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PREFACE.

The University of Patna did me the honour in 1923 to
appoint me Banaili Reader in Indian Economics, and I was
asked-..tQ__.tjehver a “Coursg of lectures during the session 1923-
1924. ‘The theo“re&elwosmon taken up, and the policy recom-
mended in these lectures are practically identical with those of
the Majority report of the Indian Fiscal Commission, though
I have availed myself of the present opportunity to develop
further the theoretical considerations undetlying fiscal policy,
and to draw attention to the lessons and warnings in which the
tarifi history of the last century is so rich. Anything like an
exhaustive treatment of the numerous important aspects of
tariff policy, history and administration was, of course, not
possible within the range of a few lectures; but I hope to be
able to follow up the present publication by a more comprchen-
sive study of tariff-making in theory and practice.

Perhaps the one merit that I might claim for these lectures
is the absence of a partisan spirit. While I believe in the
ultimate success of a policy of discriminating protection judici-
ously carried out, I have not striven to disguise the fact that
the nation must be prepared to make the necessary sacrifice in
various directions. Again, at a time when India is making
up its mind on the subject of its tariff policy, it seems to me
desirable to place clearly before the public the views and pro-
nouncements of the great masters of fiscal theory and history,
irrespective of the school to which they “happen to belong.

I wish to express my cordial thanks to Mr. Prafulla Kumar
Sarkar, M.A., who has assisted me at every stage of the
preparation of this book—from its inception in my Economics
Seminar to its passing through the press.

CALcuTTA, J. C. C.
February, 1924.






CONTENTS.

PAGE.
LECTURE I.—The rationale of protection. Formulation of
the young industries argument. Its increasing
scope, range and importance. Its application to
industries conforming to the Law of Increasing
Return. The argument for diversification of
industry. Its special importance under the indus-
trial condition of India, and its place in the history
of Protectionism in India. Its limitations. Effect
of protection upon the aggregate revenues amn
customs revenue in particular. Illustrations from
finances of protectionist countries. 'IJL?... general
weakness of the Wages argument for Protection.
Reason why so much importance has been attached
to it. . Effect of Protection on national capital
respurces of India, especially in view of the hoard-

ing habit 1

LecTurge II.—Discriminating Protection as envisaged by
the Indian Fiscal Commission and by eminent pro- °
tectionist authorities. Discrimination is desirable
both in the interests of consumers and of indus-
trialists. Lke all sound fiscal policy discriminat-
ing protection is based on the law of comparative
costs. It must take into account general industrial
conditions prevalent in the country as well as the
condition in industries claiming protection. Im-
portance of cost-analysis as the basis of tarifi-
making. Its scope and the limitations of its
proper use. Duration and adequacy of protectionist
duties. Objections to discrimination answered ... 23

Lecrure III.—Marshall’s views as regards the scope of
state help to nascent industries and on the desir-



ii

ability of diversification of industries. Schmoller’s
condemnation of the exaggerations of Protection-
ism. His rejection of many popular arguments for
Protection. His historical review of the effects of
high tariffs in various countries. Limitations of
List’s advocacy of protection. List as a discri-
minating protectionist. His proposal for a gradual
introduction *of Protection. His advice regarding
the free admission of foreign capital and enterprise.
Taussig on the true scope and function of Protec-
tionism working within the limits of comparative
costs. He urges the recessity of moderating the
present regime of high tariffism. His views on
protection to ‘‘key-industries’’. Arnaune on the
draw backs of French tarif policy. Leroy-
Beaulieu’s dicta against high and indiscriminate
protection. Schuller’s views on protectionist theory
and practice'._‘ His condemnation of the prevalent
protectionist policies. His preferetice for a moderate
system of protection especially in the case of pre-
dominantly agricultural countries

Lrcrurg IV.—Potential effects of the introduction of

protection on the agriculturist’s resources and costs
of production and living. Its influence as regards
the pressure of population in India on land. Ex-
amination of the opinion that protection and the
resulting industrial development can remedy or
mitigate the effects of famines. Effects of protec-
tion on wages in protected and unprotected indus-
tries, and on the remuneration of skilled and un-
skilled labour. Effect of Protection on real wages.
How Protection is likely to influence the general
price-level and the cost of living. Its effect on the
condition of the middle classes. How Protection

PAGE.

47



iii
PAGE,
has affected the volume of foreign trade in other
countries. Its expected effect on the amount and

balance of Indian trade ... 68

Lecrure V.—The paper-making industry of India. Its
present stage of transition. Progress achieved by
it. Our chemical industry. Difficulties and com-
plications of framing a chemical tariff. Possibilities
of chemical development in India. Methods of
assisting such a development. The Indian Steel
industry ; its natural advantages and disadvantages,

- Analysis of the local cost of production. Factors to
be taken into account in fixing a protectionist duty
or a bounty. Dumping of steel. Lessons of foreign
anti-dumping legislation. Burden of protective
duties on steel. The case for giving a bounty to
local production of steel. ‘The glass-industry in
India. Progress already achieved by it, and diffi-
culties still to be surmounted. How the industry
should be assisted. Problems of the sugar industry.
Its main difficulties are outside the manufacturing
phase. ‘The burden of protection to the consumer
in this case 97

LecrurRe VI.—Eminent economic authorities favour the
free entry of foreign capital and enterprise.
Employment of foreign capital is the condition of
the success of Protection. Conditions of exploita-
tion by foreign capital. ‘The Indian is the natural
heir of foreign enterprises in India. Advantages of
a liberal policy. No possible danger of a great rush
of foreign capital in our direction. Consideration
of proposed restrictions on foreign enterprise.
Views of leading industrialists of India on the
subject .. 144



v

LECTURE VII.—Unfavourable circumstances under which

the Government of India’s despatch of 1903 on
Imperial Preference was written. Consideration
of the views expressed in that despatch. A new
conception of the scope and nature of Imperial
Preference embodied in the report of the Indian
Fiscal Commission. Compatibility of Protection
and Preference. How the interests of the Indian
consumer and producer can be guarded under the
suggested scheme of Preference. Exaggerated
character of the fecars of retaliation. A plea for
Imperial Reciprocity. Growing importance of such
a policy of Reciprocity. Opinions of some leading
Indian publicists in favour of such a policy

PAGE,



LECTURE 1.
ARGUMENTS FOR PROTECTION.

The Indian Fiscal Commission, which was appointed to
cxamine the tariff policy of the Government of India, has come
to the conclusion that in the interest of the country the policy
of discriminating protection should be adopted. The task of
carryimg out such investigations affecting tie wliole range of the
fiscal policy of a great country is one of the most difficult in the
field of applied Economics. The sifting and. appraising
of the arguments for either system of fiscal policy is, in itself,
no casy affair. Centuries of controversy have strewn the ground
with weapons, good, bad and indifferent, and the rcasons for a
judicious and discriminating policy have to be separated from
mere appeals to popular prejudice. The theoretical difficulties in
the way of the Commission were not inconsiderable—to analyse
the assumptions on which free-trade theory is based, to cstimate
how far the assumptions were justifiable or not, and on the basis
of this analysis to found the case for any advisable departures in
the protectionist direction. Again, in studying the possible
cffects of a protectionist policy a proper perspective has to be
maintained, and great care has to be exercised to distinguish
between the immediate and long-period effects of protectionist
measures. The confusion between these two sets of effects has
been the source of much fallacious reasoning, as we shall notice
later on. On the practical side, the difficulties of anticipating the
effects of any proposed fiscal system are still greater. It is
a complicated problem to examine the full case for protection
as regards any single industry—to balance the sacrifice to be
made and the burden to be borne both by consumers and by
other industries, against the potentialities of gain to the industry
in question. But the complexity of the problem is vastly
‘ncreased when the possibilities of simultaneous protection to
a number of industries are being contemplated. The items of
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loss and gain are then so numerous and complicated that it is
difficult to guess and impossible to compute the resultant
balance ; and yet any judgment as to a protcctionist policy would
be hopelessly faulty which tried to envisage its potentialities
as regards individual industries, and did not try to make somec
estimate of the conscquences both to the consumers and to the
entire industrial system.

The rationale of free-trade admits of brief and clear
exposition. It has been asserted, that as in every particular
exchange therc is necessarily a gain to
each of the parties concerned, ‘‘the
sum total of such exchanges should be
allowed to attain the maximum volume so as to yield a
maximum satisfaction to consumers.” Prima facie, interna-
tional trade brings a gain and any restriction on it, presumably,
a loss. From these axioms is deduced the practical rule of free
trade that all efforts to direct the productive forces of the
country in any particular direction artificially should be given
up. ‘“The most cffective way of promoting progress would
seem to be to make the way free and open for the best producer
wherever he be.””

The correct theory of protection is based upon the unful-
filled assuptions and nccessary qualifications of the naive
free-trade theory. As a great master
has pointed out we cannot use as con-
vertible the two phrases “‘the com-
modities which a country can now produce most easily’’, and ‘‘the
commodities which a country has the greatest potential
advantages for producing’’. There might be reasons for looking
much beyond the present interests of the consumer and the
present capacities of the local producer. ‘The benefits of
international division of labour are no doubt great ; but, it is
only when fully developed countries compete as equals that the
best form of international division of labour can be reached, and
such a division is itself reached only by tentative stages. In the

Ratinale of free
trade.

Rationale ot protec-
tion.
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pop'ular statements of free-trade theory it is further assumed
that ‘‘so long as the capitcl and other resources cf a country can
be employed with equal profit the method of application is a
matter of indifference.” Finally, the transfer of capital and
labour from one industry to another, as the result of the stress
of foreign competition, is a much more formidable matter than
has sometimes been supposed. The unfulfilled assumptions and
the unemphasised qualifications of free-trade form the armoury
of protection. In the considerations stated above might be
1ecognised the leading arguments for protection.

In advancing and marshalling the arguments for protection
the Indian Fiscal Commission has justly given the place of
honour to the infant industries argu-
ment. Not only is the theoretical
validity of the argument undeniable but
there has been a tendency to extend the scope of its application
on the part of recognised economic authorities. By parity of

The Young Industries
argument.

reasoning, the extension of protection has been recommended
even to older industries which are suffering from temporary
atrophy—such industries being regarded as infants pro tempore.
The Commission has duly noted this ; but there is also another
proposed line of extension of the argument. As Prof. Taussig
has argued, there is scope for 1)rotection to young industries
even in the case of old countries which have fairly entered upon
the manufacturing stage. Obviously, however, this line of
reasoning should not be carried too far. The assistance to be
given to infant industries must vary with the difficulties in their
way ; and the general industrial development of a country can-
not but diminish in a great measure the initial difficulties of
industries started later. With the general industrial develop-
ment a class of efficient entrepreneurs must have been trained
up, capital must have been accumulated and a skilled labour
force brought into existence ; hence, Prof. Taussing himself
qualifies his remarks by adding that the opportunity for the use
of protection in the case of industrially advanced countries is to
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be limited to ‘‘periods of ' transition and of great industrial
change.”

What should be emphasized here is, that not only the scope
of the argument but the weight and importance of the considera-
tions lying behind it have been
constantly increasing with the growth
of the complexity and scale of business
enterprise. The advantage always enjoyed by established
enterprise has been greatly increased by the growth of massive
production, the massive treatment of by-products and by the
internal and external economies corresponding to the expansion
of business units and industries. Capital is needed on an ever
increasing scale to compete with large manufacturing establish-
ments abroad. The natural advantages of large scale produc-
tion are multiplied by the powers developed through integrations
and combinations. On the other hand, the natural protection
enjoyed by domestic industries is being constantly diminished
by improvements in transportation and the reduction of freights.
All these factors add to the difficulties of starting new industries
in a country. But cven this is not the full measure of the
difficulties under which infant industries labour in our days.
Neither Mill nor List knew of the present day policics of cutting
out foreign rivals—export bounties open or conccaled, special
transportation ratcs for export business, and specially reduced
prices of commodities sold for export. Had those writers been
living to-day, they would have been even more convinced
advocates of the theory of protection to young industries. Who,
for example, can doubt that if India had delayed the initiation
of her cotton jndustry by half a century, and were starting it
in these days, that nascent industry would soon have been
dumped out of existence?

Its increasing scope
and importance.

Then again, the case for protection of nascent industries
has been to a certain extent strengthened in another direction by
the growth of massive production. On this subject some dicta
of Dr. Marshall might be carefully studied as showing the exact



5

limits within which the advocate of protection to infant industries
can take advantage of this circumstance as favouring his con-
tention. ““It is obvious that an industry which offers large
scope for the economies of massive production stands to gain
much from protective duties, 1f they can be so arranged as to
insure it the almost undisturbed possession of the home market
while keeping open for it opportunities for large sales abroad :
its sales at home and its sales abroad, alike increase its command
over economies that help it to undersell rivals in neutral
markets.”” In another place he observes that ‘it may be
admitted that there is some force in the claim that a protective
tariff is nceded to aid giant businesses in establishing a comnplete
standardization on the most advanced modern model.”” While
thus the argument for protection to mnascent industries is
strengthened, to a certain extent, it does not follow that we
should benefit by extending protection to all national industrics
conforming to incrcasing returns. In the first place, we must
have regard to the circumstapee that “‘many of the advantages
which a single industry.dérives from a protective duty in 1ts
favour, involves losg4nd hindrance to other industries.”” Nor
can we afford to forget that cconomies of massive production are
of many different kinds, and that while protection might
add to some of these economies it might adversely affect the
others. Nevertheless after making allowance for these' con-
siderations, we might recognize thc existence of beneficial
potentialitics in the extension of protection to wiscly chosen
manufactures which have ‘‘great latent powers of economy
through production on a large scale’’. Finally, it cannot be
denied that the more any country exports ‘“‘her raw produce in
return for manufactures the less benefit she will get from the
Law of Increasing Return’’. 'The application of the last remark
to conditions obtaining in India is obvious.

*On this topic the student should refer to Marshall, Industry and

Trade, pp. 138, 746 & 764; also to the same author’s Money Credil and
Commerce, p. 218.
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We might now turn our attention to the other cogent
argument on behalf of protection—that for the diversification
of industries—which, during the last
Formulation of the century or so has been formulated in
argument for diversified X
industry. many different ways and presented from
many angles of vision. Alexander
Hamilton had noted how diversification of industry helped to
afford a more ample and various field for enterprise and to
furnish greater scope for the diversity of talents and disposi-
tions. List had argued from a different point of view for “‘the
principle of the variety and division of occupations and the co-
operation of the national productive powers.” He pointed out
the importance of such co-ordination and diversification as
regards the social condition of a nation, and showed that the
general well-being of a people depended upon the balance and
harmony of their productive powers. The illustration by which
List enforces his proposition seems to be particularly applicable
to Indian conditions. ‘It is”’, he says ‘‘possible for a nation to
possess too many philosophers, philologers, and literati and too
few skilled artisans, merchants, and seamen. This is the
consequence of highly advanced and learned culture which is
not supported by advanced manufacturing power.”’ Coming to
more recent times, we find that in thé latter part of the nine-
teenth century the same argument was brought into great
prominence owing to what appeared to be the excessive and
one-sided industrial development of Germany. This led eco-
nomists like Wagner to emphasize—and even to over-emphasize
—the importance of an all-round development of a nation in
industrial matters. Any other policy would be followed, says
Wagner ““‘at the cost of a one-sided occupation of its population,
the narrowing of their views, the most one-sided physical and
mental development, the absence of all the advantages of the
universality and variety of national production, and of the
favourable reaction of this upon the national life in general’”.
He professes to look at this question not exclusively as a problem
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of economic value but from the point of view of ‘‘the abiding
interest of the nation’s economy, of its civilization, of the
national life as a whole’’. ‘Though the views of Wagner have
keen denounced as pessimistic by Schmoller, who held more
moderate opinions of the subject, yet Schmoller himself was in
favour of employing moderate duties so as to develop both the
agrarian and the industrial strength of his country.

It might have been mnoted that the two arguments—the
infant industry argument and the argument relating to diversi-
fication and corrclation of industries—are closely related, the
one referring to the development and the other to the co-ordina-
tion and co-operation of productive powers. The development of
any particular mfant industry is one means and aspect of secur-
ing the requisite national co-ordination of industrics. But in
looking at diversification or co-ordination of industries, our view
point is shifted to the national outlook embracing all industries
and to their inter-relations. Our outlook is in fact widencd and
we look not only to the interactions of industries and their
cquilibrium but to the recaction of the whole scheme of industries
on the national psychology and temperament. ‘This wide range
of the diversified industry argument imports into it considerations
relating to all aspects of protection—social, psychological, and
industrial. But it also makes that wide topic the breeding
ground of dangerous fallacies like the home market argument,
indiscriminate’ protection and ‘‘autarchy’’. '

Like the infant industry argument the argument for diversity
of industry loses much of its force in the case of the more advanced
manufacturing countries. Thus, a great authority on matters of
fiscal policy expresses the opinion that ‘“‘in view of the degree of
industrial activity which is certain to appear under any circums-
tances in a modern country of advanced civilization, this sort
of vague allegation has no probative force.”” But, in the case of
a country like India it is far otherwise ; and the best argument
for diversification of industries is furnished by the statistics of
industrial employees in India which are most instructive end



8

which show either the non-existence or the insignificant begin-
nings of numerous industries of the first order of national im-
portance. These statistics bring to our mind and give a fresh
significance to Dr. Marshall’s dictum: ‘A new country may
be dominantly rural, may lack the stimulus and culture of a
nervous town-life, and have no access to the economies of manu-
facture on a large scale: she will then derive comparatively
little consolation from knowing that therc are busy hives of
industry and thought in remote lands.”” Nor nced we be afraid
of applying this dictum about ‘‘ncw countries’’ to India since
the same writer has remarked on the possibilities of rejuvenation
of older countries provided they listen to the gospel of self-
sacrifice and of industrialism.

It has often been asserted that the basis and ground-work
of Indian protectionism is the infant industry argument. That,
however, is not the case. While the argument from diversity of in-
dustry has been receding 1n importance in the advanced Western
countries it has always bcen to the fore in India. It required
some theoretical preparation to understand the infant industry
argument ; but no one could fail to remark the lack of diversity
of industry in this country. In fact, Ranade, who opened the
fiscal controversy in India, dwelt most on the ‘‘ruralisation’’ of
“rustication’”’ of India—these being only strong expressions for
the lack of diversified industry. The Famine Commissioners
in their Report of 1880 had argued that no remedy for the evils
of famines could be complete which did not include the introduc-
tion of a diversitv of occupations, through which the surplus
population might be drawn from agricultural pursuits and be led
to find the means of subsistence in manufactures. Ranade
followed this up with the view that ‘‘a due co-ordination of the
three-fold forms of industrial activity, even if it be not
immediately, most advantageous to individuals in any one period,
is a permanent national insurance against recurrent dangers, and,
as such is economically the most beneficent course in the interests
of*the community’’. He further emphasised the unfortunate
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effects of the lack of diversity of industry on the social and
intellectual side—as transferring the monopoly not only of
wealth, but what is more important, of skill, talent and activity
to others. His disciple, Mr. G. V. Joshi, “‘regarded the depend-
ence of the people on agriculture as the sole means of subsistence
as the weakest point in India’s econoniic position and pleaded for
the co-ordination of agricultural and manufacturing industries
with the direct help of the state.”” ‘This train of reasoning was
rceinforced by historical reminiscences of the days when India
possesscd a scries of relatively strong domestic industries and em-
phasis was laid on this aspect of the matter by the late Mr.
Romesh Chunder Dutt and Pandit Malaviya among others. In
his evidence before the Fiscal Commission, Prof. Jevons advance-
cd and ably summarised this traditional case for India in the
matter of diversification of industries. He gave a new turn to
the old ‘‘ruralisation’ argument by pointing to the fact that,
excepting the great ports and one or two inland industrial towns,
there are no great industrial centres in India, and that the
towns of Northern India have been for years in a state
of industrial decay. This is a pointed restatement of
Ranade’s complaint as to the ‘‘rustication’’ of India. What
is wanted urgently is a period of industrial reconstruction
in India which might stimulate the growth of new inland towns
and the revival of some of the old cities. ‘The social and educa-
tional advantages of diversified industry were also brought out
clearly : “““The buzz and huzz of industries, the increased pro-
fits and earnings of the people, the changed mental outlook which
is stimulated by progress and success in one’s immediate locality,
would have an almost unimaginable influence upon the national
temperament and character. When industries become established
and thriving occupations of various kinds become open to all
men, and every man can take up that which suits him best, a
ladder of advancement is opened and with it the buoyancy of
hope, which stimulates to work and enterprise.”’

It has recently been argued that the extent to which an
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opportunity for the employment of educated Indians would be
afforded by the development of industries is often exaggerated.
We can well understand that the posts of an important directive
character which can be made available as the result of industrial
development would not be as many as are sometimes supposed.
But the mere number of the posts of directive importance is no
accurate measure of the influence exerted by the industrial
stimulus in affording practical training of a business character
to the youth of India. The leavening influence exerted by the
opening up of such employments is of many times greater value
than the jobs themstlves; nor can it be said with truth that it is
only the employment of a directive character which will have
such influence, since so far as the skilled artisan class or the class
of well-paid foremen increases the practical instincts and abilities
will be materially strengthened. If we compute the aggregate
both of those engaged in the work of direction and of those
who are doing supervising and skilled mechanical work, the
potential increase of talents of a practical character appears to
be of a substantial character.

While desiring to secure the diversification of national indus-
tries by all judicious means, we must not let ourselves forget that
such industrialisation has got some social drawbacks and possesses
a less favourable side. The Fiscal Commission was fully aware
that industrial development will bring in new and pressing pro-
blems—many of them arising from the aggregation of population
in large towns. Again, poverty and unemployment might
assume forms hitherto unknown in India and might demand new
machinery to cope with them. These do form deductions from
the beneficial consequences of industrial development, but they
form no argument against undertaking such development. Much
could be done to avoid these evils by the utilization of resources
available to us in the shape of proper town-planning, housing,
general sanitation and wise factory legislation. A wise guide in
the field of economics would have us take a balanced view of
the matter. It is true, he would say, that industrial develop-
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ment leads not only to urban aggregation of multitudes, but to
a constantly increasing inequality of wealth due to concentration
of ownership and management in the field of manufacturing
enterprise. But, on the other hand, he would remind us that,
socially speaking, the operatives in the manufacturing districts
of industrially developed countries are generally far from
being worse off than the agricultural workers of industrially
undeveloped countries. Finally, he would have us note that
‘“‘after all, the mode in which an industry is conducted, and the
character of the people engaged in it are far more important
than the nature of the industry itself.”

Nevertheless it is peculiarly casy to exaggerate the scope
of the argument for diversification of industries and we would
do well to bear in mind the limitations of the argument. It is
too often assumed that the domestic production of an article is
in itself a national benefit apart from the natural advantages
which a country might possess in the matter of its production.
In fact, ‘the principle of comparative costs is in some danger of
being forgotten in the jubilation resultant upon what is considered
to be the acquisition of a new industry for the country. The truth
is that the aquisition of industries for which a country has no
comparative advantage is a diversion of labour and capital from
more profitable employment and hence a waste of national
resources. ‘The principle of comparative cost defines the scope
of wise diversification of industry. ‘“The real question’, as
Taussig observes, ‘‘is which of the two ways of securing the
goods in question is the better. To make a thing at home is
not to our advantage if we make it at a high cost. To import it
is not a source of loss when we import a thing more cheaply
than we make it at home. Let us hold fast to the fundamental
pringiple that exports are the means of producing the imports,
and that only if there be real effectiveness, real success in the
application of our labour and capital, does the country gain.”’ The
greater the size of a country the stronger is the case for diversi-
fication, but the temptation to apply protection beyond the
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judicious limits also increases. An extensive geographical area
invites a diversification of industry, since 1t is likely that the
variety of raw materials required for any industry would be found
scattered somewhere over the region. But, if these materials are
located by nature very far apart from each other, the cost of
assembling them might add largely to the other costs of the
industry and hamper it permanently, and sometimes to too great
an extent, in its competition with foreign rivals. A wise location
of the industry becomes in such conditions a highly complicated
prcblem, and sometimes the great distances involved might
make the solution impossible.

It would be easy to quote warnings, even from leading
economists of the protectionist school, against using protection
too far in the intercsts of diversification of national industry.
There is an obvious limit to the utilization of protection with this
object. Protectionist authorities like Schiiller recognize that
even an advanced industrial state should not attempt to produce
all the objects required for its growing consumption and that it
should be always content to import numerous articles. They
admit that as result of a misuse of industrial protection the
gain from the increased production 1s much smaller than the
combined loss caused on the one hand to the consumer and on
the other to the export trade.

Some protectionist writers have asserted like Patten that
protection is necessary to keep society in a dynamic state. So far
as this assertion has any significance it must be the application of
protection to young industrics which alone can have the effect
desired. As industrial development progresses, new industries
come into existence as well as new branches or grades of old
industries. Protection to these can be always given advisedly
and under proper circumstances, and it is in this sense only that
protection is required to keep industrial society dynamic. On
the other hand, protection given unwisely to old industries or to
all industries without regard to the principle of comparative ad-
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vantage in production, results in industrial stagnation or in a
static condition in the sense understood by Patten.
The revenue argument for protection does not appear to be
a strong one and was in fact over-emphasized by the Fiscal Com-
mission. There are two propositions which appear to be very
similar but are really quite different. The first of these propo-
sitions is that a high revenue tariff incidentally affords some
protection to manufactures; the other is that a high revenue can
be derived from a protectionist tariff. The determining factor
of the revenue-yielding capacity of a duty is the elasticity of
the demand for dutiable article. So far as protectionist con-
sideration raise a duty above the point of maximum productivity,
the result is a diminution of revenue. So far, again, as the tariff
reduces the real income of the consuming classes the total
revenue must be reduced. Great care has to be taken, when
dealing with the revenue aspect of protection to keep apart the
short-period and the long-period effects. It is quite possible
that in the long period a successful application of protection will
raise the total of the revenue-yielding capacity of the country ;
but no such result can be looked for within several decades ;
the more so that the infancy stage of industries tends to grow
longer with the growing complexity anr scale of industries.
Those persons who believe that protection 'will merely
transfer in the near future the field of revenue earnings 'from
‘ the imported goods to the wealth created
thlg:f;egcér‘;fggt’:tfg‘fghgs’f in the country, are to be envied for their
optimism but not for their knowledge of
tariff history. ‘They are, in fact, mixing up the short-period and
long-period effects of the introduction of protection. It is true
that if protection succeeds in bringing on a marked industrial
development, the tax-paying capacity of the country will increase
the yield from income-tax, customs, etc. But that consumma-
tion is a matter of many decades, as the experience even of great
and go-ahead countries like the United States of America shows.
Thus, Taussig tells us that in spite of the unsurpassed mechanical
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skill and natural resources of that country, the iron industry
had to be protected as an infant industry for about thirty yecars.
As the same author has shown, during the above period (1875 to
1897) protection must have enabled the American iron-masters to
make profits at the expense of the consumers, and no doubt they
paid over a small portion of these profits to their Government in
the shape of taxes ; but these profits for the three decades could
not ke said to have added to the tax-bearing capacity of the
country as a whole. All such profits were made at the expense
of the American purchasers of iron and steel ; and, as these
purchasers thus paid a heavy tax to the local producers in the
shape of higher prices, the capacity of the former to pay taxes
to their Government must be taken to have been correspondingly
reduced. It is obvious, in short, that during the period of
infancy of industries there is no possibility of any increase of
the aggregate tax-paying capacity of the country ; there can be
only a redistribution of resources within the country—the

consumers losing what the protected producers gain. It is only
after the infant industries have reached the stage of maturity
that the aggregate national dividend and wealth can be said to
have increased ; and then alone can it be asserted that the taxable
wealth of the nation has grown. Here, and as we shall see later,
in the whele study of the influence of protection on trade and
finance, we have to be careful in distinguishing between imme-
diate and long-period results. Taussig once believed that the period
of infancy of an industry under the fostering care of protection
was a decade or thereabouts. But he goes on to say: ‘‘An
opinion of this sort I should not now support. What has already
been said of the temacity of old habits, and the difficulties of new
enterprises justifies the contention that a generation more, or
less, may elapse before it is clear whether success has been really
attained.”” And, if new industries take as much three decades
to grow to adolescence in that land of push and hustle, they will
surely require a longer time in our country where ‘‘we are
conservative to a fault’’, and where not only powers of industrial
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organisation but the necessary basic as well as subsidiary
industries have yet to be created. Something also must be
allowed for the constantly growing scale and complexity of
industry in general, which must necessarily tend to prolong the
stage of infancy. ’

If we regard the yield of protectionist import duties by them-
selves, the revenue-yielding capacity of protectionist finance

) would appecar to be greatly over-rated.
th?fiiitt(;)lfg r;’;fg;‘fg °"  The case of Japan has been expressly
referred to in the minority note as show-
ing that protective duties are ‘‘a rescrvoir of national wealth.”
But it cannot be said to be a very happy illustration. We can
go into the comparison between Indian and Japanese customs
revenugs in two ways. In the first place, we might consider
what proportion of the total national revenue is formed by the
customs revenue in the case of each country. Taking the year
1920-21, we find that in India, the customs revenue formed
over 21 per cent, of the total revenue, that it contributed the
largest item of revenue, that its yield was above 50 per cent. larger
than that of the income-tax, and was nearly thrice the yield from
stamps. In the case of Japan the customns revenue formed 74
million yens out of a total revenue of 1,562 millions yens or out
of an ordinary revenue of 1,237 millions yens, i.e., about 6 per
cent. The customs duties yielded in Japan about one fourth of
what the income-tax produced (268 millions yens), and the
customs revenue was smaller than the yield from the excise on
sugar and textile fabrics. The excise duty on textile fabrics
brought in about half the amount of the customs revenue. Again,
the customs revenue of Japan was much less than half of what
was yielded by the Japanese post, telegraph and telephone
services (187 millions yens).

The other way of looking at the matter is to examine the
elasticity of the customs revenue in each country and to see how
it compares with the rate at which other items of the national
revenues have grown. In India,



1904-05. 1921-22.
Rs. . Rs.
Customs 614 crores. 34Y4 crores.
Excise 8 » 17 »
Stamps ves %, 11 »
Income-tax 2 » 22 »
In the case of Japan,*
1904-05. 1921-22.
Customs 23 millions Yens 74 millions Yens.
Excise 14Y% ) ) 75 » ”»
Stamps 17 » » 69 ’ »
Income-tax 14Y . ' 268 ’» "

The base year 1904-1905 has been chosen, because about that
time Japan entered upon the paths of protection. The rate of
increase of customs revenue in Japan is much smaller than the
increase of other items of revenue and is also smaller than the
rate of growth of the customs revenue of India.

In the case of Germany, although the yicld from import
duties is large on the whole, the revenuc from the duties on
manufactured goods was small. Ashley computed that only
about one-fifth of the German customs revenue was obtained
from duties on manufactured goods while the duties on food,
drink, tobacco and cereals produced nearly one half. The pro-
tectionist character of a duty does not in any way improve its
capacity and value as an instrument of finance ; that capacity
depends mainly on the elasticity of demand for the dutiable
article on the part of the country levying the duty. Nor is this
principle unknown to the high protectionists of Germany. For
in 1902 when the duties were raised on both agricultural and
manufactured imports no pretence was made of obtaining any
additional income from the latter source. The figures for 1913
showed that in the case of Germany the protective duties on
foodstuffs contributed 41.2 per cent. of the total customs

*Cf. the fiftecenth Financial and Economic Annual of Japan pp. 14-15;
also The Japan Year Book, 1921-22, pp. 400, and 502.
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revenue, while the protective duties on manufactures, high
though they were, supplied only 15.5 per cent. of the net
revenue. So also in the casc of the United States of America,
as regards the yield of revenue the leading items consist of duties
on sugar, molasses and tobacco. ‘Thesc three articles contributed
about half the customs revenue. Taking the ten leading items
contributing about 79 per cent. of the revenue we come to find
out that duties on manufactures yield about a fourth of the total.
France obtains an even smaller proportion of her revenue from
duties on manufactured articles the leading items in the order
of relative importance being—coffee, cereals, mineral oils,
machine and tools, and cocoa.*

The wages argument for protection has been also perhaps
over-emphasised by the Indian Fiscal Commission. As high
authorities put it, the direct influence of

The wages argument.  protection on wages has been exaggerat-
ed. Schmoller goes so far as to say that

the wages argument for protection is one of the weakest. He
urges in support of this view that there are other influences acting
upon wages which are of far greater importance than fiscal policy.
He advises ‘‘the intelligent labouring class of Germany and its
enlightened leaders’ to accept protection rather in the general
interest of industrial development than in the particular interest of
their class. He quotes and agrees with Sir Charles  Dilke
whose view was that in Canada and Australia protection had
neither raised nor lowered general wages.t Professor Taussig’s

opinion on this subject is the same. According to him “No
respectable writer or teacher would say for a moment that high

wages are due to the tariff or that the maintenance of a high
range of general wages (observe, we speak of general wages) is
dependent on the tariff. ‘The main cause of generous wages is at
bottom a very simple one: generous productiveness of industry.}

*Gregory Tariffs, pp. 497-498.
+Schmoller, op. cit; Vol. II. p. 644
YTaussig, Free Trade, the Tariff and Reciprocity, p. 141.



18

This makes possible the combination of money wages that are
higher than in other countries with prices that are as low as in
other countries or lower.”

The above views of the economists depend upoh the fact that
in the long run, the source of higher wages is higher efficiency
of labour, and 1f high wages are secured by any form of fiscal
policy for incfficient labour, that can be only at the cost of the
consumer. Again, high nominal wages might be secured by
means of fiscal policy to labour, but that does not mean that the
real wages are high, since wage-earners will lose as consumers
what they gain as producers. Still, one can understand to a certain
extent the emphasis laid by some advocates of protection on the
wages argument. Because, although an efficient labour force is a
condition precedent of sound industrial development, yet on the
other hand, industrial development also reacts on the eﬂiciency
of labour by placing before it a greater scope for its productive
powers and by introducing it to more efficient methods .of work
carried on with the co-operation of superior machinery. Thus,
in the long period, there is some interaction between industrial
development on sound lines and the wages of labour. It might
also be added that protection can be conceivably so directed and
carried out as to cause a substantial increase of real wages, al-
though in practice no country has adopted that form of protection.
The labouring class will be favoured directly by a tariff, if it
was employed to build up by artificial means those industries
in which labour is the principal factor. Such a policy might
injure other industries and yet benefit labour on the whole.
However, the ingenious devisor of this idea, Professor Carver,
admits that as protection has been actually carried out in differ-
ent countries, its object has beén to assist the capitalist class,
because the influence of capitalism on politics is much greater
than that of labour. Nor is there any prospect that protection
will be used in any country to advance the interest of labour
at the expense of those of capital.
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In India much has been made of the argument that protec-
tion will develop the resources of our capitalists and industrialists
by increasing the dividends going to
them. In other countrics the advocates
of protection prefer to be reticent as re-
gards this tendency ; for, while in one aspect the existence of such
a possibility is an argument in favour of proteltion, in another
aspect it is a great admission. ‘The implication is that protec-
tion adds to the strength, spirit and resource of capitalism, and
that it enables capital to take toll from the consuming class ;
though, of course, the capitalist would add that he could invest
the resources thus transferred to him in a better way. Indeed
we arc now at the stage where, as some writers put it, the
argument for protection to infant industries is extended into an
argument for protection to infant capitalism or finance. No
one can deny the interdependence between the development
of industry and that of finance ; at the same time, it is also
certain that the increase of capital so far as it is fostered by

Protection and national
capital resources.

protection is to a considerable extent at the expense of the
domestic consumer. Manufacturing development on protec-
tionist lines admittedly intensifies the inequalities of distribution.
As a recent writer on the protectionist side puts it ‘‘effective
protection to manufactures would act as a force striking the
plain of wealth—distribution, and crumpling it up into hills and
valleys’’. ‘There can be no sort of doubt that protection tends
to concentrate wealth at the cost of the consuming public; the
saving feature is that ‘‘it will concentrate it in the hands of people
who are well-nigh inevitable savers.”’

But there is another aspect of the argument, so far as India
is concerned, which deserves to be noted here. It seems fairly
obvious, that if a.protectionist policy can draw out money from
the hoards into productive circulation it might render a real
service. It so happens, however, that one of the leading eco-
nomists of India has expressed his disagreement with this view.
According to him, the money drawn from the hoards will only
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cause a temporary rise of prices and a resultant increase of im-
ports, and then such money will leave the country. In answer
to this chain of reasoning it is submitted here, that in a period
of stimulated industrial development the increased imports will
very likely consist of machinery and plant for the rising in-
dustrial establishments ; and so far as the money from the
hoards has gone abroad to buy such essentials of industrial
development, the result is of a kind permanently beneficial to
the country. It is also arguable that a protectionist policy might
not only bring forth into active circulation money from the old
hoards but might further prevent the formation of new hoards
by tempting money which might otherwise have been hoarded
into industrial enterprise.

It might then be shown that if protection can draw away
resources from hoards into industrial enterprise the result
would be beneficial. But the more important question remains
sitll to be tackled—whether protection can thus draw on hoarded
wealth for industrial development. This question leads us to
examine a little more carefully the different kinds of hoards.
The hoards once belonging to Rajas and big zemindars are
already being utilised in our industrial centres. The hoards
belonging to the richer agrarians are not likely to be drawn
into industries, there being a competitive demand for them from
mortgages and other secure investments in the agricultural field
where the rate of interest or of usury to be earned is still very
large. Then again, hoarding in general has a social and
religious side as has so often been emphasised. The incrcasing
prosperity of certain classes in the country has increased the
hoarding for social purposes, by the substitution of the yellow
metal for the white in the matter of ornaments, which are in
a sense a social necessity. Consequently, it cannot be said that
protection will draw from hoards a very material proportion of
the resources required for industrial development.

Considering generally the nature of capital resources avail-
able for industrial development, we have secen above that some-
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thing is to be expected from a utilisation of the hoards though
not much ; another potential item consists of agricultural
savings but these are not very large nor are they very likely
to be diverted to industries ; indeed it is not desirable that they
should be so diverted. The third potential source consists of
the profits of older industries or of nascent industrics which
are receiving the benefit of protection. This source of capital
is of much larger dimensions than the former two, although
the capacity of mnascent industries for yiclding profits and
increasing capital are too often exaggerated ; indced such
nascent industrics will for many years be requisitioning more
and more capital from outside in order to attain a scale com-
mensurate with that of their rivals abroad. We thus sce the
very great importance of foreign capital for the desired in-
dustrial deveclopment of India on modern lines.

We have now reviewed the arguments advanced by the
Commission in favour of protection. The infant industry
argument possesses unquestionable theoretical validity ; but at
the same time protection to nascent industries has to be used
judiciously and with discrimination. The rates of protection
should be so dctermined and the protection should be so
graduated to the needs of an industry that no room should be
left for the complaint that ‘‘the infant industries argument
sooner or later becomes an argument on behalf of tHe in-
efficient producer.”” It will also be the duty of the Legisla-
ture to sec that protection on those lines will go to the real
infant industries and not to the more influential and powerful
but mature industries. As regards the diversified industries
argument, we saw that it was in a special measure applicable
to Indian conditions. Here again, we have noted that the
diversification must be guided by the principle of comparative
advantage in national production thqugh that principle need
not be interpreted in the usual rigid and static sense. Coming to
the wages argument we find that other factors had far more
influence on the level of national wages than fiscal policy and
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that protection could do little in raising that level, although
it is not to be denied that in the long period, industrial
development reacts on the efficiency of labour and on its
remuneration. Both as regards the national wage-level as well
as the national revenue any beneficial results of protection arc
indirect and of a long-period character. Coming to consider
the claim that a protectionist policy will improve the revenue
resources of the nation, we came to see that in the near future
no improvement in revenue position could be expected, unless
protectionist duties were kept at a very moderate level so as
not to burden the slender resources of the Indian consumer of
foreign imports; but if we assume a long period and a
successful development of industries due to protection, the
taxable wealth of the country might be found to have increased.
As regards the potential increase of capital resources to be
ascribed to protection, we find that this also is, what the eco-
nomists would call, a long-period phenomenon.



LECTURE II
DISCRIMINATING PROTECTION.

It can be fairly claimed for the Report of the Indian Fiscal
Commission that in two directions at least its spirit and termino-
logy mark a distinct advance in the history of tariff controversy.
For one thing, the Commission did not start by explicitly
assuming the merits of any particular fiscal policy as so many
other btodies with similar missions have done. Rather, it has
analysed pretty exhaustively the arguments for and against the
alternative policies before it. Again, the Commission has had
the courage to break away from the sway of the usual and time-
honoured fiscal shibboleths and has summed its opinions in a
memorable and memorisable phrase which is in itself a contribu-
tion to the nomenclature of fiscal controversy. T'he ablest
masters of tariff history like Schmoller and Taussig, have
noticed a tendency to compromise in tariff matters supervening
on a long and embittered controversy ; and the view of the great

economists on both sides has been thus happily summarised:
““Neither protection nor free-trade is to be blamed, but the

misuse of either policy’’. In another lecture it will be shown
that an undue devotion to fiscal catch-words and shibboleths and
a tendency to erect economic principles into dogmas characterised
only the rank and file of fiscal controversialists on either side.
The greatest writer on the free-trade side asserts the existence
of valid grounds for intervention by the state to protect industries
under proper circumstances. On the other hand the leaders cf
protectionist thought admit freely that there is no justification
for the lengths to which protectionist policy is being cartied by
the ‘‘advanced western countries.”” This judicious frame of
mind is not to be confused with doctrinal eclecticism ; rather, it
is based on a sense of the necessary limitations of any fiscal
policy as well as on the }:pncfet‘e study of facts of national
industry.
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The phrase which embodies the above point of view—
‘‘/discriminating protection’’—was presented to the Indian Fiscal
Commission by the Hon’ble Mr. Harkishenlal when giving his
evidence ; and, once suggested it became so popular that it became
difficult to convince witness propounding the most cxtreme
types of views that they were not ‘‘discriminators’’. So united
were the suffrages in favour of that type of protection that the
dissenting gentlemen agreed to the merits of the formula in spite
of their strong reluctance to admit that protection could be
subject to any qualifications and limitations.

If onc is asked for a description or definition of this
““discriminating’’ protection, the answer is that it is protection
What is ““discriminat- based upon and guided by the principle
ing” protection? of comparative cost. In other words, it
extends protection only to such industries as regards which a
country enjoys or can be shown to cnjoy ultimately a comparative
advantage. With this object, the duties are to be such as to place
no undue or unnecessary restrictions on the course of forcign
trade. Protection is like so many other economic questions a
problem in maxima and minima. The course of trade should suffer
the least possible disturbance in the present with a view to the
maximisation of wealth in future. As regards the matter of the
fixation of the height of protective duties, guidance is sought
partly in the analysis of costs of production at home and abroad,
and partly in the elasticity or extensibility of the domestic supply.
The protectionist dutics are to be removed as soon as the industry
in question has developed and has taken its place amongst those
low enough on the scale of comparative cost. We thus see that
what the Indian Fiscal Commission called ‘‘discriminating
protection’’ is based right through on the principle of comparative
cost. We have in fact reached the central principle which can
guide us aright at all points—as regards the industries to be
selected for protection, the extent and measure of assistance to be
extended to them, as also the length of the period during which
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such help is to be rendered to them. The true task and
potentialities of protection arc defined by this principle. For
the s=rvice of protcction consists in reducing and attenuating the
differences of productive power between countries, so far as these
differences are duc to differences of industrial phase and of
'ﬂl\cquired aptitudes. Differences in natural equipment between
sy ntries must of course be of a permanent character; but
ecu..omic supremacy based on mere historical priority as regards
the origination of industries is not of an immutable character.
Protection can take its share in this task of levelling up, provided
it is applied only where there is a prospect of comparative
advantage.

Even a slight acquaintance with the protectionist literature
will shcw, that the divergence of theoretical views which marks
it is due to the lack of agreement as to such a basic principle.
On the one hand, we have the advocates of the ‘‘developmental
theories’’ of protection which imply that the “world-economy’’ is
the final and permanent organization; while on the other hand
there are the champions of the “‘defensive theories’’ who conceive
that the national economy is the highest organization to which
world-economy relations must continue to be subordinate.* How-
ever, from the point of view of the discriminating protectionist
there can be no such general or irreconcilable opposition of the
national economy and the world-economy, which should rather
be conceived of as supplementary to each other. So far as facts
can demonstrate that a country can possess a comparative
advantage as regards the production of an article, every kind of
help—including protectionist duties—should be utilised to secure
the particular line of enterprise for the ‘‘national-economy’’; in
all other cases it would be a futile and misspent effort to
aggrandize the bounds of national economy at the expense of
‘“‘world-economy’’.

The leading features of the scheme of protectién formulated

e

*Cf. Grunzel, Economic Protectionism, pp. 152-153.
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by the majority might be thus summariscd. According to that

Scheme of Protection Scheme, protection should be extended
in the Report. only to those industries which possess
comparative advantages which will enable them ultimately to face
forcign competition without protection. Specially favourable
treatment is to be accorded to the industries in which there is -
probability that, in course of time, the whole needs of the coun+
could be supplied by the home production. This is equi"‘it“
to saying that those industries which possess elasticity of .pply
in a high degree have special claims to assistance in the shape of
protection. It is added that in all cases, the protection contem-
plated is a temporary protection to be given to industries which
will eventually be able to stand alone. Precautions have been
recommended to secure the reduction or withdrawal of protection
when circumstances justify that course. The rate of protection
required by any industry is stated to be what is adequate for the
development of the industry—the difference of the relative cost
of production in India and foreign countries being indicated as
affording some measure of guidance to this adequacy.

It is not difficult to show that these conditions are reasonable
and necessary. To extend protection to industries which possess
no comparative advantage is to deny the very rationale of sanc
protectionism, which is that protection should divert national
resources from the less productive to the ultimately more pro-
ductive industries. Only such industries as possess natural
advantages can fall in the category of ultimately more productive
industries. It is also'necessary to lay down the condition that
protection should be temporary. Perpetual protection would
burden the country with a host of parasitic industries. It is
difficult to see how such elementary and axiomatic conditions
could have struck the gentlemen of the minority as stringent and
retarding.

HOLF W]

It is easy to find eminent protectionist authorities on
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economic science who lay down conditions for the application
of protection very similar to those found
in the Report. One of the prominent and
recent writers on fiscal policy is Fontana-Russo, Professor at the
University of Rome. His proposal on the subject deserves to be
quoted on account of its remarkable similarity to the views of the
njority upon fiscal policy. He asserts that protection might
~«  ractised on three conditions :—In the first place, it should be
ten., -ary; in the second place, it should be limited to com-
moditic with regard to which, there is comparative advantage;
thirdly, protection should be so controlled as to leave no chances
of making abnormal profits to local producers. According to the
same authority ““the nonm=observance of any one of these three
conditions is equivalent to the grant of special favours to local
producers, a privileged position which is contrary to all principles
of economic justice’’ .* The above-named authority goes on to
add a fourth condition that protection should not be extended in
any casec to raw materials or to ‘‘the means of production’’. In a
similar spirit, the Indian Fiscal Commission has laid it down that
import duties should not be laid on machinery and that raw
materials required for Indian industries should ordinarily be
admitted free of duty. This is only reasonable, because import
duties on raw materials would nullify the objects aimed at by
protectionist measures. Other economic writers can be quoted
equally in agreement with the conditions laid down by the
majority. 'The fact is that such conditions are in their nature
few and simple. It is difficult to understand what the gentlemen
of the minority mean by asserting that ‘‘discrimination must
vary according to the circumstances for the time being’’.
Similar conditions and criteria of the application of judicious
protection to industries are to be found in numerous protectionist
writers. To take another example, Leroy-Beaulieu in his great
work would admit to the benefits of potection only such
industries as could be expected to be self-supporting. He also

Other similar schemes

*Fontana-Russo Traite de Politiqgue Commerciale, Chap. IIL.
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advises that protective duties should be moderate and should
be ‘“‘concentrated on the fewest objects possible’’. He is an
avowed “‘discriminator’’ and he calls his proposed fiscal system
“‘protection with discernment and measure’’. Another French
FEconomist of note—Landry—has a similar programme. He
advocates protection only as regards thosc articles ‘“which
country can produce profitably’’—a phrase which well expr

the notion of comparative advantage. He would have pr

consist in ‘‘moderately high dutics, which must be
progressively and are to be abolished at the end of ». peria of
greater or less length”’.# ’

It can be claimed with truth that the advocates of discri-
minating protection have corrcct notions as regards the proper
functions, scope and limitations of the

cfficiency of protection. The highest

“Discrimination’”  is .. "
based on the true scope protectionist authorities agree that

and limitations of pro-

fection protection can only be bencficial

in those directions in which a country

possesses comparative advantage im
protection. ‘Thus Schmoller—one of the greatest of German
economists and a master of tariff history—condemns the tendency
to exaggerate the potential influence of fiscal policy. He cobserves
that we have come to understand more and more how the eco-
nomic life of each nation as well as all international trade is based
upon certain elementary conditions—conditions which cannot be
changed radically by measures whether of the free trade or of
protectionist character; on the other hand thesc basic conditions
can countervail, alter, or limit the cffects of fiscal policy.t So
also Seligman observes that the efficiency of protection at the
best is not unlimited. He emphatically lays it down that
‘‘Protection must work within the limits of general economic
advantages.”’ Unless the artificial environment can be created at
a comparatively small cost, it is economically not worth creating.

*Landry, Manuel d Economique, pp. 847-848.
+Schmoller, Volkswirtschaftsiehre, Vol. 11, p. 650.
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Natural advantages might be trusted in the long run to introduce
the proper industries into a country. But this might take a long
time; and the function of protection is to guide the productive
resources of a country in the direction of these natural advantages
and to accelerate the tempo of economic progress in these desirable
directions. Here is the true definition of the function and scope
of protection. List, the apostle of modern protection, himself
argues that it would be folly for a nation to attempt to supply
itself by means of national division of labour (i.c. by home pro-
duction) with articles for the producton of which it is not
favoured by nature and which it can procure better and cheaper
by means of international division of labour (i.e. through foreign
commerce).

There are those who snecer at the advocates of discrimination
as basing their opinion on the grounds of ‘“‘concern for the interest
of the consumers’’. But the immediate
How discrimination 2dvantage to the consumer is the least of
advances the interests the rtasons for advocating discrimination.
of manufacturers. Rather, discrimination is necessary in the
interests of industrial development and
progress of the whole country. Indiscriminate protection would
abdicate the function of guiding industrial development aright,
and would give us an unsound development based upon parasitic
industries. As Russo observes, one can approve of this protection-
ism which accords with the possibility of a definite and durable
progress and which has no permanent antagonism with the
capacities of different countries. It does not suppress foreign
trade and international intercourse but creates new and
advantageous conditions of international competition. That
author calls such a system ‘‘the better form of protectionism’’
because being based upon natural advantage and comparative
costs it does not unduly limit international trade but transforms
and develops it.

The guiding principle in the selection of industries for
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protection is the principle of comparative cost. The best analysis
of the reasoning underlying this selec-
,Principle of compara-  tjon is to be found in the pages of an
tive cost as the basis of R . .
all sound fiscal policy. American writer on Finance—Professor
H. C. Adams: ‘‘In case a nation has
adopted the theory of protection while at the same time admitting
the desirability of an extended international trade, the doctrine
of comparative cost may be relied upon to indicate the industries
that should be selected for bearing protective duties. It is evident
that no amount of protection can within a reasonable time bring
an industry which stands high on the scale of comparative cost
to the condition of an independent and self-supporting industry.
The true policy therefore is to permit the products of such
industries to be imported with little or no duty, and to employ
these imports as an encouragement for the exportation of those
goods that stand low in the scale of comparative cost. Com-
modities to which the principle of protection may be rationally
applied are those which in the matter of cost stand just below the
self-sustaining industries. It thus becomes evident that the
doctrine of comparative cost does not, as many seem to assume,
hold peculiar relations to the theory of free trade; the truth is
that nothing but its application can rescue a system of protective
duties from becoming an unintelligible mass of unrelated rates.’”
We might go a little further than Professor Adams, and assert
that protection granted regardless of that principle would become
protectioh to particular industries at the cost of industrial
development in general.

That the principle of comparative cost is the basic principle
of ail fiscal policy is made clearer by our observation that even
those economists who are apparently reluctant to admit its great
theoretical. and practical importance, have yet to introduce a
paraphrase of it in their treatment of the theory of protection.
Thus it is interesting to read what might be called the paraphrase
of that principle by such a staunch protectionist as Schiiller.
According to him the greater the rise in the price of
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an article due to its production at home the greater is the
advantage of free trade in the article to the consumer
as compared with its disadvantage to the domestic producer. This
is surely equivalent to saying that the greater the difference as
regards comparative cost, the smaller is the advisability of the
introduction of protection. On the same page Schiiller proceeds
to emphasize his remark by urging that the greater the difference
between the domestic and foreign costs of an article—such differ-
ence being in favour of the foreigner—the greater is the ad-
vantages resulting from a policy of free-trade. In another place,
the same writer warns nations against the cvil of extending
protectionist duties to ‘‘too many articles’’; but he suggests
no principle or test for selecting the proper number of industries
to be selected for protecticn. Occasionally he observes that the
highest principle of fiscal policy is to select that course which
brings most advantage to the whole nation. This is very vague;
but if it means that fiscal policy should seek to maximise the
national dividend then it is perfectly consistent with the principle
of comparative cost being made the true index of all judicious
fiscal policy.*

While the law of comparative cost determines the general
fitness of an industry for the application of protection, some
additional factors have to be taken ac-
count of in determining the time suitable
for the application of protection to the
industry. We have to bear in mind that protection should have
something to protect. The industry should at least be in actual
existence in the country and not be merely in an embryonic
stage. In this connection regard should also be had tn the
existence or non-existence in the country of the basic industries
of which the products are essential for the industry in question.
It was very likely owing to these considerations of interconnec-
tion of industries and of the principle that protection shoud have

Other factors to be
considered.

*Qchiiller, Schuzzoll und Freihandel, pp. 103, 272, 281, 289.
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something to protect, that List was for a gradual introduction of
protection. In his opinion, in ‘“‘the case of a mnation which
contemplates passing from a policy of free competition to one
of protection the duties at first must be low, and be gradually
increased’’. It is to be noted that this idea of a gradual introduc-
tion of protection was placed before the commission by several
witnesses and, among others, by Professor Jevons and Captain
Sassoon, a great cotton magnate of Bombay. In an important
sense, protection must needs be gradually introduced since it is
only with the development of basic and auxiliary industries that
the serious development of highly technical and complicated
industries based on the former can be taken in hand.

In the second place, we have, when inaugurating a protec-
tionist policy, to look to the stage of cconomic progress of the
country to which it is to be applied. No economist has striven
to emphasise this more than List himself—though we do not now
accept or approve of the particular line on which he distinguishes
his stages of cconomic development. This consideration also
points to a fundamental limitations of the potentialities of protec-
tion. For its useful and fruitful application, a country must
possess a considerable development of capitalisn‘1 as well as of
capitalistic organisation and resource. Banking and joint-stock
organisation must have gone ahead to furnish the sinews of large-
scale industrial enterprise. Marketing organisation and facilities
of transport must also have developed. List would raise the scale
of import duties only pari passu with the capital, technical
abilities and the spirit of enterprise existing in a nation. In
fact very strong foundations have to be laid for the structure of
modern industry. Even in this preparatory stage the state can
help in the incipient process of industrial development; but
direct state help to industry—not protection—is the instrumenta-

lity fitted for that stage.*

*List, National System of Poiitical Economy (trenslated by S. S.
Lloyd, vp. 248-250.
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Looking to the present conditions of our capitalistic and
marketing organisation, of our business enterprise and our
command over raw materials, one can assert with reason that a
policy of discriminating protection is the proper one to adopt
in India of to-day. It does not follow from this, however, that
our industrial development would have been materially promoted
and expedited had the policy of protection been adopted in the
earlier days when India had not yet attained these important
preliminaries and essentials of industrial progress. It is only
natural and patriotic to deplore the decay of the older hand
industries of India through the compectition of machine-made
goods imported from countries where the Industrial Revolution
had already made great strides. But it is idle to think that the
adoption of protection in those days would have sufficed or con-
tributed to convert the medieval orgenisation of the country’s
industries into one adapted to the conditions prevailing in the
nineteenth century. Those who have studied the history of
the Industrial Revolution in England can appreciate how much
preliminary progress in various directions was required before
factory industries on modern scale could be started. The
immense difficulties of starting manufactures in India in thosc
days are well illustrated by the fate of the European capitalists
who came to grief in establishing new industries in India even
when state-help was generously extended to them. It is easy
to account for their failure. ‘The system of communications
was wholly undeveloped, capitalism was in its infancy, while
joint-stock enterprise has progressed in India very slowly indeed.
For adequate banking development we have been waiting very
long, and even now, we are struggling with the financial diffi-
culties of our industrialists and the imperfect organisation of
our urban and rural finance. It took many decades to investi-
gate with something like accuracy our mineral resources and
our power supplies. It was the great development of Indian
export trade in the free-trade era which has raised our credit
abroad, supplied us with capital, trained us in business enter-
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prise and organised the production of raw materials on a large
scale, so as to meet the potential demand of future great
domestic industries ; in the absence of this great development,
protection could not have secured the development of a whole
system of exotic industries as well as the necessary organisation
of commerce and industry. The same view was expressed by
Professor R. M. Joshi before the Indian Fiscal Commission.
“I do not believe that any particular tariff policy can by itself
bring about the economic modernisation of a country, which
before the crection of a tariff wall is in a medieval stage of

development.”’

The Indian Fiscal Commission has chosen the better part
in duly emphasising the importance of the relative costs of
production in the fixation of tariff rates,
anﬁq}‘iﬁt?ﬂcﬁscgf pocl?z; \yhile it refused to erect these relative
. costs into that position of predominant
importance to which it has been exalted in some protectionist
countries, like America. Assuredly, it would not be advisable
to make the differepces between costs of production, the sole
basis andk\determinﬁnt of tarifi-rates. Pushed to its logical
consequencds, ‘‘the principle of equalisation of costs’’ would
annihilate alh foreign trade and would burden the consumer with
very heavy duties. It would render protection undiscriminating
in extent and intolerable in height; it would disregard all
considerations of international division of labour and all the
reat advantages that it stands for. In America the uiidue ap-
plication of the principle has resulted in tariff-rates as high as a
hundred per cent, and even higher ; indeed stalwarts are not
wanting who, like senator Aldrich, ‘“‘would vote for three
hundred per cent. as cheerfully as they would for fifty.”

But, properly employed, a study of the relative costs of pro-
duction is of great value as an element in the judicious determina-
tion of rates. Its utility has both a positive and a negative aspect.
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Thus, when the difference between the local and foreign costs
is found to be very great, it is a prima facie proof that we have
reached the limits of the advisable employment of protection.
Again, a consideration of relative costs will check the exploitation
of the consumer and the pursuit of inordinatcly high profits by
the domestic manufacturer under the pretence of industrial
development. Where such discriminating fixation of the
measure of fiscal duties is absent, both the protection and the
resultant profits increase to a dangerous and superfluous degree.
It is also to be expected that a careful analysis of the cost of
production of an industry and the comparison of lecal and
foreign costs will throw much needed light on the question
whether the domestic industry in question deserves protection
at all, and whether its inferiority to the corresponding foreign
industry s due to what are called ‘“‘organic’’ or to ““functional”’
causes. ‘The factors of organic inferiority point to a permanent
handicap, while ‘“‘functional’’ drawbacks are capable of removal
and do not constitute anything like a permanent deficiency in the
industrial endowment and equipment of the country. No pro-
tection ought to be extended to industries which have been
deprived by nature of the necessary ‘‘organic’’ resources. In fact,
a thorough-going cost-analysis constitutes the most important
part of the organon of the judicious tariff-maker, and is the acid
test of the claims advanced by industries to protection. To take
an example, it happens very often that industries which have
been started in unsuitable localities demand a protection which
they ill descrve. A scarching analysis of their costs will show
that they are weighted by utterly unnecessary elements arising
out an unwise choice of locality. Even where a careful study of
relative costs cannot fix the rate of protection, it can give us the
limit of what the maximum claim for protection should be. As
Taussig says, enquirics as to relative cost might not touch the
heart of the tariff-problem, and yet ‘‘a system of duties really
adjusted with care and precision on the basis of cost of produc-
tion might be expected to help, not only in sharper scrutiny,
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but in more discriminating judgment on the whole tariff
problem’’ . *

Thus, the position of rclative costs is in any case one
important factor to be considered in the problem of fixing the
tariff rates. So difficult indeed is the problem that an authority
like List has to admit that such rates ‘‘cannot be determined
theoretically,’”” and he points rather vaguely to “‘special con-
ditions as well as rclative conditions of industry’’ as affording
some guidance in the matter. But surely, besides these indus-
trial conditions we have to look to some other factors as having
a material bearing on tariff rates. Onc of these consists of
revenue considerationy for, after all, though the primary objects
of a tariff is industrial development, yet finance does not and
cannot cease to be one of the important functions of a tariff.
And another factor to be taken into account is the capacity of
the consumer to bear the burden of a cost of living heightened
by the tarifi. Both these comsiderations ought to influence in
a special measure the mentality of the tariff-maker in India.

The analysis of cost of production is however one of the
most difficult of economic problems and the task of solving it

Complexity of the is cnough to tax the capacity of the
cost-analysis. best equipped tariff board. Ouly a few
of the complicating factors of the situation could be referred to
here. ‘To start with, we must spcak not of a national normal
cost of production of an article but of national costs of pro-
duction. In cach industry there are numerous cstablishments
some with high and others with low costs of production.
Schacfle has compared this variety of costs to stratification or
to the shading and grading of colours. The causes of this
diversity of costs are numerous—varietics of situation and of
cquipment and differences as regards command of capital,
managerial ability, scale of production, etc. The analysis will
not be adequate until some kind of average cost or representative

*For a masterly study of this problem see Taussig, Free Trade, the
Tariff and Reciprocity, pp. 134—149.
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cost is reached. But apart from this diversity of costs there are
difficultics enough to encounter in our analysis. The growth or
reduction of the national scale of production also affects the
representative or normal cost in the case both of the national
industry and of the individual establishment; and one who has
to judge of the adequacy or otherwise of protection must take
account of such a tendency. Because the increase of the
national scale of production and the disappearance of the weaker
producing establishment must lower the representative or average
cost. Still other factors crowd on us as the cost-analysis
proceeds. So far as a business has been successful and cautious
in the past a great part of the investment amount is ‘‘written
off”” and hence its costs of production appcar abnormally low—
but only by a fiction of book-keeping. On the other I'and over-
capitalisation or ‘‘stock-watering’’ might easily have the cffect
of abnormally increasing the apparcent cost of production of
another cstablishment. The manipulation of the depreciation
account also requires carcful testing. The wages-bill of each
establishment will be affected by alterations in the scale of
production while provincial differences of wages have also to be
taken into account. In all these matters of changes in costs
it is ncedful to sce if the industry is one of increasing or
diminishing costs. Finally, the introduction of protection will
itself complicate the study of ‘‘normal’ costs by producing pro-
found changes in the level of prices, wages, interest and rent.
Thus with an increase in the demand for capital for industrial
devclopment, the rate of intercst must go up and hamper that
development unless foreign capital is drawn upon.*

Nor should we leave out of consideration the potentialities
of production and the elasticity of the local supply of an article

Flasticity of domestic ~when fixing the import duty on it.
supply. Obviously, the article must be capable

of responding markedly to the stimulus of the duty if it claims

*An excellent study of the various elements of comparative cost will
be found in Schiiller’s work cited above, at the commencement,
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the benefit of the duty, and the greater the elasticity of the local
supply the greater the assistance deserved by the industry. On
the other hand, it would be in vain to apply protection where
the local supply is not capable of marked expansion. No one
would suspect Schiiller of free-trade susceptibilities, and hence
his dicta on the subject are the more noteworthy. His view
is that when as the result of the imposition of a duty there has
come about a great rise in the price of the dutiable article with
only a moderate growth in domestic production, the duty has
failed to justify itself. Further ,in general, he advises that
duties should be increased only gradually and tentatively, thus
obtaining time to study the effect on prices and production.
The importance of the adequacy of the protection to be
extended to our in(lllstriqs was naturally emphasized by many
witnesses before the Commission. It is
tio‘;‘ilsctq‘gtl‘a’esf’f protec-  generally agreed that protection when
given should be adecquate and the cost
analysis and other considerations referred to above are so many
indices of the adequacy. But it is to be noted that ‘‘adequacy”’
depends on the conditions prevailing in an industry and we have
to consider here the phenomenon of diversity of costs of pro-
duction in an industry. Protection should be adequate for those
cstablishments of an industry which are well-cquipped and
judiciously located; but to extend protection so as to make it
‘‘adequate’’ for establishments using obsolete methods and located
unwisely is a policy which must cnsure stagnation. Protection
would fail in its legitimate object if it sought to interfere with
the healthy process of the struggle for survival which must go
on between the different establishments within the protected
industry. The extent of the ‘‘natural protection’’ already en-
joyed by local industries in the shape of freights paid by compet-
ing imports must also be taken into account before deciding on
the adequacy.
The local diversity of costs of production of the same article
renders the problem of extending protection to it and of fixing
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a suitable level of protectionist duties for the article extremely
difficult and complicated. It is on this account that even in
protectionist literature we meet with a disinclination to the
utilization of import duties in such circumstances. Thus it has
been argued that the existence of marked disparity of costs of
production of an article in a country implies the possibility of
extension of production only under unfavourable conditions.
The last condition prescribed by discriminating protection
is the removal of protectionist duties when they have become
unnecessary. In the absence of such a
dult)ig?tion of protective  ,royision, the infant industry argument
inevitably hecomes an argument on
behalf of incfficient and parasitic industries on the one hand, or
gives unnecessary help to fully developed industries on the
other. Again, all protectionist measures must be experimental
and tentative in character at the start ; and cases will arise
where the initial protection is found on experience to be either
unnecessarily large, or, it may be inadcquate in amount. The
Commission has provided for all these cases and has left the
matter to the vigilance and discretion of the Tariff Board. It
has wisely refused to set up inelastic, hard and fast time
periods for the maturing of industries, in this matter going against
the authority of List. Indeed, on this subject—as on some
others—IList is open to the charge of inconsistency, advocating
in one place a gradual diminution of protectionist duties and in
a different place an inelastic time limit. Of one thing we might
be sure, that the régime of protection in industries is likely to
be much longer than those ‘‘time-limits’’ which sanguine
industrialists have been imagining or proposing as sufficient.
Those who assert that, in a decade or thereabouts, nascent
industries could be made self-supporting, are deceiving either
themselves, or the public or both. There is nothing in the
history of Protection to prepare us for such rapid and decisive
industrial victories. Once started on the way, we shall have
the duties on our hands for decades, in whatever direction they
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are extended; for protective duties, even when they are effec-
tive, are tonics which require ample time for producing their
stimulating effects. Much will, of course, depend on the height
of the duties as well as on the natural and functional equipment
and preparedness of the protected industry for a successful and
prosperous career.

The above description of the desirable type of protection
leads us to the question of the possibility of a scientific tariff.
It has often been argucd that protection

bals)iqucriol?im:ﬁogcientif(iqz can never have a scientific character;
tariff, in the alternative there is the view that
the end or object of protection is not a

scientific matter, although the actual methods to secure the end
—the tariff classification and differentiation—might be capable of
rational formulation and defence. It must be admitted, that in
actual practice protection almost always tends to degencrate
into a selfish scramble. But surely it is not inconceivable that
the protectionist could have both a scientific aim and methods.
Thus, Professor Pigou has shown that protection might
have for its aim and objcct the maximisation of the national
dividend. Professor Carver indicates the theoritical possibility
of using a tariff to attract labour and capital to indus-
tries which are more productive from the social point
of view. The ideal of a well-balanced industrial system is also
a scientific one. It is no more unscientific to propound a system
of exceptions to free-trade that it is to set forth a set of excep-
tions to the system of freedom of contract. ‘The older school
of free-traders held the doctrine of comparative cost in a highly
rigid and statical sense. But it is now recognized by the highest
authority that comparative advantages, in industries and indus-
trial leadership, are dynamic phenomena and possess a changing
and shifting character. As Dr. Marshall remarks, ‘‘the percent-
age of the world’s trade which is governed by diflerences in
natural resources is increasing, while that which is governed
by differences of industrial phase, and of aptitude for particular



41

sorts and grades of manufacture, is less now than formerly.”
It is in this transformation that protection of a judicious character
can play a part, and the forwarding of such a transformation is
its true aim. As regards the methods of discriminating protec-
tion, they are scientific as long as the working of protection is,
as shown above, kept consistent with the principle of comparative
costs.
It has been argued that while ‘“‘protection’ is a matter of
policy, “‘discrimination’’ is a question of procedure only, and
that consequently by emphasizing the
Discrimination mot a importance of discrimination the vital
matter of mere pro- issue of the problem is obscured. With
cedure. .
all deference, it can be answered that
while discriminating protection is a
well-recognised principle in economic literature, there is
no economist of importance who will subscribe to the
principle of unqualified and indiscriminate protection. Indeed,
the latter can hardly be dignified with the name of a principle;
and if the choice lay between complete frec-trade and an all-
round protection, few would be found to vote for the latter.
It is not protection in any shapec or form that is to be welcomed
but protection of the proper type; not that protection which
enables the manufacturer to exploit the consumer, which helps
the rise of trusts and cartels, which burdens the consumer
needlessly ; but that right type of protection which extends help
to the proper industrics, in the necessary measure and for the
requisite period of time. It would be easy to quote the
authority of eminent economists on this point, but the lecture
on the “Verdict of the Economists’’ is the proper place for such
dicta. It is permissable, however, to quote the late Mr. Gokhale
and to throw the weight of his authority into the scale of
discriminating protection: ‘“T'he right kind of protection is that
under which the growing industries of a country receive the
necessary stimulus and encouragement and support that they
require, but under which care is taken that no influential com-
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binations, prejudicial to the interests of the general community,
come into existence. The wrong kind of protection, on the
other hand, is that under which powerful influences and com-
binations and interests receive assistance to the prejudice of the
gencral community, the general tax-payers of the country. And
I believe that the right kind of protection, if available, will
do good to India’. It is to be noted that the great economist
and publicist of India emphasized the desirability—not so much
of protection—as of the right type of protection.

On this subject a further contention of the minority of the
Indian Fiscal Commission is that ‘dicrimmination must vary

according to the circumstances for the
Other objection con- time being”. It is difficult to under-
' stand how the principles of discrimina-
tion can be imagined as varying from time to time. The truth
of the matter is that the main condition to be considered in
extending protection is the presence of natural advantages in
the case of the industry; all other conditions are either of a
subsidiary character or of the nature of corollaries of the main
condition. That being so, one cannot understand how discrimi-
nation can vary from time to time. Do the gentlemen of the
minority imply that a time will ever come when we shall be
profitably employed in bolstering up industries which possecss
no natural advantages? Of course, the circumstances to which
the principles of discriminating prot.ction have to be applied
do vary, and as a consequence the range and height of duties
will also fluctuate.

Adverse comment has becn elicited by the observation of
the Majority Report, that as a result of the policy of discriminat-
ing protection ‘“India for many years to come it likely to con-
centrate on the simpler forms of manufactured goods'. It would
be unjust and preposterous to assert that the majority of the
Indian Fiscal Commission were framing a special policy with the
set design of producing such a result; rather they cxpressed
their apprehensions that whatever was the fiscal policy adopted,
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it could not be expected that in a short time India should
develop the most highly complicated and technically advanced
industries. The rcasons for this fear arc obvious. Our basic
industries are yet undeveloped and it takes several decades to
bring them to maturity. Again, a great number of auxiliary
industrics must also have progressed far before the more
complicated industries are taken in hand. The 1industrial
history of all nations show that progress towards claborate
manufactures must be gradual. Those who find this a hard
saying are reminded of Dr. Marshall’s view that a country which
is new to modern industrialism has ‘““to win elementaty victories
over nature. Her free capital is seldom equal to the urgent
demands for it, which arc made by industrics of agriculture and
transport ; and therefore, vigorous as her people may be indi-
vidually, she has little opportunity for pioncering the more
complex methods of industry in advance of older countries,
which have abundant capital and cnergy free for such works. *
(Marshall, Industry and Trade, p. 105).
Such being the position of the discriminating protectionist
it might be asked what he has got to say as regards the idea of
national self-sufficiency—at least as
Arguments from regards the military requirements of 2
:{::S;g?l' selfsuff- o untry—on which stress has been lail
by quite a number of advocates of
protection. Now, coming to analyse the notion of national self-
sufficiency we find that it might mean one of two things. In
the first place there is the idea of complete national independence
in the economic sphere—what has been called ‘‘Autarkie’’ by
continental economists. This ideal—if indeed it can be so called
—is an impossible one. No one with any claim to scientific
distinction has advanced such a project ; for as Schmoller
observes : —‘no civilised state, and none of the smaller states in
particular can avoid trade dealings with other countries’.
Indeed, in spite of the very heavy tariffs of our age,
internatonal trade has grown by leaps and bounds. ‘Fhat fact
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indeed has been gloried in by certain protectionist writers, and
attempts have been made to give the credit of the movement
to protection, on the supposition that such a policy increases
the activity of a country *in world-trade. At the best however
such a claim is an exaggeration. It omits the leading factors
influencing the expansion of world-trade ; these factors consist
of the increased volume and varicty of both production and
consumption among mnations. Fiscal policy does affect these
phenomena but to a much smaller extent than is generally
believed. It can be easily seen that a policy of economic
self-sufficiency in the larger sense is entirely incompatible with
the great growth of our export and import trade and with the
ambition to develop, at any rate, the export trade much further.

We now come to consider the more rcasonable espect of
the theory of national self-sufficiency. It is argued that protec-
tion should be employed to initiate and preserve those industries
without which the existence of the state would be in danger,
and in particular those which produce the apparatus and
essentials of war. ‘There is no doubt that the experience of the
last war has greatly reinforced the strength of the argument for
military preparedness on the part of nations ; it is the duty of
every nation to insure itsclf against a debacle in the next war.
While admitting all this, however, it should not be forgotten that
there are many different ways—and not one only—of effecting
such insurance. Discrimination has to be exercised among these
various methods; and then we shall see that the problems of
preparedness against war and of protection arc not identical
but can be kept scparate. No doubt, in the case of some of the
cssential industries protection is desirable, such industrics being
those in which the attainment of a position of comparative
advantage can be looked for at least in the future. There are
other industries as regards which the possibilities of a nation
becoming a considerable producer are so remote that the pay-
ment of bountics, on the essential scale of production, constitutes
a smaller burden than .the imposition of protectionist duties.
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The burden caused by bounties is limited by the desired scale
of production while that due to import dutics hits every con-
sumer of the article. There arc further alternatives, of the statc
itself producing the urgently required quantity of the article, in
question, in Government factories, and of the “‘purchase and
accumulation by the Government of a large fixed stock or
reserve’’. The above course of reasoning cmphasises the
recommendation of Professor Taussig to the cffect that general
arguments for protection should be kept separate from specific
arguments for military preparedness.™

In concluding this lecture, it is interesting to contrast with
the principles and methods of discriminating protection as
described above, the objects and work-
Tivils  of indiscri-  ing of indiscriminate and unqualified
minate and uncontrolled .
protection. protection. The latter burdens the
consumer needlessly by raising prices
all round, even in the casc of thosc articles which cannot be
successfully produced locally, cither at all or for a long time to
come. It abdicates the function of true protection—which is to
guide production in the relatively more profitable and produc-
tive channcls cxclusively. It wastes the available capital and
resources of the nation in experiments, many of which must end
in failure, because of the abscnce of natural advantages in those
particular directions. As it is, Indian capital and productive
resourees are not adequate to the great task of industrial develop-
ment, and we can ill-afford to squander them in unprofitable
dircctions. It should also be remembered that nothing succeeds
like success. If many of the carlier and indiscriminate industrial
cexperiments end in failure, the hands of the clock of progress
will be sct back. On the other hand, discriminating protection
will start only promising industries of which the success will be
highly probable ; and such success will lcad not only to the en-
couragement of further industrial enterprise but also to the ac-

*Taussig, Free Trade, the Tariff and Reciprocity, p. 199.
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cumulation of capital, cxperience and organising power which
will be helpful in all succeeding efforts. Finally, indiscriminate
ing protection will considerably reduce our import trade—a
result which will have an unfavourable influence on our export
trade as well as on production in general. ‘The views of a Danish
economist Dr. Birck, Professor in the University of Copenhagen,
on the subject of discriminating protection deserve to be men-
tioned here:—‘‘Protection must not be too general, and must
be limited to a few trades, as it is only an exception that a large
part of the productive forces of the country are unemployed.
A uniformly adjusted duty on all goods or ‘solidarity protection’
may be compared to Baron Munchausen’s attempt to lift himseif
by his pigtail, and the only cffect will be increased prices.”’*
Those who are unaccustomed to economic discipline will
perhaps express their impaticnce with a protectionist system
hedged round by proper qualificaiions and discrimination. To
such the answer could be given that all wise fiscal policy should
be guided at once by sound theory and by the lessons of tariff
history. Professor Marshall has spoken of ‘‘the cumbrous
qualifications of the free-trade position’’ ; but it has further to
be noted that as a policy, free-trade is simplicity itself compared
to protection. An efficient system of protection is a scientific
affair and not a matter of casy shibboleths and generalisations

or of facile dogmatism.

*Birck, Marginal Theory of Value, p. 261.



LECTURE III.
THE VERDICT OF THE ECONOMISTS.

‘““Your sages, just the men to shrink
From the grass weights, coarse scales and labels broad
You offer their refinement.”

Browning: Men and Women.

In the case of long standing economic controversies, in the
course of which appeals have been constantly made to the popular
tribunal for support and approval, there is a temptation ‘‘to
compress economic principles into dogmas”, and to set forth
doctrines in the form of creeds. The age-long controversy as
regards protection and free-trade forms no exception to this
undesirahle tendency. Fortunately that tendency is confined to
the rank and file on both sides—to the minor lights and leaders.
The great masters of fiscal doctrines have too much breadth of
view and moderation to believe that shibboleths, catchwords and
labels designed for popular appeal could be made to comprehend
the immense complexities of cconomic life, and they have
recognised the danger of formulating their teaching into opposed
and antithetical dogmas. The present tendency in all the
leading exponents of the various schools is in the direction of
being guided by ‘‘the ascertained facts of concrete industry in
deciding—in a spirit of judicious discrimination—how far any
particular industry deserves to be assisted and cncouraged by
the State, whether by protectionist import duties or by other
measures’’.

The balanced judgment of the doyen of English cconomists
is reflected in his opening dictum on the subject of fiscal policy

in his latest work :(—‘“Nearly every sort

Marshall. of fiscal policy works some good and
some evil. Whether the good or the evil

preponderates depends much on the adaptation of policy to the
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conditions of industry and trade in the country affected; and
on the foresight, breadth of vision and’ ability with which it is
developed’’. Overstatements of arguments whether for free-
trade or protection are to be condemned, as well as the tendency
shown by some cconomists to ‘‘compress cconomic principles into
dogma.”” Much harm has been done by the formulation of
economic precepts or theorems without due qualifications, and
as Dr. Marshall says, ‘‘in the long run it might has been better
both for England and for free-trade, if they (the older English
economists) had been compelled to make prominent those
cumbrous qualifications which they omitted.””  ‘The case for
protection is thus, not a gencral one, but one dependent upon the
favourable potentialitics of intervention by the state on behalf
of infant industrics, where the particular circumstances of time
and place are suitable. Both the qualifications of the general
casc for free-trade and the advisability of protection in particular
directions depend upon a discriminating analysis of thesc
circumstances.

The infant industry argument receives duec support and
recognition from Dr. Marshall. He censures some of the older
cconomists for failing ‘“to allow for the special circumstances of
the new countries’’ and for using as convertible the two phrases
—“the commodities which a country can now produce most
casily,”’ and ‘‘the commodities which a country has the greatest
potential advantages for producing.”” This consideration lies at
the base of the infant industry argument and forms a valid
“ground for intervention by the state in favour of nascent manu-
factures under the particular circumstances of time and place.”
T'o a certain extent, the case for state-assistance to infant indus-
tries is strengthened where these industries have ‘‘latent powers
of economy through production on a large scale’’; because, among
other things, the price of the product of such industry, and con-
sequently the burden to the consumer, is not likely to increase
by the full amount of the duty. Nevertheless, as Dr. Marshall
warns us, these considerations cannot legitimately lead to any
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sort of general rule in favour of extending protection to indus-
tries conforming to Increasing Return. Due regard is to e
had to the different kinds of economies of massive production,
only some which can be developed by the use of protection, as
well as to the fact that tariff help to one such industry might
conceivably hinder the progress of a number of other similar
industries. ‘This carcful interpretation by Dr. Marshall of the
old argument for assistance to infant industrics in new or back-
ward countries in supplemented by a felicitous remark
as regards the connotation of the expression ‘“‘new countries’’~-
“*A country, which has been regarded as old, may become in fact
new almost suddenly, for the great body of its people may
awake to the attractions of modern industrial methods; and
apply them energetically to rich mnatural resources, which
have hitherto lain almost dormant. Japan has beconie new in
this sense during the present generation; India, China, Siberia
and even Brazil, with much larger natural resources may become
new ere the present century has passed.”

In his latest work on ““Money, Credit and Commerce,” Dr.
Marshall has a section on ‘‘Import duties favouring a nascent
industry.”” In the course of thcse remarks he has on the one
hand sharpened the edge of the infant industry argument, while
on the other hand he has emphasized anew the need for dis-
crimination in the use of such duties. These duties are to be
used in the case of young industries in undevecloped countries
and only ‘“when no other means are available for bringing
national resources to the aid of a particular backward indusiry.”
Such dutics, it is added, must inevitably do some hurt to those
national industries which are manufacturing for exportation.
But, on the balance, the country might gain by the employ-
ment of these duties, ““for the energy developed in a few high-
class progressive industries may spread over a great part of
the industrial system of the country, just as an iron screen,
which concentrates the whole draught of a chimney on a small
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part of a nascent fire, may gencrate an intense local heat,
which spreads and pioneers the way for a broad, strong fire.”

The case for diversification of industries in backward
countries has also been emphasized by Dr. Marshall, and the
social and generally educative cffects have been lucidly pointed
out. Thus, he observes that “‘a new country may be dominantly
rural ; may lack the stimulus and culture of a nervous town
life, and have no access to the economies of manufacture on a
large 'scale; she will then derive comparatively little con-
solation from knowing that there are busy hives of industry
and thought in remote lands.”’ Protective tariffs, remarks Dr.
Marshall in another place, might ‘‘increcase the manufacturing
population relatively to the agricultural, and thus develop
centres of complex and various social life and high culture,
and provide an ever-widening choice of occupations for people
of varying temparaments and capacitics.” The case for
diversification of industry could not have been put more com-
prehensively or felicitously. On the other hand, Dr. Marshail
does mnot fail to draw our attention to certain mnecessary
deductions from the advantages of diversification of industries
carricd out by the instrumentality of tariffs. Such tariffs in
favouring manufactures must needs ‘‘hinder the development of
the agricultural resources of the country. ‘This involves some
retardation of the growth of commercial centres ; which are
nearly, though not quite, as important from the social point
of view as the industrial centres.”’ On the whole, it would
appear that, even after making allowance for this latter cir-
cumstance, there is ‘‘a valid, but not a strong, ground for
intervention by the State” with the object of the diversifica-
tion of national industrics.

So far we have seen that there are valid grounds in
particular cases for the employment of tariffs, in order to secure
industrial development in certain directions. Such utilisation
of tariffs must be of a discriminating character, and with a due
1cgard to the concrete facts of the conditions of industry and
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trade in a country. In general, also, the case for the employ-
ment of tariffs is much stronger in backward and new countries.
Thus, we read in the valuable contribution of Dr. Marshall to
““After War Problems” that ‘“for two generations it has been
clear that some of the pleas of Indian industries for protec-
tion are stronger than any which could be put forward for
British industries.”” Nor even in the case of the advanced
manufacturing countries like Great Britain, is it denied that
there exist ‘“some new strong arguments in favour of a limited
protection to a few industries.”” On the other hand Dr.
Marshall draws attention to items on the other side of the
account. ‘“‘Such aid when given in the form of Protective
duties, is scldom free from serious indirect evils, economiic,
political and moral.”’” The conscientious student of Economics
as well as the wise legislator, must keep before him both
the benefit which a judicious protectionist policy can bring, and
the potentialities of those indirect evils which can be minimised
only by the wisest statesmanship. We in India must benefit
by the warning given by the tariff history of so many countries.
The cxperience of many protectionist countries in that direc-
tion has also been summarised for us by the same great
author : —‘‘I found that, however simple the plan on which a
protective policy started, it was drawn on irresistibly to become
intricate ; and to lend its chief aid to those industrics which
were already strong enough to do without it. In becoming
intricate it became corrupt and tended to corrupt general
politics.”’
With Schmoller we come to another point of view—that
of the Historical school of Germany. Schmoller has the best
right to speak as the representative of
this school. In his great work on
‘“Foundations of Economics’ he lays down the well-balanced
dictum that ““neither free-trade nor protection is to be blamed
but the misuse of either and the employment of either policy
under unsuitable circumstances.”’” ‘The same spirit breathes

Schinoller.
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in his observation, that ‘‘to-day we do not see any more a ques-
tion of principle between free-trade and protection ; rather both
are to be regarded as two alternative instrumentalities for carry-
ing out the aims of true fiscal policy.”’* He condemns what he
calls the neo-mercantilism which has inspired the protectionist
policy of the western countries ; but he rejoices that in spite
of this bias we are coming to—and indeed have not departed
from—*‘a compromise between the two systems which is very
necessary. No modern state has practised absolute free-trade;
and none has cut itself off completely from free-trade.”” He feels
the atmosphere being cleared and men becoming more far-
sighted than before, because they have experienced ‘‘the hard-
ships and evils of high protective duties.””  He bclieves that
in the near future we shall have a less disturbed condition of
civilization accompanied by ‘‘a more free-trade epoch.”* The
ideas at the root of both movements—high protection and the
economic exploitation of the weaker nations—are connected, and
both will gradually disappear.

While Schmoller is an advocate of moderate protection,
he never loses sight of the due scope and limited
functions of protection. ‘‘Gradually the false and ex-
aggerated claims, of both the protectionist and the free-trader—
but particularly of the former—about the influence of fiscal
measures are being reduced.”’* This is because, as Schmoller
puts it, we are recognising more and more that there are funda-
mental facts in the economic life of cvery nation which no
fiscal policy—whether protectionist or free-trade—can easily
change, if indeed at all. Again, we know that any scheme of
fiscal policy can be brought to naught by such facts. The
causes of the progress of trade are many and complicated, and
among them fiscal policy is only one and often it forms by
no means the most important of these causes. If the purely

*Schmoller, op. cit vol. II, pp. 647-648.
Ib, p. 651.
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economic causes, says Schmoller, are present in g marked degree,
trade must go ahead inspite of obstructions put in its way by
protection, whereas a poor country has no great export and
import trade in spite of its free-trade policy. Nevertheless, he
argues that it is only natural that a free-trade policy should
be a stimulus to the growth of commerce, while the protectionict
policy must have the opposite tendency.

It is interesting to note how Schmoller disposes of many
of the popular arguments for protection. Thus the argument
urged by some American writers that protection can raise
wages or maintain them high against the competition of those
countries in which low wages prevail is characterised by
Schmoller as ‘‘Pharisaic’’; for his part he cannot see that pro-
tection is likely cither to raise or lower wages.* He is also
opposed to the argument about ‘‘autarkie’’—national self-suth-
ciency to be secured through protection. He denies that
any civilized state could, or should, avoid trade relations with
other states. Omne can, of course, on the other hand think of
making one’s country independent of others in the matter cf
those products of which the deprivation would mean death.
Many German economists had laid great stress upon tariff as a
weapon of negotiation (Machtsmittel). Schmoller is against the
cxaggerations of this argument. He points out that these
weapons have been very often used unskilfully and consequently
without effect. '

But even more instructive than Schmoller’s arguments is
his great historical review of the effects and characteristics of
protection in different countries. Beginning with Russia, lie
shows that with a more moderate system of protection, her
manufactures would have developed more slowly, but on sounder
lines ; the subjects would not have been crushed under taxes,
the state would not have been burdened with such a heavy
debt, nor need all strata of economic Russia have been so

*Ib. p. 6so.
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thoroughly corrupted through the action of capitalism.”* In
that country the fiscal policy of protection was pursued at
the cost of an agricultural population which formed 83 per
cent. of the Russian nation, and for the benefit of a small
minority of industrialists, merchants and officials. In the case
of the tariff policy of the United States, the obscrvations of such
a great historian of fiscal policy are no less instructive :—*“The
great question of the future is whether the money-maker or
the respectable and farsighted citizen will get the upper hand
in future. On the solution of this question depends the result
whether protection is likely to be reduced to a reasonable
degree and measure.”’” As regards France, it is noted that under
the protectionist system France has failed to attain a brilliant
evolution, but has rather reached a stationary and quiet stage,
both as regards her agriculture and industry. Her industries
made little progress until 1898, and even since have not taken
much part in the forward world movement. Her commerce
cannot be said to have been destroyed by her protectionist policy,
but neither has it been stimulated thereby.

Naturally, we are most interested in hearing what Schmoller
has to say about protectionism in Germany. He is so far a pro-
tectionist, that he approves of the introduction of protection
by Bismarck as a ‘‘necessary and wholesome change,’”’ but
even Bismarck does not remain his hero for long, since ‘‘after
1885 he fell into the aggressive mentality of old mercantilism.”’
Consequently, Schmoller approves whole-heartedly of the reduc-
tion of the German tariff under Caprivi, which was indeed neces-
sary, if Germany ‘‘was not going to lose a great part of hcr
tolerably stable export trade’’. He condemns the conduct of
the protectionist party in bringing about the fall of Caprivi ;
nor has he a good word to say of the more recent German
tariffs ‘“‘which roused the hopes of the extreme protectionists’
and ‘“‘raised the tariff in many directions needlessly.”” As a

*Ib. p. 644.
1b. p. 626.
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scientific protectionist, he could sec little to approve of in the
parliamentary manceuvres which precede the formation of tariffs.
‘““The deliberations in the Reichstag were a fresh proof of the
very limited capacity of great parliaments to construct tariffs
wisely.”’

The place which List occupies in the history of protection
is so important that no apology is nceded for discussing here
the leading features of his protectionist
system. Morcover, as is wecll-known,
Ranade drew his inspiration from List in initiating the
work of the protectionist school in India. In his sense, List
was present at the birth of Indian protectionism, and now that
the country is about to changc the lines of its tariff policy, it
might be well to analyse the tcaching of List in order to derive
lessons applicable to our present conditions.

List.

List is open to the general charge of exaggeration in his
historical and theoretical treatment of his subject. Neverthe-
less, the advocate of indiscriminate protection will find little
support in his writings. Indced most of his so-called followers
have little right to invoke his name. If List came to life
again he would be surprised to find a great system of agrarian
protection instituted by his followers—he himself was a pro-
nounced opponent of protection to agriculture. Many condi-
tions of, and limitations to the employment of protection which
he defined and laid down, are being systematically neglected by
many who, therefore, take his name in vain. It can he
easily shown that List was a discriminating protectionist
of the most pronounced type. In the first place, it s
to be notcd that he recommended the cxtension of protection
only to such industries in the country as possess natural
advantages. Thus, he observes :—“ It would be folly for a
nation to attempt to supply itself by means of national division
of labour (i.e., by home production) with articles for the pro-
duction of which it is not favoured by mnature, and which it
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can procure better and cheaper by means of international divi-
sion of labour (i.e., through foreign commerce).” He has also
a true perspective of the development of national manufac-
tures; consequently he does not recommend protection even to
all promising manufactures straightaway. He knows that it
takes a long time for a nation, even under a protectionist
regime, to prepare itself for the development of the finer and
more finished manufactures. He would therefore postpone
the extension of protection to the finer grades of manufacture
to a suitable time. *‘ Protection is only beneficial to the pro-
sperity of a nation so far as it corresponds with the degree of
the nation’s industrial development. Every exaggeration of
protection is detrimental ; nations can only obtain a perfect
manufacturing power by degrees. On that account also, two
nations which stand at diffcrent stages of industrial cultivation,
can with mutual benefit make reciprocal concessions by treaty
in respect to the exchange of their various manufacturing pro-
ducts.”” Again, in the case of countries which have not yet
cached an advanced stage of industrial development, he
would allow ‘‘all complicated machinery to be imported free
of duty, or at least only levy a small duty upon them, until
they themselves are in a position to produce them as readily
as the most advanced nations. Machine manufactories are in a
sense the manufactures of manufactories and every tax on the
importation of foreign machinery is a restriction on the
internal manufacturing power.”” ‘The Indian Fiscal Commis-
sion has adopted this recommendation in its treatment of
machinery. In view of the present-day demand for protection
to key industries, it is interesting to note that in the
opinion of List the proper way of extending help is not by
means of import duties. ‘“The state should at least encourage
and directly support its home manufactories of machinery, so
far as their maintenance and development may be necessaty to
provide at the commencement of a time of war, the most
necessary requirements, and under a longer interruption by
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war, to serve as patterns for the erection of new machine
factories.”’*

It needs to be properly emphasized that List recommended
very strongly a gradual introduction of protection, beginning
with very moderate duties. 'This aspect of List’s teaching has
been so constantly neglected by his would-be followers, that
some of his dicta on the subject might be quoted with
advantage— ‘‘If the manufacturing power to be protected be
still in the first period of its development, the protective duties
must be very moderate ; they must only rise gradually with
the increasc of the mental and material capital, of the technical
abilities and spirit of enterprise of the nation. Neither is it
at all nccessary .that all branches of industry should be pro-
tected in the same degrez.”” In other places he also observes
that the protectionist duties imposed at first must be low,
and be gradually increased,...... in the ratio in which capital,
technical abilities, and the spirit of enterprise are increasing
in the nation or are being attracted to it from abroad.”’*

There are other lessons which we in India can derive from
the writings of List besides that of the importance of dis-
crimination in the use of protection. He advised countries
“‘always to favour the importation of productive power’'—and
in particular of foreign capital. The success of protection,
according to him, depended mainly on the circumstance ‘¢ that
by the policy of favouring native manufacture a 1inass of
foreign capital, mental as well as material, is attracted into the
country.”* For the nationalisation of foreign capital he relied
upon industrial development within the country. Finally, it is
to be noted that List did not rely exclusively upon protec-
tion as the means of national development. He had the true
perspective of the larger programme of national development
in which protection was only one of the factors.

*List, op. cit., pp. 131; 259-260; 252.
*List, pp. 144-145; 249-250.
*List, pp. 294; 183.
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Since America is the classical home of protection ,and has
had the longest and most instructive experience of protec-
tionist policies, it is most important to
refer to the views of the great historian
of the tariffis of that country. Dr. Taussig—Professor
of FKconomics at Harvard and somectimes Chairman of
the United States Tariff Commission—is famous alike for his
contributions to economic theory amnd to tariff history. The
position taken up as regards the tariff controversy by a person of
his eminence and rescarch must be of considerable interest to
all students of economic doctrines ; and fortunately Prof. Taussig
has taken them into his confidence by publishing a number of
valuable papers in his volumec on Free-trade and the Tariff.
In his brilliant essay on ‘the cost of productioxi and the Tariff’
he thus sums up his position as regards the fiscal controversy :
“T would not have the rcader infer that I am an unqualified free-
trader . . . . The case in favour of free-trade has indeced always
scemed to me prima facie strong.; and prolonged investigation
and reflection have served to confirm me in this opinion. But it
is only a prima facie case. 'There may be off setting advantages
which rebut the presumption.”’ He differs from the German
Historical School of which the leaders assert that there is no
question of principle involved in the controversy, and that it
is all a matter of advantage or disadvantage in any given case.
Prof. Taussig’s view, on the other hand, is that while the
fundamental principle of free-trade has been little shaken, we
have to take account of a great many qualifications. The
practical result is that “‘few cconomists now-a-days would say
that there is one good tariff policy, and one only applicable
to all countries and all conditions’’—a dictum strikingly
similar to the one from Dr. Marshall which claimed our
attention a short while ago. We must now consider these
“‘qualifications’” of free-trade or in other words the valid
arguments for protection. In the case of Dr. Taussig the chief
emphasis is laid upon the young industries argument, which

Taussig.
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according to him, is not only applicable to backward and new
countries but which ‘‘points to some possibilities of ultimate
gain’’, even in the case of developed industrial countries. The
argument from diversification of industries under protection
does not appeal to the same author, at least in the case of
the advanced nations ; but he admits the force of the allied
‘“‘political and social arguments as to the avoidance of
extremes.’”’ Protection is also legitimately utilised to prevent
undue fluctuations in industry, for example, those caused by
dumping of a temporary nature. On the other hand he asserts
that ‘““no economist of standing would maintain that a protec-
tive tariff is the one dccisive factor in making a country’s rate
of wages high.”

But the most valuable observations of Prof. Taussig have
been made in connection wtih the painstaking and brilliant
investigation which he has instituted as regards the influence
of protection on American industries. ‘The first important
generalisation is that no amount of protection can lead to
success in the absence of comparative advantage as regards
the industry in question. ‘This, for example, is the explanation
of the complete failure of tariff to develop the production of
raw silk, or of some branches of woolen manufactures, under the
regime of protection in America. The same factor has
influecnced the fate of protection afforded to beet sugar. ‘The
practical corollary of this principle is the recognition of the
limitation of the potentialities of protectionist policies, and the
advisability of their discriminating application only in those
directions where comparative advantage exists. Prof. Taussig
urges that the principle of comparative advantage is indis-
pensable for explaining the international trade of any country
and the working of its tariff policy. It is perhaps necdless to
emphasise that the recognition of the principle of comparative
advantage is the basis of all discriminating protection.

Another of the valuable generalisation of Prof. Taussig
is that ‘‘the external commercial policy of a nation is among
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the least of the causes to which it owes its progress’’. In a
sense, indeed, this is only a corollary of the principle of com-
parative advantage, since protection can succeed only when
applied within the limits fixed by that principle. This does
not mean of course, that protection is of no value in causing
industrial development, if applied wisely and with discrimina-
tion. It has a guiding function, as Prof. Taussig observes in
discussing the influence of protection on the American iron
industry, and he asks, ‘“Would these forces have turned in this
direction so strongly and unerringly but for the shelter from
foreign competition.’”” He shows that the stimulus from great
profits due to protection promotes the unhesitating investment
of capital in the particular direction. But for protection, in the
case of that industry, ‘‘profits would have been lower ; and
possibly the progress of investment, the exploitation of the
natural resources, even the advance of the technical arts
would have been less keen and unremitting.”” We take it
then that the function of judicious protection is to increase

"

the rapidiy of the development of industry provided it
starts with comparative advantage. More cannot be claimed
for protection. Prof. Taussig clinches this by showing that
within the United States under a regimec of the most absolute
free-trade, thcre has bcen a gradual and steady growth of
manufactures in regions that a few decades ago were exclusively
agricultural. Hence his well-founded belief that ‘‘the general
structure and spirit of the social body are much more important
than specific encouragement to this or that industry.” He adds
elsewhere that ‘‘the dependence of our manufacturing industries
on tariff duties is enormously exaggerated.”

As might be expected, Professor Taussig, like Schmoller, is
for the general reduction of the present high tariffs in so
many countries. Regarding the American tariffs since 18go
he observes that ‘‘few economists would say a good word for
such an exaggerated protectionist policy, one so intolerant of
foreign competition and foreign supply.”” He saw with



61

satisfaction before the war that the outlook was ‘‘for a modera-
tion of extreme protectionist policy.”  While not approving
as a theorist of the principle of basing tariffs on costs of pro-
duction, he acknowledged that it might have a moderating in-
fluence and that it ‘“might be expected to help not only in
sharper scrutiny but in more discriminating judgment on the
whole tariff problem.”

In these days, when we are hearing so much of protection to
key industries and industries of war munitions, it is very instruc-
tive to hear the view of Prof. Taussig on the subject. He admits
that the strictly economic arguments for protection have been
reinforced by the hard facts of the international conflict. But
as regards the manufacture of essential articles for the civilian
population (the key industries), he would ask whether even pro-
tection is likely to make countries self-sufficing; also whether
protection to these industries would not hurt other industries.
Speaking generally, whether about war munitions or other
essentials, he lays down a useful rule of practical compromise :—
Complete dependence on the foreigner is not conceivable for a
great nation; but absolute self-sufficiency is not nccessarily the
wisest policy. He would keep apart arguments for protection
and arguments for military preparedness as far as possible.
Protectionist duties are only one means of securing the necded
supply of munitions and essential articles at the proper time;
there are other instrumentalities which might be utilised—
bounties on production, government purchase at guarantced
prices, and the accumulation by the government of the necessary
stocks or reserves.

Just as Prof. Taussig has garnered for us the results of th2
protectionist policies of America, so the recent work of Prof.

Arnaune has furnished us with lessons
derived from the fiscal policy followed
by France during half a century. He finds faults with the high
tariff of France, because its authors have been so busy putting
obstacles in the way of imports, that they have failed to see the

Arnauné.
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indirect consequence of their policy—the diminution of exports.
The French protectionists in a word, are so pre-occupied with
the affairs of the domestic market that ‘‘they are resigned to the
diminution of the foreign markets for French goods.”” Then
again, according to the same author, French protection is of an
indiscriminating character and has gone too far in giving pro-
tection to industries producing raw materials:* Thus France
has extended protection to iron, steel and coal industries. Con-
sequently, the costs of production have become very unfavour-
able in France for other industries. The agriculturist as well as
the industrialist has to pay a higher price for such instruments
and machinery as he uses. On the other hand, the metallurgical
industries also have to bear the duties on coal. Arnaune com-
plains that the French system of protection is not based upon
any general principle; but that the state is absorbed in the task
of promoting the particular interests of individual industries
without due regard to the effects of the policy on the national
economic condition as a whole. The fact is, that unless the
policy of protection is guided by the principle of comparative
advantage in production, it becomes a collection of unconnected
and incoherent import duties. It becomes a system of trying
to help individual industries even at the cost of the industrial
system as a whole. Indiscriminating protection, in effect, takes
away with one hand what it gives with the other.

It is no matter of surprise that under these circumstances
French economists are emphasising the necessity of manipulating
protection “‘with  discernment and
measure’’. It is a welcome variant of
our expression ‘‘discriminating protection’’, supplied by a master
like Leroy Beaulieu. It is intercsting to know the idea of ‘‘pro-
tection with discernment and measure’ formulated by such a
writer; what he wants is free-trade ultimately, but under the
existing circumstances, ‘‘a liberal fiscal system which should

Leroy Beaulieu.

*Arnaune, Commerce Exterieur, pp. 532; 497; 517.
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tend more and more to facilitate international trade and con-
nections.” ‘This expression does not imply that customs duties
should not be utilised for revenue purposcs or even within proper
limits for protection; but as the distinguished author says, the
precept ‘‘aims at their moderation and at their concentration
upon the fewest possible objects”’.* He goes on to observe that
no country should attempt to initiate industries which, ‘‘under
the local circumstances cannot take strong roots but which are
likely to remain rickety and artificial’”’ If any cxceptions are
to be made to this rule, they can only be based on the grounds
of national defence, and should be adopted only after very
careful examination. Morcover, it is absurd for any country
to attempt to be self-sufficing and to produce all articles. On
the contrary, the industrialisation of countries should be based
upon the principle of international division of labour and of the
immense advantages, both direct and indirect, which flow from
it. Further, Leroy Beaulieu goes on to remark, that it is not
enough for those who desire to secure protection for an industry
merely to show that it exists or that it can exist in the country.
It should be further demonstrated that the country has the
right measure of aptitude for the devclopment of the industry in
question.

It is well to conclude the present study by examining the
views of Schiiller—an able protectionist writer from Austria,
who has established a reputation in

reccent years by his writings on

the fiscal question. As a theorist, Schiiller has deserved well
by a carcful analysis of costs of production as affecting fiscal
theory. He has further contributed some vigorous criticism of
the naive free-trade theory, and has expended much ingenuity
in trying to show how through the importation of commodities
susceptible of domestic production, the sum-total of domestic

Schuller.

*Leroy-Beaulieu, Traite Theorique et DPratique d’ Economie
Politique, Vol. IV., pp. 103—104.
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production is diminished and economic life is impaired. There
can be no doubt, that in working out these theorics Schiiller
rather exaggcrates the less favourable aspects of free-trade.
A new turn is given by him to the doctrine of comparative costs
as the criterion of national superiority in the matter of produc-
tion. In the first place, according to him, we have to compare
the costs of production both abroad and at home; the greater
the difference in this respect in favour of the foreign source of
supply the wecaker is the case for protection. In the second
place, he would note the difference between the various sets of
domestic costs—in particular those corresponding to different
scales of production; the smaller the difference in this
respect, the stronger is the presumption in favour of protection.
In fact, Schiiller disavows the doctrine of comparative
cost in the older form only to re-admit it in another
shape. A more realistic appcarance is no doubt given to the
older doctrine by taking into account the diversity of costs both
at home and abroad, but the added complications do not seen
to be favourable to clarity of thought. At the conclusion of
his analysis, he is left with the rather vague formula that pro-
tection should be resorted to only where the sum total of national
interests require its application. '

One cannot help noting a remarkable contrast between the
theoretical views of Schiiller and his practical proposals. On the
theoretical side he is an aggressive champion of protection; he
rejects the theory of comparative costs as formulated by the
older cconomists ; he is opposed to the ‘“Devclopmental theory of
protection,”’ because of its negativing the possibilities of per-
petual protection ; and he censures List for the limitations and
restrictions the latter is constantly introducing. Nevertheless
the whole aspect of Schiiller changes very abruptly when he
passes from his theoretical work to a consideration of the prevail-
ing system of protectionism. The fourth and the seventh chapters
of his work on ““Schuzzoll und Freihandel’” which deal at length
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with the shortcomings of the present system of protection as
exemplified in different covntries will amply repay a careful
study. According to him, none of these tariff systems Lave been
constructed in the interests of the mnation as a whole. The
interests of the consumers have always been sacrificed to thosc
of the organized mass of producers. But even amongst producers
generally, those gain the most by protection, which require it
least—the stronger producers being subsidised by protection to
crush out the weaker ones. Morcover there is a considerable
portion of the producing class which, so far from being assisted
by production, is systematica]ly handicapped by it. In particular,
those domestic producers who are producing for the export
market are heavily handicapped not only through the rise of
wages and of the costs of production in genecral, which is the
result of any system of protection, but also by the retaliation
from abroad which such a system so often provokes. Proceeding
further, Schiiller remraks that very often, in our times, protcc-
tion has been so employed as to reduce the purchasing capacity
of the consumers with the further result that the domestic
producers are injured as a gencral body. In such cases, ‘‘the
total result of protection amounts to this, that nobody is
permancntly bencfited while an injury has been inflicted on the
population of the entire country’’.*

Coming to study the actual tariff systems of our times,
Schiiller has nothing but condemnation for the exaggerated pro-
tectionism which inspires them. Many pages are devoted to
detailed criticism, but it might be permissible to quote a para-
graph summarising the trcatment. ‘‘Recently Germany has
erccted a tariff which in its protectionist exaggeration vies with
those of the United States, France and Russia. Austria has
followed the cxample of Germany but has preserved greater
moderation. Switzerland has enacted a tariff with increased
rates, and Russia continues to raisc still further its dutics which

*Schaller, Schutzzoll und Freihandel, pp. 273—280.
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are already exorbitant., Even the Balkam States are equipping
themsclves with prohibitive tariffs. As the result of such a
policy, a great proportion of producecrs is injured, viz., those
producing for exportation. But the largest share of the injury
is suffered by great masses of operatives through the fall in real
wages. Not only is the prevailing type of fiscal policy mis-
chievous from the point of view of the nation as a whole, but
it is in the way of ideas of social reform which must form the
true bases of the economic and financial systems, of military
defence and of culture in general. We must substitute for such
a mischievous type of fiscal policy, a policy of rational organiza-
tion of foreign trade which should be regulated by the intcrests
of a nation as a whole as regards the adjustment of customs
duties.”™

Schiiller has some remarks on the subject of protection to
manufactures in the case of a predominantly agricultural country,
which deserve attention on account of their application to our
local conditions. While agreeing that well-selected dutics
might be advisably ecmployed in the interests of industrial
development, he adds that in the case of such a country, the
free importation of a great variety of manufactured articles is
beneficial. ‘The result of heavy or general tariffs, in the case
of such a country, would be a great rise in the cost of living
together with a small growth of industries. Moreover, as an
exporter of agricultural produce such a country would be
handicapped by the adoption of that policy. According to
Schiiller, agricultural countries are in a position to derive great
advantages from the employment of moderate protectionist
duties. The reason assigned is that with the growth of local
manufactures in them, the exports of raw materials are automa-
tically reduced, and, as a consequence, the imports of manufac-
tured goods are also automatically reduced without any

*Schiiller op. cit. p. 273.
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necessity of piling up heavy duties. On these grounds, Schiiller
suggests that a policy of moderate protection might well benefit
a predominantly agricultural country, while anything like heavy
or general protection will injure such a country.*

*Schiller, pp. 278—280.



LECTURE 1V.

THE INFLUENCE OF PROTECTION ON INDIAN
AGRICULTURE, LABOUR AND TRADE.

In this lecture an attempt will be made to trace and discuss
the possible effects of the introduction
General cffects of the ©of industrial protection on the position
i‘i‘(ffl‘)‘(l":f‘t‘ﬁ‘e‘ d?itnll))rlﬁtxf)(n of agriculture, labour and foreign trade
of wealth. of India. It is well-known that any
important change of fiscal policy affects
the internal distribution of wealth in a country—whether the
change is from proctection to frec-trade or from free-trade to
protection. In these matters an abundant amount of experience
has been acquired as a result of the tariff experiments of the
world, mainly during the last century; and, that experience has
been garncred for us in the writings both of tariff historians
and economists Indced, tariff history would have been written
in vain, so far as we are concerned, if we did not utilise that
material. We shall begin our study with a few generalisations
regarding the effects of protection upon the internal distribution
of wealth. 'The cffcets are different according as we have a case
of agrarian protection granted by a predominantly industrial
country, or a case of protection to manufactures extended by a
predominantly agricultural country. Obviously the latter casc is
the one which will interest us most in India.

The first case—that of a manufacturing country introduc-
ing agrarian protection—need not detain us long. Here the
main advantage of the protection is naturally sccured for the
landlords and the agriculturists, who benefit both by the rise
of the prices of agricultural producc as well as by the exten-
sion of cultivation and the fall of the margin of cultivation.
The burden of protection is shouldered by the consumers in
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general, but also by wage-carners and manufacturers. The
manufacturers will find to their cost, that on account of the
rise in the cost of living higher wages arc being demanded
from them. At the same time they have no additional
resource out of which to pay these higher wages. The burden
is therefore divided between the manufacturcr and the wage-
carner. ‘The wages must be raised to a certain extent and
thus profits decline, the marginal manufacturers suffering most.
But, cven so, wages cannot be increased in exact proportion to
the rise in the cost of living and consequently the wage
carners too have to shoulder a part of burden. Ience the
justification of the proposition that agrarian protection is even
more unfavourable in its effects on distribution than protection

to manufactures,

The effect on distribution is of a different character, when
a predominantly agricultural country gives protection to manu-
facturcs. In this case too the consumer is hit by the higher
cost of living due to the risc in price of the imports as well as
of the local substitutes. The nominal wages of labour will tend
to rise, but the real wages considered in terms of commoditics
might easily be reduced if we consider the whole body of labour
in the country, and not merely that portion which is employed
on good wages in the protected industries. Agricultural pro-
duction will be hampered by the rise in cost of living, and the
higher nominal wages which increase the cost of production.
Finally, the agriculturist will be unfavourably affected in his
capacity of a purchaser of the manufactured goods—whether
forcign or home-made. ‘“In order to sccure the same quantity
of manufectured articles the agriculturist will have to part with
4 larger quantity of his own produce.”*

We shall now consider how the fortunes of the Indian

*For a more detailed analysis on those lines consult the seventh
chapter of Fontana-Russo’s work on Commercial Policy.
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agriculturist would be affected by the introduction of protec-
tion. The Commission has noted that
so far as protection advances industrial
development and increases the wage
fund going to the employees in industrial arcas, the surround-
ing rural areas will also benefit, since a portion of these wages
will be forwarded to their families residing in the villages.
This is, so far as it goes, unquestionably an advantagcous thing
for agriculture. Conceivably, agriculture might benefit in other
ways from any successful industrial development brought about
by protection. Only, it has to be understood that such resultant
advantages as agriculture can gain from protection will not
accure in the immediate future, but will follow after the period
required for industrial devclopment ; whercas the less favour-

Protection and agri-
culturist’s resources.

able effects of protection on agriculturists, as regards the high
cost of living and of production, will follow at once on the
inception of protection.

It is also possible, that some of the employees in industrial
centres might go back to rural occupations with zapital saved
out of their industrial wages, as also with improved idcas as
regards the use of machinery and general organisation of busi-
ness. So far as any movement in this direction takes place,
Indian agriculture will be a gainer. It has further been
suggested that with the growth of possibilities of employment
in industrial centres, agricultural wages will become more
responsive to changes in cost of living. There might be
something in this idea, but so far agricultural wages have
shown a capacity for increasing pari passu with gencral prices
without any extrinsic assistance in the shape of tariff. Dr.
Mann’s rescarches show a satisfactory increasc in agricultural
wages relatively to the cost of living. The Prices Report also
tells us that “4n rural areas, wages, both of agricultural
labourers and village artisans, have risen enormously as
measured by the purchasing power of commodities . . . . The
rise in the wages of industrial labour has not been as large as
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in the case of labourers just mentioned.”” Nevertheless, it is
arguable that with the growth in the number of agricultural
labourers which is the normal feature as shown by onc census
after another, it is to some extent useful to possess potentialities
of well-paid occupations outside the limits of agriculture.
Protection has also been advocated with the object of
reducing the pressure on land. It would be preferable to say
that the cffect of industrial develop-
Protection and the ment would be in the direction of Some
pressure of population . .
on land. slackening of the incrcase of such
pressure in the future. As the Hon’ble
Mr. Harkishen Lall put it before the Fiscal Commission : ‘It is
impossible to conceive that at any stage of India’s industrial
growth all or half, or even one-third of the agricultural popula-
tion will be transferred into an industrial population. The
numbers are so great in agriculture, and the number required
for industrics would be so small compared to the population
that I cannot conceive a stage when agriculture would be
affected by industrial growth.”” Other witnesses told the same
tale. Prof. Jevons argued that “‘the growth of industries will
be slow, and the growth in the town population will be com-
paratively slow.” ‘The authors of these remarks had a true
perspective of the proportionate potentialities of the growth of
industry and of agriculture in India. Nor need this scemingly
slow increase of industrial population disappoint any enthusiast
for industrial development; for the argument cuts both
ways. If the slow growth of industries cannot do much to
reduce the pressure of population on land on the one hand,
the same state of things on the other hand relieves us of the
fear that industrial development will draw away a considcrable
proportion of labour from agriculture and would cause an in-
convenient reduction of the food supply. Indeed, there are
reasons why we should not, if we could, induce a great rural
exodus in India. Prof. Basu has emphasised the fact that
“‘industrialisation im the sense of the west nced not be
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too rapid in India, for the mass of the rural population to be
able to adapt themsclves to the ncw condition. . . The
growth of industrial habits among the labouring popu]'mon is
not only a matter of training but also onec of temperamental
adaptation. ‘This is partly a socio-psychological factor which
should not be lost sight of in our passion for developing
Indian industrics quickly and at any cost.”” But, rcally there
is no danger of any considerable rural exodus, following on
protection.  ‘The growth of factorv industry has a tendency to
deprive a large number of hand workers of their hereditary
occupations and many of these men will betake themsclves
to agriculture. Thus, to take an example, the increase of our
cotton mills and of the factory hands cmployed in them has
involved the displacement of a larger number of handworkers
(weavers) and many of them have taken to the plough as their
principal means of subsistence. Owing to the action of this
causc, in the carlier stages of the industrial development of
India, there will be two streams of movement of labour—one
from agriculture to the new machine-industries and the other
from the old hand industrics towards agriculture. ‘The problem
is thus a highly complicated one.

We must now consider the opinion that protection will pro-
duce an increased demand from industrial centres for food
products and raw materials, and will in this way benefit the
agriculturist. It has to be admitted that such advantage can be
expected to accrue, in any substantial measurc, only after much
time has elapsed and an advanced stage of industrial develop-
ment has been reached. In anything like the near future not
much is to be expected in this direction; we have only to
imagine our industrial population of two millions increased
cven at the great rate of 10 per cent. to get at the annual
incrcase of potential demand, and on the other hand to con-
sider the far greater mormal increase of numecrous millions of
the agricultural population. Looking much further ahead,
however, the increcased demand from our industrial centres
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might have tlangible cffects, especially as the consumption per
capita of the industrial operative with his higher wages and
standard of living is larger than that of the rural population.

Since the days of the Famine Commission of 1880 the
opinion has been advanced that diversity of occupations is the

Industrial develop- remedy for famines. This, however,
ment as a remedy for is an extreme view. This can be
famines, . ep e, s . .
scen easily if it is borne in mind that
the main portion of the demand for local manufactures must
come from the resources of agricultural produce. So far as
these resources are diminished by a famine, the demand for
manufactured goods will fall and will diminish the employment
in industrial centres except so far as manufactured articles arc
produced for stock or for export. Indeed, one can go further
and show that any particular percentage reduction of agricultural
production must diminish the country’s demand for manufactures
by an cven larger percentage. The reason is that as the price of
foodstuffs riscs, an abnormally large proportion of the incomes
of the common people must be spent on food, and hence an
unusually small percentage remains to be spent on manu-
factures. Let us illustrate this by an arithmetical example.
Suppose a famine reduces the total agricultural production of
India about 20 per cent. ; then, obviously, the Indian demand for
manufactures must fall at least by that percentage. But tha'
is not all. Suppose, further, that the average agriculturist had
been spending in normal years 25 per cent. of his income on
manufactures ; then in the famine ycar he must spend less in this
direction—say, 15 per cent. The result is that the total pur-
chasing power of the country is reduced on account of the famine,
and of this smaller purchasing power a larger proportion than
usual is diverted to foodstuffs.

However, though protection cannot afford a direct remedy
or mitigation of famines, yet, in the normal years, it might in-
crease the means at the disposal of the agriculturist and con-
sequently his power of resistance against famines when they
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come. As we have seen above, the industrial wage-carner sends
his savings to his native village, and this contribution, if duly
saved, incrcases the resources on which agriculturist can fall
back in times of famine. Again, industrial development increases
the wealth in urban centres, and co-opcrative banking might
draw on some of it in order to assist the cause of agricultural
progress in general.
Coming to the adverse effects of protectionism on agriculture,
we must concentrate on the one real danger—the increase in
the cost of living as well as in the cost
Possible adverse Of agricultural production; tiiere can be
ﬁffgcgmt(giti;’;“’(‘)‘:{“ggﬁ_‘ no denying the reality of this drawback
culture. of a protectionist policy. A rise ii
the cost of living due to rrotection
must raise wages in agrarian arcas and, consequently, the
cost of production to the agriculturist. Further, any protec-
tionist duty which raises the price of materials or implements
(e.g., machinery) used by the agriculturist contributes to the
rise of the cost of production to his detriment. To these cown-
siderations a rejoinder has been attempted, to the cffect that,
because our rural population does ot consume a large pro-
portion of imported articles it will be unaffected by the rise
in their prices due to protection. But, those who urge this view
are neglecting an important factor in the situation; a rise in the
price of imported goods is almost always accompanied by an
increase in the price of their locally produced substitutes. Thus,
it may be true, that the humble agrarian does not consume mucl
of the imported sugar; but if a protective duty is imposed on
forcign sugar the first effect will be the rise in the price of
gur. ‘This is a well cstablished position of theory, and has also
been backed up by the opinion of experts on the practical side.
Thus, as a producer, the landowner will be in a less favourable
position after the advent of protection ; and the same mjght
be said of him in his capacity of a consumer of manufactures.
In a protectionist regime ‘‘manufacturcrs find themseclves in a
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privileged position, since in order to procure the same amount of
manufactured articles, the agriculturist will have to surrender a
larger quantity of agricultural products.* He can in the main
benefit only so far as he produces less food crops and more of
the commercial crops—raw materials demanded by the mnew
manufactures.

It is true, that during the period which extended over the
twenty years 1891—1911, the cost of living rose considerably in
India and yet the Indian cultivator was no worse off than before.
During that period, the income of the agricultural classes rosc
as fast as, if not faster than, the genecral level of prices; but it
has to be noted that the chief factor in the rise of cost of living
during that period was the increase in the prices of the products
of agriculturists; only a comparatively small share of the
result was due to the rise in the prices of manufactured
articles. On the other hand in the protectionist era, which we
are envisaging, the increase in the cost of living will be due
entirely to the rise in the price of manufactured articles. The
change in price levels will not present any feature favourable to
the agriculturist. There are some further ways also to be consider-
ed in which protection might possibly affect the prosperity of the
landowner adversely. Thus, in some predominantly agricultural
countrics there have been complaints that protection has
been the indirect cause of the reduction of agricultural
exports, the national imports arc checked by piotectionist
duties, and this fall of imports is followed by a reduction of
exports and among others generally, agricultural cxports have
been reduced. Thus during the debates on the French Tariff
of 1910, M. Jaures showed that there was a great possibility of
increasing the exports of agricultural products from France; but
that this potentiality could be rcalised only on the condition that
the tariff barriers against international trade were lowered.
French viticulture, in particular, desired foreign markets; but

*Fontana-Russo op. cit., p. 323.
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these markets could not be opened until the French tariffs were
lowered. So also in Italy protection has been accused of
preventing a duc expansion of the exports of the fruits of the
soil in exchange for forcign manufactures. The agrarian in that
country has learnt from personal cxpericnce that in order to
scll, he must buy.* In view of the fact that a large proportion
of India’s exports are of an agricultural character the cxperience
of other countries provides a strong argument against the
introduction of high or indiscriminate protection.

It has been alleged, that industrial development under pro-
tection might cause a scarcity of labour for agricultural opera-
tions. Apprchensions of this character were expressed by the
Madras Ryotwari Landholders’ Association before the commis-
sion. They express the view that “industries should be located
in such places that the population will not be drawn away to
towns.” ‘They admitted that our agricultural labourers are not
fully employed, but urged that agricultural operations could not
dispense with the present available population in the rural tracts.
“We require the services of the agriculturists, say, during five
months in the year; we cannot distribute the same work
throughout the year so as to dispensc with a certain amount of
the population. The whole village population will be required
during these five months.”

The problem thus propounded is a highly complicated onc;
in the first place regard must be had to the fact that here is a
scasonal demand for a great proportion of the existing rural
population and thus it is not possible to spare a very large por-
portion of it for the task of industrial development, unless there
is a great improvement in agricultural mecthods and organisa-
tion. On the other hand, we have to consider the very great
normal increase in the rural population of India which is so con-
siderable as to remove all fears of any general shortage of

*On this topic the student would do well to consult Aug. Arnauné :
Le Commcrce extericur et les Tarifs de Douane (pp 343-344) as well as
Augier and Marvaud, La Politique Douanicre de la France (pp. 55—58).
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agricultural labour resulting from industrial development. Nor
is the progress of industrial development in India likely to be
so precipitate as some enthusiasts would make out. We have
already quoted the very sensible and pertinent remark of the
Hon’ble Mr. Harkishen Lal:—‘‘the numbers are so great in
agriculture and the number required for industrics would be so
small compared to the population that I cannot conccive a stage
when agriculture would be affected by industrial growth.”
We are very far indeed from the stage attained by the manu-
facturing nations of the West, where we have an cmbarassing
drain of labour from agriculture towards manufacturing
centres. France, indeed, complains of insufficiency of agri-
cultural labour on account of the drain towards industrial
centres, and similarly the German landowners are complaining of
“Icutenot’” or want of agricultural labour. We in India, how-
ever, have 110 reason to anticipate any such general scarcity of
labour for the fields ; though no doubt in a great number of rural
areas adjoining industrial centres the difficultics of the land-
owner in obtaining labour will be greatly increased. “I'hus, we arce
a.lrcady told how ‘‘the small holder, especially in Gujeciat, com-
plains that his labourers desert him for the mills and only
inferior workers are obtainable. ‘T'he continuance of these con-
ditions must re-act upon the standard of cultivation which in
Cujerat has always been high. Many landholders lmve been
compelled to lease out their lands to men who were formcrly
their labourers.”” Similarly in the Central Provinces and
Rerar ‘““with the inecreased wages for paid labour there is a
marked tendency to restrict the extension of the home-farm.”
A great deal of such local difficulties regarding agriculture
must be expected with industrial development.  Indeed, they are
somewhat inconsistent who argue that industrial improvement
will raise money wages and in the same breath asscrt that there
need not be any fears cven of a local shortage of agricultural

labour.
The experience of protection in other countries shows how,
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under it, the agriculturist has to bear the burden of high costs
of living and of production ; and tariff

Opposition offered hy literature abounds in protests raised by
‘t‘l’f:f‘;:{a"sprf;’tccz’(‘;‘l’:“f“i‘;‘l the agricultural communities against the
other countries protectionist policy. In America the
South was always opposed to hcavy

protection. Nor was the opposition of the agrarian party in
America to protection mitigated until cither genuine protection,
or, at lcast in some cases, the fiction of protection was secured for
agriculture as well. Thus, discussing the American Tariff of 1883
Prof. Taussig points out that under it the dutics on a number of
agricultural products were left unchanged, and then he goes on
to observe that ‘‘it is neecdless to say that the duties on them
had no cffect whatever, cxcept to an insignificant extent on
the local trade across the Canadian border. The duties were left
unchanged in order to maintain the fiction that the agricultural
population secured through them a share of the benefits of
protection.* Similarly the late Prof. Rabbeno observed that
‘“‘the agricultural states of the South were in favour of frec-tradc.,
the manufacturing ones of the North in favour of protection;
a terrible war was the outcome. At present antagonism
of this kind still exists to a certain extent, and discontent with
the protectionist policy is spreading in the West. But the com-
plaints of the agriculturists have been partly silenced by
means of agrarian protection, which is now keeping pace in
the United States with that of manufactures.” FElsewhere the
same authority remarks as follows:—‘“Now, considering on
one hand that a vigorous agricultural protection neutralises the
advantages that protection to manufactures can offer to
capitalists, and that in reality the American agriculturists are
not in want of this protection, but they have demanded it up
to the present time more as a recompense for the industrial pro=
tection than for any other reason ; so that it seems very slightly

*Taussig, Tariff History, p. 249.
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probable that they should demand it in preference to the
reduction of all tariffs.”’* These remarks might be suitably
supplemented by Dr. Marshall’s statement that the protective
tariffs of America “‘hinderced the development of the agricul-
tural resources of the country. This involved some retardation
of the growth of commercial centres ; which are nearly, though
not quite, as important from the social point of view as the
industrial centres.”’* ‘The same eminent writer refers to the argu-
ment of the American advocates of protection to manufacturcs
that since the farmers had been allowed to take up the great
cexpanse of rich agricultural land in the country, there was no
injustice in compelling them to contribute to the building up
of progressive industrics. ‘T'o this the agriculturists could reply
that they ‘‘had only availed themselves of opportunities for hard,
if not hazardous, venturcs, which were open to cvery one ; that
no cxclusive favour had been granted to them after they had
once committed themselves to their tasks ; and that therefore
they were not in a similar position to manufacturers who asked
for favours.”

The opposition of interests between the agricultural South
and the manufacturing North was both felicitously and
cloquently expressed by McDuffiec one of the Southern orators
in a speech in 1830. ‘“The great misfortunc is, sir,—and it
gives us the truc key to this whole system—that, while this
Government is an undivided and indivisible unity, the country
over which it extends is divided into various and-—disguise it
as we may—diametrically adverse interests. Hence, it results,
that the law which throws a restriction upon the commerce of
the Southern States, to the great and obvious injury of the
planter, is obviously calculated, and professedly intended, to
promote the interest of the Northern manufacturer. If the
manufacturer can gain 1o per cent. by the restriction, it is his
interest to adhere to it, though it imposes a burden of 40 or

*Rahbeno, American Comnercial Policy, p. 254 and p. 209.
*Marshall,—Industry and Trade pp. 763—764.
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50 per cent. upon the planter. Hence it is that majority of this
House are pursuing a policy with regard to the interests of
the whole Union, which no human being would pursue in
regard to his own interests.”’*

In Germany, also, it has been found nccessary to increase
agricultural protection, because protection to manufactures had
been found to be reducing agrarian profits. Thus we read in
the preamble to the German Tariff Bill of 1902 as follows :—“A
collateral cffect of the industrial expansion has been the larger
demands made by the agricultural labourers who have with-
stood the movement to the towns, thus greatly increasing the
working expenses of agriculture, and making that industry in
most of its branches less profitable. Hence the necessily for
more protection.”

The opinion has also been expressed by Indian cconomists
that the agriculture of the country will have to pay a good
part of the price of industrial development obtained through
protection. The expression of such opinions is naturally to
be expected on the part of gentlemen representing pre-
dominantly agricultural provincess like Madras and the Punjab.
Thus Mr. C. Ramalinga Reddy obscrved before the Fiscal
Comunission that “‘in so far as protection could be expected
to have any influence, I belicve that temporarily at lcast it
Will cither depress the rural classes still further or render their
cconomical recovery slower and more difficult.”” He based his
view partly on his experience and partly on the constant
struggles between agrarians and industrialists in different parts
of the world.

Our cxamination of the possible effects of protection on
Indian agriculture leads us to the conclusion that the agri-
culturist will have to contribute his full share of the sacrifice
involved by protection for a considerable length of time ; both
as producer and as consumer he will be adversely affected and

*Callender,—Economic History of the United States p. 524.
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this constitutes an additional argument for discriminating and
moderate protection. Anything like heavy protection will affect
the agriculturist adversely, not only as a producer and a con-
sumer, but as one deeply interested in the export trade of
India. Among agrarians themsclves the largest measure of
sacrifice must come from the landowner. The agricultural
wage carner will generally have to sce his cost of living rise
perceptibly ; on the other hand the agricultural operative in the
rural arcas adjoining industrial districts will certainly benefit.
It is unfortunately not possible in India to compensate the agri-
culturist directly by introducing agrarian protection pari passu
with protection to manufacturing industries, as has Leen done
in other countries. There, indeed, ‘‘the adhesion to the pro-
tectionist policy on the part of the agricultural regions was
obtained by cxtending the benefits of the system in generous

?¥  We are in no condition

nmcasire to the products of the soil.
to introduce protection at once to manufacture and to
agriculture. Consequently, for any general improvement of the
conditions of all ranks of agriculturists we shall have to wait
for a considerable time, and for a great and successful progress
of industrial development.

In procceding to study the possible effects of protection on
the wage-carner we have to consider scparately the prospects
of the industrial labourcr in the pro-
tected and unprotected industries, as well
as those of unskilled and agricultural
labour. It is certain, that the moncy wages of skilled labour
in the protected industrics will experience a considerable and
immediate rise. ‘The aggregate supply of skilled labour in the
country is, relatively speaking, small and inelastic, and this fact
is favourable to the rise of wages in this particular case. It 1s
however, only as the cfficiency of these highly paid operatives
increases that their wages will cease to be reflected in high costs

-

Money wages 1n pro-
tected mdustries

*Stanwood, American Tariff Controversics, Vol. II, p. 158.
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of production and high prices to the consumer. Much will
depend upon the attitude which labour assumes when the oppor-
tunitics of getting high money wages are opened out to it. If
labour responds by increasing its efficiency and regularity of
work, the country will be the gainer. Thus the inclination of
its labourers to do assiduous work in return for fair wages has
been a great asset to Germany. On the other hand in Australia
there is a tendency for labour and capital to combine to raise
protection and to increasc profits as well as wages steadily at the
expense of the consumer.

In the unprotected industries, also, there will be a partial
tendency towards increase of wages. In fact, as regards wages,

the protected industries will set the pace
Money wages in un-

protected industries and the unprotected industries will have

to follow rather rcluctantly. This will
raise costs of production in the unprotected industrics which
will be thus forced to shoulder some share of the burden of
protection without being in a position to enjoy the henefits of
protection. As regards unskilled industrial labour, this sort of
“sympathetic cffect’”” might be expected to causc a slight rise of
wages; but this rise will presumably be much smaller than the
increasc of wages in the case of skilled labour, the reason heing
that the potential supply of unskilled labour is very large in
the case of India.

So far we have spoken about the rise of money wages; it
now remains to consider how the real wages in terms of com-
modities are likely to be affected. It is

onEif::f “givcsl.”o*““"“ the general experience of all protec-
tionist countries that the rise of prices

neutralises in a great measure the rise of nominal wages. Thus
German economists admit freely that the cost of living of labour
was higher in protectionist Germany than in England ; in other
words “with an equal expenditure, an English workman was
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better fed than a German.”’* Similarly, in Amecrica with its
high tariffs, the money wages arc much higher than in Europe;
but the difference in real wages is not so great. In ouf country
too, the rise of real wages will be smaller than that of moncy
wages ; and here again the skilled opecrative of protected
industries will be in a somewhat privileged position. There is
indeed, one factor which in some protectionist countries benefits
the industrial operator in the matter of rcal wages, but at the
cxpense of the agriculturist. It might happen that the diminu-
tion of manufacturing imports might in turn cause of rceduction
of agricultural exports. This result, if it is reached, lowers the
price of food grain temporarily, and thus relicves the industrial
operative to some extent of the burden of a rising cost of living.*
Needless to say however that such a result is far from being desir-
able.

In the interest both of industrial and agricultural labour a
moderate scale of dutics is to be desired, since high dutics would
greatly raise the cost of living to our labouring classes by
incrcasing the prices both of imported commodities and of the
locally produced substitutes. Morcover, it is only in certain
favourably situated districts that protection can be expected to
raisc even the moncy wages of the agrarian; such are the
rural districts adjoining industrial centres, or those which for
some local reason are already suffering from a paucity of agricul-
tural labour. '

Proceeding to consider the effects of a protectionist policy
on the interests of the national consumer, it nceds to be em-

phasised that all protectionist countries

Effect of protection have comparatively high price levels
on cost of living. and high costs of living. This result is
brought about by the cumulative

action of protection at once upon prices and upon costs

*Clapham, Economic Devclopment of France and Germany, p. 406,
and Schmoller, op. cit. Vol. II. p. 298.
*Cf. Fontana-Russo, op. cit. p. 322.
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of production. The protectionist duty raises the domestic price
of the protected article as well as the cost of production of other
articles in the manufacture of which the former article figures
as a raw material. There is another way in which protection
makes for high level of prices—uviz., by tending to restrict im-
ports. As Dr. Marshall has fclicitously put it, ‘‘the purchas-
ing power of moncy in any country may be affected by its tariff
policy, for taxes on ccrtain imports into a country raisc their
valuc in that country relatively to things which are not taxed;
and one of them is gold. ‘Thercfore the purchasing power of
gold is gencrally low in a country which levies many high import
duties.”*

Abundant authority could be brought forward to testify to
the undoubted fact that prices and cost of living are high in
countrics with a high protcctive tariff. Dr. Marshall himself veri-
fied the statement that in “‘the comparatively free-trade period
of Germany the purchasing power of money was two-thirds as
high again in Germany as in England’’. In more recent times
the high tariffs in that country ‘‘have so raised prices against the
consumer, that the real wages of the German workman have risen
less rapidly than those of the Iinglish.””  Professor Brentano
might be quoted as another author who has written much to
show that “‘as the result of protection all prices, especially the
prices of rural and urban land, have risen to an extraordinary
degree in Germany. ‘The cost of living has been rising pretty
continuously with the incrcased tariffs.”” Schmoller also says
that although the prices of grain and foodstuffs hardly rose with
the duties until 1887, they did increase later, though not by the
full amount of the duties.

The great protectionist authoritics are very far from denying
that one cffect of protection must be to increase prices. List

*Cf. Matrshall, Money, Credit and Commerce, pp. 198—200; also,
the same author’s Fiscal Policy of Intcrnational Trade s. 3 and s. 20.
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himself has argued in many cases that as the result of protection
prices must rise, to start with, and manufacturers will make ex-
traordinary profits ; “‘but the consumers have ample security that
these extra-ordinary profits shall not reach unreasonable limits,
or become perpetual, by means of the compctition at home which
follows later on”.* Admitting the truth of the general idea pro-
pounded by List, it must be said that he greatly underestimated
the length of the infancy and the developmental period of in-
dustries. More recent theorists on the protectionist side like
Grunzel, with a greater experience of the results of tariff
policics, admit fully that cconomic protectionism must increase
price levels.  Grunzel indeed argues that ““the general level of
prices may be driven by a protective policy to extraordinary
heights when the cconomic conditions permit of its working out
its full effect.”” ‘The same author argues {further that the effect
of the protective policy is not limited to the prices of the dutiable
imports : 1t also influences the prices of cheaper local substitutes
by diverting demand to them and in this fact he finds the
rationale of excise dutics. He further urges that protective
policy might easily affect the prices of commodities in general
in unexpected ways.  All consunmption goods stand in a competi-
tive rclation as regards the consumer and if, as the result of
protcetion, the consumer has to expend more of his income on
the protected goods he must spend less on other commoditics.*

The cffect of protectionist import duties on the domestic
price of dutiable articles might be here considered very bricfly.
It might be said that the deciding factors in this matter are in
the first place, the nature of the demand for impoit and the
comparative clasticity or cxtensibility of the supply of the
particular commodity in the exporting and importing countries
respectively. If the demand of the importing country for the

*List, op. cit., p. 137.
*Grunzel, Economic Protectionism, pp. 309—310.
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article in question is urgent or inelastic, the protectionist duty
will raise the price considerably. A practical corollary of this
proposition is that great caution should be used in imposing
protectionist import duties on the necessaries of life. In the
second place, we have to consider the expansibility or elasticity
of the local supply so far as the local production is susceptible
of cxtension, and, if sufficient capital and other resources for
extending it are at hand, the rise in the domestic pricc due to
the protectionist duty is comparatively smaller. On the other
hand, should the local supply of the commodity have little ex-
pansibility or elasticity, the consumer will be heavily burdened
by the duty without much advantage accuring to the industrialist.
The practical corollary from this reasoning is that protection
should be applied with discrimination, and generally speaking,
only to such industries as possess the requisite condition for rapid
expansion—i.e., to industrics with a high degrce of elasticity of

supply.

As might be expected, there is a close connection between
the rate of the protectionist duties levied and the rise in the
domestic prices of the dutiable goods. Prof. Taussig has
developed this aspect of import duties, following some earlier
suggestions made by the distinguished American publicist,
CGallatin. He first considers the case in which an import
duty is levied exactly equal to the difference between the
local and the foreign cost of production. Here if, after the
imposition of the duty, imports continue to come over the
tariff barrier in substantial quantities and for a fairly long
period, it might be assumed with justice, that the local price of
the commoditics has risen by the full amount of the duty.
Not only is the price of the foreign imports raised by the full
amount but also that of the similar local products. Obviously,
in this case Prof. Taussig assumes that the elasticity of the
domestic supply is not very great. ‘The same author con-
siders another case in which the import duty is greater than
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the difference between the local and foreign cost ; in this case
the price will generally not rise by the cntire amount of the
import duty.*

It is such considerations combined with a due regard to
the poverty of the Indian masses that naturally inclines a great
many cconomists in India to a policy of moderate duties.
Thus, Prof. Basu emphasises the fact that the average income
in Germany and America is more than ten times the average
income of an Indian. ‘“T'hercfore what the former can afford
10 spend for the luxury of a political experiment like protection
is required by the latter to keep the wolf from the door.” So
also Prof. K. T'. Shah of the Bombay University has argued that
““the strongest plea of Free-Trade in India is that of cheapness;
given the almost incredible poverty of the Indian people, the
policy which claims cheapness to the consumer as the guiding
maxim cannot but command a most respectful attention......... It
is certain that in the next generation the popular party in
India, assuming India to become a self-governing democracy,
will have to reckon with this argument.””  For over two
decades a continuous rise of prices has been pressing on the
modest means of the Indian consumer. Protection and the
resultant industrial development wiil, let us hope, increase
the average income in India after some more decades, .but
during the period of transition, anything more than a very
moderate protection will tax the slender resources of the Indian
purchaser. Hence the repcated demand before the Fiscal Com-
mission for a ‘‘judicious, gradual and moderate protection.”
It was an industrial representative of Bombay who asserted
before the Fiscal Commission that ‘‘India is a poor country, and
I am not in favour of high tariffs which a rich country like
America can indulge in with impunity.”’

*Taussig. Aspects of the Tariff Question, chapter I; and cf.
Gallatin’s Memorial in State papers and speeches on the Tariff.
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Among consumers taken as a body, there is one class with
a fairly high traditional standard of living which has derived
little advantage from the c¢conomic
Influence of protec- changes of the last twenty or (thirty
g‘;ﬁm?é‘n ;?%::‘;‘;fé’éig years. A scrics of investigations, both
class. official and private, have familiarised us
with the fact that the middle classes
have been hard hit by the continuous rise of prices, and have
consequently failed to show any signs of marked improvement
in their economic condition. They have inherited the doubtful
blessing of a traditional and comparatively high standard of
living which includes the usc of a considerable number of
imported articles, and they have striven with fair success to keep
up the standard. ‘The latest witness to their declining fortunes
was the Committee on Indian Iixchange and Currency. The pro-
cess of the adjustment of wages to a rising level of prices has
been slow enough, but the middle class is still awaiting the
indefinite process of any adjustment of its income. There is
1no doubt that this class will be the greatest sufferer with any
rise of prices due to protection.

Nor is a member of this class in'any position to turn to very
good account such opportunities for employment as the protec-
tionist regime is likely to offer. In the competition for the new
directive and supervising jobs hc has formidable rivals among
the class of skilled artisans who possess those lereditary
instincts for taking a prominent part in industrial transactions
which heredity has denicd to him ; consequently his will be
in the main the clerical task, as usual. His rising expenscs
have drained him of his scanty means and, thus, he cannot
benefit in any material degree by the new possibilities of in-
vestment which an industrial development under the auspices
of protection might open up.

A clearer perception of the nature, extent and duration
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of the burden imposed on the consumer by protecctionist
measures can be attained by a con-

Statistics  of  the sideration of statistical studies of prices
influence of protection in countries like Ametica. That coun-
on prices. try might be regarded as the world’s
laboratory for tariff experiments, and

Prof. Taussig, formerly the President of the American Tariff
Comumission, has published a number of such enlightening
studies. He asserts with justification that in the case of the
American iron industry the object of protection to young in-
dustries scems to have been attained. He then proceeds to
calculate the sacrifice which had to be made in order to attain
this success. He finds that for twenty-five years after the
beginning of the manufacture in Amierica the local price ranged
higher than the British as a result of the duty. “During
many of the years betwecen 1870 and 1895 imports of steel rails
were considerable, showing that the domestic price was higher
than the foreign price by the full amount of the duty. During
other years of this period imports ceased ; but domestic prices,
though not higher by the full amount of the duty, were still
considerably higher. Throughout the quarter century the pro-
tective duty raised the price of total supply whether imported
or domestic.”” It must be noted that this was a specially
favourable case of the application of protection to a- nasgent
industry. The resources of raw material for the industry at
the disposal of America are unique ; so are the resources of
capital, business leadership and mechanical ingenuity. It was
eminently a case of an industry in which the Law of Increas-
ing Return was {ully applicable, and it can be argued that
wherever this law applies, the rise of price due to a protective
tax is particularly small. Nevertheless, we find that in spite
of all these favourable circumstances, America had to pay a
heavy price for quarter of a century before the acquisition of the
industry was completed. In other industriecs for which the
country enjoyed fewer facilities the price to be paid was pro-
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portionately greater. Thus, as regards the protective duty on
sugar ‘““we could say with confidence that from 1897 to 1913
the price of sugar was raised, the country over, by the full
amount of the duty.” Again as regards the protective duty
on wool, “‘the conclusion would seem warranted that the whole
supply, domestic as well as foreign, was raised in price by the
full amount of the duty.” We thus come to see that while
America succeeded in several instances in helping its infant
industries forward by the instrumentality of protection, she had
a stiff price to pay, in spite of the unusually great productive
resources at her disposal.
The analysis of the cffects of protection on the trade of
India has been carried out by the Fiscal Commission ; but it
might be a little further developed here.
Effect of protection ‘T'aking the import trade to start with,
?:,iportth trade T ort and g might study the influence of protec-
tion upon it, and this is best done by
classifying the series of effects according to the periods of time
under consideration. It has been emphasised before this, that
in the field of fiscal policy the mixing up of long period and
short period effects is a common source of fallacies. When
we look to the effects of protection upon our import
trade in the immediate future, we have to bear in mind
that there are two influences of opposite and conflicting
character to be taken into account. In the first place, the
imposition of protectionist duty must restrict imports to a cer-
tain extent—the more so, as the middle class which consumes
them so'largely at present will feel the strain of the rise in
cost of living consequent upon the introduction of protection.
On the other hand, we shall have a force working in the
opposite direction and tending to increase the volume of
imports ; a great deal of machinery and technical apparatus
will be imported for the use of the industries started under the
protectionist regime. It has been noted that when protection
was introduced into Russia the import trade consisted pre-
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dominantly of the necessary materials and machinery for the
new industrial concerns that had been started.* In the course
of perhaps a few decades this stream of imports in general
will begin to slacken. If we care to look further decades ahead,
and to assume that industrial devclopment has been rapidly,
widely and successfully pushed forward, we might find the
volume of imports increasing as the result of a prosperity based
upon the maturity of our manufacturcs. Attention might be
drawn here to a potential increase of another item of our imports
as a consequence of the introduction of protection. If a wise
policy is followed as regards freely admitting foreign capital,
our cxchanges might be strengthened by the increased flow of
such foreign resources in our direction—it being noted that not
all the capital moving our way would enter India in the shape
of plant, material or cquipment of industry.

We might next procced to examine the influence of
protection on our export trade. In the immediate future, our
export trade is not like to be affected by the tariff; but,
looking a little ahead, we shall find several influences tending
towards the diminution of that trade. In the first place, the
rise of cost of production and of price levels in the country
which would be brought about by protection will tend to
reduce our exports. The reduction of imports to start with
will mean a favourable balance of trade in the very first stage
of the introduction of protection. That means of course a
higher price level and a consequent reduction of exports.
Another influence also will be acting to reduce our cxports.
Our foreign customers must buy less of our agricultural and
other exports from us when they have been hindered by our
tariffs from selling their goods to us as before. Instances can be
cited of countries like France which have seen their agricultural
exports reduced or become stagnant after they have entered on
the paths of protection to industries. It can of course be

*Schmoller, op. cit.,, Vol. II. p. 625.
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argued that, after a long period to come, and when the manufac-
ture started under protection have come into maturity, a
stimulus might be given to the export trade of India, since the
products of the new industries will have begun to he exported.
It will however take a long time to rcach such a position,
because as we have scen the period of the infancy of industries
tends to be prolonged with the growth of the scale and the
complexity of industry.

It remains to consider the influence of the introduction of
protection on the balance of trade of the country. During the
first phase supervening on the introduction of protection, the
balance of trade tends to be favourable excepting so far as
t’hc imports of machinery and tcchnical apparatus will increase
largely. If a longer period is considered we shall find both
our imports and exports being reduced ; though we have the
satisfaction of knowing that the inclastic nature of the demand
for some of our exports will counteract this tendency to some
extent as regards our exports.  Some reduction of our trade both
on the import and export side might thus be anticipated as one
of the cffects of protection. It has also been argued that pro-
tection is likely to affect not only size of our balance of trade
but its stability. The reduction of exports and imports implies
the diminution of the items of trade on both sides; consequently,
as has been pointed out, any disturbing factor is more likely to
tell on the balance of trade. In manipulating our fiscal policy
our tariff-makers will have to forcsec and to try minimise the
likely effects of protection both on our balance of trade and on
its stability,

‘The opinion that the inauguration of protection is likely
to have an unfavourable influence on the total volume of the
foreign trade of India was supported by a large number of
witnesses who appeared before the Indian Fiscal Commission.
So, Prof. Jevons argued that both the exports and imports of
India would be smaller but that the development of internal
trade would compensate for the loss of foreign trade. The
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cffect of imposing high import duties will at first be to
increase the favourable balance of trade by reducing imports.
““That will tend to createsa higher price level in India and
through the operation of that higher price level you will get
your cxports cut down and you can establish your balance of
trade again.”

A similar view was propounded by Prof. R. M. Joshi, to
the cffcct that protection was likely to reduce the total volume
of India’s foreign trade as well as to affect adversely our
usually favourable balance of trade. ‘‘The large favourable
balance of trade which India normally enjoys might be seriously
diminished. 'The working of the gold ecxchange standard,
which depends upon a large favourable balance of trade, might
thereby be endangered. But as I have no love for the gold
exchange standard, I shall only be happy if circumstances
compel the replacement of the gold exchange standard by a
strict gold standard.” It might be pertinent to ask, however,
how we can secure the basis of a strict gold standard in the
absence of a favourable balance of trade ; this, however, is a
side-issue.

The experience of other protectionist countrics might afford
some uscful guidance for cconomic anticipations in the case of
a protectionist India. Generally speaking unless a country is
peculiarly favoured as regards natural resources, and indystrial
capacity, some slackening of the forcign trade of a country is to
be expected for some years after the introduction of protection.
Fven in the case of Germany the introduction of protection
reduced the imports very tangibly for some time, while the
German export trade did not make so much progress as was
expected by the advocates of protection. Schiiffle thus summed
up the results of a decade of protection: ‘“T'he best that can be
said is that our foreign trade including that in manufactures,
has ncither in import nor export stood still, but this fact must
not as a matter of course, if at all, be claimed to the credit
of the system of high protcction. The transit trade and the
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commission trade in corn, timber, and colonial goods have
unquestionably, and in part irremediably, suffered, and with
them the railway returns. Industry has on the whole prospered
in a gratifying mecasure but so it did during the fourtcen yecars
of frec-trade prior to 1879.”’* It appeared as if Germany ‘‘was
about to lose a great part of her tolerably stable export trade.”
These well-grounded fears were set at rest by a series of com-
mercial treatics inaugurated by Count Von Caprivi. Schmoller
calls these treaties and the rcsultant lowering of protectionist
barriers ““an act of salvation’ for the export trade of Germany.
The author of these treatics vindicated them by asserting that
the lowering of protectionist duties was necessary if the cxport
trade of Germany was to improve, ‘It is not *’ he argued “a
question of Free-Trade or Protection. These are dogmas and
the battle-cry of parties, which do not apply to the situation......
It was necessary by means of customs treaties to extend
Germany’s markets abroad for her exports......... yermany must
either export wares or men.”” Thus the experience of the first
decadc of protection in the case of Germany was that protection,
unless it is moderate and judicious, handicaps the growth of
foreign trade. ““The true verdict upon the tariffs of 1879, 1885,
and 1887 is contained in the simple fact that the welfare of
German industry required in 1892 that the protective barriers
should be lowered.”

The policy of high protection affected adversely the foreign
trade of France for several decades; cconomic historians whether
of the free-trade or of the protectionist school agree in attri-
buting the comparative stagnation of the French export trade
to the influence of a hecavy tariff. Nobody will accuse
Schmoller of any animus against protection. He sums up the
situation in France by saying that ‘‘protection has not destroyed
the foreign trade of France, but it has certainly not helped it

*Cf. Dawson, Protection in Germany p. 105 and Schmoller op. cil.
Vol. IL. p. 635.
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forward,” the imports and exports of manufactures remain
almost stable during the protcctionist ¢poch, 1892—19o1, as
compared with the preceding free-trade decade. French manu-
factures remained stagnant in the same cpoch and then shared
only to a small extent in the world-wide progress. Another
authority on the same subject, Prof. Meredith asserts that ‘‘the
return to protection in France coincided with a marked slacken-
ing in the expansion of that country’s foreign trade and that
this relative decline became more marked as the country
plunged more deecply into protection.” For the most recent
study on the subject we are indebted to Dr. J. H. Clapham. He
shows that France was successful in her object of becoming
almost self-supporting—at a price. ‘“The price was paid in
many ways. Part of it in rather stagnant cxports; for the
nation that will not buy, neither shall it scll’’.*

To trace the possible effects of protection on the foreign
trade of a country is one of the most complicated tasks to which
an economist can address himself. It is fortunate thercfore, that
we have the advantage of being able to refer to Schmoller’s
brilliant review of the progress of the foreign trade of Furopean
countrics under the protectionist regime. His general view is
that “‘naturally all free-trade policics afford a stimulus to the
increase of foreign trade, while all protectionist policies have
the opposite tendency.”” But he emphasises the view that
foreign trade depends in its nature upon a number of causes of
which fiscal policy is by no means the most important. In his
opinion, protection has not been able to reduce the foreign trade
of Germany because that country is under the necessity of
importing both food and raw material and because it must
export manufactures as well as capital. Russia and Austria
have increased their foreign commerce in spite of protection,
because they had great powers of agricultural export. Nor is
the relatively stationary condition of the foreign trade of France

*Clapham op. cit. p. 183.
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due exclusively to her protectionist policy. On similar grounds
we have argued that the view so often strongly expressed as
regards the adverse influence of protection on the volume of the
foreign trade of India has much to justify it ; and that heavy
tariffs would certainly reduce both the foreign trade of the
country and the amount as well as the stability of our usually
favourable balance of trade.



LECTURE V.
SOME INFANT INDUSTRIES OF INDIA.

Without usurping the functions of the Tariff Board, in the
slightest mcasure, we might illustrate the application of the
Infant Industry argument from existing
The paper-making in- Indian industries. By sclecting a few
dnstry, ats present stg  tohes of such industries and by discuss-
ing the circumstances relating to them,
it can be shown what considerations strengthen or weaken the
casc for the application of protection to young industries. No
attempt can be made, in such a brief study, to be exhaustive
cither as regards the industries dealt with, or in the matter of
working out the various aspects of cach industry which arc of
interest to the student of the fiscal policy. It requires a detailed
study of each industry to decide on thc rate of protection to be
cextended to it. What follows consists only of illustrations of
the types of nascent industries in India and of the gencral
considerations to be utilised in making out a prima facie case
for the extension or rcfusal of tariff help to such industries.

The first type we shall examine is represented by the paper-
making industry. Besides the consideration due to the fact that
it is a young industry, it is further to be emphasised, that it is
now entering on a transition period, in resorting to the permanent
and abundant supply of bamboo-pulp which will help it ulti-
mately to a much cheaper and larger source of raw materiat
than its available to its forcign rivals. As the distinguished
Forest Fconomist Mr. R. S. Pearson told the Fiscal Commission,,
the cost of making bamboo-pulp would be Rs. 1.9 per maund,
and that of making it from sabai grass is Rs. 2.8 per maund,
while that the imported sulphide spruce is Rs. 2.75 per maund.
At present there are only three bamboo-mills in India; but if
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time was afforded to develop the new resource available in the
shape of bamboo-pulp, the Indian paper-mills can not only held
their own against forcign competion but can ultimately command
a large export trade. There is another consideration in favour
of giving special assistance which should not be lost sight of.
Bamboo-pulp has a great advantage over wood-pulp, in the fact
that the growth of trees for wood-pulp is slow, and it takes
thirty or forty years to replace the trees which have been cut
down ; whereas bamboos can be reproduced almost every year.
Experiments carried on in Burma show that ‘‘with a four-year
cropping, the bamboo in' no way deteriorates. At the end of
ten years there are more bamboos on the arca than there were
when they started cutting.”” On the other hand a paper factory
using wood-pulp can be said to be ‘‘living on its capital from
the start’’, and is in need of a constant re-afforesting policy.
Mr. Raitt, a high expert on the matter, has analysed the subject
from the point of view of comparative cost of production, and
he considers that ‘‘there is every prospect of Indian-made
bamboo-pulp compecting with the imported pulp, not only in
India but in other Eastern markets’’.

Large sums of money have been spent in valuable experi-
ments with bamboo-pulp in India. But the experiments have
been interrupted by dumping of temporarily cheaper pulp from
abroad. Protection is necessary only for a short period to set
the mills in a permanently advantageous position as regards
foreign competition. To say this is not to deny that great
improvements arc necessary in the organisation, equipment and
scale of our paper-mills. But no doubt our paper and paper-
pulp industry, seems to afford an unusually favourable field for
the application of the infant industries argument.

It remains to explain why we regard paper-making and
pulp-manufacture as a special type among the infant industries
of India. It is because it is entering on a period industrial
transition and change of process; and economists of authority
are, as we have seen, of opinion that any period of transition and
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of great industrial change offers special advantageous opportu-
nities for extending protection to infant industry. In the case
of the paper industry in India there is, to all appearance warrant
for applying this dictum and for putting into practice the
implied recommendation.

It is true that several years ago, Prof. Lees Smith condemned
our paper-mills for their unprogressive methods and for their
Its remarkable pro- mnot having developed adequately in
gress. spite of the protection which they
alrecady enjoyed in the shape of government support and
custom. Since that time, however, the Indian paper-mills have
madec a very creditable record during the war and might be said
to have completely retrieved their position. By the aid of the
Indian Mills, the armies in India, in Mesopotamia and to some
cxtent Egypt have been kept supplied with paper and forms;
the wants of the civil administration in India and in some of the
further Fast colonies have been met, and though the private
purchaser in this country had had his difficulty, all essential
publications have been maintained without break.” The Indian
mills have been accused of making large profits, ‘‘but it must
be remembered that most of the ordinary sorts of paper in
England have cost consumers from half as much again to double
the price at which they have been procurable in India.” Again
during the war the Indian Paper Mills have undertaken the
manufacture of special kinds of paper which had been formerly
imported. Finally their higher profits during the war has
furnished them with resources for materially improving their
equipment.*

But, although, we see an undoubtedly strong case both for
transport and other concessions as well as for tariff help, we also
meet with some of those practical difficulties which prove so
perplexing both to the student of economics and even more to
the conscientious legislator. The publishing trade s full ‘of

*Cf. Indian Munition Board’s Hand-book, pp. 252~-253.
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apprehensions as regards the possibilties of tariff help to the
paper-making industry. It is pointed out that printed books
are admitted, and indced must be admitted, into the country free
of duty, while at the same time the local production of books
would be handicapped if the price of paper rose as the result of
protection to the paper industry. Apart from the intercst of the
publishing trade the claims of public intelligence and education
cannot be safely or rightly ignored. This undoubtedly great
conflict of interests strengthens our conclusion that only a
moderate protection should be added to any other concessions
claimed by the paper industry.

The factors affecting the claim of the Indian paper industry
to protection might be recapitulated. That industry deserves
well of the country in that it has not been content to follow
the old and conservative methods, but has made a serious cffort
to avail itself of the promising and novel source of raw material
which our country can supply. The result of this is, m the
opinion of experts, a certain and considerable reduction in the
cost of production of the Indian article below that of its rivals.
The possession of such a unique raw material is in itself a
great comparative advantage for the local industry. Even
apart from that new development, the industry has been making
good its position. As Mr. Barbour obscrves in a reccnt article
on this subject, India was at a disadvantage in the matter of the
utilization of wood-pulp. “Wood-pulp has proved the dire
enemy of the Indian paper maker. Yet he himself makes use
of it as it combines to advantage with grass fibres in paper. He
can with its aid speed up production and by increased outturn
diminish his general overhead costs per ton of paper made. He
has thus as it were, drawn strength from his enemy.”* He has
also, it might be added made a creditable attempt to bring into
existence subsidiary and parallel industries like the opening up
of the deposits of Kaolin and the manufacture of caustic soda

®Journgl of Indian Industries and Labour, Nov. 1921, D. 449.
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and bleach. The local industry while making this progress has
been exposed to a long course of dumping from foreign countries,
nor does the future bear the promisc of any mitigation in this
respect.  Conscquently, the industry can show a prima facie
case for protection. At thc same time, it has to be said that
mmport dutics are not the only, nor even the most important,
kind of assistance that the industry stands in need of. It has
also demanded ‘‘an improvement in the provision of railway
transport and favourabl~ treatment in regard to railway rates’’—
a claim which requires careful investigation. Nor, of course,
can any such assistance absolve the paper industry from making
further necedful cfforts to lower its cost of production. Thus,
the Canadian Trade Commissioner has pointed out that in India
“‘the four largest mills produce only g6 tons per day between
them and the largest and the most modern mill produced in
1913 only 32 tons per day.”’ An increase in the size and turnout
of mills and the scale of production is obviously very
necessary as also improvement in quality and durability —Such
improvements will go far to mect the objections of the printing
trade.
The chemical industries present another special type of
infant industry which possesses important peculiarities. Several
The Chemical Indus- industries of that group are what
tries. are called key industries and basic
industries, while, further all these industries are inter-related n
a most complicated manner. Thus, cheap sulphuric acid is not
only important to industry but to agriculture, as it form the
basis of many chemical manurcs; while Alkali industry forms
the basis of the manufacture of soap and glycerine. Now, as
originally formulated, the infant industry argument was applied
only to manufactures of a finished character only. But further
thought and cxperience have led to the extension of the argu-
ment to industries producing raw materials. Thus, Prof. Taussig
observes that ‘““so far as this special argument for protection is
concerned there may be sometimes as good reason for duties
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on raw materials as on manufactures.”’ ‘There can be no doubt
that government assistance of different kinds should be afforded
to chemical industries, but as Sir P. C. Roy observes, ‘‘each
manufacture will present a case which would have to be judged
in co-relation with other manufactures to get at the real solution
of improving the existing condition.”” There arc special com-
plications in the matter of framing a tariff for chemical industries,
because of two factors which prevail
in that group—so many of the chemicals
are joint products and again some of
them are the raw materials of numerous industries. In the case
of the latter therefore the protection accorded in the shape of
import duties should be in itself very moderate though it should
be supplemented by assistance of another sort; otherwise
the protection might stultify and make of no ecffect
protection given to other industries. There is also the necessity
of making a survey of our chemical resources before determining
the exact rates of protection. Thus Dr. Sudborough and
Simonsen have, for instance, expressed the view that the
amounts of tar available in India under present conditions arc
quite insufficient to start a large coal-tar industry’’. Such
conditions of supply should be fully examined before the exact
character of the protection to be afforded is decided in each

Complications of a
tariff on Chemicals.

case.

It is obvious that the infant chemical industry of India has
its full share of initial difficulties. Its foreign rivals have the
advantage of a great demand close at home. They also com-
mand better transport facilities, while the Indian chemical
industries have to draw their raw materials from great distances.
The growth of subsidiary industries in other countries is also
very favourable to the foreign rivals. Then again, in some cases
the raw material resources have not been developed as yet in
India. Thus at present we depend on the imports of raw
sulphur for the manufacture of our sulphuric acid. Some other
countries like Great Britain manufacture the acid from Pyrites
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imported from Norway and Spain, but India has no facilities for
direct importation from these countries. However, Sir P. C,
Roy hopes that our abundant lower grade ores of Pyrites might
be turned to account after suitable experiments.

We might be safely guided bv the views of eminent experts,
like Sir P. C. Roy, who are of opinion that while in several
directions in the case of chemical industriés, protective tariffs will
be useful, too much reliance should not be placed on them and
other measures should also be employed to assist the develop-
ment. As Sir Prafulla put it ““the saving of a few per cents. by
way of tariff-protection is very good, but cannot accomplish any-
thing worth saying in the industries I feel keenly about.”” He
insisted that the government should give every wvariely of
assistance to the attempts, say, to cheapen sulphuric acid. Cheap
acid will enable India to utilisc its coal better by recovering the
bye-products and it is not inconceivable that the whole range of
tar-products might be open to us. The main instrumentalities
which the state can cmploy are subsidies and guarantees to
firms, cheaper railway freights and facilities as to leases. ‘A
state-guaranteed or subsidised company situated in the vast fields
of Jharia or still better in the recently discovered Talchar coal
fields of Orissa with a spur running to the sea-coast for the
manufacturc of Brine and Alkali therefrom, thus making a
chain of sulphuric acid tar products, alkali, would be quite a
feasible project—provided the difficultics of leases and railway
freights are smoothed over by the state.” Such is the bold
scheme of our foremost chemist.

His reasoning is supported as regards heavy chemicals by
other chemists. Thus, Mr. Alcock told the commission that the
chief centres of heavy chemical industries in England enjoyed
the great natural advantage that they could draw their supplies
of raw materials from a very small radius, and the same applies
to the sale of their products and shipment for export. This
advantage could be countervailed by having subsidised railway



104

rates in India on raw material for the key-chemical industries.
The Indian chemical industries are under a handicap because of
the long freightage to bring our raw materials to centres where
manufactures can find a market for the disposal of their pro-
ducts. In fact, the raw materials which are nccessary for the
heavy chemical industry are scattered all over the country.
Of course care should be taken in granting such subsidised rates,
not to give undeserved assistance to badly situated establish-
ments. FEach manufacturer should have to prove to a technical
committee that he was reasonably entitled to such assistance.

Iixpert opinion before the Fiscal Commission emphasised
that many branches of the Chcinical industry were essential
for the national sccurity and of substantial importance to the
cconomic prosperity of India. Thus, the manufacture of alkalis,
nitrates, chlorine and of nitric and sulphuric acids; the isola-
tion of aromatic hydro-carbons for the manufacture of explosives
and the production of synthetic dyes would all have to be en-
couraged at some stage of the country’s progress by the various
means at the disposal of the state. ‘This, of course, does not
imply that protection should be atonce extended to all chemical
industries ; since it is most important to maintain a proper
perspective in chemical development and progress. But, owing
to the fact that the manufacture of heavy chemicals, chemical
dyes ctc, have been carried to a high pitch of perfection abroad
state-help to our chemical industries is essential in some form and
at some stage. In the case of incipient industries subsidies would
be the most suitable method of assistance. But, above all, and
cven more than in the case of other industries any protection
cxtended to chemical industries must be preceded by preliminary
expert investigation of resources as well as potentialities ; and,
further, any future chemical tariff must be constantly regulated,
supervised and altered under expert guidance.

Another infant industry of a basic character is the steel
industry. The depression in the iron and steel industry is such
that one mnced not be surprised that claims have been
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put forward in cvery country for some measure of pro-
tection.  About 1919 the industry had reached its high-water
mark ; but since then the production began to be unprofitable and
in 19271 conditions became alarming in the leading manufacturing
countrics. Demand fell faster even than production, with the
result that competition in expert trade hecame keener and
keener. These phenomena were accompanied by a fall of
prices  ‘The fall of prices in 1921 was continuous and was
facilitated in the case of Great Britain and America by the
reduction in the cost of fucl and by the adjustment of wages to
the new conditions through the machinery of sliding scales. In
these circumstances it was natural that the steel manufactures of
Tndia should ask for a certain measure of protection cven of a
temporary character. In fact, the situation on which the
demand for protection was in itself more or less of a temporary
character. In the first place, large quantities of cheap battle
scrap were as they showed being used in Belgian and French
furnaces. Again, they could point to the factories erected
during the war as to the increased steel capacity of all the pro-
ducing countries. This situation taken together with a fall in
the home prices was a sure temptation to dumping. It was also
alleged that countries like Belgium were giving bounties for
every ton of steel exported. The example of other countries
like America, Japan and France which had increased duties on
imports of iron and steel was cited. For example, it was alleged
that in Japan the duty had been raised to 1o per cent. on Pig-
iron. )
In studying this industry for tariff purposes we have to
consider in the first instance what natural advantages it possesses.
The basis of all progress in the industry
Natural advantages must be the possession of adequate and

and disadvantages of  gujtable supplies of raw materials.

the Indian Steel o A ”

Industry. India is very fortunate in possecssing
supplies of iron ore adequate for any

probable increase of the present scale of manufacture in the
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country. There is controversy as regards the exact amount
of the available supply and there is a very wide diverg-
ence of opinion between geologists on this point; but
no one doubts that we have ore enough to serve as
the basis of a much larger scale of production for a very long
time. What is more, the ores is of very high quality, a good
deal of it reaching a standard of 6o per cent. while in other
countries the ore is worked as low as 28 per cent. It would
be difficult to exaggerate the importance of this advantage. As
a great authority on the iron industry has argued the iron ore
problem is by far the most important, ‘“first, because there is a
much less ample supply of good iron ores than of good coal ;
and next, because while 4 ton of coal will usually suffice for
the production of a ton of pig iron, the average consumption of
ore is over two tons, and in a good many cases, including our
own Cleveland district, Luxumburg, Alsace, and Alabama (U.S.)
approaches, and even exceeds, 3 tons.”* This has to be
remembered as an encouraging consideration, the more so that
we are not so fortunately circumstanced as regards our coal—a
matter which will be discussed a little later. Another great
advantage which we possess in one department of the industry
—the production of pig-iron—is that we have got a great supply
of cheap unskilled labour. Coming again to raw materials we
find that we have large supplies of limestones but they are not
close to the works. There is also a complaint that our limestone
contains a less quantity of CaO than that of America, ‘“‘the
increased cost of calcining lime and the excess consumption is
due to cxcess acid in the raw stone in this country and then we
also have to calcine with a coal of inferior quality at higher
cost.”’” 'Thus neither the quality nor the location of the lime-
stone supply can be said to be very satisfactory. Indeed, of late
the quality of limestone and dolomite showed marked deteriora-
tion, but that was probably accounted for on other grounds.

*Jeans, Iron Truade, p. 10.



107

The Industrial Commission had expressed a doubt as regards
the sufficiency of the supplies of good coking coal in India;
further there is the opinion hazarded by the Imperial Mineral
Resources Bureau that with the present rate of increase in
extraction the known resources of 2,000 million tons of coking
coal might be exhausted in forty years. These fears are very
likely exaggerated. No doubt, Indian coal contains a higher
percentage of ash, and a great deal of it is non-coking coal. So
far our circumstances are less favourable than those of other
countries. Fortunately however, this factor is balanced to some
extent by the fact of the close proximity of our deposits of coal
to those of the ore. Moveover experiments arc being carried
on in many countries for removing the ash from the coal by
washing or mechanical scparation. Germany which has been
starved for fuel is also working in the direction of fuel
economy. ‘‘Interesting experiments in low temperature carboni-
sation are being carried out by Mr. Ford, at present in America.
If the process in successful it may alter the whole position as to
the use of inferior coal in India.”” ‘Thus though we must admit
that we are up against a natural disadvantage at this particular
point, we have the hope that after all it might turn out to be of
a temporary and removable character.

As the sources of demand for the products constitutes a
most important factor in the success of national industries we
might glance at the present and potential market for steel in
India. It could be said that our market in India is a growing
one, and no doubt will ultimately form a very large market ;
still, just at present it cannot be asserted with accuracy that
a country which consumes only about 700,000 tons annually
forms a large market in any sense. In the great western
countrics the three leading heads of demand for stcel are con-
stituted by shipbuilding, railways and structural requircments.
Jn India the first source of demand is conspicuous by its
absence, while the structural use of steel is at present on a very
limited scale. No doubt, however, there is a very promising
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field in the future for structural steel, when more stecl will be
used in urban buildings and when the ryot will largely extend
his use of galvanised steel for domestic construction. Again, in
the distant future, the potential use of better agricultural
implements and the extension of irrigation will also enlarge its
market. So also will the growth of the Engineering industrics.
All this however requires some decades. The railway demand
will of course depend at any time on the rate at which railway
development is pushed on. A moderate sized market, such, as
we can command at present, will not afford very great scope for
those cconomics of standardisation and specialisation on which
a dominant steel industry of the modern type depends.

Among the disadvantages under which the industry is
labouring at present might be mentioned the absence of any
reserve of ¢killed labour comparable to those at the command
of steel industries in other countrics. At present ““if a skilled
man leaves us or is incapacitated, it takes six months and a large
sum of money to replace him.”’” Skilled and costly foreign
labour has to be employed on special terms, at the same time
that the corresponding quality of Indian labour is being trained
up—a cumulative disadvantage. Morcover, such labour as we
possess is not thoroughly domiciled. Climatic causes further
account for the imperfect continuity of labour’s services. ‘‘In
other countrie§ a man stands up with his face right up to the
furnace all the year round, but here he cannot stand it for more
than seven months. For the other months it is absolutely
impossible for him to do it.”” How long this disadvantage will
last is a matter of speculation. Our great steel manufacturers
helieve that ““within fifteen years the practical disadvantages in
cost would disappear.” If might be that they are too optimistic.
At any rate at present “‘our difficulties are chiefly caused by
actual physical difficultics with the furnaces and the high cost of
labour.” ‘Then again we have to import a number of materials
from foreign countrics.
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It is remarkable however that the chief difficulties of an
infant steel industry in our days remain insufficiently emphasised.
Older foreign industries enjoy enormous advantages resulting
from the progressive standardisation of products, the utilisation
of bye-products, and the specialisation of particular establish-
ments in certain branches of industry. Dr. Marshall thus
illustrates the advantages of the cnormous scale of pro-
duction in America and Germany. ‘“The metal can pass
through many stages without cver getting cold ; waste
gases can be used to generate horse power to be applied directly,
or through clectricity ; and high chemical and other technical
skill can find large scope in the supreme direction of many
massive processcs. Rolling mills, engine shops, ete., can often
find occupation in slack times by enlarging and repairing their
own plant, and that of the furnaces, and above all of the mines,
and rails or plates, which happen to have been made unmarket-
able by slight flaws, can yet be turned to account in posts of no
great responsibility about the mines, the furnaces, ectc.”
Such are some of the advantages which an enlargement of the
unit in the stecl industry has brought in its train in other
countries already, but indeed cven greater economies arc being
expected from consolidation of the industry in future. We have
the pronouncement of Lord Furness that in amalgamation lics
the chief line of safety for the British Steel Industry. Nor are
the advantages of large scale management yct exhausted. As
organised competition from the United States, Germany, France
and Belgium is increasing, the British iron—masters also arc
awakening to the possibilitics of improved commercial organisa-
tion for export. When we compare or rather contrast such a
vast scale of commercial organisation, industrial enterprise,
labour power and command of material which form the might
of the foreign industry, with our own weakness in cvery onc
of these respects, we come to the conclusion that although our
disadvantages are rcmovable, that consummation will take not
only strenuous efforts but a long period of time.
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Among the disadvantages of the local industry as presented
by its representatives one at least appears to be over-emphasised,
at least from the comparative point of view. The dislocation of
railway services was asserted to be one of the main difficulties.
No doubt it is so, in a sense, but then that difficulty is imposing
an equal burden on the iron industries of all countries. Thus
Mr. W. L. King, Vice-President of the Jones and Laughlin Steel
Company, Pittsburg, observed before the Fordney Committee : —
‘““The chief elements of cost to the American manufacturer is
the increased charge for transportation. Generally speaking,
it has more than doubled since the tariff of 1909, but you will,
perhaps, better understand the effect on our costs by the specific
statement that the cost of assembling the raw material per ton
of steel in Pittsburg, and shipping the steel to New York where
we must meet foreign competition is $10 per ton more than
before the war.’”” Similarly the increased freight charges are
pressing heavily on the British Steel Industry. As the Eco-
nomist observed in its issue of 17th February 1923, ‘‘while the
selling price of steel is now only 25 per cent above the pre-war,
railway rates still vary, from 6o per cent. to 200 per cent. above
their old level for steel, coal, etc.,”’ and further the burden of
taxation is also very heavy. Mr. Peterson compared before the
Tariff Board railways rates in India with ocean freights to India.
In America and indeed in every country, the same complaint is
to be heard. Thus it was asserted before the American Com-
mittce of Finance that while the railway freight per ton from
Fittsburg to New York was over $7 the ocean rate from
England to that centre was less than $5%, while from Belgium
or Germany to New VYork it was only $4%.

A comparative study of the costs of production at home and
abroad must certainly form the true basis of any judicious tariff.
But in this matter it is easy to expect
too much from the proceedings of Tariff
Boards. Comparative cost is a highly
complicated and even ambiguous matter because much depends

Cost Analysis of the
Steel Industry.
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on how the accounts of industrial firms are classified. A
thorough study of costs would require much more time and
expense than is generally thought. Again a fair portion of the
evidence must needs be taken in camera and this causes gaps
and hiatuses when the student comes to a comprehensive study
of the accounts published. Moreover, in the case of our own
‘Tariff Boards, there were hardly any normal figures to compare—
every aspect of the steel industry was hopelessly abnormal
whether at home or abroad. It is to the credit of our Tariff
Board, that in spite of these nuwnerous difficulties and com-
plexities an honest and strenuous effort was made to tackle the
problem in the right spirit ; and the two or three sittings devoted
to this analysis were rewarded by an amount of information on
the topic, such as is not usually garnered in the proceedings
of forcign tariff committees. ‘I'he contrast must perhaps be due
to the fact that our Tariff Board was as yet new to its work,
ingenuous and unsophisticated, while in other countries the
official tariff cnquirers, with their much larger experience have
long since despaired of getting hold of any really vital and
relevent facts.

On the comparative side something was contiibuted by
Mr. Tutwiler's comparison of the pre-war costs of pro-
ducing steel in India and America. Prima facie it wowd
scem that it would have been much more relevent and useful to
obtain and compare present day figures for both countries ; but
the fluctuations and abnormal conditions of industry in these
days would have stood in the way of utilising such figures even
were they available. As it is, when we are studying the
comparison as it was actually instituted, we must allow on the
one hand for the great rise of wages in the United States and
on the other hand, for the economies which have been obtained
of late years as the result of the great campaign for reducing
the cost of production. Allowing for these important new
factors, the comparison of the pre-war costs instituted by Mr.
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Tutwiler is intercsting as throwing light on our comparative
advantages and disadvantages in production. Our limcstone
costs us more, and a larger supply of it has to be
utilised while it is dcficient in some important qualities. Somie
of our imported matcrials further increased our costs,
while our coai also costs more than the American. We are
also at a disadvantage in the matter of moulds and stools,
but our greatest disadvantage is in the matter of labour cost
per unit of steel production. For one thing, covenanted labour
has to be imported on higher wages and better terms,
while the Indian labour has also to be given attractive terms
besides a month’s leave cvery year. In America cconomy and
efficiency of labour have been reduced to a science ; the
maximum cfficiency of production is got out of labour by a
widely diffused application of the premium system. America
has also the advantage in possessing ‘‘a minimum range of
standing charges ; brought about by concentration of effort
and policy on the problem of keeping works running full
time,”’. Those who desire to study some of the merits of the
American system in steel works might study with advantage
Mr. J. S. Jeans’s works on the Iron Trade.

As regards the potentialitics and variations of the diffcrent
clements of the cost of production of steel in India, much more
information is rendered available by the cvidence presented
before the Tariff Board. ’'I'he reasons for the increasing cost
of production have been carcfully analysed. In the first place,
since the war there has been a rise in the price of coal from
Rs. 3-13-0 a ton to Rs. g-2-0 a ton. The cost of ‘‘fecding
materials’”’ has fluctuated considerably rising from 5.8 in
1916-17 to 6.4 in 1921-22 and then dropping to 4.15 in 1922-23.
Tiven more serious is the fact that labour charges per ton have
increased substantially. It is not that the average wages have
risen in many departments—rather they have fallen in many
branches of steel production. DBut, we have to employ more
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men per ton to get the outturn ; in other words we are not
getting the same result from the work done per capita. Omne
reason assigned for this state of things was the fact that, in
view of the extensions, morec men are at present employed
than are strictly necssary for the actual production ; because
the increased plant will only come into operation gradually
and also because until the staff is trained they cannot get the
full outturn of the plant. It might be pointed out that from
the comparative point of view this handicap is not so serious as
it would prima facie appear. ‘Thus Mr. Buck, vice-President of
the Bethlechem Steel Company, Pennsylvania, asserfed before the
Tariff Committec of 1921 that while American steel was selling
at 6623 p. c. below the prices current in January, 1921 they
were paying 54 per cent. more for labour than they did in 1913,
with the costs of the stecl close to the value in 1913. The
general importance of the wages bill in the cost of production
of stcel was also fully brought out before that Committee ;
“‘while the labour cost per ton naturally varies with the
various products, yet it is conscrvative to say as a general
statement, that not less than 85 p. c. of the total cost of iron
and steel products is labour.”

The next item responsible for the increase in the cost of
production of steel is constituted by the interest charges whicly
have gone up by 528 p. c. between 1916-17 and 1921-22. 'This
is due partly to the depletion of the reserves which the Tata
Iron and Steel Company possessed in the carlier year. Further
contributory factors are the.nced for increased working capital
and the increased rate of interest which has to be paid in order
to obtain this. An attempt was made to solve the difficult
problem of allocating the total interest charge on the iron and
steel produced ; and expert opinion was in favour of ascribing
a charge of Rs. 17-2 per ton of stecl to the heading of interest
charges.

On one who has not read much of the present day tariff
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literature this account of the rise of the local cost of pro-
duction might casily produce a feeling of disappointment.
Even the able and well-informed President of the T'ariff Board
threw out the suggestion that ‘““in most respect during the last
six years progress has been retrograde, the quality of your
matcrials has fallen off, and also the efficiency of your labour
as judged by the output per man.’”’” ‘The suggestion was of
course thrown out in order to provoke discussion, but it was
also based upon certain admissions. ‘‘Our materials—coal and
feeding materials—decreased in quality during these ycars, we
had to usc 300 1lbs. more coal per ton of ingot and coal
rosc from Rs. 4-12-0 a ton to Rs. 8-r1-0. If our coal detcriorates
in quality we cannot get the same production as we would
get with better coal, that means more feeding materials.”” Such
statements are certainly not of an encouraging character.
Fortunatcly, there are other considerations, on the opnosite side
He who would properly judge the present condition of our
industry, should have some idea of the general history of iron
trade and of the extraordinary fluctuations of prices, costs and
profits which have always been so prominent in the industry.
Profits in the industry have varied largely [rom year to year in
cvery country. As Mr. Jeans observes, ‘it is very surprising how
long a busine:s may be carried on without making any dis-
tribution of profits. In our own country cases are not unknown
In the

o )

where no dividends have been paid for fifty years.
United States steel industry, the fluctuation of profits and costs
has always been very marked. Thus, between 18go and 1909
the average cost of production for pig iron has varied from a
minimum of 38s to a maximum of 68s. In the single year
1001 the cost of steel rails varied from 86s. to 104s.” DBut
apart from these considerations, suggested by the history of iron
trade, there are other factors to be taken into account. It has
been suggested that in the case of the Tata Iron and Steel
Industry ‘‘the reduction in the working cost in the next few
years will depend not only on the cfficiency of the new plant
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but also on the increased cfficiency of the existing plant. It
is hoped that a return might be made to the efficiency of the
old plant in the next few vears.” ‘There is no doubt that we
should make a great cffort to reduce our increcased costs ; and
nothing is so favourable to such an cflort as a period of depres-
sion like the present. ‘Thus, the great cconomies effected in
the American Steel Industry at the end of the last century
were mostly carried out in the period of depression from 1891
to 1893. The present slump al-o has witnessed great cam-
paigns in other countries to reduce costs.  In Ingland, in 1922,
a steady and continuous effort was made in this direction with
the result that the selling price of steel was brought to only
25 p. ¢. above the pre-war level.  ““The sacrifice of the workers
1s suthciently indicated by the fact that tlic average wage has
been reduced from L35 7s. 11d. per week in 1920 to £2 17s. Sd.
in 1922.”* Germany has made important advances and re-
scarches in fuel cconomy. We are sure that fired by these
exanmiples, our own steel producer will not remain behind in
the vital task of reduction of costs.

An cxact analysis of the cost is rendered specially difficult
in this particular casc because we have to anticipate the
cffects to he produced in our costs by the projected extensions of
steel works. ‘I'his cffect is expected be so marked as to have
called forth a rather emphatic observation from Mr. Peterson :
“If the greater extensions had not been erceted the case for pro-
tection would be very much weaker, and it is really on the
strength of the increased production that we are asking for pro-
tection.””  We are told further, that the new plant would be in
full operation within six months and then the costs will come
down. However, anticipations can only to a limited extent take
the place of carefully cstimated figures. It was admitted that the
figures of Rs. 186 per ton of steel placed before the Tariff Board
was an exceptionally high amount. It was added that ““we have

*The Economist, 17th Yebruary 1923.
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given the actual cost, but it is exceptionally high.” Indeced the
difficultics in the way of stating anything like normal costs
are very great, and insurmountable. The real difficulty about
making a comparison is this: ‘“we had harely started before the
war. During the war we obtained great facilities in the matter
of the traffic, we had no difficulty in disposing of our output
which was taken by government. Between 1914 and 1918 it
is very difficult to find a normal ycar. Control was taken off
by government in 1920 and after that we had labour trouble.”’
Such an abscnce of the means of determining normal cost both
at home and abroad must render the task of the Tariff Board
extremely difficult and complicated and must inevitably detract
from the reliability and finality of its suggestions as to the
rates of duty.

The problem of settling the amount of this duty and of
settling up a steel schedule is not an enviable one, even under
the most favourable circumstances: We
have scen that there arc abnormal varia-
tions of costs and prices cverywhere,
“but probably they reach their meridian in the United States,
where yearlv diffcrences of as much as 150 p. c. are not
unknown, alike for iron ore, coke, pig iron and stcel products.”’*
Add to these standing .difficulties, the abmnormal featurcs of
present days and problem is rendered still more complicated.
Nor are the manufacturers generally in the habit of assisting
Tariff Boards hy furnishing accurate or exhaustive data. ‘I'hus
when the Fordney Tariff was on the tapis, the stcel manufactur-
ers addressed the Committce as this :—“Knowing the difficulty
in securing accurate information as to foreign labour costs,
efficiency and other conditions, and the uncertainty of the
future, we are not able, even if disposed, to dispute your
prognosis of the future as it may appear in this bill.”’ Our
own great steel manufacturing company has put forward a

Yactors affecting the
amount of duty.

*Jeans, “Iron Trade’.
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demand for a protective import duty of 33%4 per cent. This is
alleged to be based upon the prices of the English article
landed in India (Rs. 150 per ton) compared with local cost
of production of Rs. 200. We are mnot informed however
over what period the alleged English price of Rs. 150 has
prevailed, and in what sense 1t is to be regarded as a repre-
sentative price. It is unfortunate that no questions were put
to elucidate the grounds of this basic statement. It was con-
sidered that looking to all the circumstances ‘‘we should be
able under any conditions to manufacturc at that price for a
considerable time.””  We have scen above that Rs. 186 was
admitted to he ““an cxceptionally high cost” ; so that we might
take it that Rs. 200 a ton is a very liberal maximum, especially
as we are assurcd that out steel producers can manufacture and
sell at that price under any conceivable circumstances. But, it
was also stated that this amount of protection is on the whole
adequate only ‘‘against the ordinary rise and fall of prices.” 1In
case of heavy dumping or depreciation of exchanges additional
protection was said to be necessary, and the rcpresentative of
our great steel firm added the rentark:—I would prefer
imposing a higher rate of duty from the start rather than to
deal with it when cmergency arises’”’—a commendable anti-
cipation of all possible future troubles. It was also stated that
the rate of 3314 p. c. was based upon estimates of cost for a period
of five years and with that rate ‘“we should be able to dely
compctition. It is impossible to sce further ahead and after
that period it may nccessary to increase or reduce the duty.”
This idea of a fluctuating tariff is, however, onc not to
be recommended. Moreover, no attempt was made to relate
and co-ordinate this demand for a 33!4 rate with the state-
ment of comparative cost presented later by Mr. Tutwiler.
The proposad rate might be defensible although it looks prima
facie too high ; but it was not supported in the oral evidence
by relcvent figures. Perhaps it would have been better had a
more moderate rate been proposed and had been backed up by
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a fuller statistical case. It might be that the higher figure
actually brought forward was due to a certain misunderstand-
ing. During some of the hearings the President of the Board
repeatedly pointed out to the representative of the steel industry
that ncither interests nor profits could be calculated on what
was sct aside as depreciation.  “‘If the sums written off are for
depreciation in the ordinary sense, then before you attempt to
ascertain what is the sum on which you are entitled to earn
a profit, they must be deducted from the fixed capital expendi-
ture.”” In a word ‘“‘you must deduct depreciation before you
take the capital on which you are going to calculate profits,
otherwise you are calculating the same money twice over.””
Obviously, depreciation must figure either as cost or as capital
expenditure but not in both capacitics.  Ultimately indeed,
Mr. Peterson admitted the reasonable character of this sug-
gestion.  He obscrved : —“After reading the record of evidence
I would alter my answer. I entirely agrce with the President
that if a full allowance for depreciation is madec in the costing
accounts, any sum set aside for real depreciation should not be
taken into account in cstimating the capital on which
profit should be calculated as this has alrcady been
allowed for in the cost.”’ Nevertheless, after making this
admission the speaker did not perceive that, as a corollary,
the rate asked for might be lowered. His genecral con-
tention was that for an industrial enterprise to be considered
reasonably successful it should yield 10 p. c. on the capital
expenditure. In another place he urged, however that 15 p. c.
would be a reasonable profit. ““Capital cannot now be obtained
for new industrial enterprises of this nature unless there is a
fair probability that it will yield 15 p. c.”” As regards these
statements, it might be pointed out, in the first place, that a
very large capital has already been raised for the enterprise at
a lower rate of interest ; and further that a great deal of
the capital is being raised abroad at a much lower rate.
Finally, the proposition before the Board was not sufficiently
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definite. It might mecan that an average profit of 10 p. c. is
wanted ; or that a minimum of 10 p. c. is required ; it might
also mean that a 10 per cent. profit must needs be paid in
periods of great depression like the present, in spite of the
fact that the capital was raised to a considerable extent during
periods of inflation. - These are so many different propositions,
and it is to be wished that the Board had put further ques-
tions to clucidate the exact nature of the main proposition.

The problem of calculating the nccessary rate of profits is
complicated in this particular case by the existence of certain
prior contracts. It has been observed that under these con-
tract; ‘“‘the Tata Iron and Steel Comipany is committed to the
annual supply of large quantities of rails at priccs which, if
accepted by English and Belgian companies, would be described
officially by the ‘T'ata Company as an example of Cumping”’.
The question has also been raised whether with such contracts
running on our great steel producing firm can reap the full
benefits of any protection extended to it. In the discussion
before the Board these objections were not directly met, but
it was argued that, in general, the amount to be supplied under
these contracts was not very large, and that in the case of
some of the purchasing firms the Tata Iron and Steel Com-
pany owned a substantial share in their capital. It could
also Le added that a revision of these contracts was to be
expected shortly ; and further, that this lowering of prices was
onc way of giving a substantial discount to customers pur-
chasing large amounts of the products of the Tata Company.

Scveral proposals were submitted in order to meet the
abnormal competition from countries with depreciated
exchanges. ‘The first proposal was to ignore 25 per cent. of the
depreciation and after that to increase the tariff automatically
in proportion to the depreciation.  Another proposition was
that the English price should be taken as the basic price and
the duty should be so fixed that the total price (including the
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duty) of the imported article landed in India should equal the
price of similar material imported from England. As regards
the first proposal, there is the difficulty that the exchanges are
fluctuating and that in some cases the duty as projected would
rise to cxtraordinary heights. T'o both schemes it might be
objected that they would shut out much—needed imports,
and finally that while they emphasise the advantages for
exporting possessed by countries with depreciated exchange
they ignore their disadvantages due to rising wages and costs.
It cannot be supposcd that while the external price of a
country’s currency gocs on falling its internal price rcmains
stcady. A reference to the recent cconomic investigation on
this subject might be recommended.

One of the main supports of the demand for protection is
the prevalance of dumping. The case put forward that India
Dumping in steel, is the only market open to dumping

in steel at present is no doubt an
overstatement, It might have been argued with much greater
effect that dumping—whether of the sporadic or of the
permanent variety, mist prove particularly injurious to an infant
industry like the steel industry of our country. It ought further
to be emphasised that there is a greater difference between the
influence of dumping on a great exporting country like England
and its action on a country like India of which the manufacturer
depends mainly on the home market. In the former case where
the country largely exports its steel products, dumping from
abroad has its compensations, in as much as much of the dumpe
material is worked up for export to foreign countriecs. It has
been recognized that the supply of dumped raw material has
helped the English stecl manufacturers, and has assisted the
English steel producers to secure or retain foreign markets for
finished goods. 'The disorganization of labour and capital
caused by dumping must, on the other hand, exert a specially
injurious influence upon a country beginning its manufactur-
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ing career. Thus it would appear that the casc for counters
vailing duties against dumping is particularly strong in the
case of India.

Unfortunately, no very satisfactory mass of proof was pro-
duced before the Tariff Board to support the allegations »>f
dumping. The Board seemed far from satisfied with the amount
of information placed at its disposal on the topics of dumping
or of unfair competition assisted hy bounties and subsidics.
We can hardly procced on an imperfect ascertainment of
cssential facts, and a full and careful inquiry in the matter of
dumping is very neccessary. Such an inquiry is rendered more
difficult and exacting by the recent programmes of re-
duction in costs which have been carried out in  so
many countrics.  Mention has alrcadv been made of
the steady and continuous efforts made by the English
steel  producers in this direction with the result that
the producing costs have been brought down last year only
about 25 per cent. above the pre-war level. Drastic reductions
in wagces might also lower costs to an extent which might arouse
suspicion in the outsider. Nevertheless, after making .ample
allowance for all such factors, there remain many significant
indications of dumping. Thus we rcad in the Economist of the
17th February, 1923, that ““the bulk of the heavy steel rroduced
in this country (England) is made at a heavy loss.”’ The same
journal observes as follows in its issuc of the 3rd February of
the same year :—‘“The natural step to take to revive industry is
to reduce prices ; but in the case of the steel trade these had
been so drastically cut in 1921 as to leave little room fcr further
reductions in 1922. Further cuts were, however, made until
prices in many instances were substantially below actual costs.”
The same journal states in its issue of 17th November, 1923,
that ‘‘orders have to be in many cases accepted at unremunera-
tive prices and the financial results arc by no means so good
as the production figures might indicate.”” ‘These are useful
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expressions indicating the course of prices in England. As
regards America the stcel manufacturcrs stated before the
Sclect Committce on Finance, that in 1922 steel was sclling
at 66235 per cent, below the prices current in January, 192I.
The freight costs were double what they had been before the
war, and as regards supplies and materials necessary in steel pro-
duction their prices had also risen hundred per cent. ““Yet we
are sclling our product on practically a pre-war basis, hoping to
stimulate a demand by cheapening our product.” JFiven more
striking and cxplicit was another statement made before the
said Committee. “‘In fact to-day with pig-ifon sclling for 20
dollars, the maker does not realize cnough cash to return him
the cost of his raw materials and freight bills, lic being out of
pocket as to labor cost and overhcad. What is true of pig-iron
is likewise true of finished products made from pig-iron under
the iron and steel schedule, all of which are selling at several
dollars per ton below cost of production”. No doubt, a full
inquiry by the Tariff Board would produce much more cvidence
of dumping of stecl; but those in charge of the inquiry should
not fail to make allowancce for the great reduction of costs
rcferred to above. It is only after making such allowance that
we can arrive at the real cases of dumping.

The balance sheet of protection is a particularly complicated
affair in the case of basic industrics. ‘The items on both sides
of the account are much larger and more
numerous than in the case of other
industries. For example, if protection is
to be given to the steel industry in the form of import duties, the
country must be prepared to shoulder a great burden. The
representative of the industry admitted it himself in gencral
terms. ‘““We realise howcver that until Indian works are in a
position to supply that total requirements of India there will
always be some difficulty in imposing so high a tariff.” This
was a wise and far-sighted admission ; for few countries are in

Burden of protection
dutics on steel.
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the unenviable situation of being called upon to initiate such a
movement towards protection at a time when iron and steel have
become the materials par excellence of every couceivable indus-
try, and when their price forms a very substantial part of most
articles. In a word, we are faced with the problem of protecting
stcel in the very heart of the iron age. Even among basic in-
dustries, iron and steel form a class by themsclves. If protection
is afforded to them through import duties the result will be either
that a great many other industries—almost all nascent ones in
the case of India—will be handicapped, or that compensating
protection must be afforded to all of them for at least a generation
or two. For nothing in the tariff history of any country pre-
pares us to accept the common view that in a decade or so the
steel industry could be made sclf-supporting; it took America
thirty years to become sclf-supporting in the matter of stecl
rails alone. Many of the industries which will thus be handi-
capped are younger cven than the steel industry, e.g., the
enginecering trade; on the other hand some are very old and
fechle, e.g., our agriculture. To say this is of coursc not the
same thing as to assert that protection should not be extended
to stecl; the statement is however particularly relevent us to the
problem of the shape in which that protection is to be given—
whether is is to be given in the form of bounties or of import
duties. 'That problem nccessitates some indication of the nature
and aspects of the burden. There is no difficulty in perceiving
that in granting substantial protectionist duties to stecl we are
entering upon a vista of a series of conflicts between basic in-
dustries. The coal industry is essentially a basic industry of which
the importance cannot be exaggerated ; and there can be no
doubt that our collicries will be seriously handicapped by the rise
in the prices of the steel products essential for their operations.
Protective duties on steel will reduce our steel imports but also
will increcase our coal imports by handicapping our collieries in
their efforts to retain the domestic market. Already the forcign
coal has effected a lodgment in our market, and if we artificially
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enhance their cost of replacing coal machinery, depreciation
allowances, etc., foreign imports of coal will no doubt assume
a dominant position. The collieries will be also hit by the
increase of railway rates which must follow from an increase in
the price of steel. The fact is that the great basic industries
like the steel industry, the coal industry and transportation arc
most intimately interwoven, and we cannot touch the fabric of
one of them without causing serious reaction on the others.
With a rise in the price of steel—and therefore of its product
machinery—our annual capital railway cxpenditure of so many
crores annually would be very substantially augmented to the
detriment of the taxpayer. As it is, we have put up our rates
very high, and still we are not out of the period of, railway
deficits. Morcover, it is at present imperative not only to push
forward new construction but to make good the depreciation
brought about during the war period. It nceds scarcely be
pointed out that the steel industry itsclf has been a great sufferer
from the railway disorganisation and the rise of freights. Mr.
Peterson was asked by the Tarifl Board how the railway dis-
organisation had raised the cost of production of stecl. He
answered:  ““it is chiefly in the cost of coal. We
consider that the present high cost of coal is an artificial
price caused largely by the shortage of waggons.”” It
was explained further that the amount of coal demanded
by our industries cannot at present be handled by the
railways and that the effect of the railway disorganisation is
that the supply of coal is short and that hence the price rose
high. The higher prices of steel coal and transportation will
affect adversely cvery other Indian industry. ‘Thus, the agri-
culturist will have to pay higher price for his implements,
because the producers of agricultural machinery will require
compensating protection; the manufactures of galvanised sheects
will similarly increase the prices of a material which is now so
largely used in the construction of the peasants’ dwellings.
Among other things, the agriculturist will be affected by any
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increase in the cost of the construction of irrigation works, and
one has only to remember the immense potentialities of irriga-
tion in India. The Port Commissioners have emphasised before
the Tariff Board that they utilised steel ““for an unusually large
number of purposes’’ and in ways which demand varying degrees
of fabrication. They asserted that the proposed tariff on steel
would entail a great additional burden on them. “They pressed
for the exclusion of fabricated structural stecl at least from the
proposed tariff, since otherwise ‘‘all plants imported into India,
a great part of which cannot now be produced in this country
would be enhanced in cost, the effect of which would be extreme-
Iv serious.” It might have been added that any great increase in
the price of structural steel would tend to emphasise the stagna-
tion of our building operations and would affect adversely the
numerous occupants of our urban houses flats and mansions.

Some idca of the compensating duties which would be claimed
if protection on ordinary lines is given to.steel can be obtained
from the evidence of Mr. T. Gavin Jones, President of the
Upper India Chamber of Commerce, who appeared. before the
Fiscal Commission as representing the Mechanical Engincering
trade. He agreed that iron and steel trade should be assisted
by import duties but he wanted much higher duties to be put
on the manufactures of the finished articles made from steel.
Accordingly he suggested a tariff on the following lines :—

Per cent.
Pig-iron . 2%
Iron and Steel, wrought ... . 7%
Machinery generally ... 15§
Textile machinery ... Io
Agricultural machinery . 5
Railway plant ... .. 15

He was of opinion that the steel industry would not require even
a 20 per cent. duty or anything like it ; but he insisted that, if a
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30 per cent. duty was given to it he would add 3o per cent. at
least to his other requirements as stated above. His idea was
that lower rates should be given to textile machinery because we
are not likely to be able to manufacture it in the near future ; on
the other hand, railway plant could be manufactured in India
now and it should be devcloped as rapidly as possible;
consequently it coul justly claim a higher duty.

It is obvious from the above considcrations, that any pro-
tection given to the steel industry should be both moderate
and cssentially temporary so as not to obstruct the develop-
ment of other industries. In connection with this conflict of
intcrests, a suggestion thrown out by Sir Campbell Rhodes and
accepted by scveral expert witnesses before  the Fiscal
Commission descrves  consideration. It is to the effect
that the same flat rate of duty should be imposed
upon the products of the basic industry and of the
finishing industries. ‘I'hus to take an illustration, a 15 per
cent. duty might be put on steel, machinery, railway plant
and rolling stock ; this will adjust in an cquitable way the
claims of all these industrics for protection. The steel industry
would in the result obtain a protection of 15 per cent. The
industry making machine tools will not be hampered much,
because, although it has to pay 15 per cent. more on all the
steel it uses, yet the cost of stecl is only a small part of its
total cost of production. Supposing for the sake of example,
that the cost of steel formed onc-tenth of the total cost of the
machine tool (of course in practice it will form a much
smaller proportion) the machine tool industry under this
scheme loses 1% per cent. but obtains a protection of 15 per
cent. t.e., 1t has a net protection of 131 per cent. Needless to
say that all the figures used in this illustration are purely
hvpothetical.

It was the certainty of these endless conflicts of interest
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between industries which would be the neccssary consequences
of the required heavy stecl tariff
that led the Fiscal Commission to
rccommend bounties as the Dbetter way of assisting
basic industries. This view can be supported both on
theoretical and practical grounds. On the theoretical side it
would be difficult to apply the young industry argument validly
to a particular industry at the cost of keeping back the
development of numerous nascent  industrics—many of them
also key industries. Again in the present keen international
competition the laurels will remain with that country which

Case for bounties.

can soomnest reduce its costs of production. Now, it is well
known that bounties afford a much greater stimulus to the
1cduction and lowering of costs. ’I'he public-spirited manage-
ment of the Tata Iron and Steel Company have always
highly appreciated the superior advantages of a bounty :—“1In
our original application to government we suggested that the
assistance required by the industry could best be given in the
form of a bonus on production, and we would still prefer that
a modcrate duty of, say, 15 per cent. should be levied on
foreign steel and the balance of the protection required should
be afforded by means of a direct bonus on production, the finan-
cial assistance requured being obtained from the proceeds of the
duty suggested.” The demand cannot be deseribed as un-
reasonably high as starting point of a careful investigation,
though impartial study by the Board must lecad to a
tangible alteration of the figures proposed. From the
point of view of steel producers themselves, it can  be
easily scen that bounties are preferable to duties. ‘There is no
industry in which the economics of massive production and
of multiform standardisation are so important as in the steel
industry. A large and rapid increase in home consumption is
essential for the continuous prosperity of our steel industry.
The greatness of the American steel industry was made pos-
sible by the increase of consumption of steel per capita from
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20 lbs. to 500 Ibs. within less than half a century. The
devclopment of cconomie$ in the industry assumes the growth
of other industries which furnish the market of its products.
Hence 1t is not in the permanent interests of the steel mdustry
that other industries should be kept back by a rise in the price
of their principal raw material—steel. ‘T'he representative of
our steel producers was therefore wise in expressing his pre-
ference for boumntics. No doubt, protectionist import dutics
would enable the Tata Iron and Steel Company to continue to
exist, but bounties would help them to develop into greatness.
This considcration is the more important in India, since our
industries are few and young, and in no position to bear the
heavy burdens of a rise in the price of steel, of coal and of
transportation.

There is another reason why bounties would prove miore
attractive to our steel manufacturers than import dutics.
Having asked for temporary protection they had to propose a
gradual reduction of the import dutv in about fiftcen years.
But, as is well-known, the gradual reduction of import duties.
might affect protection in unexpected and uncertain ways.
Under conditions of continuously falling prices a reduction of
the duty might abnormally stimulate foreign import, especially
if the duty is ad valorem, whercas with a bounty on produc-
tion the protection to the industry is certain even though
being reduced by stages.

From the national point of view also, under the cir-
cumstances there are special facilities and conveniences for the
usc of bounties. We have to dcal with only two or three great
individual establishments in the industry which are ably managed
and cannot be accused of any want of zeal for industrial
development,  They themselves have asserted their preference
for bountics. We have also special facilities for giving indirect
bounties, as has been suggested; there might be a guarantee
of government orders for a term of years, the price to be
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based on the costs of the Tata Iron and Stecl Company; the
railways too might contribute their share to the bouuty by
revising gencrously their contracts with the Tata Iron and
Steel Company. By a resort to such methods the direct burden
of the bounties on our Treasury might be reduced. It has
been seen how the indirect sacrifices required by the applica-
tion of protection to ordinary industries arc multiplied in the
case of basic industry ; and how the argument in favour of
bounties (as against import duties) is weighted and made
much stronger in these cases. This combination of the
theorctical and practical advantages on thce side of bountics
has led scveral countries in recent years to utilise bounties on
iron and stcel production. Thus in Australia by the Iron and
Stecl Products Act of 1922, the following bountics arc to be
paid unless the profits of manufacture alrecady cxceeds 15 per
cent. per annum on the capital employed.

Feneing Wire oo A2-12 per tou.
Galvanised Sheets .o A2-12 )
Wire netting v £3-8 »

It might be added that at the same time the import dutics
were reduced to some extent. In New Zcaland the Iron and
Steel Act of 1914 which sct aside £r150,000 for the payment
of royalties of 12s. per ton for pig iron, puddled bar iron and
stecl produced from bar iron and 24s. per ton for steel'pro-
duced dircct from the furnace in New Zealand has been
extended to the year 1931.  South Africa has fixed bountics
to be paid in respect of pig iron and stecl produced in the
Union. The bounty consists of 1s. 6d. a ton for the first
three years, 155. per ton for the next three years and they are
then annually reduced by 2s. 6d. a ton till the payment of
bounty ceases after eleven years.

The proposed Indian system of bounties might well be
something along these lines, although there is no reason in
our case why the bounties should be raiscd gradually. It was
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necessary in those Dominions to begin slowly in order to see
whether a substantial amount of production would respond to
the offer of bounties. In the case of India there is no such
necessity because the Iron and Steel industry has already
showed its capacity for growth during the war and has asserted
its claim to be supported through an cpoch of temporary
difficulties by means of bounties.

The experience garnered by the United States Tariff
Commission ought to be of high value to us in India, both as
regards the proper attitude to be

Lessons of anti-dump-  gheorved by the inquirer in the matter

ing legislation.
of dumping, and as regards the right

lines of anti-dumping legislation. T'hat commission regards the
existence of “‘a tendency to complain indiscriminately, not only
of those methods condemned everywhere as unfair, but also of
every form of successful forcign competition.”” It refuses to
accord its sanction to such complaints of dumping, because en-
couragement given to such suggestions would upset legitimate
business and would provoke retaliation abroad. It suggests some
criteria of dumping which should indicate when price-cutting
could be said to amount to dumping. ‘‘Ordinary price-cut-
ting and underselling arc so universal, both in domestic and
foreign fields, that it is taken for granted that restrictions ,are
contemplated only when their practice is accompanied by
unfair circumstances or by unfortunate public consequences.”
Our inquirers into the phenomena of dumping would do well
to bear in mind thesc criteria. ‘They should investigate whether
the price-cutting is accompanied by either unfair competitive
devices or by injury caused to our industrial development. A
useful commentary upon the dictum of the Commission is
furnished by the Australian legislation on dumping. That law
would guard against such foreign competition as would lead to
the curtailment of production in Australia or to the labour em-
ployed in Australian industries being remunerated inadequately.
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To do justice to the Indian steel producers, it must be added, that
their representative before the Fiscal Commission regarded
foreign competition in a wisc and tolerant spirit. Regarding the
fact that in some cases the export prices of American and German
goods arc lower than the home prices he remarked :(—*I don’t
know whether I can call it dumping. It is an endeavour to sell
in the market outside at a lower price. There is nothing un-
reasonable in it. We should also do it if we had a chance.”
It is, indeed, not unlikely that Indian pig-iron has been sold
abroad on occasions at a lower price than it commanded at home.
On the other hand, all will agree that it is not necessary, in
order to prove dumping, to establish any actual intention to
injure, destroy or prevent the establishment of a domestic
industry. Such an intention cannot be said to form an essential
clement of dumping. The ordinary motive of the typical
dumper is only to sustain his production at its full capacity
by disposing of his surplus stocks abroad at low prices.

As we in India have had, so far, little experience of anti-
dumping legislation, it is instructive to glance at some of the
difficulties of such legislation as well as to indicate some of the
methods cmployed and suggested with the object of making it
a success from the point of view both of the domestic producer
and consumer. To take an example, it is gencrally admitted that
the Canadian anti-dumping ilaw has been a success; but the
the administrators of that measure enjoyed the great and peculiar
advantage of close geographical proximity to the United States
whence the dumping mainly orginated. As a conscquence, they
enjoyed great facilities for procuring dependable information
as regards the domestic valucs of the dumpced goods. Had the
Canadian law been directed chicfly against dumping from over-
seas the task would have been far more complicated owing to
the complexity of world-wide forcign prices of imported articles
This is indeed, one of the main difficulties of anti-dumping
legislation—how to secure information as to the values placed on
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the dumped goods in their home market. With the object of
getting over this difficulty the government of the United States
deputed special customs officers to Europe. In any particular case
referrcd to them, they would visit the exporter and request full
information as regards his prices. If the exporter declined to
give such information the dumping duty was applied to his
goods. ‘There arc further complications to be reckoned with.
Creat skill is required to fix the dumping duty at the proper
level. It must not be higher than what is strictly necessary,
because then there would be differential taxation which might
injure the domestic consumer. On the other hand, it must be
high enough to prevent dumping. For as Prof. Dictzel has put
it, low duties “‘afford no security that the flood due to over pro-
duction in other countries will not wash over the tariff wall.”’
One has to consider carefully not only the effects of the pro-
posed duty on the supplies actually dumped into our country,
but on the scale of production abroad and thus on the foreigner’s
potentialitics of duwmpmg  Care should also be taken as regards
the sclection of the proper type of duty employved. It has
been wrged by Dr. T. . Gregory that “If the duty is ad valorem
and not specific the danger of dumping is greater from the
standpoint of the protected arca than from that of the unpro-
tected.” 'The reason is that with ad valorem duties, the lower
the price placed by the dumper on his goods, the less he has to
pay. In a word, a premium is placed on intensive and heavy
dumping.

The chief lesson to be derived from the anti-dumping
legislation of Canada consists of the methods in which it has
tricd to prevent the law from needlessly raising prices to the
consumer. ‘Thus, the law is limited in its application to goods
“of a class or kind produced in Canada.”” Even so, it has becn
observed with justice that its provisions should not have bcen
extended to articles on which otherwise there are no duties, i.e.,
those admitted duty free. There are other provisions of the
Canadian law which make for the required elasticity in its appli-
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cation and administration. ‘“‘Some consequences of too sweeping
an enactment were avoided in Canada by the provision that
the minister of customs by regulations mav allow the temporary
excemption of goods froin the dumping duty, if the minister 1s
satisfied that similar articles are not made or sold in Canada in
substantial quantities to all purchasers on cqual terms under like
conditions.”” ‘This provision is dirccted against monopolistic
tendencies in the domestic industry. ‘I'herc are other articles
as regards which a temporary excmption of their imports from
the anti-dumping duty has been provided for—when the
diffcrence hetween the fair market value abroad and the selling
price to the importer is only a small per centage of the fair
market value. All these provisions tend to prevent an undue
increase to domestic consumers of the prices charged {for imports ;
and the United States Tariff Commission has recommended the
drafting of siilar elastic provisions in the case of anti-dumping
legislation in their own country. In the same spirit, it must be
remembered in India, that the object of anti-dumping laws is
merely to check dumping, and not to grant indirectly or inci-
dentally an instalment of unnecessary protection nor to extend
preference to the wares of any country.

A comparison of the Canadian legislation and that of the
United States on the subject leads to the conclusion that
administrative remedies to prevent dumping are superior to the
penal method—of penalising and punishing the dumper. Under
the American Act of 1916 the dumper was pronounced guilty of
a misdemeanour and might be fined and cven imprisoned.
Experience showed however that a good deal of what could
fairly be termed dumping could not be brought within the scope
of the law and the cxactitude both of legal language and proce-
dure made it extremcly difficult to secure convictions. Australia
has so far improved upon the American model that on a com-
plaint of dumping being certifiecd by the Comptroller-General,
the Minister might refer the matter for the decision of a judge.
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Publicity is secured by the provision ‘‘that the judge shali sit
in an open court”. ‘“He shall be guided by good conscience
and the substantial merits of the case, without regard to legal
forms or technicalities, or whether the evidence before him is
in accordance with the law of evidence or not.”” He can pro-
hibit the importation of the article or allow it subject to restric-
tions and limitations. In any case, it is advisable that ‘some
judicial or, better still, a quasi-judicial and expert committee
should be vested with the jurisdiction to investigate and report
upon specific complaints of dumping. In India we have the
Tariff Board which can be utilised for this purpose.

Our survey of anti-dumping legislation abroad has provided
us with some lessons which might prove of value to India.
Should anti-dumping legislation be contemplated, grcat care
should be taken in laying down the true criteria and distinguish-
ing marks of dumping. As far as possible the lecgislative
provisions might be made of such an clestic character as
to prevent an unnccessary increase of prices to domestic
consumets. The business of ultimatcly pronouncing on the
existence of dumping should rest not with administrative
officials solely but with an expert body which should not
be unduly tramclled by legal technicalities. Apart from
this, however, considerable discreiion should be left with
administrative authorities, who should also be supplied not only
with specialist appraisers at home but with investigating agents
to conduct enquiries into prices abroad.

The history of glass industry in India is remarkable, both

for the uniform failure of the earlier experiments and for the

Indian glass-industry : tenacity with which, undeterred by these

its  advantages and failures, more industrialists have em-

difficulties. barked on fresh experiments. At present
there are over twenty glass-works in India.

The advantages which have steadily attracted such enter-
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prise arc obvious. As rcgards the sand and lime used in the
manufacture, fairly satisfactory qualities are readily available,
although there is some cvidence that the sand and coal obtained
in continental countrics for the same purpose is of a superior
quality. Again, labour in India is cheap and readily obtainable.
It might also be added that the natural protection enjoyed by
the local industry is unusually great—glass being both a heavy
and a fragile article. India presents to the imports of glass the
disadvantage of long distances, while it affords to the compara-
tively small local establishments the benefit of markets in their
near vicinity. ‘The industry obviously enjoys a great deal of
natural protection.

But, as is the case with every infant industry, there are initial
difficulties to be reckoned with. Its foreign rivals can produce a
cheaper output on account of the advantages of larger and better
organised factories, efficiently trained labour, long experience
and the employment of labour-saving machines. ‘They have the
benefit, for example, of automatic blowing and pressing
machines. If the local industrialist tries to purchase such
machinery he has to pay a very high price because such price has
to cover the payment for patent and royalty. It is also to be
noted that some of the chemicals both for colouring or purify-
ing glass, as well as onc of the three basic materials, namely
soda ash, have to be imported, although the cstablishment of
the soda ash industry in India might in future reduce this handi-
cap. One of the great difficulties is that of training skilled
hands. Indeed, it was argued before the Fiscal Commission that
the difficulty of training new hands would itself countervail a
protectionist duty of 25 per cent.  The local cost is also increased
by the necessity of employing glass technologists, a measure
which is very nccessary because as the Indian Industrial Com-
mission observed ‘‘the glass-indusrty, even in its simplest form,
is highly technical and can be efficiently carried on only by
scientifically trained managers and expert workmen. The
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present state has been reached by importing men, only partially
equipped with the mneccessary qualifications from TFurope and
Japan.” ‘Then again, there are difficulties relating to the design
and construction of furnaces and the manufacture of crucibles
and pots. The making of crucibles has not been locally taken
up at all, while the complaint has heen made that the crucibles
from Japan are costly and not very satisfactory. Finally the
location of some at least of the factories has not been seclected
with conspicuous skill. Sir Alfred Chatterton observes that ““‘the
sites for most factories have initially been sclected regardless of
the fact that the assemblage of the raw materials would involve
heavy transport charges.” Indeced, such mistakes are only to be
expected when an industry is in its infant stage, when the cco-
nomies of its industrial siuation have yet been imperfectly
studied and when there are so many complex considerations (o
be taken into account in selecting a proper locality. Different
situations might appear suitable according as we take into
account vicinity to the fucl coming from coalfields, or proximity
to the source of the required sandstoncs, or necarness of market,
or availability of labour. Other matters, too, have to be looked
into ,like distance from the scaboard where forcign competi-
tion would be greatest. Other authoritics besides Sir Alfred
have cemphasized the necessity of greater foresight in the sclec-
tion of sites for glass works in India. ‘T‘hus in his “Notes on
Glass Manufacture” Mr. C. S Fox writes: ‘A largc number
of the existing glass works in India have been erected without
sufficient attention to their normal working cconomy. In some
instances the raw materials and coal arc brought long distances
by rail. In other factories due consideration has not been given
to the variety of glassware in the greatest demand in the
neighbourhood of the works. Consequently, the resuit has been
that cither the cost of production is high or the freight charges
on the finished goods are heavy.”

In spite of these difficulties, the Indian Glass industry can
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claim to have made satisfactory progress. ILabour has been
trained for the ordinary work of
blowing. Again, we now possess mecn
trained in the work of the construction
of ordinary types of furnaces and in the mixtures and recipes for
making ordinary glass. We might be said to be successful in
producing the simpler kinds of glassware, such as globes,
chimneys, tumblers, bottles, and coarse bangles. On the other
hand, as has been said, we arc still lacking furnace or chemical
experts of real merits, and it can be added that there are very

Progress achieved by
it

few trained managers in the industry.

Undoubtedly, the industry descrves to be assisted by the

state. ‘This help can be rendered in a number-of ways. A great
many authoritics recommend the erec-

Methods of assisting

glass-industry. tion and working of n government glass

factory. ‘The functions of this factory
should consist of developing the technology of glass manufac-
ture in India and of training up experts and managers for the
local glassworks. This function cannot be left even to a
subsidised private factory since such gn establishment would
naturally attach more importance to profits than to experi-
mental work. Another direction in which assistance might be
found to be suitable on inquiry, would be by allowing a
specially low classification to glass in transit. On this point
too all experts are agreed. A special reason for this transport
concession appears {o exist in the case of glass. Sir Alfred
Chatterton points out that railway rates are charged on gross
weights and the ratio between the net weight and gross
weight of glass packed for transport is usually very low.
Tt is also alleged that recently the railways have raised the basis
for calculation of weights for a waggon-load. For cxample, for
a waggon of 16 tons, they formerly took the basis for calculation
at 81 maunds the goods being bulky ; at present they take at
120 maunds. It is also to be noted that freight by steamer is
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much lower then the railway freight which the local manufac-
turer has to pay. If after assistance has been granted along
such lines it is felt that more help is necessary moderate import
duties might be considered, the reason for keeping protection in
this direction at a moderate level being that the local factorics
can supply a very small fraction of the total demand of the
country and under such circumstances to put a heavy import
duty would be to burden the consumer unduly. Much discri-
mination should also be used in applying the proposed protec-
tion to the proper grades of glassware. It is a fallacy of
ambiguity that the infant industry argument compels us when
helping an industry to help every grade of it. In any case,
as regards glass manufacture many of the higher stages can
hardly be said to exist, and we are not yct manufacturing to
a tangible extent—shcet or plate glass or table glass.

The desirability of protection to the sugar industry has
been recently engaging the attention of the Indian Sugar Com-
mittce. The application of tariff assistance in this direction is

Problems of the sugar ~ Derhaps the most complicated problem
industry. \which the Indian protectionism has to
face. In general, protection is employed to overcome difh-
culties of the manufacturing phase. But the difficulties
in the way of thq Indian Sugar Industry are manifold being
partly connected with the land-system, partly with the methods
of agriculture and partly with the system of manufacture. We
can thus perceive what an abnormally heavy task will be
set to protection when it is called upon to make the sugar
industry a success in India. The agricultural handicap is itself
of a formidable character. Mr. Wood of Messrs. Parry and Co.
told the Indian Fiscal Commission that assistance should be
given in the way of nursing the raiyat and teaching the raiyat
to grow the right kind of cane. He also observes that unless
India can grow cane in large blocks it can mnever produce
sugar cheaper than the foreigner. ‘This evidence was
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supplemented by that of Mr. Shakespeare, an eminent expert
representing the Indian Sugar Producers’ Association.
He observed that there were certain natural disadvantages under
which the Indian industry sucers. Of these disadvantages the
greatest is ‘‘the climate. The growing period is very short.
We have a dry cold winter, then a very hot spell, then very
heavy rain and then cold again. I am speaking of Northern
India. The climate is much more equitable in the South, in
the Peninsula. But taking Northern India it is very far from
being an ideal cane-growing: climate. . . . If we get the
field-yield that Java does, I do not think there will be any
question of protection.”” Similarly, the Indian Sugar Committee
of 1920 ascribed much of the superiority of Java in the matter
of producing sugar to the methods of cultivation and to the
efficiency which has been brought to bear on the agricultural
side of the sugar industry. Mr. B. J. Padshah also in
his brilliant supplementary mnote to the report of that
Committee emphasises the necessity of organised improve-
ment in present cultivation. He would trust to science
and capital to make up for the deficiencies of soil and climate ;
Much also depends on improvements on the side of land-tenure.
“If the system of land-tenure in the country permit the putting
up of large factories and if the requisite enterprise, capital and
science be forthcoming, the modern method of attacking the
sugar problem would in India without the addition of a single
acre of cane-lands and without any improvement in the methods
of cultivation continue to give the present supply of gur and add
700,000 tons of white sugar to the production of the country
without extra cost.”” ‘The majority of the Committee, too, laid
the greatest stress on agricultural improvement. Thus its
“recommendations throughout have been aimed at securing the
extension of cane-cultivation and, what is far more important,
the adoption of improved methods both of cultivation and of
manufacture. . . . . We fear that any increase in the duty
might result in bolstering up an inefficient industry to the
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detriment of the consumer; and that secure behind the high
protective wall factories in India might make no effort to reach
the standard of those in other sugar-producing countries, notably
in Java, where the industry has been able to dispense with any
protection subsidy or assistance from the government.”” Without
going so far as the Committee, we can with advantage note
that the soundness and development of the sugar industry is
largely a question of agricultural organisation and method.
Bofore the Indian Fiscal Commission Mr. Shakespeare him-
sclf lhas accounted for the superiority of Java in the sugar
industry by pointing to ‘‘the climate, the fertility of the soil, and
the wonderful organisation of industry. It is one of the best
organised industries of the world. They spend an enormous
amount of money on the industry,—not the government, but

the industry itsclf.”’

We might now turn to consider the proposals made as
regards the amount of tariff-protection by the experts represent-
ing the sugar interest. ‘Their view was that “‘under the present
conditions the industry would require permancnt protection.’”
If, indeed, it is added, conditions improve and the cost of pro-
duction is greatly reduced the protection might perhaps not
be permanent. But this reduction of cost of production is
“hound up to a great with what the Government is
able to do in the direction of growing cane. It is
mostly on the agricultural side that we are so far behind.”
In fact Mr. Shakespeare’s evidence emphasises at every step
that it is agricultural development which is wanting and ue
would invoke protection, in order to remedy this weakness. He
goes on to add : —‘‘On the manufacture side, I think we come
fairly close to Java; but on the field side we are a long way
behind, and that is of course the most important side of the
industry really.”’

This line of reasoning implies that the state should start hy
assisting the sugar industry with heavy protection (33% per cent.
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has been proposed by Mr. Shakespeare). The state should then
attempt to improve agricultural conditions and tenures, and
since this is likely to be a very long-period affair the claim is
put into permancnt protection. It was also asserted that
“‘even if a permanent duty is maintained and the cost to the
consumer is increased, it would be to the national advantage of
India to develop the industry.”” It should be noted that while
the experts had claimed a duty of twenty per cent. before the
Indian Sugar Committec, they raised the proposal to 335 per
cent. before the Fiscal Commission.

It is interesting to cnquire how far the Sugar Industry of
India benefited by the increasced prices and higher tariffs of the
post-war period. As the Indian Sugar Committee observe “‘the
present duty affords a very substantial measure of protection to
the Indian Sugar industry’’. Nevertheless the industry has not
been able to take full advantage of the stimulus on account of
the then existing difficulty in obtaining new machinery. It was
also noted that companics registered in the United Kingdom lost
any benefits that might have been accrued by the high prices
owing to the operations of the British Excess Porfits I'ax. In a
word, the conditions were so abnormal that the benefits of the
additional protection could not be sccured. Morcover, cven the
period following the war has presented abnormal features and
disturbed conditions. As the Indian Sugar Committee has point-
ed out, in a single year sugar has been quoted in New York at as
high a rate as 23 cents per 1b. and at as low a rate as 7 cents;
estimates for a thousand ton sugar factory were quoted at
£220,000 in one month of the year and at £350,000 in another
month of the same year. During the samec ycar the price paid
by the Upper India Factories for their canc rose from 4% annas
to 12 annas per maund. With such an accumulation of
disturbing factors it is naturally difficult to trace the effects of
high prices and increased duties.

Opinions are far from agreed as to the cffects which a
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protectionist duty might have in the way of burdening the

Burden of protection consumer. ‘There is of course no doubt
to the consumer. that the consumer of the refined sugar
must pay a higher price under a protectionist regime ; the
question, however, is how far the duty on sugar is likely
to affect the price of gur. Mr. Shakespeare argued that
‘‘eating gur has a separate market of its own. These gurs do
not fluctuate to the same extent as what we call refined sugars.
When refined sugar was at a very low rate, ecating gur was
selling at a very special price. They are sweetmeats and they
are eaten in the form of gur.”” On the other hand, there were
experts on the Bombay side who expressed the view that ‘‘if
the protective duty is imposed on foreign sugar, the first effect
will be the rise in price of gur.”” It is difficult to decide where
doctors disagree. But general economic considerations would
show that import duties generally raise the price not only of the
imported article but of its local substitutes. We do not imply
that the price of refined sugar and of gur will rise by exactly
the samc amount. Allowance must be made for differences of
quality ; but there can be no doubt that the protective duty on
sugar must raise the price of gur; and any rise in price of gur
implies that we shall be taxing an enormous number of consumers
for the benefit of a comparatively small industry.

In the same connection a question has been raised whether
the beneficial results of protection to refined sugar as regards the
national interests in general are not being exaggerated. As Mr.
Sahasrabuddhe, the representative of the Bombay Agricultural
Graduates’ Association argued, the object of putting import
dutics is to discourage import of those manufacturcs for which
the raw material exists in the country and is either wasted or
cxported. But in the case under consideration although the
raw material is produced in the country it is more than fully
utilised. The gur is a perfectly healthy and good article for
human consumption and there is no special advantage to the
country in turning gur into sugar. It must be admitted that
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there is much to be said for the views of Mr. Sahasrabuddhe.
But regard is to be had on the other hand to the fact that India
is importing increasing and enormous quantities of refined sugar.
‘This implies that the class of consumers which would use refined
sugar rather than gur is increasing and also that the standards
of consumption are changing. Morcover India is capable of
producing enough cane not only to supply the present consump-
tion of gur but also to feed large manufactures of refined sugar.
‘There is undoubtedly a case for encouraging sugar manufac-
ture by all judicious means.
A great deal of hesitlation will naturally be felt before ex-
tending protection to the sugar industry. The first considera-
An  accunmlation of tion that will strike the enquircer is that
difficulties. the protection claimed is very high
and even if it is not permancnt, it will have to endure
for 3 very long time. Then again the mnaturc of the
difficulties in the way of the development of the industry is
such as to render it unmlikely that they could be removed by
protection. ‘The problem is, as we have stated above, mainly an
agricultural one. The sub-tropical climate of Northern India,
its system of land-tenure and the fragmentation of holdings are
the main difficultics which make an cxtension of the system of
large factories difficult. It cannot be said that protection can
with advantage be employed to remedy such an accumulation of
difficulties. Then again, Java has some other advantages of
a less desirable sort. ‘The sugar-manufacturer there is able to
scll cheap because he is enabled to control both the agriculturist
and the labourcr. It can hardly be supposed cven by the
stalwarts of protectionism that protectionist assistance will be
able to counterbalance all these advantages. A further difficulty
has to be faced in extending protection to this industry in the
shape of the abrupt and cextraordinary fluctuations in the world-
price of sugar ; as a necessary conscquence of these any protec-
tion afforded to the industry will also have to be an exceptional
and varying character.



LECTURE VI.
PROTECTION AND FOREIGN CAPITAL,.

It was perceived very early in the history of protectionisar
that one of the fundamental conditions of the success of any
experiment on that line was the ad-
Highest authoritics— mission and utilisation of foreign capital
protectionist or free and organising power. A serics of high
trade—favour free entry . .
of foreign enterprise and authorities could be quoted in favour of
capital. this view, ranging from List who im-
parted 1its present character to the
protectionist theory to writers of the same side who are our
contemporarics. One of Lists’ criticisms of Adam Smith is to
the cffect that ‘“‘he has not taken into account, that by the
policy of favouring native manufacture a mass of forcign capital,
mental as well as material, is attracted into the country.”’™
List emphasizes the peculiarly advantageous position occupied
by the United States of Amecrica as regards the adoption of
protection owing to the fact that they could depend more than
any other nation on attracting to themselves English capital,
artificers, men of enterprise and workmen. So mnecessary did
the inflow of capital scem to him for the success of a protec-
tionist policy that, in his view, ““duties ought only to be increased
in the ratio in which capital, technical abilities and the spirit
of enterprise are increasing in the nation or are being attracted to
it from abroad’”. Finally, he would regard protection itself as
the best instrumentality for securing the nationalisation of the
foteign capital employed in the country.

Not less favourable were the views of another protectionist
classic—Alexander Hamilton—to the admission of foreign

*List, op. cit., pp. 183, 250-251 and 297.
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capital :  “‘It is not impossible’’ he observes ‘‘that there may be
persons disposed to look with a jecalous eye on the introduc-
tion of forcign capital as if it were an instrument to deprive our
own citizens of the profits of our own industry. But perhaps
there never could he a morc unrcasonable jealousy. Instead of
being viewed as a rival, it ought to be considered as a most
valuable auxiliary, conducing to put in motion a greater
quantity of productive labour and a greater portion of useful
enterprise than could cxist without it. It is at least evident
that in a country situated like the United States, with an
infinite fund of resources yet to be unfolded, cvery farthing of
foreign capital which is laid out in internal meliorations and
in industrial establishments of a permanent nature is a precious
acquisition.”’

The views of Carey and Roscher in favour of regatding the
introduction of foreign capital and talents as indispensable to
the success of protection have been thus summarised :—‘One
can say that the industrial transformation of the states entering
economic civilization after others is due to forcign capital. On
this matter, Carey and Roscher are in agreement.” Tndced the
same authority adds that, in cffect, the orientation of national
activities towards industry depends much more on the avail-
ability of capital than on the effects of protection as such.*

The pages of writers like Grunzel (who have made a
special study of ‘‘commercial policy’”’) might be ransacked
in vain for reliable weapons of the protectionist armoury
to be utilised against forcign capital or enternrise. Grunzel
does mnot approve of foreign influence entering along the
foreign capital, but he would not employ any means by which
“‘the country would be deprived of that productive factor which
in the course of modern development has become most import-
ant”’. He further admits that the various devices adopted by
Germany to prevent the denationalisation of certain great enter-

*Fontana-Russo, op. cit.,, p. 201.
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prises like the Hamburg—America line proved to be failures.
In view of the recommendation made by the Minority of the
Indian Fiscal Commission that a certain proportion of directors
should be citizens of the country, it might be noted that similar
measurcs were adopted and proved uscless in Germany. “It
ivas along this line that were re-framed the statutory changes
relating to this Hamburg—America Line in 1go2. But even this
device docs not afford certain protection. When a majority of
the shares are in the hands of foreigners it will not be difficult
to find citizens for all the important positions, who will obedient-
1y follow the dictates of those whom they serve.”” In fact
Grunzel is highly optimistic and argues that foreign enterprises
always end in being absorbed by the country in which they are
started and that it is unnecessary to adopt any special policy for
nations with that object. ‘“The purely private economic enter-
prises will succumb of themselves to the nationalisation process
when the time comes. No encouragement in th's direction
through cconomic protective measures has proved itself desir-
able.”’*

Thus the great protectionist writers, with the lessons of a
century of protectionism before them, cannot suggest any means
of keeping out foreign capital and enterprise, nor indeed do they
think such an object a desirable one. On the other hand they
speak in terms of approval of the encouragement afforded to the
immigration of foreign business cnterprise. Thus, Grunzel tells
us how after the enactment of the customs tariff of 1906 was
broughtabout in Austria, the central committee for the promo-
tion of the industrial development of the Erzgebirg district
addressed a circular letter to the German Chambers of Commerce
setting forth that their region offered most favourable oppor-
tunitics for the establishment of branch factories. * Similarly
he adds that in Russia the textile industry of Lodz owed its
flourishing condition to Austrians and Germans who were no

*Grunzel, op. cit., pp. 262-206; 330.
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longer able to market their goods on account of increased duties,
Thus, on the one hand the expericnce of foreign countries 1n
the matter of restrictive measures adopted against foreign capital
is not of an ecncouraging character, while on the other hand
those countries which have admitted foreign capital and enter-
prise have Denefited by such action.*®

Apart from the importation of foreign capital, the next
important financial resource of protectionism is perceived by the

continental economists to be ‘‘the
. transformation of capital’’, i.e., its trans-
Employment of foreign

capital, the condition ot fercnice from unprotected to protected
the success of Protection. 1 ¢ strics. It being abundantly clear

that protection cannot by itself add to
the capital, the only alternatives are either to import
capital or to transfer capital from old industries to the new
and protected manufactures. There is always some friction
and loss in this process of transference of capital. The danger
is greatest when the protection is of a heavy and indiscriminating
character. ““That sort of protection will be always condemnable
which, on account of its intense and irrational nature, causcs a
withdrawal of capital from its normal cmployments in order
to transfer it to thosc employments which cannot give good
results were they deprived of artificial support’”’. On the other
hand if protection withdraws capital from less rcmunerative
industry to such industry as may after a short delay, and with-
out artificial support yicld higher profits, such a policy is
praiseworthy.

We have already rcviewed the possible directions from
which capital resources could be possibly obtained in the case
of India to assist a development of industries based on protection.
We have seen that we cannot expect much from what is called
the hoarded wealth; and that we could not and should not
expect to divert agricultural capital and savings towards manu-

*Grunzel, op. cit., pp. 271-272.
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facture. In other countries the accumulations provided by older
industries arc vastly greater than in India; at present in
car country cxcept two or three mature industries all the
others must be considerced as infant industries. Consequently
the relative demands of what must be considered as young
industries bear a much larger proportion to our home resources
of capital than is the case in other countries. Hence the
supreme importance of the employment of forcign capital in the
interest of the progress and development in India.

The above reasoning docs not preclude the possibility of the
existence of conceivable cases where foreign enterprise in a
Conditions of exploi- country amounts to exploitation and
tqltI;(l)tl'lﬂ by  foreign  where legislative powers have advisedly
o to be ecxercised to remedy matters.
There is the case where foreign cnterprise forms itself into a
monopoly and is cxploiting thie consumer while closing oppor-
tunitics of competition to its local rival. There is another
situation of the same character where the great forcign firm
starts branches and stifles local competition by unfair competi-
tive devices. ‘The condition precedent of the admission of
foreign enterprise into India must be that they are purcly com-
petitive enterprises and that they maintain the proper plane of
competiticn. ‘This is an essential condition, because the burden
of protection can only be decreased by the growth of competing
producers within the country. Competitive conditions should be
maintained at all costs, but so long as they are maintained there
can be no question of exploitation by foreign capital.

Tn general however the fear of exploitation by foreign capital
and enterprise is a reminiscence of bygone conditions when
foreign enterprise enjoyed a monopolistic position and profits
owing to the abscnce of any competetion from local enterprise
or capital. To-day our capital is leaving off its negative atti-
tude towards industries ; we have produced entrepreneurs capable
of handling very large industrial undertakings; and we enjoy
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access to the largest market for capital and to the best technical
skill. Our altered political position has, if we make usc of it
in the right way, closed the gates of any adventitious assistance
to foreign rivals.

There is no doubt that the inauguration of protection tempts
forcign enterprise snd capital into a country, but the strength
Unlikelihood of any of this tendency is liable to be
great rush of foreign  exaggerated; and at the present time
capital to India. .
there are counteracting forces to he
taken account of in a special degree  The Dominions Commis-
sion was dissatisficd with the rate at which British capital and
enterprise was moving towards the Dominions in spite of the
high protective tariffs. In the near future, on account of labour
and other troubles and the rise of local costs of production the
flow of forcign capital towards India is likely to be abnormally
weak. ‘The shortage of mobile capital throughout the world is
another cause working in the same direction; and cven when the
general industrial depression wears off there will be accummu-
lated calls on foreign capital in its own home. Forcign capital
has not shown itself too ready of late to enter the Indian
ficld even with the prospective co-operation of the lcading
industrial firms of our country and with the Indian tariff high
enough to give a fair amount of incidental protection. In some
cases in which the alliance of foreign capitalists was sought
recently they, while agrcecing to contribute their organizing
power and capital, tried to shun the local risks and asked to be
allotted a corsiderable proportion of safe decbentures. The fact
is, that here too the effects of tariff in causing movements ni
capital have been exaggerated and there are other forces much
more powerful affecting its migration. The potential mobility of
capital has no doubt been increasing, but at present and for
much time to come, foreign capital is and will bz both scarce and
shy. We must not let oursclves argue from the unexpected
ease with which our country has been securing government loans
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into the view that capital is cager to rush into India into
industrial cnterprises with all their risks and without any
government guarantce. There are unmistakable signs that if
industrial capital migrates to India it will be in alliance with
well-established Indian firms, and cven these latter have not
been too successful of late in drawing capital from abroad.

It is often forgotten that the Indian is the natural heir of
any forcign enterprise started in Indiaa. ‘The forecign cntrepre-
The Tndian as the neur must sell out his securities when
natural heir of foreign  he retires to his couniry and by such

enterprisc. transactions they ultimately pass into
Indian hands. Even in the case of many Jute Mills of
Bengal started by the ““clannish’” Scotchmen more than half of
the shares have passed into Indian hands, and the process is still
continuing. Foreign enterprise has given us a greater Dundee
in Bengal, and we are now entering gradually on that inherit-
ance; we ought to have done so long ago with a little more
initiative. As it is, in many of the jute mills the Indians own
the majority of shares and it is in their power to appoint Indian
directors if they really desired that consummation. ‘Talking of
foreign enterprises, Grunzel observes, “Thec purely private
cconomic enterprises will succumb of themsclves to the naturali-
sation process when the time comes. No encouragement in this
direction through economic protective measures has proved itself
desirable.”’

The beneficial effect of foreign capital and organizing power
and technical skill cannot be too highly estimated. Until. very
Advantage of admit- lately Indan capital was prone to seck
ting foreign enterprise.  jpdustries in which the certainty of
sticcess had been demonstrated; and though this state of things
has altered for the better yet the industrial devclopment of India
implies the need of so much fresh capital and the inception of
so many industries that the gain from foreign initiative will be
incglculable. The industries to be developed are not only
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numerous and new but highly complicated in their technique,
and gigantic in the matter of mass production and utilization
of byproducts. Under such circumstances, one would agree
with Mr. Manmohandas Ramji who expressed an opinion before
the Indian Fiscal Commission in favour of ‘‘letting forecign
entreprencurs try the initial experiments for my country at his
charge and expense.” We cannot necglect the influence of the
impetus and the momentum afforded by foreign capital and the
working of forecign enterprise amongst us to the local capital and
enterprise. Comparing the two great instrumentalities for
affording a stimulus to local enterprisc—viz. protectionist tariffs
and example afforded by the working of the foreign capital and
cnterprise one would be inclined to give even more importance
to the latter under proper circumstances. Foreign capital and
enterprise working in our midst can alone give us the most
important factor of success—the industrial environment and
atmosphere.

It has often been urged that it is to our advantage to admit
foreign capital but not the forcign entreprencur, the cbjection to
the latter course being that the profits made by him will leave
the country. It is submitted here, however, that the problem is
not so simple as to be decided in this way and that there are
important considerations which descrve to be taken into account
but which are often neglected in the ordinary reasoning on the
subject. Let us compare the consequences of the two alterna-
tive courses—that of admitting foreign capital by itself and that
of admitting the foreign entrcpreneur with the capital.

In the case where foreign capital as well as organisation
are allowed to enter the country the establishment of the industry
taken in hand by them is rapid and

mg;l}ﬁ d.less expensive  certain. The  foreign cntrepreneur
brings with him his whole experience

and a fully developed industrial organisation as well as his
capital. To admit him is to admit an industry in its entirety.
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Tt is true that the country has to pay a price for the industry
in as much as the profits go to the foreigner as long as his
interest has not been bought up by the children of the soil.

But there is also a price to be paid by the country in the
other case where only the forcign capital is imported and the
task of developing an industry is left to local organisation.
Here the cost of preliminary experiments is borne by the Indian
entreprencurs who have to buy their experience. The cost of
industrial experiments on the modern manufacturing scale is
cnormous. So far again as forcign managers have to be hired
to assist local entreprencurs they have not only to be paid, but
as experience in some directions has shown, they can crecate for
themselves a position of power and patronage owing to the
restricted knowledge and experience of their Indian employers.
Owing to these unfavourable circumstances the nascent stage
of the industries is a prolonsed one and the Indian consumer
is mulcted for several decades in the shape of high prices.

The fact is that in both cases the country has to pay a
price for the establishment of the new industry. In one case the
price consists of the profits which go to foreigner for a certain
period—the length of the period depending upon the capital
resource and the enterprise available in India for buying up the
securitics of the forcign cstablishment In the other case where
foreign capital alonc is availed of by India the price is paid by
the consumer for a very much longer time. It is for the country
to judge in which of these two ways the price to be paid for
industrial success is the smaller.

The practical difficultics in the way of any policy of restrict-

ing the entry of foreign capital and enterprisc are very great.
To illustrate this position we might ex-

Proposed restrictions  amine some of the proposals on the
:gterfporxiggn industrial  ghiect which were placed before the
Indian Fiscal Commission. It has been

often urged that by law half the capital and management in alt



153

firms should be reserved for Indians. Such a scheme would
restrict the full liberty of all parties to sell or purchase the shares
of such concerns irrespective of colour or nationality. “The
scheme must also have a corollary by which Indian firins once
floated should be prevented from allotting or allowing the
transfer of more than 5o per cent. of their shares to Englishmen
or foreigners. Such a proposal would not only create two
markets for sharcs of the same firm but would also go against
the principle of freedom of contract of which the transferability
of shares is an important application.

We shall find other such proposals surrounded with similar
difficulties.  Let us take up first that one which would cnforce
mixed boards of directors. Under such a scheme, if the director-
ships are to be divided in proportion to the shares held by men
of the two races, there must he a constant change in the racial
proportions of the dircctors as the result of the sale and purchase
of sharcs. On the other hand, if a fixed proportion of directors
must be Indians irrespective of efficiency or of the holdings of
the shares in Indian hands, the flow of forcign capital is sure to
be greatly discouraged. Finally, let us look at another proposal
which has been advanced under highly influential auspices and
which is to the effect that the state in India should rescrve the
right of buying up all foreign concerns on terms and conditions
that might be settled by the Government. Now, it 1s truc that
& similar policy was followed successfully with reference to
Indian railways; but then these latter enterprises had beea
assisted by the state at their inception, and had further been
allotted a term of years before which they could not be hought
out. It is also difficult to sece on what fair basis the Govern-
ment could fix the price of these concerns. Would the country
gain much or anything if the price paid was based, as it should
be on present as well as prospective profits? And to whom and
on what principle is the state to transfer the businesses thus
acquired? Above all, it is hardly to be expected that foreign



154

industrialists would take the risks of starting concerns which
could be bought up by the Government if and as soon as they
proved successful.

The Minority of the Indian Fiscal Commission proposed
that all forcign companies should in future be incorporated and
registered in India in Rupee Capital. One can sympathise with
the idca underlying the proposal. But as a matter of fact, the
recommendation if carried out will result in a somewhat
superfluous meusure since there are very strong economic forces
working in the direction already, with the result that the
proportion of companics incorporated clsewhere and working in
India is comparatively speaking very small indeed. Moreover,
it is casy to exaggerate the beneficial results of such a proposal
as has been pointed out. ‘This measure as well as the other
restrictions proposed by the minority can do little to prevent
the profits of the foreign enterprises leaving the country, It
needs to be noted that the Company Legislation of the world
might be scarched in vain for any parallel to many of the pro-
posals which have been put forward on the subject. ‘

The views of the ablest Indian publicists and captains of
industry can be shown to be favourable to the unrestricted inflow
of foreign capital and enterprise. 'The

Views of leading in- Jate Sir V. Thackersey in his evidence
dustrialists of India.

before the Indian Fiscal Commissiont
declared that he would welcome the advent of foreign firms in
India except where they tried to secure special concessions. So
also Mr. Manmohandas Ramji in his cvidence expressed the view
that foreign capital and enterprise if allowed to enter India
freely would give at their own cost practical experience of in-
dustrial matters to the Indians. He went on to say that if
restrictive conditions were prescribed for the employment of
such capital, and the foreign entrepreneurs were consequently
prevented from investing their capital in India, it would be
stopping the prosecution of very important industries in the



155

country merely on sentimental grounds. Consequently, Mr.
Ramyji declared himsclf against the proposal to insist on a certain
percentage of capital and managing appointments being reserved
for Indians in any enterpriscs. Even so far as concessions are
concerned, provided equal opportunities were afforded to Indians
and Englishmen he would place no barrier against the latter.

The views and the practice of the Tatas as regards the
utilization of foreign capital and organizing power are well-
known. Another great Indian captain of industry—Sir R.
Mookerjee—has strongly recommended the free admission of
foreign capital into India. His vicws were fully cexpressed be-
tore the Indian Industrial Conference of 1911. ““We often sce
articles in Indian newspapers, or hear speeches from public plat-
forms condemning the use of forcign (English) capital for the
development of Indian industries. But I am afraid, those who
hold such views do not seriously consider the question in all its
aspects. Apart from the fact that foreign capital is only attracted
by signs of peace and prosperity, and that we know that foreign
capital is welcome in any other country for the development of
her industries, an important consideration for us in India arises
from the fact that, for our own good, it is wise to allow British
capitalists to intcrest themselves in our industries, and thus takc
an active part in their development.”” In a similar view the
Hon’ble Mr. Harkishenlal emphasised the necessity of ‘‘coaxing”’
foreign capital into India before the Indian Industrial Conference
of 1912.

Before the Indian Fiscal Commission similar views were
expressed by Mr. B. F. Madon, a well-known Indian writer on
cconomic topics. If the foreign firms come here with their own
capital and take their own risks, he said, “I do not want to
have any proportion of Indians in them. That would not be
fair.”” As to the proposed restrictions, he added, ‘‘I personally
don’t see any good in it, because we are in such a backward state
that it would be in the interests of the country even to have
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industries started by forcigners. So far as the foreign firms
come in at their own risk they were to be welcomed since they
would bring with them their own processes, methods and
organization : While they got the benefit of the tariff the country
would benefit in its turn by the introduction of new methods
and the training of Indian labour.”” Where, however, such com-
panies claimed Government patronage, Mr. Madon would have
the Government sce that they were Indian not merely in name
but in fact.

The above views of our leading organizers of industry are
powerfully reinforced by the rcasoning and cloquence of a
great publicist like Sir P. S. Sivaswamy Iyer. In a rccent
spcech  he observed: “English capital, English business
knowledge and Yinglish technical skill ought to be specially wel-
come in this connection (Indian mercantile marine). It is one
of the unfortunate results of the movement that is row stirring
the country that there is a deplorable fecling of an anti-English
character which may dispose people to reject aid from English
sources. But if we remecmber that our own capital is utterly
inadequate for all the purposcs of development of the country, if
we remember that the Britisher is supreme in many spheres and
specially in the sphere of ship-building, of maritime enterprisc
and of banking, it would be foolish on our part not to invite the
co-operation and the aid of English business knowledge and
English capital. T will therefore weclcome the co-operation of
the Briton in advancing this object as well as many other objects
which are dear lo wus all, for the purposc of promoting the
development of the country.”

Our conclusion is that there are strong reasons for pausing
before adopting any course which restricts the free flow of
forcign capital into India. We have to consider the fact that
conditions cssential to exploitation by foreign capital are a
matter of the past, so far as India is concerned ; that a vast
amount of foreign capital is essential for anything like an ade-
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quate industrial development of the country; that under present
circumstances of the world’s capital resources, nothing like this
adequate supply of foreign capital is likely to be attracted to
the country; that artificial remedics for the nationalisation of
forcign capital have not proved successful in any country;
finally, that the competition of forcign capital would lighten the
burden of protection on the Indian consumer, would shorten
the period of infancy of our industries and would give us the
much needed expericnce, orgamsation and industrial environ-
ment. Nothing is to be lost by delaying the formulation of a
policy of a restrictive character until we can read the signs
of the times. If it should appear that under protection a
plethora of foreign capital is beiiig attracted towards India, then
it will be time ecnough for us to impose what conditions we
choose, and the foreign capitalist will comply with them in his
own interests. If, however, as is for more likely to be the case,
there is no considerable rush of capital in our direction, we
need be in no hurry to block up the slender strcam by the
adoption of artificial restrictions,



LECTURE VII.
IMPERIAL PREFERENCE.

The labours of the Indian Fiscal Commission in the matter
of Imperial Preference have resulted in the formulation of such
a narrower range and scope of that policy as is adapted to the
circumstances of India, as well as in the provision of suitable and
efficient safeguards of the intcrests of the Indian producer and
consumer. But the proposals of the Commission were based
upon the long and instructive discussions of the earlier and far
more extensive proposals for Imperial Preference. These dis-
cussions have thrown light on all the potentialities of Imperial
Preference, and they comprise not only the work of two com-
mitteces but quite a number of controversial writings. It is
necessary to refer briefly to these earlier discussions in order
tor explain the position taken up by the Commission and the
significance of the proposals emanating from it.

The opinions of Lord Curzon’s Government in India were
gencrally unfavourable to the inauguration of the policy of
Preference by India, No other result could indced have been
expected since, as the Government of India’s letter observces,
““the recommendation in favour of preferential tariffs was of an
extremely general and indefinite character. . . . 'There is
nothing before us in the nature of a definite scheme on the suit-
ability of which to Indian circumstances we can pronounce with
confidence’’. As has been emphasised later by Lord Ronaldshay,*
there is nothing in the memorandum in question to support the
contention that the Government of India would have been un-
willing to discuss proposals for reciprocal trade concessions.
Some years later, Sir Edward Law one of the signatories of

*Earl of Ronaldshay, An Eastern Miscelleny, Chapter 13 & 14.
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the Despatch of 1903 declared that it was for the Home
Government ‘‘to formulate such proposals as will justify India
in accepting the policy of Imperial Preference and such pro-
posals can be formulated.” But the question was in fact
presented to the Indian Government of the day in the most
dogmatic and in the least attractive shape. In giving an adverse
opinion, it specified three consideratons which led it to that
view—the potential difficultics regards India’s finances, the
absence of any great advantage either to Great Britain or to
India, and finally, the fear of rctaliation. Iurther, under the
then existing circumstances, the Government were led to
assume the incompatibility of a policy of Imperial Preference
with that of protection for Indian industrics ; and while they
showed by their remarks that they would welcome the existence
of tariff conditions which would enable them to retaliate on or
negotiate with other countries they could not anticipate that
two decades later India would have a decisive voice as regards
both Preference and a protectionist tariff. In fact a great many
important considerations detract from the utility of the Memo-
randum of 1go3 for the present controversy—the then absence
of anything like fiscal auonomy for India, the consequent
impossibility of anything like a protectionist tariff, the pre-
dominance of British manufactures in the Indian market, and
the fact that the issue of Prefcrence was in those days prescnted
to India in its most vague, dogmatic and uninviting shape
and form.

The Memorandum considered the financial cffects of the
policy of Imperial Preference in its two main aspects. In the
first place, it was assumed in the absence of fiscal autonomy
that the method by which preference would be accorded would
be by a reduction of the duties on British goods. It could not
be foreseen at the time that some ycars later India would be in
the same—or nearly the same—position as the Dominions in
the matter of a pari passu prosecution of the policies of Prefer-
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ence and protection. Consequently, it was inferred that a
certain result of the introduction of Preference would be the loss
of customs revenue. Such conclusions were in those days un-
avoidable in the absence of the power to overhaul and readjust
the whole range of customs duties to the advantage of the Indian
treasury. The memorandum, however, added another financial
consideration which should still be regarded as a very strong,
if not, indeed, a decisive argument against any general scheme
of Imperial Prefcrence. India, it was argued, is a debtor
country with the obligation of paying several millions per
annum in a currency different from that in which her own
revenues are collected. Hence the imperative necessity, as far
as she is concerned, of preserving an equivalent excess of exports
over imports. It is therefore, a vital object with her to stimulate
her cxports by cvery mecans in her power. Should Imperial
Preference lead to tariff wars, such an excess of export, which
India possesses normally would be destroyed. She would, as a
conscquence be not only unable to meet her obligations, but her
currency system would also receive a rude shock. The Govern-
ment of India might have easily strengthened its case at this
particular point by statistical considerations. It has been often
noted, that while our trade with the British Empire has generally
given us an adverse balance, our trade with foreign countries
presents the opposite aspect. As a young and gifted Indian
economist has stated ‘‘if the full programme of Imperial
Preference were adopted, with preferential import as well as
export dutics, while imports from the British Empire would
increase, exports to foreign countries would decline, and the
balance of trade would turn against us.”” This is the strongest
argument, as has been said, against a general and comprehensive
scheme of Preference.

The argument urged against Imperial Preference on the
ground of potential retaliation is not nearly so strong, and,
as will be seen its force has been steadily declining in
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the decades which have elapsed since the Memorandum was
drafted, with the vast growth of Preferential policies in other
Empires. What was then regarded as a novelty has now become
a common fiscal policy of all great political units. Iiven in
1003, Sir Edward Iaw was confident as regards India’s position
in the case of attempted reprisals. ‘I fcel sufficiently confident
that with the great majority of the countrics with which we
trade, and as regards the very great bulk of our exports of raw
material, we are not only in a safe position, but we could cven
afford, in certain cases, oursclves to assume the aggressive by
going so far as to impose dutics on the exportation of produce
they require for their industries”.  Such was his confident
view as regards the possiblitics of retaliation. That it was
not merely a‘thcoretical position was shown by the cxperi-
ment m countervailing duties against bounty-fed sugar which
had been carried out at the time.  Nor did the fear of reprisals
prevent the Indian Government of the day from desiring to
launch out into a policy of retaliation. It is curious to bear it
express its fear of reprisals and its belief in its powers of
cfficacious retaliation in the same breath. There could be no
country against which some measure of retaliation is not
possible; but, comparatively speaking, few countrics can be
said to be so sccure in the matter. This is shown clearly by
fact that while the policy of protection is on the tapis, no
apprchensions have been expressed as regards the dangers of
retaliation, in any quarter. In fact the argument from retalia-
tion is the wcakest that could be dirccted against the adoption
of Imperial Preference by India.

The statement of the Hon’ble Sir C. Innes at the Economic
Conference of 1923 forms a supplement to Lord Curzon’s Des-
patch of 1903. The dicta of the Hon’ble Mr. Innes arc valid
as regards their condemnation of a general scheme of Imperial
Preference and it is ecasy to agree with him ‘‘that it would be
difficult for India in the present eircumstances to embark on a
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general policy of Imperial Preference and to set up what may
be called a ‘two-decker’ tariff.”” While condemning unresecrved-
ly such a general scheme of Preference, Mr. Innes asserted the
potentialities latent in the policy of judiciously limited Preference
as advocated by the Indian Fiscal Commission. He observed
that he might ‘‘reasonably be asked whether even granting that
a general preferential tariff is at present out of question, some
measure of preference could not be given, at any rate in respect
of some of the items in our tariff schedule, especially as valu-
able tariff concessions have been made to India, not only by His
Majesty’s Government, but also by New Zcaland and Canada.”’
On this point, after acknowledging that the concessions received
by India are particularly valuable in respect of teca, tobacco and
coffee, he observed : ‘“The course I have mentioned would not be
open, at any rate in the same degree, to the cconomic objections
I have taken to a general preferential tariff, and it is perhaps a
possible linc of advance.”” Further, as the question of prefer-
ence based on reciprocity was not referred to him he naturally
made no observations on that proposal for which there is even

a stronger case than for prefercnce on a limited and restricted
scale.

The topic of Imperial Preference had so far called forth
a considerable literature besides two public inquirics. The Fiscal
Commission had enjoyed the benefit of
A new conception of  thege studies and its recommendations
the scope of preference.
are based on them. These recommenda-
tions consist of the formulations of a series of limitations within
which preference might be granted with the approval of the
Indian Legislature. ‘The limitations are calculated to emphasise
the new enunciation of Imperial Preference as a policy which
could be voluntarily and reasonably adopted comsistently with
our interests to promote inter-imperial trade and the manu-
factures of the mother country. The idea of any joint-tariff
policy of the Empire imposed on the component parts is express-
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ly disavowed. The limitations are so formulated as to make
the criticisms which used to be justifiably advanced against the
larger and, it might be added—cruder—schemes of preference
applicable no longer.

The first limitation consists of the assertion that any general
system of preference is out of question and that any preference
granted should be in consequence of a sporadic of a or rather
selective and discriminating character. This proposal was a
logical one, on the part of a commission which has decided for
discriminating protection as against a general protection. If pro-
tection is to be given after an inquiry into the concrete facts of
each industry, so must be Preference. This is further em-
phasised by the principle laid down that such Prefercnce as is
given should mot imposc an appreciable burden on the Indian
consumer. It used to be argued, with a good deal of justifica-
tion, that any general scheme of Preference would unfavourably
affect the balance trade of India, since its exports to foreign
countrics are of much greater valuc than its imports from those
countries. But, from the present scheme of preference, applied
to a few and well-chosen articles, no such results nced be feared.
The United Kingdom has hersclf set us the example in 1919, by
initiating a scheme of Preference including a limited range of
articles such as snited herself. ‘That scheme is a very different
one from, and on a much morc modest scale than, the vast and
ambitious scheme of Chamberlain. Indeed, there is a general
tendency to restrict and to define more closely the scope of a
policy of preference.

The second limitation suggested by the Fiscal Commission

is that no Preference should be given in such a way as to diminish
the protection required by and afforded

teg?gﬁp%fib%irtévfe?éng& to Indian industrics. The example of the
Dominions has shown that Imperial

Preference is perfectly compatible with protection to domestic
industires, even when the former is adopted on a much more



164

liberal scale than has been contemplated by the Indian Fiscal
Commission. In numecrous instances the Dominions increased
duties on British imports, on the ground that local industries
must reccive the first consideration, and that only after they are
duly protected should preference be given to British against
foreign trade. To take one example—Canada has procecded
tentatively in this matter raising preferential duties in some
directions whenever local manufacturers have complained and
lowering them in other directions whenever cxperience had
shown the possibility. In India we have the Tariff Board which
can study and advise upon the proper rclations to be adopted
between preference and protection so as to prevent any encroach-
ments on the latter.

It is obvious that any scheme of gencral or indiscriminate
Preference is ruled out by a due regard to the interests of the
Indian consumer and produecer. In
How the interest of order to minimise the burden to the
the consumer 1s to be
guarded. consumer, Preference should be extended
only as regards thosc commoditics for
the production of which Great Britian possesses potential
capacities virtually as good as thosc possessed by its foreign
rivals. ‘T'o put it in technical language, the clasticity of supply
of the particular industry in Great Britain should be likely ulti-
mately to equal or cven to excecd that of the samec industry
situated in forcign countries. Should preference be given to
commoditics sclected on this principle the burden to the Indian
consumers would be small or even nil. On this point the views
of a wellknown authority on problems of international trade
might be inserted with advantage:—“If the favoured country
can increase its production so as to progress with or even beyond
the increase of demand, i.e., if competition in that country
establishes the same conditions as if its rivals had not been
excluded, then not only would these latter have to abandon all
hopes of sharing the preferential market, but the favoured pro-
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ducers will bear part or cven the whole of the preferential duty.
It is certain that in such circumstances the local consumers
would receive the same advantages as if no restraints had been
placed 1 the foreign competition. We can say that the pre-
ference might secure positive advantage to the local consuner if
under its stimulus the producers in the favoured region will
augment their production so as to excced the total former
supply.” It must be admitted, that we can only rarely come
across a concurrence of circumstances so eminently favourable
to the adoption of Preference. ‘I'he contention advanced here
is, however, that Preference should not be extended to articles
regarding whicl the clasticity of the forcign supply is markedly
greater than that of the corresponding British supply.*®

There prevailed a fear in many quarters that the interests
of India would not be considered of paramount importance in
fixing a policy of preference. It has been observed recently
that fiscal autonomy for India does not rest on a statutory basis
but only on a convention. But precedents show that fiscal
autonomy has always grown from more to morc by the road
of convention. This convention is reinforced by the cxpress
recommendations of the Indian Fiscal Commission that
no preference should be granted on any articles without the
explicit approval of the Indian ILegislature. In this way an
cxtension of Fiscal autonomy is made a condition precedent to
the inauguration of Preference, and later events might easily
show that there is a great deal of interaction between the rise
and progress of fiscal autonomy and imperial prefcrence. It
needs no great prophetic power to trace some measure of correla-
tion between Imperial Preference and fiscal autonomy—between
the assumption by India of some at least of the sacrifices of
imperial responsibility and the recognition of India as an equal
partner of the Empire.

It might be asked what value is to be attached to preference

*Fontana-Russo, op. cit., pp. 591-592.
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thus limited an'd defined and which would not involve any
tangible economic loss to India? 'The question descrves to be
answered and the objection to bc met. England is a country
which supplies a large proportion of the manufactures consumed
in neutral markets, and any tangible preference shown to its
warcs in particular directions in these days of very keen com-
petition would have a beneficial influence. In the long period of
commercial and industrial depression which scems to await the
world, even small advantages are not without their value. There
is also the moral influence and stimulus of regarding India as a
market favourably inclined towards British competition as
against foreign manufacturers. In the case of some articles the
English producer might be just being supplanted by the foreign
and here a little preference might not be without its value.
Some of these ‘‘selected cases’’ are enumerated in the Fiscal
Commission Report and others might be found out by the Tariff
Board. Lastly, there are to be considered a few cases where the
Indian producer might necd more protection against the foreign
producer than against the Britisher. It has also to be re-
membered that the scheme of preference might be supplemented
by reciprocity agreements concluded on equal terms by India,
which might bring mutual advantages.

Comparing the potential gains of India and of the
Dominions from an adoption of Imperial Preference we find the
advantage resting with the formmer. A high American authority®
has pointed out that such preferences as England has given under
the programme of 1919 are of interest chiefly to India and the
Colonies, and because of the limited range of articles covered
bv that preference scheme, there is little in them of value to
the self-governing dominions. The preference given on tea—two
pence a pound—is of importance to us owing to the growing
and severe competition of the tea from Sumatra and Java.
There are two other preferences—on coffee and tobacco—which

*Colonial Tariff Policies. (Washington) 1922.
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might be of interest to India if properly manipulated. Under
the scheme for preference as laid down by the Comumission,
India will be making a much smaller sacrifice than the
Dominions and will sccure a larger share of such gain as the
preference can yield. If we look at the list of articles on which
the United Kingdom gives preferences we find in it several staple
exports of India, Mauritius and British West Indies, but none
of Canada, Australia or South Africa. But, there is a wider point
of view from which the potential gains of India might be contem-
plated. It is well-known that many articles as regards which
India’s position as exporter was once unrivalled are now being
largely produced elsewhere and hence there is the prospect of
constantly keener competition with Indian exports. Thus,
Argentina is increasing her competition with India as regards oil
secds. Java is a most formidable rival as regards tea. As
regards rice the competition from French Colonies in the Far
East is steadily increasing. In our exports of groundnuts we are
experiencing heavier competition. Indeed, it is very probable
that some Europecan powers will develop their African Colonies
in such a way that the predominance of India as an exporter of
raw materials might be challenged further and in other direc-
tions. It is, of course true, that countries exporting raw materials
have the whip-hand of those dependent upon their exports of
manufactures. At the same time the development of new colonics
and protectorates is a source of constantly, growing competition
for the lands exporting raw materials predominantly. Hence,
the growing importance of Imperial preference where it is
practicable.

The fear of Retaliation following on the introduction of
preference has been greatly reduced by the march of events,
especially when preference is granted on
a moderate scale, But there is another
factor which has been tending steadily to reduce the possibilities
of retaliation since the days of Lord Curzon’s inquiry. Policies of

Fears of retaliation.
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“‘assimilation’’ or preference have been adopted by all great
commercial countrics—by the U.S.A., France, Holland, Italy
and Japan. What all practice no one can condemn or treat as a
causc of provocation and rctaliation. ‘Thus France has adopted
“tariff—assimilation’’ ‘‘as its prevailing policy’’ as regards its
largest colonics Algeria, Indo-China, Tunis, Madagascar, ctc.
With regard to the other French colonies also there are preferen-
tial arrangements  Italian Colonies also grant large preferences
to national goods. Since 1909, Japan applied the policy of tarifi-
assimilation to Formosa, Saghalicn, cte., &c. ; since 1920 the
same policy has been applied to Korca. ‘I'he United States, too,
pursue the policy of preferential trade relations with its colonies.
In fact there is no power with anything like over-scas Dominions,
which has not developed preferential duties.  What all therefore
practisc 1o one can make a ground of rectaliation.

Since the Fiscal Commussion expressed itself in favour of a
discriminating or sclective system of Imperial Preference it
is a well to indicate how such a system of differential
import dutics could be employed so as to cntail the minimum
of sacrificc or burden whether for the Indian consumer or pro-
ducer. As regards the producer’s interests they would be
safeguarded in any event if such legitimate protection as he is
entitled to is preserved intact. With regard to the Indian con-
sumer the problem is more complicated and we mrst borrow some
light from the general theory of the incidence of differential
duties. The chief rule which we ought the conform is, that in the
interest of the consumer we should advisedly place the smaller
import duty on the produce from the more ‘‘clastic’’ (or
expansible) source of supply ; otherwise, we practically compel
our consumer to have resort to the less efficient source of supply.
That source possesses ex-hypothes: fewer cconomies and poten-
tialitics of production, and consequently it has the larger costs of
production at present or in future. To take an illustration, if
I may buy an article from two rival factories, it would pay me to
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encourage by my custom that one of the two establishments
which posscsses favourable potentialitics for manufacturing
more and cheaper the article which I purchase. ‘T'o take another
example, if the facilities possessed by Lancashire for furnishing
increased supplies of cotton goods of the sort required by the
Indian were greater than those possessed by other countries,
there would be justification for levying the smaller import duty
on the goods coming from Iancashire.

The above principle and its corollaries constitute the
theorctical basis of a judicious application of Imperial Preference.
Generally speaking, provided the inter-imperial sources are
found to be able to supply the whole volume of goods of a parti-
cular kind required by us, as well as the foreign sources, a
preferential import duty would hardly entail a sacrifice on the
Indian consumer, beccause under such circumstances we could
count on competition for our custom within the empire to reduce
the sacrifice to our consumer. To take a concrete example of
this case, if an English-made article was losing ground in our
markets only through unfair competition or through circums-
tances of a temporary character, we can well afford to extend our
assistance to it. In the second place, cven if the British sources
of production could not supply the whole of the Indian require-
ments for the article in question at once, it might be conceivable
that some preference shown by India might lcad to the expansion
of the industry which could ultimatcly supply the article as
cheaply as the foreign source. In fact, there is a close parallel
between Imperial Preference and protection and the considera-
tions favouring cach of them. In cither case the domestic con-
sumer might suffer to some extent at the start by the restriction
of his sources of supply. In both cases we can count upon the
growth of the scale of the industries concerned and of internal
competition to lower the prices ultimately. On the same ground
neither protection nor prefercnce could be recommended if the
source of supply which is proposed to be assisted suffers froin a
comparative inclasticity of supply.
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So far we have considered the lines on which and the extent
to which India should grant preference to Great Britain without
A plea for Imperial raising the question of any quid pro quo.
Reciprocty. But it appears highly probable that in
time to come the scope of preference will be largelv expanded
on the basis of reciprocity agreements. Even at present a great
dcal of inter-colonial tradc is regulated by such agreements. Thus
Canada extended preference to South Africa (19o4) and to British
West Indies (1920-21) by special argeements. Similarly Australia
extended protection to South Africa (1906) only after negotiation
and agreements. It certainly appears more patriotic to make free
gifts to the Mbother country; but it preveants the economic
solidarity of the Empire from being broadbased on a system of
treatics. There is great room to supplement the free-will
offerings which the Indian Fiscal Commission has recommended
by businesslike compacts on much wider lines. We must
certainly begin with the free-concessions recommended by the
Commission ; but such a system of frce concessions between
England and India corresponds only to the exchange of cere-
monial ‘‘nuzranas’’ or complimentary gifts, exchanged between
exalted personages; no extensive business dealings can be
transacted on such a ceremonial basis. Free-will concessions will
always be on a somewhat limited scale ; but the scope of com-
mercial agreements can be—and indeed will be—automatically
extended as economic development goes on throughout the entire
Empire, and the need is felt for asking favourable treatment in
new directions.

We have seen that the first advocates of Imperial Preference
in India proposed the establishment of a comprehensive and
general system of preferential rates. ‘The Indian Fiscal Com-
mission has seen the inadvisability of such a comprehensive
system and prefers to restrict the scope of Imperial Preference
to a group of selected articles on which preference should
be given. We have seen further that if preference is to obtain



171

an extended scope as desired it should realise in itseclf the idea
of Imperial reciprocity. Indeed by that name, the movement
which is generally called that of Imperial Preference, was
actually designated by sponsors like Sir Vincent Caillard. It
is only such an imperial reciprocity which ‘“ would stimulate and
facilitate mutual commercial intercourse, and would by pro-
moting the development of the resources and industries of the
several parls, strengthen the Empire.”’ There were quite a
number of proponents of the idea of reciprocal preference at the
Ottawa Colonial Conference of 1894 where the policy of pre-
ference was first broached.

Looking at the history of the movement towards Imperial

Three phases of the Preference, we find that during the last

idea of Preference. thirty years there have been three
distinct phases of the idea.

The first phase is naturally identified with the activity of
Joseph Chamberlain in the cause. According to him Imperial
Preference was to be initiated as a comprehensive and extensive
system of rates, and to be born like Minerva in full panoply. Nor
was this enough ; beyond it lay the prospect of Free-T'rade within
the Empire, and an advance towards this ideal was to be achieved
by successive steps of preferential treatment. The scope of
preference was taken to be the widest possible. Tariff walls
were not to be raised by the colonies against British products,
and where they existed they were to be generally lowered.
Again, the colonies were to agree ‘“ not to enter upon the pro-
duction of articles whose manufacture was not yet developed in
the colanies but was important in the mother country.”” There
was no question of individual bargaining between the recipients
of preferential favours. Such thorough-going advocacy of
Imperial Preference and such a wide conception of its scope did
not fail in the end to injure the cause.

In the face of these difficulties, the advocates of preference
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began to reduce the scope of their policy, and there arosc a
tendency to restrict the application of such a policy to a limited
range of articles. ‘This might be called the second phase in the
history of Imperial Preference. The best example of this
tendency is to be found in the English Tariff Act of 191¢g. ‘The
scheme covers a strictly limited range of articles and the pre-
ferential rates arc cxtended only to—tca, cocoa, coffee, chicory,
currants, dricd or preserved fruit, sugar, glucose, molasses,
saccharin, motor-spirit, tobacco, wine and spirits. It was
obviously felt that this was a comparatively small list of articles
and onec moreover, of little value at least to the sclf-governing
Dominions. It was thercfore added that this schieme did not
comprise the whole of the Governments’ preference policy. Pre-
ference ‘““was to inform the whole of our policy’”’—in particular
such capital issues which were to be expended in the Dominions
were to be given preference. Little or nothing came, how-
cver, of this supplementary programme of preference.

In the colonics too, during this phase there was seecn a
restriction of the scope of preference. Thus in Canada the
establishment of the Intermediate Tariff virtually circumscribed
the amount of the British Preference after 1906; while the pre-
ference was further impaired by concessions to other countries.
But for the dcfeat of the movement towards reciprocity with the
United States of America the process of impairment would have
gone on further. Australia too has introduced the principle of
the intermediate tariff which cannot fail to reduce the scope of
preference. In New Zealand the list of articles on which pre-
ference is given hag been reduced and the preference has been
affected by the desire to increase trade with America. In the
casc of all Dominions the reduction of Preference would have
been much greater but for the patriotic fervour engendered by
the great war.

The third phase of the idea of Imperial Prefercnce has
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come to the fore during the last few years. As we have seen,
even at the Ottawa Colonial Conference of 1894 there were not
a few partisans of reciprocal preference who raised the question
of imperial reciprocity directly.  But it required the long ex-
pericnce of preference to make it cvident that if preference was
to become a permanent as well as comprehensive policy it could
only be on the basis of mutuality. This attitude has been
emphatically expressed a couple of years ago by the Austrakian
Minister for trade and customs.  “While we are quite willing to
accord this large measure of protection to British industry and
give assistance to our kinsmen overseas’’, he stated, ‘I bclieve
that that policy cannot go on for ever without reciprocity. 1
am very pleased to note that rccently the British Parliament
have made a start in the way of reciprocal relations with the
Dominions. I hope it is only a beginning, and that the states-
men of Britain will sce their way clear to rccognize in some
more substantial way than they have up to the present, the value
of reciprocal trade relationship which we are endeavouring to
strengthen in the proposals now before us. I admit there are
peculiar difficulties surrounding the position of Great Britain ;
but, still, a start has been made, which I hope is the beginning
of better things. As I say, while the commonwecalth Govern-
ment do not ask for a quid pro quo, the present position, as I
have said, cannot exist for all time.”’

In last year’s Imperial Conference, the reciprocal character
of Imperial Preference had been strongly cemphasised. Sir
Philip Lloyd Graeme had announced further specific proposals
on behalf of the United Kingdom. Impire grown dried figs,
raising, plums and currants were to be admitted duty frce. A
new duty of 1os. 6d. per cwt. was to be imposed on forecign dried
fruits like apples, pears and peaches, and a duty of 55, on
foreign presetved fruits. The then existing preference on sugar
and tobacco was stabilised for ten years. ‘Thesc concessions
on the part of the United Kingdom were of course expected to
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bring forward a response on the part of the Dominions. The
idea of reciprocity as the basis of Preference was constantly
brought forward at the Conference, and the Under Secrctary for
the Colonics made an appeal for reciprocity between the Crown
Colonies and the Dominions. In the subsequent controversy the
same idca has been kept to the fore. Thus the Canadian cor-
respondent of the ‘“I'imes’’ was of opinion that ‘‘if, as Mr.
Asquith suggests, certain Dominion preferences were withdrawn
it is almost certain that Canadian preferences in favour of British
goods would be reduced. It is repeated on the other hand that,
if a general preference policy were accepted by the Mother
Country and developed to include food products, it is impossible
to doubt that Canadian duties would be further lowered in
favour of British manufacturers.”” We have obviously travelled
very far since the days when it was said that the main thought
of the advocates of preference was ‘‘moral and sympathetic
unity’’, and that Colonial Preference was granted ‘‘not for the
gain of the gold, the getting, the hoarding, the having’’. Mr.
Bruce, the Australian Premier, in a speech at Lincoln emphasised
the idea of reciprocity in Imperial Preference in a particularly
aggressive style. Australia, according to him, was not there
as a suppliant for trade relations in order to benecfit herself to the
detriment of Britain. She had already been approached by
other countries for reciprocal treatment, but hitherto had
refused offers because they would be detrimental to Great
Britain,

There are ample indications in the evidence given before the
Indian Fiscal Commission and in the report of that body that a
system of preference based on reciprocity would be welcomed
by many in this country. ‘Thus the Hon’ble Mr. Harkishenlal
argued before the Commission that ‘‘if the status of India is
equal to (that of) other partners in the Empire, India should
be prepared to adopt a preferential tariff in favour of other
members against foreign countries in return for equal economic
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advantages. No appreciable economic loss to one country
against another in the Empire is contemplated by cconomic
equality.” In his examination he agreed with Sir E. Holbertou
in defining Imperial Preference as ‘“‘Empire trade treatics on
mutually favourable terms.”” He added that the other meaning
of the term was given to it by ‘‘a political rather than an eco-
nomic man, Joseph Chamberlain, and he had a political game to
play.” In the opinion of the well-known financier and politician
of the Punjab ‘“‘India should be prepared to adopt it (Imperial
Preference) if you could get rid of the idea that preference means
loss to any body, and keep the idea that it means mutual rela-
tions, i.e., reciprocity.”’ In fact he made the acceptance of
Imperial Preference by India depend upon two conditions—the
contractual status of India should be equal to that of other
partners of the Empire, and there should be an exchange of equal
advantages. ‘‘Having these two conditions, I do not mind
giving preferential treatment to other members of the Empire
against foreign countries.”’

Nor is Mr. Harkishenlal’s the only authoritative opinion
advanced in India in favour of Imperial reciprocity. Mr. Sastri
was reported to have expressed the view that he would not
object to India being a party to a reciprocity agreement with
Great Britain. But, as the Fiscal Commission had not the benefit
of examining Mr. Sastri it had no opportunity of study.ing
his views in detail. It was otherwise with the late Sir
Vithaldas Thackersey. In his examination he laid down the
principle that under what he called Imperial Preference ‘‘trade
relations should be mutual and on a reciprocally advantageous
footing”’. He wanted the Indian Legislature to decide whether
in giving and taking preference ‘‘there was mutual and reci-
procal advantage to both contracting parties.”” He went on to
add the following dictum: ‘I am convinced that if we have
a controlling voice and if we have reciprocal advantage then
a policy of Imperial Preference would be advantageous both to
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us and to the Fmpire. But in the absence of such full control
it may be dangerous.”

The Hon’ble Mr. Kale, now a member of the Tariff Board,
has also argued in his work on ““ Indian Fconomics *’ that when
India has sccured fiscal autonomy and cquality of status with
the Dominions, she should participate in Imperial Prefercnce.
““ When these conditions are satisfied, it will be perfectly fair to
expect from India all the sacrifices which Imperial responsibility
will throw on her shoulders. The main object of Imperial
Preference is the consolidation of the Empire and the promotion
of its material prosperitv . . . Imperial consolidation to be
attained by preferential trade within the Empire, will, of course,
entail reciprocal sacrifices, and the scheme must be such that
each constituent part of the Empirc will be called upon to make

a reasonable contribution.”

The above extracts must have shown the prevalence of the
fecling that Imperial Preference must be of a reciprocal
character in order to be generally acceptable. It is also casily
shown that by far the greater part of inter-colonial prefcrences
in the British Empire are based upon special agreements.
This has been well brought about in a recent publication of the
United States Tariff Commission. With certain exceptions, the
inter-colonial trade of the British Empire does not rest upon
the basis of the preferences granted to the mother country,
except in so far as special agrcements have becen concluded.
The dates in the following summary quoted from that pub-
lication are those of the introduction and chief revisions of the
preferential rates ; the preferences which have been extended
only after negotiations and agreements arc indicated by “‘Agr.””
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TABULAR VIEW OF BRITISH EMPIRE PREFERENCES.

To
To To To | To To some or
Preferences United To New- laustra.| South | British | a1 other
granted Kingdom | Canada | Zea. |"fia |Africa| West Crown
land Indies Colonies
1898 1898 1898
1900 1904 1904 |[1912.13 Agr,| 1907
By Canada 1904 Agr. [1920-21 Agr. 1913
1915
1903 .
By New Zealand 1907 1| The whole | Empire
1917
1903 1906 1908
By South Africa 1906 1904 A r. Ag.?_7 Agr.
1915
1907
1908
. 1906
By Australia 1911
1914 Asr
1920
By British 1913 1912-15 Agr,
West Indies 1920-21 |1920-21 Agr.
By United
Kingdom 1919 1 .
By Cyprus 1920 The whole | Empire
By Fiji 1922

Our conclusion is that the scheme of preference laid down
by the Indian Fiscal Commission should, and will probably he
extended largely by reciprocity agreements between all members
of the Empire concluded on equal footing and terms. In the
meanwhile and as a beginning, the scheme of preference in the
Report has many advantageous features to recommend it. It
deprives Preference of its former character of a general formula
applicable automatically to a great range of articles; it limits
our free-will concassions and offerings to a modest scale such
as is commensurate with the limited capacity of our country
to make any sacrifices of that kind, and compatible with the
general expansion of the trade of India in all directions. The
amount and scope of the preference should be such as should
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harmonise with our protectionist policy. The Indian Fiscal
Commission has cmphasised protection rather than preference
and has followed the example of the Dominions therein. To
refuse all Preference would be to decline to enter the com-
mercial comity of the Empire as well as to ignore such benefits
as India is already receiving from preferential treatment;
while in granting Pre-ference on the lines recommended, we
make a smaller sacrifice than the Dominions.at the same time
that we secure advantages larger than theirs.
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