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ference was held by the Cotton 
Board in Manchester to discuss 
Ways of improving the industry's 
efficiency. At the conference it was 
announced that new talks would be 
held between the Board of Trade 
and the Cotton Board to review 
the progress of the last few years 
and to make plans for the future. 

Other alarming movements have 

been the increased price and d imi 
nished supply of' newsprint, that 
have again reduced the size and 
quantity of our newspapers, and 
the fall in manpower in the coal 
mines. Wages in that most dis
agreeable of industries arc still too 
low to attract sufficient manpower, 
though earnings averaged 179 shil
lings in the second quarter of this 

year, and any further increase 
beyond the £3½ mi l l ion recently 
awarded by the Industry's Refer
ence Tr ibunal would put up the 
price of coal and further embarrass 
the country's industry. 

The age of bottle-necks is appear
ing and perhaps mid-1950 saw this 
unhappy continent as prosperous 
as she w i l l be for some time to come. 

How Much Are We Saving Now ? 
H. T. Parekh 

THE admirable analysis of the 
economic problem contained in 

the Report of the Fiscal Commis
sion must make it an useful docu
ment for the student of Indian 
Economics. When, however, one 
turns to the Report for realistic 
assistance, certain deliciencies be
come apparent. In particular, one 
would have expected the report 
to throw more light on the actual 
process of capital formation. A l l 
that the Report has to say on the 
process of capital formation is to 
mention the stages of creation of 
savings, their canalisation into i n -
vestible funds and conversion into 
capital goods. The w i l l and the 
capacity to save of invididuals, 
corporations and public authorities 
are merely mentioned as in a text 
book without any attempt to go 
into the dynamic question of the 
relative importance of these seg
ments in the growth of savings and 
investment today and a quantitative 
assessment of them, however rough 
it may be. Unless we descend to 
the earth from the rarefied atmos
phere of generalities, how can for
mation of a concrete policy be pos
sible? 

It is regrettable that the Fiscal 
Commission has nothing to contri
bute in estimating the volume of 
available savings in recent years, the 
form of investments in which they 
flow and what is the relative signi
ficance of personal savings as against 
corporate savings and savings in 
the private sector as compared to 
savings in the public sector of our 
economy. In this article an attempt 
is made to bring together informa
t ion available on this subject to 
facilitate a realistic appraisal. 

Though the rentier class and the 
middle class are traditionally known 
to provide the bulk of the. nation's 
savings, they have lost much of their 
importance in recent times due to 
several reasons. Steep rise in r a t a 
of direct taxes and in cost of l iving 
have substantially reduced the capa
city of both these classes to save 
and invest. This is however not to 
say that savings of this class are 
lower in volume as compared to 
their savings in pre-war times, be
cause of large addition to their 
numbers. 

Interesting data can be gathered 
on this subject f rom the Central 
Board of Revenue's annual returns 
of Income and Super tax. As 
these resources exclude income from 
agriculture and incomes of those 
earning below Rs. 2,000 per year 
they leave out large sections of our 
economy. But as they give a fair 
measure of the incomes of those 
urban groups who materially 
contribute to the savings flow
ing into industry and public bor
rowing, they are highly relevant to 
a discussion of savings or invest
ment. 

If we turn to the "A l l - Ind i a 
Income-tax Revenue Receipts for 
the Assessment Year 1947|48 (that 
is 1946I47), we find that 736,000 
assesses earned a total income of 
Rs. 487 crores. Income from pro
perty, interest on securities and 
dividends etc. amounted to only 
Rs. 52 crores out of 487 crores, while 
income from salaries amounted to 
Rs. 115 crores, the balance income 
of over 60% of the total being 
derived from business and profes
sions. What is more revealing is 
the fact that only 1,782 individuals 

had an income of Rs. 1 lac or over 
w i t h a total income of merely Rs. 38 
crores. It is this class which pays 
the maximum income and super tax 
rates of 12 annas in a rupee. The 
income of this class constitutes a 
very small part of the total income 
and while it contributes a sizeable 
amount of the tax collected, its 
ability to provide savings is strictly 
l imited. Even small reductions in 
maximum rates of taxation can 
therefore do li t t le to add to the 
volume of savings of the income 
groups in the highest bracket of 
Rs. 1 lac and over. The oft-repeat
ed plea of the rich about the crip
pl ing effects of high maximum rates 
of direct taxes on the volume of 
savings, therefore, does not hold 
ground when examined in the light 
of their contribution to the aggre
gate savings of the community. 

The upper middle class w i t h i n 
dividual incomes ranging from Rs, 
10,000 to c lac is of far greater 
importance, having earned a total 
income of Rs. 146 crores. The 
capacity of this class to save and 
invest is relatively high and the i n 
cidence of taxation comparatively 
not so heavy. In the process of 
capital formation its contribution 
would therefore be the highest so 
far as individual incomes are con
cerned. 

The lower-middle class w i t h an 
income below Rs. 10,000 and over 
2,000, is numerically the largest, 
viz. 3,24,300 individual taxpayers 
out of 4,15,082 but w i t h a total i n -
come of 138 crores out of 322 crores. 
Tax burden on this class is lest 
heavy as indicated by a total tax 
payment of Rs. 21 crores only. In 
view of the high cost of l iv ing the 
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Assesssment Year 1947-48: Net Damand of Income-tax and 
Super-tax According to Class of Income Assessed 

* Figures upto 14th August 1947 relate to pre-partition periods. 

I I 

Assessment Yea r 1 9 4 7 - 4 8 . I n c o m e - t a x A c c o r d i n g t o Range 

saving capacity of this class is per
haps most affected. Among the 
r ich, upper-middle and lower-mid
dle class income groups, the second 
would probably be contributing the 
maximum to the common pool of 
individual savings at present. 

What could the size of these 
personal savings be? No direct 
assessment is possible. Interesting 
data are however available in 
various places and by put t ing them 
together we can have a measure of 
the quantum of personal savings. 

The principal channels into which 
personal savings flow are (1) Life 
Insurance, (2) Gold, silver and 
jewellery, (3) Property, (4) Indus
t r ia l Investments and public bor
rowing, (5) Cash in the form of 
hoarded money, bank balances, 
working capital in business, durable 
articles like motor cars, refrigerators, 
radios, etc. 

1 . L i f e insurance 
Life Insurance business in force 

in India at the end of 1948 was 
28 lakh policies for a total sum of 
Rs. 566 crores w i t h a premium 
income of Rs. 273/2 crores. It is 

therefore correct to compute that 
personal savings to the extent of at 
least Rs. 25 crores are made out of 
current income in the form of life 
insurance premium annually and 
are turned into investment in one 
form or another through the insu
rance companies. If we take new 
life business in 1948 into account, 
we find that 4,86,000 policies were 
taken out for Rs. 119 crores wi th a 
premium income of Rs. 6½ crores. 
Thus the above figure of Rs. 25 
crores is on the low side and would 
tend to increase year by year. 

2. Bullion & Jewellery 
A sizeable part of the savings of 

al l classes of people flow into orna
ments of gold, silver or jewels as 
well as other articles. Their attrac
t ion has not abated in the least 
even in our own times. Th r i f t as 
well as social display arc as much 
the compelling reasons as in the 
past. While no annual estimate of 
such investments is possible it is 
highly significant to note that in 3 
years from 1943-4 to 1945-6 7.5 
mi l l ion ounces of gold of a value 
of Rs. 125 ounces and 50 mi l l ion 
ounces of silver of a value of Rs. 25 

crores were sold by the Reserve 
Bank of India on the account of 
foreign governments and absorbed 
by the public. While such sale of 
treasure of Rs. 150 crores in 3 years 
was perhaps exceptional and due 
to the wartime inflation, even in 
1946-7 when imports of bull ion 
were freely permitted, the value of 
imports came to Rs. 33 crores and 
in 1947-48 to 23 crores. Before the 
war in the 35 years ending 1935, 
India imported per year on average 
Rs. 22 crores of bullion (gold 9 
crores, silver 13 crores) at the much 
lower rul ing prices of gold and 
silver in those years. Impor t of 
diamonds and other precious stones 
amounted to Rs. 5 crores in 1947-48 
though in the next 2 years it fell 
below one crore. Gold mined in 
India is of the order of Rs. 3 crores 
per year which is also absorbed by 
the public. It is true that personal 
savings invested in treasure include 
both savings of the urban as well as 
the rural population and the latter 
may well form a larger percentage. 
Moreover, a not inconsiderable part 
of the demand for treasure in urban 
areas may be for hiding income 
of Rs. 125 crores and 50 mil l ion 
ounces of silver of a value of Rs. 25 
which has cither evaded or escaped 
taxes. Taking all these factors into 
account it w i l l perhaps not be wide 
of the mark to estimate, that per
sonal savings flowing into treasure 
are of the order of Rs. 30 crores a 
year of which Rs. 15 crores take 
place in urban areas. Against a gross 
income of Rs, 500 crores as per 
income tax figures, which leave out 
of account incomes of a large num
ber of people, e.g. wage earners etc., 
this figure is a conservative estimate. 

3. Property 
Land and buildings have always 

been an attractive investment for 
private savings, If it were possible 
to know the value of new buildings 
constructed every year in urban 
areas, we could form an idea of the 
new capital formed in this direction. 
This figure is difficult to get and 
it is therefore still more difficult to 
assess how much of annual savings 
of individuals flow into property. 
The development of numerous co
operative, housing societies and the 
requirement of annual sums to pay 
off loans raised by individuals would 
suggest that savings between 5 and 
10 crores probably go annually in 
this type of investment. 
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4. Industrial Investment 
& Public Borrowing 

Probably the most important de
terminant in capital formation is 
the extent of private savings flow
ing into new industrial issues and 
in new borrowing on account of 
Government and semi-government 
bodies. In the three years ending 
1942-43 paid up capital of jo in t -
stock companies at work stood at 
Rs. 310, 325 and 336 crores. T h a t 
is, new industrial capital raised 
every year averaged Rs. 9 crores. 
The boom in new issues really took 
place between 1943—46 and reached 
a phenomenal level. The actual 
amount of paid up capital at the 
end of 1947 was Rs. 476 crores, 
showing an annual increase of 
Rs. 35 crores, during these three 
years. From 1947 to 1949 a slump 
set in the capital market and new 
issues dwindled though paid-up 
capital of companies increased 
to Rs. 569 crores in March 
1948, according to official figures. 
In the light of these data it would 
be correct to assume that on the 
average Rs. 10 crores of personal 
savings flow into new industrial 
capital, either in new floatations or 
in capital extension of existing 
concerns which are readily taken 
up by the investor. 

Central Government's net new 
borrowing through loans during the 
period 1939—49 averaged over Rs. 
90 crores. Small savings in the 
form of national savings certificates, 
postal savings, etc. during the same 
decade showed an average increase 
of Rs. 9 crores the bulk of which 
represents personal savings of i nd i 
viduals. When new issues of State 
Governments and municipalities arc 
added it is found that an average 
of Rs. no crores per year of new 
capital was raised in the public 
sector during the last decade. 
Al lowing liberally for the fact that 
bulk of these issues is taken up by 
the institutional investors, chiefly 
banks, insurance companies, etc., it 
would be correct to estimate that 
not less than Rs. 15 crores of per
sonal savings flow into public bor
rowing every year, including sums 
set aside for provident funds, pen
sion funds etc. 

c 

Thus, in industrial issues and 
public borrowing about Rs. 25 
crores of personal savings are i n 
vested every year. 

5. Miscellaneous 
Personal savings not included 

above could be in the form of cash, 
either hoarded or in banks. As 
it is not possible to£ assess the 
volume of such savings from mone
tary or O.P. banking statistics, it 
would be best to leave this 
i tem out of account. Actual ly 
between A p r i l 1948 and Sep
tember 1950, demand deposits 
of scheduled banks fell from Rs. 
696 to Rs. 600 crores and time lia
bilities fell from Rs. 311 to Rs. 276 
crores, a total fal l of Rs. 130 crores, 
indicating some decline in personal 
savings. A sizable part of personal 
savings however has tended to flow 
into durable consumption goods of 
which the most important is the 
motor car. Change in outlook and 
habits has made the automobile a 

necessity for the upper middle class 
and at the high costs of today it 
calls for a large part of one's sav
ings. Impor t of motor cars in the 
last 3 years has ayeraged 10,000 
valued at around Rs. 10 crores. 
Personal savings going in to pur
chase of cars can therefore be put 
around Rs. 3 crores per year if not 
more. If we include expenditure 
on other durable articles such as 
refrigerator, radio etc., we can con
veniently put down the figure of 
Rs. 5 crores as personal savings 
under this head. 

To sum up, personal savings an
nually taking place today, in urban 
areas can be put at around Rs. 75 
crores. This is made up of 25 
crores in life insurance premiums, 
15 crores in gold, silver and jewel-

1068 



ECONOMIC WEEKLY November 4, 1950 

icry, 25 crores in new industrial 
capital and Government borrowing 
including small savings etc., 10 
crores in housing, durable consump
tion goods. etc. This would 
appear to be the net saving on per
sonal account. It would include 
savings resulting from tax evasion 
which become savings nonethe
less. Whatever dissaving takes 
place in society due to high 
cost of l iving and other rea
sons, is absorbed by transfer of 
property to other hands. If per
sonal debts have increased in the 
aggregate, an allowance w i l l require 
to be made but as no solid evidence 
is available no set-off can possibly 
be made for this factor. 

Corporate Savings 
W i t h the growth of industry 

under the joint-stock form of 
management, corporations have 
steadily grown in importance. In 
advanced countries corporate sav
ings probably exceed in importance 
individual savings. In India also 
their importance is steadily rising. 
For instance, for the assessment 
year 1945-46, while 4,28,000 ind i 
vidual tax-payers showed a total 
income of Rs. 322 crores, 6,700 
companies earned an income of 
Rs. 169 crores. In 1947-48 6,257 
companies earned a total income of 
Rs. 158 crores out of Rs. 487 crores. 
But in respect of income and super
tax collected, while individuals paid 
Rs. 54 crores the companies paid 
Rs. 64 crores in 1947-48. A mate
rial point to note is that while 
maximum tax rates for individuals 
are 12 annas in a rupee, tax rates 
to which companies arc liable do 
not exceed 8 annas in a rupee. 
Secondly, company management 
normally involves ploughing back 
of large profits in addition to usual 
provisions for depreciation. M o 
dernisation or extension of works 
to a considerable extent are carried 
out w i th such retained funds. 

It would therefore be valuable to 
ascertain the extent of savings 
actually taking place yearly in the 
organised industry. The Central 
Board of Revenue's latest annual 
publication for 1947-48 dealing 
w i t h excess profits tax statistics dis
closes that in 8 years ending 
1947-483 total profits made were 
Rs. 1,060 crores out of which stan
dard profit . od at Rs. 360 crores 
and excess profits stood at Rs. 700 
crores. Excess "profits tax charged 

on this sum was Rs. 425 crores 
leaving a surplus of Rs. 275 crores 
in 8 years which was partly distri
buted or withdrawn and partly 
retained in trade or industry as the 
case may be. 

Turning to organised industry, 
in the textile industry alone 
between 1939 and 1947 (according 
to an analysis of profits for 20 per 
cent of industry in the 1948 Annual 
Number of Commerce) reserves in
creased by Rs. 17 crores. On this 
basis reserves for the whole industry 
would increase by Rs. 85 crores in 
7 years, that is, about 12 crores per 
year. According to the Income tax 
statistics the total profits of the cot
ton textile industry during this period 
were Rs. 293 crores, 45 crores stan
dard Profits and 248 Excess Prolits 
on which E.P.T. paid was 160 
crores. As textile profits were by 

far the largest in recent years, it 
would be no exaggeration to put 
down Rs. 25 crores as annual i n 
crements to reserves of the. organ
ised industry on the whole, which 
includes jute, coal, steel, cement, 
paper, sugar, plantings as well as 
banking, general insurance and 
miscellaneous industries. If we 
tu rn to trade classification in the 
Annual Income Tax Report, we 
can obtain a general confirmation 
of this fact. 

Depreciation Fund 
In addition to net profits 

ploughed back provision for depre
ciation which is a normal feature of 
industry also adds to the reserves 
annually. While such provision is 
essential to keep capital intact for 
the time being, t i l l the same is u t i 
lised for replacement, it involves 
an addition to l iquid resources. 
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Depreciation provision therefore 
forms a part of gross capital for-
mation. According to the First 
Census of Manufacturers published 
by the Ministry of Industry and 
Supply in 1949, in 29 groups of 
factory industries out of 63 included 
in the first volume, depreciation 
provided in 1946 amounted to Rs. 
11½ crores- Figures for all the 
63 groups are not yet published 
but on this basis total annual de
preciation can be put around 25 
crorcs. 

Corporate savings thus add up to 
around Rs. 50 crores a year made 
up of 25 crores increase in reserves 
and 25 crores depreciation sums 
provided. Gross capital forma
tion made yearly is thus of the 
order of Rs. 50 crores. The. special 
characteristic of these savings is 
that they are primarily utilised for 
the maintenance, development and 
extension of the industry or factory 
itself. They are not free savings in 
the sense in which personal savings 
are. They arise internally out of 
the industry's own surplus earnings 
and are. also used for the steady 
development of the same industry. 
A sizable part of industrial growth 
in all countries is accounted for 
by a ploughing back of the indus
try's own profits. This increases the 
earning power of the concern which 
in turn enables larger reserves to 
be retained for further expansion. 
In fact a concern's ability to raise 
finance from outside also depends 
upon the growth of internal finance. 
Great concerns such as Imperia l 
Chemicals, General Motors, Anglo-
Iranian O i l etc. have grown in this 
way, as much due to their internal 
resources as by raising external 
capital. Through lower taxation 
on retained profits, higher in i t ia l 
depreciation provision permitted for 
income, tax purposes etc., such i n 
ternal savings are encouraged in 
India as abroad. The significance 
of these savings arc however not 
yet fully realised. The part they 
play in the development of industry 
is not widely appreciated. In fact 
ill-informed criticism of large cor
porate profits for their size by offi
cials and others indicates how- li t t le 
the mechanics of industrial growth 
is understood even in responsible 
quarters. One has only to turn 
to the great jute and cotton indus
tries of India , the steady expansion 
of which took place largely by the 

ploughing back of profits during the 
last 50 years. 

Publ ic Savings 
What is the extent of savings 

and investment in the public sec
tor? Railways constitute the only 
important state enterprise in India 
today. In 1948-49 and 1949-50 the 
amount taken to Railway Depre
ciation fund was over 11 crores 
each and in 1950-51 the budget 
provision is 15 crores. Moreover, 
Railways were allowed to retain 
Rs. 12 crores in 1948-49 and 4 
crores in 1949-50 and in 1950-51 
the budget provision is 14 crores 
out of the net profits, the balance 
profits being taken to the general 
revenues of the Central Govern
ment. A sum of Rs. 5 crores is 

annually provided in the revenue 
budget for debt redemption and 
should therefore be regarded in the 
nature of annual savings. L i t t l e 
information is available about de
preciation provision and surplus 
in other state undertakings such as 
ordnance factories, mints, port 
trusts, air craft factories, and minor 
state undertakings etc. It would 
not be an overestimate to put the 
total gross savings in these under 
takings at Rs. 5 crores though they 
might well be more. Deprecia
t ion and surplus which make up 
the gross savings in the public sec
tor can thus be estimated at Rs. 25 
crores per year, though in the 
current year it is expected to be 
about Rs. 35 crores. 

Against this estimate of savings, 
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it would be useful to examine 
briefly the value of investments 
that were made in the public sector 
last year. Capital expenditure on 
railways, industrial development etc. 
in this sector dur ing 1949-50 came 
to 32 crores and grants and advan
ces to states by the Centre, 75 
crores. The development pro
gramme of Part " A " States cost 95 
crores in 1949-50 and w i l l cost 
94 crores in 1950-51, financed 
partly out of their own resources 
and partly out of funds granted by 
the Centre, The bulk of this ex
penditure was incurred by drawing 
upon the cash balances, sale of 
investments and to a small extent, 
through new borrowing. 

The comfortable cash position 
bui l t up during the war has stood 
the country well in meeting the 
productive as well as non-productive 
capital expenditure incurred in the 
post-war years. W i t h the deple
t ion of such resources the position 
in 1951-52 wi l l be difficult. In the 
official quarters the lack of public 
response to new Government bor
rowing is criticised as Government's 
financial position steadily deterio
rates. The public explanation on 
the other hand lays stress on the 
hard facts that w i th high taxation 
and high cost of l iving savings have 
fallen and have failed to keep pace 
w i t h the growing capital needs in 
the public as well as private sector 
of the economy. 

Perhaps the only tangible way in 
which the volume of savings can be 
increased materially in a short 
period is for the State and Central 
Governments to assume the res
ponsibility of creating savings out 
of their current revenues. In many 
advanced countries such as Bri tain, 
Sweden, etc., the State has succeeded 
in building up large budget surplus 
more or less equivalent to the an
nual capital needs in the public 
sector. In the last two years in 
Br i ta in the budget surplus has ex
ceeded £400 mi l l ion a year. In 
this way fall in savings in the p r i 
vate sector is being made good by 
creating fresh savings in the pub
lic sector. This is only logical 
when a large part of the national 
income flows into the public trea
sury. 

Unfortunately in India the Gov
ernment have so far assumed that 
it is the function of the public to 
save and the Government's res

ponsibility is only to plan capital 
schemes of spending such sums 
collected from the public. It is 
taken for granted that the State 
has only to spend while saving 
through thrift is no concern of 
the State. That is, what applies 
to the individual and the corpora
tion docs not apply to the 
State. The implied assumption 
on which the State works in 
India is that it is no part of the 
State's obligation to create savings. 
It is enough if they enlarge the 
field of their expenditure. Either 
the public goes on paying rising 
taxes or supply Government funds 
in the form of loans. 

This dangerous economic hypo
thesis of state's action is entirely out 
of place in modern times. The 
Central and State budgets today 
aggregate over Rs. 600 crores. 
Unless Government succeed in 
creating new savings of the order 
of Rs, 50 crores out of their cur
rent revenuea, no sizable increase 
in national savings is possible. It 
is shown above that the volume of 
gross savings today in the urban 
sector is around, Rs. 150 crores. 
Creation of fresh savings of Rs. 50 
crores by State's efforts out of 
State's resources is the only con
crete way in which large addition 
to savings can take place today. 

MARKETING OF RAW COTTON IN MADRAS * 
J. S. Ponniah, M.A. , D.Litt. 

THE system of primary marketing 
of raw cotton in Madras State, 

particularly in the. three Southern 
districts of Madura, Ramnad and 
Tinnevelly, and in central districts 
of Coimbatore, presents certain 
unique features and is, indeed, supe
rior in several respects to what 
obtains in the majority of the other 
cotton-growing areas in this country 
and to some extent, even in the 
Uni ted States of America. 

This conclusion, borne out by 
intensive field investigations carried 
out over a long period, is based on 
the two fundamental criteria of 
market efficiency, namely, (a) 
absence of disparities in prices, 
grade for grade, between one mar
ket and another, and uniformity in 
prices, grade for grade, in the same 
market; and (b) the narrowness 
of spread between the price paid by 
the. ultimate, buyers and that 
received by the primary producers. 

Contributory Factors in 
Production 

Such an extraordinary situation 
in primary marketing could hardly 
exist in our backward economy but 
for an unusual combination of 
favourable factors, first in produc
tion and then in the mechanism 
for marketing. For, cotton produc
tion in these four districts is not 
only highly concentrated (account
ing for about 65 per cent of the 
total output in the State), but there 
is also the cultivation of a single 
variety of two important superior 
cottons (Karunganni and Cambo

dia) in sufficient quaitities in com
pact and distinct zones. It may 
be noted in this connection that 
the advantages of specialisation in 
a single variety in compact zones 
for promoting efficiency in produc
t ion and marketing have only been 
recently realized in the U.S.A. and 
that systematic efforts are being 
made in this direction to achieve 
such results. In each of these four 
districts there are natural zones, 
thanks to exceedingly 'favourable 
conditions of soil, climate, rainfall 
and irrigation facilities, not only 
for the specialization in a single 
variety but also for cultivation in 
sufficient quantities wi th the result 
that quite a large number of mar
kets and specialised classes of mer
chants have sprung up for the com
petitive buying of these quality 
fibres. 

Evolut ion of M a r k e t 
Organisat ion 

If natural factors have aided 
the emergence of favourable market 
conditions and competition among 
buyers, certain historical accidents 
and sociological factors have also 
contributed no less to the evolution 
of a sound market organisation. In 
this process, the pride of place goes 
to the well-known European ex
porting firms such as Volkarts and 
Rallis, who set up their business in 
these areas as early as 1876 and 
erected the first power-ginneries. 
The method of purchase of cotton 
adopted by these firms, and later 
by the Harveys of the famous spin-

* Based on the author's doctorate thesis which is to be published shortly. 
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