech on February 27, 1934 admitted that public works expendi-
{ure might prove useful when the depression is just being replaced by recovery. Mr. A, D.
Gayer in his article on ‘‘Public Works as a Recovery Expedient’’ in Index (Stockholm) for
May, 1936, also refers to the problem of correct timing as of crucial importance. It is
true that the nature and course of the trade cycle are so obscure and imperfectly known
that it is difficult to find out exactly when the crisis has been passed and only a stimulus in
the shape of public works is v to re-establish business fidepce and to start
recovery. On the one hand, if piblic works ex|ienditure is begun too early, it may not
produce any results, unless it is on such a lavish scale that prices respond inspite of the
depression, which of course is out of the question in the case of India. On the other
hand, if it is begun too late, it may seriously compete with private industrial undertakings,
still suffering from the after-effect of depression. If the above analysis is correct, public
works should not have been started beforc December, 1932. The question is, has the time
now passed for such a measure? It depends on whether Government borrowing will force
up long-term rates -of interest so much as to make industrial investment umremunerative.
From Table 19 it is apparent that even as late as March, 1936 while the value of Govern-
ment securities was 28 per cent. above the pre-depression level, the value of non-specula-
tive industrial shares had risen by some 20 per cent. but the value of speculative shares
was still 8 per cent. below the pre-depression level. It is therefore evident that public
works programme financed by loans was not too late even in March, 1936.

O1PER FACTORS.

Another condition for the success of such a programme was laid down by the Hon'ble
Sir James Crigg in his budget speech’ on February 28, 1936 in the following words : —*‘[t
is contrary to strict financial orthodoxy to borrow for expenditure which does not yield
a cash return eqivalent to the interest and sinking fund charges on the amount borrowed."
The question is, when is this cash return to be expected? Is it to be expected as soon as
the first clod of earth is turmed for building a road or making a canal? Or, are we to
consider the return averaged for the period of the currency of the loan? In any case, it
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is necessary to enlarge our views and consider returns other than immediete cash returns.
\We should remember the following wise words in the Future of Monelary Policy by Royal
Institute of Internntional Afflairs (p. 85): ‘'We may consider capital works not profitable
in the marrower semse, but profitable to the ity at large. A pew road or a new
bridge may more than pay for itself ; for example, if it crcates mew rateable values und
increnses the value of neighbouring property or if it increases the profits and taxable
capacity of those who make use of it. If a bridge saves a long dctour, the transport cost
of those who use it may be substantially reduced. Similar considerations would apply to
a mew water supply system or any fdcility of a similar sort.”” In India there are many
avenues for such useful expenditure. For instance, wells in rural arcas for supplying
drinking water may not yield any immediate cash return but may be otherwise useful in
combating preventible dise'ses and increasing economic cfficiency and welfare,

Nor is the criterion for testing the economic justification of =ny item of public works
vague and otherwise unsatisfactory in India. For a famime, which is mercly another name
for ngrim;lmml unemployment on a large scale, nature having declared a lock-out, we
have an elaborate machinery for financing and rarrying on enterprises, which have
justified themselves irres|ective of their immediate cash returns. The Royal Commission
on Labour in India similarly recommended an energetic programme of slum clearance,
and the construction of roads and drainage during industrial unemplogment, which must
promote lasting benefit to the community.

THE PACE

It now remains for us to ider the pace of the public works expenditure. It
has already been pointed out that any lavish scale on the American model is beyond the
capacity of India. On the other hand Mr. Gayer in his Monelary Policy and Economic
Stabilisalion has suggested flexible public works for economic stabilisation, “operations
being timed to fluctuate inversely with general cyclical movements of business, that is,
retarded in times of prosperity und speeded up in times of industrial stagnation.” ‘This
will prevent compctition of public works with private enterprises. But there is such a
crying need in India for ameliorative public works relating to sanitation, public health
and water supply that such alternate cxpansion and contraction of public works may not
always be desirable. For example, the construction of hospitals or irrigation canals begun
during a slump, should not be stopped simply because a boom in trade has arisen.

On the other hand, there is something to be said in favour of carrying on public works
only during the off-season when there is no demand for agricultural labour in rural areas.
It is evident that when roads or bridges or canals are constructed on such a heavy scale
that there is a shortage of agricultural labour or a rise in their wages, the production of
crops such as jute, so far as it is carried on with hired labour, is likely to become costly
while the price of such crops which depends mainly on foreign demand, is mot likely to
increase. ‘The position of cultivators of these crops is therefore likely to change for the
worse, as a result of public works programme carried on during the agricultural season.

SeeciAL FACTORS IN INDIA

‘There gre similarly other points which merit special consideration in India. In the
first place, we have no loyment i ‘e and can therefore have no relief to our
finance through incressed employment whereas other countries while spending more for
increased employment saves also more through diminished unemployment. There is also
the difficulty inherent in public works programme in all countries which is specially acute
in India. For, if such a p is to be ful, it must result in a rise of prices
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and in a corresponding fall in the exchange unless other countries raise their price levels
simultaneously and to the same extent. It is idle to expect this in the present stage of
international co-operation. We have therefore to sacrifice stability of exchange ior the
sake of iucreasing prices. This is excecdingly difficult for a debtor country like India
with large external obligations. But it should not be impossible to provide more employ-
ment and additional purchasing power in the hands of consumers without unduly affccting
the price level and the cxchange rate. During famines, the exchange becomes unfavour-
able not because of public works but because the export surplus is scanty, or because
instead of a favourable balance of trade, we have an adverse balance.

To sim up, it seems that Government have been wunduly cautions with regard to
public works expenditure.  Some part at least of the hardship and suffering of the depres-
sion conld have been mitigated by expenditure on beneficial projects, even though they
could not he immediately payving propositions.

Non Possumus ATTITUDE OF {JOVERNMENT,

From the above description it is clear that Government oi India’s policy whether
during the depression or the rccovery-was one of nron possumus. Not that, nothing was
done, but everything was done passively,  The public works expenditure came as a sequel
to carthquakes in Beluchistan and Bihar. The regime of cheap money was inaugurated
because of low rates of interest in the London money market. The reduction in the
salary of public officials was called for by a similar reduction in otler countrics. One
looks in vain for a well thought out independent way out of the trade depression. There
were other measures such as restriction of acreage vnder jute, of output of tea and of
rubber. The last two are international mcasures, whereas the first is balting and half-
hearted. Restriction of ju te, if it is to be successful, calls for the necessary machinery and
also a surplus out of which the cultivator of jute has to be remunerated for the loss incurred
by him, either because he keeps his jute land fallow or beeause he does not get as much
from substitute crops as he used to get from jute.

In this, as in other cases, onc notices in vain for a well thought-out policy for
relieving the depression either by monetary or by non-monetary measures. It is probably
true that onr monetary machinery is so imperfectly developed that it is idle to expect
any beneficial results through its operation. But can the same be said about non-
monetary measures? Tn any case, it is futile to analyse the course of events during the
depression unless we draw useful conclusions therefrom for removinT the admitted defects
in our cconomic organisation. The need for a better Malince between acriculture and
manufacture is clearly noticeable. A more intim~te contact hetween organised money
markets in the chief financial contres and the indigeneus system embracing the rest of
India ig vrgently called for. A ercater flexihility and elasticity must also be imparted
to our economic system. How thesc may be achicved in actual practice have been
examined by one of us clsewhere®, for the issues invelved are more economic than
statistical.

We desire to acknowledge with grateful thanks the great help oand assistance received
by us from the Statistical Taboratory, Presidevcy College, Culcutta, particularly from
Messrs. Dev Raj, S. N. Sen and H. K. Dutta.
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Discussion on Drs. J. C. Sinna AND H. SINHA’S Parer

A oumber of questions were put by Prof. Benoy K. Sarkar, Dr. N. Sanyal, Prof. B. P.
Adarkar and Dr. R. B. Gupta which were replied to by Dr. J. C. Sinha at the end of
debate.

‘The President remarked—Drs. J. and H. Sinha's paper ‘‘India Through the
Depression” is an interesting study of the genesis, continuance and effects of economic
depression. The mass of data are the result of quite patient compilation and these have
added value to the study. All of us will admit that such a study is very useful, for if we
can rightly appraise the factors which brought about the depression and intensified its
effects, we would be able to organize our economy in such a way that in the event of such
a depression in future, we would experience less sufferings. Besides, the facts of the
depression are likely to indicate in what directions we are to undertake our recomstruc-
tion work. On the question of public works and as a means of giving an initial push to
the impending recovery, the paper has indeed made interesting suggestions. I agree with
the learned writers that timing in the undertaking of public works is a very important factor.
Unless the work is begun at the psychological hour, no substantial results are likely to
forthcome. In the case of India, the policy of the Government with regard to public
works has not been of course so timed and undertaken with the definite purpose of
combating depression. Much of their criticism is mnot therefore probably unreason-
able. But there are certain special factors in India which they have also admitted.
India cannot undertake such a large scale public works programme as the American
Government are doing, for India does not possess such vast resources. I do not, however,
think that there is any serious cause for apprehending the danger referred to in the paper
that the impetus given to prices by large scale public works might lead to complications
in exchange and currency operations. India is a vast country and its mouey market is
yet imperfectly organized, so there would be no risk of the complications apprehended
unless the public works expenditure is undertaken on an extra-ordinarily extensive scale
of which however, the opportunities in this country are obviously limited.

India as an agricultural country has been one of the worst sufferers during the
depression which revealed the need for diversification in our economic structure. India
must have to maintain an extensive foreizn trade in order to pay off her foreign
obligations, which means that Tndia’s economic structure will have, of necessity, many
vulnerable points. It is for this reason that continuous and statistical studv of economic
trends is a safeguard against economic depressions in future.

[Paper received: 12 January, 1938.]
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