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CHAPTER I
INTRODUCTION

By Dr. GyaN CHAND, M.A., PH.D.
Professor of Economics, Patna University

The problem of industrialisation in India has again
become a major issue under conditions created by the
war. Demand for industrialisation has been a part of
national demand ever since the first beginnings of the
national movement in this country. We protested
against being assigned the role of ‘hewers of wood and
drawers of water’—remaining only an agricultural coun-
try producing raw materials for the western nations.
We wanted protection for our industries and felt very
sore because in the interest of the British industries we
were denied the right to shape our fiscal policy accord-
ing to our needs. When after the last (1914-18) war,
this right was partially conceded, we #sed it to develop
our iron and steel, cotton, sugar, paper and cement
industries. We chafed against the reservations of the
policy of protection and wanted to go full speed ahead
—to apply full-blooded protection and take our due
place among the industrially advanced countries of the
world. Remarkable results achieved by Russia through
planning raised new hopes and the vogue which planning
acquired everywhere strengthened our faith in planning
as the sovereign remedy of our economic ills. The Na-
tional Planning Committee was appointed by the Cong-
ress, its twenty-nine sub-committees produced their
reports and the blue-prints of a national plan were pre-
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pated. We knew that the plan could not be put into
effect owing to political limitations of our position and
yet we persisted because we hoped that we would win the
necessary power through our own efforts and the march
of world events.

The war has frustrated our national efforts and world
factors have only thrown a lurid light on our industrial
deficiencies instead of helping us to remove them. Now
when the crisis is on us we want to make our own ships,
locomotives, aeroplanes, and automobiles. But in spite
of the little progtess that has been made, we know that
industrially we are extremely ill-equipped to meet the
needs of the situation. With luck we may escape the
horrots of war; but if we do not, outlook for our people
is truly gloomy. There are other reasons why we are
so ill prepared to defend ourselves, but among them
our industrial backwardness is the most important. In
four years of wat a lot more could have been done than
has been done; but it is, according to our old proverb,
too late to start digging a well when fire is raging.
Building up of modern industries requires time. Machi-
nety, technical skill and organisation cannot be provided
without forethought, preparations, and well-coordinated
efforts. At present we cannot set up factories for mak-
ing machinery. We have to impott it and the countries,
which could have supplied it to us, have their hands
full. They have no surplus industrial capacity to meet
our needs. 'The U. S. A. and Great Britain have to ward
off the immediate dangers over-head. They are uti-
lising and expanding their industries to feed their war
machine. We, therefore, have to wait and look on, wait
for the war to be over and hope that the better world,
which, it is supposed is being fought for, will really
emerge after it. Though the war, to use the phrase
which our rulers and some politicians fancy, is at our
doot-steps, let us hope that it will not come within
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out doors for we will fare very ill indeed if it does.

If we are fortunate enough to get through the war
without the starkness of our industrial shortcomings
being shown up even more cleatly than it has been al-
ready, we will have to build up the industrial future
of our country. Every thing will, of course, depend
upon the alignment of forces after the war and the will
of those who control them. It is impossible to predict
how far the situation will be favourable for us even if
progressive forces gain ascendancy after the war; and
we all know ot should know that even defeat of Hitler
will in itself not ensure the ascendancy of progressive
forces. The position is extremely obscure because it
is full of many incalculable elements. But no war leaves
the country as it found it, and it is absolutely certain that
this war is going to change everything for better or for
worse. ‘Things may be worse after the war—even much
worse; but it is also possible that they may be better—
even very much better. We in India are living in an
atmosphere of frustration in face of the greatest crisis
that the world has known, but we cannot afford to let
ourselves live in an atmosphere of mental frustration
on that account. We have, as a matter of fact, to find
compensation by being more fully awake to our vital
needs and by devising ways and means of meeting them
adequately ; and this can only be done with the hope and
faith that we have nothing to lose except our chains and
a world, a saner and better world, to win for ourselves
and for mankind.

Industrialisation has, therefore, to be conceived
and carried out in terms of new and better India as a
patt of new and better world. This, however, raises
the fundamental issue which Mahatma Gandhi has been
placing befote the country for the last two decades with
great lucidity and force. The issue is that industrialisa-
tion is an evil thing in itself. It involves centralisation
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of economic and social powers, it creates extreme in-
equality of income and wealth, it makes work mechanical
and soulless, and it leads to displacement of men by
machinery and, therefore, to unemployment of labour.
These are the inherent defects of industrialisation and
changes in social structure cannot remedy them. To
him the essence of industrialisation is violence and
exploitation and a non-violent social system based upon
service and cooperation can be built up only through
and on the foundation of handicrafts. That way a new
culture can be created and developed—a culture based
not on abundance of goods but on paucity of wants, a
culture in which joys of spirit matter much more than
goods of this world.

It is no answer to this argument to say that handi-
crafts cannot compete with mills: that the mill-made
goods ate economical and the cost of production of the
handicrafts relatively high. This conception of costs
according to the underlying assumption of this argument
is wrong and is based on a false standard of values for
industrialisation is extremely costly from the social stand-
point. Besides leading to the growth of slums, sordid
conditions of life and work, it necessitates the creation
of a mechanism which sets up intolerable social stresses
and sttains and is liable to frequent breakdowns and
violent disturbances. All that has to be reckoned as
costs of factory production. They are not costs for the
individual industrialists, but for society they are very
heavy costs. In so far as the war is d};e to economic
causes, its terrific cost in men and materials should also
be debited to factory production. If industrialisation
means struggle for markets and raw materials and, there-
fore, for political and economic domination its social
costs in terms of insecurity due to it in peace and warand
the crushing burden of modern armament and warfare
are the price which has to be paid to secure the benefits
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of modern civilisation through factory production.
This form of production from this standpoint instead of
being economical is prohibitively costly and it creates a
parasitical culture which makes it inevitable that men
should live on the labour of other men in an essentially
servile state.

The argument cannot be dismissed by calling it a
plea for a revival of the medieval economic system. It
is a plea for a new sct of values, for a new order based
on vital needs of mankind. Economists cannot possibly
deny the validity of the argument or regard it as irrele-
vant. Now that we are in the midst of a crisis which
has been created by conflict of values, value judgments
have to be taken as pre-eminently relevant even from an
economic standpoint; and these have to be given their
due weight in the discussion of the need for and the
utility of industrialisation. In India at present less than
one per cent of our population is dependent upon power
production. Industrialisation has hardly begun and,
if there is no escape from the evils which Mahatma Gan-
dhi attributes to it, it is worth while to cry halt to it, if
possible, and to build our economic life and culture on
the foundations of handicrafts.

The above point, however, is not decisive. There
are two others which are also important and must be
considered along with it. I have said that we should
stop industrialisation if that is possible. But is it pos-
sible? India cannot stand alone. She is and must
remain part of the world. We cannot isolate ourselves or
shut out wortld factors. Industrialisation is at least partly
responsible for the terrible destruction which is going
on at present. It has made this possible by providing
aeroplanes, bombs, tanks and other deadly instruments
of war, and it is also its cause owing to its having made
it impossible for any country to be self-sufficient. Dis-
tance has almost vanished and in peace and war every
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country impinges upon other countries at thousand and
one points. Whatever be the outcome of the war, it
is not going to be national self-sufficiency. Only two
alternatives are possible. Either a few nations will
live on the rest or all nations will have to acquire the
difficult art of living together. In neither case will
India be able to choose her own course irrespective of
what the people of other countriesare doing and how they
are living. If the process of bilateral battering now
in operation goes on long enough, the countries like
Germany and Great Britain will be devastated lands and
it is possible that teconstruction of theseand other coun-
tries may be preceded by a period of widespread chaos.
But it is certain that the world will not relapse into a
Dark Age in which science and arts will be altogether
lost or preserved only in fragments in small isolated
communities. Either on a totalitarian or on a coopera-
tive basis economic recovery of the world will take place
and industrialisation will be an integral part of it. If
disorganisation goes far enough, the wotld may for a
time have to fall back on handicrafts, but that will be
merely an emergency measure, and permanent recons-
truction will have to proceed on the widest possible use
of power—production. Europe, America, and Japan
will have to carry their own industrialisation much
further. There can be no going back for them and coun-
tries like India and China will, either through choice
or necessity, do likewise. If they are free to make
their own future, they will realise their industrial pos-
sibilities themselves; and if they are not, their enormous
resources will be developed by the dominant powers for
their own needs and purposes. It may be worth while
for us to revert to a handicraft culture, but we cannot
build it if industrialisation is to be the basis of world
economy as it is bound to be. :

This leads us to the next point. If India and China
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become free countries after the war, it will necessatily
mean the passing away of territorial and economic Im-
petialisms. It will be the end of exploitation of the weak
countties by strong nations and a truly cooperative
wotld order will be inaugurated. Countries will have
to live in peace and work together for the common good
of all. This sounds utopian at present. It may be
that it is. India may not be able to win her freedom,
and if she does not, choice will not be hers and handi-
crafts culture will necessarily be ruled out. But if she
is free and in a position to exercise choice, industrialisa-
tion will become an entirely different proposition. In-
dustrialisation is merely power production. The con-
quest of power is, as H. G. Wells pointed out, abolition
of toil. This is what it is in substance, but replacement
of man by machine instead of being a boon appeats to
many a real curse. The late Mr. Mahadev Desai, after
quotingfiguresshowing howadvanceof mechanisation has
led to reduction of human labour for production of goods
states that more machines will merely hasten the doom
of man (Harijan dated June 29, 1940). In one sense
the point is so simple that it hardly needs any elucidation.
Why should man’s doom be hastened because he has
to wotk less and less for producing what he needs ?
In 1914 motor making took 1197 hours and only 93 in
1934. In 1932 one worker made 453 bricks a day, by
1934 he could make 1500. At a cigarette factory of
Ivry (France) which turns out 25,000 cigarettes a minute,
250 women were required in 1932 but not more than 2
in 1935. Mrt. Desai has quoted these facts in support
of his argument and many more facts of the same kind
could easily be cited. Since the last war (1914-18)
there has taken place a second industrial revolution which
has led to very extensive use of automatic machinety
and development of power resources; and the result
has been a very remarkable reduction in human labour
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required for production. From the social standpoint
it is not in the interests of anyone that 250 petsons should
wotk where two ate required or a motor car should be
produced in 1197 hours while it can be made in 93. It
is not in the interest of the community to create work
by increasing the ineffectiveness of human labour. Re-
duction of work is reduction of toil and this is extremely
desirable for society. Mr. Desai does not accept the
validity of the well-known socialist argument that what
is needed is not less industrialisation but a better distri-
bution of wealth and leisure to save mankind from the
evils which industrialisation is known to have pro-
duced. In his opinion parasitism is inherent in the
ownership of large scale machinery; it is a system of
living on the labour of othets; it is at the root of violence
and war. To make men work with less efficient tools
of production is in itself no advantage. If what is pro-
duced satisfies a real need of the community, the less
human labour it requires the better.

The point is fairly simple but it does not settle the
issue. It is true that ‘a system of production is for use
and not for profit” and public ownership of the instru-
sment of production need not necessarily lead to the evil
iconsequences of industrialisation. Machines can and
should be servants of man; and when work of muscles
is done by machines, it releases human energy for work
worthy of man—for work in the realm of mind and spirit,
for creative work of the highest order. It does not
lower human dignity but raises it to a much higher
level. But there are two questions which are raised by
‘a system of production for use’ to which even the ex-
petience of Russia does not give satisfactory answers.
A system introduced and maintained by ruthless exetcise
of force and violence tends to perpetuate itself, however
beneficent its object may be. Its introduction, if it
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causes a social upheaval, may be more than a transient
phase in the history of a country, but even if that can be
mastered by ‘dictatorship’, it is very unlikely that dic-
tatorship will work for its own ‘withering away’.
Stalin’s purges and mass executions may or may not have
been justified, but when opposition to an individual
becomes an act of high treason, a regime is established
of which the sinister possibilities cannot be denied.
Moreover, the dangers of economic and political des-
potism inherent in a system of centralised control of the
entite system of production have to be admitted. It is
bad enough to have to be subservient to an employer
for one’s living but subservience imposed by the state,
which controls every avenue of employment, is infinitely
worse. This omnipotence can be used not only for
planned production but for suppression of every form
of liberty and for bringing about an extreme regimenta-
tion of thought. In the opinion of Andre Gide and
Max Eastman, erstwhile. friends of the U. S. S. R,
centralisation of economic power in Russia has actually
led to these results. Without expressing any opinion
on the consequences of centralisation of economic
power in Russia, one can easily appreciate the latent
danger in public ownership of the instruments of pro-
duction. Large scale machinery has nothing parasitical
about it. It is a very efficient tool of production. But
if it is privately owned it leads to giant business, mono-
polistic competition, and instability due to conflicts
within and between countries. On the other hand, if
it is publicly owned, it creates a new Leviathan the might
of which can be remorselessly abused.

It may be possible to eschew totalitarian methods in
the establishment and wotking of a socialist system and
have a democratic variety of it, i.e., a system which can
be introduced and maintained without resort to force
or undue reliance upon it. But recent expetience does not
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justify this expectation. The prospect of the introduc-
tion of even a mild variety of a semi-socialist regime has
been enough to call forth a combination of reactionary
forces in so many countries as to provide a volume of
contemporary evidence in support of the Marxian class-
war thesis. In Spain, Great Britain, France and the
U. S. A.—not to say anything about Germany, Italy and
Japan—fear of socialism has exercised such a malign
influence on the conduct of public affairs and foreign
policies of these countries as to justify scepticism of the
possibility of a ‘system of production for use’ being
introduced by persuasion and appeal to reason. -
Dilemma of industrialisation is, therefore, real.
But it has to be faced. There is no getting away from
it. It creates unemployment; want and abundance
exist side by side; there is trade cycle; economic and
political frontiers do not coincide. But apart from the
fact that the wotld as a whole has gone too far in the
direction of industrialisation, it would be a great pity
not to make the most of the enormous productive capa-
city which we now have at our disposal. For the first
time in human history ‘surplus’ can be made available
for all, ‘surplus’ which can bring culture within the
reach of the masses. Relief from an unremitting struggle
for existence is more than feasible but can be secured
only if we solve the problem of productive organisation
and if we can combine unity of social purpose (which is
essential for socially beneficial use of our productive
resoutces) with values which give meaning and dignity
to life, i.e., if we can have social efficiency without social
tyranny. Culture is impossible without ‘surplus’. In
the past, slaves and serfsand more recently wage-earners,
peasants, and labourets have had to toil in order that 2
few lucky or gifted persons may have opportunity for
cultivating graces of life and for expressing the deepest
urges of man. Civilisation has until recently literally
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flowered on the dung-hills of humanity. They have,
therefore, drawn sap which was tainted at the soutce.
That is no longer necessary now. In steam, electric,
water and other forms of power we have now billions
of slaves who can provide ‘surplus’ for all and these
can and should be used without depriving the multitude
of their right to economic security, minimum necessaty
for health, efficiency, culture and scope for self-ex-
pression. The dilemma of industrialisation is not due
. to power production. Machines have no will of their
own. They are neither moral nor immoral. They are
made by men and used by them. If they are used intel-
ligently, they can make the future of mankind unlike
anything that we have had and very much better. We
can escape this dilemma in human telations by taming
power and by making directors of industty public set-
vants. The latter should owe their position to work
and worth and not birth or wealth, and should know
that their position is a public trust. They should retain
their position only and as long as they are true to their
trust.

The taming of power, therefore, is the crux of the
whole_problem. Industrialisation is inescapable, but
whether it will be a cutse or blessing will depend upon
the ability of men to develop the right social pusrpose
and carry it out by entrusting its execution to leadets’
who atre conspicuous for their sense of public responsi-
bility and their merit. This problem is not 2 problem
of industrialisation only, and has not been created by it.
Upon the solution of this problem hangs the future of
mankind after the war and industrialisation has made
it much more urgent than it would otherwise have been.
This is the problem of India as it is of the rest of the
world. Tt is also now realised that the Indian problem
is as well a wotld problem; and if the Indian problem
can be solved, the whole complexion of industtialisation

2
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will be changed and India will have the power and, let
us hope, also the will to deal with the real issues which
it raises.

Economic and political issues are now so closely
interwoven that it is almost impossible to say where
economics ends and politics begins or vice vetsa.
Industrialisation in India, it is clear, is both an economic
and political issue. Development of industries is not
only inhibited by our political limitations but we cannot
view it in right perspective if political freedom remains
for us merely a national aspiration. It is when India
is actually free and takes her place as an equal member
of the international community that we will realise fully
industrialisation is much more than a question of Indian
versus British enterprise. The dawn of Indian freedom
has already quickened our social consciousness and has
made us aware of the fact that ‘swadeshi’ in itself is not
and cannot be enough. The ‘swadeshi’ movement was
at its start a challenge and portent. It was an organised
protest against a political wrong and an exptession of
incipient urge towards economic emancipation. But
‘Buy Indian’ is a limited objective and its realisation,
apart from its inherent difficulties, will create more
problems than it will solve. Economic structure of
our country, even without larger measures of industtial-
isation, is extremely unsound and unstable. We are well
aware of the fact that industrialisation that has already
taken place has added to the precariousness of the
economic situation, but what may be called purely
Swadeshi mentality still persists. Replacement of fo-
reign by Indian enterprise is an advantage, and if we make
in India what we are now importing, it will mean eco-
nomic progress. But the stage is long past for thinking
only in these terms. Autarchy as national economic
policy has had a great vogue but it is a part of the malaise
which brought the world to its present pass. After
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the war it will not be sufficient to secure enjoyment by
all states of access on equal terms to trade and to raw
materials of the world which are needed for their pros-
perity (vide point 4 of the Atlantic Charter of August
1941) but it will also be necessaty to secure the ‘fullest
collaboration between all nations in the economic field
with the object of securing for all improved labour
standards, economic advancement and social security’
(point 5). In these points is implicit much more than
meets the eye and, though such statements are mote 2
part of the game of manoeuvres and counter manoeuvres
than a declaration of living faith, the points referred
to above, if honestly and fully applied, foreshadow a
basis of international economic life very different from
anything we have known so far. The authors of
this statement may have their mental reservations,! but
the post-war situation will develop its own sanction
and will give us the need for working out a truly co-
operative international economic policy in the interest
of all peoples. It will be a compelling necessity which
Roosevelt or Churchill or their successors will have to
teckon with. Collaboration referred to here has been
an economic necessity for a long time. After the
war it will become a political necessity for without it,
it should prove impossible to build a real and stable peace
and a permanent system of general security ‘which will
afford to all nations the means of dwelling in safety within
their own boundaties and which will afford an assurance
that all men in all lands may live out their lives in free-
dom from fear and want’.

We in India have to think out our problems, includ-\
ing the problem of industrialisation, in these terms.

1These lines were written before Mr. Churchill explained
the implications of the Atlantic Charter for India and for other
dependent countries—Editor’s Note.
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India is not yet free and the ruling classes in England
do not realise that the battle of freedom cannot be won
unless she becomes free. Freedom like peace, however,
is indivisible and cannot be withheld from India in the
post-war world; not for long. The end of war may not
be the end of the period of sweat and teats for us.
But India will be free and India’s freedom should ulti-
mately mean freedom from fear and want for her people.
Our people are the most want-ridden and, therefore,
feat-ridden people of the world. Industrialisation is
needed not because we want metely to substitute home-
made products for foreign imports, but primarily be-
cause we want to give our people relief from their soul-
killing struggle for the barest subsistence. Yes, swadeshi
is not enough. We have to make swadeshi an instru-
ment of economic liberation of our people, of new hope
and new life. We live in what a young poet, C. Day
Iewis calls, ‘poisoned intimacy’ with fear. Political
freedom will give us power to make our own future
but for realistic and spiritual reasons we have to develop
the will to quote from Lewis again, ‘to cleanse the blood
of life,” to purge ourselves of ‘the guilt at the root,’
the endemic guilt of chronic semi-starvation of our swat-
ming multitudes.

Mahatma Gandhi’s programme of the development
of village industries would acquire a2 new meaning for
‘us if industrialisation is to be taken not as an end in itself
but as a2 means to lazrger life for our people. At present,
as Dr. V. K. R. V. Rao has pointed out in his essay in this
book, in India for one worker in large scale industries
there are nearly five in the small and cottage industties.
They are now being increasingly exposed to the compe-
tition of Indian large scale industties; and if industrialisa-
tion proceeds farther, they will find their lot grow worse.
We Rave to think of them, we have to think of our in-
creasing number of landless labourers, and we have to
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think of the increasing enforced idleness of our agri-
culturists owing to the progtessively diminishing size
of their holdings. Industrialisation will hit them hard
and absorb only a vety small portion of this large and
helpless section of our -community. The ultimate
place of cottage and small industries in our economic
life is a matter for speculation. Industries which are
auxiliary to large scale industries or are engaged in repait
services will, of course, have to be retained. So will
the industries which are producing art crafts and goods
to order. The relative proportion of the workers in
the last class will, as a matter of fact, increase if thete
is 2 wide diffusion of ‘surplus’, if a majority of people
can afford to buy artistic goods and are cultured enough
to value them. But apart from these industries we have
to find means of employing men and women who at
present ate engaged in small industries or have no other
means of making a living if industrialisation does not ot
cannot absotb them. We cannot leave them to their
fate or trust natural selection to solve the problem. By
improvement in technique, standardisation, and coopera-
tive marketing we have to enable them to hold their
own until economic reorganisation is complete and they
can be provided with productive opportunities which
give them an assurance of good wages, decent condi-
tions of work, and economic security. Under the most
favourable conditions this will take time; and if condi-
tions are not favourable, it may take a long time before
this transfer of human resources can take place. Enor-
mous man powet of India now very partially employed
represents a loss of productive resources the value of
which cannot be measured in terms of money for, more
than the loss of productive power, it is the cause of low
vitality of our people and the appalling loss of life in
this country. .
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The most effective way of enabling our growing
population to maintain itself until the necessary adjust-
ment of our economic life can be carried out is to help
them to produce for themselves as much as possible.
If they produce for the market they have to face compe-
tition, develop a marketing organisation which they
can neither provide nor run themselves, and have the
necessary financial backing. These conditions are not
easy to fulfil. They require initiative and enterprise
of which the cottage workers themselves are not capable.
This aspect of the matter has not received any attention
even on the part of organisations like the All-India
Spinners’ Association and the Village Industries Asso-
ciation. As faras I know, these organisations are catet-
ing for the market and have not so far tried any experi-
ment for enabling each village or rather a group of
villages to be self-sufficient in respect of simple articles
of everyday use. But this is a line of development
which has to be tried. It will require cooperative unions,
one for each group of eight or nine villages, which
should produce commodities for the needs of their own
members. They should produce not only their own
cloth, but grow their own vegetables, produce their
own oil, honey, milk, ordinary articles of furniture,
matches, paper and a few other commodities. The
details of an organisation for this purpose have to be
thought and worked out, but it should have as its object
the conversion of available labour power into goods
which can and should be consumed within the small
cooperative units. This organisation cannot be entirely
self-contained, but it will have to be made as independent
of money economy as possible. It will virtually be a
system of labour exchanges and labour will be literall
the soutce and measure of value of the goods producel

The workers who will make, join, and use these
cooperative units for supplementing their meagre te-
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sources will be mostly part-time wotkers. They will
use theit spare time or rather the time which they cannot
use otherwise for producing goods for their own use.
But there will remain a large number of small-scale work-
ers who will produce finished goods for the market.
Expetience has clearly shown that they are being sweated
and exploited even more than the wotkers in the large-
scale industries and what is worse, they cannot protect
themselves. Their dependence upon the middlemen is
inevitable under the existing conditions. The producer -
of Kashmiri shawls, Amritsar woollens, Ludhiana knitted
wear, Aligarh locks, Murshidabad brass utensils, Benares
saries, Bhagalput silks are being badly underpaid and
overworked and are without any security whatsoever.
Village markets are very limited and products of local
industries cannot be disposed of in these local markets.
As the dependence and helplessness of these workers
increases in direct propottion to the extent of market,
it is vain to expect that small scale production itself
would grant the workers any immunity from exploita-
tion. If the existing small and village industries now
producing for the market are to be maintained and mote
are to be created, the state has to take measures for their
protection and development. These industries have to
be protected and, if necessary, to be subsidised and theit-
technical problems solved for them; their products
have to be standardised and sold and, what is most
important, the producers have to be given a square deal,
in order that they may earn good wages and may not be
overworked. In one wotd, the state has to do for all
small scale and cottage workers what the All-India
Spinners’ Association is doing for the two lakhs of part-
time spinners. The departments of industry in some
provinces have attempted to do this on a small scale
but this has to be done on a much larger scale and far
more effectively.
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Special measures for the protection and develop-
ment of small and cottage industries are needed because
they hold and will continue to hold for a faitly long time
an important place in our economic life. But indus-
trialisation has to be planned and proceeded with. There
can be no question of our abandoning ot suspending it.
We cannot, as already stated, isolate ourselves from the
wotld ot economically become a hermit nation. Indus-
trialisation must, however, be controlled in the interests
of society and dislocation due to it must be reduced to the
minimum. But one essential condition for the develop-
ment of all industries in India, large or small, is the ex-
pansion of matkets. As is well known in all industrial
countries, goods can be produced, but they cannot be
easily sold. Most of them have built their industties
by finding markets in foreign and comparatively un-
developed countries; but owing to the entry of many
tivals in the field and owing to an increasing industriali-
sation of the newer countries, which provided markets
for the more advanced countries in the past, the struggle
of markets has become acute and has created economic
tivalries which are one of the most important causes of
this and the last war. Now countries like Germany
and Japan are trying to establish by force their own,
to use the phrase which Japanese diplomacy has made
familiar, sphere of prospetity, i.e., their own industrial
pteserves. If this attempt fails, and after its failure the
foundations of a dutable peace ate to be laid, it will be
essential to tap new markets which exist in all countries
in the form of unsatisfied but real need of the people.
There ate practically no limits to the expansion of these
markets and if the statesmen of the wotld have the wis-
dom and insight necessary for developing these markets
and can put forth the necessary cooperative constructive
effort for the purpose, the struggle for markets will
not and need not continue. Thereby, the world can
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become a sphete of common prosperity for all and the
international economic relations be placed on a recipto-
cally advantageous basis.

But whether this happens ot not, India has to find
and develop matkets within her own territories and
these markets are capable of enormous expansion
owing to the size of her population and its limitless
unsatisfied needs. This is essential for the develop-
ment of all industries, but particulatly so for
our large-scale industries. Most of the existing
large scale industties, before the war started, reached
the limit of the existing markets or were not far
from it. The sugar industry had in less than a decade
captured the entire home market and was suffering
from ovetproduction. The cotton, matches, cement,
paper, and 'even iron and steel industries were eithet
near the saturation point or were soon expected
to be. Absolutely speaking these industries are yet
undeveloped, but our home market is the most
important limiting (factor in their development and
without its expansion industrialisation in India can-
not be carried much further and will not, even if it
is socially controlled, contribute materially to the solu-
tion of our economic problem. India has to be her own
sphere of prosperity and its possibilities must remain
extremely limited unless she can bring about very
great expansion of her own market. For this she has
to increase, not what the economists call propensity to
consume, but the ability of her people to do so, i.e., their
purchasing power; and in India where a vast majority
of people are and will remain agricultural, the general
increase in the purchasing power of our people must
necessarily mean an increase in the purchasing power of
the agriculturist class.

This raises a host of issues relating to the whole
economy of India which cannot be dealt with here, but
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it is obvious to everyone who understands the essentials
of the question that increasing the purchasing power
of the agriculturist is a problem of the entire economic
life and cannot be solved merely by currency and ex-
change manipulation, standardisation of agricultural
commodities, distribution of better seeds, improvement
of marketing facilities or measures of the same des-
cription. India’s whole rural economy is insolvent, it
involves toil which brings vety "poor teturn and the
complicated systems of land revenue and land tenure
and the increasing population render it well nigh
impossible to place agriculture on a sound progressive
and stable basis. If the expansion of markets is an es-
sential condition of the progress of industrialisation in
our country and cannot be brought about without ex-
pansion of the purchasing power of the agriculturists,
our whole agrarian system must be recast to enable the
country to industrialise itself. The stupendousness of
the task is evident; but, unless it is accomplished, we will
before long come to a dead end in industrialisation.
Agriculture and industry in every country must act as
counterparts, if integrity of economic life has to be pre-
served. In India agriculture has not only to provide raw
materials for industry but it has also to provide the basis
for industrial development by providing markets for
industrial products; and that can only be done by the
enrichment of the agriculturists. In other words, the
standard of living of our rural population has to be
raised primarily not only because this rise is essential
for -improvement of the health and vitality of our
people but also because without it the market for
industrial goods will be extremely limited in extent
and, therefore, will seriously limit the growth of our
industries.

If the above view is correct, we will have to undet-
take simultaneously the reorganisation and development
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of agriculture and industry. This would necessitate
application of science both to agricultural and industrial
production, but even more than that it will necessitate
change of economic relations. They have to be changed
in the interest of social justice but much more in that of
economic progress. Improvement of technique in agri-
culture and industry is important to accelerate the pace
of progress but radical change in economic relations
is much more so. India may have capital, be able to
develop scientific research, and make available technical
skill and expert knowledge for her economic develop-
ment; even the provision of these conditions presupposes
release of new productive forces and growth of wealth;
but these conditions in themselves will only increase
our sense of frustration if we cannot create 2 new frame-
wotk of economic relations, i.e., get rid of inhibiting
survivals of the past in our economic structure and
change it to suit our vital needs of today.

This change will alter the whole background of out
economic problems and also their order of importance.
Our tariff problem, for example, which has exercised our
minds so much will become a very different problem if
the whole context of our economic life changes. The
so-called policy of discriminating protection is, as Mr.
B. P. Adarkar has called it, halting and incoherent. It
has been conceived and executed more with a view
to protect British interests than to reduce inevitable
costs of protection. But if we reorganise our whole
economic life, tariffs will lose their relative importance
as an instrument of industrial development. Trade
quotas, bilateral and multilateral agreements, and
exchange control have already diminished the impozr-
tance of tariffs as an instrument of economic policy.
Where the state can and does control all key points of
economic life, it becomes unnecessary to rely upon the
policy of raising the prices of foreign imports—that is
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what protection is in essence—for stimulating industrial
development of the country. Artificial raising of prices
for drawing investible funds into an industry is a very
crude method of fostering industries. Its underlying
assumption is that behind the tariff wall unregulated,
competitive, laissez faire economy is to prevail. The
industrialists in every protectionist country have been
ardent advocates of high tariffs, i.e., of keeping out
foreign importts in order to give them a chance to make
high profits. But they have been equally ardent in their
opposition to state intervention in industrial matters
inside the country. The results have been the well-
known evils of the inability of the ‘infant’ industries to
grow up, political corruption, and cartellisation of
industries. The industrialists want the state to protect
them against foreign competition but they do not want
the consumer, the wotker, and the community to be
protected against their cconomic aggressiveness. Tariff
protection has, therefore, been a very mixed good and
has created as many problems as it has solved.  But for
keeping out foreign imports it is not at all necessary to
levy tariffs. If their continuance is against the interests
of the country, they can be partially or completely prohi-
bited. That is what has been done through quotas,
exchange controls, and bilateral agreements in a number
of countries. This is being done now for the efhicient
working of war economy in all the belligerent countries.
All the complications ot double, triple, or multiple dec-
ker tariff schedules, of assessment and valuation, and
similar other perplexing difliculties are thereby easily
avoided. Insertion of ‘jokers’ in schedules running into
thousands of items becomes impossible, and the indus-
tries for which home markets have to be reserved can
be created by ‘direct’ control of imports. Dumping and
disturbances due to exchange depreciation and fluctuation
of prices inthe exporting countries are automatically ruled
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out. The tariff question simply ceases to exist, and
Jindustries can be created not because they satisfy a ‘triple’
or any other formula but because the country needs them
and has resource and determination to develop them.
The industries established in this way cannot possibly
claim any immunity from public control. Their costs,
wages and organisation policies have necessarily to be
submitted to public scrutiny and revision; they cannot be
permitted to batten on the community and yet not owe
any obligation to it.

Tariff protection is an incidence of competitive
economy, a clumsy device for saving it from itself. Its
contradictions have created stresses within every country
and have placed intolerable strain on international rela-
tions. The policy has to be revised and revised not be-
cause free trade is a law of ‘the natural system of econo-
ic liberty,” but because simple, direct, and far more
effective methods of fostering the industrial development
of the country can be or rather have already been devised.
Same consideration applies to other problems. Cut-
rency, exchange, banking, labour welfare and other
major problems of economic life will change their charac-
ter and will call for different lines of approach and tech-
niquc to meet the needs of the changed situation.

Owing to the limitations of space it is not possible to
indicate the changes that will take place in the handling
of these problems, but nevertheless it is necessaty to say a
few words about the problem of foreign capital which
has such an important bearing on the problem of indus-
trialisation. Thete is no way by which economic and
political aspects of this problem can be separated.
Foreign investments everywhere have had far-reaching
political results both for the lending and bortowing coun-
tries: whether ‘finance capital’ is or is not the prime
mover of economic impetialism economic domination
of undeveloped countries has been achieved and
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maintained through and for investment of capital funds.
Foreign capital invested in India in the pre-war period
has been estimated at £ 1,000 to £ 1,500 millions but,
due to stetling repatriation and withdrawl of British
capital, foreign capital which still remains invested in
India is between £ 300 and £ 450 millions. It is true
that we owe to it the development of our railways,
tea, coffee, and rubber plantations, coal, mica, coppet,
jute and a number of other industries, but we also owe to
it extreme centralisation of industrial power in India,
the naturc and extent of which are not as widely known
as should be; the constitutional safeguards against,
what is cuphemistically called, discrimination is also due
to this factor. India has her industrial oligarchy, and
in spite of the entry of Tatas, Birlas, and more recently
of Dalmia and Walchand into the field, they are mostly
British. Andrew Yule, Bird, Shaw Wallace, Octavious
Steel and a dozen other foreign companies dominate
the industrial economy of India and control finance,
jute, cotton, coal, tea, transportt, clectricity, engineering
and many other enterpriscs. The Indian concerns like
Tatas have also acquired powerful position, but they
are far behind their British rivals, and the Indian indus-
tries and industrialists are being increasingly used by
these foreign intetests in order to present a facade against
swadeshism. These industries are coming to working
agreements with the British firms according to which
they get some of their pickings, and the Indian indus-
trialists arc being given directotial positions to forestall
the ¢riticism and possible action on the score of these
entetprises being entirely foreign. The economic
strategy is clever. By it a firm like Associated Cement
Company, in spite of its effective control by Killick Nixon
and Company, becomes an Indian enterprise and puts
forward its claim as such. But in all such cases the
basic facts remain unchanged. Control and manage-
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ment remain in British hands and the apparent change
does not impair the paramountcy of British interests.

Erection of the tariff wall has only ‘worsened the
position and Wimco, the Swedish combine which con-
trols nearly two-thirds of the production of matches
in India, Lever Brothers, Imperial Chemical and other
‘India Limited’ concerns are now entrenched behind the
tariff wall and have increased the profits and power of
foreign enterprise in India.  As under the new or defunct
constitution we cannot assist Indian firms without extend-
ing the same assistance to all British controlled firms,
the consumer and tax payer in India have to carry fresh
butrdens for the benefit of these enterprises. Trusti-
fication of the industrial economy of India, limited as it
is, is all but completed; a few score families have all the
key positions and power in their hands, and this trusti-
fication is pre-eminently an achievement of British
enterprise. It means economic bondage for the country
and creates formidable obstacles in the way of India’s
freedom.

Our attitude towards foreign capital after the war
should, however, depend upon India’s political position.
If India is free, India will have the power to regulate
foreign investments and determine the terms on which
they will be permitted. Everything is to be gained by
India having surplus resources of other countries for her
economic development. Her own capital resources
can be further mobilised and increased, but taking into
account the extent and urgency of our capital require-
ments, Indian resources will need to be supplemented
by foreign borrowing. After the war international
investments will have to be subjected to international
control if we are to see an end of the era of political
loans, international financial pools and the virtual
control by high finance of foreign policies of the various
states. The state in future, even in countries with
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investible surplus, will have to control the investment
of its citizens and financial institutions in foreign coun-
tries ; and the control will have to be coordinated by an
international authority. If this happens, the problem
of controlling foreign capital in India will become com-
paratively simple. The foreign firms alteady operating
in India will also have to be dealt with. Expropriation
would, of course, be out of the question if political
relations of India can be readjusted and placed on a satis-
factory basis by the conference method; but under
the most favourable conditions, public control of impot-
tant industrial concerns will be necessary and will
have to be made more complete in the case of the con-
cerns which at present arc occupying a dominant posi-
tion in our industrial ecconomy.

" The problem of foreign capital, like other major
problems, will, therefore, assume a different aspect under
the changed conditions. We have, as stated before,
to look ahead and think out in terms of a better and
brighter futute of our country. The course and out-
come of the war cannot be predicted. It may be that
India and the world have to pass through ‘a long and
dark tunnel’ not only during but also after the war, and
it may be that India will have to remain longer in the
tunnel and find it darker than most other countries ;
but at the end, for India also there is light. The assump-
tions on which the above argument has been based,
may not hold good for a long time. But the case for
“industrialisation has to rest on these assumptions.
Under the existing conditions it is true that industrialisa-
tion is no solution of our economic problem and its
further development cannot but be severely repressed
by the basic facts of our economic and political life.
If the conditions do not change for the better, or they
get worse, we will have to make the best of a bad job.
For that no thinking is necessary. We will have to fit
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our actions to the facts as we find them and they cannot
be visualised inadvance. But industrialisation is a world
problem and cannot be solved unless economic life of
the world is reorganised on a rational, cooperative, and
stable basis. The problem of industrialisation in India
is a part of the world problem and world wide recons-
truction would also involve reconstruction of Indian
economic life on a cooperative basis.  We have to think
on these lines, otherwise we will find that we are dealing
with the issues of the past and not the task of the future.

In the collection of essays in  this  book,
which is now going into a revised and enlarged
second edition, a  number of cconomists, have
treated the problem of industrialisation from differ-
ent points of view. It is hoped that readers will be
helped to gain an insight into an understanding of the
complexity and manysidedness of the problem through
reading these essays.  Fach writer has brought to bear
his special study and point of view on the aspect dealt
with by him. But through them all runs a unity of
putposc derived from the view that industrially India
must rise to the full height of her possibilitics to bring
happiness, prosperity, and higher standard of life to
her entite population. This view is derived from
faith in India and her future.



CHAPTER II

PHILOSOPHY OF INDUSTRIALIZATION

By J. K. MEHTA, M.A.
University of Allababad

There has been much controversy in recent years
about the industrial future of our country. One point
of view favours the maintenance of agricultural predo-
minance in our economic system, the other wants a rapid
industrialization. T'wo considerations justify a detailed
enquity into this question. In the first place, cven if
we ate satisficd that industrialization is the goal towards
which our efforts should in future be directed, we have
at least to satisfy an important section of the public
whose extreme conservatism coupled with the belief
in the superiority of Indian soil and climate for the
production of agricultural commodities has made it feel
strongly that crop growing must for ever remain the
principal occupation of the people of this country. In
the second place, a definite answer is necessary in our
own interest. For, it is obvious, that it is not possible
for us to pursuc an indusirial policy on sound lines
unless we are clear as to why and for what purpose
we really want to industrialize India.

Every country has certain advantages over others.
These may be natural, such as ate to be found in the
quality of the soil, the climate and the geological struc-
ture of the land, or they may be traditional and cultural.
It is but natural, thercfore, for a country to develop
along the lines indicated by such advantages. Thus
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India has always been an important agricultural country,
producing a large variety of food stuffs and other
raw materials for industrial uses. The fertility of her
soil, the variety of climates, and the inherited skill of her
farmers all combined to make her a first rate agricultural
country.

It is not necessaty, however, that a country that has
special advantages in agriculture should be totally
unfit for manufacturing industries. Manufacture is not
the monopoly of any one nation. Our country, for
instance, has made remarkable progress in this direction
also. Her raw materials were worked up into finished
products and consumed within the country ; and such of
her products as were sent abroad had become the envy
of foreign producers. Lvidence to this fact is found
in the various publications that deal with the economic
conditions of India in ecarlier times. The Report of
the Industrial Commission is a document that contains
suflicient material to prove the industrial supremacy
of India in the days gone by. Professor Weber says
that the “skill of Indians in the production of
delicate woven fabrics, in the mixing of colours, the
working of metals and precious stones and in all manner
of technical arts has from very carly times enjoyed a
wotld wide celebrity.”

It was only after the Industrial Revolution in the
west that India began to lose her position and the
“crroncous idea that tropical countries with their
naturally fertile lands and trying climate were suited to
the production of raw materials rather than to manu-
factures” began to spread.

India, therefore, possessed at least in those eatlicr
days all that was necessary for a healthy development
along industrial lines. Nor is there any reason why
what was possible once should become impossible now.
Provided the factors of production are sufficiently mobile
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or labour can be trained and materials and capital im-
ported, a country can develop almost any industry within
certain limits. Thus, some of the western countries
that did not produce their own raw materials were able
‘o establish flourishing industrics by taking advantage
of the means of transportation that brought to them all
the necessary materials from abroad.

Given favourable conditions there is no reason why
India should not once morce be able to take her place
zlong with the other industrial countries of the world.

But what is the special advantage in becoming an
industrial country? A purely agricultural  country
would have no serious disadvantages were manufactured
articles always obtainable by exchange. For, a major
part of our welfare consists in having and consuming
all the desirable things that we wang, no matter whether
such things are produced at home or imported from
abroad. But this is truc of peace times only: in times of
war, as we shall see later, it is not possible to depend
always on forcign nations for the supply of important
or indispensable things. We may possibly do away
with luxuries in times of war but we cannot do away
with the prime necessaries such as food, clothing and
shelter and the materials and equipment needed for the
prosecution of a war.

But even in peace times it is not very desirable fora
country to specialize merely in the production of agri-
cultural commodities. In the first place, a more
balanced economy, providing a larger variety of occupa-
tion, is to be preferred to an unbalanced one, so that
thete may be ample scope for the labour and capital of
the countty to shift from one occupation and trade to
another according to need. It is a wise policy not to
put all the cggs in the same basket. In the second
place, it has to be noted that the demand for agricultural
products is, in general, less clastic than the demand for
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manufactured articles. When a country produces and
is, therefore, able to offer only those articles the demand
for which is not so clastic it is at a disadvantage in
bargaining with another country the production of which
is not confined to commodities of such inelastic demand.
If we want, for some reason ot another, a larger quantity
of cloth from a forcigner, we shall have to offer a very
much largetr quantity of wheat to induce him to accepr
the bargain. For, his want for an extra quantity of wheat
is not so strong as our want for an extra quantity of
cloth. The terms of trade are, therefore, most likely to
be unfavourable to an agricultural country. We do
not mean to say, of course, that 2 purcly manufacturing
country has no corresponding disadvantages in bargain-
ing with an agricultural country, bur with that we are
not here concerned.

Besides these risks and dangers of a purely agri-
cultural economy there are certain positive advantages
to be secured by a happy blending of manufacturing
industty withagriculture.  In the ficse place, manutactut-
ing industries which necessitate the use and repair of
machines cxercise a healthy cducative influence on the
people.  They contribute to a fuller development of a
man’s personality not only by providing opportunities
tor the excrcise of intellectual qualitics, but also by
creating in him a greater sense of responsibility towards
his work. In the second place, the development of
industries helps the agriculture of the country 1 several
ways, in the long run, by reducing the pressure of labour
on land and by increasing the purchasing power of
the population.  Thus, there would bea greater demand
for agricultural products, higher prices, morc profits
and a smaller number of men to share this bigger profit.

All that has been said in favour of a more balanced
cconomy—a happy blending of agriculture and manu-
facture—points ultimately to an increase of wealth
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and welfare in the country. Wages will rise with a
greater demand for labour of all descriptions. Profits
will increase and rents will rise in urban areas. Produc-
tion will, on the whole, become less risky as manu-
facturing industries will not nced to depend so much
on an undependable climate, and unemployment both
seasonal and non-scasonal, will decrease.  Famines will
become less intense in their scverity and less frequent
in their occurrence. And there will be a perceptible
decrease in the unemployment among the cducated
classes as an increasing demand for their services will
be created by the development of industrics. Lastly,
it may be noted that with the increase of wealth in the
country, the revenue of the State will also increase.
Not only will the old taxes yield more revenue but it
will become possible or less burdensome to levy @ddi-
tional taxcs. Al this will mean an acceleration of the
speed with which social and cconomic reforms can be
introduced in a country.

When these advantages of industrialization arce
remembered  together with those special advantages
which accrue in times of war, it becomes quite obvious
that self-sutficiency, to the extent to which a wise policy
of industrialization will permit, is desirable and perhaps
no price may be considered too high for it. It
would not, however, be nccessary to pay a very high
price in the case of most of the industries. A judicious-
ly devised system of protection can develop iadustries
for the growth of which this country may at present
appear to provide no facilities. But the question of
protection need not be taken up here as it has been fully
discussed in a subsequent chapter.

If then industrialization is possible for any and every
country what is it that has prevented its rapid growth
in the case of our country’? Why is it that not only did
the industrics that alrcady existed not develop further
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but they actually began to decline and in course of time
disappeared altogether from the economic field.

Let us take up the causes of the decline of our in-
dustries first. There are four factors that contributed
to this fall. In the first place, some of the industries
lost the patronage of the Indian courts and the noble
families whose number and position naturally began to
decline with the political supremacy of the foreign nation
in India. In the second place, the demand for the pro-
ducts of the Indian industrics went down with those
changes in the tastes and ideals of the people which the
impact of western civilization made incvitable. It is
always the ways and ideals of the ruling nation that be-
come the model for others to copy. Thus, as the tastes
and fashions began gradually to change, the demand
for the products of our industries found itsclf yielding
place to the demand for the foreign manufactures. In
the third place, we have to note the effect of the import
of cheap machine-made goods into India. The indus-
trial revolution that took its birth in England gave to
herand other western countries a lead in the manufacture
of commodities from the adverse influence of which India
could never completely free herself.  The cheap foreign
goods invaded and captured our local markets driving
away from them the more expensive, though in some
cases the more artistic and durable, products of Indian
manufacture.

These three causes, however, cannot explain the
complete ruin of our industries, though they might ac-
count for the initial setback. Why could not our in-
dustrialists or artisans change over from the manufacture
of old fashioned articles of a particular set of designs
to that of up-to-date articles with new and attractivce
designs ?  Again, was it impossible for them to adopt
mechanized system of production in the manner
in which it was adopted by the other countries of the
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world? It is obvious, therefore, that for the recal
cause of causes of the decline of our industrics we have
to look elsewhere.

The real cause, it is alleged, is to be found in the
policy of the Hast India Company which was directed
against the trade and industry of India. Everything
possible was done by it to prevent the Indian goods
from sclling in the English markets to the detriment of
the home producers.  The imports of certain articles
were actually prohibited while those of others were
drastically cut down by the imposition of heavy import
dutics. These measures had the desired cffect of killing
thosc industries which depended on the demand of the
foreign markcts, so that in the words of Mr. Digby
they (these measures) were withdrawn only after the
export trade in manufactured articles had temporarily
or permanently been destroyed.  In this connection it is
of interest to note that the imports of Indian dyed cali-
coes were prohibited in England between the years
1700-1824, while certain other imports such as those
of raw and manufactured cotton and wool and  muslins
of white calicoes were made to pay heavy duties ranging
from 30 to 8o per cent.

These indirect ways of discouraging Indian indus-
trics, we are told, were supplemented by other mea-
surcs of a morce dircet nature. Thus, as Mr. R. C.
Datta says, “In their letter to Bengal dated 17th March,
1769 the Company desired that the manufacture of raw
silk should be encouraged in Bengal and that the manu-
facture of silk fabrics should be discouraged. They
also recommended that the silk-winders should be
forced to work in the Company’s factories and prohi-
bited from working in their own homes.”

However, it may be noted, it is seldom necessary to
take recourse to such measures of a direct nature. For,
the weapon of import duties is sufficiently cffective and
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can, in most cases, be relied upon to kill or disable the
industries against which it is employed. It is only
when it is open to the other counttics to retaliate with
similar measures that the import duties fail to achieve
their cbject. But India’s dependency on a foreign
power denied to her this right of sclf-defence.

The conditions have, however, slightly changed
since the time of the Tast India Company and during
the last fifteen years in particular the government of
India has helped 2 number of Indian industries by the
levy of import duties on forcign imports.  The Cotten,
Iron and Steel and Sugar industries are three conspicucus
examples of protected industrics.

For rapid industrialization in modcrn times we necd
a simuliancous adoption of a number of measures.  In
the fitst place, the forcign imports of competing com-
moditics  should be restricted  temporarily.  This is
dong, under normal circumstances, most casily by the
levy of import dutics that raise the home prices of
forcign goods.  In the second place, everything pos-
sible has to be done within the country to cncourage
the growth of the industrics. ‘Thus, for instance, all
Lindrances, natural or artificial, to the movement of
labour, materials and finished goods should be removed
and all necessary steps to create confidence in the minds
of the capitalists should be undertaken. These will
cnsure an adequate supply of funds for the finance of in-
dustries and an clastic supply of men and material for the
work of production. To facilitatc the movement of
finished products a suitable railway raies policy is essen-
tial. This is meant to ensure reasonably low prices of
soods in distant places within the country. In the third
place, some direct encouragement can be given by the
government to certain industries through the purchase
of their products. This measure has essentially the
same cffect as the import duties. In recent times the
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provincial and central governments have, to a certain
extent patronized some of the industries in this manner.

Lastly, some direct assistance can be given to indus-
tries to enable them to improve their technique of pro-
duction. Researches with a view to the improvement
of processes of production, to ensure better quality of
work or lower cost of manufacture should be encouraged.
Either the government should own and maintain certain
rescarch departments for the benefit of industrialists
or they should subsidize and help in other ways the
rescarch laboratorics and experimental workshops main-
tained by the industrialists.  Even this is done today on
a small scale, but the efforts of the government in this
direction are confined almost wholly to the improve-
ment of agriculture.

Cascs are conceivable, however, in which industrial
development may proceed very slowly in spite of all
that the government can possibly do. If, for example,
there is a serious shortage of labour, capital or enterprise,
it would be difficult for the government successfully
to promote industrial development in the country.  But
such difficulties are more imaginary than rcal. At any
rate, it is possible to overcome them in course of time.
We know that many countries had to import labourers
from abroad when they were faced with the scarcity of
skilled workers. Ceylon and Burma arc examples ncar
at hand. Again, 2 new country has almost invariably
to depend on foreign capital for the exploitation of her
resources.  For, our modern methods of productions
are so capitalistic that it is almost impossible for an
undeveloped country to take up the stupendous work
of industrialization unaided by other countries. A new
country has always to pawn her future for a successful
development. Then, there is the cnterprise. Produc-
tion which is by nature risky has become still more so
today on account of various factors. We need risk-
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takers to invest their own capital or that of others
entrusted to their charge in projects that may ot may
not succeed.

But none of these difhiculties is insuperable. Labour
can either be imported or trained at home, capital , thanks
to the institution of credit, is mobile enough to move
from one corner of the world to another with considerable
easc”; and centerprise which is never absolutely wanting
thrives so well on the success of a business that its scar-
city can never become a serious menace to the indus-
trial development of a country. ‘
¥ A country like India, at any rate, need not appre-
hend any scrious difficulties in regard to the supply of
these factors of production. For, its labour power is
almost inexhaustible. In quantity it compates favourably
with almost evety other country of the world, while in
quality we know that our people are not inherently
stupid. Under proper guidance and suitable conditions
of work they often work with amazing skill and vigour.
Nor is capital scarce in the real sense of the word. There
are many sources of capital which if properly tapped
would provide sufficient finance for a good industrial
beginning. Capital, morcover, is productive of more
capital. With the progress of industries the funds
from which capital comes will naturally grow. The
proverbial shyness of capital in India is in fact the result
of overcautiousness of capital. It is not so shy as it
is timid. Under more encouraging circumstances capi-
tal is bound to come out of its hiding places. Even
if a genuine shortage of capital is experienced in the
beginning there is no reason why industrial development
should stop when foreign capital markets can be relied
upon for funds.

We need not discuss at length the question of labour
and capital from a more technical point ct view as
these questions are adequately dealt with in the chapters
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that follow.

Industrial development of a country does not neces-
satily imply the growth of monstrous factories. There
is always sufficient scope in a progressive country for
many moderate sized factorics. It is not necessary,
thercfore, that all our productive plants should be of the
largest possible size. It is, however, natural that a large
proportion of our industries shall be organised on a basis
wider than what is appropriate to the so-called cottage
industrics. The reason for this will be explained later.

Let us first consider whether the cxistence and
maintenance of cottage industries is compatible with
our notion of industrial development of India.  As a
matter of fact, there is no economist who believes that
cottage industries have absolutely no future.  There
may in certain cases be abundant opportunities for the
development of industries on a small scale.  In Iadia,
or inany country whose economy is largely agricultural
such opportunitics are not at all scarce.

The advantage in small scale cottage induastries is
often due to the fact that it involves hardly any expendi-
ture on labour and very little expenditure on land or
buildings. An agriculturist has a certain period of
enforced idleness.  He may not be as idle a person as
some people make him out to be; but he certainly finds
himself without sufficient work in off seasons. 1t js in
such times that he can utilise his and his family’s labour
in producing things in his own house, with or without
simple machines. The saving in the cost of labour thus
cffected may not, and often is not, suflicient to enable
him to sell his products at prices at which factory
products are sold in the towns. But there arc a few
other advantages which a cottage industry may in certain
cases be able to securc. In the first place, as alrcady
noted, the agriculturist has seldom to pay extra rent for
producing these articles. In the second place, he is
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often able to get raw materials in his own village or from
one nearby. He thus saves the cost of transportation
which a factory located in the town has to incur in getting
his supply of raw matcrials. Lastly, the agriculturist
can casily dispose of the output of his industry in his
village or in neighbouring villages.

For these reasons it sometimes becomes possible
for small scale industries to exist side by side with large-
scale industrics. But the ficld for cottage industries
is limited and is bound to get still further limited with
the progress of industrialisation. For, on the one hand,
agricultural population will decrease and on the other,
the efficiency of industries will increase as industrial
development proceeds. Lt s, thercfore, the large scale
industry at which we should aim and towards the
successful development of which all our efforts should
be directed. :

To secure best results cach industry and firm
must have what is called the optimum size, that
is, it should neithet be too small nor too big.
A very largesize is as  wasteful as a very small
size. The size appropriate to a firm has to be
determined by a carcful consideration of many factots.
A size that is too big fora firm producing one commodity
may be too small for another producing a different comi-
modity. And such differences in the optimum size
may also be duc to other causes.  The modern tendency
is for the optimum size to increase and there are two
factors that have cxetcised powerful influence in this
direction. The first is the growing use of machines.
Technically we cxptess it by saying that the system of
production is becoming more and more capitalistic.
The more capital we invest in production, in the shape of
machines, plants, ctc., the more necessary it becomes
to turn out a large output. The heavy supplementary
costs ot the ovethead charges must be spread over a
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large output.  The second factor is the widening of
markets. A producer is not content with manufacturing
goods; he has to sell themalso.  Very often it so happens
that a factory is able to produce a larger quantity than it
finds possible to sell. In such a case the factory has to
work under its optimum capacity.  In other words,
its effective optimum size is kept below what it could be.
As new markets come within the reach of such factoties,
it becomes possible for them to increase their output.
The improvement in the means of transportation has
brought far off markets within the reach of many firms
and has cnabled them to increase their optimum size. In
India today many of our cottonand jute mills as also our
iron and steel industries are organized on a large scale.
As we lgarn to make more and more use of the improved
technical processes the size of our firm shall increase.
By all this, however, we do not mean to say that the
process of industrialization is a simple and easy one. It
is not possible to turn India into a tull fledged industrial
country overnight. Ditliculties have to be faced and a
suitable price paid for the ultimate benefits of an indus-
trial cconomy. The period of transition is always a
trying period. Old paths have to be abandoned and new
paths have to be cut.  The whole national economy has
to undergo a change—a change the reactions to which
will be neither mild not pleasant. The consumers will
perhaps have to make the greatest sacrifices.  Protective
duties will raise the prices of goods which will fall only
gradually as the home production increases or the pro-
tection is withdrawn by stages. The agriculturist too
shall have to suffer during the process of adjustment.
"There will be a scarcity of labour which, however desir-
able it may be from the point of view of the labourers
themselves, will increase the cost of production of the
agriculturists. ‘There will also be a slight shrinkage of
demand for the products of land. For, during the
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petiod of transition there will be on the whole a decreas-
cd production of manufactured goods and, therefore, a
smaller demand for raw materials. In the course of
time, however, the gap created by the fall of imports
will be more than filled by increased home production,
so that the demand for the produce of land will look up
again.

For a rapid change from the present state of affairs
we shall need the co-operation of various agencies. s
has been indicated in the foregoing pages the transport
companies shall have to adopt a policy in respect of
freight charges that may harmonize with the general
policy of industrial development. Some sacrifice on
the patt of the railways would, therefore, be called for.

The monctary policy of a country has profound
influences on the entite economic life of the people.
Money is the medium through which all exchanges are
made, so that thec more scarce this medium the more
difficult it is for the goods to sell or exchange hands.
We need an amount of money that may satisfy and ade-
quately satisfy the genuine needs of trade, commerce and
industry. For this purpose an elastic supply of moncy
is most desirable. At any rate, money should be avail-
able to businessmen and industrialists casily and quickly.
A low rate of interest (though not unduly low) is an
essential condition for the success of growing industrics.
Industrial banks would be a great help to new industries.
It would be their function to provide companies with
the necessary amount of capital for the establishment of
industries. T'hescand other measures will become neces-
saty and it is on the proper co-operation of the various
agencies mentioned here that the success or failure of
the scheme will ultimately depend.

Let us now pass on to the consideration of a few
other aspects of industrialization. In the foregoing
discussion of this question we have confined our atten-
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tion more or less exclusively to the purely economic
issucs. Let us take up now what is apparently a non-
cconomic consideration. Of course, we have to re-
member that there is nothing in this world that has
no economic significance either immediate or remote.
But there are certain facts which are primarily non-
economic and only secondarily economic, and it is onc
of such facts that I wish to take up now.

The prestige of a country or a nation is something
that is highly psychological. It is impossible to measute
it in terms of concrete things. It is not simply wealth
or cconomic condition that counts here, though, of
course, they both contribute towards the status of the
country. Dress, for example, which is no index of civi-
Jization has still come to be associated with the prestige ot
respectability of a nation.  ‘T'he existence of manufactur-
ing industries in a country exercises a similar influence
on the minds of foreigners. Agricultural economy is a
mark of backwardness. By industrializing herself,
therefore, a country begins to command the respect of
other countries.  The opinion of others is as valuable
an assct for a country as it is for an individual. It gives
to one a sense of self-respect which does so much to
develop the full personality of a man. The same is
true of a country. The independence and sccurity of a
nation’s existence depends greatly on pride and patriot-
ism which foster on its reputation and prestige. If
Tndia has to secure for herself this advantage, if she has
to overcome her sense of inferiority it is essential for
her to adopt ways and means to make herself appear
more respectable to others. Industrialization, we admit,
is not the only thing necessary for this putposc; but
with other things we are not here concerned.

The other fact which I wish to take up refets to the
question of armaments. For self-defence, if not for
attack, we need armaments. A country has toliveinpeace
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but it has to be prepared for all emergencies. We have
to utilise our resources for the needs of peace time but a
certain proportion of themhave unfortunately to be kept
constantly cngaged in the service of preparations for
war. Expenditure on armaments from the widest or
wortld point of view has caused the greatest waste that
is going on in the modern world. A proper utilization
of the resources that are thus wastefully employed would
do so much to relieve the world of misery and pain.
But, however wasteful such expenditure may be from
this point of view, it is obvious that from the point of
view of each individual country it 1s as economical
and desirable as any other expenditure. So long as
danger of attack continues to threaten the peace and
independence of a country it cannot afford to neglect
this otherwise unproductive service of national defence.
Apart from providing employment to so many people
in the forces and in the factories that produce war
materials, this heavy cxpenditure secures no positive
benefits for the pcople, but it guarantees peace and
security which are not only necessary for the proper
tunctioning of other national services but are desirable
for their own sake.

Industrial development thus finds an additional
justification in the needs of armaments.

We have now come to the end of this chapter. We
have seen how some countries have special advantages
in the production of certain commoditics and others in
the production of other commodities. We have also
seen how it is always possible and desirable for a country
to have a balanced economy with her resoutces properly
developed and wisely utilized in the production of both
agricultural and manufactured commodities. We have
enumerated and explained the various peace-time and
wat-time advantages of industrialization and have at-
tempted to investigate the causes of the decline of Indian
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industries in the past and their slow growth in the pre-
sent. We have indicated the lines on which we should
proceed and in this connection have pointed out the vari-
ous agencies whose goodwill and co-operation would
be needed. We may, therefore, conclude by observing
that industrialization which is always desirable is parti-
cularly necessary these days; that it will increase the
wealth and welfare of the people by bringing about a
more balanced economy in which all the tesources are
adequately utilized, and by guarantecing them a greater
degree of security of existence.



CHAPTER III

MINERAL AND POWER RESOURCES

By Dr. V. S. DuUBEY, M.SC., Pi.D. (LONDON), D.L.C.

Honorary Professor of Economic Geology, Benares
Hindu University

After agricultural products, the mineral products
hold the next place of importance. The growth of
civilization is so much connected with the minerals that
the different ages have been given the names of the
metals then in use. Our mechanical civilization is
wholly dependent upon the use of minerals. The
minerals can be classified in three groups :—

1. Non-Metallic Minerals,
2. Metallic Minerals,
3. Fuels.

1. Non-Metallic Minerals

The most common examples of the non-metallic
minerals are common salt, limestone, glass-making
materials and refractories while some examples of the
metallic minerals are the ores of iron, and copper. The
most important fuels are coal and petroleum.

Common salt is the most important non-metallic
mineral. Besides being used in food it is used in some
of the most important chemical industries such as the
manufacture of washing soda, caustic soda, and other
compounds of chlorine. The main supply of salt in
India comes from Khewra in the Salt Range where
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high quality salt is available. The production here
amounts to 1°5 lakh tons annually. The next important
sources of salt in India are the Sambhar Lake and other
lakes in Rajputana which produce 2+5 lakh tons annually.
Salt is also produced in Bombay and Madras Presi-
dencies by solar evaporation of water. Other sodium
salts found in India are natural sodium carbonate (Trona)
in Sind up to the extent of 3 thousand tons, natural
sodium sulphate in vast amounts in Jodhpore State and
sodium borate (borax) in Tibet. Besides these, India
imports a lot of salt from Europe and Aden.« But as yet
salt has not found much use in Indian industry because
the industries of soda-ash and caustic soda are still in
their infancy. A start, however, has been made recently.
In 1938 a company was registered in the Punjab for
making soda-ash from salt deposits by the Solvay am-
monia process. Early in 1939 a big factory was revived
in Kathiawar at Dhrandhra to manufacture soda-ash
and caustic soda from salt and lime, both of which
raw materials are available ncar the site of the factory.
‘Tatas have recently started a big chemical concern
ticar port Okha in Kathiawar to manufacture soda-ash
and caustic soda. In India we at present use about
20 lakh tons of salt every year, out of which about §
lukh tons have to be imported.  With the development
of our industries the demand of salt is likely to increase,
and we can also increase our supply of salt by solar
cvaporation of water.

The next important non-metallic mineral is lime-
stone. It is used for making lime and cement, soda-
ash, caustic soda and it is used by the sugar industry,
iron and steel industry and for scveral other pur-
poses.  Total production of lime stone in India
1s not less than § million tons in a year. It is found
in different parts of India, such as the Salt Range in Pun-
jab, Himalayan areas in the U. P., Vindyal in C. P. and
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C. I., Bihar and Madras Presidencies. In Kathiawar
it is found near salt production centre where Tatas
have established soda-ash industry. It is also largely
used as building stone and as ornamental stone in the
form of marble. India produces limestones of every
kind ranging from very pure to ordinary purity. We
can substantially increase our supply of limestone without
much increase in its price.

The refractories, among others, arc fire-clay,
sillimanite, magnesite. Fire-clay, the most important
refractory matcrial is found mostly in the coal-mining
areas, where it is converted chiefly into fire-bricks.
Magnesite occurs in Salem district in Madras, but most
of the Indian output of magnesite, so also of sillimanite,
is cxported.

India produces roughly 2 lakh cwts. of mica every
year, but most of it is exported to Europe and America
where it is utilized for clectrical industries. The chief
sources of mica production in India are the districts
of Hazaribagh and Gaya in Bihar, Nellore district in
Madras, and several States in Rajputana. With the
available supply of mica, the abundant production
of shellac, and the vast market, it should not be diffi-
cult to set up a micanite industry here.

Clays form another important class of minerals.
China clay which occurs in plenty in India, is used
in cetamic industry and also as a filler. It is also used
for sizing paper and cloth. The deposits of pure china
clay are only few, and they occur in Bihar. New
deposits have now been discovered in Travancore. The
total amount of china clay produced in India amounts
to about 17,000 tons and a large amount is imported
from abroad. The imports of goods made from china
clay amount to about Rs. 60,00,000. If vigorous cfforts
are made it is quite possible to produce most of these
goods in our own countty.
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The other non-metallic minerals, such as pure
white sand, soda-ash and limestone, are used in the
glass industry. Pure white sand occurs at many places
in India, but at present it is mostly produced near
Allahabad from where about goo wagons are supplied
every year. This white sand is obtained by crushing
the white Vindyan sandstone. There arc deposits
of white sandstone at many other places also. Lime-
stone and salt, as we have already scen, are also avail-
able in plenty and from these can be manufactured the
third constituent of glass, soda-ash. We prcduce in
India glass goods worth about Rs. 1+5 crores and about
1.25 crores worth of goods are imported from foreign
countries. With our supply of raw materials India
can very well supply all her nceds of glassware.

Among the other non-metallic minerals found in
our country arc asbestos, barytes, beryl, gypsum,
ilmenite, mineral paint materials, monozite, phosphate,
sulpher and zircon. Asbestos is found in India in
large amounts, the average annual production being
100 tons. This is used for making ropes, board, and cloth
and for several other uses. It is used in several indus-
tries for which Indian asbestos, though of inferior qua-
lity, is quite suitable. Good quality asbestos is found
in India. Recently it has been found that asbestos is of
good usc for manufacturing asbestos sheets for roofing
putpascs. At present India has no asbestos industry
worth the name and in spite of its large procuction
there is no asbestos spinning and weaving industry
with the result that during the war time there is a great
dearth of asbestos cloth required for war industries.
And all of it has to be imported from abroad. The
mineral barytes occurs in India in large amounts, chief
deposits being in Madras Presidency, Central Indian
States and Bihar. It is mostly used in the manufacture,
of points and for the manufacture of barium salts. The
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industry is not well developed but it has got a
great scope.

The production of batytes amounts to about
16,000 tons, and the average price is about Rs. 1§ per ton.
Beryl is another ote found in India. It was not much used
till recently. But for the last few years it has been
used for the beryllium aluminium alloys for the manu-
facture of acroplanes. Hence there is a great demand
in America for this otec. Due to the war and the sub-
sequent activity in building aeroplanes the demand
for this ote has greatly increased in America and few
thousand tons are exported from India annually.

Gypsum which is calcium sulphate is very import-
ant nowadays. It is used for making plaster of paris
and in the cement industry. Its other chief use will
be for the manufacture of ammonium sulphate when
synthetic fertilizer industry develops in India. Besides
this, it can be used to manufacture cement with the
evolution of sulphur dioxide. It can be used to manu-
facture sulphuric acid. India is so deficient in sulphur
that gypsum scems to be the only source from which
clement sulphur can be extracted. Gypsum occuts
in Salt Range in the Punjab, in the States of Bikanct
and Jodhpore and the Himalayan area of U. P.and in
some parts of southern Madras. The consumption is not
large as all the uses are not yet developed. 1n the future
theuse of gypsum is bound to increase. Ilmenite is an
important mineral which is 2 compound of iron titanium.
It occurs in the form of sand on the coast of Travancore
from which it is exported upto the extent of 1§ lakhs
of tons. Itis used in America for the manufacture of
T I O, which is the best white paint material. India
has no white paint material and imports it. ‘The raw-
material instead of being manufactured into white paint
material is being exported at a very low price of Rs. 10
a ton. India can very well have flourishing titanium
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white industry. Kyanite and sillimanite are the best
refractories from which high quality fite bricks are
manufactured. But at present most of this is exported,
to the extent of 30 thousand tons annually. With the
development of other industries local consumption
may incrcase. Magnesite is an ore of magnesium
and is found in Salem district in Madras. It is used
in steel industry in the form of magnesite bricks. This
also is exported to a great extent.  The Indian magnesite
is quite good and can suffice for the growing steel
industry.

India is very rich in marble and other ornamental
stones. Almost every colour of matble occurs in India.
But still India imports a large amount of Italian marble
and the Indian industry is not well developed, the
only centre being Makarana in Jodhpore State. The
other deposits in India are all unworked. Besides mar-
ble there is a tremendous amount of granite available
which is not being utilized due to lack of cutting and
polishing plant, while all granite things like roller and
plates are obtained from abroad. India can have a very
flourishing ornamental stone industry.

Important paint materials are red-oxide of iron,
yellow-oxide of iron, barytes, titanium white, graphite
and other colouring minerals. The colouring oxide
of .iron occurs in Central India, Gwalior and Rajputana.
India is quite rich in this material. But they have not
been' utilized as yet to the full extent. India imports
painss and paint materials worth about a crore and a
half rupees, most of which can be manufactured in
India. Monazite isa compound of thorium and cerium
and occurs in the form of sand on the beach of Tra-
vancore. All of it is exported and it is utilized for the
manufacture of thorium nitrate for the manufacture
of mantles. India imports large amount of gas man-
tles. There is no industry in India using monazite
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sands to manufactute thorium nitrate. India has got
some phosphate deposits. Phosphate is required for
agriculture and super-phosphates are used as-synthetic
fertilizers. This industry is not well developed in India
and phosphates are not well utilized for agricultural
purposes. Sulphur is very important from the national
point of view as it is utilized in several key industries.
But India has no large deposit of sulphur. A small
deposit occuring in Baluchistan has been recently uti-
lized to supply sulphur in this war emergency when
our impott has been stopped. But the amount of sulphur
is neither large nor the quantity is good. To solve
the problem there are three possibilities: (1) To uti-
lize the S Oy gas produced in the roasting of copper
ore in Bihar. (2) To produce S O, gas by the roast-
ing of pyrites which is found in the Simla Hills, in
Sahabad district of Bihar, and in some locality of Raj-
putana. (3) To utilize the gypsum as a source of S O,
gas by manufacturing cement out of it. Zircon is
found as sand on the coast of Travancore. It is exported
out to be used as refractories. It is used little in the
country.

Among the other non-metallic minerals found in
our country are diamond, graphite, salt peter. In an-
cient days India was a great producer of diamond, but
now its annual output has declined to a lakh of rupees
worth. The diamond-fields of Southern India are
now closed and most of it is now produced in Central
India. Rubies are found in Burma and sapphire in
Kashmir, but the amount produced is small. Graphite
which is used mostly for manufacturing pencils, cruci-
bles, clectrodes and other refractory materials is found
in the Vizagapatam hill tracts in the Madras Presidency.
The production is not large. Most of the graphite
required is imported from Ceylon. Salt peter is a very
important salt of potassium, which is used as a fertilizer,
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for making gun-powder, and for many other purposes.
It occurs in the form of effervescence in many parts of
India. The annual production amounts to about 6,000
tons worth about Rs. 10,00,000 and a good deal of this
is exported abroad.

The above study clearly shows that we are fairly
rich in the non-metallic minerals and that we can out-
sclves meet most of the requirements of non-metals
by the Indian industry. But till now a very detailed
survey has not been catried out, and, where the deposits
are known to exist much has not been done cither by
the government or by private cnterprises to develop
them. Mineral development is a costly process and
involves some kind of risk. In forcign countries there
are big companies which take up this risk and the State
has done a lot to develop them. In India most of this
mineral development is either carried out by foreign
companies or by small capitalists ; they do not find it
worth while to pay much attention to small deposits ;
they only monopolize big ones. These deposits can prob-
ably only be developed with government help. Each
government has to carry out a detailed survey of these
deposits, to prospect all mineral resoutces, and to detet-
mine the exact amounts available. It will then be neces-
sary to encourage private enterprisers to work up thesc
mineral resources.

2. Metallic Minerals

Before the separation of Burma India could be
called fairly rich in metals but now she is rather deficient.
The important metals of modern times are iron and steel,
coppet, lead, zinc, aluminium, tin, nickel, manganese,
silver and gold; out of these aluminium and nickel
are of recent origin. Iron ore deposits are the most
important metallic resources of our country. :

The total amount of pig iron manufactured in India
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amounts to about 1§,00,000 tons valued at Rs. 10 crotes,
and most of it is produced in Bihar and Orissa. Most
of our pig iron is utilized for the manufacture of steel,
while a part of it was exported to Japan. There
has been a great increase in the production of iron and
steel in recent years, and with the addition of a plant
in the Iron and Steel Company at Asansol the production
of iron and steel has further increased. Mysore also
has got a small iron and steel plant. In spite of so
much production in India we still import iron and steel
goods worth about Rs.16 crores per year. We mostly
use our iron for making simple goods like rails, bars,
and beams while all the steel machinery and other com-
plicated structures are imported from abroad.

At present the iron industry is concentrated in Bihar
because both coal and iron ores are available there.
Iron ore occuss in other provinces as well and there is
no dearth of the ore, but coal is absent in othet provinces,
hence the only chance of developing these ores lies
in the availability of cheap electric energy for electro-
smelting purposes.  In some of these localities hydro-
electric power is available and it is possible that in the
future several provinces will have their own iron and
steel work utilizing this energy.

India produces about 7,000 tons of copper pe:
annum and we import copper amounting to about
14,000 tons: the local production is enough to meet
only one-third of the country’s demand. Besides
copper wc also import brass worth about Rs. 1}
crores, which contains large amounts of copper. The
clectric machinery which we importinlarge amounts
every year also contains a lot of copper. The annual
requirement of copper in India amounts to more than
3 crotes of rupees worth ; at present we mine our copper
from Singhbhum District in Bihar, but the deposits
in Sikkim, Garhwal and Almora in U. P., and those
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in Madras, deserve careful prospecting; with proper
attention we can supply a large portion of our demand
for copper.

Lead is not produced in India proper but it occurs
in the Shan States (Burma) and about 75 thousand tons
of lead costing one and a half crore of rupees are produced
cvery year. Lead is required for several industrics.
In ammunitions, for example, it is needed for making
bullets. Galena, the ore of lead, is known to exist
in several places in India but in order to develop them
much scientific prospecting is necessary. There is
no source of zinc in India proper but in northern Shan
States in Burma, zinc ores occur with lead, and the
production of zinc there is valued at Rs. 3 lakhs every
year. ‘Theimportofzincinto India in 1936-37 amounted
to 22,000 tons valued at Rs. 48 lakhs. Recently under
the stress of war several deposits of lead and zinc have
been prospected in Rajputana and other parts of India.

India does not produce much aluminium at present.
Our importts total about Rs. 5o lakhs per year. Under
the stress of war two aluminium factories have becn
started, one at Asansol another in Travancore. India
is, however, very rich in aluminium ores. A large
amount of bauxite occurs ncar Ranchi and Palamau
districts (Bihar), Balaghat district and near Katni in
C. P. In order to extract aluminium from bauxitc
we need cheap electric power. This cheap electric
power is available in Bihat from cheap coal and in
Travancore from water in the form of hydro-electric
enetgy. The present normal wotld price of aluminia is
about Rs. 1,300 2 ton while in India we can easily
manufacture it at Rs.8co a ton. The apathy of the
government has to some extent been responsible for the
lack of development of this industry. Aluminium
can be used in aeroplanes, buildings, and for making
utensils. We will save other metals in which India
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is shozrt if we use aluminium for all thesc various purposcs.

India possesses no known deposits of tin and nickel.
In 1933 tin was produced in Burma to the extent of 4,000
tons valued at about Rs. 6o lakhs; small quantities
of nickel are also obtained in Burma as by-products
in the extraction of other metals. Some deposits of tin
ptobably exist in Bihar, but no proper prospecting
has yet been made. India uscs large quantities of
nickel (for coins and as german silver) and tin ; efforts
to trace their existence in India are worth making,

India produces every year about 3,50,000 ounces
of gold valued at about 3 crores of rupees ; most of this
gold comes from the Kolar fields in Mysore State,
where the mines have reached a depth of 7,500 feet.
Gold is also found in small amounts in some other pro-
vinces, but these deposits are not being worked on
scientific lines. There are no known deposits of silver
in India, but a small amount of it is obtained as a by-
product in the extraction of lead and zinc in Burma,
where the production amounts to about 60,00,000
ounces valued at about Rs. 75 lakhs. In the Kolar
Gold Fields in Mysote about 22,600 ounces of silver
are produced valued at about Rs. 31,000. This amount
can be increased if proper care is taken.

The other metals of industrial importance are
manganese, chromium, tungsten. These are often
used for making alloys. India is very rich in manganese
otres which are mostly used for making alloy steels :
manganesc is not used much in India, and it is exported
to the extent of 10,50,000 tons. Wec can very well
try to utilize our supply of manganese by making alloy
stecls here. Chromite ores are also used in the manu-
facture of high quality alloy steel. India is a good
producer of chromium and its ores. The average
amount of this ore produced per annum during the last
ten years amounts to about §o,000 tons valued at about
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Rs. 6 lakhs. Tungsten is also used in high quality
steel, about 95 per cent of the world supply being used
for this purpose. Burma produces this metal, the annual
supply being valued at Rs. 1,400,000. With all these
minerals India is quite self-sufficient for the manufac-
ture of up-to-date weapons of national self defence.

Two points stand out clearly from this analysis.
In India we have not utilized our metallic minerals,
except iton and steel, to our best advantage. We cxpozt
most of them in the raw stage. Secondly, the metal
supply of Burma is indispensable for the future pro-
gress of our country. Hence, it is necessary that we
should win back Burma and conclude a trade agreement
with it for a continuous supply of metallic resources.
It should be possible to develop the metallic industry
in India with proper thought and care.

3. Fuels

At present the most important fucls are coal and
petroleum. Wood and charcoal are also used but to
a small extent only. Electric energy, which is used
for the production of heat, is generated either by coal,
ot petroleum,or by falling water. .

The annual production of coal in India amounts
to about 2} crore tons. of which about 82 per cent is
produced by Bihar and Bengal. Jharia coal ficlds
(Bihar) supply the best quality of coal. The important
mines are those of Jharia (producing about 8o lakh
tons every year), Ranigunj (2 lakh tons), Daltongani
and Giridih (20 lakh tons), and Hyderabad (5 lakh tons).
The Punjab and Baluchistan produce coal of an inferior
quality in small amounts. India produces a large
quantity of high quality coal, but the trouble is that all
this coal is concentrated in one region, i.e., in the fields
of Bengal and Bihar. Sometimes coal has to be carried
more than a thousand miles from this centre. The
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coal costs about Rs. 4 a ton at the pit mouth, but
when it reaches the place of consumption, its cost
sometimes becomes as high as Rs. 20/- a ton. In the
far off provinces like Sind the price is very high. The
freight charges are prohibitive. The chief outlet of
coal from Bihar and Bengal coalfields by the sea is the
Calcutta seaport. Out of the total production of coal
in India the railways consume about 70,00,000 tons,
the iron and steel industry 40,00,000 tons, thus making
up so per cent of the total coal output of India.

All the industries directly connected with coal have
not yet been developed in India. The Tata Iron and
Steel Company and a few other firms manufacture hard
coke, about 20,00,000 tons of coal being used to produce
15,00,000 tons of hard coke. Soft coke is produced
in the Bihar fields to the extent of about 8,00,000 tons
every yeat. This soft coke is used now in different
provinces as a domestic fuel. The total reserve of coal
in India amounts to about 4,500 million tons out of
which 1,700 million tons are coking coal and the rest is
non-coking coal. This amount of coal with the present
rate of production will last for about 225 years, but
it is very likely that with the industrial development
of the country the consumption will increase much
motre and will easily go four times. Coal can be used
in many ways : it is possible to develop coal distillation
industry and dye-stuffs industry from its by-product tar.
Synthetic petrol and synthetic fertilizers can also be
manufactured out of coal, while electric energy can be
generated. The inferior quality coal, now being pro-
duced in the Punjab and Baluchistan, caneasily be turned
into producer gas and electric energy ; and these can be
used for several purposes for which good quality
coal is required such as the production of heat in the
furnaces. Our coal resources though limited are fairly
good for our own use. The development of hydro-
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electric enetgy, for which there is a great scope in our
country, is likely to displace a good deal of coal
consumption in India ; the irreplaceable requirement
of coal will probably only remain for reduction purposes
in the form of coke in the metallurgical industry. As
the coking coal reserves are limited it is necessary to
save as much coal as possible.

The liquid fuels are mostly used as a source of light,
heat and power. In the last century the chief use of
kerosene, which was then considered to be the most
cflicient fuel, was to produce heat and light. In recent
years owing to the development of automobile and
acroplane industry the importance of petroleum has
been tremendously increased. India is not a .good
producer of petrol but Burma produces large quan-
tities of it.  The production of petrol in India and Burma
is about 30 crore gallons or about 12 lakh tons valued
at about Rs. 33 crores. The total world consumption
of petrol per year amounts to about 2oo million tons
of which India supplied only 0'6 per cent. The Indian
oil fields ate situated in Assam (viz., Digboi fields) and
the Punjab (Attock oil ficlds) ; besides these prospect-
ing is being carried out in Sind and the Frontier Province.
India imports every year about 13 crorc gallons of
fucl oil (worth about Rs. 2 crores), 6 crore gallons of
kerosene (worth Rs. 2 crores), and one crore gallons
of petrol (costing Rs. 35 lakhs). The demand of petrol
is likely to increase in ‘the future. We do not produce
a sufficient quantity of it. The war has fully demon-
strated our helplessness as regards petroleum. Hence
every offort has to be made to economize its use. This
can be done in various ways. We can mix up petrol
and industrial alcohol for use in the automobile engines.
We can manufacture alcohol out of molasses, and efforts
have already succeeded to this endin out country. Power
alcohol is being manufactured in U. P. and Mysorte
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and is being mixed with petrol to the extent of 20 per
cent. This will reduce to some extent our dependence
on foreign petrol. Besides this attempts can be made
to manufacture synthetic petrol cut of coal: under the
present methods of manufacture one ton of coal pro-
duces roughly about jo gallons of petrol. This synthetic
petrol is quite good for aviation purposes and it will
cost about § annas a gallon with coal at Rs. 4 per ton.
We can also utilize vegetable oils for the purpose of
producing power. Further, producer gas made from
charcoal can substitute petrol for automobile propul-
sion. This is being donc in India under the stress of
war at present. This was already being done in France.
India, a poor petrol producer but rich in charcoal,
had to explore these possibilities now, which it neglected
before the war.

India is very poor in gaseous fuels. Natural gas
occurs mostly near the oil-fields. It is found in Burma
but not much in India; there are some places where
gases occur underground but the amount is very small
and it has not found industrial use as yet. In other
countries artificial gases from coal distillation have been
utilized for motor propulsion by filling it in cylinders
and by having regular stations for supply ; but 1n India
large amounts of it are wasted in the manufacture of
soft coke; nothing has been done to find a way to
utilize them.

Power is mostly derived either from coal, oil, or
water-falls. There are several coal fields in India which
are situated away from the railways and they have not
yet been touched due to the lack of transportation faci-
lities. It should, however, not be difficult to turn this
coal into electric energy and then to transmit it to places
of consumption. If this is done a great deal of coal,
which under the present conditions cannot be utilized
at all, will become available for use. If a complete

5
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system of electric grids from hydro-electric sources
as well as from coal-mines is brought into existence
it may be possible to supply electric enetgy to the whole
of northern India, from Assam to the end of the Doab
at cheap rates. In Bengal and Bihar there is no difhi-
culty in the way of grids from the coal fields, while
the U. P. can have its Eastern Grid from the coal fields
situated in the Rewa State, 9o miles south of Mirzapur
and the Western Grid from the Himalayan Waterfall
sources, and save a large amount of coal.  Central Pro-
vinces can have the Grid system from coal resources,
while Bombay and Madras can have it from hydro-
electric sources. With a proper system of grid it should
not be difficult to supply power to every part of India
atabout 6 pies per unit. The Punjab can have its elcctric
grid from Mandi scheme and other Himalayan sources
on the Eastern boundaries of U. P. where it is expected
that 75,000 K. W. will be generated , and so whole of
Northern India can be linked up ina connected grid.
In India there is a large scope for the development of
hydro-electsic energy but till now very little of it has
been harnessed. The chief centres of development
of hydro-electric power at present ate:—

1. The water-falls of western U. P.

2. Mandi Hydro-clectric scheme of the Punjab.

3. The Tata and Andhra Valley schemes in the
Bpmbay Presidency.

- 4. The Mettur in Madras and the Kaveri fall
scheme in Mysore State.

s. Jumna scheme (recently decided by U. P.
Government).

6. A few other minor schemes.

There is a tremendous amount of electric energy
available in the Himalayas, but very little of it has yet
been tapped. Recently the U.P. and the Punjab
Governments have decided to construct dams on Tons
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and Giri, tributaries to the Jumna. It is proposed
to generate by stages roughly 75,000 kilowatts of hydro-
electric power on these two dams.

A hydro-electric survey was created by the Govern-
ment of India in 1919, but with the advent of provincial
autonomy it was dissolved. Full information, there-
tore, is not available about the power resources. Fach
province has to organize its hydro-electric survey either
under the irrigation department or under a separate
department in order to make a detailed study of the
total water power available. When such repotts are
available, programmes for their development can be
drawn up so that, in due course the coal power may
be displaced by hydro-electric power. This energy,
besides supplying power to many cxisting industries
and railways is utilized for electro-smelting works as
well. Many of the ore deposits lying away from the
coal centres cannot be utilized at present, but with the
supply of cheap electric power it will be possible to re-
duce these ores to their respective metals. Cheap
electric power will greatly facilitate the growth of the
aluminium industry and its alloys, the manufacture of
synthetic fertilizers and the working of electro-chemical
and electro-metallurgical industries. Cheap electric
power will also be of great help to the rural masses of our
country as it can be used for tube-wells and for the
purpose of starting small scale cottage industries. The
total amount of water power developed in India at pre-
sent is about § lakhs of kilowatts, while the power
developed from other sources amounts to about 2 lakh
kilowatts. This 5 lakh kwts. of water power is
equivalent to about 5o lakh tons of coal or about 20 per
cent of the total amount of coal produced in this country.



CHAPTER 1V
MINERAL RESOURCES AND DEVELOPMENT!

By M. S. KRISHNAN M.A., PH.D., F.N.I.
Geologist, Geologica! Survey of India

We often hear exaggerated statements made about
the enormous mineral wealth of India by persons not quite
conversant with facts. This is mainly due to the absence
of sufficient publicity on matters relating to statistical
data on wvarious aspects of India’s resources. It may
be stated, however, that India is reasonably well endowed
with many useful minerals and has, at the same time,
certain important deficiencies. But no country in the
wortld, not even the U.S. A. or the U.S.S. R, 15
entirely self-sufficient being dependent on others for
some of the requirements.

Information on the mineral wealth of India is avail-
able only ina general way, details lacking in most cases.?
The work done so far, except in some cases, may be
described as exploratory, and information on the grades

, 1 Published with the permission of the Director, Geologi-

cal Survey of India. The Department, however, is not responsi-
ble for the analysis offered in this chapter. It is a private con-
tribution of the Author.

2 Annual and quinquennial reviews of the Mincral Industry
of India are published in the “Records of the Geological Survey
of India,” available from the Central Government book dcpots or
from the Geological Survey Office, 27 Chowringhee Road, Calcutta.
A general review of mineral resources is given in “India’s Mineral
Wealth” by Dr. J. C. Brown, Oxford University Press, 1936, and
in “Indian Mining” by J. A. Dunn, Calcutta, 1943.
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and quantities of minerals even in well-known deposits
is far from satisfactory. Only a few small areas in this
country may be said to have been examined by geo-
logists in a faitly detailed way. There arc large regions,
the detailed geology of which is not known, while in
the case of some areas in Orissa and Assam even general
information is lacking. It will be recalised, therefore,
that much remains to be accomplished before we can
be in possession of comprehensive and detailed informa-
tion about our mineral resources.

Anattempt is made in the following pages to review
briefly the known resources and examine the possi-
bilities of their development in future in view of the
need for general industrialisation of the country.

Mineral Fuels,

Coal, petrolecum and natural gas are called mineral
fucls as they are used as sources of heat and power for
-industrial purposes. India’s resources in coal are mode-
rate but those in petroleum and gas are quite poor.
Coal. 'The coalfields are concentrated in Eastern
India, but there are deposits of small size in Rajputana,
the Punjab, Kashmir, N.W. Frontier Province and
Baluchistan. These outlying deposits generally contain
poot quality coal which can have only local importance,
The coals are of two distinct geological ages. The
eatlier ones, of Gondwana age, were probably laid down
some 200 million years ago and have attained a higher
degree of maturity and carbonisation than the later coals,
of early Tertiary age, formed about sjo million years
ago, which are less maturced and often lignitic in character.
The coals in North-Western India and in Upper Assam
are of the latter age, and amongst them the Assam fields
yield the best materials, The Gondwana coalfields
are located along three narrow zones, one along the
Damodar-Son valleys, the second along the Mahanadi
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and the third along the Wardha-Godavari valleys, in
the Provinces and States of Bengal, Bihar, Orissa
and the Central Provinces.

The Gondwana coalfields! have been estimated
to contain a total of 60,000 million tons of all qualities
of which the workable deposits, i.e., those of 4 feet thick-
ness and over, amount to 20,000 million tons. Good
quality material having a maximum of 16 per cent. ash
content and within a depth of 2,000 ft. from the surface,
amounts to only 5,000 million tons. Coal useful for
conversion into hard coke for metallurgical purposes,
usually known as caking or coking coal, is confined
to the Jharia, Raniganj, Bokaro, Giridih (and perhaps
Karanpura) fields, whose total yield may amount to 1,500
million tons. Three-fifths of these reserves are in the
Jharia field and a fifth in the Bokaro field.

No reliable cstimates are available regarding the
reserves in the Tertiary coalfields but they may perhaps
be put down at round 3,000 million tons, the greater
part of which occurs in Assam. Most of the Assam
coals are of fairly good bituminous quality, some being
coking coals. In some ficlds, however, the coal contains
much sulphur and it will be necessary to devise processes
for purifying it in order to make it generally useful.

Some of the coalfields in Central Provinces and in
tie Godavari valley remain to be investigated in detail
in order to assess their importance. It is, however,
unlikely that they will add much to the resetves or
contain enough high grade coal to alter the unsatisfac-
toty position regarding the coking coal reserves.

The present annual production of coal is of the
order of 25,000,000 tons, but with tcasonable facilities

1C. S. Fox., The Lower Gondwana coalfields of India,
Memoirs, Geological Survey of India, Vol. 59, 1934. Sece es-
pecially chapters XVIII and XIX. Also Report of the Coal
Mining Committee, 1937.
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this can be improved considerably.  The whole pro-
duction, except for a few lakhs of tons, is used within
the country, the approximate consumption by different
industrial groups being as shown below :—

Per cent.
Railways - . 2

Iron and steel, engincering shops and foundries 22

Cotton and jute mills 10
Bunkering 5
Inland steamers 3
Cement, ccramics, bricks and tiles 4
Collieries and wastage 10
Other industries 14

100

Neatly half the total production is coal of coking
quality, of which only a third (about one-sixth of the
total) is used for metallurgical purposes. Much coking
coal is, therefore, unnecessarily used for steam raising
and ordinary heating which can be done equally well
by coal of lesser grades. At the present rate of con-
sumption it is doubtful if the coking coals will last
for even half a century. The employment of coking
coal for other than coke-making for metallurgical
purposes is regrettable because India possesses very
large reserves of high grade iron ores which will requite
much more coking coal than is available in the country
even if all the coking and semi-coking coal is used
strictly in metallurgy alone.

Coal mining is still done rather wastefully. Mea-
sures have recently been taken by the Government to
put out fires in the mines and to help companies to stow
worked-out portions with sand. If these measures
are extensively used, we shall be able to recover a high
percentage of the coal remaining underground.

A large amount of second class coal is used for
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making ‘soft coke’ in a primitive way, with the loss of
all the valuable volatile substances contained in the coal.
Perhaps one and a half million tons of coal are treated
this way annually. It should be possible to recover
the byproducts and use them in subsidiary industries.
Complete data on the characteristics of the individual
seams even in well-known fields like Raniganj and Jharia
are lacking. We are, therefore, still in the dark as to
which fields and seams contain coals suitable for hydro-
generation and production of synthetic motor fuel
and for other purposes. Suitable coals should also be
located and steps taken to establish a coal-tar and dye
industry which can provide the country with a host
of usctul substances. This can be done systematically
only by a Fuel Research Institute, the establishment
of which at a very carly date is a desideratum.
Petrolenm. The only oil-producing areas in India
are in Upper Assam and in the Punjab, which together
have an output of some 8o to 9o million gallons of crude
oil per year. The production of Burma is about thrice
that of India. That the Indian production is insignifi-
cant will be apparent from the fact that it represents
only o1 per cent of theannual world production of over
280 million metric tons (one metric ton=1000 kilograms
or 2204 lbs., which will measurc roughly 249 Impecrial
gallons). It is entirely inadequate even for our own
necds, for in 1938 we imported 188 million gallons
of kerosene (Rs. G691 lakhs), 135 million gallons of fuel
oil (Rs. 194 lakhs), 36 million gallons of lubricating
oils (Rs. 230 lakhs) and 53 million gallons of motor
spirit (Rs. 222 lakhs), having a total valuc of over Rs.
13 crores. It should be possible, by research, to manu-
facture synthetic motor fuel from coal and reduce the
impotts appreciably. In this connection it may be
noted that during the last decade numerous plants have
been put into operation for the production of synthetic
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motor fuel based on coal in England, Germany and
Japan and, even as eatly as 1935, Germany was begin-
ning to mect a part of her consumption of motor fuel
from such newly established Plants.

Natural gas is not produced in India separately
and distributed by pipe linc as is done in America. Some
quantity is used neat the wells, but much of it finds em-
ployment in maintaining pressure in the producing
oil sands, and occasionally for the cxtraction of petrol
from it to a limited extent.

The oil companics have done a considerable amount
of prospecting for discovering new oil ficlds, but
apparently without much success so far. It is not known
what resetves can be expected in the producing oil
fields but we may assume that they may continuce pro-
duction for about 20 years.

Metallic Ores

[ndia is well endowed with iron and steel making
matetials and the development of the steel industry
may be expected to result in her being able to supply
neighbouring countries with iron and steel in the near
future. She has some resources in copper and perhaps
zinc, but practically nonc in lead, nickel, arsenic and some
others. Intensive prospecting over the length and
breadth of the country may result in the discovery of
some uscful deposits though no spectacularly large
deposits are likely to be found.

Iron. For some centuries even before Churist,
India has been famous for her manufactures of iron
and steel. The steel articles and weapons of Indian
manufacture usually found their way to the Levant
through Damascus. The metal used to be manufactured
in a primitive way in small furnaces using easily accessi-
ble ore and charcoal fuel.  Even in the latter part of the
last century there were many thousands of furnaces
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scattered over many areas, producing in the aggregate
pethaps a few hundred tons of steel a year. This
industry has now practically died out in face of mass-
produced metal which has become available even in
bazars in the interior of the country.

Attempts were made about a century ago by
Europeans to manufacture iron in blast furnaces in the
Salem, Arcot and Malabar districts of Madras, in Birbhum
in Bengal and in Kumaon, in the Punjab Himalayas,
but they all proved failures, in spite of the help extended
to them by the East India Company. The only survival
from the early attempts was the Barakar Iron Works,
which were taken over by Messts.  Martin & Co.
of Calcutta in 1889 and remodelled. This later became
the Bengal Iron Company, recently amalgamated with
the Indian Iron & Steel Company. This was using
the iron-stones of the Raniganj coalficld as ore untl
about 1909 when the rich hematite ores of Singhbhum
wete discovered and opened up. The Tata Iron &
Steel Co. was floated in 1907, and after carrying out
extensive prospecting, built furnaces at Sakchi (now
Jamshedpur) near Kalimati railway station (now Tata-
nagar). lron and steel were produced in their works
for the first time early in 1912. The Company has
developed spectacularly during the 30 years of its
existence and has the distinction of its steel works being
the largest single steel plant in the British Empire. The
Indian Iron & Steel Company was floated in 1918 while
the Mysore Iron Works started production in 1923
in a blast furnace using charcoal fucl. Since 1936
it is producing steel. The Steel Corporation of Bengal
is the latest addition to steel producers, and is in pro-
duction for the last § years. Minor producers are the
National Iron & Steel Company necar Calcutta and a
few others. There are also several foundties and rolling
mills fabricating iron and steel articles.
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The richest ore fields in India occur in Bihar,
Orissa and Central Provinces in the districts of Singh-
bhum, Chanda and Drug, and in the States of Mayut-
bhanj, Bonai, Keonjhar and Bastar. These deposits con-
tain something like, 4,000 million tons of high grade
ore (with over 609, iron content) and perhaps twice
or thrice that quantity of lower grade ores. The
most accessible deposits in Mayurbhanj, Singhbhum
and Keonjhar are now being worked. The deposits
of Bastar, Chanda and Drug, being farther from
coal deposits, will probably require special effort to be
developed.

The iron-stones of the Raniganj coalfield, which
were formerly smelted by the Bengal Iron Company,
contain 35 to 45 per cent. of iron and have reserves
of perhaps goo mullion tons of ore. The hematite and
magnetite ores of the Mysore State amount to several
hundred million tons of which some 100 million tons
ate high grade. There are several deposits of banded
siliceous magnetite ores in the Salem and Trichinopoly
districts of Madras which contain several hundred
million tons of an average tenor of 35 to 40 per cent.
iron. These are, however, amenable to magnetic
concentration after crushing, whereby the grade can
be considerably improved.

A number of other deposits, mostly of smaller
size, are known in Madras, Hyderabad State, Central
Provinces, Simla Hill States, and elsewhere. Some
of these may contain enough ore to warrant smelting
on a small scale.

In addition to these, there are enormous and almost
inexhaustible quantities of laterite in vatious parts of
the country, containing 25 to 4o per cent. or more of iron
and varying amounts of aluminia and manganese. At
some future date these may possibly serve as sources
of iron as a result of technological advancement.
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The ore reserves estimated for most of the deposits
tepresent the results of surface examination and assump-
tions of dimensions on a conservative basis so that, in
actual working, the deposits may be expected to be larger.
It may be feasible to use coke fuel only in the case of
the ores of Bihar, Orissa and Central Provinces for these
are the only ones within a distance of 300 to 400 miles
of the ccalfields containing coking coal. As already
remarked, the whole of the available reserves of coking
and semi-coking coals are inadequate to smelt these
otes. But even these slender reserves are being depleted
at a rapid pace. In addition to enforcing some measure
of control over the use of coking coal, it will be
necessary to undertake research on the possibility of
converting non-coking into coking coals, and on new
methods of smelting such as the use of gas made from
inferior coals. :

The iron ores of South India and those which are
far away from sources of suitable cheap coal may have
to be smelted by electricity, the actual reduction of tie
ore to metal being carried out by charcoal. Electrical
power for smelting purposes will have to be particularly
cheap, say about 1 pie (0’084 anna) per Kilowatt-hour.
Pig iron made in the electric furnace is much costlier
than the blast furnace product and hence it is best to
convert it into steel (including special alloys) in which
case the manufacture would be profitable.

The production of pig iron in India before the War
was azound 15 million tons of which about a third used
to be exporied, mainly to Japan, and also to England
and the U. S. A. The steel production was also reach-
ing upto 1'5 million tons. Since then, the manufac-
ture of ferro-alloys has been started and special steels
for armaments and other purposes have been made.
Acid stecl for railway axles and tyres is also being manu-
factured now. The current production of steel must
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be much higher than that of 3 years ago and it is to be

"hoped that the availability of alloy steels will soon
lead to the manufacture of locomotives, automobiles,
and heavy machinery. Since the annual import value
of iron and steel articles including hardware, cutlery,
structural materials, machinery is of the order of Rs.
25 crores ot mote, there is great scope for the expansion
of the steel industry during peace time, especially as
the raw materials are available in the country.

Manganese. Manganese is added in small quanti-
ties to pig iron and steel and is also an important alloying
clement when used in large quantities. Certain suitable
ores are also used in the manufzcture of chemicals and in
dry cell batterics.

For over half a century India has been an important
supplier of manganese to the world, competing for the
first place with Russia and Brazil. The deposits occut
in Bombay, Central Provinces (Nagpur, Chhindwara,
Bhandara and Balaghat), Singhbhum, Orissa (Gang-
put, Keonjhar, Bonai and Ganjam), Madras (Vizaga-
patam and Sandur) and Mysore. The best ores are
those of the Central Provinces which are also res-
ponsible for the major part of the country’s output
which ranges, in normal times, between half to threc-
quarter million tons per annum. From the commence-
ment of manganese ore-mining in the eatly nineties
of the last century upto 1938, something like 25,000,000
tons of good manganese ore, averaging perhaps 45 to 48
per cent. have been produced in India, by far the greater
part of which has been exported. Only a small per-
centage of the production is retained in India mainly
for consumption in the iron and steel industry.

Though the manufacture of ferro-manganese has
been carried on in India for several years it has been
used only for local consumption. It is a pity that so
much good ore should have left the country in the raw
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state, generally at low prices, without any sustained
effort to convert it to ferro-manganese for export, in
spite of what Sir Thomas Holland wrote neatly 4o years
ago.t
“One cannot help the feeling of regret that the whole
industry (manganese mining industry) is at present
equivalent to a heavy loss to the country. The ore
exported is worth perhaps Rs. 30/-a ton in the country
to which it is sent; this country gets out of it merely
the margin left after paying the heavy freight charges,
and possibly Rs. 15 per ton can be regarded as the
profit to India, divided between the railways, the miners
and the owners of the land. At the same time India
has to pay the foreign manufacturer’s profits and the
cost of return carriage for the manganese brought back
in the form of steel. If a flourishing steel-manufactur-
ing industry existed in the country, much of the
manganese would be retained in India and the lower
grades ore also would be economically developed.”

Chromite. 'I'his mincral 1s the principal source
of chromium which is an important ingredient in stain-
less steels. It is also used in dyeing, tanning, chrome-
plating, manufactute of chemicals and refractory bricks.

The chief deposits are in the Mysore State, in
Baluchistan and in the Singhbhum district of Bihar.
Recently, some occurgences have been developed in the
Kistna district of Madras. The annual output has
fluctuated widely but may be taken at 40,000 tons.
The greater part of the total output is exported,
thoagh chromium chemicals for the dyeing and tanning
have to be imported. A part of the production is used
in India for making refractory bricks. Recent develop-
ments include the manufacture of ferro-chrome and
alkali bichromate.

No reliable estimates have been made of the reserves

1“Review of the Mineral Prodution of India during 1898 to
1903”—Records, Geological Survey of India, vol. XXXII, p. 62,

1905.
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of chrome ore in the various deposits. The reserves
are, however, expected to last for several years at a2 mo-
derate production, but it will be necessary to examine
the question whether unrestricted expozts should be al-
lowed to continue.

Other Ferro-alloy metals. Several other metals—
nickel, cobalt, titanium, vanadium tungsten, molyb-
denum—ecnter into the composition of alloy steels
used for a great variety of purposes. No useful deposits
of nickel are known in India. Cobalt ores are known'
in Rajputana and Nepal, the former being unimportant
and the latter inaccessible. Titanium can be derived
from ilmenite found on the coast of Travancore or
from titaniferous iron ores in several places. Only
very small deposits of tungsten (used especially in steel
tools working at high speed) are known in Rajputana
and Bihar, but most of the world’s requirements in nor-
mal times are supplied by China and Burma. Deposits
of vanadium-bearing iron ores have been located in the
Mayurbhanj State and Singbhum, probably large enough
to supply all the needs of India. Molybdenum ore
has been noted in a few places but not in deposits of any
useful size. On the whole, India’s resources of iron and
steel-making materials are good, especially as there are
abundant iron manganese and chromium ores. The defi-
ciencies in some of the alloying elements can be made
up by imports; indeed, no country in the world is
self-sufficient in all of them.

Common Metals. Under this general term we
may group copper, lead, zinc and tin. They find a
variety of uses in peace and war and are amongst
the most essential metals in modern civilisation.
Copper ore deposits are known in Bihar, Madras, Raj-
putana, Sikkim and a few other places in the Himalayas.
Of these, the Bihar deposits are the only ones which
have becn producing regularly. The Sikkim deposits
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are wotkable provided transport difficulties are overcome.
The others deserve detailed prospecting so that their
possibilities can be known with some precision.

The annual production of coppet (metal) in India
is about 7,000 tons, worth about Rs. 45 lakhs. The
consumption being much larger than this, it is necessary
to import copper and copper alloys (excluding that in
electrical machinery) of the annual value of Rs. 170
to 200 lakhs.

Lead ores are known to occur in many places
especially in Bihar and Central Provinces, but none of
the deposits so far known is of importance. Ores
of zinc are less common but the prospecting work now
being carried out in the Mewar State of Rajputana
will show whether the ores are rich enough to be worked
on a decent scale. No deposits of tin are known. It
is of intetest that the Bawdwin mines of Burma are large
producers of lead and zinc, while Burma, Malay States,
Siam and the East Indies are the most important sources
of tin in the world.

The Precions Metals. Gold has been won in India for
centuries both by washing river gravels and alluvium
and by mining, of which there are numerous relics
in Madras, Mysore, Hyderabad and Bihar. Gold-
beating vein deposits occur in the above-mentioned
areas and some of them have been examined in some
detail. There was a gold boom in India in the eighties
of the last century which resulted in the floatation of
numerous companies for working gold in the Wainad
region of Madras and in Chota Nagpur but practically
all the companies came to grief probably because the
ores were inadequately prospected and the companies
lacked the capital necessary to sustain them over a
prolonged period of investigation and development.
Gold mining . is now carried on only in the Kolar
gold fields of the Mysore State where four companies
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work a reef which is 5 miles long and some 3 feet wide
on an average. The reef has a very steep inclination
and is being developed now at a depth of 8,000 ft.
vertical depth from the sutface. The average tenor
of the ore is 8 to 10 penny weights (dwt)! of gold per
ton. The importance of this industry to India can be
gauged by the fact that the total value of gold produced
between 1892 and 1938 was over £86,000,000 of which
£25,000,000 have been distributed :in dividends and
£4,500,000 paid as royalty to the State.

Mining has been done also in the Hyderabad State
andinthe Anantapur district of Madras. Intetrest is again
being shown in the Hyderabad and Wainad deposits.
Detailed prospecting is likely to result in the location
of some workable deposits. 'The Indian production
is of rather minor importance to the wortld, for it is
only about one-third ot a million fine ounces per annum,
whereas the total world production is around thirty
million ounces, two-thirds of which is contributed by
South Africa, Canada, U. S. A. and U. S. S. R.

Only an insignificant quantity of silver is produced—
about 25,000 ounces—as a byproduct in the refining
of gold in the Kolar goldfield. The platinum metals
have not been produced in India. In other parts of the
world they are derived cither from alluvial deposits
or are associated with nickel ores.

The Light Metals. 'Two metals, namely, aluminium
and magnesium, have recently come into great promi-
nence because of their lightness, their specific gravitics
being 26 and 1°74 respectively. These metals and their
alloys are finding increasing use in air-craft construction
where the reduction of dead-weight to a minimum is of

. . Lo
prime importance. In peace time they find employment

1 oz. (troy)=480 grains=20 dwt; 1 dwt=24 grains; 1 oz
(avoir)==437.5 grains; 1 lb. (avoir)=7000 grains.
6
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in transport vehicles and engineering structures which
result in important savings in other directions. Iron
is 4 times and copper § times as heavy as magnesium,
which will give an idea of the saving in dead-weight
which can be secured by the utilisation of the light metals.
A third metal, beryllium, is also light (specific gravity
1'85) but its manufacture is limited by the rarity of the ore.

Though aluminium is the most abundant metal
in the earth’s crust, it is difficult to extract. The chief
ote is bauxite, which is a form of laterite rich in alumina.
At present a high grade bauxite, containing 55 per cent.
or more of alumina, is insisted upon for the preparation
of pure alumina which is later clectrolysed in a molten
bath of sodium-aluminium fluoride. Efforts are now
being made in America to utilise lower grade siliceous
bauxite for this purpose.

India has large deposits of bauxite of good grade
mainly in Bombay and Central Provinces. Other
deposits arc known in Orissa, Bihar, Kashmir and
Madras. Until a few years ago Indian bauxite was used
only for filtration of oil and in making refractory
bricks and special cements.

Efforts have been made in the past to start an alumi-
nium smelting industry in India but it was found impos-
sible to do so without the active help of one or other
of the important companies which formed aninternational
association and controlled all the patents and the markets.
Just before the present War, arrangements were in
progress in Bengal to crect a factory near Asansol with
the help of the greac Skoda Works in Czechoslovakia ,
but before all the machinery could arrive that country
was occupied by Germany. It is learnt that further
progress has been made by that factoty to obtain the
necessary machinery from England and America.
About the same time, the Aluminium Corporation
of India, representing British and Canadian interests,
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began investigating the possibilities of producing alumi-
nium in India. This concern has established reduction
works in Travancore and began producing aluminium
carly in 1943.

India has had an aluminium fabricating industry
for over threc decades but it has depended on imported
aluminium sheets, bars, and rods which were merely
fabricated into articles for which there was a demand
in this country. The establishment of an aluminium
producing industry in India is an important step in the
industrialisation of the country which should be logi-
cally followed by the manufacture of magnesium and
of light metal alloys.

The chiet sources of magnesium are magnesite and
dolomite (carbonates) and sea water. The metal is
nowadays being extracted from all these sources. 'The
processes include electrolysis of used salts and smelting
with the help of a reducing agent.

India possesses excellent deposits of high grade
magnesite in Mysore and the Salem district of Madras,
dolomite in many places, and a long sea-board from which
to take sca water. No attempt has so far been made
to take up the question of the manufacture of
magnesium.  The magnesite deposits are exploited at
present partly for export and partly for making refrac-
tory bricks, the annual outpur being of the order of
10,000 tO 20,000 tons.

The manufacture of aluminium and magnesium
has increased several-fold during the past few years.
Plangs are being vigorously built especially in the U. S. A,
and Canada to increase the output still further, the res-
pective Governments financing the projects. These
metals are bound to play a large part in the future in
structural, transport and aeronautical engineering, and
any plan for industrialisation of India must make pro-
vision for the manufacture of these metals and their
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alloys on a large scale.
Beryllium is similar to magnesium and aluminium
y 8

in being light and requiring also the same type of pro-
cesses of manufacture. Before the War, only Germany
and U. S. A. manufactured the metal. It is doubtful if
this metal can be introduced in large-scale manufacture,
for the supply of the ore from all sources in the world
is never likely to exceed a few thousand tons a year.
The tendency in future will be to restrict its use to
very special purposes.

The mineral beryl (the ore of beryllium) is found in
small quantities in cettain rocks which generally contain
mica deposits. The annual production in India may
not exceed a few tons and that only as a byproduct of
mica mining though, when large crystals are encoun-
tered, the output may rise to a few scores of tons.

The Non-metallic or Industrial Minerals.

In this group are included various miscellaneous
minerals which are not used as sousces of metals, and
hence the name non-metallic minerals.

Mica. Perhaps the most important mineral in this
group produced by India is mica, which is indispensable
to the electrical industry as an insulator with unique
properties. Mica includes a few species of which two
muscovite (potash mica) and phlogopite (magnesian
mica), have great commercial importance. Most of
the mica produced in India is muscovite, a small quantity
of phlogopite being produced in Travancore.

The chief producing areas are Bihar (Hazaribagh,
Gaya and Monghyr), Madras (Nellore and Nilgiris)
and Rajputana (Mewar, etc.). Bihar mica has a reddish
colour for which reason it is referred to as ‘ruby mica’
while Madras mica is mostly pale green in colour.
Phlogopite is often called ‘amber mica’ because of its
amber colour.
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The total recorded Indian production is 6,000 to 7,000
tons per year, but the export figures are always very
much higher and amount to neatly 10,000 tons. Practi-
cally the whole of this is exported and the consumption
within the country is negligible. Thete is a consider-
able industry abroad in which thin films of mica are
pressed together with shellac or some other suitable
binding medium and made into shapes required by the
clectrical industry. Such material, known as wmicanite
is now manufactured on a small scale in Calcutta. The
consumption of mica in India will increase only if
the manufacture of electrical machinery is undertaken
on a large scale.

The mica deposits are still being worked at shallow
depths, the majority of the wotkings being open-cast
quarries. There is much scope for expansion of this
industry especially if the deposits are carefully and
systematically worked with a view to maximum extrac-
ton.

Refractories. Materials which can resist high tem-
peratures without softening or melting are called refrac-
torics. They are used for lining industrial furnaces
in which various substances are melted or heated. They
comprise fire-clays, silica, magnesite, chromite, graphite
and certain aluminium silicates called sillimanite and
kyanite. India is well supplied with most of thesc.
Fire-clays occur in some of the coalfields and elsewhere.
The occurrences of magnesite and chromite bave already
been referred to. Deposits of graphite occur in Orissa,
the Eastern Ghats and Travancore. Large occurrences
of kyanite are known in Bihar and of sillimanite in Assam,
the former being worked for export.

There is a growing refractory industry in India
which is meeting practically the whole of the local
demand. There is need for developing partticularly
higher grade refractoties such as those required by the



86 INDUSTRIAL ‘PROBLEMS OF INDIA

glass industry. These can be made from kyanite and
sillimanite of which there are apparently good reserves.

Ceramic and glass materials.  Clays of various grades
ate known in the country, including kaolin, fire-clays,
pipe clays, and those for making terra cotta and ordinary
bricks and tiles. China clay (kaolm) occurs in the Raj-
mahal Hills, Singhbhum, Delhi Kathiawar, Jubbulpore
and Travancore, The last mentioned (Travancore)
deposits ate apparently of large size and capable of con-
siderable development. Fuller’s carth is produced in
Jubbulpore and in the Bikaner, Jodhpur and Khair-
pur States. Otdinary clays are very widely distributed
and extensively used for making bricks, tiles and village
pottery.

Modern stoneware and pottery industry is rapidly
growing in India and its requirements of raw materials
are bound to increase greatly in  the future. Mining of
clay is carried out gencrally in a very wasteful manner.
It is, therefore, necessary to exercise control over it so
as to minimise unnccessary waste. High grade, pure
white China clay is required by the paper and textile
industrics which still import some quantity from abroad.
With greater organisation of the Indian producers, it
should be possible to increasc the manufacture of all
grades of clay products.

Felspar and quartz are also used in ceramics. These
arc so extensively distributed in India that it is merely
a matter of developing mines at suitable localities and
making arrangements for proper distribution of the
minerals at reasonable rates.

A glass industry is now fairly well established in
India producing inferior varieties, including those for
making bottles and bangles. The industry was rccently
helped by the Industrial Research Bureau to improve
its furnaces and processes. Within the last few years
high grade laboratory glassware has been manufactured
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in Calcutta. There is still considerable scope for ex-
pansion in all branches of glass making, especially
tableware, cut glass, laboratory ware and optical glass,
as the value of the annual importts of glassware is of the
order of one crore of rupees.

Glass sands occur in several places in India, the
best known deposits being near Allahabad in the U. P.
Many of the deposits requite further investigation
and no doubt new sources will also be found by thorough
search.

Cement. Though cement seems to have been made
in India in the carly years of this century, portland
cement of standard specifications was manufactured
only in 1914. Since then a great expansion has taken
place and the industry is capable not only of produc-
ing for our own necds but also meets the needs
of neighbouring countrics. The pre-war production
of portland cement in India exceeded one million tons
per annum and the capacity has increased since then.
The cement manufacturing concerns have now a common
marketing organisation and a controlled distribution
so that cut-throat competition among them has been
eliminated.

The necessary raw materials for the manufacture
of cement are limestone and clay. Bauxite is used for
making high alumina cements. Pure white cement
is made from high grade limestone. Cement is coloured
by various pigments for ornamental purposes. Suit-
able limestones are very widely distributed in India
and there are cement factories in every province.

Paint Materials. Several mineral substances enter
into the manufacture of paints, ochres, red oxide, umber,
sienna, green earth, titanium dioxide, compounds of
lead, zinc, chromium and arsenic, batytes, carbon black,
among others.

Ocbres are found in many parts of India but no
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comprehensive examination of the deposits has yet
been made. Red oxide is found in Jubbulpore, Cud-
dapah and Bellary and deposits may exist associated
with the hematite ores of Singhbhum, Orissa and Central
Provinces. Barytes deposits occur in the Ceded dis-
tricts of Madras and in the Alwar State. Titanium
dioxide is made from ilmenite of which large quantities
are available along certain parts of the Travancore
coast. The exported ilmenite is actually used in America
and elsewhere for this purpose, though it has not yet
been made use of in India. Some of the other substances
mentioned above are also available and can be developed.

There are now a few paint making concerns, con-
fined to Northern India. We do not know the total
value of paints produced in India and the mineral pig-
ments used in their manufacture. There is, however,
much scopc for expansion of the industry, for the
annual imports of paints and colours into India amount
to Rs. 6o to 70 lakhs.

Abrasives. In many industrial processes it is neces-
sary to employ certain hard substances (abrasives) for
cutting, grinding, planing and polishing.  Both natural
and artificial abrasives are employed. The natural
abrasives include quartz, flint, garnet, and corundum.
Amongst the artificial abrasives are alundum (alumina)
carborundum (silicon carbide) and other carbides. We
have adequate resources of natural abrasives, except
flint and emery, to meet the future requirements of this
country. Corundum deposits are found in Madras,
Assam and Central Provinces. Garnet, quartz and
quartzite are plentiful in several parts of the country.

Fertilisers.  Phosphates, potash and ammonia
salts are important fertiliser materials.  Phosphate
deposits occur in Singhbhum and Trichinopoly but
they have not yet been systematically utilised for this
purpose. Some 7 to 8 million tons of phosphatic
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nodules containing 18 to 20 per cent. phosphoric acid,
are estimated to occur in the Trichinopoly district.
Animal bones can also be used in powder form ot
be converted into superphosphate. Potash salts are
available in the salt deposits of the Punjab but not even
rough estimates of the reserves are available. Nitre
(potassium nitrate) is produced in some parts of the
country but much of itisexported. Ammonium sulphate
is produced as a byproduct of coke making in the
coalfields and in the coke plants of the iron and steel
companies. It is also possible to produce ammonium
sulphate by the use of gypsum as the basic raw
material.

Agriculture in India is still primitive and necds
a great deal of improvement. Even so, the country
imports Rs. 70 to 100 lakhs worth of fertiliser materials.
Curiously, however, the exports of similar materials
trom India, mainly bone-meal and fish manure, amount
to some Rs. 40 lakhs per annum which is a sad com-
mentary on the complete lack of plan ot control of the
country’s agricultural economy.

Saulphur. 'The sulphuric acid production of India
has so far depended entirely on imported sulphur, which
amounts annually to perhaps 25,000 tons valued at
Rs. 25 lakhs. The sulphur bearing deposits in the Koh-
i-Sultan region of Baluchistan, which were considered
to be of little value in normal times, have had to be
developed as a War measure and are meeting the needs
of India to a large extent. It is not known whether
they can be worked under normal conditions if trans-
port and other facilities are provided.

A few deposits of pyrites (iron sulphide) exist in
the Punjab, United Provinces and Madras, but it is
doubtful if they can give a sustained supply over a long
period. There is, however, a very important potential
source of sulphur in mineral gypsum, of which large
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deposits are found in India.

Gypsum and Salt. Gypsum (calcium sulphate, hyd-
rated) is an important industrial mineral, used for making
plaster of Paris and certain other special plasters, as a
retarder in the setting of cement, and as a soil condi-
tioner. Very large and almost inexhaustible deposits
occur in association with the rock salt of the Punjab
and the N. W. Frontier Province. Deposits of small
size occur inthe Jodhpurand Bikaner States and inthe
Trichinopoly district of Madras. The average annual
output from these sources is of the order of 6o,000 to
70,000 tons, half of which comes from the Punjab.
The more extensive development of the Punjab
deposits is retarded because of their great distance from
the chief consuming centres.

As gypsum contains nearly 19 per cent. of sulphur,
it should prove valuable as a soutce of sulpbur in India
where there are no good sources of more casily avail-
able sulphur. The mineral anhydrite (thc waterless
ot dry form of gypsum ) has been used in Germany and
England for the manufacture of sulphuric acid. The
question of using gypsum for this purpose (as sulphuric
acid is one of the most useful industrial reagents) is
already receiving the attention of technologists in India
and it is hoped that an casily workable process will
soon be developed.

" Precious and Semi-precions Stones. India has long
been famous as a source of diamonds, werked in some
parts of Madras and Central India. There is now a
small production from the Panna State in Central India
and stones are occasionally picked up from the neigh-
bourhood of old wotkings in the Madras Presidency.
For about half a century South Africa has been the chief
source of diamond, which is mined in a number of locali-
ties. Brazil has also been a small producer for many
years past.
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Sapphire is mined in Kashmir; aquamarine in
Rajputana ; garnet, rock crystal, agate and other forms
of silica in several places. But the output is compara-
tively small.

In an industrialised world, even these stones ate
used for other than ornamental purposes. The good
and nearly flawless stones are, of course, reserved for the
luxury trade but lesser grades find industrial uses. Dia-
monl(?; are used on the cutting edges of drills for drilling
through rocks. They are the best materials for fine
wite-drawing. Diamond powder is used as an abrasive
where nothing else will serve. Sapphire and ruby
arc used in bearings in watches and precision instru-
ments. Agate is extensively used for making laboratory
mortats (for powdering materials), bearings, and so on.

Other Miscellaneons Minerals. Mention may also
be made of a few other minerals of some importance
such as asbestos, fluorspar, monazite and zircon. Asbes-
tos deposits are found in Madras, Mysore, Bihar and
Rajputana. The first-mentioned deposits yield a small
quantity (a few tons a year ) of high grade spinning
quality. The others are utilised for heat insulation,
asbestos cement manufacture, ctc. Fluorspar is the
sources of fluotine and hydrofluoric acid. It is used
in steel making and for preparing fluorides which are
used in the reduction of aluminium ore to metal. The
only deposits known at present are in Khairagarh State
(Central Provinces). Monazite and zircon are minetals
found with the ilmenite sands of Travancore coast;
monazite contains certain rare elements which find
use in the manufacture of gas mantles, while zircon
is used in making certain steel alloys and high refrac-
tories.

Building and Ornamental Stones. India possesses vast
stores of a great variety of excellent and handsome
stones for building purposes. They have been made
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use of in all parts of the country and in all centuries.
Granites, gneisses and porphyties are found in Bihar,
C. P., Rajputana and Madras. Marbles of great beauty
and of many colours are found in Rajputana, Baroda,
C. P., and Madras. Amongst these may be mentioned
the celebrated white (and clouded white) Makrana and
other marbles of Jodhpur and Jaipur, the green and
variegated marble of Kharwa, the green setpentine
marble of Baroda, the white and coloured marbles of
parts of the Central Provinces, the red and brown shell
marbles of Jaisalmer, the colouted marbles of the Palnad
tract of Madras, the grey shell marble of Trichinopoly.
The sandstones of the Vindhyan formations in U. P.
and Central India have been used extensively in the
Moghul buildings of Northern India, the palaces, masjids
and other buildings of Delhi, Agra, Lahore and other
places. The dark and cream to buff trap rocks of
Bombay are widely used in and around that city.

The slates of Kangra, Monghyr and Kurnool arc
used for paving, roofing, ctc., while the fine grained
dark flagstones (known in Madras as Cuddapah slabs)
are extensively used in the south for paving floors,
for door and window sills, steps, and table-tops. Many
other stones find use locally and may not be known
outside though they may be of good quality.

The building stone industry in India is unorganised
and the quarrying and preparation are, as a rule, very
wasteful. It is because of this that even our very good
stones are not well known and are often unable to
compete with some foreign stones in Indian markets.

The value of the annual output of building stones
in India is given in official returns as a little less than
one crote of rupees but the actual production must be
much more, as local stones are quartied sporadically
and intermittently in many places.
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The Future of the Mineral Industry.

1. There are now many hundreds of quarties and
mines in India but it cannot be claimed that they are all
worked satisfactorily. Except in the coal industry
and thosec managed by the larger concerns, there is a
dearth of suitably trained managers of mines conversant
with modern practices. A large number of lessces
still look upon mining as a quick money-making pro-
position and not as a business to be run on approved
lines with long range policies. As a result, the most
casily accessible parts of deposits are worked and the
mine abandoned when any difficulties are encountered.
The experience of India is not unique in this respect,
for every country passes through this stagein the early
stages of industrialisation.  But there is no reason why
the country should not benefit from the expetience of
others and avoid the usual mistakes.

Except in the case of admittedly small deposits
which can be worked open-cast and by any one
without special training, preliminary prospecting will
be necessary to determine the extent, richness, struc-
ture and other particulars so that a suitable plan
of working can be drawn up and followed, avoiding
wastage and ensuring the maximum possible extraction.
Such a course will give long life to the deposit though
the profits will be smaller than in reckless working
during a short period. Working without any plan will
generally lead to the abandonment of the leaner portion
which would have been included in planned working
or held in reserve for the day when it would have
been possible to exploit them.

2. Several important minerals have been, and are
even now, worked mainly for export, except in the case
of those which are too common or too cheap to be’
exported. Those which figure prominently in exports
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are mica, manganese ore, chromite, ilmenite, magnesite,
kyanite. Sir Thomas Holland’s remarks on the exports
of manganese ores, quoted on a previous page, apply
to evety onc of these minerals because in normal
times the cost of these minerals in a foreign market
barely pays the cost of working, inland transport, hand-
ling and port charges and ocean freight. Often, as
in the case of mica, mineral brokers in London, Hamburg
or New York are able to make more profits than the
primary producer in India. If, on the other hand,
the mineral is processed into a manufactured or semi-
manufactured article before export, the country would
greatly benefit by the technical experience it gains,
the larger labour force it employs and the larger profits
it makes in the manufacture.

The export of raw mineral always encourages the
exploitation of the best portion of the deposits first,
because the highest grade brings in the best price. If
the mineral is worked for a local industry the tendency
will be to produce a uniform grade over a long period
and make the deposit last as long as possible.

3. As inland water ways have not been well deve-
loped in this country, the railways are the chief agencies
of transport. Minerals are unequally distributed in the
country and have often to be moved long distances to reach
the consumer. The costof transport by railway then
becomes high—several times the value of the mineral.
Thus, first grade or sclected grade Bihar coal, which
is worth about Rs. 4 per ton at the pit mouth, costs
anything between Rs. 16 and Rs. 20 by the time it reaches
the interior of Madras, Bombay or Sind. If a distant
consumer wants coal, he naturally asks for the very best
quality, because the difference in pricc between second
grade coal and the best available is barely Rs. 2 per ton,
which is a small percentage of the value of coal at the
consuming centre. No wonder, therefore, that there
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is not much demand for the poorer grades beyond a
comparatively small radius from the well-developed
coalfields. The same type of price difference operates
in the casc of most other minerals also, except when
the intrinsic value of the mineral is high compared to
the freight.

The effect of the disproportionately high freight
is to. shut out some of our minerals from certain internal
markets. It is well known that South African (Natal)
coal has, on many occasions, been able to oust Indian
coal from Karachi, Bombay and other parts of Western
India. That coal has also had the advantage of a bounty
paid by the South African Government to exporiers
from that country. Latterly, South African coal was
subjected to a countervailing duty imposed by the
Government of India so as to enable Indian coal to be
sold in Bombay and Karachi. It will be seen, therefore,
that there is need to re-examine carefully the freights on
internal transport and also to develop, if possible, water-
ways which might help to cheapen transport costs.

4. But the first essential in planning for the future
is to take stock of our resources and gather precise
information on them. Though much the greater part
of India has been covered by geologists in a general
way (except parts of Orissa, Assam and the Himalayas)
detailed information on most of the mineral deposits
is lacking. The only official agency, the Geological
Survey of India, available for this purpose, has always
been inadequately staffed and financed. A few of the
larger States, especially Mysore and Hyderabad are
maintaining small Geological departments of their own.
For a country of the size of India, scores of geologists
will be required to make an initial detailed survey
within a limited period of 10 to 15 years. It is immaterial
whether this staff is recruited and trained entirely
by the Central Government, or by the Central Govern-
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ment and the Provincial Governments working in co-
operation. In any casc cnough funds should be pro-
vided for field and laboratory investigations. Thete
will always be a necessity for the maintenance of fairly
numerous petsonnel in the Geological Sutvey, as new
aspects of mineral development and other questigns
relating to geology will constantly arise, and technologi-
cal advancement will necessitate re-examination of data
relating to the relevant industrics.

5. Field examination should go hand in hand with
labotatoty work. Analytical data and other particulars
obtained from laboratory tests must be provided on the
materials obtained during the prospecting operations,
in ordet to assess the value of the deposits, to eliminate
uneconomic or wortthless areas and to draw up plans
for working. At the same time, further research will
have to be undertaken to determine the best use to
which the mincral deposits could be put and to work
out new or improved processes for utilising the minerals.

It is well known that the Bureau of Mines in the
United States and the Mines Branch in Canada have
done excellent work to help the mineral industries of
the respective countries. A study of their organisa-
tions will show us how best to tackle our problems.
As the mineral problems vary in different parts of the
countty, it would perhaps be useful to have laboratories
in different areas where they can pay particular attention
to tegional problems.

6. In the initial stages of establishment of new
industries it may be necessary for the State to extend
special facilities to them such as the grant of easy terms
of lease, acquisition of land for establishment of factoties,
and help in the marketing of the products. The State
can even start some of these industries and after running
them for some time, hand them over to reliable concerns.
Or it can retain some intetest or control in the industries
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so as to attract the public to them.

This is an age of Government aid and control of
industries even in peace time. An excellent example
of an industry subject to control is that of coal mining
in many countries. The measures adopted by many
countries to help and control their coal industries ate
described ina publication issued by the Leaguc of Nations
about five or six years ago. Even the conservative
Government of Great Britain, which cannot be accused
of socialistic tendencies, found it necessary, during
the deptession of the last decade, to buy up the royalty
rights to coal lands from the various private landowners -
by paying them compensation aggregating to about
£65,000,000 in otder to be able to control the coal in-
dustry better. 'The measures of control in the various
countries include control of production, fixation of
prices, distribution of markets, export and impott
quotas, subsidies, bounties, and tariff protection.

Though we lack detailed knowledge of the actual
resetves of many mineral substances available in the
country, there is a fairly important mineral industry
now functioning:  Table 1 gives the quantity and value
of the chief minerals and mineral products produced
in India. On a very consetvative estimate, based in
some cases on nominal values, the annual mineral pro
duction is valued at Rs. 36 crores. In this, pig iton
is valued at Rs. 504 ton, steel at Rs. 134 2 ton, and several
minerals at 2 nominal pit mouth value which is definitely
less than real worth. Bricks, tiles and cement are not
included but the last alone is probably worth Rs. 3}
to 4 crotes pet year. Not have other manufactures from
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TasLE I

Output and Value of Minerals and Metals produced in India in 1939

Minerals and Metals

Production

Value in Rupees

Coal

Steel
Manganese ore
Pig Iron

Gold
Petroleum
Mica .. ..
Building Materials
Salt

Copper
Ferro-manganese
Ilmenite
Saltpetre
Kyanite
Chromite

Clays

Monazite
Gypsum
Steatite
Magnesite
Fuller’s earth ..
Diamonds
Zircon

Silver ..

28,342,906 tons

693,004 ,,
967,929
688,320 ,,
321,138 0z

87,082,371 gals.
175,109 cwt,

1,559,663 tons

52330 4
18,585
252,220 ,,

148,824 cwt.
48,743 tons

44,149
320,860 ,,
S,ZZI 2
69,823 ,,
18,590
25,611,
8,059
1,729 carat
1,450 tons
22,295 OZ.

10,64,23,835
6,96,52,93 2
3,92,94,763%
3,44,16,000°
3,04,75,397
1,65,43,142
1,13,25,346°
1,12,65,392%
95,18,383
44,02,580
24,63,590°
15,46,436
11,68,4468
7,46,514
0,82,502
3,76,270
2,33,700
1,71,903
1,68,580
1,60,593
78,958
68,813
40,737
29,877

" 1 At Rs. 100.5 per ton.

2 Export value.

3 Exclusive of amount used for stecl making. The total pro-
duction was 1,539,889 tons. Value assumed at Rs. 50 per ton

which is an underestimate.

4 Incomplete; includes value of limestone used in cement but
not the value of cement produced which must be over Rs. 3 croftes.
6 Underestimated at Rs. 134 per ton.
¢ Value of exports only. A few hundred tons must have been

consumed in India.
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Minerals and Metals Production Value in Rupees
Barytes .. .. .. 8,075 tons 29,312
Ochre .. .. .. .. 5,616, 28,865
Bauxite .. .. .. 14,768 ,, 25,540
Graphite .. .. .. 458 ,, 20,690
Iron ore .. .. . .. 12,6907
Wolfram .. . .. 10 9,600
Asbestos .. .. .. 89 ,, 4,482
Felspar .. .. .. 691 ,, 4,335
Beryl .. .. .. .. 17, 1,597
Garnet sand .. .. .. 120 ,, 6oo
Bentonité .. - .. 33, 330
Corundum .. . .. 50 CWt. | 250
Sapphire .. .. .. 4,862 carat | 150
Apatite .. . .. 23 tons | 119

mineral substances been taken into account, such as
ceramic materials, glass, fire bricks, Jime, and chemicals.
Taking thesc into consideration, we may estimate the
value of the annual mineral production at least Rs. 5o
crores.

The mines and quarries coming under the Mines
Act employ over 400,000 persons and if we include
the smaller quarrics, the number of persons dependent
on this type of employment may be well over 600,000.
The many industries based primarily upon minerals
ptobably employ over 2 million persons. The mineral
industries not only support this large population but pay
income-tax on their profits, customs duties on their im-
potts of machinery, tools and appliances, and contribute
to the State’s coffers in other indirect ways. I have
not collected figures to estimate the direct and indirect
income to the Government as a result of the existence

7 Used by indigenous furnaces.
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of the mineral industry, but this income must be many
times the amount Government spends for helping the
mineral industry in its turn. At any rate, any amount
spent in exploration and rescarch is a good investment
and will give a return worth many times the original
expenditure.

7. The mining industry is without any organisa-
tion to help the marketing of its products. As a result,all
the Indian mincrals face severe competition within India
and abroad and are often sold at uneconomic prices.
The keen competition in the coal industry has kept
the price of first grade coal in the coalficlds at less than
Rs. 4 per ton, the lowest price in any part of the world,
except pethaps in China.  In the case of mica, manganese
and chrome otre, competition from other countrics
has to be met in foreign markets where the consumers
are ina position to dictate prices to the producers.  This
competition has an all-round depressing cffect and ulti-
nately effects the cfficiency of mining.

To prevent such harmful competition, it is necessary
for the mining industry to form general or sectional
marketing boards or sales organisations which will
fix the prices for the different grades and find markets
for all the output. If this cannot be done by the industry
itself, the Government will have to take steps to enforce
fair prices and prevent unhealthy competition.

8. Mineral rights in British Indian Provinces
and [ndian States belong to the respective Govertiments.
Many zamindats and a few private owners ate also in
possession of the mineral rights. In the interests of
uniformity of procedure and practice and the smooth
and systematic working of minerals, it would be
advisable for the Provincial and State Governments to
acquire the mineral rights in all the lands falling within
their jurisdiction, by paying adequate compensation
for the rights so acquired.



MINERAL RESOURCES AND DEVELOPMENT 101

Mineral leasing in British India is in the hands
of the revenue officers (Deputy Commissioners ot
Collectors) of the districts subject to the approval of
the Provincial Government. Only rarely do they consult
geologists about mineral leases for they look upon
such leases as mere revenue propositions. Minerals
are classified as major and minor minerals. The major
minerals are given on mining leases while the minor
minerals can be removed by licence holders at certain
tixed rates of fee per cart-load.  Building stones, slates,
ochres, limestones, clays, sands come under the category
of minor minerals, giving much room to the licensee
to work the deposits unsystematically and wastefully.
In Mysore, Hyderabad, Travancore and Kashmir, mineral
" leasing is done by the Geological departments of the
respective States. This enables the States to bave a
better control over the working of the deposits. In
Mysore, for example, every lease except that for removal
of ordinary brick-clay and sand for restricted local put-
poses and for road metal has to be scrutinised and
granted by the Geological Department.  If the Provinces
also centralise mineral leasing and leave it to be
administered by geologists attached to the Department
of Industries or to Provincial Geological Survey (if
such are constituted) it would conduce to better control
of the working of the mineral deposits.

9. The lessee of mineral-bearing land pays surface
rent (for occupying the land) and either a minimum
dead rent based on acreage or royalty dependent upon
the tonnage of the mineral raised annually. The
government collects whichever of the latter two items
is higher. The fixing of dead rent will have to depend
on the nature of the mineral deposits, its dimensions,
grade and value. A low-value mineral in thin ot pockety
deposits will have to be taxed a lower rate of dead rent
than a high-value one occurring in moderate or large
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deposits. The determination of the rate should be done
by people with technical knowledge of mineral deposits.
Too high a rate will frighten away prospective appli-
cants and retard development, while too low a rate
will encourage people to acquire and speculate with
‘the properties or to work them wastefully.

Royalty is, so to say, the State’s sale price of the
mineral deposit which, it should be realised, is a wasting
asset. It should be fixed at a rate such as would recoup
the value of the asset removed, as well as give a reason-
able return on the value of that asset. At present the
prevalent rates of royalty are as below :

Precious stones - 30%, of the net profits of cach yera
Gold and silver - 74% of the net profits of each year
- or 2349, of the gross profits.

Coal, petroleum, -

natural gas, mica - 59, of the pit mouth value

Iron ore - 1 anna per ton of ore for a tariff
valuation upto Rs. 65 per ton of imported
pig iron; 1 anna per ton additional for every
Rs. 15 of the tariff valuation or part thercof.

All other minerals - 249, of the pit mouth value, which

may be converted into a flat rate

per ton; this may be revised annually.

It is apparent from the above that the royalty rate
for most minerals is low and was probably fixed many
years ago in order to encourage the production of
minerals. It wouldappearthatahigher general level may
now be adopted, say 5 per cent. of the pit-mouth value,
as has already been done by the Government of Bihar,
Even this is not necessarily the best rate in all cases. But
the fixation of royalty on a logical basis is difficult and
may lead to complications, for notice will have to be
taken of the grade of the ore and the market price. De-
tailed schedules based on the relevant factors are likely
to make the calculation of royalty complicated and trou-
blesome. In some cases, however, a system of sliding
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scale dependent on the market price may be adopted,
to be revised from time to time. As this question
involves a knowledge of the grade, value and the market
conditions relating to the minerals, the advice of experi-
enced geologists should be taken periodically, whenever
a revision of the rate is considered necessaty.

10. A question which has scarcely yet received
any attention in this country is that of conservation of
tresources. This term is used in the sense that the maxi-
mum benefit should be detived by the country from the
minerals. Consetvation will, therefore, involve the win-
ning of as much depositas is possible and the utilisation
of it to the best advantage. The maximum benefit of
conservation can be derived only under a socialistic
economy, for private capital will never work willingly
without profit calculated according to its own ideas.
In this connection, it must be pointed out that the
amazing progress achieved by the U. S. S. R., especially
in her mineral industries, within a period of fifteen to
twenty years, has been possible only under Socialism.
Under private capital, some of the industries may have
taken decades to develop and others may not have
been established at all. The paramount consideration at
the present day for an undeveloped country like India
is the establishment of basic industries and those
necessary for the defence of the country, even if these
should involve Statc aid in a substantial measure or
management by the State itself.
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TABLE 2

VALUE OF CHIEF MINERAL PRODUCTS IMPORTED ANNUALLY
INTO INDIA BEFORE 1939

VALUE IN LAKHS

oF Rs.
Asbestos .. .. .. .. .. .. 6
Asphalt .. . .. .. .. 25
Building Materlals . .. .. 35
Chemicals (including sulphur) .. . 325
China clay .. .. .. 13
Dyes .. B .. .. 250
Earthenware and Porcelam .. .. .. 35
Fertilisers .. .. .. .. .. 100
Glassware .. .. .. .. .. 100
Mineral oils, greasc and paraflin wax .. 1,570
Aluminium . e .. .. 40
Brass and bronze . . .. .. 95
Copper .. .. . .. .. .. 77
Iron and Steel .. .. .. .. .. 630
Cutlery and hardware .. .. .. .. 275
Mill-work and machinery .. . .. 1,700
Electrical instruments, etc. .. .. . 300
Lead .. .. .. . .. .. 24
Tin .. .. .. .. .. .. 85
Zinc .. .. .. .. .. 50
Other metak .. .. .. .. .. 15
Paints .. .. .. .. .. .. 67
Precious stones .. .. .. .. .. 112
Salt .. .. .. .. .. .. 44

N B.—The total of these is over Rs. 58 crores which is five
; times the total value of exports of mineral products
' from India.

Even in the industries which may be considered
subsidiary and non-essential, it should be the aim of
the State to prevent wastage, as far as possible, whether
in mining or in usage. As examples of waste in utilisa-
tion we may cite the use of coking coal for ordinary
steam-raising and of high grade limestone for lime-
burning ! The measure of control to be exetcised by
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the State will naturally vary from mineral to mineral
in accordance with its economic and strategic importance.
The mining and utilisation of important minerals like
coal, mica, chrome ore and manganese ore may well
receive as much attention as common salt, of which an
inexhaustible source is available in the sea around our
country.

11. It will have been gathered from the previous
pages that there is much scope for expansion in several
mineral industries. ‘The manufacture of abrasives,
ceramic ware, glass, paints and refractories can be
improved as far as the resources will allow. The steel
industry can be developed greatly, so as to meet not
only India’s expanding requirements but also for export.
Augxiliaty to the steel industry will be the making of the
various ferro-alloys. The establishment of manufacture
of heavy machinery will follow these developments.
Much of the mica now being exported can be utilised
locally if a strong electrical industry is developed.
There are also great possibilities in the manufacture of
the light metals and their alloys.

There must be coals in the country suitable for
use as raw material in the coal-tar and dye industry
and in the manufactute of synthetic motor fuel. In-
tensive rescarch on all the coal scams in the country
will indicate suitable lines of development. Inand near
the coalfields it should also be possible to generate elec-
tric power cheaply from low grade coal, as it is much
easier to transmit power over high tension cables for
long distances than transport coal by trains. The de-
velopment of hydro-electric power from all possible
sources will also greatly help the advancement of mineral
industries, especially if power can be supplied to large
industrial plants, and particularly electro-metallurgical
industries, at a rate lower than 1/10 anna per unit.

Table 2 gives the approximate annual imports in
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pre-war times of articles derived from minerals. These
amount neatly to Rs. Go crores out of the total imports
into India of about Rs. 160 crotes of all types of materials.
A scrutiny of the major items given in the Table will
show that a large part of the imports of mineral products
can be climinated if the indigenous resources are pro-
perly and rapidly developed.

12, It has been pointed out that India has so far
been an exporter of important minerals to other coun-
tries perhaps more freely than she would have done if
she had thought of the possibilities of establishing mine-
ral industries within her borders. The War has givena
great impetus to these industries and shown the gaps
which have to be filled. The full development of the
country’s resources is possible only if they cater primarily
to our needs. There can be no objection to the export
of surplus materials, whether raw or manufactured,
provided steps are taken to keep reasonable reserves
for future requirements. The export of surplus materials
can also be so regulated and controlled as to obtain in
return, from other countries, such materials as are re-
quired for India’s essential needs.

It is necessary to plan the development of future
mineral industries from now on so that, with the return
of normal conditions at the conclusion of the War,
steps can be taken immediately to put the plan into
gffect. Without a planned expansion, the country
will continue for a long time to be an exporter of raw
materials and importer of finished goods which she has
been so far, Mineral raw materials will be important
items of bargaining in international agreements of the
future. Any agteement regarding Indian minerals
should be based on this countty’s potential needs and
only the surplus that may be available after satisfying
those needs might be exported.



CHAPTER V

SMALL SCALE AND COTTAGE
' INDUSTRIES

By Dr. V.K.R. V. Rao, PH.D. (CANTAB)
University Professor of Economics, Delbi

The importance of small scale and cottage industries
in our national economy is well known to every student
of Indian Economics. As a matter of fact though
India figures in the list of the nine important industrial
countries in the world the extent to which factory labour
dominates our industrial structure is not very great.
Thus, in the census year 1931 while the number of indus-
trial workers was returned at 10454 thousands the num-
ber of persons working in factories during the same
petiod was only 1596 thousands or in other words about
159, of the total number of industrial workers. More-
over, while factory labour is mostly found concentrated
in a few industrial centres and mote than 60%, is to be
found in the two provinces of Bombay and Bengal,
- labour engaged in small scale and cottage industries
is more evenly disttibuted over all the provinces of India.
This can be seen from the following table:—
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(Figures in Thousands)

Province Total Factory | Non-factory
workers | workers workers

|

- R
Bengal .. - .. 1234 563 671
Bombay .. .. .. 931 509 422
Madras .. . . 2088 194 1894
U. P .. .. . 2478 155 2323
Bihar and Orissa .. . 989 98 891
Punjab .. .. . 1412 | 72 1340
C.P. .. .. .. 575 62 513
Assam .. . .. 85 51 34
N.W.F. .. . .. 105 1 104

.
| ]

There is, therefore, no doubt that small scale and
cottage industries form an important constituent of
Indian Economy.

Before we proceed to discuss the economics of
small scale and cottage industries in India, it is necessary
to have a clear idea of what is meant by these two ex-
pressions. It is comparatively easy to obtain an accept-
able definition of cottage industries, but it is not easy to
do the same thing for small scale industries. This is
because, from a technical point of view, small scale in-
dustries belong to the same genus as large scale industries
differing from the latter only in point of size and there-
foré in distribution of location. The definition of small
scale industries that I propose to adopt follows the lines
set out by the Bombay Economic and Industrial Survey
Committee, which is the most recent authoritative body
to express an opinion on the subject. Thus, by small
scale industries, I mean industries whete power is used
and the number of wotkers employed does not exceed
fitty and the capital invested is less than rupees thirty
thcusand. Small scale industries will also be taken to
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include industries where no power is employed, provided
the manufacture is catried on in Karkhanas and the
number employed exceeds nine. Following the same
Committee’s Report, I shall define cottage industries
as industries where no power is used and the manufacture
is carried on, generally speaking, in the home of the
artisan himself and occasionally in small karkhanas
where not more than nine workers are employed.

It is difficult to get an accurate idea of the numbers
engaged in small scale and cottage industries separately,
as the necessaty statistics of industrial employment are
not available in this country. The only statistics avail-
able on the subject ate those found in the Census Re-
potts, the Factory Reperts, and the biennial publication
of the Government of India, which is entitled “Large
Industrial Establishments in India.” The last men-
tioned publication gives details of the number employed
in different industrial establishments, but not of the
amount of capital invested in them, while of the non-
factory population no enumeration by size of establish-
ments is to be found. This makes it particularly difficult
to calculate the number of persons engaged in small
scale industries. Our definition refers to the amount of
capital invested and the number employed with regard
to powet-driven industrics, while it refets only to
number employed for the non-power driven industries.
What we have done, therefore, is to analyse in detail the
statistics given in “Large Industrial Establishments in
India” with a view to getting the total number of estab-
lishments employing workers below so each and the
number of workers employed in these establishments.
The lattet figure comes to 114 thousands, but it may in-
clude workers in some concerns whose capital invest-
ment is in excess of Rs. 30,000; while it takes no ac-
count of the factories which employ between 10 and 20
workers each and the non-power-driven concetns em-
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ploying more than 9 workers each. If we estimate the
net figute employed by these three classes at the same
number, viz., 114 thousands, the total number of workers
employed in small scale industries may be estimated at
228 thousands. As for cottage industries, one may
proceed on the assumption that the total number of
industrial workers minus those employed in large scale
and small scale industries must be engaged in cottage
industries. This comes to 8744 thousands. But de-
tailed analysis of this figure shows that it includes large
classes of wotkers who cannot be described as being  en-
gaged in any cottage industry. Thus, for example,
it includes such categories as sawyers, butchers, taddy
drawers, tailors, millinets, dressmakers, darners, washers,
cleaners, barbers, hairdressers, wigmakers and scavengers
and the total number accounted for by them comes to
2641 thousands. Deducting this figure, we get 6103
thousands as the number of workers engaged in cottage
industries. Itisworth while pointing out that this figure
of 6141 thousands includes 667 thousand carpenters
and 378 thousands blacksmiths, who afe, in the main,
putveyets of setvices rather than manufacturers of com-
modities. We may now sum up the result of our cal-
culations :—

(Figures in Thousands)

Number of workers in large scale industrics .. 1482
Number of workers in small scale industries .. 228
Number of workers in cottage industries .. 6141

Before proceeding to discuss the specific problems
relating to small scale and cottage industries there is a
very important questionof general principle which needs
to be answered. What should be the place of small
scale and cottage industries in our national economy ?
The orthodox answer would be that their place should
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be determined by the extent to which they are economic,
by which is meant the extent to which they are able to
sell their output at prices which can compete with those
of similar goods produced by alternative methods of
production. There is no doubt that considered even
from this strictly orthodox point of view, there is very
definite room for small scale and cottage industries in
our national ecdnomy. But there are certain special
considerations which must be taken into account when
considering this question. These may be described
as follows :—

1. The necessity for securing full employment.

2. The necessity for securing equitable regional

distribution of industry.
3. The necessity for securing equitable distribu-
tion of proceeds of industry.

I shall discuss each one of these considerations in brief
and relate them to the question of the place of small
scale and cottage industries in our national economy.

The question of full employment is beginning to
be recognised as the economic question of the age all
over the world; it is an even more acute question in
India whete the number of the unemployed is counted
in millions and where it is further complicated by the
presence of seasonal unemployment on a scale which is
unknown in other patts of the wotld. Will the establish-
ments of large scale industries with lower costs of pro-
duction solve this problem of unemployment? The
answer to this question is two-fold. Firstly, it cannct
solve the problem of seasonal employment. Seasonal
unemployment of the type which is found in India can
be resolved only by subsidiaty occupations which need
not require much investment of capital nor of much
skill and can be taken up and left off at will; obviously
these conditions cannot be satisfied by large scale mecha-
nised industry. Secondly, the extent to which large
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scale industries can solve even the problem of whole-
time unemployment can be gauged by the extent of
their present achievement in this direction. Large scale
industries have been in existence in India now for more
than half a century and have effected a considerable re-
duction in the volume of impozts of manufacture ; and
yet the total number employed is only in the neighbour-
hood of 1.5 millions. The larger part of the manufac-
tured goods we are still importing comes under the cate-
gory of what can be called capital or production goods;
and it is well known that the production of capital goods
involves use of less labour than that involved in the pro-
duction of consumption goods. Bearing this in mind,
it is not unreasonable to suggest that the additional
number of workers that can be employed as a result of
the extension of large scale industries will not exceed
another million or two millions; this would still leave
a large number of unemployed among the people
of India. From the point of view, therefore, of
securing maximisation of employment, small scale and
cottage industries have an important part to play in our
economic life.

The second consideration, viz., that of securing an
equitable regional distribution of industries, is parti-
cularly important in the case of India in view of its special
geographical and political circumstances. The enor-
mous size of the country and the lack of homogeneity
in the linguistic and religious structure of its population
are already beginning to affect the even tenor of our
political life; and people are already beginning to talk
and think in terms of provincial self-sufficiency and the
necessity for limiting the Swadeshi spitit to the provincial
field. By the very nature of their structure, the large
scale industries are found concentrated in certain areas;
and as they are much more important wealth-producing
units than agriculture, this leads to a considerable dis-
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patity of wealth-producing capacity in different parts
of the country. The consequence is the growing dis-
satisfaction between provinces, and even within the
provinces themselves, between cities and villages; and
there is no doubt whatsoever that the recent movement
in India associated with the name of Mahatma Gandhi
for the resuscitation of village industries is largely an
outcome of this latent feeling. This feeling is bound
to grow, on the one hand with the growing political
power of the rural masses and, on the other, with the
growing strength of the different linguistic and religious
groups in the country. There is, therefore, much to be
said for decentralising the industrial structure of India.
If this reasoning is accepted, it follows that small scale
and cottage industries have a special claim for considera-
tion in that they are the ideal instruments through which
the decentralisation of industrial production can be
achieved.

The third consideration, viz., that of the need for
securing a mote equitable distribution of the produce of
industry, is also important, even in the case of a poor
country like India where the pressing problem of the
moment is to increase the size of the cake rather than
its distribution. The growth of capitalist enterprise
has led to the emergence of inequalities of income such
as have never been known before and this in turn to
political movements of a far-reaching and revolutionary
chatacter which rightly or wrongly depend upon vio-
lence and, therefore, the suppression, justified as tempo-
raty, of the fundamental human libetties. Is it not much
better to devise a productive system which, even if not
quite so efficient, will not by the very nature of its being
lead to such tremendous inequalities of income? I
know, of coutse, the answer that socialism can solve
this problem without at the same time modifying the
system of large scale and mechanised production, but

Q
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socialism is not so easy to achieve and if experience is a
guide, it is more than likely that the very attempt for
its achievement would lead to bloodshed, civil war and
dictatorship. Small scale and cottage industties have
this in their favour that, with proper safeguards, they will
lead neither to sweating not to inequitable distribution
but will resultin a larger and, more widely distributed
sharing of the productive function and, therefore, to a
mere equitable distribution of the produce of industry.

It is clear then that the three considerations we
have mentioned favour small scale and cottage industries
and their importance is so great that special treatment
becomes quite justified for the promotion and retention
of this type of productive organisation in outr economy.
It is very important to bear this in mind when we come
to suggest practical measures for tackling the difficulties
of small scale and cottage industrics.

Now, what are the special problems of small scale
and cottage industries ? It will be convenient to tackle
the problems of small scale industrics first and then to
go on to deal with those of cottage industries.

Small scale industries are a comparatively rccent
addition to out economy and are not yet very important
from the point of view of numbers employed. Small
scale industries can be classified under three heads :

(1) Those which are auxiliary to large scale indus-
tries. Examples would be the manufacture
of healds and reads, of roller skins, of pick-
crs, of motor cushions, etc.

(2) Those which are engaged in the supply of repair
services, ¢.g., motor repairing, locomotive
workshops and other small engineering
establishments.

(3) Those which ate engaged in the manufacture of
finished goods. Examples would be brass,
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copper and aluminium ware, gold and sil-
ver thread, furniture, cutlety, iron found-
ries, type foundries, hosiery, fruit canning,
printing presses, soap-making, rice and
flour mills. etc.

The first two types of industries do not have the
problem of competing with other methods of produc-
tion, while the third type has this problem in an acute
form. The problem of raw materials is common to the
first and third types, but does not arise in the case of the
second.  Allowing for these differcnces, we may now
proceed to discuss the difficultics of small scale indus-
tries in general and suggest ways and means of dealing
with the same.

The most important of these difficulties is that of
finance. The amount of capital required for a small
scale industrial concern is too small to merit attention
at the hands of the bigger capitalists; and banks also
tend to stow indiffcrence to the claims of the small
scale industrics because of the greater troubles attendant
on dealing with them, which morcover, are not accom-
panied by greater profit. The joint-stock method of
obtaining capital is also not open to these concerns
as it is difhcult to place on the market shares of
such small bodies and also subscquently to find
for them a ready market. All this makes it ex-
ceedingly difficult to find capital for small scale
industries ; but their need for finance is urgent and
undeniable.! The only way this can be met seems
to be by the creation of special industrial banks which

Lcf. The Report of the Bombay Economic and Industrial
Survey Committee : “An almost universal need of the small-scale
and medium sized concerns seems to be for finance. These con-
cetns are mostly proprietorial or limited partnerships and they
do not usually have enough funds of their own to enable them
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will liberally advance working capital and capital for
purposes of improvement and extension of equipment
to the small scale concerns. State aid in the form of
loans awarded by the provincial departments of Indus-
tries is not enough. It is only a banking institution
run on business principles but having the interests of
small scale industries at heart which can adequately per-
form this function. This does not mean, however,
that the creation of such a bank should be left to private
enterprise.  State aid and initiative is necessary but only
for the creation and maintenance of the small industries
Bank and not so much for the direct grant of financial
facilities to small industrial concerns. The best form
such state aid for the creation of a small industries Bank
can take is by guarantec of the capital and minimum
interest on the capital of the Bank. Government should
be represented on the Directorate of the Bank but othes-
wise it should be run on business principles, the only
stipulation being that those in charge of the Bank shall
be persons who have the interests of small industries
at heart.

Next to finance is the need for a commercial and
technical intelligence service for the use of small scale
industries. It is not possible for small scale industries
to afford the employment of the technical services, the
absence of which has a definitely adverse effect on their .
efficiency, e.g., the Indian cigarctte manufacturing firms
cannot afford the services of an expert blender; but there
is no doubt that a substantial difference will be made to
the quality of their product if they could have the ser-
vices of such a blender. In fact, a number of cigarette

to improve their equipment. They also do not possess the capi-
tal necessary for storing the raw materials required by them and
when they borrow from outsiders they have to pay high rates
of interest.”
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manufacturers put this difficulty before the Bombay
Economic and Industrial Survey Committee and suggest-
ed that Government should make available to them
expensive technical services of this kind. Moreover,
inthe course of their productive activity, the small
scale producers meet with a number of technical
difficulties which can only be tackled by qualified indus-
trial engineers and industrial chemists working full
time and having facilities for conducting research. It is
only the State which can maintain such services. In
fact, as long ago as 1916, the Indian Industrial Commis-
sion had suggested the institution of a cadre of expert
technical officers who will be usefulin various branches of
industrial activity ; but this recommendation was shelved
on the ground that “industries” had become a provincial
subject under the dyarchic constitution; and small scale
industrics have been the principal sufferers as a result
of this decision. It is necessary, therefore, that the pro-
posal of the Industrial Commission should be revived
and technical services useful for industry should be
instituted and maintained by the Government and
their service made available principally to the small
scale industrics. Incidentally these technical services
should not merely play the passive role of tackling
the problems submitted to them by small scale
industries ; they should also play the active role
of doing research on their own, particularly in the
direction of cheapening the methods of small scale
production and extending the sphere of their acti-
vity to goods hitherto monopolised by the large scale
industries. In this connection, the example of Japan
should be prominently borne in mind where small scale
industries play almost as important a part as large scale
industries; and the principle of splitting up a compli-
cated finished product into a number of simple compo-
nent parts and reassembling them, which has been work-



118 INDUSTRIAL PROBLEMS OF INDIA

cd with such success there, should be sought to be intro-
duced on a large scale in India.  In this, these technical
scrvices can play an important part; and it is also certain
tiat small scale manufacturers would be coming forward
in large numbers to take advantage of the information
and facilities provided by these services.

Commercial intelligence is another important need
oi small scale industry which only the State with its
widespread organisation and  extensive resources can
ieet.  Even large firms in India do not carry out mar-
ket surveys and probably do not believe in market re-
scarch; the small firms cannot afford to collect commer-
cial intelligence even if they want; and yet there is no
denying the fact that commercial intelligence of an
adequateand timely character is the most important factor
in successful marketing. The small scale industrialists
are aware of this need and had represented to the Bom-
Lay Liconomic and Industrial Survey Committee their
requirements in this connection. This Committec has
reccommended that the provincial Department of Indus-
tries should have a commercial intelligence branch whose
services would be  freely made available to the
small scale industries and the Central Government should
also be requested to make available to this Department
the services of the Trade Commissioners whom they
appoint in important overseas markets. It is reported
that the Bombay Government are thinking of taking ac-
tion in this dircction.  If other provincial Governments
also followed suit and set up commercial intelligence
branches in their [ndustries Depattments they would be
doing a good deal to promote the marketing of the
products of small scale industry.

Another important requirement of small scale in-
dustry is protection against foreign competition and
against internal competition from large scale producers
many of whom represent foreign capital secking invest-
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ment in India and find corporate form in the “India
Limiteds”. Protection against imports can be given
to small scale industries only if the State decides to
have a high basic tariff; the procedure of a regular Tariff
Board inquiry being obv1ously unsuitable in their case.
In this connection it will be recalled that some time ago
the Government of India appointed a special officer
to inquire into the question of Japanese competition
with a number of small Indian Industries; unfortunately,
his work was not allowed to be completed and Govern-
ment have not even published the results of his partial
investigations; otherwise we would have been in posses-
sion of valuable data on this subject of foreign competi-
tion. Judging, however, from the opinions expressed
by leading small scale industrialists and the resolutions
passed at their conferences, there is no doubt that small
industries in India are suffcrmu from the intensity of
foreign competition. It is not merely the absence of
sufficiently high import duties but also the existence of
certain tariff anomalies which worsen the position of
these industries. Thus, e.g., some raw materials and
semi-finished goods are taxed higher than the finished
goods of which they form a constituent item. It is
necessary that the whole tariff situation should be
reviewed by the Government of India in the light of the
requirements of small scale industries and with a view
to promoting the establishment of more small scale in-
dustries in the country. Another serious complaint
made by the small scale industrial concerns is about the
competition of the “India Limiteds”. These concerns
have a large financial backing, up-to-date technical
knowledge and other resources which enable them to
undercut their competitors. It is not possible for the
Provincial Governments to tackle this problem and pos-
sibly it is not even open to the Central Government to
do so under the provisions of the Government of India
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Actof 1935. But we have now been assured by the Sec-
retary of State that that Act is dead and that the whole
situation is open to revision. When the constitution
actually comes to be revised, it is hoped that our politi-
cians will remember the menace of foreign capital
secking shelter behind our own tariff walls, and parti-
cularly the harmful consequences of such foreign capital
on the progress of our small scale industries.

The small scale industries have also complaints about
the heavy incidence of railway freight charges. This
again is a central question and can be looked into only
by the Government of India. The Government of
India have already accepted the principle of giving fa-
vourable treatment to smaller units in their collection
of the excise duty on matches where a lower tax is levied
on concerns whose output does not exceed 100 gross
boxes a day. In the determination of the railway tariff
as it Is at present framed the advantage is all on the side
of large units; and it is a matter for setious consideration
whether some modification should not be made in this
policy with a view to promote the interests of small scale
industries.  Finally, Government can help these indus-
tries by extending patronage to their products and by adop-
ting a stores purchase policy that would disctiminate in
tavour of the output ot small units as against large ones.
Government canalso render more cconomic aid, there-
tore, hasten the establishment of more small scale indus-
tries by undertaking a vigorous programme for the de-
velopment of the power resources of the country; and
also by a programie of rapid road development. Then
there is the problem of mutual cut-throat competition;
and it is a matter for consideration whether Govern-
ment should not pass legislation by which if a certain
percentage of preducers agree on limitation of produc-
tion or fixation of price, the same would become com-
pulsory for the remaining producers as well. It is true
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that the Bombay Economic and Industrial Survey Com-
mittee has suggested that it is not advisable for the
Provincial Governments to undertake such legislation,
but something has got to be done to prevent the cut-
throat competition that seems to be a characteristic fea-
ture of the competitive activity of small scale units.
Altogether, therefore, there is a great deal that the
State can do to promote the interests of small scale
industries if only it makes such promotion an important
patt of its industrial policy.

We shall now go on to deal with the problems of
the cottage industries proper. Cottage industries can
be classified on various bases. But the most familiar
method of classification is on the basis of raw material.
‘Thus, one can classify cottage industries under the fol-
lowing heads:—

(1) Industries dealing with cotton, wool and silk,
e.g., hand spinning, hand weaving, dyeing, printing, ctc.

(2) Industries dealing with metals, e.g., brass,copper
and aluminium ware, operations connected with black-
smithy, etc.

(3) Industries dealing with wood, e.g., furniture-
making toy-making, etc.

(4) Industries dealing with leather, e.g., tanning,
making of shoes, chappals, leather bags, etc.

(5) Industries dealing with carth sand, ectc., c.g.,
pottery, lime making, bricks and tiles, etc.

(6) Industries connected with food, e.g., food-can-
ning, rice-pounding sweetmeat-making, oil-pressing, etc.

(7) Other industries such as bangle-making, papet-
making, bidi-making, goldsmithy, fish-curing, book-
binding, etc.

The problems of most of these cottage industries
are largely similar in character and it is possible, therefore,
to treat them together. The difficulties of the cottage
industries can be conveniently dealt with under the
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following heads:—(1) raw materials, (2) technique of
manufacture, (3) finance, (4) marketing, (5) taxation,
and (6) other difficulties.

The difficulties regarding the supplies of raw
materials ate becoming acufe in a number of cottage
industries.  Thus, e.g., moffussil tanners complain
that good quality hides are bought up by rich
middlemen on behalf of city firms and exported
and similatly wool weavers complain that the best
part of their local supplies of wool finds its way to
cities. Obviously, it is impossible for the very small
productive units that the cottage industries represent
to take the necessary action individually on this matter

and unless they are organised and their financial and
buying resources made substantially larger by collective
organisation the difficulties of getting adequate raw mate-
rials of good quality cannot be solved. In addition
to the difficulty of not getting enough quantities there is a
further handicap that the artisan has to pay comparatively
high prices for his raw materials. Moreover, there is a
considerable lack of reliability in the quality of the goods
sold by the middle men, in addition to which sometimes
the raw materials themselves ate of poor quality and it
destroys the reputation of the artisan who uses them.
To sum up the position regarding raw materials the
artisan does not get enough of what he wants, what he
gets is of poor quality and has to be bought at 2 higher
price. These difficulties are common practically to all
the cottage industries and the only way they can be met
is by collective or co-operative organisation of the cot-
tage industries for purposes of purchase. It should
also be realised that such collective organisations do
not come into existence on their own and Government
has a vetry important part to play in the initiating of
such associations.

The second difficulty is that of the poor productive
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technique of the cottage section of industry. The
existing implements in a number of cases have descended
from the hoary past and still retain the form and shape
and size which they first reccived centuries ago. Thus,
in many places the wool weaver’s handloom is still of
the old crude type while the oil ghani shows no change
atall. The methods of manufacture are in keeping with
the antiquity of the implements and their effect in promot-
ing inefliciency can be clearly traced in tanning, pottery,
etc. It is, of course, not possible for the artisan to think
of improving either his implement or his technique on
his own. The others who should be interested to do
so, particularly the middleman, have not bothered very
much while inventors and scientists have their fancies
drawn towatds the lure of large scale industries. The
fact that there are distinct possibilities of improvment
in technique once science and method are brought to
bear on this question can be seen from the excellent
results which have been produced by the All India Vil-
age Industries” Association and especially by the All
India Spinners’ Association. It must also be added that
improving the artisan’s technique is not enough.' The
improved technique has got to be popularised and the
artisan induced to undertake it. Demonstrations, tout-
ing classes, scholarships, exhibitions, all these are some
of the methods that can be employed and here again
State help and initiative seem to be an indispensable
preliminary.

The problem of finance, of course, is also a real
difficulty. The artisan requires finance for purchasing
raw materials, for stocking raw materials and for holding
his finished articles. It is difficult for him to obtain the
money that he requires from banks or even from co-
operative ctedit societies, for his assets are practically
nil and he cannot furnish sufficient security. The
result is that the middleman who finances him very often
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gets the artisan to scll his goods exclusively to himself
and the artisan is really turned into an outworker. The
problem of the financing of cottage industries is again,
therefore, a problem requiring State initiative for its
solution.

More fundamental than the difficulties described
above is the supreme difficulty of the artisan, viz., that
of marketing. Artisans in all branches of industry
from handloom weavers to potters and from brick
makers to basket makers complain of the difficulty
of selling their output at anything like a remunerative
price. Thereare a number of causes which account for
the difficulties that the artisan experiences in selling his
zoods; amongst the most important of thesc causes must
be mentioned the change that has taken place in the
public tastc which can be instanced by the choice of
new headgear in place of the old fashioned pagotas,
the growing preference of our womenfolk for polkas
in place of khans, the substitution of earthenware
by aluminium ware and the replacement of lime and
bricks by cement and factory madetiles. There is, of
cousse, very little that can be done to remedy the
difficulties arising from this cause. But even here it
should be remembered that after all fashions are man-
made in more senses than one and it should be
possible for the leaders of the Indian society by their
practical conduct to initiate movements for giving
preference to cottage products. Another cause is the
lack of finish and uniform quality on the part of cottage
products. This is a difficulty which can be overcome
by better organisation and by the co-operative provision
of finishing equipment that will give cottage products
as good an appearance as that of the products of large
scale industry. Another and perhaps the most impor-
tant cause of the difficulties felt in marketing the output
ot cottage industries is that of its generally higher costs
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of ptoduction as compared to that of competing machine-
made articles. ‘This has resulted in complete elimina-
tion of cottage industries in some cases and in othets
prices have had to undergo reduction to such levels as
have meant almost a sub-human level of existence for
many of the artisans. Lack of organisation is a further
cause for the difficulties of the artisan. As we have
already seen the artisan has no initiative and plays no
original part; he is completely dependent on the middle-
man who is not equally interested in him, for the middle-
man docs not mind what he sells—cottage products
or the products of large scale industry—as long as he is
able to maintain his business of selling. The problem
of marketing cannot be successfully solved unless the
artisans learn to act collectively; and for inducing him
to act collectively State help is urgently required.

The artisans also complain of the burden of taxa-
tion, particularly burden imposed on them by local
authorities. ‘Their raw materials ate subject to octroi
duties, their finished goods are subject to octroi duties,
and these are paid ultimately not from the consumer’s
pocket but come out of the standard of life of the
artisan,

Above all cottage industry in India has been the
victim of both Governmental and until very recently
non-official neglect. Government has not interested
itself to any extent that can be described as substantial
in tackling either the technical or the financial or the
marketing problems of the artisan. The public prefers
appeatance to durability and cheapness to everything
else, while the scientists and the inventors have not bo-
thered to turn their minds to the woes of these small
people and last but not least the economists have stood
aloof contemptuous of what they regard as uneconomic
patts of the productive organisation. It is only recently
and thanks to the efforts of Mahatma Gandhi that public
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attention is being focussed on the place of cotttage indus-
tries in the national life, their difficulties and the ways
and means of removing these difliculties. If the prob-
lems of thesc cottage industries are going to be solved
it is necessary for the State to make up its mind regarding
the place which these industries should occupy in the
industrial structure. Reasons have already been given
to show how considerations of national economy arc
strongly in favour of even subsidising the continued
existence and extension of these industries even if private
economic considerations may seem to indicate an oppo-
site course of action. The State must, therefore, enun-
ciate as a definite article of its industrial policy that
it is in the national interest that cottage industries should
play an impottant part in the national economy. Having
done so it should tackle the problems of the cottage
industries on all the different fronts and undertake
action of a co-ordinated character. The principal
steps which the State should undertake in this connection
or what may be called the main constituents of the cot-
tage section of the State’s Industrial policy are outlined
below :—

(1) Research—The State should sct up research
establishments for the purpose of investigating into the
possibilities of economic manufacture of all kinds of
articles by cottage methods. We know that there are
already certain types of commodities where the cottage
method can hold its own even in the private economic
sense in which that expression is usually understood.
This list should be sought to be extended and such
extension can become possible only if scientists are conti-
nually at work not merely discovering cheaper ways of
producing commodities in general but are engaged in
discovering ways and methods by which to cheapen
cottage ways of producing different commodities.
The State should also subsidise private individuals and
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research organisations which may be engaged in this
task. The results of such research should be made freely
available to the public from whom suggestions should
also be invited. Thus, the first feature of the industrial
policy should be improvement in the technique by which
new cottage industries can be made economically
possible. '

(2) Finance—The research work mentioned above
is only the first step and cannot by itsclf bring about the
spread of cottage industries. For that purpose the State
should make available new and 1mproved implements
to the artisan class on the hire purchase system. De-
monstrations and exhibitions should be held and attisans
induced to come forward to take up new implements
and repair services should be freely made available for
these artisans until there spring up a class within the
community itself who can undertake this work. Finan-
cial help should also be made available for the purchase
of raw materials, for the holding of stocks and also of
that of finished goods. Education in the crafts should
be freely made available and in this connection the im-
portance of the Wardha scheme of education for promot-
ing initiative and originality in the artisan class must be
paid due importance.  The State should also have a
system of making available small loans to artisans who
want to extend their business. Unless such financial
facilities are provided it is difficult for the artisan to
continue to survive in any self-respecting manner in the
future in India.

(3) Marketing—We have already seen that the prob-
lem of marketing is the most fundamental of the artisan’s
problems. Here the State can do a great deal. First
of all Government can give price preference and quality
preference to cottage products for its own require-
ments. Government officials and leaders of society
can set up new fashions by patronising cottage products
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and it is fairly certain that if they do so the smaller fry
who constitute such large purchasers will also follow
suit. Then the State can either itself have a market
intelligence department or subsidise such a department
set up by organisations of artisans; such a department
will keep the artisan in daily touch with the changing
requirements of his customers and by giving the
artisan new patterns and designs it will help him
to keep abreast of fashion, in fact to change and
mould the fashion himself instead of becoming the
helpless victim of its changes. It is also important that
in every region, the area of the region to be determined
by special survey, there should be associations of artisans
which should undertake bulk purchase of raw materials;
distribute these raw materials to the artisans, obtain
from them their finished products and sell them on a
large scale basis. These associations no doubt must
primarily consist of the artisans themselves. But for
some time to come control must rest in the hands of the
State; and district officers should be appointed who will
be in charge of these associations and whose minds will
be perpetually at work sensing the difficulties of artisans
and trying their best to see that these difficulties are
solved.

Thus, if the State tackles the problems of technique,
raw materials and sales, it will have done a great deal
towards the promotion of cottage industries on a healthy
basis in the country. If in spite of these efforts on the
patt of the Stateit is seen that the price at which the output
of cottage industries can be sold is higher than that at
which the cortesponding output of competing methods
of production can be sold, one should not give up the
cause of cottage industries. We would suggest that cven
in such cases considerations of national policy and pub-
lic as opposed to private gain may demand the grant of
some subsidy or may suggest a division of markets
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between the competing methods of production. No
specific suggestions can be made unless they are preced-
ed by exhaustive and claborate inquiries into details of
each industry. But I think T have said enough to show
that the cottage industry should not be dismissed simply
on the ground that the cost of production of its output
is higher than that of competing methods of production.
[ am not, of course, suggesting that the difference in cost
does not matter and that the State should go on subsidis-
ing cottage industries in an indiscriminating manner
and irrespective of the difference in costs. The margin
of cost differences will necessarily be a most important
factor in determining the extent of State patronage.
If the margin in costs, given all the improvements we
have suggested above, is not considerable, it may be
worth while to protect, in the sense of subsidising, some
of these cottage industries for a definite period of time
after which an examination should be made of their posi-
tion and the subsidy withdrawn if the margin of cost
difference continues to be unaltered. In other words
some kind of a discriminating protection—protection
not in the sense of penalising competing products by
levying taxes on them but protection in the sense of
subsidising the products which one wants to protect
and in not extending that subsidy to the competing
products—is necessary. In this connection, particular
attention will have to be paid to the problem of seasonal
unemployment in India and the necessity for providing
subsidiary occupations in order to promote a healthy and
many-sided rural economic life.

I should like to conclude this brief essay by pointing
out that its object is not to pose cottage and small
scale industries in the light of an alternative method
of production which would reign supreme and unchal-
lenged in Indian economy. Nor is it the intention of
the writer that large scale industries should be penalised

9



130 INDUSTRIAL PROBLEMS OF INDIA

or should be taxed out of existence. On the contrary
it is his firm conviction that the very extension of small
scale and cottage industries depends on the extent to which
the resources of the nation are maximised by the employ-
ment of large scale methods. To destroy the large scale
industry in order to promote small scale and cottage
industries would be like killing the goose which lays the
golden eggs, ot to vary the metaphor, like cutting one’s
nose in order to spite one’s face. But it is also the writer’s
opinion that in the peculiar political, geographical and
economic circumstances that condition the complexion
of Indian life, cottage and small scale industries have an
extra-special place in Indian economy and cannot be
judged purely on the basis of cheapness, or what one may
call considerations of private economy. If this princi-
ple is accepted, there should be no difficulty in formulat-
ing an industrial policy that will find a place for both
large scale and small scale production functioning side
by side in the economic life of the country. Details, of
course, cannot be formulated in the absence of sufficiently
comprehensive and searching inquiries into individual
industries. But I do believe that the general principle
should be conceded, viz., that small scale and cottage
industries have an integral place in the national economy
which does not depend merely on what are called “eco-
nomic considerations”, even though the extent of their
influence and the sphere of their activity may be largely
influenced by such considerations.
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FISCAL AND COMMERCIAL POLICY
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I
A -Theoretical Analysis

The main argument of the classical writers in favout
of Free Trade is the theoty of comparative costs based
on international division of labout. International
trade, according to them, is doubly blessed, for blesseth
him who selleth as well as him who buyeth. The logic
of the simple formula, that each country should concen-
trate on the production of those commodities for which
it is best fitted, so readily appeals to the student of
economics that he seldom stops to consider whether the
advantage enjoyed by any particular country is a true,
permanent and definite advantage and not one which
has been the result of mere coincidence or tradition ot
historical accident. No industrially advanced country
of Burope, barring England, however, could have deve-
loped its industries, if it were not for the systematic
policy of protection pursued by most of them. In Eng-
land’s case, on the other hand, it was undoubtedly the
result of the historical accident that the Industrial Revo-
lution first started in that country in the field of the tex-
tile and engineering industries. Owing to the advan-
tages of this early start enjoyed by England, she could
dominate the world markets practically till the end of
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the 19th century. First Germany and France and then
the United States, howevet, tevolted against the dogma
of Free Trade which suited the special fiscal requirements
of England but not their own. England was in the need
of cheap and unfettered imports of raw materials for her
new and expanding industries and of food-stuffs for
her growing industrial population; moreover, she also
needed free and ever-widening markets for her export
of mass-produced goods. For both reasons, therefore,
she favoured the freedom of international trade, and such
is the influence of the relativity of economic doctrine
that English economic thought also was colouted by the
assumption that what was good for England must be
good for other countries as well.

However, Frederick List, Careyand Hamiltonrevived
the dry-bones of the much-maligned mercantilism and,
in particular, stated the postulates of protectionism in a
very realistic manner from the standpoint of their res-
pective countries. 'The famous Infant Industries Argu-
ment, which may so far as List is concerned, be bettet
styled the Infant Country Argument, was so convincing
that it was incorporated by the later classical economists
like Mill, Marshall and Pigou as a permissible exception
to the frec-trade position. For example, Pigou admits
that the case for protection is “particulatly strong as
regards an agricultural country wishful to develop
manufactutes,” for in such a country, the cumulative
effects of industrialisation are most far-reaching than in
an old-established manufacturing country. It must be
noted clearly, however, that when Frederick List spoke
of developing the “wealth-producing capacity” (which
was far more important than wealth) of a country, he
had in mind not the natrow, piecemeal conception of an
infant industry argument with its implied consideration
-of one infant industry at a time, but the wider docttine
of an Infant Country, backward due to stagnation and
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lack of opportunity but otherwise full of potentialities
for the creation of both wealth and wealth-producing
capacity.

It is beyond doubt true that India fulfils all the
requirements of what Pigou calls a backward “agricul-
tural country wishful to develop manufactures”. It is
by now a commonplace in economics how the various
important elements of productive power, such as indus-
trial technique, organised systems of transport, banking
and communications, trade conncctions and goodwill,
an eflicient labour supply and a group of enterprising
and far-sceing captains of industry, arise and are aug-
mented in a cumulative manner under the aegis of a well-
planned system of protection. The prosperity of Ger-
many, the United States and several other countries has
been attributed even by leading free-trade authorities
like Taussig and Marshall to protectionist policies, al-
though other causes accompanied them.

The Indian Fiscal Commission of 1921-22 went
through the question of India’s fiscal policy with great
thoroughness and decided that, for the sake of a rapid
industrialisation, the country should take a step forward
in the direction of production. It was unfortunate,
however, that they recommended merely Discriminating
Protection of a halting nature, which would be mote
appropriate to a developed industrial community posses-
sing a few infant industries than to anagricultural country
with potentialities of an all-round industrial development.
There is no doubt that Discriminating Protection was
merely a compromise formula devised by the majority
on the Commission to soothe external interests and the
adjective “discriminating” merely gave a semblance of
respectability and level-headedness to the triple formula
devised. And yet it must be remembered that the actual
details of the formula restricted its scope to a far greater
extent than necessary, while the administrative machi-
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nety set up for its execution by the Government came to
be such that hurdles were placed in the way of applicant
industries. Even a general system of protection can be
“discriminating” without rushing a country into the mad
pursuit of economic self-sufficiency. The triple formula,
however, wotked like a strait-jacket and even the Tariff
Board found it necessary occasionally to relax its con-
flicting dictates. The formula, as enunciated by the
Fiscal Commission was as follows:—

(?) The industry seeking protection must be
one possessing natural advantages, such as an abun-
dant supply of raw materials, cheap power, a suffi-
cient supply of labour and a large home market.
No industry which does not possess some compara-
tive advantages will be able to compete with the
successful industries of the world on equal terms,
and, thercfore, the natural advantages posscssed by
an Indian industry should be analysed carefully
in order to ensure, as far as possible, that no indus-
try is protected which will become a permanent
burden on the community.

(77) The industry must be one which, with-
out the help of protection is cither not likely to
develop at all or 1s not likely to develop so rapidly
as is desirable in the interests of the country.

(i) The industry raust be one which will
eventually be able to face world competition with-
out protection.

Apart from further suggestions regarding protection
of indigenous industries against “dumping” by foreign
monopolists and against the competition of bounty-fed
products from abroad, the Fiscal Commission laid down
that only “young” industries should be protected and
not “embryo” industries relying upon the speculative
hopes of promoters. As regards the rate of protection
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the Commission was of the view that it should be just
sufficient to afford adequate protection; “what is really
wanted,” it said, “is a stimulant and not an opiate.”
Otherwise, an industry, fattened by huge profits, might
become lethargic and cease to exert itself altogether.
Moreover, there was also the danger of corruption
and influence of vested interests, but the Commission
pointed out that the danger of political corruption was
not so great in India as in other countries on account
of the variety of interests represented in the legislature.

The principal feature of Discriminating Protection,
which has greatly influenced the development of indus-
tries by fiscal measures, is that each industry is consi-
dered separately and its claim to protection is examined
without reference to the problems of industtialisation
as 2 whole. The first clause of the formula, that the
applicant industry must possess natural advantages,
including raw materials, cheap power, an adequate supply
of labour and a large home market, applied piecemeal
to one single industry, proved to be a great stumbling-
block to many applicant industries. Not even in the
industrially advanced countties could all these condi-
tions be satisfied. Practically all of them have to rely
to a greater or less extent upon imported raw materials
and on foreign markets, although in respect of power
supply and technical skill, they have a marked advantage.
It may be objected, however, that the industrially ad-
vanced countries of the West are not in need of protec-
tion and that those who need protection must justify
its grant. The answer to this objection is obvious,
viz., that no country in the wotld has been ever able
to develop its industries without either an early start ora
system of protection and that the fact that foday such
countries have attained superiority of productive capa-
city is no argument. If the rigid formula prescribed
by the Fiscal Commission for the guidance of the Tariff
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Board were strictly applied to the industries of the ad-
vanced countties in the early days, it is extremely doubt-
ful if any of those countries could have attained their
industtial pre-eminence. Why this iron ration, then,
for a “backward agricultural country, wishful to develop
industries” and possessing rich cumulative potentialities
of industrialisation ? Apart from protection, western
countries have through their governments taken active
measures, such as bounties, state aid, ecxperimental
and demonstrational undertakings, foreign trade com-
missions, industrial research, and active control and
guidance of industrial concerns. The Discriminating
Protection in India, on the other hand, has vouchsafed
nothing bettet than a perfunctory assistance, indifferently
and grudgingly rendered to industrics whose subsequent
development has been left to take its own course. Very
often, the dilatory procedure adopted by the tariff
machinery and by the Government has made the subse-
quent protection a veritable dead-sea fruit. Contrast,
in this respect, the machinery set up in the United King-
dom, where serious steps were taken to safeguard British
industries. Under the Import Duties Act and the Safe-
guarding of Industries Act, the Board of Trade in Lon-
don is advised by the Import Duties Advisory Committee
with regard to the changes necessary in the import
tariff from time to time so as to check any sudden de-
velopments in foreign trade. The Board of Trade have
full discretionary powets to vary the protective tariffs.
The expeditious manner in which references made to
the Import Duties Advisory Committee are disposed
of makes it possible for an industry to secure instanta-
neous relief against unfair foreign competition.

Apart from these defects, the Discriminating Pro-
tection formula is marred by serious inconsistencies.
Thus, the first condition requires that the industry must
enjoy full natural advantages, which means that if any
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industry is so completely blessed as to possess all such
advantages, it is impossible to fulfil the second condi-
tion as well, because, in that case, the industry must be
deemed to require no protection at all. Consequently,
both the applicant industry as well as the Tariff Board
(when it desires to grant protection) have to take care
not to overstate the advantages enjoyed by the industry;
for, that would nullify the second condition. If, on the
other hand, they understate the advantages, condition
No. 1 itself is not fulfilled ! As regards the third condi-
tion laid down, viz., that the industry should be able
eventually to face world competition without protection,
it must be pointed out that it is either redundant or in-
consistent. It is redundant if the first condition is satis-
fied; for, then, the Tariff Board’s forecast becomes gratni-
tous; if, on the other hand, the Board stresses the second
condition, stating that the industry is in such a bad way
that protection is absolutely essential, its forecast, that in
due course the industry could do without protection,
becomes almost astrological !

1I
A Brief History of the Indian Tariff (1924-39)

Prior to 1923, the fiscal policy of India was guided
solely by the revenue requirements of the Government.
During the War of 1914-18, the tariff not only became
more diversified but its general level was raised consi-
derably. In 1919 the Fiscal Autonomy Convention,
was adopted according to which it was accepted that the
Secretary of State would not interfere in fiscal matters,
over which there was agreement between the Indian
Government and its legislature, and that his interven-
tion when it did take place was to be limited to safeguard-
ing the international obligations of the Empire or to
any fiscal arrangements within the Empire to which
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His Majesty’s Government was a party. This was fol-
lowed by the appointment in March 1921 of the Fiscal
Commission. As stated in the previous section, the
Commission tecommended a policy of discriminating
protection.  'This policy was adopted and embodied
in a famous resolution by the Legislative Assembly in
February 1923. The resolution also recommended the
creation of a Tariff Board which was constituted in
July 1923. The Tariff Board examined several cases
referred to it and as a result of its recommendations
protection was extended to the iron and steel and allied
industries, cotton and sericultural industries, bamboo
paper industry, match industry, sugar industry, heavy
chemical industry and gold-thread industries.

TIron and Steel

The case of the steel industry was the first to be re-
ferred to the Tariff Board who found that the industry
satisfied all the three conditions laid down by the fiscal
Commission, and had, moreover, a special claim on the
grounds of being a basic industry. During the last war,
due to the double impetus of increased demand caused
by the military requirements of the Government and the
shutting-off the foreign supplies, caused by lack of
transport facilities, the Tata Steel Company had achieved
great progress. However, after the war and especially
after the crisis of 1921, the steel industry in India had
to face the competition of foreign producers of steel
whose capacity was inflated due to war-time expansions
and who, therefore, were “dumping” their steel in every
market—a trouble which was further aggravated by the
formation of a steel cartel in Europe. In their 1924
Report, the Tariff Board said: “It is far from an extrava-
gant ambition that within fifteen or twenty years, India
should be able to provide the whole of her domestic
requirements of most kinds of steel and should be able to
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produce at as low a cost as other countries.” This
prophecy of the Board has now come true and in spite of
growing demand for iron and steel, the country is
now rapidly approaching the ideal of self-sufficiency,
in respect of iron and steel. What is more, the Tatas
have already announced that after 1941 they will not be
requiring further protection. Apart from the enormous
development of the iron and steel industry, there has
also taken place a remarkable growth of subsidiary in-
dustries which have sprung up round the nucleus thus
created. These subsidiary industries consist of (7) the
tin platc industry, (#) the wagon manufacturing indus-
try, (7if) the cast-iron sleepers industry, (#) the structural
industry, (#) the steel wite and wire nails section, (»7)
oxygen gas factorics (#7) tube manufacturing industry
and (/i) a large number of re-rolling mills and hundreds
of .workshops scattered all over the country depending
upon materials provided by the parent industry. The
parent industry itself has been spreading progressively.
The Tata Company which had originally a capacity of
120,000 tons of pig iton and 80,000 tons of roll steel had
in 1939 a capacity of about 1,200,000 tons of pig iron
and 8,00,000 tons of roll stecl. This concern is the
biggest in the British Empire. The Indian Iron and
Steel Company is the sccond biggest producer of iron.
It acquited the Bengal Iron Company in 1936 and the
amalgamated concern has now a combined capacity of
850,000 tons of pig iron per annum and 100,000 tons
of cast-iron products. Another important concetn is
the Mysore Iron Works on the Banks of the Bhadravati,
which produces about 28,000 tons of charcoal pig iron
and 7,000 tons of cast-iton goods.

In their 1924 teport the Tariff Board laid down the
principle that a need for protection is measured by the
difference between the prices, viz., () the price at which
steel is likely to be imported into India and (%) the
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price at which the Indian manufacturer can sell at a rea-
sonable profit. The former was called “import prices”
and the latter was called “the fair-selling price.” The
fair-sclling price was based on the estimates of works’
costs, over-head charges and the manufacturers’ profit.
The difference between the fair-selling price and the
import price was taken as the criterion of the amount of
protection nceded by the industry. Accordingly, specific
duties of varying amount were recommended on different
kinds of roll steel ranging between Rs. 30 to Rs. 45 per
ton, and also duties on wrought iron, fabricated steel,
railway wagons, tin plates, wire and wire nails, and
agricultural implements. ‘The proposals were accepted
by the Government. Even after 1924, however, it was
discovered that the duties were not afferding adequate
protection against forcign dumping. The Board, how-
cver, recommended further enhancement of the duties
but the Government preferred a grant of bounties in
addition to the former protective duties. The maximum
of total bounty fixed was first Rs. so lakhs but was later
altered to Rs. 4o lakhs. The principal reasons given
for extension of protection in 192§ were excess capacity
of world steel plants, exchange dumping, and the high
rupec exchange. Between 1927 and 1934 tariff changes
were not of any great importance. The most significant
development which took place during this period was the
Ottawa Trade Agreement (Supplementary) of 1932, under
which British manufacturers undertook to use Indian
steel as far as possible for the manufacture of galvanised
sheets, in cxchange for preference on such steel to the
extent of about Rs. 5o per ton. This preferential ar-
rangement was no doubt helpful to the Tata Company,
but it was objectionable on the ground that it was im-
possible to reconcile Imperial Preference with Protection.
The last enquiry of the Tariff Board in 1933 revealed an
all-round progress of the industry and it extended pro-
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tection for a further period of seven years up to 1941.
The war has givena great fillip to the Indian steel industry
and it bids fair to progress so well that there will be
probably no need for protection after 1941.

Cotton Textiles

The cotton textile industry is the largest and the
oldest single industry in India. The fortunes of this
industry have fluctuated from time to time. The cotton
industry received a considerable stimulus from two im-
portant factors during the last seventy-five yeats ot so,
firstly, the Swadeshi movement, and secondly, the last
war (1914-18). Both events led to practically effective
protection being granted to the textile industty for some
time. In 1923, however, the industry suffered from the
after-effects of the crisis of 1921 and from the keen
competition offered by foreign producers. In 1926 a
special Tariff Board inquired into the conditions of the
industry with special reference to Bombay and Ahmeda-
bad. It was pointed out that the difficultics of the indus-
try were due to the unfair competition of Japan which
was helped by the double-shift system and the employ-
ment of sweated labour. On this ground mainly the
Board recommended protection. After considerable
hesitation, the Government was persuaded to accept a
moderate system of protection on cotton manufactures.
The Government’s objection was based mainly upon the
hardships which would be imposed on the handloom
industry in India, but 2 widespread agitation led to the
final recognition of the need for protection. Under the
Indian Tariff Act 1927, a duty of 5 per cent ad valorem
or } anna per pound was levied on imported cotton
yarn. In spite of this measure the conditions in the cot-
ton mill industty continued to detetiorate owing to the
increasing sevetity of competition from Japan and the
worsening of the labour situation in India. In 1929,
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Mr. G. S. Hardy was appointed as a Special Officer to
examine and report on foreign competition and on the
extent of protection necessary. He was also asked to
consider a system of specific duties on cotton piece-
goods. Mr. Hardy stated that protection against Japan
and Italy was necessaty and as regards the manner
of levying duties, he preferred a specific to ad valorem
duties. In 1930 the Government levied higher duties
on piecegoods for revenue considerations. There was
prescribed a minimum specific duty of 3} annas for a
pound on plain grey goods and an additional duty of 5
pet cent ad valorem on non-British goods. A measure
of preference was also introduced in favour of British
goods. In 1931 the duties were further raised to 20 and
25 pet cent on British and non-British piccegoods res-
pectively. The issue of protection was further compli-
cated by the Ottawa Trade Agreement in 1932 as dis-
cussed in the next section. Under this agreement Britain
agreed to encourage the purchase of Indian cotton in
licu of preferences granted in the finer qualities of piece-
goods. The difficulties of the cotton textile industry
after 1921 were mainly caused by competition from
Japan, loss of foreign markets especially China, a high
and adverse exchange ratio and, finally labour unrest.
In the special case of Bombay, the difficulties were fur-
ther aggravated by the establishment of new factories
in centres like Cawnpore, Ahmedabad, Bangalore, Nag-
pur, Calcutta, etc. The protection was granted mainly
as an anti-dumping measure. Substantive protection as
such has never been granted to the cotton textile industry.
This is as it should be, because the cotton textile industry,
can by no stretch of imagination, be regarded as an
“infant industry.”

Sugar Industry
The Tariff Board considered the question of pro-
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tection to the sugar industry in 1930-31. In their dis-
cussion they attached much importance to the agricultural
aspect of the case. The development of the sugar in-
dustty was necessary not only for the reason that the
sugar industry was in itself desirable, but also for the
reason that it led to the creation of a commertcial crop
like sugarcane, whose production was being sedulously
increased by public and private agencies in India. The
Tariff Board were satisfied that the industry fulfilled the
conditions of the triple formula. On a comparison of
the fair selling price with the import price, the Tariff
Board found that the industry would need protection
to the extent of about Rs. 6-9-0 per cwt., for a period of
fifteen years. The Government accepted the decision
regarding protection, imposing a duty at the rate of Rs.
7-4-0 per cwt., on all classes of sugar until 1938. In
the Supplementary Budget of 1931, however, a surcharge
of 25 per cent was imposed on the duty which was thus
brought up to Rs. 9-1-0 per cwt. In 1934 the Govern-
ment took a review of the whole position and decided to
imposc an excise duty on factory sugar in order to sup-
port the falling revenue from sugar and introduced legis-
lation enabling Provincial Governments to apply schemes
for enfotcing 2 minimum price for sugarcane so as to
benefit the agriculturist, for whose sake primarily pto-
tection was originally granted. The years 1933-36
were years of difficulty for the sugar industry, owing
to over-production of sugarcane as well as Sugar. The
difficulties were not mitigated by the measures taken by
the Government. The Provincial Governments of
U.P. and Behar, however, passed a joint law requiring the
sugar mills of the two provinces (which formed a majo-
rity of the Indian sugar mills) to join a sugar Syndicate
for the ordetly marketing of sugar in India. Owing
to establishment of this Syndicate, the industry was
partially enabled to tide over its difficulties by means
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of central control of sugar distribution. However,
sugar production outside the two provinces went on
increasing by leaps and bounds and the stable conditions
created by the Syndicate by putting restrictions on its
own members, were availed of by the outside factories
in the Punjab, Madras, Bombay, Bengal, Mysore and
Hyderabad. Some of these outside factories have been
better managed and also able to get a better quality of
sugarcanc than in U. P. and Behar. In addition to this
increased competition, the Syndicate had to face the
attacks of irresponsible speculators whose activities to
this day remain uncontrolled. Owing to competition
and speculation on the one hand and the fixation of
sugarcane prices at high levels on the other, the Syndi-
cate has been more or less forced to pursue a high price
policy for sugar. This high price policy has reacted on
consumption of sugar on the one hand and on the pro-
duction of sugarcane on the other; while sugar consump-
tion has fallen, the production of sugarcane has increased
enormously. Secondly, there has come about a large
stagnation in the sugar industry. Large sugar stocks
have accumulated and it is doubtful whether these stocks
can be absorbed by the market within the next two years
without inconvenience to the producers of sugar and
sugarcane. In order to penalise the high price policy
of the Sugar Syndicate, recently the U.P. and Behar
Governments withdrew their recognition to the Syndi-
cate accorded under the general legislation. The re-
sult was an imminent collapse of the sugar industry.
However, the two governments revised their decision
before any catastrophe could take place. Now the new
law provides for a more stringent control of the two
Governments over the price policy and allied questions
in connection with the Sugar Syndicate. It must be
realised that the real causes of the stagnation in the sugar
market and the high prices of sugar ate not necessarily
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confined to the policy of the Sugar Syndicate, which was
perhaps only a willing sinner; but they seemed to lie
outside the scope of the Syndicate. Firstly, the artificial
reason for which protection was granted, namely, sup-
port to agticulture, has all along been a stumbling-block
in the way of the natural development of the industry.
In countries like Java, a large measure of attention is
always concentrated upon the reduction in the costs of
production of sugarcane, which is an impottant element
in the final price of sugar. Unfortunately, in India, the
whole petspective has been distorted by the idea that su-
garcane has to be encouraged. Sentimentally, this
might appear to be right, but ultimately the interests
of the cane-growers depend upon those of the sugat
industry which must be enabled to do without protection
in the not very distant future. If sugarcane prices
are pitched up unduly high, such a petspective is im-
possible. Secondly, the sugar industry has been
severely handicapped by the fact that the control on the
selling ‘side is confined only to two provinces and not
to the entire country while the production side is not
adequately controlled at all. ‘Thirdly, no positive at-
tempts have ever been made by the Government or by
the Syndicate or by any other agency to solve the com-
mon problems of the sugar industry in a rational
mannet. Generally speaking a policy of drift and
laissex-faire has been pursued by all.

Recently some of these problems came up before
the Tariff Board for review. The Board estimated
the fair selling price of Indian sugar to be Rs. 6-13-10
per maund and after adding for freight, etc., Rs. 7-12-0
per maund. They took the import price of Java sugar
at Rs. 2-7-0 per maund and recommended a protective
duty of Rs. 5-5-o per maund or Rs. 7-4-0 per cwt. for a
period of eight years. The Government, however,
expressed doubts about the correctness of the Board’s

I0
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conclusions, especially regarding the fair selling price
and, therefore, restricted the continuation of the protec-
tive duties to a period of two years ending 1941 only.
It is too eatly yet to pronounce upon the failure or success
of the sugar industry. It has not yet been given a full
and fair chance. A period of 20 to 25 years may be
necessaty to do this. One important feature, however,
is the enormous growth of the sugar industry in India
during the last eight (upto 1939) years mainly as a result
of protection, which has made India the biggest pro-
ducer of raw sugar in the world.

Paper and paper pulp industry

When the Tariff Board made its enquiry into the
paper and paper pulp industries’ conditions, it found
that the Indian mills were dependent on sabai grass as
their raw material. This matetial being vety costly,
paper production based on it had little chance of eventual-
ly standing the competition of foreign paper. In
bamboo pulp on the other hand, India had raw material
which was much more plentiful, more widely produced,
and comparatively cheaper. But a considerable amount
of exploratory work was essential if the paper industry
was to develop with bamboo pulp as its taw material.
The Board, therefore, recommended that the Govern-
ment should finance a few best equipped concerns by
giving guarantees on paper issues of debentures. At
the same time the Board recommended proteciive duties
on different classes of paper. The imports of paper
into India fall into six classes: newsprint, printing, writ-
ing, packing and wrapping, old newspapets and other
types. The Indian mills produced mainly the first
three classes of paper. However, in recommending
protection by way of a uniform specific duty of one anna
per pound, the Board excluded newsprint from the
duties, for the reason that newsprint was made from
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mechanical pulp which was much cheaper than bamboo
pulp, and there was no hope of India producing that
paper. The Board defined newsprint as containing not
less than 65 per cent mechanical wood pulp. The
Government rejected the Board’s recommendations for
the grant of financial assistance on the ground that in
effect it would lead to assistance to one private mill only,
but they accepted the other proposals and granted pro-
tection for seven yecars as from 1925. In 1931 the Tariff
Board cxamined the case of the industry for further
protection. The Board found that the prospects of
bamboo paper industry were cleatly established. But
owing to a considerable fall in the price of imported
wood pulp, there was an increasing tendency on the part
of the mills to use mechanical wood pulp instead of
bamboo pulp. Recommending that this would be
ultimately harmful to the growth of the Indian industry,
the Board proposed that there should be a special duty
of Rs. 45 pet ton on foreign pulp, with a view to encout-
aging the production of bamboo pulp. There was
some doubt as to the qualities of paper to be protected,
but the Board suggested that the precise definition of
various classes should be according to trade usage. The
Government of India accepted the Board’s recommenda-
tions and continued the protection till 1939, under the
Bamboo Paper Industry Act of 1932. The Tariff Board
proposal that the classification of paper should be accord-
ing to trade usage did not remove difficulties and in 1935
the Tariff Board had again to consider a satisfactory
scheme of classification of paper. As a result of the new
classification proposed by the Board the range of protec-
tion enjoyed by the paper industry was considerably ex-
tended. In 1937-38, the Board wasagain asked to report
on the continuance of protection to paperand paper pulp.
The Board advised on the continuance of protection, as
in their opinion withdrawal would have meant the col-
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lapse of the new mills. In view of the improved condi-
tions in the paper industry, however, the Board recom-
mended moderate reductions in the rates on paper as
well as paper pulp. Futther protection for seven years
ffom 1939 was also recommended. But the Govern-
ment, while accepting the general recommendations of
“the Board, felt that the industry was relying to an un-
natural extent on grass pulp, whose production was sut-
reptitiously encouraged by the protection given to bam-
boo pulp. They, therefore, proposed a reduction of
the duties both on paper as well as paper pulp, and
granted protection for a period of three instead of seven
years.

Muatch Industry

Since 1922 there had been a revenue duty of Rs.
1-8-0 per gross of match boxes which in effectamounted
to mote than 1oo per cent od valoress.  Under the shel-
ter of this revenue duty a number of match factories were
established in India, some of which used Indian wood
and some wood imported from abroad. When the
case was referred to the Tariff Board in 1926, it was fa-
vourably reviewed by them. The Board stated that the
industry possessed certain definite advantages such as
cheap labour and a large domestic market. As regards
the objection that certain chemical components were
not availablein India, the Board pointed out that no
country in the wotld was self-sufficient in respect of raw
materials of the match industry. On a comparison of
the estimated fair selling price of Indian matches with
the import price, the Board found that the industry could
hold its own against imported matches with even a re-
venue duty of 15 per cent. But for technical reasons,
they recommended a much higher duty, namely, Rs.
1-8-0 per gross of boxes. In 1928 the Government
adopted the recommendations, converting the existing
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revenue duty into an import duty at the same rate. The
next occasion for the revision of duties arose in 1934,
when an excise duty was imposed on matches produced
in India and a countervailing import duty ranging from
Re. 1 to Rs. 2 per gross of boxes.

. The growth of the match industry has been such
that foreign importts of matches have diminished to very
small proportions. However, the most striking deve-
lopment in the industry has been its domination by a
gigantic Swedish combine which controls about 70 pet
cent of the total wotld demand and about Go per cent of
the total production of matches in India. The establish-
ment of a foreign concern of that size behind the tariff
wall erected for the benefit of indigenous concetns is not
very unusual phenomenon in the history of protection-
ism but while in other countries adequate steps are
taken to control the incursion of foreign business, in
India protection is not differentiated between foreign and
Indian concerns. The Tariff Board in 1927 admitted
the necessity of keeping a watch on the company to see
that it did not employ its huge resources to establish a
monopoly in India. Actually, however, what has hap-
pened has borne out the fears of the Tariff Board, for the
Swedish firm is reported to be using its influence in a
manner disastrous to the growth of indigenous concerns.
There was considerable agitation in this connection in
1928 and the Government assured the Indian concetns
that they would take precautions to see that the Swedish
firm did not threaten to create adverse conditions for
the smaller firms. However, unfortunately no action
has so far been taken in this regard and the smaller In-
dian concerns ate still struggling to help their own
against the dominating concern.

Heavy Chemicals

The case of the heavy chemical industry was consi-
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dered in 1929. The chemicals included in the examina-
tion were sulphuric acid, hydrochloric acid, nitric acid,
magnesium sulphate, ferrous sulphate, potash alum,
aluminium sulphate, sodium sulphide, zinc chloride,
copper sulphate and some ordinary salts.  On account
of the heavy freight on acids the manufacture of sulphu-
ric, hydrochloric and nitric acids was generally carried
on with profit in India. But this natural protection
was not available for the other products.  The claim of
the industry for protection was particularly strong
owing to its being a key industry. The unit of pro-
duction being very small the costs were rather high
and consequently the local concerns found it difh-
cult to combat with international combines like Imperial
Chemicals Limited. But the market in the country
was sufficiently large to assist production on an econo-
mic scale. The machinery required was comparatively
simple and could be easily handled by Indian labour
which was also cheap. In respect of raw materials
though India possessed several of these, sulphur
which was the most important raw material was
lacking, but this could be imported from outside.
The Board suggested that the industry should
reorganise itself and increase the scale of production
so as to reduce the costs per unit. Protection was re-
commended in the form of specific duties amounting
to the existing revenue duties. No time limit was
fixed, but another enquiry might be made after seven
years. Finally, the Board suggested that railway
freights might be reduced so as to facilitate the formation
of a national combine which would be mutually bene-
ficial to both the railways and the industry. In 1931
the Government proposed protection for a period of
two years only, on the ground that an industry not yet
in existence did not deserve cither protection or bounties.
Moreover, they did not accede to the proposal of the
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Board that railway freight policy should be adjusted so
as to facilitate re-organisation of the industry. The Go-
vernment complained that the manufacturers were not
quite eager to affect 2 combination of interests, and that
there was general opposition to any scheme of state
assistance for the manufacture of superphosphate. The
Government, therefore, did not place any proposals
before the legislature for the continuance of protection
to the industry after 1933. The duty on magnesium
chloride, which was levied earlier was the only duty to
be retained. The treatment accorded by the Govern-
ment to the heavy chemical industry is a typical example
of the indifferent policy pursued by it. The argument
not only for protection but for an active development of
the heavy chemical industry, in the interests of national
industrialisation, has been particularly strong in the case
of a key industry like the chemical industry. But all
such considerations have been waived on the flimsy
pretext that combination is impossible, that railway
freights cannot be reduced and that the industry has yet
to develop fully.

The foregoing discussion on the schemes of protec-
tion granted to some of the more important Indian in-
dustries will have served to show that the policy of dis-
criminating protection adopted on the recommendation
of the Fiscal Commission has been pursued in a rather
half-hearted manner. The triple formula has blocked
the progress of industries. If any protection has been
granted it has been necessitated by the peculiar condi-
tions of the aftermath of the last war and by the dumping
policies adopted by foreign competitors. There is
little of scientific protection in it. 'The case of the glass
industry which was turned down by the Government in
spite of the recommendation of the Tariff Boatd also
stands out as a negation of true discriminating protec-
tion. Finally, the system of protection has been further
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whittled down by the emergence of imperial preference
in recent ycars. We shall consider this new develop-
ment in the next section.

I

Imperial Preference Within Protection

Proposals for Imperial Preference were first mooted
in the days of Joseph Chamberlain who advocated an
Empire policy of preference in 1903. On that issue,
however, Josecph Chambetlain was defeated.  In those
days free trade sentiment was particularly strong in Eng-
land and consequently Imperial Preference could not
reccive much support in England. The Government
of India, under Lord Curzon also consistently turned
down proposals for Imperial Preference. After 1931,
however, there was a resuscitation of both protection and
Imperial Preference (the latter under the garb of a new
name, viz., Empire Frce Trade). It is not surprising
that the fiscal policy of the Home Government should
once more be reflected in that of the Government of
India. In 1903, it was pointed out that Imperial Pre-
ference was unnecessary for India, because “without any
such system India already enjoyed a large, probably an
exceptionally large, measure of the advantages of free
exchange of exports and imports.”  The fact that three-
fourths of the total imports were derived from the Em-
pire and about the same proportion of exports were
sent to the foreign countries, implied that any preferen-
tial arrangement would lead to fall of Government
revenue on the one hand and of exports on the other.
Another important consideration which weighed with
the Government of India was the fact that India was a
debtor country, requiring a favourable balance of trade,
which could not be safeguarded by bilateralism. In
1932 the Fiscal Commission also stated that the condi-
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tions of India’s foreign trade had not altered so as to
suggest a change-over toa system of preferential tariffs.
It quite rightly pointed out that preference to Imperial
trade could, under the circumstances, involve raising
of the existing import duties on imports from other
countries and that it was not proper that India should
be called upon “to bear an additional burden for the
furtherance of interests which are not primarily Indian.”
Curiously enough the Commission suggested a system
of discriminating preference (a novclty) suggested by
the parallel of  discriminating protection governed by
the principles of:

(7) the approval of the legislature ;

(#7) the maintenance of the required protection for

- Indian industry

(7#7) the avoidance of appreciable economic loss to
India on balance.

Subject to these conditions, preference to Britain
was to be a free gift from India, while in the case of other
Empire countries it was to be based on a reciprocal
arrangement.

In pursuance of these recommendations of the Fis-
cal Commission the Indian Legislature imposed lower
duties on British goods than on similar foreign goods,
in 1927 and 1930. In the former year differential duties
were levied on British steel and in the latter on British
cotton piecegoods. It was, however, announced that
the decisions did not commit India in any way to a
general system of Imperial Preference. Much water had
flowed down the bridge in the meantime, and intet-
national trade had undergone many changes. Economic
nationalism characterised the commercial policies of every
nation and what with impozt quotas, bilateral agtreements,
batter arrangements and with cxchange restrictions of
various kinds, it became necessary for each country to
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attach itself to a definite group of inter-trading countries,
for fear of being isolated altogether. On top of that,
as stated above, Britain also adopted Empire Frce Trade
along with the other Empire countries. This created a
new situation for India. .As put by the Indian delegation
to the Imperial Economic Conference at Ottawa, “it was
never a question of what India stood to gain (by joining
a general scheme of Imperial Preference) but what she
stood to lose,” by standing outside of it. There is no
doubt that the exclusion ot India from a common area
of Imperial Preference would have been a source of
serious difficulties for het, in view of the depression, the
declining international trade, increasing restrictions and
shrinking matkets. The Indo-British Agrecement, popu-
larly known as the Ottawa Agreement, was ratified
by the Legislative Assembly in 1932 in the first instance
for a period of threc years. The Agreement provided
for the grant of a preference of 10 per cent on a large
number of commodities imported into India from Bri-
tain and a similar preference of 10 per cent in most cases
on many articles imported into Britain from India, also
varying amounts of specific differential duties on certain
Indian commoditics and the continuance of free entry
of a few Indian commoditics. Immediately after the
ratification of the Ottawa Agreement, a powerful agita-
tion was led by businessmen, politicians and economists
against the Agreecment. However, the agitation bore
little fruit, for the Government was adamant. The
Legislative Assembly in 1936 recommended that the
Ottawa Agreement be denounced without delay and that
instead of allowing bilateralism to be restricted to the
Empire countries, it should be given a full scope by
reciprocal trade arrangements, with various other non-
Empire countries, with which India had long-standing
and growing trade relations. However, the Govern-
ment extended the period of the Agreement pending
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turther arrangements by mutual negotiations. Accord-
ingly after protracted negotiations a new Agreement was
signed between India and Britain in 1939 and later put
into force in the teeth of opposition of the legislature.
Several attempts have been made by different writ-
ers to evaluate the effects of the Agreement on India’s
export and import trade. However, a statistical exami-
nation of such a question bristles with insuperable diffi-
culties. In the first place, no one can say what would
have been the condition of India if the Agreement were
not adopted. It would be sheer speculation to hazard
any estimate of gains and losses on either side.  Secondly,
since the Ottawa Agreement was signed, the world has
witnessed so many changes in its monetary, commercial
and industrial structures that precise effects of such a
comparatively small event as the Ottawa Agreement
ate bound to get lost in a jumble of conflicting effect
brought about by such major events as the departure of 2
large part of the wotld including India from the gold
standard, the growing ecconomic nationalism in the
world, the recovery of international business after 1933,
and the enormous fillip given to industrial demand
for raw materials by the cconomics of war between
1935 and 1939. The moder craze is for bilateralism
and it may well be the case that those who do not move
with the world will be left very much behind.  How-
cvet, in the case of a country like India, it might have
been possible to adopt a system of industrial production
and commetcial policy which circumvented the diffi-
culties created by the world bilateralism. The principal
fear of those who favour bilateralism in India seems to
be that a reduction in exports would result in a disrup-
tion of India’s balance of payments. It is no doubt
true that being a debtor country India must maintain a
favourable balance of trade, and it is doubtful whether
bilateralism is likely to secure this. On the contrary



156 INDUSTRIAL PROBLEMS OF INDIA

it is bound to create equality of cxport and import trade.
If exports of raw materials fail, the obvious solution is
to provide an alternative internal market for the raw
materials by developing Indian industries.  On the other
hand, in view of the fact that a balance of trade depends
upon imports as well as expotts, a general reduction of
imports, consistent with the policy of protection, could
not only secure the goal of increasing industrialisation,
but also facilitate a favourable balance of trade at the
same time. India, with her enormous supplies of 2 varie-
ty of raw materials, her large and expanding home max-
kets for various manufactures and her idle human and
capital resources, would no doubt bea substantial gainer
on the balance by an economic self-sufliciency, which was
not of her own secking. However, such a mobilisation
of India’s resources presupposes an active patticipation
by the Government so as to encourage the development
of industries. _
Reference might here be made to the system of
preference ‘within protection created by the Indo-Japa-
nese Agreement of 1934 and 1937 and by the Bombay-
Lancashire Pact of 1934 (otherwise known as the Mody-
Lecs Pact) in respect of the cotton textile industry and
by the Supplementary Ottawa Agreement in respect of
Iron and Steel. The principle undetlying the Indo-
Japanese Agreement was the definite linking of imports
of Japanese piecegoods on a sliding scale with exports
of Indian raw cotton to Japan. This agreement was
necessitated by the fact that nearly one-half of the Indian
cotton crop has to find a market overseas, while the
remaining half is absorbed by the Indian textile industry
and by the handlooms. In the case of the Mody-Lees
Pact, on the other hand the arrangement was based upon
reduction of the duty on British piecegoods and yarn
in exchange for an undertaking on the part of Britain
that Indian cotton would be popularised in Lancashire.
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However, the actual consumption of Indian cotton in
Lancashire was by no means encouraged or popularised
to the extent imagined or expected by the parties to the
Pact. The principal reason for this was that British
manufacturers have preferred the long-staple cotton
of the United States and Egypt for the special lines
of finer cloth which they produced, to the short-staple
cotton which does not serve their purpose so well.
Figures have been quoted to show that consumption of
Indian cotton increased, but it appears that this increase
was largely due to the general trade tecovery which took
place between 1934 and 1937. In the case of the steel
industry preference within protection was granted to
galvanised sheets made by British manufacturers with
non-Indian pig iron as well as  with Indian pig iron
as against non-British galvanised sheets. This arrange-
ment was acceptable to the Tata Company owing
to the surplus of pig iron available to them, which they
could not conveniently convert into galvanised sheets.
However, from the point of view of the larger interests
of the steel industry and of the newer concetns, the
arrangement was hardly calculated to help the progress
of the industry. Preference within protection may have
provided a temporary solution, but the permanent prob-
lem will have to be tackled by the industry.

1AY
The Incidence of Protection

The question of the consumers’ burden is inherent
in a policy of protection. In fact it may be called the de-
fect of the merit of Protection. It has been the complaint
of the critics of Indian protection that it has led to te-
gressive taxation. Now, no one pretends that the system
of Indian public finance leaves nothing to be desited;
on the contrary a majority of Indian economists have
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rightly condemned it both for its inequities of burdens
and its wastefulness of expenditures. There arte,
however, one or two points which we have to
bear in mind in this connection. In the first place,
it must be remembered that inequality of distribution
in this country is not so great as in the West, so that a
scheme of taxes (in which, say, the custom duties are
53% of the total tax burden) is bound to be less tegressive
in its effects in India than in the western countries.  Se-
condly, without prejudice to a general conclusion that
reform can make the system somewhat less regressive
than it actually is, it must be pointed out that as the
majority of our countrymen are poof, to run any
government whatever on modern lines, the tax burden
will have to fall mostly upon the poor.  Thirdly, a system
of finance may be regtessive as to taxation, but if it is
progressive as to expenditure, the evil effects of regres-
sion will be sufficiently compensated for in the other
direction. This is the first relativity aspect. Fourthly,
regression or. progression is a relative idea, if owing to
customs duties, the tax system has become regressive,
there are two ways in which this can be corrected : either
to reduce customs taxation, thus relieving the poot, or
to raise more revenue from taxes which fall specifically
upon the rich. If protective duties can be justified on
broader grounds, such as that the national income would
increase, then clearly the former course is not the wiser,
for if national income as a whole grows, the later distri-
butional aspect can be taken care of by the Government :
in brief, let the “heap” (pace Stamp) of national tresources
first be greater; its sharing can well be our next pre-
occupation. Onthe otherhand,any student of Indian
public finance can tell us that there is a vast scope for
taxation of the upper strata of incomes, so as to make
the bias of the tax system more progressive or less reg-
ressive than it is today. Reform of income-taxation,
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taxation of the incomes from land, taxation of inhetitance,
succession and legacies, taxation of property (both
movable and immovable) of joint and separate families,
and of transfer of property,—these and several other
sources will have to be tapped. Though the difficulties,
principally, legal and administrative, are great here, our
authoritics on taxation have generally agreed that the
country is insufficiently taxed in these directions as well
as on the whole. We shall be reaching the optimum
size of public finance in India by increasing our public
activities rather than by curtailing them: it this is so, there
is no case for reducing customs duties but only for ex-
ploring the other avenues of taxing the rich. Finally,
and this is a theotetical point, it is not correct to suppose
that regression reduces economic welfare under all cir-
cumstances whatever. It might do so, if the actual
absolute taxation paid in by the poor individual is greater
in amount than what the rich individual pays: for the
rest, the theory of public finance does not make any
deliverance on the question. Although it may well be
granted that a greater element of progression will make
the maximum number of us happier than we are, there
is no proof that in India the poor actually pay in taxation
more than the rich or that the rich benefit actually by
expenditure more than the poor and hence the conclu-
cion is that there still takes place a transference of wealth
from the rich to the poor in this country which may be
insufficient but which is certainly not negative in
character.

It has also been said that protective duties make the
rich richer and the poor poorer, thus aggravating the
existing inequality of distribution. The argument
is that the duties cause the prices of the goods pro-
tected to rise thus injuring the consumers who are mostly
‘poor while they benefit “the favoured groups of entre-
preneurs, investors and wage-earners” connected with
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the industries concerned. Now it must be admitted
that it is one of the incidents of industrialisation that it
creates a rich entreprencur class: this is not peculiar to
protection, it is inherent in industrialisation itself. On
the other hand, the “burden of the consumer” question
is not such a simple issue. In the first place, it is not
clear that the pooter scctions of the society do actually
bear a large patt of the burden of protection in India:
my personal view is that it falls to a greater extent on the
middle classes who are the principal consumers of import-
ed and protected goods. Apartt from this, however,
in ordet to assess the actual injury caused, we have to
take into consideration not only the rise in prices (which
may indeed be temporary, the period depending upon the
measure of protection and the development of the in-
dustry), but also the addition to the incomes of the poor
caused by (¢) increased primary employment in the industry
itsclf, and (#) the reactions of this on secondury employ-
ment in several other industries and agriculture, which
relieve the pressure on the soil.  To the extent, (or even
more than that), that prices rise as a whole, total
purchasing power increases, so that the harm done to
total consumption, which is definitely greater than before,
is illusory. What is more, by employing the unemploy-
ed and thus bringing about some tfavourable redistri-
bution, the sum of human happiness is actually increased

Any contrary conclusion is due to the common confusion
between the term “producers” and “entreprencurs”;
in truth by producers we mean here all those, workers
and others, who are engaged in industries.

Finally, some critics aver that there has been a loss
of revenue to the Government in so far as protection
has been effective. Of all the arguments against dis-
criminating protection, this perhaps is the lamest and
most slipshod. One need not produce statistics in this
connection to disprove what is indeed a fact that during
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the last few years the revenue from protective duties has
fallen. It is, of course, due very largely to a general
fall of imports caused by the Depression and the reduced
purchasing power of the people. But the general pro-
position, that in so far as protection is effective revenue
must fall off, must indeed be granted. But the question
that arises is, why should the Government look for
revenue in these shaky quarters 7 And even if they do,
why should they not be prepared to adjust their taxa-
tion system to the changing fabrics of revenue ? And is
a revenue loss to be regarded as a national loss, in strict
theory ? At the most, a revenue loss might cause
administrative inconvenience, necessitating the imposi-
tion of new taxation or the scaling up of the
old. Theoretically, it is not even improbable that
reduction of duties on some of the “adult” protect-
¢d industries would be augmenting the revenue. This
can be tried if necessary, but there is no ground whatever
for the claim that “India’s furiff policy must primarily
be directed by revenue considerations.” We must
conclude, thercfore, (/) that in so faras protection
leads™to establishment of new industries, it becomes
possible to gather more revenue by way of income tax
and excise, both of which cansubstantially make up for
the so-called “loss,” and (#) that if the national
dividend as a whole increases, as it must in a country
in which large masses of human and material resources
ate lying unemployed, these superficial considerations
have no bearing on the questions of fiscal policy.

II
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Growth of World Trade

One of the most arresting features of the modern
wortld is the rapid growth of trade relations between
different pazts of the globe. Ever since the age of scienti-
fic discoveries, industrial revolution, and transport de-
velopment, the exchange of goods and services between
peoples of different regions grew in complexity as well
as magnitude. Inventions made mass production pos-
sible and mass production left surpluses to be exported
out of the country. Modern industrialism took its
origin in Europe, especially in Great Britain; and the
sudden increase in the production of manufactured goods
goaded the European nations to ramify all over the globe
by means of trade. Gradually the food-stuffs and agri-
cultural products of non-European tropical countries
were exchanged for the product of European industry.
The rise of international division of labour on the basis
of this interdependence was the result. Modern intet-
national commercial intercourse is the outcome of the
interaction of inventions, foreign trade, and the division
of labour.

Foreign trade has been only a process of popularis-
ing the achievements of industrialisation and diffusing
the advantages of international division of labour. The



FOREIGN TRADE 163

commercial link between different regions rapidly diffused
the knowledge of discoveries and inventions, brought
new commodities into the orbit of trade and placed the
industrial, agricultural and mineral wealth of one countty
at the disposal of another. The standard of living of
the peoples of the world, especially of the nations of
Europe, increased rapidly. The achievements of foreign
trade till the last quarter of the 19th century can be sum-
med up as the popularisation of man’s conquest over
nature, rise in the standard of man’s comforts, the main-
tenance of huge populations, and the increasing political
and cultural contact of nations who were different in
origin, faith, and association. The whole world became
one huge market.

For the rapid growth of international trade and the
propet functioning of the division of labour, the greatest
possible freedom was requited. The principle of the
division of labour required untestricted markets, safe
transport, and freedom for the movement of capital
and labour. The industrial leadership of Great Britain
necessitated the advocacy of the “free trade” principle.
Her free trade principles and open doot policy dominated
the theory and practice of international commerce till
the close of the 19th century, and held sway only so long
as the wealth and welfare of the world as a whole increas-
ed without seriously influencing any particular unit.

Free Trade Discarded

The basic assumption of the theory of free trade
that the advantage of free trade is mutual has been found
misleading everywhere, so also in India. The economic
history of the 19th century wotld demonstrated that
while the wealth of the manufacturing countries of
Europe grew very rapidly, the standard of living of the
agricultural countries showed rather a slow progress;
the exchange of products between the industrial and
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agricultural countries has been decidedly disadvantageous
to the latter. The urge for restoring proper relations
between the industrial and agricultural countries began
to assert itself. Rivalry amongst the manufacturing
countries and the competition for markets grew forceful.
Governments came to recognise the dangers of excessive
dependence on foreign countries ; efforts were made by
the vatious States to safeguard the economic life of
their citizens; state interference gradually influenced
commerce and the consequent frustration of the free
market principle resulted in the end of free trade and
the adoption of national self-sufficiency ideal. As the
pattetn of wotld economy changed, and as science wiped
out the differential advantages of production between
different countries, the nature and purpose of foreign
trade also changed. The influence of nationalism and
the interference of political organisations grew power-
ful in controlling the nature, direction, and volume of
foreign trade. :

The Great War of 1914-18 released new forces which
governed world economic relations. The danger of a
nation being starved into defeat during times of war
necessitated artificial aid to key industries irrespective
of the natural advantages they posscssed. The collapse
of the international gold standard, the rise of tariffs, the
uncertainty of foreign lending, and the creation of new
states in Europe disturbed the peculiar economic equili-
brium of that hemisphere, and restricted internaticnal
trade. Great Britain lost her industrial hegemony and
the rapid growth of industty in the East necessitated the
adoption of protection to safeguard her ‘home’ markets,
national as well as imperial. Today economic nationalism
seems to be the chief cry and the governments have
turned from foreign trade to internal trade for the pre-
servation and improvement of the economic life of the

people.
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What part India had to play in the broad changes
that came over the structure of world economy and the
principles of foreign trade ? What werte the advantages
she reaped out of her external trade all these years?
These are important questions that arise when the growth
of India’s foreign trade is placed against the background
of world forces. Certain preliminary remarks are needed
for a proper assessment of the importance of foreign trade
to a country’s economic progress in general. A mere
growth in the volume of external trade does not neces-
sarily imply a corresponding increase in the national
welfare. The valuc of external trade to a country can
be known only with reference to the size of the country,
its geographic location, the nature of its economic re-
sources, and the stage of economic development it has
reached. Dense population in an unproductive tertitory
may necessitate great dependence on foreign trade but
for vast stretches of agricultural lands external trade
becomes less urgent. A large country with its varied
potentialities can afford to develop her internal
trade and give the cxternal trade a definitely minor
place. For advanced industrial countries foreign trade
has become a very vital necessity for the maintenance of
the standard of living that has been already accomplish-
ed there, while agricultural countries look up to foreign
trade for the supply of machinery for their indus-
tries, for manufactured goods, for implements to increase
the fertility of land. Since the advent of the British
the enormous strides of India’s foreign trade increased
the standard of living of the Indian population and
brought new land under cultivation for purposes of
export. India became the supplier of raw materials to
manufacturing countries, especially to the U. K., and
thercby played a prominent part in the economic pros-
perity of foreign countries. Due to increasing foreign
demand India’s output of cotton, oilseeds, jute, tea, etc.,
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grew rapidly. Great attention was paid to the develop-
ment of commercial crops and, food grains wete to some
extent neglected.  The first flush of Western civilisation
killed Indian handicrafts and her raw materials became
the pawn of international commercial diplomacy. While
India’s exports continued to increase the economic pros-
perity of other countries, her imports have been to a
great extent detrimental to her national interests and
aspirations. The political status of India explains why
India could not rise to the full height of economic sta-
ture. Her industries and handicrafts being crippled she
imported those very commodities which she previously
exported. The United Kingdom had absolute control
over the fiscal policy of India and the free trade principles,
which India had to adopt till 1924, reduced her to the
position of a huge market for foreign manufactures
at the expense of her own industrics.  As she became a
large supplier of raw materials her population pressed
more and more heavily on agriculture. Her mineral and
agricultural resources could have been fully developed
and she could have manufactured hersclf most of the
articles she imported, if only she was allowed to protect
her home market from the foreigners. The control
exercised by the U. K. over India’s currency and exchangc
depressed the prices of agricultural products. The
numerous advantages which the British businessmen
in India continue to enjoy—with regard to banking, in-
surance, shipping and other facilities—have operated
against the growth of indigenous industrics. The
annual payments for the services of British nationals
in India, the profit on British capital invested in this coun-
try, and the interest on the borrowed money have neces-
sitated 2 huge excess of merchandise exports over
imports. Therefore, this excess of exports does not
indicate a corresponding increasc in national wealth
or credit. Inability to curtail imports and to safeguard
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the home market have given a special importance to
out expotts. Further, India has a large foreign debt to
clear and this debtor position requires an annual
excess of exports over imports to the extent of neatly
70 crores of rupees.

To_sum up, foreign trade is important to India be-
cause of her excessive dependence on agticulture, her
debtor position, her necessity to industrialise, and her
burden of ‘Home’ charges. India’s resources and mat-
kets are so great that, from a strictly economic point of
view, foreign trade should have a very minor place in
determining national prosperity. As a matter of fact
India’s internal economy has suffered a good deal and
the standatd of living of her masses is going down mostly
because the gateway of foreign trade is controlled by an
external agency. In the interest of our own prosperity
we should have a free control over our foreign trade
policy. Japan, U. S. A., Australia, Canada and other
countries, which were considered agricultural before the
wat, now dominate the world as industrial powers,
while India is sliding downhill to unprofitable agriculture.
If she should keep pace with world forces, if she should
enjoy the benefits of international trade in full at the same
time averting its dangers and pitfalls, if she desires to
foster her internal trade, the door that connects her
markets with the outside wotld must be in het own pos-
session. The lack of such a control has been the greatest
single factor that has reduced her economic prosperity.

2. India’s Foreign Trade Upto 1929

The first decade of this century witnessed a remark-
able expansion of India’s foreign trade. From Rs.
210 crores in the quinquennium 1899-1900 to 1903-4
the total foreign trade increased to Rs. 376 crores in
the period 1904-5 to 1913-14. The per capita trade
of India increased from £ o-8-4 in 1900 to £ o-17-7 in
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1913-14; but it must here be noted that even on the eve
of the last Great War the per capita share of India was
the lowest when compared to the important countries
of Europe, U. S. A, and Japan. The excess of exports
over imports also increased from Rs. 4o crores to Rs. 8o
crores over the same period. The nature of her exports
and imports remained unaltered, the fiscal policy was
governed by the U. K. and her trade policy was based on
uncompromising free trade principles on the British
model. The question of Imperial preference did not gain
support and India remained a frec market with a very
low tariff, adopting the most-favoured-nation treatment
regardmg her commercial relations with outsiders. When
the Government of India equipped the country with rail-
ways, telegraphs, irrigationworks, harbour developments,
etc., the British industries supplied the necessary capital
goods. The British control over Indian administration
and finances enabled the rapid importation of equipment
goods chiefly from the U. K. for the requirements of
industries, plantations, building and power works. The
four chicf features of Indian toreign trade before the
1914—18 War were :—(1) the predominance of raw
materials in export and manufactured goods in imports,
(2) the gradually increasing excess of merchandise
exports over imports, (3) the dominant réle of the
U. K. both on the import and export sides, and (4)
the adoption of free trade policy.

An important development in the growth of India’s
trade during the years before the war was the steady and
rapid increase of trade connection with the non-Empire
countries. Trade with the central European powers,
U. S. A. and the rising power in the East increased in
importance partly because the imports from these
countries were suited to Indian requirements—because of
their speciality or the price factor—and partly because
they were profitable markets for India’s exports. Since



FOREIGN TRADE 169

India is a debtor to the U. K. the rising favourable trade
balance with non-Empire countries had to be pre-
served to meet the financial obligations to the U. K.
Thus, the importance of triangular trade for India came
into prominence. The position was clear that the day
of intense competition between the U. K. and foreign
powers in the Indian market was very near. While
Britain’s interests demanded the crippling of foreign po-
wers India’s debtor position necessitated the encourage-
ment of trade with them. This clash of interests grew
in intensity after the war and the U. K. had to use her
political power in order to safeguard her commercial
interests. If the interference of the U. K. in Indian com-
merce during the post-war years is read against the
background of the trend of trade from 1890 to 1914, it
is clear that the motive forces that controlled the post-
war developments were moulded even before the war,

The setback to India’s exports and impozrts due to
the 1914—18 Great War was very sevete. The magni-
tude of the reduction in the actual volume of trade is
seen from the following figures (calculated on the basis
of prices ruling in 1913-14):

(Figares in Crores of Rapees)

Year Imports Exports Total
1913-14 .. . .. 183 244 427
1914-15 .. .. .. 137 195 332
1915-16 .. .. .. 105 187 292
1916-17 .. .. . 88 202 290
1917-18 .. .. . 71 187 258
1918-19 . 63 160 223

The imports fell by 67 per cent and the expotts by
34 per cent of the 1913-14 level; the total diminished
by 48 per cent. Since the impotts fared worse than the
exports, the increase in the merchandise balance was of

/
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great help to India’s external payments. Among the
expotts the percentage of raw materials increased from
393 to §1°7 in 1919-20. Manufactured goods which
claimed 76§ per cent of total imports before the war,
came down to 735 per cent during the war and stood at
70" 4 per cent in 1919-20. India’s foreign markets were
restricted due to the stoppage of trade relations with the
enemy countries ; trade also suffered because the destruc-
tion of wealth, the devastation of vast regions, and the
turn given to industrial activities towards armament
production reduced Europe’s capacity to purchase Indian
goods; the various restrictions imposed by the Govern-
ment of India artificially directed India’s exports from
foreign countries to the U. K.  Further, the prices of
imports increased more than three times the rise in the
price of exports, hence India enjoyed an actual volume
of imports much less than what the figures indicated.
The great dislocation of the various exchanges and the
uncontrolled inflation in several countries adversely
affected India’s external trade relations. A comparison
of the figures of exports and impozts of India with those
of other important countries during the war reveals that
India has been one of the worst sufferers. The war left
behind Canada, Argentine, and Brazil as strong compe-
titors destined to reduce India’s exports. India emerged
out of the war with high tariffs, increasing taxation,
mounting foreign debt. She realised the necessity for
industrialisation and the dangers and deficiency of her
agricultural economy. Her immediate problem was to
balance the budget, to restore trade relations with non-
Empire countries, and to develop her own industries
behind an adequate tariff wall. The position of U. K.
was very much weakened in the Indian market: the rise
of Japan, U. S. A., Germany, Italy as serious competi-
tors dealt a heavy blow to British interests in India.
Britain’s problem after 1919 was, first, to regain her old
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position in the Indian market by driving out the foreign
rivals and, secondly, to reconcile her own ambitions
with India’s aspirations.

Economic nationalism is one of the important by-
products of the war, and this new impulse has been the
motive force behind the rapidly increasing tariff restric-
tions throughout the post-war world. The dangers of
excessive dependence on foreign countries were realised
and for a time the reaction against free trade resulted in
an irrational protection of the home markets. The utter
collapse of international currency link, i.e., the gold
standard, started erratic inflation amongst the belligerents
as well as the neutral countries, and made possible an
uncontrolled pursuit of cconomic nationalism. The
cconomic rehabilitation of Europe was made very difficult
by the excessive demand of reparation payments from
Germany. The fourteen new states created by the treaty
added confusion to international trade relations and
facilitated the increase in tariffs. The spectaculat success
of the Far Eastern industrialisation as well as the possibili-
ties of the Soviet State monopoly of foreign trade intensi-
fied the move towards protective tariff. It was only after
1925 that under the leadership of Great Britain, the move
for currency stabilisation began. But while almost
every country succeeded in fixing an exchange parity at a
depreciated level (compared to the pre-war parity) India
was one of the very few countties to adopt an appreciated
ratio. Though India adopted protection after the war
she had to reckon with her huge public debt. In 1920,
and again in 1926, the rupee ratio was fixed at high levels
and enormous administrative action was effected to prop
up the exchange rate. India’s fiscal autonomy was nomi-
nally recognised by a convention under the Montford
Reforms but it was never conceded in effect. The policy
of discriminating protection adopted from 1923 was
anything but satisfactory. During the post-war decade
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while other countries were endeavouring their best to
organise large scale industries and to expand their over-
seas markets, India suffered under the overvalued rupee,
the laissez faire policy of the Government, a lukewarm
tariff protection, and the ever-increasing inroads into
her market.

The following quantum indices of imports and ex-
ports show a gradual but steady increase in the growth
of India’s trade from the year 1919 to 1924:

Year Excports  Imports
1919 .. .. 81 55
1920 .. .. 71 78
1921 .. .. 75 68
1922 .. .. 88 75
1923 .. - .. 98 66
1924 .. .. 102 75

The recovery, gradual and slow, towards the pre-
war level is clear from these figures. India’s favourable
balance of Rs. 119 crores in 1919-20 was followed by two
years of adverse balances, and it was only in 1922-23
that favourable balance appeared to the extent of Rs. 81
crotes. In 1923-24 the balance came up to Rs. 134
crores. Exports of rice, wheat, linseed, groundnuts,
among others, revived rapidly. If India’s import trade
after 1923-24 is compared with the position before
1913, we find that she was still dependent on imports
for large shipments of textile goods, for machinery, iron
and steel goods, petrol, sugar, chemicals and others.
But the importance of manufactures in total imports
was lessened and India tended to import only those
items which she could not produce herself.

The factors which reduced the intensity of foreign
competition in the Indian market wete chiefly as follows :
(1) The growth of swadeshism. (2) The low purchas-
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ing power of the Indian masses and the general deteriora-
tion of the markets. -(3) Indian industrialisation due to
the policy of discriminating protection. (4) Changes in
the method of Government purchase of stores. It was
now insisted that for the purchase of stores the indige-
nous goods should be encouraged as far as possible.
Within these limits foreign competition still operates
in the Indian market. The peculiar advantages of
certain important countries should here be noted.
The U. K. had the earliest and greatest hold on the
Indian market because of her long political connections.
The enormous British investments in the Indian enter-
prise, the ownership of many important industries and
plantations, efficient banking organisations catering
to British tradec have been the chief advantages of the
U. K. But the costliness of her goods compared to
those supplied by her rivals, the rigidity of wages in
England, the low wages paid in Japan and other rival
countries, as well as the rapid scientific advancement
of foreign countries have been the chief weak spots in
U. K.’s position in India. Further, cotton textiles occu-
pied a predominant place in British imports into India
and the growth of indigenous manufacture of textile
goods and the menacing inrush of Japanese textiles
permanently injured Great Britain’s superiority in the
Indian market. Japan’s strength must be attributed
mainly to cheaplabour, rapid technological advancement,
co-ordination of all branches of her national activities
to suit her exports ready and adequate Government aid,
Japan’s huge purchase of India’s raw materials, and above
all the vety low price of Japanese goods. As India be-
came pooret, her growing population preferred cheap
Japanese imports to other costly varieties. U. S. A,
Germany, and Italy held sway with regard to some specia-
lised goods. The history of post-war trade in India
shows that as India became poor the cheap imports from
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non-Empite countries were preferred to the costly
imports from the U. K.  The very low purchasing power
of the Indian masses has always been an important fac-
tor wortking for the diversion of India’s trade from
Empire to foreign countries. ,

The main features of the direction of India’s extet-
nal trade can be seen from the following table :—

DISTRIBUTION OF INDIA’S FOREIGN TRADE
(percentage of the total)

|
Countries Average Average Average | 1929-30
pre-War | War period | post-War
United Kingdom 40.0 41.2 39.5 30.9
British Empire 52.3 57.1 52.3 42.5
Foreign Countries .. 47.7 42.9 47.7 57-5
Japan 5.5 10.9 | 10.4 10.0
U. S. A. 5.8 9.9 10.4 10.1
Germany 8.5 0.8 4.0 7.6
France 4.6 3.2 3.0 3.8
Belgium 3.9 0.4 2.9 3.4

This table clearly brings out certain tendencies in
the direction of India’s trade. The continuous decline
of the U. K. in Indian trade, observable since 1870,
was accclerated after the war and, in spite of a short
improvement during the period 1919-1923, she lost her
position in the post-war decade. The rise of Japan
and U. S. A. during the war has been maintained and
by 1928-29 Japan got the better over U. S. A. Germany
could easily come to prominence from 0.8 to 7.6 pet
cent. Belgium and France also showed recovery though
the pre-war level was not reached. On the whole foreign
countries tecovered phenomenally from 42.9 to 57.5
pet cent in 1929, which is nearly 10 per cent greater
than the pre-war average. The figures for the Balance



FOREIGN TRADE 175

of Trade with important foreign and Empire countries
are also significant. India’s adverse balance with the
U. K. has increased to considerable proportions since
the war. From Rs. 14.4 crofes as the war-period aver-
age it increased to 40.9 crotes in 1929. India enjoyed
increasingly favourable balance with countties other
than the U. K. till 1925-26, except in the case of Java
and Austria. If the 1928-29 position is compared with
the pre-war average the balance of trade was favourable
with all countries except Australia, China, Java, and
Austria. There is also a general decline in the favour-
able balance with non-Empire countries and a worsening
of the adverse position with the U. K., Austria, and Java
since 1926. This should be partly explained by the
great handicap of Indian expozts and the added stimulus
to imports as a result of the over-valuation of the rupee.
The deterioration of India’s trade balance with the U. K.
was due to various factors: the predominant share of
U. K. in imports of manufactures, chiefly textiles, which
were now declining; the fact that the chief exports of
India—cotton and jute products—found markets only
outside U. K.; India’s necessity to develop her trian-
gular trade in order to pay off her obligations to the
U. K. The great clash of interests between the U. K.,
toreign countries, and India developed cleatly during
the post-war decade, the economic ctisis of 1929
only fanned the glowing embers. The policy
of Imperial Preference, the recent trade agreements,
and the rise in tariffs are all in a way the results of the
powerful commercial struggle that grew during the last
decade.

3. The Depression and After

A study of the trends of India’s exports and impozts
during the depression since 1929 is complicated by funda-
mental changes that came over the theory and practice
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of intetnational trade. The unprecedented fall in prices
which started from November 1929 brought to the
surface the inherent contradictions of national and
international economies. The rude shock which the
slump administered to production and trade was every-
where followed by intense nationalism. The immediate
result of the decline in world trade was the erection of
tariffs, import quotas, exchange restrictions, requisitions,
priority systems, control of imports and exportts, price
fixation, government monopolies, etc. The restrictionist
policy adopted by nationalist governments accentuated
the fall in the quantum and value of wozld trade. It is
well to remember that the foreign trade of India during
the slump should be studied against the background of
international events, the political subjugation of India
to Great Britain and the consequent necessity of her hav-
ing to fall in line with the economic and foreign policies
of her rulers.

InDIA’s FOREIGN TRADE 1929 TO 1939
(Crore of Rupees)

Year Imports | Exports | Total Merchar-
dise Trade
1929-30 .. .. . 241 311 552
1930-31 .. .. .. 165 220 385
1931-32 .. .. .. 126 156 282
1932-33 .. .. .. 132 132 264
1933-34 .. .. .. 115 147 262
1934-35 .. .. .. 132 152 284
1935-36 .. .. .. 134 161 295
1936-37 .. .. .. 125 196 321
1937-38 .. .. .. 173 118 354
1938-39 .. . .. 152 163 319

(These figures of India’s (including Burma) foreign trade in
merchandise exclude both the re-exports of foreign merchandise
and the imports and exports on government account.)
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The enormous shrinkage of trade in exports and

impotts is clear, the year 1932-33 being the worst year.
The fall in exports is greater than the dwindling of im-
ports. This is due to the great changes that have come
over the foreign markets and the disproportionate fall
in the agticultural prices everywhete in compatison to
the prices of manufactured goods. The all-round fall
in prices, the disproportionate fall in the price level of
agricultural products, accompanied by the disparity
in the price levels of exports and imports greatly reduced
India’s purchasing power. Since 1933-34 both the
gnantum and price level of imports and exports, however,
gradually became more normal. This is partly due to
improvement in agricultural prices.
v The percentage share of the U. K. in India’s trade
decreased from 42.8 per cent in 1929-30 to 37.2 per cent
in 1930-31 and to 35.5 per cent in 1931-32. But after
the Ottawa Agreement was concluded (1932), U. K.’s
share increased to 41.7 per cent in 1933-34; but after
1934-35 her share again declined and came down to
38.4 per cent in 1936-37. After the adoption of Imperial
Preference India’s exports turned more and more to-
wards the U. K. and the percentage share of foreign
countries in our market, both in the imports and exports
declined. The case of Japan is exceptional. Her pene-
tration of the Indian market during the depression
years is remarkable, and specially since the conclusion
of the Indo-Japanese Treaty of 1934 our trade with Japan
has increased continuously.

A few important wotld forces that acted on India’s
economy during the depression should be remembered
for a clear understanding of the fortunes of India’s
trade. As far as India is concerned, the unhealthy fall
in prices and the growth of nationalism checked the
exports of her staples, rice, jute, cotton, tea, oilseeds, and
shellac among others. The control of output in indus-

I2
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trial countries, the rationalisation schemes, the prevalence
of wide disparity between the wholesale and retail prices
in the European markets depressed the chances of agti-
cultural products, and, therefore, India’s exports. The
tightness in the money markets created after the collapse
of American credit in Oct. 1929 aggravated the situation.
The slump reduced the purchasing power of the agri-
cultural communities of the world who form neatly
3/4 of the world population and thereby reduced the
demand for manufactuted goods.

When such a vicious circle was at work the political
turmoil in India during the yeats 1930 to 1933 added
fuel to fire in reducing her foreign trade. The boycott
movement of 1930-31 proved very harmful to trade.
In fact the boycott was to some extent responsible
for the increasing intetference of Lancashire interests
in India’s trade agreements and also for the rigid com-
mercial safeguards in the Government of India Act of
1935.

? A great opportunity was offered to the Indian Gov-
ernment, to adapt its currency policy to suit the needs of
foreign trade when the U. K. abandoned the gold stan-
dard in Sept. 1931. Public opinion in India has been
insistently protesting against the exchange ratio of 1 sh. 6d.
which was demonstrated to be, even before 1929, one of
the powerful forces in depressing Indian prices and ex-
ports. It was also complained that the Government has
been following a policy of deflation to the detriment of
Indian industries and exports. The currency policy was
not formed to suit the pressing needs of trade recovery
inIndia. But since the rupee was linked to the sterling
the abandonment of gold bythe U. K. gave a temporary
fillip to our exports; but it also led to an enormous
exodus of gold. The export of gold masked the
real dangers in India’s trade position and helped the pay-
mer.t of foreign obligations which would have been
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otherwise impossible. During the years 1932-33 the
abandonment of gold standard and the subsequent de-
preciation of the Japanese exchange told heavily on In-
dian trade. Currency manipulations during a period
of international monetary debacle enabled the Japanese
to push their goods in the Indian markets at low prices.
The clamour of Indian industrialists and commetcial
bodies against the Japanese imports took a strong shape
only after 1932. The Ottawa Agreement introduced a
fundamental change in the foreign trade policy of India
and directed Indian trade from non-Empire to Empire
countries. But the full force of Japanese dumping into
our market has still been felt by our industries, big and
small. The Government of India had to pass the Anti-
Dumping legislation and serve notice on the Japanese
Government to terminate the Indo-Japanese Trade con-
vention of 1905, thereby refusing to give her the advan-
tages of the most-favoured-nation treatment. Japan
retorted by boycotting Indian raw cotton. The strained
feelings between India and Japan came to a close with
the Indo-Japanese treaty of 1934. British and Indian
textile interests came to an understanding after the Indo-
British Textile Agreement in 1934. These two agree-
ments, together with the Ottawa Pact, have governed
India’s trade policy since 1934. These agreements re-
present a recognition of the policy of allowing foreign
countries to send manufactured goods to India in re-
turn for the raw materials purchased. The Indo-
British Trade Agreement of January 9, 1935, concluded
largely as a result of the pressure of Lancashire on Great
Britain, defined the principles which should govern
Indian trade relations with U. K.; it introduced further
limitations on India’s fiscal freedom at a time when her
foreign trade was on the lowest ebb.

The tariff policy of the Government of India since
1929 has not been conducive to the lifting of the slump.



180 . INDUSTRIAL PROBLEMS OF INDIA

/
By the Ottawa Pact about 167 items of import were
committed to preferential duties and the effect of this
preference on the exports to and imports from foreign
countries has been very depressing. The policy of
discriminating protection benefited three industties in
particular, viz., cotton, iron and steel, and sugar. But
the adoption of preferential duties over a very wide
range of imports from the Empire countries togethet
with the absence of effective duties against the inrush
of Japanese goods dealt a heavy blow to many Indian
industries.

4. Lessons of India’s Trade Agreements

A perusal of the recent trade agrecements of India
brings to light the handicaps that fetter our foreign trade.
We will study some of them below. (1) The absence of
guid pro quo 1s an acutely deplorable feature of the trade
pacts. It is to be remembered that the Ottawa Pact
gave preferences to some items in India’s exports, which
did not require any urgent special treatment in foreign
markets, while 167 items of British imports into India
enjoyed preferential duties. The Mody-Lees Pact and
the [ndo-British trade agreement of 1935 gave pious
promises and well-wishes to India in return for the sur-
render of essential principles of protection and tarift
administration. The Indo-Japanese agreement governed
only cotton and did not avert the Japanese menace to
our industrialisation. It did not at all compensate us
for all the sacrifices India had to bear during the yeats
of vigorous Japanese dumping from Jan. 1932 to Jan.
1934. Even the Indo-Burmese agreement did not give
us enough concession ; India could have gained much
motre by her bargaining strength. The absence of true
reciprocity in our trade agreements has been our largest
misfortune. (2) The capacity to retaliate at the right
time in the proper manner was not enjoyed by the nego-
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tiators on behalf of India. Both the Ottawa Agreement
and the Indo-Japanese pact were the results of threats—-
threat of higher tariffs to our expotts to U. K. in the casc
of the former and the boycott of our raw cotton in the
case of the latter. Had India possessed the full powers
to utilise her tariffs for retaliatory purposes the com-
mercial relations with those two powers could have
resulted in a greater net advantage. When the U. K.
abolished the duty on pig-iron imports and when she
adopted the drawback system with regard to linseed, the
spirit of the Ottawa Pact was violated, but yet
India could not retaliate. Further, anti-Indian laws are
common throughout the British Empire and the pros-
pects of adequate remedy seem to be still remote.  While
on the one hand India cannot retaliate against the U. K.
because of political subjection, her capacity to hit non-
Empire countrics has been reduced by her commercial
commitments to U. K. Post-war trade pacts demons-
trate that complete control over tariffs could strengthen
the bargaining power during the trade negotiations.
India has been powetless to shape her tariff policy and
to function to her own advantage. This situation
was exploited by the European powers as well as by
Japan. (3) That the trade pacts were concluded behind
the back of the Tariff Board has becn another handi-
cap which throws some light as to the future prospects
of Indian industrialisation. When a Tariff Board
was functioning the Ottawa Negotiations were carried
on in earnest and the acceptance of the Ottawa Pact
showed cleatly that the Government of India was pleased
to demand advice from the Tariff Board when they had
already made arrangements to solve the problem them-
selves. Again, the terms of the Mody-Lees Pact have
been accepted by the Government without regard
to the recommendation of the Tariff Board. The Agree-
ment of Jan. 1935 was put into force before the 1934
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Tariff Board could finally treport and recommend.
The 1939 Indo-British Trade agreement gives enormous
concessions to the British Textiles without any regard
to the advice of the previous Tariff Board. Trade
Agreements have, therefore, reduced the utility of the
Tariff Boatd in practice even as they restricted the scope
of its enquiry by committing India to numerous self-
imposed restrictions on the fiscal policy. (4) The grow-
ing interference of the vested interests of the U. K. in
India’s fiscal policy has become very clear during the
depression.  The triumph of Lancashire can be inferred
from the exclusion of India’s raw cotton from the Ottawa
preferences : only verbal promises were accorded regard-
ing the use of raw cotton while specific advantages were
extended to the exports of U. K. It is also clear that the
numerous safeguards incorporated in the New Consti-
tution were already suggested by the terms of the pre-
vious trade pacts. Further, Lancashire has recorded her
strong protest against Indian cotton goods entering into
Burma free of duty while the U. K. goods are to pay
25%, ad valorem duty according to the Indo-Burma tariff
Agreement. A perusal of the Tariff Board reports as
well as a study of the response of the Government to
the advice of the Board clearly show the force and
cffectiveness of the intervention of U. K’s industrialists.
(5) The trade agreements of India do not indicate the
existence of a definite objective for national development.
Further, the Imperial Preference gave an artificial stimulus
to our imports from the U. K. and dwindled the volume"
of India’s commercial transactions with foreign countties.
Indian exports have fallen in value and volume to a
greater extent than the fall in imports. The balance of
trade position is highly unsatisfactory. The Government
was put to the necessity of encouraging gold exports
to fill up -the gap in the balance of payments. But fot
the exports of gold and the artificial support given to
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the 154. 6d. ratio, the imports would have been drastical-
ly curtailed. The maintenance of imports not justified
by the volume of exports and the policy of encouraging
gold exports to pull up a tottering exchange are not con-
ducive to the growth of a much-needed policy of
economic development.

Lack of definite objective has led to the absence of
a consistent and co-ordinated national policy. Too
much of preference given to the U. K. has reduced the
most-favoured-nation policy to a farce while U. K’s
control over the administration of discriminating pro-
tection placed Indian industries very much at the whim
and fancy of British commerce. Further, the period
1932-34 was one of drift with regard to Indo-Japanese
trade relations. India was made to inflict suffering on
non-Empire countries by the abrogation of the M. F. N.
~clause which was accorded to Japan under the 1905
convention. Briefly, India’s foreign trade has been
regulated during the depression period by preferences
which almost nullified protection to Indian industry,
bilateral pacts without the principle of reciprocity, and
the most-favoured-nation principle, abandoned in haste
and again adopted out of threats. At one time the
Government is pleased to accept the proposals of a
section of Indian industrialists (e.g., Mody-Lees Pact),
at some other time they ignore the unanimous verdict
of the nation. Looked at from the point of view of
principles accepted or the procedure adopted the Trade
Agreements show a remarkable absence of predetermined
plan or a preconceived policy.

Lack of fiscal autonomy, therefore, has been the
toot cause of the defects in the terms as well as the
management of the negotiations which preceded these
trade pacts. While the absence of fiscal freedom shaped
these pacts they in turn reduced India’s power to control
the tariff or to regulate exports and imports. Inconsis-
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tency in trade policy, inadequacy in the protection of
national interests, the lack of quid pro quo in the agree-
ments, irresponsiveness to public opinion and the verdict
of the legislature, the absence of a planned objective are
all the results of the loss of India’s fiscal freedom. So
long as India is denied the power to control her own
economic affairs, internal as well as external, trade plan-
ning is least likely to be regulated along the desired
lines.

5. Bilateral Trade Pacts for India

There is a widespread belief in this country that a
policy of bilateral trade agreements would afford the
necessary stability and encouragement to India’s foreign
trade. It has been pointed out that in the sphere of
international trade there is a definite trend towards
bilateralism; the time-honoured triangular trade and the
M. F. N. treatment have been discarded in favour of reci-
procal trade pacts. The cases of U. K., Germany,
France, U. S. A., Japan and other countries have been
cited as examples of successtul organisation of foreign
trade by means of reciprocal pacts. India is advised to
follow suit as early as possible. During the depression,
and especially after 1932, Indian trade has proceeded on
the bilateral lines with regard to U. K. and Japan. An
extension of separate bilateral treaties with all foreign
countries is urged. We are reminded that in spite of a
varicty of restrictions there is still scope for the expan-
sionof India’s trade with Germany, Italy, France, U. S. A.,
Turkey, and others. We are told that India has been
expetiencing a declining balance of trade, and a full-
fledged policy of bilateral pacts would at least stop that
deterioration even if the pre-1929 level of favourable
balance is not restored. Attention is drawn to the
difficulty of Indian students in securing practical training
in the factories, workshops and rescarch institutes of
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advanced industrial countries, it is claimed that bilateral
pacts would enable us to secure such facilities.

No doubt bilateralism has benefited many countries.
Great Britain could draw many countries into closer
contact by the adoption of this policy. But we should
study those pacts and see if the peculiar conditions of
India allow the Government to have recourse to this
novel departure in trade policy.

Bilateral pacts formed only one aspect of the compre-
hensive plans adopted by some countries to avert the
crisis and to restote commercial activities. In the case
of U. K. bilateral pacts with the non-Empire countries
were the last attempts at trade planning. Great Britain
first took care to safeguard her producers under the Im-
port Duties Act, then she safcguarded the Empire mar-
kets at Ottawa and only then she proceeded to bargain
with foreigners. The Scandinavian countries with
whom the U. K. had reciprocal pacts in 1933 were all
low-tariff, agricultural, raw material exporting countrics
very much dependent on the British market for the much-
needed outlet. With regard to Argentine it is to be re-
membered that U. K. took 999, of the Argentine beef
and had an unfavourable balance with her. In the case
of Germany her external obligations were very huge
and she had the power to take her exports as a gu.d pro-
guo for the repayment of debt. The interference of the
German Government and'their policy of bilateral pacts
were duc to a great financial stringency peculiar to the
post-war Germany.

When we propose all-round reciprocal pacts for India
we must put ourselves the question whether India has
the fiscal freedom to do so or the bargaining strength
to negotiate to our advantage. Complete fiscal freedom,
an excessive dependence on particular foreign markets,
a preliminary safeguarding of national industries, un-
favourable balance of trade position with the country
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in question, and the power to regulate the exchange rates
are the necessary prerequisites of a successful bilateral
trade policy. Can India boast of possessing these
necessary instruments ? Moreover, India’s experience of
bilateral pacts so far has been sad. The Ottawa Pact has
been devoid of any element of reciprocity, it has not
increased the scope of free trade as was anticipated in
1932; it has only resulted inthe restriction of international
trade. The pact did not wotk to India’s advantage and
it has been allowed to operate in spite of the Legislative
Assembly’s verdict to give it up. The new Indo-British
Trade Agreement of 1939 has come into force against
nationalist opinion. The Pact with Japan is the result
of boycotts and threats and certainly not comprehensive
enough to protect Indian industries. The working of
the two pacts call for an urgent reconsideration of our
trade policy.

No doubt, there is today a necessity to encourage our
exports and safeguard and expand our foreign markets.
The suffering of the agriculturists calls for a policy which
would raise agricultural prices, and givea fillip to exports.
But the nature of India’s exports is such that in any
scheme of reconstruction it is shortsighted to incur very
great sacrifices for the mere purpose of extending ex-
port operations. Indian food-stuffs and raw materials
are needed by foreign countries and with the revival
of industrial activity in the world the prospects of India’s
raw material exports are bound to improve in all markets.
U. K., Japan, Germany and other manufacturing coun-
tries which favour bilateralism have to depend on foreign
markets to a greater extent than India. The propottion
of India’s foreign trade to her internal trade is so low
that the primary attention has to be paid to the internal
market and the expansion of productive activities.
Our dependence on foreign trade 1s limited to securing
the necessary export surplus to pay off our external debt,
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and to import the necessary machinery for our growing
industries. Unless we compromise our industrial pro-
gress, we have very little to offer the foreigners in return
for the concessions obtained for our agricultural expotts.
Further, India usually enjoys a favourable balance with
foreign countries and bilateral pacts, aiming at equalising
the financial obligations arising out of trade, would
only reduce the favourable balance.

The lesson is clear that India’s attempt at discri-
mination in favour of U. K. has resulted in the dwind-
ling of our trade balance and has caused a tariff war
with Japan. No foreign country would have been casily
provoked to reptisals against India if she had followed
a strict free trade policy over and above the necessaty
level of tariffs requited for home purposes. Besides,
so long as international cutrency situation is in a chaos
and exchange rates are manipulated, even bilateral pacts
would not stabilise India’s external trade.

The propet way to preserve the foreign markets and
to restore the old level of favourable balance with
non-Empire countries would be to abolish or reduce
the scope of preferences to U. K. and the Fmpirc coun-
tries, to stabilise the external value of the Rupee at a more
suitable level, to appeint efficient Trade Commissioners
at important internationa! centres to organise marketing
facilities, and to adopt a plan to increase the internal
demand for the food-stuffs and raw materials till now ex-
ported from India. - To recommend bilateral pacts under
the present circumstances is to forget the real problem
of India’s forcign trade. U. K. is the only country of
importance with whom we can have a profitable bilateral
pact. But past experience shows that political subjection
makes it impossible for India to utilise her bargaining
strength to her own benefit. Bilateral trade pacts, in
our opinion, will not play any useful part in India’s
Trade Policy.



CHAPTER VIII
FOREIGN TRADE 1939 TO 1943

By P. C. JaiN, M.a., M.sc. (Econ.), LoNDON
University of Allahabad

I

The world war, which started in September 1939,
has greatly changed the character, direction, and require-
ments of India’s forcign trade. Tn the pre-1939 period
it was necessary for us to have a considerable favourable
balance of trade in order to pay “Home” charges—pay-
ments of interest on debt, annuities on account of rail-
ways and irrigation works, payment in connection
with civil departments, army and martine charges, India
Office expenses, payments for store purchase for India
and furlough allowances—which amounted to an average
of £ 304 millions in the four years before the commence-
ment of hostilitics. Now, due to an almost complete
repatriation of our stetling public debt which amounted
to £ 356 millions at the end of March 1937 and our
having built huge sterling funds in Great Britain which
may very well exceed £ 1,000 millions by the time the
war ends, we shall not have to provide annually for such
huge payments in sterling. This will have at least two
important implications for our foreign trade. If the
people in power have the desire to do so, we shall now
be able to determine our foreign exchange rate on purely
scientific grounds. In the pre-1939 period the Govern-
ment of India resisted the demand for reduction of the
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foreign exchange valuc of the rupee from 1sh. 6d. to
1sh. 4d. on the ground that such a step would involve
greater taxation in India, because with a lower exchange
rate more rupees will have to be found to pay the “Home”
charges. This argument cannot be used in the future.
We shall now be free, if political considerations are kept
aside, to adjust the foreign exchange value of the rupee
to changing conditions. Moreover, we need not
necessarily cater fora favourable balance of trade with
countries in the sterling group. We shall feel free to
develop our export trade with countries outside the
British Empire or lalternatively we might cater for our
home market to a much larger extent than in the past.
We are not suggesting a policy of economic self-suffici-
ency for India because in the post-war period, as in the
past, this policy will be suicidal, but no harm will be
done if the Indian industrialists capture as much
of the Indian market as they possibly can. During
the war period the imports of many foreign
commodities have been reduced or eliminated
and the Indian producers have stepped in to fill the
gaps, at least partially. The advantage thus secured
may be retained in the future provided the Indian
producers adopt certain well known devices. During the
past four years the consumers have become familiar
with Indian made goods toa much larger extent, the
quality of goods has also improved, and in some
cases economies of large scale production have been
secured. If the Indian industrialists are successful
in their efforts we may be able to convert a larger
proportion of our raw materials into manufactured goods
in“our own country and sell them locally. This has
actually happened during the war years, as we shall
presently see, and there is no reason why with some
care we should not be able to continue it in the future.
We shall export some raw materials and some manu-
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factured goods and obtain in exchange goods which
we cannot produce for ourselves and raw materials
which are in short supply in our own country, but the
total annual merchandise trade may as well be smaller
than in the pre-1939 period.

II

During the war years our foreign trade has been
determined by many extraneous circumstances! In
the first place, the shortage of transport facilities has
reduced the volume of our exports as well as imports.
In the eatly period of the war, ships had to go round
the Cape of Good Hope and this longer journey increased
the cost. Moteover, a large number of vassels were
commandeered for war work and, therefore, the shipping
space available for private trade was greatly reduced.
As the war progressed, more ships were built and with
the fall of Italy in 1943 the Mediterranean was also res-
tored to allied traffic but even then the shortage of trans-
port continued. Secondly, the Government of India,
like governments in other countries, was compelled to
impose restrictions both on exports and imports. The
object of the control was to prevent essential materials
from falling into enemy hands and to conserve the avail-
able foreign exchange for purchasing urgently needed
goods in foreign countries. This naturally restricted
both the import and export trade on private account.
Finally, some of our former suppliers turned enemy
or were occupied by the enemy and impozts from them
were thus eliminated. Even the friendly countries had -
to change over to the production of goods for war

1¢f.  Author’s contribution to the Jubilee Number of the
“Searchlight” (Patna), 1943. pp. 55-6. The Author is indebted
to the Editor of “Searchlight” for permission to use that contri-
bution for this Chapter.
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purposes and conserved the available supplies for their
own use. 'This naturally restricted the imports of many
essential commodities. In our own country the supply
available for civilian consumption was reduced and in
many cases we had no surplus to export. Trade was,
therefote, greatly restricted.

TasLe I!
InDp1A’s FOREIGN TRADE, 1939 TO 1944
(In Crores of Rupees)
Year \ Imports | Exports |TotalMerchan-
dise Trade
1938-39 .. .. .. 152 163 315
19039-40 .. .. . 165 204 369
1940-41 .. .. . 157 187 344
1941-42 .. .. .. 173 238 411
1942-43 .. .. .. 110 188 298
1943-44 .. .. .. 119 199 318
TasLe II
Exrorts (INCLUDING RE-EXPORTS)
(Percentage of Total Exports)
1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43
Foodstuffs | o233 19.0 21.3 23.8 25.1
Raw Materials .. | 45.1 42.9 34.4 28.9 23.1
Manufactured
goods .. .. | 30.0 37.0 43.1 45.5 50.3

1The figures in this table exclude imports and exports on
government account. The export figures are exclusive of re-
expotts of foreign merchandise.
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TasLe 11 (contd.)

IMpoRTS
(Percentage of Tocal Imports)
|
1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43
!
Foodstuffs ! 15.7 21.4 | 15.2 16.1 7.3
Raw Materials .. | 21.7 21.9 26.8 28.8 47.3
Manufactured |
goods .. ‘ 6o.8 55.5 57.0 54.1 ' 44.5
I
TasLe 111

DirectioN OF TRADE
Exports (Excluding Re-exports) from India in Lakhs of Rupees

To 1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43
United ngdom 55,51 | 72,48 | 64,93 | 76,85 | 57,34
Burma 10,03 12,30 16,23 11,74 33
Ceylon 5,09 6,37 | 7,31 9,76 | 14,45
Australia 2,97 5,50 7,34 12,32 16,13
Canada .. 2,14 4,12 3,17 6,47 3,78
South Africa 1,49 3,04 3,03 5,88 10,49
Other Empire

Countries 8,14 10,25 14,60 25,93 23,34
United States 13,88 24,42 25,90 46,59 27,79
Japan 14,59 | 13,99 9,00 4,59 .
Egypt 1,23 1,57 2,87 5,98 3,67
Iran . 78 (@) 57 1,34 4,26
Other  Foreign

Countries 47,72 49,88 32,52 31,47 30,28

Total 162,79 | 203,92 | 186,90 | 237,58 | 187,60
- Percentage of the
total excports to
Empire Countries 52.4 559 62.4 62.7 67.1
Foreign Countries | 47.6 44.1 37.6 37.3 32.9

(a) Figures included in the next item.
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TasLE IIT (contd.)
ImrorTs INTO INDIA IN LAKHS OF RUPEES
From 1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-48
United ngdom 46,49 41,61 35,94 36,59 29,53
Burma 24,35 31,38 28,62 29,47 1,46
Ceylon 1,18 1,46 2,19 3,41 4,38
Australia 2,41 2,39 2,48 4,95 3,34
Canada .. 91 1,37 2,97 6,73 5,54
South Africa 35 6o 78 1,24 2,25
Other  Empite
Countries 12,87 14,30 16,93 | 23,24 14,82
United States 9,78 11,86 27,01 34,61 19,01
Japan 15,41 19,29 21,54 11,78 2,84
Egypt 2,19 2,84 2,75 4,69 8,12
Iran .. .. 3,48 3,12 3,40 6,04 17,81
Other  Foreign
Countries 36,39 35,06 15,76 16,56 19,16
Total 152,33 | 165,28 | 156,97 | 173,27 | 110,45
Percentage of total
imported from—
Empire Countries 58.1 56.3 573 61.0 55.5
Foreign Countries | 41.9 43.7 42.7 39.0 44.5
TasrLe IV

Suows Rise or FarL 1N CRORE OF RupEEs As COMPARED TO THE
Previous YEAR

Exports (Including re-excports)

1939-40 | 1940-41 | 1941-42 | 1942-43
Raw Jute + 6.43 | —11.98 | 4 2.62 | — 1.41
Raw Cotton + 6.35 | — 6.57 | — 6.69 | —12.32
Tea .. + 3.01 | + 1.43 | 4+11.51 | — 7.92
Grain, Pulse and Flour | — 2.66 + 0.88 | + 4.67 | — 3.58
Oils o | 4+ 0.37| + 1.04 | + 0.22 | — 1.24
Seeds .. — 3.19 | — 1.85 | + o.50 ..
Hides, Skins & Leather + 2.44 | — 1.73 | + 0.04 | — 1.21
Jute Manufactures +22.45 | — 3.30 | + 8.40 | —17.52
Cotton Manufactures | + 1.41 | + 8.54 | +20.47 | + 8.86

13
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TABLE IV (contd.)

Imports
1939-40 | 1940-41 | 1941-42 | 1942-43
Grain, Pulse and Flour | 4 8.05 | — 7.46 | 4+ 0.67 | —14.71
Sugar + 2.86 | — 2.96 | + 0.72 | — 1.06
QOils + 3.02 | 4 2.20 | 4 0.82 | 4+ §.93
Raw Cotton — 0.46 | + 1.42 | 4+ 5.91 | + 0.08
Raw Wool . .|+ o013 | 4+ 2.04 | — 0.02 | + 0.18
Chemicals, Drugs, | + 1.88 | + o.57 | + 0.69 | — 2.37
Medicines .. 1
Dyes and Colours 4+ 0.61 * 4+ 1.70 | 4+ 0.59 | — 1.54
Machinery ol — 4.35 | —3.53 | 4+ 1.90 | — 3.20
Cotton Manufactures | — o.10 | — 2.70 | — 4.56 | — §5.42

The difficultics arising from the war have affected
imports and exports differently.  Both have, however,
increased except for temporary reversals in 1940-41
and 1942-43. But the exports have increased faster
than imports, thus giving rise to an increasingly favour-
able balance of trade which increased from Rs. 16.87
crores in 1938-39 to Rs. 91°32 crores in 1943-44. These
figures relate to trade on private account and if figures
of trade on government account are included, about
which information is not yet available, the balance of
trade in India’s favour will be higher as the government
has exported more goods than it has imported. During
the last (1914-18) war the merchandise balance of trade
in our favour increased because the exports, after an
initial fall, increased as time passed while the imports
kept on declining. In the present war the favourable
balance of trade has mounted because the exports have
increased faster than imports. The total volume of for-
eign trade, in money terms,! increased to Rs. 411 crores

It must all along be kept in mind that because of a tremen-
dous rise in prices the higher figures of imports and exports, in
money terms, do not give a correct impression about the
quantum of trade.
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in 1941-42 and this is the highest total in the post-1930
period.

Exports

Exports from India have suffered less than the im-
ports into India. As a direct result of the war some
markets have been closed to Indian exports. In 1939-
4o it was estimated that our export trade with the con-
tinent of Europe suffered to the extent of nearly Rs.
30 crores. Japan entered the war in December 1941
and was removed from the export map of India. As
a result of this we did not expozt anything to this country
in 1942-43 but the effect was felt even in 1941-42 when
the exports declined to Rs. 4} crores as compared to
14} crores in 1938-39, (sce ‘lable III). What 1s worse,
as an indirect result of Japanese war many other markets
were closed to us and the loss of Burma alone has cost
us much as the expozts to this market amounted to Rs.
11§ crores in 1941-42 but only Rs. 33 lakhs in 1942-43.
But there is one redeeming factor in the situation. 'The
loss of markets has so far been made up by the creation
of new markets. It is becausc of this that our total
export trade has not suffered much. We have increased
our exports to the U. S. A, to some of the empire
countries,and to those in geographical proximity to India.
But though the total value of exports has not suffered,
the relative importance of the different commodities
has changed. In the case of some commodities the lost
markets have not been replaced by new ones. The
exports of groundnuts, for example, suffered because
of the closing of the European market and we could
not increase exports to the other markets to the full
extent of our loss. In 1940-41 the exports of ground-
nuts recorded a fall of Rs. 3 crores. Similarly, the
export of raw cotton has suffered by the elimination
of Japan, our best customer, and we could not discover
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new markets for this commodity. The export of raw
cotton (sce Table IV) declined by Rs. 6} crores in 1940-
41, Rs. 6} crores in 1941-42,and Rs. 12} crores in 1942-
43. But some commodities have had a better fate.
The export of cotton manufactures has increased all
along, the increase being the highest in 1941-42.  This
has been so because the countries formerly supplied by
the belligerents have turned to us for their needs. The
exports of tea, oils, grain pulse and flour have increased
except in 1942-43, because of certain special causes.
As regards jute manufactures, the figures for 1939-40
show a rise of Rs. 224 crores because our customers
wete busy building huge stocks but subsequently demand
fell off and except in 1941-42 the exports have declined.

Secondly, the tendency for the proportion of manu-
factured goods to increase and that of raw materials
to fall which was noticeable even during the pre-wat
years has continued during the war years. The pro-
portion of manufactured goods in the export trade
of India increased from 30 per cent of the total in 1938-
39 to §0'3 per cent in 1942-43 and on the other hand,
during the same period, the percentage share of raw
materials decreased from 45°1 per cent to 23.1 per cent.
(sce Table II). The proportion of food-stuffs has
remained more or less constant, being 23°3 per cent
in 1938-39 and 25.1 per cent in 1942-43. We have
every justification to feel satisfied at the contmuanon
of this trend.

Finally, the relative importance of the dlffercnt
markets has changed because of the war. The propot-
tion of India’s exports going to the Empire countries
has increased from 52.4 per cent (Rs. 85°37 crores) in
1938-39 to 671 per cent (Rs. 125°86 crores) in 1942-43,
while the offtake of foreign countries declined from Rs.
77- 2 crofes in 1938-39 to Rs. 61.74 crotes in 1942-43.
It is worth while to look at this process in some detail.
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In the year 1939-40, the exports (excluding re-exports)
to the Empire countries increased from Rs. 85°37 crores
(1938-39) to Rs. 114°06 crores and to the foreign countries
from Rs. 77°42 crores to Rs. 89'86 crotes. Our exports
to the U. K. and the U. S. A. recorded a substantial
increase.  Among the Empire countries the cxports
to Australia increased by Rs. 24 crores, Burma by Rs.
2} crores, Canada by Rs. 2 crores, S. Africa by Rs.
14 crores, and to Ceylon by Rs. 11 crores. Among
the non-Empire countries, apart from the U. S. A,
the only remarkable increase took place in our exports
to China which advanced by neatly Rs. 6 crores.  Factors
which increased our exports to Egypt, Arabia, Iran,
Iraq, and Tutkey in 1942 had not yet come into existence.
In 1940-41, the exports to the U. K. declined by nearly
Rs. 74 crores which is mostly accounted for by a fall in:
the exports of raw and manufactured jute, raw cotton
and wool, raw hides and skins. The exports to Canada
also declined by neatly one crore of rupees, the exports
of both jute and tea having declined. The exports to.S.
Africa remained almost constant while those to Aus-
tralia, Burma, Ceylon, and New Zealand increased.
Among the foreign countries only Egypt and China took
more goods from us thanin the past year. In 1941-42
out of the increase in exports the British Empite was
responsible for nearly Rs. 32 1/3 crores and the foreign
countrics for Rs. 18 1/3 crores. The share of all the
Empire countries, except Burma and New Zealand,
increased. These two exceptions are explained by the
Japanese domination of the eastern borders of India.
Among the foreign countries, the offtake of Egypt,
Arabia, Iraq, Iran, and Turkey increased mostly because
of cotton manufacturers and because of those goods
which these countries could not obtain from their
former suppliers. 'The exports to the U. S. A. recorded a
very satisfactory increase while those to China declined
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and for this the major responsibility rests upon the
difficulties of transport. In 1942-43, the share of Empire
countties in the total export trade increased by neatly
4% per cent though in absolute money terms the exports
declined from Rs. 149 crores to Rs. 126 crores. The
share of U. K. in trade on private account declined by
necarly Rs. 19} crores. Among the foreign countries
the share of the U. S. A. declined from 195 per cent
(Rs. 46} crores) to 148 per cent (Rs. 27§ crores) of the
total while Japan completely disappeared as an export
market. The offtake of Iran, Turkey, and other forcign
countries still further increased as they were forced by
citcumstances to purchase more goods from the
Indian market.

Imports

Imports into [ndia have been checked more than the
exports because, firstly, the Government of India have
instituted a very rigid exchange control and the import
of many commuoditics is catirely prohibited and, secondly,
most of our supplicers are busy producing essential war
commodities or goods for their own civilian use. But
even if we can somechow induce these countries to
allow us to import from them the shipping difficulties
impose an inevitable check on the extent of our
imports.

The importts of various commodities have declined
or disappeared, but the most notable reductions have
taken place in the imports of grain, pulse, and flour,
cotton manufactures, and machinery. The imports of
grain, pulse, and flour declined from Rs. 13§ crores to
Rs. 31 lakhs, of cotton manufactures from Rs. 14 crores
to Rs. 1} crores and of machinery from Rs. 19§ crores
to Rs. 10} crores as between 1938-39 and 1942-43.
The reduction in the imports of machinery has
hendicapped out industry and the fall in the imports
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of foodstuffs has caused hardships to the consumer.
The decline in the imports of manufactured cotton
goods has not given much advantage to the Indian pro-
ducers as they were already supplying a major portion
of the market even before the war started but this fall
has harmed the consumers.

The proportion of manufactured goods in our
imports has decreased from 6o*8 per cent in 1938-39
to 44" 5 per cent in 1942-43. Thete was a temporary re-
versal of this trend in 1940-41 but once again it asserted
itself. On the other hand, the proportion of raw materials
has increased from 217 per cent in 1938-39 to 47°3 per
cent in 1942-43. The proportion of foodstuffs in our
imports has declined from 157 per cent in 1938-39 to
only 7'3 per cent in 1942-43. 'This seems to be a purely
wartime decline because many of our former suppliets
of foodstuffs are in enemy hands. As soon as the
war is over we shall import more food-stuffs from these
areas. Some of the foodstuffs we import cannot be pro-
duced in India in sufficient quantities and hence we have
to rely upon impotts.

In 1939-40, as compared to the past year, the imports
from Empire countrics increased by only Rs. 4} crores
as against an increase of Rs. 8 § crores from foreign
countries. Among the Empire countries, the imports
from the U. K. and New Zecaland declined, those from
Australia remained constant, while the imports trom
Ceylon, Burma, and Canada increased. Among the
foreign countries the imports from Germany, Italy,
and other European countries declined though as yet
the war did not have its full effect. The imports from
the U. S. A. increased by Rs. 2 crores and those from
Japan by more than Rs. 33 crotes as compared to the
previous year and this reveals an increasing hold by these
two countries on the Indian market. As a result of the
war many of our former suppliers wete unable to supply
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us with goods and we had inevitably to turn to these
countries and they were only too anxious to capture
the Indian market as much as possible. This tendency
also continued in 1940-41 when the imports from Japan
increased by Rs. 2} crores and those from the U.S. A,
by neatly Rs. 15 crores. (see Table III). During
this year the imports from the European continent,
except for Switzerland from which country the impotts
remained almost constant, more or less disappeared.
Iran and China increased their exports to India while
Egypt was successful in maintaining them constant.
Among the Empire countries the share of the U. K.
still further declined by ncarly Rs. 54 crores to Rs. 35.94
crotes. The other Empire countries, except Burma,
increased their share in India’s imports and the tendency
for the Dominions to capture the Indian market at the
cost of the U. K. continued to operate. In 1941-42,
the domination of Japan came to an end with its entry
into the war but imports from the U. S. A. increased
by a further Rs. 74 crores and this country exported to
us motre than 3} times of what it exported in 1938-39.
The trade from the continent of Europe almost ceased.
China just succeeded in maintaining her trade with us
while Arabia, Iran, Iraq, and Egypt obtained a markedly
greater share in our impozrts. In 1942-43, the hold of
the U. S. A. on out market weakened both absolutely
and relatively as compared to the past year. Our imports
from this country declined from Rs. 34°61 crores (i. e.,
20 pet cent of the total) to Rs. 19 crores which formed
only 17°2 per cent of the total. But this slackening
of trade may as well prove temporary and in the future
we may have to import more goods from this country.
The share of Egypt, Iran, Iraq, and other foreign
countries in our impost trade further increased.



FOREIGN TRADE 201
Conclusions

This short study leads us to some intetresting con-
clusions. In the first place, during the war period
our imports have suffered relatively more than our
exports. A rigid import control and the dominance
which Japan exercised on our imports before it entered
the war explain this phenomenon. The relatively
smaller increase in imports or their absolute decrease
in 1940-41 and 1942-43, has caused discomfort and
annoyance to the consumers but this has not been an
unmixed evil because, except probably in the case of
cotton textiles, it has stimulated our industrial activity.
The fall in the imports of machinery and essential dycs
and colours have, of course, very much handicapped
us. Our exportsto the European and Far Eastern
countries declined as they passed into enemy hands but
this did not inflict an irreparable loss on us because
the commodities so released were partly used by our
own industry and wete partly supplied to other markets
which were too anxious to receive them. It is true
that on account of the readjustment the producers of
certain commoditics, such as raw cotton and ground-
nuts, have suffered because the fall in exports caused
a glut in the home market and it was not possible to
find sufficient alternative outlets. But such commo-
dities have been few and in any case the magnitude ot the
loss, when the total situation is considetred, is not much,

Secondly, the proportion of manufactured goods
in expotts has constantly increased and that in imports
has decreased throughout the period. Similatly, the pro-
pottion of raw materials in the exports has substantially
decreased while the proportion of raw material imports
has gradually increased. This is a continuation of the
tendency which was noticeable even before the war and
we are justified in feeling jubilant aboutit as the ten-
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dency reveals a greater industrialisation of our country.

Finally, now India does more trade with the Empire
countries thanin the past, but as within the Empire
the U. K. has gradually been yielding to the Dominions,
though in 1942-43 the U. K. has gained some ground
so far as the proportion of its share in the imports is
concerned. The U. K. supplied only 21°1 per cent of
India’s imports in 1941-42, as compared to 30°5 per cent
in 1938-39, but in 1942-43 this share increased to 267
per cent while the share of the other Empire countries
after rising from 27°6 per cent (1938-39) to 399 per cent
(1941-42) declined to 28'8 per cent in 1942-43. Simi-
larly, India exported 30.6 per cent of the total to the U. K.
and 36'5 per cent to other members of the Empire in
1942-43 as against 34'1 per cent to the U. K. and 183
per cent to the other parts of the Empire in 1938-39.
The other members of the Empire have gradually been
clbowing the “Home  country out of India’s trade.
The children have proved jealous of the mother but
this will surprise no one in this capitalist world. Among
the foreign countries the U. S. A. and Japan captured
the Indian market in the catlier period of the war but the
domination of Japan came to an end in 1941-42 and
that of the U. S. A. considerably weakened in the sub-
sequent year.

III
Organisation of Export Trade

The organisation of India’s foreign trade is still
in a very primitive stage. A major portion of our for-
eign trade passes through the hands of petty export
traders. ‘They are located in the port towns and some
of the bigger ones also have branches in the up-country
centres. The export trader, either in the local
market in the port towns or through his agents in the
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up-country centres, buys commodities such as raw
jute, raw cotton, oil-sceds, tea, tobacco, hides and skins,
and ships them abroad. In the case of manufactured
goods these export traders enter into direct contracts
with the manufacturers. In the foreign country the
exported goods are sold to the merchant houses, to the
wholesalers, or by auction in the open market. Some
of our exports pass through the hands of Indian branches
of foreign merchant houses but often these Indian
branches purchase their requirements through the petty
export traders in our country. In some rare cases—
Indian iron and steel and cement, for example—the
marketing  organisation in these industries have
direct contact with the wholesale buyers abroad.

In the past this organisation has probably performed
a uscful service but in the future it is not likely to work
satisfactorily. The export traders are generally persons
of small means and, except for the local Traders’ Asso-
ciations formed for the purpose of ventilating their grie-
vances against the government, they are thoroughly
disorganised and operate on their own account without
co-operation with fellow traders, with the consequence
that they are unfit to stand competition from well-
organised rivals in foreign countries. Moreover, the
object of these traders is not to safeguard the interests
of the Indian manufacturers and producers by develop-
ing and enlarging the foreign markets. They only
look to their own profits and if they have been success-
ful in holding the foreign markets in the past it has
been due more to the nature of the commodity they
handled than to their own effort. In the past we
mostly exported raw materials, coarser qualitics of
cotton textiles, jute goods, some types of iron and stecl
products and such other commodities for all of which
we easily found customers partly because the raw mate-
rials supplied by us were urgently needed by foreign
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manufacturers and, in some cases, we enjoyed monopoly
powers and partly because most of the highly industrial-
ised countrics, except Japan, specialised in the produc-
tion of finer quality goods, and it was not very difficult
to sell the coarser quality goods produced by us. More-
over, these expott traders could sometimes sell at very
low prices because they paid low prices to the unorga-
nised producers of raw materials in India and they sold
the commodity in the foreign market at a price which
just gave them the usual profit margin. This spoiled
the foteign market from the point of view of the Indian
producer. Thesc expott traders, of course, never made
any cffort to study tastes of consumers or the require-
ments of the manufacturcrs in the importing countries.
In consequence serious complaints have often been
made against us. It has been complained that goods
have not been supplied according to sample, finish
and packing have been defective, contacts have not
been established with customers in the foreign markets,
the agents and representatives of foreign customers
have not been given the consideration which they
deserve, letters of enquiry addressed to Indian exporters
and producers have not been replied and, in general,
a great carelessness is shown by the export trader in
dealing with the export market. These defects handi-
capped our export trade even in the pre-1939 period
but in the post-war world they are bound to prove
fatal. Some new factors have entered the situation
which make it imperative for out exporters and producers
to be more carcful if the foreign markets are to be re-
tained and enlarged. :
In the first place, the post-war trade of our rivals
is likely to be organised on more scientific lines than
in the past and in order to face their might we have also
to organise ourselves. It does not need much stressing
that our disorganised petty traders stand no chance
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of survival against powerful forcign rivals. More-
over, thanks to our bad luck, one such mighty organisa-
tion, the United Kingdom Commetcial Cotporation,
has already entrenched itsclf right in our own country.
The U. K. C. C. has large funds, a huge organisation,
and government backing. This organisation has acquired
good experience and valuable rights during the wat
and, for all we know, it might be retained after the war
either under its original name or some newer one. The
Indian exporters will then be faced with a double problem
of fighting outsiders as well as a favoured “cousin”, and
organisation alone gives some chance of success. Sec-
ondly, the nature of our foreign trade has also changed.
As already emphasised we now export more of manu-
factured goods and less of raw materials and, in view
of our greater industrialisation, these manufactured goods
will not only be of coarser quality but also of finer ones.
So that, unlike the past, we will not get customers without
effort. In the past our customers were only too anxious
to buy our goods but in the future we shall have to induce
them to do so. The chief factors in  this struggle for
markets will be the price and the guality of the goods
sold. And, in view of the fact that during war the pro-
ducers in some foreign countries have made much greater
progress than the Indian producers in the field of indus-
trial technique and scientific research, we shall find this
task of producing goods of the required quality at
competitive prices quite difficult. We shall have to
go in step with our rivals, if not a few steps ahead, in
otder to snatch some markets from them. Finally,
past expetience has taught us that in matters of trade
expansion political support plays a very important partt.
The producers in foreign countries have the backing
of government which is always ready to help in the
expansion of trade, as in other matters. We are under
foreign rule and we do not as yet know what attitude
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the future government of India will be willing and able
to take in connection with foreign trade. In case our
foreign trade policy is dictated from outside or the
future government of India chooses to owe allegiance
to some obsolete doctrines of /aiseg faire we shall have
to look out for ourselves. In that casc a much finer
trade organisation, than would otherwise have been
necessary, would be indispensable.

The producers will have to take a direct interest
in the trade organisation dealing with their respective
commoditics. One possibility is that a joint stock trad-
ing company may be formed for each major export
industry and for each group of allicd minor and small
scale industrics. The share capital of each company
will be contributed by the producers concerned. Its
profits and losses will be distributed among the various
producers on a pre-determined basis depending upon
the quantity supplied by each for export. The company
will study the foreign markets by sending expert represen-
tatives abroad, will establish contacts with wholesalers
and retailers in foreign countries, will study the special
requirements of the customers in these markets. The
quality of goods will be guaranteed because the trading
company will be in a position to supervise it. A com-
petitive price will be charged for each brand of the com-
modity. If our rivals choose to offer cut-throat com-
petition this company will meet the challenge. Its very
existence will make the foreign rival think hard before
it launches the attack. The Indian producers will, thus
be able to develop and enlarge foreign markets for their
goods.

It is likely that some difficulties will be faced in the
initial period. All the producers may not choose
to join this organisation and an obstinate minority may
try to take advantage of the organised foreign markets
without paying the costs. But this minority will soon
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find itself in a hopeless condition. The trading company
will advertise and push some particular brands and its
products, because of a more careful study of the foreign
market, will confirm more to consumers’ tastes and will
thus be preferred. Morcover, there is no reason why
the price charged by the producers outside the trading
company should be lower, quality for quality. On
the other hand, because of a large-scale marketing
organisation the trading company will be in a position
to quote the cheapest price. Secondly, some markets
may be too small to justify the operation of the trading
company. In that case the device of “joint representa-
tion” will be used and a number of trading companics
interested in allied commodities may operate together,
thus utilising the scrvices of their representatives or
sales organisations to best advantage. Finally, the for-
mation of these trading companies will eliminate a large
number of export traders and it might be argued that it
is unjust to create this hardship. It is true that these
poor individuals will suffer but we have to pay a price
for setting our house in order and, moreover, there is
no reason why at least some of these traders should not
be re-employed by the trading companies. In any
case, even if the trading companies do not come into
existence, these petty export traders will have little chance
of survival against the U. K. C. C. and similar other
organisations.

It is worth noticing that the organisation suggested
by us will be able to stand on its own legs without
government support. Moreover, the organisation will
be further extended and the trading companies will
form themselves into a Federation and this body will
take up the cause of Indian exporters not only with the
Indian government but also with foreign governments
if some political difficulties atise, as is bound to happen
in the future, as in the past. The Federation will also
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look after the facilities of finance and shipping available
to the Indian trading companies and ultimately it might
be necessary for this Federation to have control over
these subsidiary services. Finally, because the trading
companies ate monopolistic organisations and can
give concessions as well as take them, they will find it
possible to come to terms with their prototypes in for-
eigh countries about the division of markets and such
other matters of common interest.



CHAPTER IX

MONEY AND CAPITAL MARKETS

By P. C. JaiN, M.A., M.sc., (Econ.), LoNDON
University of Allahabad

The money markets lend and borrow money on a
short term basis; the capital markets on the other hand
deal in long-period funds. Some authors prefer not to
distinguish these two markets as separate institutions—
for them all the lending and borrowing operations can
very well be studied in the money market, but such a
practice has caused confusion because, though these
two markets are interrelated and touch at wvarious
points, some of their problems are peculiar and deserve
a scparate study.

The money market of a country consists of the Cen-
tral Bank (in our country the Reserve Bank), the commet-
cial banks, discount houses, bill brokers on the investing
side and industry, trade, and business and the govern-
ment on the borrowing side. It transacts business in
promissory notes, trade bills, and Government paper.
The loans are made for short periods at low rates of
interest, and the investing institutions regard these
invested funds as particularly liquid. The importance
of the money market to the economic system of a coun-
try is three-fold. In the first place, the Central Bank of
every country, in the interest of monetary stability, finds
it necessary to control the interest rates and, as far as
possible, the volume of funds available in the market.
This wotk is done with the help of two technical devices

14
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known as ‘open market operations’ and the ‘discount
rate policy.” It might here be explained that every Cen-
tral Bank holds some trade bills and secutities, including
Government papet. If it wants to contract the funds in
circulation, this can successfully be done in a developed
money matket by selling these securities to the public.
In this way some money passes out of circulation and is
retained by the Central Bank in exchange for the secutities
which have now passed into the hands of the individuals
and institutions who have parted with their money.
If on the other hand it is intended to expand the funds,
the Central Bank buys such securities. These buying
and selling operations are known as open market opera-
tions. Similarly, the money market ultimately depends
for accommodation on the Central Bank which charges
an interest rate for such discounting facility—the rate
being called the Bank Rate. Any variation in this rate,
in an organised moncy market, has a direct influence on
the other rates. This is the discount rate policy. A
successful working of these devices presupposes the
existence of a well organised money market, such as
existed in Great Britain. Secondly, the money market
isa very good barometer of credit conditions in a country,
because if there is a pressute on the banks they withdraw
their short-period investments, which as we have al-
ready noticed they consider most liquid, and this natural-
ly raises the money market rates. Such a situation indi-
cates a stringency of funds in the matket. Similarly,
a superabundance of funds reveals itself in low rates.
Incidentally, it will be noted that the money market
affords one of the mast convenient methods to the com-
mercial banks to invest their spare funds from day to day.
Finally, it is through the money markets that the credit
system of one country is connected with that of the other.
In the modern world this is an important consideration.
The capital market on the purchasing side embraces
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individual and institutional investors such as the saving
banks, the commetcial banks, insurance companies, build-
ing societies, mortgage banks, trust companies and in-
vestment trusts; on the selling side there are business
and public utility corporations, which issue secutities ;
and between these are Stock Exchanges, brokerage
establishments, and investment banking houses which
originate the issues and then provide a market whete
they can be shifted from one investor to another.! It
has to be cleatly realised that in every country an appreci-
able portion of the fixed and working capital for industry
is drawn from outside? the regular capital market; funds
invested by people (including friends) in their own busi-
ness without recourse to the capital market come under
this category. Secondly, in recent years borrowings of
the Government have also played an increasingly
important part in the capital market.

It is well to remember three elementary points in
this connection. In the first place, in every country there
is not only one money market but 2 number of separate
markets and we have to consider the aggregate situation
that arises from the combined activity of all these markets
put together. The same applies to the capital market
of our country. We have also to study in some detail
the links which connect these vatious markets. Secondly,
the funds at the disposal of these markets are ultimately
based on the net savings that the members of the commu-
nity are able to make from their income. It is now a
recognised fact that the proportion of income saved
depends upon various complicated factors which differ
from country to country and from time to time. Final-
ly, the depressions and revivals of trade and industry

1 See Prof. K. Field’s Corporation Finance, 1939 ed., p. 186.
2 ¢f. Mr. Hawtrey and Prof. A. T. K. Grant, Journal of the

Royal Statistical Society, 1939, pp. §20-25.
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have 2 direct influence on the activity of these markets.
In times of a trade depression the number of trade bills
and consequently the discounting activity in the money
market gets reduced. The prospects of lower profits
in times of trade depression reduces not only share prices
but also capital issues for the development of business
enterprise.l  Activity is again on the upturn with the
setting in of trade revival.

2. Market Funds

In India it is as yet an impossible task to get an
exact quantitative idea of the funds that seek investment
every year in the Moncy and Capital markets. The
shroffs and mahajans who discount a large amount of
domestic trade bills do not publish any figures about
their resources; our information about banks with a
capital and reserve of less than Rs. § lakhs is very meagre,
though the Reserve Bank of India has attempted to sum-
marise some information about these banks in its 1939-40
annual report; information about people’s investments
in lands and buildings is completely unknown. The
uncertainty about the exact amount of foreign capital
invested in India causes further difficulty.

We have emphasised above that the funds in the
money and capital markets are ultimately based on annual
nct savings of the community. The savings of the
Indian peoples every year pass into the following
channels.

() Investments in land, buildings and money
lending.

(b) Cash and ornament hoardings.

(¢) Deposits at the Bank.

1cf. League of Nations: World Economic Survey, 1938-39,
page 93.



MONEY AND CAPITAL MARKETS 213

(d) Postal Cash Certificates and Post-office Saving
Bank deposits.

(¢) Investments in the shares, debentures, and bonds
of the Joint-Stock Companies in India.

(f) Investments in family industry and |business.

(g) Payment of Insutance premium.

(h) Investments in foreign countries.

(¢) Loans to the Government.

We do not have quantitative information about
most of these items : the available data give us only an
incomplete indication. Some available figures have been
collected in Table 1.} In this table figures in columns
1, 2, atd partly in 7 are compiled from the Reserve
Bank of India Report on Currency and Finance for
1939-40. The remaining figures are taken from the
Statistical abstract for British India. Figures after 1937
cxclude Burma; in column 6 figures for Burma are ex-
cluded from the beginning. Column 7 gives the perma-
nent rupee debt of the Government of India. Figures
in column 3 include private deposits of the Imperial
Bank of India, deposits of joint stock banks with a capi-
tal and reserve of Rs. 5 lakhs and over, and the Indian
deposits of the Forcign Exchange Banks.

1 The figures in this Table have not been brought uptodate
as, due to financinl disturbances created by the war, such statistical
summarics do not give a correct impression.
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Two things should be noticed about this table.
The compiled figures give us only a fragmentary infor-
mation about the funds in the money and capital markets,
because quantitative information about the major pot-
tion of such funds is not at all available to us. Secondly,
the available figures as shown in the above table involve
some amount of double counting, because a portion of
the deposits shown in columns 1 to § are invested in the
paid-up capital of joint stock companies and the Rupee
debt. Further, a portion of the rupee capital of joint
stock companies is held by foreigners and gives us no
idea about Indian savings.

Table I shows us that between 1929 and 1938 the
known national savings increased by about Rs. 210
crores, the annual savings being over Rs. 23 crotes.
In 1937-38 the known funds in the money and capital
markets totalled about Rs. 539 crores. This marks
an increase of more than Rs. 150 crores over 1929-30.
Two other estimates are worth notice in this connection.
Dr. P. S. Lokanathan calculated that between 1913 and
1932 the known annual average savings in India amounted
to about Rs. 75 crores. His estimate includes gold
imports, company profits transferred to reserve,
government debt, paid-up capital of Indian joint stock
companies, post-office funds, and bank deposits.2 A
writer in the Indian Finance® estimated that ‘the new
savings available for capital investment every year
may be put down roughly at Rs. 100 crotes.’

The problem of getting a complete picture in out
country in this connection is very difficult. The figures
available to us do not serve the purpose. Another

tcf. Dr. H. R. Soni, Indian Industry and its Problems, Vol.
1, 1932, pp. 169-170.

?Industrial Organisation in India, 1935, p. 138.

3Indian Finance, All-India Planning and Industries Supple-
ment, March 1939, p. 43.
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method of calculating national savings is to find out the
petcentage of income that people in different income
groups save every year. This method is also rendered
very difficult in India because, firstly, we do not have an
exact idea about our national income and, secondly,
we are not in possession of all the facts necessary to
determine the percentage of income that people generally
save. We might, however, estimate that in India the
proportion of national income saved every ycar ranges
from 8 to 12 per cent. This cstimate is purely arbitrary
and savings inour country, as elsewhere, depend on very
complex factors. A large majority of the people do not
save anything ; some save as much as §o per cent of their
income or even probably more. Savings also. differ
with trade activity, the prevailing rates of interest,
and various purely psychological factors. It appeats
most likely that the proportion of national income saved
is high if, firstly, a large portion of the national income
tends to be concentrated in fewer hands and, secondly,
the standard of living of such moneyed people is low.
In India both these conditions arc to some extent satis-
fied, but the proportion of national income saved is low
because the absolute income of a vast majority of people
is even hardly sufficient to meet their current expendi-
ture ; moreover, the low productivity of labour combined
with past indebtedness and wasteful habits of expendi-
ture, and the relative absence of institutions that en-
courage small savings force the national saving to be low.
Under the present conditions in the post-1929 period
taking all the factors into consideration our estimate is
not far from the truth, though no scientific basis of cal-
culation can be attached to it. It is worth notice in this
connection that for Great Britain, Mr. Colin Clark (The
Control of Investment, 1934, p. 9) is of opinion that ‘the
amount of the national savings in a normal year is about
£ 4oo millions, or rather under 10 per cent of the



MONEY AND CAPITAL MARKETS 217

national income. Befote the war a considerably highet
propottion of the national income was saved, probably
about 17 per cent.” Mr. J. M. Keynes in his Treatise
on Money, (Vol. II, page 112) estimated the British
national savings for 1929 to total 12 to 15 per cent of the
‘national income.

If we arbitrarily accept our annual national income
before 1939 to range between Rs. 2oooand Rs. 2500
crores and we take the average percentage of income
saved to range from 8 to 12, the new annual savings
secking investment in all possible directions before 1939
may be anything between Rs. 160 crores and Rs. 300
crotes. As the figures in Table I show us, onlya small
pottion of these new annual savings came into the active
money and capital matkets. There is therefore, still
much scope for tapping the Indian savings for invest-
ment in Indian Industry.

3. Money Market Rates

In India the money market resources are used mostly
to finance the movement of food-stuffs and raw materials
from up-country towns to the ports, to finance the trans-
action on the Bullion Market and the Stock Exchanges,
to help the commercial banks to tide over temporary
difficulties by means of inter-bank call loans. Temporary
bank overdrafts and loans are sometimes used to ovet-
come the shortage of working capital for industry. ~Cal-
cutta and Bombay atre our chief money markets and
these two act as connecting links, first, between the differ-
ent money markets in the local commercial centres in
India and secondly, between the Indian and the foreign
financial systems.

In the Indian money market some rates deserve spe-
cial attention. The Bank Rate isthe standardrate at which
the Reserve Bank of India is prepared to buy or redis-
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count bills of exchange or other eligible commercial
paper. The privilege of regulating the Bank Rate was
enjoyed by the Imperial Bank before 1st April, 1935,
at which date the Reserve Bank of India came into
existence. In the past the Bank Rate used to be high;
between 1929 and 1932 it varied from 8 to 5 per cent.
The rate remained steady at 3} per cent between 16th
Feb. 1932 and 27th November, 1935. In pursuance of
the cheap money policy the Bank Rate has been deli-
berately lowered to 3 per cent at which level it has been
maintained ever since November 28th, 1935. The rate
on demand loans of the Imperial Bank, which before
1935 was also the Bank Rate, represents broadly the mini-
mum return obtainable on short-term accommodation.!
Deposit rates are paid by the joint stock banks for the
fixed and current deposits of individuals and business
firms. The Call-Money rate is the rate for spate money
seeking investment for 24 hours and more: such money
is lent out between banks themselves, to the Stock
Exchanges, to the bills market. The Imperial Bank
Hundi rate is the rate at which the Imperial Bank dis-
counts first class three months bills; there is no definite
relation between this rate and the Imperial Bank rate
for demand loans. The Bazar bill rates, for which,
however, there are no official quotations, are those at
which the bills of small traders are reported to have been
discounted by shroffs: these rates are generally higher
in Calcutta than in Bombay. During 1925-29 the Bazar
bill rates were as high as 10 to 11 percent in Calcutta
and 9 to 10 per cent in Bombay. In the post-1929 period
these rates have come down and in recent years they
have not been very high: the rat: in Calcutta has ranged
from 6 to 7 per cent ever since July 1938 and in Bombay

1¢f. S. K. Muranjan, Modern Banking in India, 1940, pp.
38-71.
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for a long time the rate did not exceed 53 per cent though
in the 1940 busy period it jumped up to 6 per cent.

There are many peculiarities of the Indian money
market. In the first place, there is no definite relation
between the different rates in the Indian money market.
It is true that international events influence these various
rates and the cheap money policy since 1935 has pulled
most of them down, but there is no precise and definite
interrelation between the various money market rates
such as existed in Great Britain. In India the various
rates can sometimes move in diverse directions.! Se-
condly, the funds in India ate of a seasonal nature. This
peculiarity is caused by the necessity of financing the
movement of agricultural commodities. The busy
period, roughly speaking, extends from October to March
and during this period all the rates have a tendency to
rise; the slack season falls from May to September and
during these months the call-money rates come down
to % per cent.

The call-money rate in Bombay, even before the
commencement of the cheap money policy, had come
down to } per cent: the Bazar bill rates in October 1935
were as low as 3 per cent in Bombay and 5 to 6 per cent
in Calcutta. The money market, for the first time since
1935, became firmer in January 1937 and the call rate
in Bombay improved to 1} per cent. This was due
to increased industrial and trade activity, risc in com-
modity prices, and the increased demand for financing
crop movement to ports. The improvement, however,
proved short-lived and by April 1937 the rates again
came down. Then followed a petiod of stagnation.
It was only in January 1939 that conditions improved
and the inter-bank call rate increased to 2§ per cent in
Bombay ; it was the highest rate since June 1935. The

L cf. S. K. Muranjan, loc.cit.
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other rates also experienced an increase in sympathy
with trends in the London market. But with the com-
ing in of the slack season the call rate again declined to

1 per cent. It was only in the middle of the busy season,
January 1940, that the call rate again improved to 2
per cent in Bombay and to 13 per cent in Calcutta. This
condition, with some fluctuations, continued to the
end of March 1940. In Apnl the Bombay call rate varied
between 2 per cent and § per cent, but with the onset
of the slack season the ratc again came down to } per cent
i Bombay and } per cent in Calcutta. ‘This condition
of low rates, thh only minor changes, has continued
ever since and even in  the busy period the call money
rate now temains low. This is an unusual feature.
It must be admitted that now there is less shortage
of money at the height of the busy season than used
to be before the Reserve Bank of India came into
existence.

A third peculiarity is that the cotton mills in Bombay
and Ahmedabad, at least up to 1930, not telying so
much upon the money market, drew a good portion
of their working capital from public deposits. In
more recent years this practice has to a large extent
been given up. In Ahmedabad in 1930 such deposits
for 56 mills totalled Rs. 44 crores forming about
39 per cent of their total financial requirements.!
But this method, though it has certain advantages, is
open to at least two severe defects. It causes the mills
to be less careful in their working and, secondly, in
times of depression and crisis a general run on the mills
places them in an awkward position, especially if they
have utilised part of these deposits for fixed capital.
The separation of the banking and manufacturing func-

1cf. S. K. Basu’s Industrial Finance in India, 1939, pp-
14°-151.
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tion of these mills, it is widely agreed, is bound to be
to the best advantage of all concerned.

Finally, the government borrowings play an im-
portant part in the Indian money market. It is believed
that before the 1914 war not more than Rs. § crores
were borrowed from the Indian market in any one year;
during the war and post-war yeats, 1917-18-19, neatly
Rs. 130 crores were borrowed; in the post-war period,
upto 1930, the government borrowings in the Indian
money market have averaged nearly Rs. 30 crotes per
year.! In the subsequent ten year period, 1930 to 1940,
the annual cash borrowings, due to the loan conversion
policy among other reasons, have not exceeded 15 to 20
crore of rupees. Due to war finance, the Government
of India borrowings in the Indian market have con-
siderably increased in more recent years though it is
difficult to make a reliable estimate about the net
annual increase. The total rupee debt of the Govern-
ment of India at the end of 1942-43 amounted to
Rs. 1208'45 crores. The Government is a serious
competitor of Indian industry in the Indian market,
The total amount of central and provincial government
trcasury bills including intermediaries, to take only
one item, sold to the Ppublic in 1942-43 amonated to
Rs. 37628 crores and the total bills outstanding at the
end of March 1943 stood at Rs. 2655 crores. These
bills form a substantial portion of the bill holdings of
the Scheduled Banks and the government borrowing
has a very significant influence on the money market
rates. It is, therefore, necessaty that the government
borrowing policy should be accommodated not only to
considerations of public finance but also to the needs
and conditions of the money market.

1¢f. Dr. D. L. Dubey, Indian Public Debt, 1930, pp. 303-304.
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4. Indian Bill Market

An organised bill-market has not yet come into
existence in our country. There are many causes for
it, the most important of them probably are: the seasonal
natute of funds in the Indian money market and, there-
fore, an irregular supply of call money; the high stamp
duties till recently imposed on wusance bills (wadati
hundis) ; the great diversity in the form and conditions
under which the various types of hundis (#rade bills)
are issued. An organised bill market, however, has
many advantages for the Indian economic system and
hence it has to be properly developed. A bill-market
greatly facilitates the movement of commodities by pay-
ing the sellers much earlier than the dues are realised
from the buyers. It provides the short-term finance
in 2 most convenient fashion. This because the scller
of the goods, for example, can draw a trade bill on the
buyer and after it is accepted by the buyer and his banker,
the bill can be discounted in the market; thus the seller
obtains his dues immediately; the bill-market holds
this bill till its maturity when the buyer, who has prob-
ably disposed of his goods by this time, is called upon to
meet his liabilitiecs and pays up. Secondly, the bill-
market affords a very suitable opportunity for the invest-
ment of short petiod funds of our banking system.
Both these functions, it will be agreed, are vital to
the economic prospetity of our country. But the
bills discounted as yet form a very low percentage
of the total liabilities of the Scheduled Banks, and
this percentage has remained almost constant for the
last few years. In 1942-43 bills discounted totalled
only Rs. 2'18 crotes. It is true that this situation is due
partly to a stagnation of trade and partly to an increasing
use of bank overdrafts and advances in order to finance
the movement of goods. The total number of banking



MONEY AND CAPITAL MARKETS 223

offices of the Scheduled Banks in India and Burma were
2141 on 3oth June, 1944 as compared to only 723 on
31st Dec., 1935. The increasing importance of branch-
banking in India, as also in Great Britain and the U. S. A.,:
had retarded the progress of the bill market. In our
country, howevert, the majority of traders do not have a
sufficient standing to secure overdrafts and advances
from the banks and, secondly, the size of our country
renders it impossible for branch banking, at least for a
few decades, to replace the bill market. It is, therefore,
of the highest importance that we pay due attention to
developing our bill market.

The Indian Central Banking Enquiry Committee
1931, realising the great importance of the bill market
made vatious suggestions for developing it. It is a mat-
ter of regret that in spite of the functioning of the Reserve
Bank of India for many years, most of these recommenda-
tions have not yet been realised. We have already
noticed that the heavy stamp duties on usance bills
greatly discouraged their use. The Central Banking
Enquity Committee had frecommended the complete
abolition of this duty within five years. It was, how-
ever, only in January 1940 that persuaded by the Re-
serve Bank of India,the Central Government reduced the
duty on usance bills to annas two for every 1000 rupees
or patt. This, though below our expectations, is a signi-
ficant step forward. But the Reserve Bank of India
has as yet done nothing to standatdise the custom regard-
ing hundis, to encourage the establishment of ware-
houses and local institutions to do the acceptance work,
and to induce the Scheduled Banks to include a larger
propottion of trade bills in their portfolios. It is not
suggested here that the task is easy ot the difficulties to
be surmounted are only few in number; the task, how-
evet, is not impossible.
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5. Trends in Company Investment

We have to depend on the Indian capital market and
on foreign capital, to the extent to which it is available,
in order to reconstruct many of our old industries and
to start some new ones. Any effort at economic
planning also presupposes the availability of sufficient
capital funds. The past trends in the Indian capital
market and the total amount of Indian savings induce
us to take a hopeful view of the future.

The Indian capital market has worked fitfully in the
post (1914-18) war years. Periods of stagnation have
alternated with periods of intense activity. The three
active petiods have been: (1) 1920-1923. (2) 1932-33.
(3) 1935-37. In 1932-33 the activity was rather mild
and sugar, insurance, and banking companies and to
some extent coal mining, engineering, and iron and stecl
companies experienced expansion. In ten yeats, 1930
to 1940, investors put over Rs. 11 crores of Indian
capital into the sugar industry. Moreover, during
certain periods they have not been slow to respond
whenever an appeal has been made to them. These
facts cleatly demonstrate the great potentiality of the
Indjan capital market.
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TasLE II
New Joint Stock CoMPANY FLOTATIONS : 1935 TO 1941
Aggregate Authorised | Average Authorised
Year Number | Capital Crore Rs. | Capital per Company
Lakh Rs.
1935-36 .. 993 49-19 4.95
1936-37 .. | 1I75 109.05 9.28
19357-38 .. 986 5312 5+39
1938-39 .. 996 45 .27 4.54
1939-40 .. 100§ 35.78 3.56
1940-41 .. 978 46.37 4-74
Aprl.l/Dec
19411 .. 903 41.26 4.57

1 More recent figures are not yet available.

TasLE 111
PERCENTAGE INCREASE IN THE PAID-UP

CarrrAL OF SOME RupEE COMPANIES

Between 1920-21 and 1923-24 Between 1934-35 and 1936-37

Narme of Industry Percentage | Name of Industry Percentage

Iron Ore Mining .. 205.8 | Soap, Candles etc. .. 232.5
Cement etc. . 194.0 | Sugar Manufacturing .. 42.8
Iron, Steel, Shlpbulldlng 96.8 | Tanneries and Leather .. 20°7
Cotton Mills .. 65.8 | Chemicals .. 20.6
Paper Mills .. 55.3 | Rubber Plantations .. 14.0
Public Utility Compames 52.9 | Cement etc. .. .. 10.4
Coal Mining .. 42.3 | Rice Mills .. .. 8.0
Jute Mills .. .. 28.0 | Jute Mills . 5.2

(Figures in this Table include Burma and have been calculat-
ed from various Reports on Joint Stock Companies).

5
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The net capital investment in Indian companies during
1920-22 totalled over Rs. 107 crores.r As Table III shows
us, during these years, our iron and steel, cement, coal,
cotton, and paper industrics attracted most of the capital.
These industries were popular with the investor because
he considered them necessary for the war and post-war
needs. But the business people and the investors both
miscalculated the possibilities of the post-war boom and,
when it broke up, there was a large number of company
failures ; the investors wete disillusioned and withdrew
into their cells. Then followed a period of prolonged
inactivity. It can hardly be denied that the investor
would have put his savings into industry mote uni-
formly if he were saved this shock.

In 1935-37 the increased activity in the capital mat-
ket was of a more genuine type. The paid-up capital
of Joint Stock Companies in India and Burma amounted
to Rs. 3114 crores; this marks an increase of Rs. 73
crotes over the previous year. Many entirely new
companies were floated: within two years ending March
1937 the paid-up capital of newly registered companies
increased by more than two hundred per cent. The
most important industries to attract the investor were
the chemicals, soap, leather, and sugar. This increased
activity, however, has to be considered along with the
setback that coal mining, cotton pressing and ginning,
oil and flour milling, iron and steel, engineering, and
‘plantation industries suffered.  On the whole we
might say that there was a net expansion in industrial
enterprise in India during these years.?

There ate many causes for this increased activity.

1Vide the Indian Central Banking Enquiry Committee’s
Report, 1931, Volume 1, Part I, page joo.
2 Also see an atticle by the author in the “Capital”, for July

31, 1941, page 156.
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In the first place, the economic deptession came to an
end in Europe and America towards the end of 1933
and, as usual, its repercussions wete felt in India only
by 1936. Hence, the development in India was delayed.
Secondly, we have followed a cheap moncey policy for
the last six years and the rates of interest in our country
have come down. We do not have any figures about the
Jlong-and short-term rates of interest in industry, but the
Bank Rate has been reduced from about 7 per cent in
1931 to 3 pet cent as from Nov. 28, 1935. The cheaper
rates of intetest, as gencrally happens, encouraged the
business people and they met good responsc in the
market. Finally, the investor during this period had
large amounts of spare funds at his disposal partly be-
cause we exported 394 million fine ounces of gold valued
at Rs. 338 crores during 1930 and 1939 and, partly,
becausc on account of various legislative measures in-
vestment in money-lending, land, and zemindari became
uncertain and unprofitable. The post-war popularity
of investment in building and houses also came to an
end except probably in Bombay. The investor, there-
fore, was, so to say, compelled into bravery and invested
his funds in industry.

The ‘boom’ conditions, howevet, came to an end
in 1937 and a period of stagnation followed. This
was due, partly, to the trade depression which set in
and, partly, to the wave of industrial disputes which
swept the country at this timel. As is evident from
the Table in the next chapter, the number of
industrial disputes and the number of working days
lost recorded a2 marked increase in 1937 and subsequent
years. ‘This naturally discouraged investment of new
capital. Though in more recent years there has been

Y Annual Market Review, 1938, issued by Messts. Prem Chand
Roy Chand & Sons Ltd. (Bombay), p. 18.
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some revival in the investment market the ‘boom’
conditions of 1936-37 have not been equalled.

In 1939-40, the number of new companies registered
increcased by one per cent but the authorised capital
decreased by 21 petr cent as compated to 1938-39. In
spite of this fall, however, the new capital invested in
sugar, iron and steel, engincering, transport,and banking
companies recorded an increase.  Moreover, the average
authorised capital per company which had increased
to a recotd figure of Rs. 9.28 lakhs in 1936-37 declined
to Rs. 3756 lakhs in 1939-40. (Sec Table II). This was
due partly to the encouragement that small scale industries
received and partly to the uncertainties of war conditions.
In 1940-41, the number of new companics registered
declined by 3 per cent and the authorised capital increased
by 30 per cent as comparcd to the past year.
The average authorised capital per company also
increased to Rs. 4% lakhs. The authorised capital of
newly floated iron and stecl, shipbuilding, and transport
companics was higher than in the past ycar while
that of banking, chemicals, sugar, enginecring, leather,
and tea plantation companies recorded a decline. In
the 9 months, April to December 1941, the total subs-
cription of 9o3 companies floated amounted to Rs.
2.15 crtores. The jute, cotton, sugar, and paper mills
did not attract much capital while iron and steel, ship-
building, and chemicals were popular with the investor.!

In 1940 and 1941 the capital market, on the whole,
remained dull due to uncertainty of the war situation,
and in view of the impending danger of Japanese attack
the investors kept away from the market. These con-
ditions continued early in 1942 and the Congress Move-
ment in August further distutbed the market and
it did not return to normal before November
1942, when investment activity was resumed. Between

1 Indian Finance, November 21, 1942, pp. 827-28.



MONEY AND CAPITAL MARKETS 229

November 1942 and the end of 1943, though exact
figures are not available, the banking and chemical
companies have attracted the investor’s attention in
preference to others. But the market, on the whole,
has temained comparatively dull and inactive.

6. Accumulation of Savings

Two facts appear to stand out clearly. In the first
place, it is positively wrong to assert that there is a paucity
‘of investable funds in India or that the Indian investor
cannot be made industrially-minded. The past events
amply support our contention. Secondly, much of the
difhiculty is due to the fact that the Indian investor has
not enjoyed adequate facilities to accumulate his savings
and the proper guidance to invest whatever savings
he has been able to make. The problem now is two-
fold: to increasc the total sum of national savings and to
encourage their investment in industry.

The national savings cannot increase unless our
income increases faster than our standard of living of,
the income temaining the same, the standard of living
declines. These achievements take time. It is, how-
ever, possible to prevent some wasteful expenditurc if
adequate facilities ate given to people to accumulate
small savings. The only institution whicl. does this
splendid wotk, in our country, on a large scale, is the
Post Office savings bank, but the facility provided by it
is completely insufficient for a vast country like India:
the P. O. savings bank deposits after rising to ncarly
Rs. 82 crotes in 1938-39 declined to about Rs. 52§ crores
in 1942-43.

Various suggcestions have been made in order to give
greater facility for the accumulation of small savings.
Messrs. Wadia and Joshil have suggested a large ex-

1 Money and Money Market in India, page 385.
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tension in the P. O. savings bank system. If this is
combined with propet propaganda it is likely that the
savings bank deposits will be greatly increased. A
second suggestion is that state-owned and con-
trolled banks should be started in India so that at least
every town with a population of 5,000 and over has a
branch. These banks will also help to encourage the
accumulation of small scale savings.l  This is a splendid
suggestion but, unfortunately, it is unpracticable under
the present day political and economic ‘conditions in
India. The third suggestion is that pcople should be
made more insurance-minded, so that they may be able to
make compulsory though small savings by means of
insurance premiums. It is likely that the recent insurance
legislation will help to secure this object by putting
the insurance companies on a sound basis and thereby
making insurance mose popular. Public opinion, how-
ever, will have to be trained if this method has to become
cffective. The point does not need much stressing
that thete is at presenta great nced for the encourage-
ment of some institutions to tap savings made on a small
scale. These savings will provide a good portion of
the investable funds in India.

Moreovet, in order to make these savings regularly
available for the industrial development of the country a
proper guidance to the investor and a more thorough
safeguarding of his interests will be necessary. At the
present time the investor is left to the mercy of advice
given by the Stock Exchange operators, the advice of
friends connected with industry, and his own untrained
speculation. Therecareas yet no well-established invest-
ment houses or unit trust organisations in our country
on whose services the investor can depend. If such
institutions come into existence and stick to recogniscd

Lcf. Dr. A. 1. Qureshi, State Banks for India, 1939, pp. 182-183.
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standards of fair-deal and honesty, they will do good busi-
ness for themselves and will also help the industrial
development of India. Incidentally, this will also remove
the stigma of shyness from Indian capital.

7. Foreign Capital -

The foreign capital? invested in India is anything
between [f300and L450 millions; we have no reliable
figures and all we can do is to make an intelligent guess.
Two things are worth notice in this connection.
The foreign investment in India is mostly British capital.
Secondly, the forcign-capital has preferred the long-
period investment in India, in spite of the fact that, on
the whole, in our country short-term rates of interest
are above the long-term rates. The foreigner probably
has been discouraged from the short-period market
partly on account of the uncertainties and risk of agri-
cultural finance and partly because our bill-market and
the market for short-period funds are still highly un-
developed and the foreigner finds it impossible to keep
his fingers on the pulse ‘of the market.

There has been much misunderstanding and much
sentimental talk about the function and status of foreign
investment in India. Without going into complicated
details it may here be stated that the only two conditions
under which foreign capital is undesirable are: (1) when
we have to pay highet rates for it than for capital bot-
rowed in our own country, and (2) when foreign capital
necessarily involves undue interference with our eco-
nomic and political system. It is wrong to encourage
foreign capital investment in thosc projects in our coun-
try which attract Indian capital at reasonable rates.
We cannot allow Indian savings to be forced into idle-

1 See India Builds her War Economy—by P. C. ]Jain, 1943, pp.
139-40 and 155-57. (Published by Kitab Mahal, Allahabad).
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ness on account of foreign capital investment, but there
is no reason why foreign capital should not be used
to develop those schemes which do not commend them-
selves to Indian capital.

The problem of separating foreign capital invest-
ment from political and economic interference though
difficult is not impossible. Foreigners who invest their
capital in any country cannot be indifferent to the con-
ditions under which their funds are being utilised;
for all they know, they may have to forego their.
savings entitely; hence they naturally desire guaran-
tees or some hand in the direction and administration
of business. On the other hand, the borrowing coun-
try cannot allow undue interference with its industrial
and economic policy. The best result can probably
be secured by reconciling these two apparently con-
flicting interests. Some definite methods, the choice
in each case depending on relevant considerations,
can be suggested to secure this end. One suggestion
is that it should be made compulsory that in India
only rupee companies can opcrate. It is argued that
this will give an equal chance to Indians to invest
and later on to buy up the non-Indian interests in
the open market; thus, with some safeguards, control
will be retained in Indian hands.! In some cases this
is a splendid suggestion but its wholesale adoption
will surely discourage foreign investment in India.
The real thing in attracting foreign capital is the
extent to which the foreign investor feels a sense of
security and it can hardly be denied that such a pro-
vision will, to some extent, undermine his confidence
and hence will discourage investment. Under an
alternative method, foreign intetrference can be avoid-

1cf. Prof. H. R. Soni, Indian Industry and its Problems, Volu-
me I, 1932, page 229,
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ed if the Government of India guarantees a minimum
rate of return on foreign capital. This will allay the
fears of the foreign investor and will thereby reduce
the need for his interference. This method, however,
is not very successful partly because it might impose
an undue strain and uncertainty on government finan-
ces and partly because the guaranteed rate of interest
may have to be fixed at a higher level than conditions
in our country would justify. Moreover, much equity
capital without any type of interference is often neces-
sary for doing spade work and it is expected to make
up early losses, if any, by higher profits in subsequent
years. This function cannot be assigned to guaranteed
capital. 'The method of guarantec was followed in the
case of Indian railways, but in that case the rate of
interest was fixed too high and even foreign inter-
ference was not prevented because this was not at all
the aim of the guarantee system. It is possible to
devise a guarantee system which will prevent foreign
interference, but under the present circumstances this
does not appear to bec a good method. The third
method is to allow full freedom for the investment
of foreign capital in our country but to control the
possible evil effects by separate devices. The possible
evils of foreign capital investment can be that the ac-
companying intetference may try to annihilate indigen-
ous concerns by cut-throat competition, it may leave
undeveloped those industries which are likely to com-
pete with the foreigner’s home industries, due share
of work may not be given to Indian labour, unduly
high return on investment may be earned by misusing
the managing agency rights. It is not difficult to
control these possible evil effects by scparate legis-
lative action in each case as it arises.



CHAPTER X

INDUSTRIAL DISPUTES

By Dr. BoorL CHAND, M.A., PH.D. (LONDON)
Professor of Politics, Benares Hindu University.

Disputes between labour and capital are a charac-
teristic feature of evety developing industrial system.
In a capitalist state, these disputes are capable of
amicable settlement in the petiod of expansion of
profits but prove extremely troublesome whenever
there sets in the period of contraction.

Isolated disputes took place in India as carly as
the eighties of the last century; but it was not until 1918
that they became a setious feature of the Indian Indus-
trial system. ‘“There were some important strikes in
the cold weather of 1918-19; they were more numetrous
in the following winter and in winter of 1920-21 they
became almost general in organised industry.” From
1921, when the Government of Bombay established a
Labour Office and the Government of India took mea-
sutes to compile records of disputes, accurate data on
industrial disputes are available and reveal the following
statistics:—?2

1 Report of Royal Commission on Labour in India, 1931, p.

333-
2 B. Shiva Rao, Industrial Worker in India, 1939, p. 199.
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Number of Workers Working
Year Disputes Involved (in days lost (in
thousands) millions)
1921 .. 396 Goo 7.0%
1922 .. 278 435 4.0
1923 .. 213 301 5.1
1924 .. 133 312 8.7%
1925 .. 134 270 12.6-¥
1926 .. 128 187 1.1
1927 .. 129 i 131 2.0
1928 .. 203 :' 507 31.6.%
1929 .. 141 ! 531 12.2 ¥
1930 .. 148 | 196 2.3
1931 .. 166 203 2.4
1932 .. 118 128 1.9
1933 .. - 146 165 2.2
1934 .. i 159 221 4.8
1935 .. 145 114 1.0
1936 .. 157 169 2.4 .
1937 .. 379 648 8.9 %
1938 .. 399 401 9.2 *
1939 .. 406 409 4.9
1940 .. 322 452 7.6 .»
1941 .. L 359 291 3.3
19421 .. i 654 1 820 5.3
19432 .. - .. ..

|

i

The recrudescence of industrial unrest in 1937
may perhaps be explained by the advent in that year of
popular Governments in the Provinces, which had the
undoubted effect of stimulating the workers. It is,
however, noteworthy that the chicf centre of unrest was
Bengal, where over six million working days were lost
because of a prolonged strike of the jute mill workers ;

1 Provisional.

2 Complete figures are not yet available but in the first eight
months of 1943 there were 521 disputes involving nearly 3 lakh
workers and 114 working days wete lost.
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Bombay was ncxt, with a loss of neatly 2 million wotk-
ing days, closely followed by the United Provinces.
This fact is not entirely due to the more advanced degree
of industrial development of these provinces but also
to the predominance in these centres of the textile in-
dustry; for of the 379 strikes no less than 221 were in
the cotton textile and jute industries, the total number
of days lost in disputes in these being about six and a half
million. Tn 1942 the industrial unrest increased parttly
due to political causes and partly due to the fact that
prices of consumers’ goods increased faster than the
wages of labour leading to labour discontent.

Canses of Strikes

Dealing with the causes of industrial disputes, the
Royal Commission on Labour in India cited statistics
to show that “in 976 disputes the principal demand re-
lated to the question of pay or bonus and in 425 to the
question of personnel, Z.¢., to the re-instatement or dis-
missal of one or more individuals...... 74 strikes were
primarily concerned with questions of leave or hours
of work and the remaining 382 could not be classified
in respect of the demand made.”

Behind immediate causes, however, there are always
wider influences at work. Thus, the great outbreak of
strife after the 1914-18 War had obvious economic causes.
A great risein wage-levels was overdue: in 1918, although
the profits of some textile undertakings rose 200 per cent,
or even mote in some cases, the real wages of the workers
had actually declined owing to the abrupt rise of prices
immediately after the War. Further, the workers had
suddenly woke up to the disabilities from which they
suffered in respect of long hours and bad conditions of
work; although it must be admitted that political influen-
ces did not fail to play their part in the post-War strike
movement, especially during the period of intensive
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political agitation in 1920-21. By the end of 1922 the
position had become more or less stabilised: hours of
work had been reduced owing to the ratification by the
Government of India in 1921 of the International
Labour Convention imposing the weekly limit of 6o
houts, conditions had improved, and wages had arisen.
The fall in prices from the artificial levels of 1921 general-
ly helped to alleviate discontent; and so the period from
1923 to 1927 Was one of comparative peace ‘in spite of a
steady growth of consciousness and cohesion among
the workers.” But there was a fresh outbreak of indus-
trial strife all over the country in 1928. During that
year, the total number of working days lost amounted
to 31°6 millions, of which 22+ 3 million were in the Bom-
bay cotton industry alone. This was really due to the
advent of the famous ‘depression’ which involved a
still further fall in prices and, therefore, contraction, even
temporary disappearance, of profits, and which led to an
endeavour on the part of the employers to meet the situa-
tion by improved methods of production, retrenchments
of staff, and reduction of wages.

On one point, however, the Labour Commission
was rather emphatic, that ‘causes unconnected with
industry play a much smaller part in strikes than is fre-
quently supposed.” The employer, who is faced with
a strike and is uncertain as to the cause, is quite naturally
and instinctively inclined to lay the blame on ‘agitators.’
There are indeed some strikes which are not due to
economic causes: notable examples of these are the stop-
pages known as ‘hartals’ which are often meant as pro-
tests against acts in which the employer as such may
have no share. In times of political ferment, like the
present, these tend to become unfortunately rather too
frequent, and although their duration is necessarily shott,
they cause, in the aggregate, appreciable dislocation of
industry. But on the whole “although wortkers may



238 INDUSTRIAL PROBLEMS OF INDIA

have been influenced by persons with nationalist, com-
munist, or commercial ends to setve, there has ratrely
been a strike of any importance which has not been
due, entirely or largely, to cconomic causes.”?
Industrial workers on strike in India, however,
present a rather dishevelled sort of spectacle. They
are seldom able to state their demands in a really definite
form ot with a really collective voice. That is an in-
herent weakness in the situation and has often led to
an unnecessary prolongation of the strike.
Although labout union movement began in India in
1918, when as many as at least four important unions
were formed—the Madras Labour Union of the workers
of the Buckingham and Carnatic Mills, the Clerks’ Union
and the Postmen’s Union in Bombay, the Seamen’s
Union in Calcutta—yet the organisation of labour is
still in its infancy. ‘The exact number and membership
of trade unions in India are rather difficult to ascertain,
for membership is still often not strictly defined and
many members are retained on the books although
they may have long ceased to pay any subscription. In
1925, the total number of unions was reported to be
175, including 75 organisations of Government and
semi-Government servants; in 1929, 51 unions claiming
190,436 members were affiliated to the All-India Trade
Union Congtess; and in 1937, 63 unions with a2 member-
ship of 151,336 workers were affiliated to the National
Trade Union Federation, which was formed as the
consequence of a split at the Nagpur meeting of the
Trade Union Congress in 1921. A number of unions
wete still affiliated to the All-India Trade Union Congress
in 1937, and there were also unions which were not
affiliated to either of these national federations. Alto-
gether, “an estimate of 350,000 as the total member-

! Labour Commission Report, p. 335.
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ship would probably not be widé¢ ot the mark.”* But
this estimate compares vety unfavourably with the
figures of the industrially employed population in India®
and shows that ‘only a few unions have hitherto suc-
ceeded in organising more than a mere minority of the
workers.”

The reasons for this situation were carefully exa-
mined by the Labour Commission, which felt that the
main obstacles to trade union development must be
sought for in the nature of Indian labout, its migratory
character, the poverty of the average worker, and the
lack of energy or leisure for activity outside the factory.
“Trade unionism”, said the Commission, “to be fully
effective, demands two things: a democratic spirit and
education. The democratic spitit has still to be deve-
loped in the Indian worker, and the lack of education
is the most serious obstacle of all.”® We would add to
these causcs the general apathy, even opposition, of
employets to the development of the trade union move-
ment. The employer in India does not realise that even
if trade unions are primarily meant to safeguard the in-
terests of the worker, they can be of very great service
to him also.

Government itself followed a rather hesitant and
half-hearted policy towards the union of its employees.
Before 1920, when the Central and Local Governments
definitely prohibited the submitting of collective memo-
rials and petitions, there was no possibility at all for the
organisation (of Government employees; but even after

1 Shiva Rao: 7bid, p. 149. :

2 The estimate of both of the Census of 1931 and the Indian
Franchise Committee as to the total number of workers in organised
industry was 5 millions in 1931. See Census Report, 1931, p.
285, and Indian Franchise Committee Report, p. 91.

8 Labour Commission Repott, p. 321.
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1920, when the Government granted the right of or-
ganisation to its employees, it granted that right subject
to great limitations; and although the Trade Union Act
was passed in 1926, both the Government of India and
the Provincial Governments advised the unions of their
employees not to apply for registration—on the plea
manifestly that there would be difficulty in reconciling
the privileges which their employees received as memberts
of registered unions with their obligations under the
Government Servants’ Conduct Rules.

Private employers not unnaturally took their cue
from the Government, and they also refused to recog-
nise unions without their acceptance of conditions simi-
lar to those laid down by Government. In justification
of their refusal they made all sorts of excuses before the
Labour Commission, that the unions embtaced only a
minority of the class of workers concerned, that there
wete other unions already in existence for that industry,
and that the executive body of a particular union includ-
ed ‘outsiders’; but to the Commission neither the mi-
notity character of a union nor the prior existence of
another union seemed good reasons for refusing recog-
nition, and as for the inclusion of outsiders in the exe-
cutive body, while the Commission insisted on the need
for trade union leaders being drawn from the ranks of
labour, it held that some outside leadership was at
present quite inevitable.

The real reason for the deplorable attitude of the
employers is to be discovered in the misconception pre-
valent amongst them regarding the implications of recog-
nition. The employer usually thinks that by recognis-
ing a union he would really be recognising the right of
that union to speak on behalf of all his workmen, and,
therefore, fears that recognition would simply help to
make strikes easy and frequent. What he fails to see
is that even in the absence of trade unions, workers can
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always manage to form themselves into = strike
committees and other make-shift organisations, and
that in the absence of genuine and responsible
leadership, clever demagogues manage to capture
mass imagination and foment trouble to gain pet-
sonal and political ends; while the existence of a stable
trade union might secure definite advantages. By
means of propaganda and insistence upon the payment
of union fees by the workers, a labour union does
help to eradicate the migratory character of Indian
labour and generally to contribute to its increased effi-
ciency—factots, which are bound ultimately to redound
to the benefit of the employer. Again, an extensive
and healthy labour organisation is bound to create pos-
sibilities for collective bargaining, in the sense of nego-
tiation between organisations of employers and organi-
sations of workers, and thus largely climinate fear of
isolated and, therefore, frequent disputes and strikes.
As the Cawnpore Labour Enquiry Committee recently
pointed out in its report, it is only where trade unionism
has been discouraged by employers that more extreme
principles have found congenial soil.  “A strong union
is invaluable asset in several ways and is an insurance
against unauthorised, irregular, and lightning strikes.”?

The Bombay Industrial Disputes Act of 1938,
which is discussed in detail later on in this Chapter,
introduced valuable provisions for the compulsory
recognition of trade unions by the employers. Now it
is proposed to take action on an all-India basis. A Bill
was introduced in the Central Assembly in November
1943 making it compulsory for employets to recognise
trade unions provided that (1) all its members are
workmen employed in one and the same industry, (2) it

1 Cawnpore Labour Enquiry Committee, 1938, Report,
p. 71.
16
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has been aregistered trade union for at least one year, (3)
its rules do not provide for the exclusion of members
on communal or religious grounds, and (4) it is a repre-
sentative union in the sense that certain conditions to be
prescribed later should be satisfied by it so that it may
be deemed to be representative. It is proposed to set
up a Board of Recognition in each province consisting
of thtee members who will recommend the granting ot
withdrawl of recognition in respect of any trade union.
Recognition will be withdrawn if a member has taken
part in an illegal strike or if the trade union has ceased
to be representative. These are rather scvere condi-
tions, but if the Bill is passed into law it is bound to
improve industrial relations in our country.

Collective Bargaining

A word may be said about the institution of collec-
tive bargaining which, in Western countries, has been
found to be one of the most cffective preventives of
industrial disputes.  Collective bargaining supposcs
that the otganisations of employers and organisations
of workers negotiate with each other on a collective
basis and conclude agtcements, which are effective for
a certain spccified period of time and are ‘legally
enforceable.’® Such agreements tend to promotc in-

1cf. 'The Eastern Economist, November 12, 1943, p. 905.

2That is how these agreements arc described in ‘Industrial
Negotiations and Agreements’ (pampklet), published by the Trade
Union Congtess and the Labour Party. (London, 1922).

Actually the legal status of trade agreements, like that of
other phases of unionism, is still rather open to doubt and difference
of opinion. The ordinary trade agreement, where no specific
persons are mentioned and where no given ‘quota’ of workers is
guaranteed and where no ‘consideration’ has been handed over to
bind the bargain, has been held by several courts not to be a real
contract but merely a memorandum or statement of policy. But
racently, a certain amount of legal sanction has been made indirectly
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dustrial peace, for since the agreements are unaltered
for a specified period of time, sudden and isolated
disputes become impossible. . If cithet party is discon-
tented with the working of the agrecement, it bides
the time when it will lapse with as much patience as
it can muster. Sometimes a joint agreement embodies
a stipulation that in case of inability of the parties to
agree upon the right interpretation or the just appli-
cation of the terms of the agreement, an arbitrater
shall be called in, to whose award both parties bind
themselves to submit. In such a case, arbitration
comes in as a supplement to:collective bargaining.
The term for which agreements atre to run and
the expiration date offer some chance for negotiation.
In a period of depressed business and wages, when
recovery is soon to be anticipated, employers are cager
to bind their wotkmen for a long interval; and in a
business subject to seascnal fluctuations, employets are
on the whole anxious to have the agrecment expire at
the close rather than at the beginning of the busy
season, The prefercnces of the unions are naturally
just the opposite. In general, fairness seems to
dictate a short contract period; long terms make it
dithicult for unions to keep their members loyal and
in good standing. Or there may be continuing agrec-

available for collective agreements. Under the Unemployment
Insurance Act, 1934, a worker may refuse to work in his own
trade in another locality ‘at a rate of wages lower than those
generally observed in that district by agreement between associa-
tions of employers and employecs or failing such agreement those
recognised by good employers.” By the Co_tton Manufacturing
Industries (Temporary Provisions) Act, 1934, a machinery was set
up under which the terms of a collective bargain could be made
terms of the contract of every employed person in that industry,
to pay less became an offence punishable with fine,
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ments, as in the railway, building and printing indus-
tries in Great Britain, whete no definite term is
stated but a certain petiod of notice is required for
abrogation.

But successful collective bargaining presupposes a
strong organisation of workers as of employers, for
without such organisation a regular and orderly process
of collective bargaining cannot, in fact, be established.
The employet needs to be induced to acknowledge that a
union has a right to be heatd through its democratically
elected officers as the representatives of the wishes of
its members. That does not, of course, mean as the
Indian employer unfortunately tends to imagine, that the
entire conduct of the business is immediately surrendered
to the union; but it does mean that the employer is ready
and willing to consult with the representatives of the
union respecting certain matters, to discuss these matters
with them face to face, and to endeavour, if possible,
after a process of give-and-take, higgling and com-
promise, to reach a working agreement upon them.
Although such recognition has come to be regarded
by the great majority of large employers in Great Britain
and America as inevitable if not positively advantageous,
the employers in India still fight shy of conceding it.
That is why real collective bargaining has proved im-
possible of operation in this country.

Minimum Wage Legislation

An alternative to collective bargaining is the fixing
of minimum wage by legislation. The principle of mini-
mum wage has now been accepted as being reasonable,
fair, and necessary in almost all the advanced industrial
countries; it consists in guaranteeing to the worker at
least a bare ‘living’ wage.

Although there has been no proposal so far in India
to havea general provision of this kind for the whole
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country, proposals to this effect have from time to time
been mooted in various Provinces and localities. In the
Bombay Presidency, for instance, there has long been
a proposal to legislate for fixing minimum wages. Re-
cently the Cawnpore Labour Enquiry Committee has
actually recommended the fixing of a minimum wage of
Rs. 15 a month.

There are strong arguments in favour of fixing
minimum wage trates. After all, labour has a right
to an adequate share in the national dividend; and
anyhow, it is desirable in the interest of industry
itself that wage level should at least be sufficient to main-
tain the workers in efficient existence. But it must be
admitted that there are serious difficulties in the way of
fixing the standard of minimum wages. Firstly, industry
can in the long run bear only those wages that lead to
an increase in the marginal productivity of labour; other-
wisce they become a dead-weight upon it, and Indian in-
dustry in particular can hardly afford to carry this weight.
Secondly, there arise great complications in attempting
to fix the minimum wage with reference to the family
needs of the worker. By the test of a living wage per-
haps the minimum of Rs. 15 recommended by the
Cawnpore Labour Enquiry Committee is hopelessly low;
it hardly provides two annas per head per day for rent,
food, clothes, education, and the rest of it for a family
of four—a worker, his wife, and two children. And
then, different workers have different levels of efficiency.
A fixed minimum induces the employer to employ the
more efficient workers and to dismiss the less efficient,
thus causing unemployment.

These are serious difficulties, although not insut-
mountable. The successful fixing of minimum wage
levels at any time is possible only if accurate information
is available about industrial profits and cost of living.
At the present time, Bombay regulatly perpares reliable
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figures about the cost of living; but so far as we are
aware, no information is available anywhere about in-
dustrial profits. There is a clear case for compelling
industrialists to submit, in confidence, figures of profits
and marginal productivity of labour to Trade Boards
which should be constituted in all Provinces. The
expetience of British Trade Board, constituted under the
Acts of 1909 and 1918, is really instructive and should be
very helptul in guiding these TradeBoardsin their wotk
of fixing the minimum wage levels from time to time.

And ¢ven the fixing of minimum wage levels cannot
by itself be enough.  These rates need to be perpetually
adjusted to the changing cost of living in order to save
labour a possible hardship. Trade qctmry is always
subject to fluctuations and commodity prices change
from time to time. If, when the prices are high, mini-
mum wage rate remains the same, the worker would
naturally be the worse off for it; and this is bound
to lead to labour disputes. And when there has been
some time lag between the movement of commodity
prices and wage levels, the employers are not always
willing to increase wages, cven under pressurc and
even when the need to do so has been established on
expert analysis.

This is our experience particularly after the recom-
mendations of the Bombay Textile and the Cawnpore
Labour Enquiry Committees last year. The Bombay
Textile Labour Enquiry Committee—having been asked
to examine the wages paid to workers in relation to
hours, efficiency, and conditions of work, to inquire into
their adequacy or inadequacy in relation to a living wage
standard, and if found inadequate, to make recommenda-
tions, keepmg in view whether the present conditions
of 1ndustry would permit of an immediate increase—
recommended an immediate increase in wages on a slid-
ing scale, the increase being higher for lower wages and
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vice versa, ranging from 3 annas in the rupee on a wage
of Rs. 13/8/- to one anna in the rupee on a wage of Rs.
75. A similar increase in wages on a sliding scale was
recommended by the Cawnpore Enquiry Committee.
But the employers have not shown great willingness to
make the suggested increase in cither case; their argu-
ment is that if this increase is made, the wage bill of the
textile mill workers will permanently increase by about one
crore per annum for Bombay and three lacs per annum
for Cawnpore.

Thus the problem of wage adjustment will always
remain a difficult one, and unless it is sought to be.solv-
ed on some automatic basis, must continue to cause
bitterness and bad blood. A successful scheme of auto-
matic adjustment must satisfy two conditions: it must be
flexible, and it must operate justly both towards the em-
ployer and the employce.  Several plans have from time
to time been operated in order to secure automatic
adjustment of wage levels. The plan whereby wages are
periodically advanced or reduced according to the show-
ing of some official index numbers of the cost of living?
is not a scientific or satisfactory one; the criterion of

1 Some general features of the working of these plans in English
industries may be given in order to help the reader to grasp the
point more vividly.

The sliding scale relating wages to the cost of living is opera-
tive in the case of building and engineering industries in England.
The standard ratc of wage, when the Ministry of Labour cost of living
index is 165 (1914=100), is 1/8 sh. per hour. Wages are altered
every January; and for every complete rise or fall of 63 points in
the index the 'hourly wages ate increased or reduced by half-penny.
In the English coal industry, wages are related to the changing
prosperity of the industry. The coal-mining area is divided into
13 districts; and wages are made up of an agreed basic rate for
each category of work, plus an agreed percentage addition deter-
mined by the proportion of the ascertained net proceeds of indus-
try—of which the labourers share about 85 per cent.
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adjustment should be 7¢a/ wages rather than mete coun-
ters. A sliding scale based upon the selling price of the
final product! secms on the surface to have much to re-
commend it as a method of secuting easy and prompt
readjustments. It has been used in the iron and steel
trades in Great Britain for over half a century and has
been tried at different times in the coal industry there
and in the United States. But it has lost favour, pattly
because there is perpetual difference regarding the basis
of computation and partly because it sometimes seems
to make the wage-earner the victim of mismanagement
on the part of his employer. In abnormal periods it
leads to rather demoralising fluctuations in wages, and in
any case is adapted only to a relatively simple industry
where other costs than that of labour are fairly steady.
A plan combining the various elements—the cost of
living and the state of the industry—has recently been
proposed and adopted in certain industries, particulatly
in printing industry in England and America.

It is of intetest to note that India is not wholly with-
out some experience in this matter and would not, there-
fote, have any greatdifficulty in adopting such a proposal.
During the (1914—18) war, wage rates were habitually
increased by dearness allowances and bonuses, which at
one time roseas highas 70 to 8o per cent of the original
wage level. That was, howevet, it needs to be pointed
out, rather 2 haphazard and arbitrary device, smacking
even of dishonesty and selfishness on the part of the
employers, for they looked upon it as an easy method
of pulling down wages later on.

Prevention and Settlement of Industrial Disputes
The various devices we have so far explained aim
at the wholesale elimination of the possibilities of indus-

1 Jbid.
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trial disputes; but as we said at the very start, in a class-
conscious capitalist society conflict between labour and
capital is ultimately more or less inevitable. We ought,
therefore, to analyse the various methods that may be
employed for the prevention of disputes when they are
in sight of settlement if they cannot be prevented.

The methods usually employed for the prevention
of disputes are known technically as mediationand conci-
liation or arbitration. Mediation consists in the bring-
ing together of the partics through a mediator. Usually
the mediator proceeds by sccuring from each party a
confidential report about its minimum demands or con-
cessions, and with this information in hand draws up a
provisional agreement with each party and thus paves
the way for a final formula acceptable to both. Media-
tion, of course, has its limitations. Where employers
are not prepated to deal with their workers as a body,
or where the parties to the dispute are already accustomed
to joint consultation, the scope for mediation is naturally
somewhat limited. But in usual circumstances, media-
tion has proved a very successful method of preventing
industrial disputes. In Indian conditions, where pet-
sonal influence plays such an important role in public
affairs, the future for mediation is, we feel, particularly
great, if only the mediator could be rightly selected for
his sense of responsibility, honesty, and reputation for
impartiality.

When mediation fails, resort is had to conciliaticn
or arbitration. “Conciliation and arbitration procedure
has been described as a kind of a ‘flying ambulance squad’,
which appears whenever a collision occurs between the
interests of workers and employers which threatens to
disturb their harmonious productive activity.”? It may

1 International Labour Office: Conciliation and Atbitration in
Industrial Disputes, (Geneva, 1933), p. 8.
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be voluntary or compulsoty, in so far as it provides for
giving to pattics in an industrial dispute voluntary or
compulsory impartial help to formulate collective agree-
ments or in this way adjust their grievances, with or
without state aid. Great Britain was the first country
in which voluntary conciliation was extensively develop-
ed. Canada and the United States adopted the same
principle, although in Australia and New Zealand em-
phasis is laid upon compulsory arbitration.

Our own view supports voluntary rather than the
enforcement of compulsory arbitration. Firstly, unless a
settlement is to the satisfaction of both parties, it cannot
be respected in its spirit for a long time.  Experience tells
us that in such a case quite insignificant events tend to
raise difficulties and the first opportunity is taken to vio-
late the agreement. The workers, in the event of their
dissatisfaction, refuse to put in their best effort while at
work, and a tense atmosphere prevails in the whole
factory. Secondly, compulsory arbitration makes the
entire productive system rather tight and rigid; costs of
production may often be raised and the competitive
powet of the industty, especially in the foreign market,
greatly undermined. And finally, compulsory arbitra-
tion violates the primary tenet of democracy—freedom
of contract—which, whatever its worth in the present
uncqual society, cannot be denied to have a very real
practical valuc. Compulsory arbitration is a suitable
method of industrial settlement in a dictatorial state
like Germany or Italy, but has no place in a free demo-
cracy at all. No wonder then that the experience of
both Australia and New Zealand of the wozrking of this
method has been on the whole unhappy.

Indian Trade Disputes Act, 1929

In India, the procedure for the settlement of indus-
trial disputes is regulated by the Trade Disputes Act of
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1929, which was in the first instance passed only for
five years but was then converted into a2 permanent Act.
It provides for the setting up of an ad hoc Court of
Enquiry or Board of Conciliation in the case of trouble.
A Court of Enquiry is to consist of one or more inde-
pendent persons appointed by the Local Government or
the Governor-General, as the case may be. A Board
of Conciliation may consist of an independent person,
or an independent petson acting as chairman with two
or four other persons who may be independent or re-
presentatives, in equal numbers, of the parties at issue.
The duties of the Court of Enquiry are confined to
the investigation of the matters referred to them and to
reporting to the authority which appointed them. Boards
of Conciliation, on the other hand, are charged with the
duty of attempting to effect a ‘fair and amicable settle-
ment,” and if no settlement is reached, then of reporting
to the appointing authority. When the appointing au-
thority has received the report of a Court or Board it
must publish the report as soon as possible, with neces-
sary safeguards as to confidential matters. There the
statutory obligations of the public authorities come to
an end, reliance being placed on public opinion to induce
the parties to accept the recommendations that may be
made in the report.

The questions (¢) whether it should be made obli-
gatory on the public authorities to refer disputes to arbi-
tration, and () whether force of law be given to the find-
ings of the tribunals appointed to deal with disputes,
were examined and happily turned down by the Royal
Commission on Labour in India. Yet the Commission
did not fail to exptess its opinion that the authorities
should make more and earlier use of their powers to
appoint Courts of Enquiry and Boards of Conciliation.
“There seems to be,” said the Commission, “a tendency
at present for Government to withhold their hand until a
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dispute has attained a serious magnitude and constitutes
a threat to public peace. There may be a case for the
appointment of a tribunal, even if there is little danger
of disturbance and no clamant demand for action on the
part of the public.”* The opinion of the Commission
was related to the solid facts of Indian expetience; for a
reference to industrial disputes since 1921 affords abun-
dant proof that the Indian worker is only too willing to
accept ncgotiation and arbitration as a method of settle-
ment. Between 1921 and 1928 there were 22 disputes
in which, as a result of informal ncgotiation by the Pro-
vincial Government concerned or one of its officials,
boards of conciliation ot coutts of cnquiry wete appoint-
ed, and in most of these the award was accepted by both
sides. In some cases, indeed, the termination of the
dispute followed almost immediately upon the appoint-
ment of such tribunal.

But it is a sad commentary on the want of public
sense of the Indian Government as constituted under the
old administration that the Government still remained
rather indifferent to the utilisation of this machinery.
Mote than soo disputes occurred in India during the
period 1929-1933, but only two Coutts of Enquiry and
two Boards ot Conciliation were appointed by the Go-
vernment; and between 1928 and 1936 although there
were altogether eleven instances in which scttlement was
reached by conciliation or arbitration, only three of them
related to cascs where action was taken by the Provincial
Governments under the Trade Disputes Act. And be
it said to the credit of the new Congtess Provincial
Governments that within less than a year of their
assumption of office they appointed in the case of at
least fifteen disputes Committees of Enquiry and

1 Labour Commission Report, p. 345.
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Boards of Conciliation, most of them under the
Trade Disputes Act; and the results of the
appointment of these independent tribunals in the
vatious Provinces have been literally remarkable.
“The right of the workers to form unions has not
only been recognised by these tribunals, but in many
cases conceded by the employers without any other
condition than that of registration under the Trade
Union Act and previous notice of strikes. Wages have
been increased, particulatly for the textile workers, by
propozrtions reaching up to 2 maximum of 25 per cent in
some cases. Holidays with pay have been recommended
and in some centres granted by the employers.  Schemes
of sickness insurance are being evolved in more than
onc province and will form the basis of legislation ot
voluntary agreement at several centres.”?

This contrast reveals a vety defective administra-
tion of the Trade Disputes Act by the old Governments.
But the provisions of the Act also are not above criticism.
The Act renders general strikes and lockouts illegal on
the plea that such strike may ‘compel the Government
to take or abstain from taking any particular course of
action.” In the case of Public Utility services, which are
essential to the health, safety, and welfare of the com-
munity, fourteen days’ notice is demanded before strike,
thus placing workers in these trades at a disadvantage
without any compensatory advantage as regards condi-
tions of employment. And most of all, as the Royal
Commission so effectively pointed out, the Act ‘tries to
copy the less valuable part of the machinery employed
in Great Britain, while ignoring the most valuable part.
There, less reliance is placed on ad hoc public enquiries
of the kind contemplated in the Indian Trade Disputes
Act than in the efforts of the conciliation officers and

1 Shiva Rao; ibid., p. 198.
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others to bring the parties privately to agreement.” Nor
does the Act set up a standing Industrial Court like the
one that was set up in England by the British Industrial
Court Act, 1926, which has done such remarkable con-
ciliation work in that country.

These defects of the Trade Disputes Act have been
partially removed by the Government of Bombay in
their Trade Disputes Conciliation Act, 1934. This
Act was made in the first instance applicable to the tex-
tile industry in Bombay City and Suburban District, but
was made capable of extension by the Government to
any industty or locality. It provides for the creation of a
permanent Conciliation Board with the Commissioner
of Labour as ex-officio Chief Conciliator, and for a
Labour Officer ‘to watch the interests of workmen with a
view to promote harmonious relations between employ-
ers and workmen and to take steps to represent the griev-
ances of workmen to employetrs for the purpose of
obtaining their redress.” The arrangement is very satis-
factory and complete; for while the dutics of the Chicef
Conciliator are to bring about a settlement of differences
or disputes between the employer and worker which
have started or are about to start, the duty of the Labour
Officer is to remove the grievance of the workers which
ate at the root of such disputes. Yet it may be men-
tioned that the appointment of Labour Ofhicer has not
met with anything like a warm reception at the hands
of the workers or the trade union leaders. The trade
union leaders are apprehensive that the appointment of
Labour Officers by the Government would undermine
the collective activities of the workers and the trade
union movement as a whole.

Bombay Act, 1938

The Bombay Government passed an Industrial Dis-
putes Act in 1938. A permanent Industrial Court has



INDUSTRIAL DISPUTES 255

been set up under this Act. The Labour Commissioner
is the ex-officio Chief Conciliator. A provision has been
made for conciliation and arbitration of disputes. The
acceptance of awards has not been made compulso
but all the disputes have to be submitted for peaceful
settlement before lock-outs and strikes can be declared.
The trade unions have been divided into ‘representative,’
‘registered,” and ‘qualified’; detailed provisions are made
to safeguard labour interests. A trade union will be
registered if it has a membership of 5 per cent of the total
number of workers in a locality and is recognised by the
employers or if it has 25 per cent membership indepen-
dently of the employers’ recognition. A union with
only 5 per cent membership but not recognised by the
employers becomes a ‘qualified” union. Payment of a
small monthly subscription is made compulsory for mem-
bership.  Not more than one union will represent any
one locality. If a locality has no registered union, all
the workers can select five members from amongst them-
selves (bt; fepresent their case.

Each employer must submit, for the approval of the
Labour Commissioner, standing orders relating to dis-
cipline and working of the establishment. Some fot-
malities arc made necessary before a change can be effec-
ted. Three distinct steps are provided beforc a strike
ot lock-out can be declated. A notice has first to be
given. Negotiations regarding the proposed change
will then take place, and if an agreement is reached it
will be registered. If no settlement is reached, the con-
tending party has to submit a full statement of its case
to specitied officials. An industrial dispute is then
tecorded in a register. Effort at conciliation has now to
bemade. The Chief Conciliator submits a full report to
the Government. In case of failure, as a final step, the
Government can refer the matter to a Board of Concilia-
tion. The Government lays down the time-limit for all
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these stages.  Strikes and lock-outs are illegal during the
conciliation proceedings.

The Bombay Act, in addition to providing for a
permanent Industrial Court, has three important features.
In the first place, any one registered union may be dec-
lared representative for the locality. Moreovet, the
Government has been given authority to extend to the
whole industry settlements agreed to by a majority.
These provisions vety successfully overcome two chro-
nic shortcomings of any developing industrial system,
that is, the disinclination of employers to recognise
trade unions and the capacity of a recalcitrant minority
to prevent the whole industry from enjoying better
conditions of work. The Act also encourages registra-
tion which has not yet been very popular with Indian
trade unions. Secondly, the violation of vague and un-
written promises often became the subject of dispute in
India. Nobody knew who was right till it was too late.
The Bombay Act insists on written and registered agree-
ments and standing orders. Thereby it avoids the pos-
sibility of much unnecessary misunderstanding. Finally,
compulsory atbitration is not enforced though all the
advantages of peaceful settlement have been sccured.

The Bombay Act was vigorously criticised by labour
leaders. Their main argument appeats to be ghat strikes
are effective only if they are sudden; the government has
deprived labour of an effective instrument without any
compensatory advantage by providing for delay and
notice to employers. This, they argue, is unjust. The
labour leaders forget two things. It is true that the
strike weapon will lose some of its effectiveness but the
labourers will not suffer because ample provision has
been made in the Act to safeguard their interests. We
should consider the Act as a whole and not only some
provisions of it. Moreover, the labouters have been
abusing the ‘suddenness of the strike’ not so much to
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cow down the employer as to coerce public opinion by
inflicting a direct blow on the community. This could
not be allowed. Public opinion will now be formed on
the basis of impartial reports of a conciliation officer.
The workers will not suffer at all.

Action Under D. I. R. L

It has long been proposed that Industrial Disputes
Legislation may be passed on an all-India basis on the
Bombay model. This has not yet been done, but the
Government of India took action under the Defence
of India Rules and Rule 81 A which was made on Janu-
ary 21st 1942 provides that, if in the opinion of the
central government it is necessary for securing the
defence of British India, public safety, maintenance of
public order, or the efficient prosecution of war, or for
maintaining supplies and services essential to the life of
the community, the central government may by a gene-
ral or special order prohibit strikes or lock-outs in con-
nection with any trade dispute and may refer any trade
dispute for conciliation or adjudication and may enforce
the decision of the adjudicating authority.

Under the above Rule the Department of Labour
passed an Order dated August 21, 1942 which made 14
days’ notice essential before a lock-out os strike is
declared. And when a trade dispute has been referred to
a Court of Enquiry or a Board of Conciliation, under
the Trade Disputes Act 1929 or under Rule 81A of the
D. I. R, no person shall remain on strike and no
employer shall declate a lock-out during the period
from the making of the reference until the expiry of
two months after the conclusion of the proceeding
upon such reference.

Rule 81A is very wide and if strictly enforced
would take away all liberty from the labourers to
declare a strike and from the employers to declare a lock-

17
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out and the principle undetlying the Rule is com-
pulsory adjudication and compulsory acceptance of
the decision of the judges. In this respect this Rule
goes much beyond the Bombay Act of 1938.
But such stringent tegulations are necessary in
the interests of war effort.  But in the Order of
August 21, 1942 mentioned above the Government of
India have accepted the right of the labourets to
dtrike and of the employet to declate a lock-out pro-
vided the time limits are observed. This brings the
Rule parallel to the Bombay Act (1938) and allows for
sufficient time in which common sense may be expected
to prevail. Rule 81A has proved effective and success-
ful during the war emergency but 2 more comprehen-
sive and thorough-going legislation is needed to place
industrial relations on a satisfactory basis in peace time.

Conclusion

In the first place, therefore, it is essential that each
Province in our country sets up a permanent Industrial
Coutt, such as Bombay has done. Itis only such
an institution that can act with quickness and have
confidence of the wotkers and the employers alike.
Secondly, each industry should have its own conciliation
machinery. A detailed machinery of this type has work-
ed successfully in the British shipbuilding, iron and steel
industties. In India the Ahmedabad textile industry
has evolved a successful system. All this points to the
desirability of developing it with a view to its general
application for the settlement of disputes. Its working
‘would go far to strengthen the better clements and to
increase that sense of responsibility in trade unions which
so many employers are anxious to develop.’

And lastly, we would insist again upon the great
importance and necessity for a strong trade union move-
ment. In the strength of labour organisation lies, we
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believe, the strength of Indian industrialism. This is
just what the Indian employer needs to realise. No
country can secure a permanent advance for her indus-
trics at the expense of her labour, and there is abundant
evidence to show that a generous policy in respect of
labour is usually in the long run a wise policy in respect
of industry. Willingness on the part of the employers
to deal upon a business basis with representatives of the
workers may lead to the ascendency in labour organisa-
tions of more stable and more responsible elements, and
thus bring about a spirit of confidence and goodwill
between the employers and the workers.

At the same time, employers cannot afford to for-
get that society as 2 whole is rather favourable than op-
posed to the claims of labour. Producer organisations
by themselves can seldom be depended upon always to
consult the best interests of society in general, so that
the maintenance of rivalry between the opposing parties
in production is looked upon as a guarantee for service.
Further, in the passage of labour legislation the public
is almost naturally the chief ally of labour. Wherever
labour has organised itself as an effective political party,
it always instinctively emphasises this aspect in its pro-
gramme of education, health, safety, the prevention of
poverty and dependence, and the equality of opportunity
—all of which enlist popular sympathy, for they are
more and mote acknowledged to be the legitimate
objects of the state. This means that as soonas the
economic dispute between employer and worker deve-
lops into a political conflict between capital and labour,
capital always appeats ata disadvantage. It is in the
interests of the employers themselves to prevent—at
any rate delay—such a development, and this can only
be done if 2 generous attitude is taken to all the legiti-
mate demands of labourers.



CHAPTER XI

INDUSTRIAL EFFICIENCY AND LABOUR
WELFARE

By Dr. ANWAR IQBAL QURESHI, M.A., M.SC. (ECON.)
LoNDON, PH.D.
Professor of Economics at the Osmania University,
Hyderabad—Deccan

During recent years the question of industrial cfhi-
ciency and labour welfare has been attracting increasing
attention. ‘This is as it should be; for India is rapidly
mobilising its industrial and mineral resources and it
will not be long before it ranks as one of the leading
countries of the world. Even today India is one of the
eight leading countries of the world and thus is entitled
to a seat in the Council of the International Labour Office.

It is very unfortunate that in the past this problem
has not received the attention which its important nature
deserved. As a consequence the industrialisation of the
country has not proved an unmixed blessing. It is a great
tragedy that on this account the science of economics
has been blamed for its indifference to or even positive
neglect of the labour welfare problems. Ruskin styled it
as “the bastard child of darkness.” Carlyle condemned
it in the strongest possible words. At the close of the
Industrial Revolution in the ninetcenth century, the
appalling misery of the workers, the unbelievably long
houts of work, the unimaginable conditions of work,
the insanitary and almost filthy condition of the work-
places and the appalling poverty and distress of the work-
ers were all neglected by a large number of economists
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of that period. Asa matter of fact, some went so far as
to defend the system of the freedom of individual liberty
and asserted that the workers were free to make contract
and no one was responsible for their distress.

This general antipathy of the economists brought
them in the bad books of the working classes, and led
to the neglect of these problems by the economists.
With the changed times, it is very satisfactory to note
that this outlook has completely altered and increasing
attention is being devoted to the study of labour problems.
In a country like India where a preponderating majority
of workers is illiterate and a large majority of employers
has the same outlook and mentality as the European
employers of the middle nineteenth century, it is highly
desirable in the national interest, no, I should say, almost
essential, that adequate attention should be devoted to
the study of labour problems.

Why an Indian Labonrer is Inefficient

There has been a good deal of vague talk about the
inefliciency of the Indian labourer, and the blame has
always been laid on him. He is inefficient; the output
of his work is considerably less than that of labourers
in other countries; he is incapable of sustained work;
he frequently absents himself from his work, and even
while he is working he wastes a good deal of time in
cither idleness or in loitering. Discipline is unknown
to him and he is hard to manage. He has very bad ways
of living and any increase in his wages is likely to be
spent more in absenting himself from wotk than in in-
creasing his standard of living. If all these charges are
correct then it seems almost impossible for this country
to become an eflicient industrial country to any consi-
derable extent. Any schemes of labour improvement,
or the paying of better wages are likely to be of little
use. Itis highly regrettable that very little effort is being
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made to find out why an Indian labourer is guilty
of all these charges; in other wotds, if he is guilty of all
the above charges, we must find out the motives which
impelled him to commit all these offences. If a criminal
is really to be improved, it is necessary that one must go
behind the scene of the crime.  When we look behind the
scene we find a very gloomy picture indeed. We find
that a worker lives in an overctowded house, his diet
is far from satisfactory, his dress is less than adequate,
and he is indebted beyond his means. A stage is very
soon reached in his life when he no longer works for
himself but for his creditots, and life soon becomes such a
monotony that he ceases to take any interest and even
the worst is good enough for him. “It is monotony
of life much more than monotony of work that is to be
dreaded. Monotony of work is an evil of first order
only when it involves monotony of life.” If a worker
has no interest in life, it is quite clear that he is incapable
of any improvement. The consequences of such a state
of aflairs are devastating not only to the man himself
but to the society and the country as a whole. If the
millions of workers live in such dejected poverty and
have no interest in life it is clear beyond any doubt that
it is almost impossible to increase our national income.
In order to understand how this state of affairs has been
brought about, we have to study the environments in
which these labourers pass their time.

Man has been very aptly described as the creature
of his environments. This is particularly true especial-
ly of an Indian labourer becausc he has a very rigid and
circumscribed environment in which he lives and moves.
The housing condition in most industrial areas is terri-
ble, the congestion unbelievable and the lack of fresh
air and light very striking. “Limitation of space and
high land values are responsible for much of the conges-
tion in the large cities, but these factors have had less
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influence in the smaller towns and centres. Probably the
most important common feature has been the lack of
control over the selection of sites intended for industrial
development and the consequent ovet-crowding in the
beart of the towns already suffering from shortage of
houses.” This has resulted in very heavy rents. Some-
times the house rent alone absotbs 15 to 259, of the to-
tal income of the worker. When it is remembered that
for the lower class of the workers the food alone costs
55 to 65%, of his income, it can be well imagined that if
he has to pay 259, for rent and 609, for food, he is left
with 159, for all his additional needs and has also to pay
off 2 heavy burden of debt.

For a labourer coming from a village where he sel-
dom pays any rent this seems more onerous to him than
any other item of his expenditure. In his desperate need
for economy he invites others to share his small room
with them. This has resulted in very serious overcrowd-
ing. An enquity was made in Bombay in 1931 and it was
found that in 1929, 899, of the workers lived in single
rooms in Bombay, 73%, in Ahmedabad in 1926, 729%,
in Cawnpore and 609%, in Nagpur in 1930. Ina room of
10 by 9 ft., on an average, 4.9 petsons wete living
and in some areas the number was as high as 12
persons per room. The contrast becomes more
vivid if we compare the living conditions of
Indian workers with English workers. In London
6% of the total wotking population lives in
one room with an average of 1.92 petsons in such
rooms. Such an overcrowding has led to a shocking
state of affairs. The working houses in India have been
very aptly described by Mr. Hirst as ‘warehouses.” The
sanitary conditions of the majority of the houses are
far from satisfactory. Working class houses are mostly
owned by private landlords who have no other motive
but to extort the maximum amount of rent with the
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minimum amount of outlay. An enquiry was made in
Cawnpore and it was discovered that 82. 5 per cent of the
houses had no windows.

Effects of Overcrowding

One of the results of insanitary and -overcrowded
housing conditions is the high rate of infant mortality,
the relation of which to the amount of housing accom-
modation in tenements in Bombay City is shown in the
table below. The rate of infant mortality, in the case
of families occupying one room, was more than double
that of families occupying two rooms or more. Al-
though the presence of malaria and the practice of sooth-
ing babies by the administration of opium ate also partly
responsible, the main cause of the high rate of infant
mortality is overcrowding.

INFANT MORTALITY IN RELATION TO THE NUMBER
oF Rooms Occuriep, Bomsay Criy, 1926-1927

Births Death of Infants Infant
Number — — Mortality
of =g i ) per 1,000
Raorms Number %: Number I § RB(rth
$ 3 egistered
A A,
} 1927 I 1926
1 Room and | —
under .. | 11,615 53.6 | 5,688 | 83.0 490 577
2 Rooms .. 1,736 8.0 352 5.1 203 254
3 Rooms .. 392 1.8 871 1.3 222 215
4 Or more
rooms . . 174 0.8 34 0.5 195 163
Hospitals .. 7,764 | 35.8 680 9.9 88 107
Homeless and
not recorded 4 .. 16 0.2
TotaL .. | 21,685 | 100.0 | 6,857 | 100.0 316 389
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The absence of adequate housing accommodation
is also one of the factors which predispose wotkers to
leave their wives and children in the villages when they
migrate to industrial centres. The result of this practice
is seen in the great disparity between the numbers of sexes
in latge towns. The number of women per 1,000 men
in 1931 was 489 in Calcutta, 554 in Bombay, 696 in
Cawnpore and 853 in Ahmedabad.!

The above table hardly requires any comment. It
strikingly demonstrates the relation between human
life and the human environment as the child mortality
is the best index of a nation’s health since the child is
mote sensitive to its environments.

Whatever may have been the justification for such a
state of living in the past, it should not be tolerated in
the future, and the foremost task of any society or state
should be to devote more attention in improving the
environment of the labourets and in making them bettet
men. If in due course of time this essential is achieved,
he is bound to become a more efficient worker. England
which in the last half of the. nincteenth century was an
individualistic country to the very core and where the
doctrine of Laissez Faire was supreme, was the first
country to realize the importance of improving the condi-
tion of the working classes, and it was with this end in
view that free compulsory education began to be pro-
vided. We find in India today that every scheme of
betterment is retarded owing to the fact that the masses
are absolutely illiterate. A child born in a datk dingy
house, brought up by an illiterate mother and growing
up without any beneficial external influences can never
become a satisfactory worker and a respectable citizen.

A repeated charge has been laid against the Indian

1 Industrial Labour in India. International Labour Office,
Geneva, pages 308-309.
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laboutrers that they do not interest themselves in indus-
trial life. ‘The nature of their stay is temporary and they
are always haunted by the memories of village life and
are always too eager to go back to their villages at the car-
liest possible opportunity. I believe a good deal of harm
has been done to the country by accepting this type
of statement without deeper analysis. I think an apo-
logy is hardly needed to quote one such statement, as I
intend to criticise it. Explaining the cause of the villag-
er’s anxiety to return to the village Sir Frank Noyce
remarks: “The worker will often find himself amongst
strangers, whose language, culture and customs are all
alien to him. His health will often suffer from changes
of climate and dict. His sanitary habits may be fraught
with peril in his new surroundings, yet cannot easily be
altered. There are also other dangers from sickness
and disease and from the new and insidious temptations
of city life. His working hours are transformed; conti-
nuous labour under rigid discipline takes the place of
spasmodic work with long hours of leisure. Lastly, the
constant turnover of the labour force which, for these
causes and others peculiar to Indian labour, occurs in
most industries, prevents the establishment of personal
and friendly relations with his employer. The driving
force in industrial migration comes from the village end
of the channel. The city, as such, has no attraction for
villagers, and a few of them would remain in industry
if they could secure suflicient food and clothing in the
village. They are pushed, not pulled to the city.”!

- Some of the facts stated above are true but they
are not the causes. An Indian villager is no exception
to the general human rule of love for his native land
but such love has been vastly exaggerated. The reason

! Social Service in India, pages, 285 to 286. His Majesty’s
Stationery Office, London.
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for his unrest and longing for the village is that he finds
himself in a strange and filthy environment with all
the miseries and discomforts of industrial life without
any of its amenities. Why is a European or an Ameri-
can worker always pulled to the city and not pushed to
it? Why is there always a general complaint in the West
of an exodus from the country to the cities in spite of the
fact that country life is much more appreciated by the
people in Europe than in India ? The only satisfactory
explanation is that in the West 2 worker is pulled to the
city by its attractions which are almost lacking in India.
One of these attractions is good houses.

“The_Adyerse Effects of Bad Housing and Sanitation—
‘Goodhouses mean the possibility of home [ifé, happiness
and health; bad houses spell squalor, drink, disease,
immorality, crime, and in the end demand hospitals,
prisons and asylums in which we seck to hide away the
human derelicts of society that are largely the results of
society’s own neglect.” Insufficient and bad housing
is also one of the factors responsible for industrial unrest.
All these evils arc present in varying degrees in Bombay.
One of the greatest evils is the infant mortality in
the slum areas. The rate of mortality varies inverscly
with the number of rooms in the dwelling-place. The
highest rate reached in the worst localities is 298 per
1,000 registered births as against the average rate of
200 to 250 for the general population. Lastly, the appal-
ling conditions of Chaw!/ life and the absence of privacy
have also a deterrent effect on those who wish to bring
their families with them to the towns and have thus,
in general, a very unsettling effect on the stability and
efficiency of labour.”?

The fact that there is a very intimate relation between

1Indian Economics, Vol., II by Jathar and Beri, page 104.
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good houses and stability in the working classes has
been very well realised by progressive employers in
India. To mention a few cases, model houses have been
built by ptivate employers in Nagpur, Madras, Cawnpore,
Jamshedpur and Ahmedabad. It has been found that
the number of absentees is strikingly less in these estab-
lishments and the workers only go to their villages when
their annual leave is due.

We have suggested above that one of the funda-
mental causes of the instability of labour conditions in
India and the comparative inefficiency of the Indian
labourer was due to the environment in which the
labourer lived and worked. Not only are the sanitary
conditions of living in most industrial quarters filthy
and positively dangerous, but even in a number of fac-
tories the conditions conducive to work and health are
lacking. Morteover, the Indian labourer is handicapped
due to the climatic conditions of the country. Experi-
ments that have been made show that during the hot
weather the efficiency of the worker decreases by as
much as twenty per cent. However, the bad conditions
of environment do not explain the whole situation.

Long Honrs of Work

There is an intimate connection between the hours
of work and the efficiency of the worker. When indus-
tries began to be developed in India in the last century,
the Government of India were imbued with the liberal
traditions of /Juisseg  faire and the policy of non-
intervention in private affairs. They adhered to the
notion that the functions of good government were
to maintain law and order and to interfere as little as
possible. This led to the exploitation of labour. There
was no intetvention by the state and the employers were
free to exploit the labourers as they liked with thé result
that the factory conditions in India were most appalling
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and the labourers were led to work for 13 to 14 hours a
day. It is interesting to note that the Manchester mill-
owners who were otherwise staunch adherents of the
policy of non-intervention by the state and were uncom-
promising advocates of the policy of /laisses faire, in
the case of India could not remain indifferent to the plight
of the Indian labourers though they were not disturbed
when similar conditions had prevailed in their country
not long ago. Consequently it was on the pressure and
intervention of the Secretary of State that the first
Factory Commission was appointed and efforts began to
be made in India to improve the conditions of work and
later on to reduce the hours of work. The first Factory
Act was passed in 1881. The factorics in India are at pre-
sent regulated by the Factory Act of 1934 and its amend-
ments. The hours of work have been reduced to 54
per week for men in the perennial factories and Go per
week in the seasonal factories. Before the passing of
the Factory Act of 1911 in a number of industries the
labourers were made to work for 14 hours a day.

It is quite evident that when a labourer starts work
in the morning and has a good night’s rest he feels a
certain amount of freshness and enjoys his work. Al-
though it is said that all exertion is painful but certain
amount of exertion has pleasant effects, for instance, the
daily exercisec for men of sedentary habits. But with
the prolongation of work freshness disappears and the
strain begins to be felt and with a further increase in
output of energy it becomes positively painful. To
illustrate our point we take a very simple and common
example. A walk of one mile or two in the morning
ot afternoon is considered as a recreation by a healthy
man. But if he is to go on increasing the length of his
walk he will not enjoy it as he enjoyed the first few
miles, and after a certain number of miles he will be
compelled to rest. His energy was very high during
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the first few miles and he could finish the distance of
one mile in 15 minutes, but he cannot finish 8 miles in
two hours. He requires more time for after every mile
his energy begins to decrease. In technical language
it is said that the marginal productivity of labour
decreases with the prolongation of hours of work.
Objections that have been made regarding the loitering
nature of the Indian workets, their disinclination to
work constantly, frequent absences from work, would
be well understood in the light of the above explanation,
The Indian Factory Commission of 1908 remarked that
“while the Indian factory worker may work hard for a
comparatively short period his natural inclination is to
spread the work he has to do over a long period of time,
working in a leisurely manner throughout and taking
intervals of rest whenever he feels disinclined for further
exertion.” This self protective nature of the workets
was adequately defended by another member. Dr.
T. M. Nair in his minute of dissent explains “that this
is 2 manifestation of the adaptive capacity which all
human beings possess more or less, devised to reduce
the intensity of the labour as a safeguard to his physical
well-being.” The truth of this assertion is well under-
stood by the fact that with the reduction of the houts
of wotk, improved sanitary conditions and other ameni-
ties provided to the workers there has been a progressive
decrease in the loitering habit of the workers. For
example, the loitering habit is conspicuously less in the
Calcutta Jute mills whete the labourers work short hours
owing to the shift system. In the Engincering work-
shops there is also not much complaint of loitering as the
hours of work in those mills seldom exceed 8 a day.
This is not only the experience of India but of other coun-
tries as well. ~The same complaints were heard in the
middle of the last century about the English wotkers
which were excessively exaggerated by the employers.
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For our purpose it will be best to illustrate our argument
from the conditions of an Asiatic country and we give

below a table showing :—

*Hours oF Work aND Outpur PER WORKER IN THE
PRINCIPAL JAPANESE INDUSTRIES BETWEEN 1922 AND 1932

Year

1922 ..
1923 ..
1924 ..
1925 ..
1926 ..
July 1926
1927 ..
1928 ..
1929 ..
1930 ..
July 1930
1931 ..
1932 ..

|

Weaving
&Q\LQ j§~§
£518%
T YRR

So

— _é —
11 18
11 20
11 20
11 21
11 22
10 ..
10 | 25
! 31
10 35

0| 39

88| ..

841 49

841 50

f

| (100 yards)

10

10
84
8
83

| Production

20
22

Silk spinning |  Coal mines
> |8 > |8
3 X S k-ﬁ N T
=~ N :: S X
= o ] AN
i
\ 12 18 It
12 19 104
12 22 120
12 23 124
12 23 134
11 .. ..
11 24 140
11 24 142
I 24 150
11 26 .. 153
Sep. 10f .. [Sep.10| ..
10 27 10 181
10 31 i0 218

In the weaving industry we find that trom 1922 while
there has been a reduction of hours of work from 11
to 8} hours there has been an increase in production
from 18 to so. Similarly in other industries as well
there has been a startling increase in the efficiency of
the worker due to the reduction of excessive hours of

wortk.

*Social aspects of industrial development in Japan by Fernand
Mautette, Asst. Director of the I. L. O. Page 26.
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Scientific Management, Efficiency and Wages

In my opinion one of the fundamental causes of
Indian labourer’s inefficiency is one for which the labou-
er himself is not responsible. I mean the Indian em-
ployer and his lack of management. If the hours of
labour are reduced to a reasonable level say 7 to 8 houts
a day and the labourers are managed properly there is
bound to be a good deal of increase in the Indian labout-
er’s cfficiency. Therte is a conspicuous absence of scienti-
fic management in India which could help to increase
the efficiency of workers. Rationalisation of manage-
ment means the application of the most up-to-date
methods and technique and organisation witha view to
minimise waste in effort and material. It is a very
hopeful sign that some of the progressive employets have
devoted their attention to this very important question.
The following Bombay experiment may be studied
with interest.!

In the weaving department of some Bombay mills
the system of four looms per worker was introduced in
1928, and six looms per worker in 1933, the latter work-
ing only seven hours a day. In the spinning depatt-
ment the system of two sides per worker was introduced
in 1928, and that of three sides per worker in 1933.
In the latter case the sider worked only seven hours a
day, and was also given additional facilities such as
superior mixing, fine counts and more tarwallahs and
doffers to help him. The effect of rationalisation upon
the spinners is best indicated by comparing the number
of persons required to mind 60,000 spindles before and
after rationalisation, as prepared by the Bombay
Labour Office.

1Industrial Labour in India. Geneva 1938, pages 175 to
176.
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NuMBER OF OPERATIVES REQUIRED TO MIND
60,000 SPINDLES

Before Rationalisation | After Rationalisation
Count

o Ordinary High Ordinary High

Draft Draft Draft Draft

204. .. .. 1,314 834 514 469
304. .. . 875 741 467 416
405. .. .. 927 744 4006 312
8os. .. .. 917 682 302 225

A good deal of stress has been laid on the relation of
efficiency and the hours of work in the previous section.
If an employer could be convinced that by reducing the
hours of wotk, there will be no decrease in the output,
it may be easy to persuade him to reduce the hours of
work. In this section we shall examine a more compli-
cated conception, the relationship between efficiency and
wages. It is said that the labourers are ill-paid because

“they are inefficient. On behalf of the labourers it is
said that they are ineflicient because they are ill-paid.
In this conncction Prof. Taussig observes that “the
class of underfed labourers presents a distressing prob-
lem. They are ill-paid because they are ineflicient,
they are ineflicient, for one reason, they are ill-paid.
Yet they are easily demoralised, too often they re-
main still inefficient if better paid from charitable funds.
Neither physically nor morally do they respond readily
to possibilities of improvement. Often the adults are
hopeless, children alone can be taken in hand with pros-
pects of success.”?

! Principles of Economics By F. W. Taussig, 3rd Edition,
Vol,, 1. page 94.
18
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It is usual to hear from the employers in this
country that an increase in wages is likely to be
spent on drinks than in increasing the welfare of
the labourer. This is explained by the fact that the
labourer has been so much brutalised by poverty that he
has become almost incorrigible. This, I believe, is the
case in India and the employers atre quite justified in draw-
ing their conclusions. But their duty is to read just the
fundamentals so that more cheerful conclusions could be
drawn. A good deal of improvement in Indian labour
is bound to come if adequate attention is devoted to the
upbringing of the children of labourers and mote so
the mothers of these children.

This should be our policy for the future. As re-
gatrds the present, I believe that a good deal of increase
in the efficiency of the Indian labourer can be achieved
by increasing his wages.

It is a common observation that if a labourer is not
well fed, he cannot work as well as a well fed labourer.
The steam engine theory of labour also explains this.
“It maintains or perhaps implies rather than
maintains, that the vigour of a labourer is in propor-
tion to what he consumes. The mcre is turned over
to him, the stronger he will be and the more he will
produce. Just as a power got from the steam engine
depends on the fuel burned in the fire box.” The science
of nutrition corroborates this truth. It has been esti-
mated by Mr. Rowntree that in Yorkshire the earnings
of one-sixths of the wage carning class fell short to se-
cure the food, shelter and clothing needed for physical
efficiency.

If this is the case in a rich country like the United
Kingdom what must be the condition of the labourers
ina country like India, the poverty of which is proverbial?

! Taussig Op.Cit., p. 92, Vol,, L.
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No reliable data is available in the country to show
the carnings of all classes of labourers for the country
as a whole. A good deal of information has been col-
lected for the Bombay Presidency by the Labour Office,
but this hardly meets our requirements when we are
considering the problems of the country as a whole.
As jute and cotton are the two main industries of the
country we shall try to show the wages paid to the
workers in these two industries.

Provincial factory administration reports show that
the monthly earnings of cotton weavers and spinners
in some provinces are as follows :—Central Provinces
and Berar Rs. 30 and Rs. 15; Bengal Rs. 25 and Rs. 14;
Punjab Rs. 28 and Rs. 20; and Madras Rs. 27 and Rs. 2o0.
In the jute mill industry, single shift hessian weavers
carn Rs. 31 per month and the average for both warp
and weft spinners is Rs. 17-4-0 per month. The earn-
ings of women workers in jute mills vary between Rs.
11 per month for most occupation and Rs. 15 per month
for twisters.t :

This cleatly shows that the earnings in these two
industries are hardly enough to make both ends meet
especially when we take into account the large deduc-
tion that should be made for the payment of debts.

We have seen above that the Indian worker gets a
very low wage and it is hard for him to make both ends
meet. He has to stretch his resources, very vigorously,
as he is heavily indebted , the burden of which crushes
him in the end. The burden of this debt is aggravated
by the excessive rates of interest which he has to pay.
These vary from a minimum of 18%, to a maximum of
150% per annum, and often above it. Almost all of
this debt is unproductive.

A\

1Times of India, Indian Year Book, Who’s Who. Page
530, 1938.
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It was obsetved in a previous section that Indian
labouters are not pulled but pushed to the towns. One
of the major forces which pushes him to the town is
cither the payment of his ancestral debt ot the payment
of his own debts which are generally due either to social
expenditure or failure of crops.

These debts keep him under the thumb of the
money-lender for the rest of his life and it is generally
these debts he leaves for his heirs. In Bombay, for ins-
tance, the average expenditure on each worket’s marriage
is Rs. 214, in Hyderabad Rs. 250, in the Punjab whete
he has also to pay for the bride the expenditute is
seldom less than Rs. 500. Similatly, heavy expenditure
is incurred on bitths and deaths both of which are
very frequent in this countty.

The above two types of debts are in a way related
to his industrial life. Quite a considerable amount of
indebtedness is due to unemployment and sickness in
the towns. His wages ate so low that the worker has
no power to save, even if he has the willingness to do
so. Once he resorts to a money-lender, he never gets
out of his clutches.

The problem of worker’s indebtedness was very
carefully examined by the Royal Commission on Labour
in India and one of the very valuable recommendations
of this Commission was that every obstacle should be
placed in the way of getting easy loans. It is gratifying
to note that adequate attention is being devoted to this
problem. The C. P. Government in 1936 passed the
Adjustment and Liquidation of Industrial Worker’s
Debt Act to liquidate the worker’s debt. It is highly
desirable that the example of the C. P. should be follow-
ed by other provinces without delay.
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Connection Between Diet and Efficiency*

That there is an intimate connection between diet
and efficiency has been realised only recently. The
League of Nations in its detailed inquiries has discovered
the physiological relation between diet and efficiency.
It has been discovered that a number of diseases, whose
causes were hitherto unknown or merely suspected,
were due to dietic errors. “Rickets with its bony de-
formities, one of the scourges of western civilisation,
and beriberi, a scourge of the rice-eating communities
of the East, were shown to be dietic in origin and easily
preventable.”® The resistance to many of the serious
infections of infancy and childhood, including tubercu-
losis, was found to be affected by diet. This partly
gives the reason for the high infant mortality in the work-
ing class districts in this country.

The long list of charges which was formed against
the Indian labourer in the beginning of this chapter and
of which we were trying to find out the causes is now
clear. He is following the natural course. He cannot
work for long hours not due to any lack of character
but because he is incapable of doing such work
owing to physiological defects which are caused by the
inadequacy both in quantity and quality of his diet.
The following table proves the contention :

3 This Section is mainly based on the Reports of the League
of Nations on the Problems of Nutrition.

2 Final Report of the Mixed Committee of the League of Na-
tions on the Relation of Nutrition to Health, Agriculture and
Economic Policy. Page 27.
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1 CompARISON OF THE Foop SuppLy OF THE MADRAS
PRESIDENCY (1933) WITH THAT OF JAPAN (1927) AND
THAT OF THE UNITED KINGDOM (1934) (PER CAPITA)

Urited | Madras
Japan | Kingdom | Presi-
(1927) | (19349) | dency
(1933)
Protein : Animal (grammes) .. 15.9 64 2.6
Vegetable (grammes) .. 72.6 41 4n.0
Total protein (grammes) .. 88.6 87 42.6
Fat:*  Animal (grammes) .. .. 33.5 109 1.3
Vegetable (grammes) . 14.2 1§ 36.5
Total fat (grammes) . 47.7 124 37.8
Carbohydrates (grammes) 537.6 425 398.5

i
Calories f 2,732 5,246\ 2,068
|

A further illustration is afforded by the effects of
war-time food shortage on children. Their special
food requirements for growth render children parti-
cularly sensitive to dictary deficiencies. Failure to
achieve normal growth can casily be measured. This
has been done for the school-children of Berlin.  Those
born and brought up during the war were definitely
stunted. Thus, the children born ir 1918 who entered
school in 1925 werc 2 to 24 inches (6 to 6.5 cm.) smaller
and 2 to 3 Ib. (1 to 13 kg.) lighter than those who entered
school in 1933. The difference was even greater for
children leaving school (aged 13-14); it was from 24
to 34 inches (6 to 8 cm.) in height and from 8 to 12lb.

1 Health Organisation, Intergovernmental Conference of Far-
Eastern Countries on Rural Hygiene. Geneva, May 1937. Page
7. Nurition By Dr. W. R. Aykroyd.
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(4to 5.5 kg.) in weight. In Leipzig, similarly the ave-
rage height of boys increased by 34 inches (7.5 cm.),
that of girls by 4} inches (10.5 cm.), from 1918 to 1933.

Additional evidence has been provided by recent
experiments showing the rapid gain in stature and weight
of children resulting from the addition to their usual
diet, of a school meal, or even of a glass of milk daily.
Thus, in a boy’s home near London, a gain of 7lb. (more
than 3 kg.) in weight and of 2.63 inches (6.7 cm.)
in height in a year was recorded for boys who received
half a litre (a pint) of milk daily in addition to the ordi-
naty diet ; others not receiving the additional milk gained
only 3.89 Ib. (1.7 kg.) and 1.84 inches (4.7 cm.) during
the same period.

The milk, therefore, accounted for an extra gain
of 439, in height and 819, in weight. Similatly, milk
given twice daily in Paris to school children for six
months resulted in a 409, extra gain of weight in boys
and 659, in girls, as compared with childten who had
not received additional milk (1.67 kg. against 1.19
kg, in boys; 1.63 against 0.99 kg. in girls).

Moreover, an examination of vital statistics in
various countries shows large differences in mortality
rates both as between different countries and between
ticher and poorer districts in the same country. Thus,
the death rates in New Zealand and the Netherlands,
for instance, are less than one-third of those prevailing
in some countries of South America, Africa or Asia;
and in some cities, as London, Betlin, and Paris, general
mortality rates in poor districts are 509, higher than in
the wealthier ones, while tuberculosis mottality is often
four times as high in the former as in the latter, and the
cotresponding proportion of infantile mortality is as
2 to 1. Similatly, the corrected general mortality rate in

! Nutrition, Final Report of the Mixed Committee, pp. 28-29.
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a depressed area such as Merthyr Tydfil (South Wales)
exceeds that of a well-to-do district such as Epsom and
Ewell by 166%.

Théte is no doubt that improvement in social condi-
tions, and especially in the feeding of the population in
these pooter countties, boroughs and districts, would
bring about a considerable increase in health and save
many lives.! Theproblemof diet has been ctiminally
ignoted in this country until very recently. If India wants
to become a leading industrial country, it is absolutely
essential that it should have an efficient and healthy wotk-
ing class. Whatever may be the other causes conducive
to efficiency and health, the most important is a good
balanced diet and no efforts should be spared in the
country to provide every citizen with the food necessary
for his health.

How to Increase the Ljfficiency and to Create
a Stable Industrial Class

In the previous pages we have examined at some
length the long list of charges that have been laid against
the Indian labourer and have found that his inefhiciency
and bad habits are not so much due to his own character
and are mostly the result of his environments. In order
to make him a better labourer it is absolutely essential
that his environments must be changed and also constant
efforts should be made to change his outlook on life.
At present life has no interest for him. He lives in
filthy surroundings, works in an incongenial atmosphete
for faitly long hours not for his own benefit but to pay
his creditors. He does not wotk to live but lives to work.
Under the circumstances we can hardly blame him for
his present attitude towards life. If any efforts are to
succeed to improve his Jot, he must be imbued with a

1 Nutrition, Final Report of the Mixed Committee, p. 3o.
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desire to live and enjoy life.

Discussing the causes of vigour in a nation’s life,
Marshall remarks : “Next come three closely allied condi-
tions of vigour, namely, hopefulness, freedomand change.
All history is full of records of inefficiency caused in
varying degrees by slavery, serfdom and other forms of
civil and political repression. Freedom and hope in-
crease not only man’s willingness but also his powet
to work. Physiologists tell us that a given exettion
consumes less of the store of nervous energy if done
under the stimulus of pleasute than of pain; and without
hope thete is no enterprise.” This probably is one of
the most important factors which has led to the tre-
mendous development of the colonial world.

In India we find that a worker generally comes from
a village to work only to earn some money to pay his
debtors. It is quite clear that he has no interest in work
and in his life in the town. He wants to get as much
as he can in the shortest possible time and wants to run
back to his village, which desire is stimulated by the
bad housing, insanitary conditions and grossly adulter-
ated food stuffs in the towns. As a result we find no
stable industrial class in our country. As a matter of
fact, with the exception of few towns there does not
exist in India any permanent class of workers and the
biggest problem of the Indian industries is the unstable
working population. This is the root cause (to whatever
effects it may be due to) of inefficiency in the workers,
because they cannot put their hearts into their work
which they regard as temporary calamity, and all efforts
that are made for worker’s welfare by the employers
are wasted on this unstable population. The problem
before the country is to produce a permanent class of
workers. This couldbeachieved by two methods. Firstly,
by improving the conditions of life in the towns and,
by pulling the wotkers instead of pushing them, as is
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the case at present. Secondly, the younger generation
and the children of the workers must be carefully trained
and from the very beginning they should be provided
with an industrial bias, and a taste for town life. In
the towns the industries should be confined to the
suburbs and efforts should be made as far as possible
to provide the village type of houses in the subutbs to
the workers. Most important of all, they should be
provided with all the amusements of village life and a
special effort should be made to provide them with un-
adulterated food. Their children should be given frec
compulsory education and those who show some talents
must be provided with technical education, by giving
them scholarships and other such aids.

There are two very important factors which can
create a better and more stable industrial class and these
are, firstly, provision against unemployment, technically
called unemployment insurance, and secondly, insurance
for health. England was the fitst country to introduce a
comprehensive scheme of unemployment assurance,
but considering the present conditions of the country
it is not a matter of practical politics in the immediate
future to undertake such a scheme. But considering
the tremendous number of unemployed medical graduates
it should not be impossible to introduce a comprehensive
health insurance scheme whereby a worker and his family
could be guaranteed free medical attendance.

The State and tie Worker

To improve the character and to increase the effi-
ciency of a large class of workers is a long and expensive
process and no ordinary employer has the means to make
such a sacrifice, the results of which can be achieved only
in the long run. Thus, there is a clear field for the state
to operate.

It cannot be denied that through one motive or the
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other the Government of India has been always taking
some interest in the Indian worker. The first Factory
Act was passed as long ago as 1882, and a consolidating
Act has been passed in 1924 which provides for the
reduction in the houts of work, and othet conditions
are imposed on the employets for the workers’ benefit.
A Royal Commission was appointed in 1928 to study the
labour problems and issued a comprehensive report but
most of its recommendations have not been carried out
owing to lack of funds.  Considering the tremendous im-
portanceof the labour problems itis essential that the state
should not spare any efforts or funds to improve the lot
of the working classes. The state should definitely undet-
take to provide free education and free health service.

It these are carried out, the expenditure incurred
on them will more than repay its cost by increasing the
industrial efficiency of the workers and by creating a heal-
thy and stable class of industrial workers, who will add
to the national dividend.

The employers can contribute 2 good deal to the
efficiency of the workers by improving the organisation
ot the factories and managing them on scientific and
rational lines. I personally believe that one of the
main causes of the Indian labourer’s inefficiency is
the employers  themselves. A large majority of
empleyers are ineflicient and  consequently those who
work under them are worse than their masters. Ac-
cording to Marshall, “he is the best businessman who
conttives to pay highest wages,”! and only those em-
ployers can afford to pay the highest wages who have
the ability to get the maximum out of the workers.

The Government have not devoted the attention
‘and the funds for the welfare of the workers which the
very important nature of the matter deserves. However,

! Masshall A., Principles of Economics, 8th Edition, p. 5so.
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it is not yet too late to begin. In addition to passing
labour laws which are of testrictive nature the state
should petform five other most important functions :

(1) To provide free compulsory education to all
children and to provide technical education to those
children who show some aptitude for it.

Dwelling on the relation between efficiency and edu-
cation Prof. Taussig observes : “Mere ability to read and
write opens at once a whole new world.  He who posses-
ses it can léarn from the experience of all mankind and
no longer from that of his parents and masters only.
The extension of such a great movement as the system
of interchangeable parts has depended largely on the
spread of elementary education.” “Though reading
and writing do not make the ditch-digger stronger and
geometry and literature do not add to the skill of the
mechanic, all education makes for intelligence, dis-
crimination, the utilisation of opportunities, the spread
of improvements. It also makes for sobriety, honesty
and steady endeavour.”’?

(2) To provide subsidy for health insurance.

(3) To previde a subsidy for the building of houses
for the worker.?

(4) To restrict his borrowing powers and to re-
duce his existing debts.

(5) To guarantec him pure food.

If the state wholeheartedly devotes its attention
to the labour problems and endeavours to carry out
the suggestions which we have made above, it will consi-
derably improve the efficiency of the workers. The
efficient worker will contribute more to the national
income than the amount spent on his welfare. This
is the best investment which the state can make.

1 Taussig, Op.Cit., pp. 99 to 100.
2 The details of this scherge are discussed in my State Banks

For India, Macmillan, 1939.



CHAPTER XII

ECONOMIC PLANNING

By P. C. JaN, M. A, m.sC. (Econ.), LonpoN
University of Allababad

A planned economic system is one of the most
popular creeds of modern times. This popularity apart
from the putely economic advantages which planning
offers is due, it appears to me, to two factors. In the
first place, we have been greatly disappointed by the
shortcomings of the existing system. The masses of
mankind, as Sit Arthur Steel-Maitland! points out, will
be ready to try a new system, proved or unproved, which
holds out a hope of escape from the uncertainties and the
hardships which they have been led to believe are inse-
parable from the old order. Their enthusiasm has been
strengthened by the success, even though it is partial,
of the Russian Five-Year Plans and the American Re-
covery Programme. Secondly, it is a widespread belief
that our society has the potentiality of plenty for all, and,
it is socially inexcusable that poverty and destitution
should exist in sucha world.2 There is, therefore, a readi-
ness to try any new system which promises such a result.

What is Planning ?
Economic planning has been defined in two dozen
different ways. We can only refer to some of the typical

1“The New America,” 1934, p. 208. Also Pramathnath
Banetji, “A study of Indian Economics,” 1940 edition, p. 384.
2 cf. Prof. Paul H. Douglas, “Controlling Depression,” p. 280.
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ones. Mis. Barbara Wootton defines! economic plan-
ning as a system in which the market mechanism
is deliberately manipulated with the object of producing a
pattetn other than that which would have resulted from
its own spontaneous activity. Prof. Herman Levy?

thinks that economic planning means securing a better
balance between demand and supply by a conscious and
thoughtful control either of production or of distribu-
tion or of both rather than leave this balance to be affect-
ed by ‘automatically’ working, invisible and uncontrol-
able forces.  According to Dr. Hugh Dalton® econo-
mic planning, in its widest sense, is the deliberate direc-
tion, by persons in charge of large resources, of eco-
nomic activity towards chosen ends. Ina lighter vein,
planning may be defined as the working of a number
of organisations in conjunction with one another for
some consciously accepted end.?2 The object of econo-
mic planning, according to some others, is the achieve-
ment and retention of a high standard of living for all
the members of society.  Still another definition asserts
that planning in India should have for its object facilita-
ting the greatest number of people to get the largest
number of goods at the lowest price possible.S Eco-
nomic planning may also be defined as the working of
production and distribution on a preconceived pattern
and the rehabilitation of the existing system to such a

1“Lament for Economics,” 1938, pp. 213-14. Also see
her book ‘Plan or no Plan’ for a more detailed discussion of the
subject. These two books throw much scientific light on various
other topics of Economics.

2 The New Industrial System, 1936, p. 2571.

3 Practical Socialism for Britain, 1936, p. 243.

+ Pamphlet No. 35 of the Political and Economic Planning
Club, London, 1934.

5 Planning and Industries Supplement to the ‘Indian Finance,
March 1939, pp. 4-5 and 9r.
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plan, with a view to secure a better adjustment betwcen
demand and supply conditions.

All these definitions of planning, as is evident, lay
varying emphasis on different aspects of planning; by
their very nature they cannot be all comprehensive and
complete. Economic planning of all types has three
essential elements ; the degree to which they may be
present in a particular plan depends on the natute of the
plan; it is perfectly possible to have a plan which
consists of all the elements.

In the first place, economic planning involves pre-
conceived, systematic, centralised effort to achieve pre-
determined ends. The individual parts of the social
and economic system give up their independence in the
common interest. The central authority determines
the ends worthy of achievement and applies itself with
this end in view to rehabilitate the existing structure and
organisation of production and to tap resoutces which
have so far been left untouched or under-developed.
In the Indian economic system this last consideration
involves encouraging such industries as the chemicals,
machine and tools, automobiles, shipbuilding, aluminium
and locomotives, for example. One method of securing
this end, though there are others as well, is to lay down
the level of production the system-should achieve in a
given period.!

Secondly, ecconomic planning aims at producing
commodities at the minimum costs per unit. It neces-

Lcf. Sir M. Visvesvaraya, Planned Economy for India, 1937.
The Russian five-year plan and subsequently the German five-
year plan made use of this method. Sir M. Visvesvaraya has
detailed out a scheme for India. His plan aims at doubling the
national income and securing a five-fold increase in ten years in
the net value of yearly production from Indian industries. His
scheme of development also aims at reducing the number of people
depending on agriculture by one-fifth during the same period.
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satily involves concentration of production in the
optimum (most efficient) producing units. An effort is
made to wotk the new industries at the optimum scale
from the very beginning; the existing system of produc-
tion is gradually pushed into the optimum scale.
Furthermore, planning necessarily aims at a proper
distribution of the income arising from this work.
The interests of labour, consumers, and suppliers of raw
material are safeguarded as much as the interest of the
producers. Effort is made, in a comprehensive scheme
of planning, to securc everybody an appropriate
standard of living.

Finally, planning aims at securing a better adjust-
ment between supply and demand than will obtain in an
unplanned system. An effort is made, with varying
degrees of success, to control over-production and short-
age of supply both in the immediate future and in the
long run. The intensity and amplitude of cyclical
ups and downs in industry are reduced, though they
cannot be entirely eliminated.

The Main Problem

It is now evident that unrestricted individual enter-
prise has not yielded benefits which some classical
thinkers expected of it. The system has worked with
jetks and has caused much discontent and injustice.
This is due to the prevalence of imperfect competition!
in the real world, while the classicals built their ideas on
the assumption of perfect competition.? In the absence

1¢f. Professor Chamberlain’s ‘“The Theory of Monopolistic
Competition,” 1936 and Mrs Joan Robinson, “The Economics
of Impetfect Competition,” 1933. Also consult N. Kaldar,
Equilibrium of the Firm, Economic Journal, 44, 6o, 1935.

2In modern literature perfect competition is supposed to
prevail when (1) the number of buyers and sellers is so large that
the doings of any one of them does not have an appreciable effect
on the total market situation; (2) buyers are indifferent between
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of centralised planning our productive system is open
to grave defects. :

In the first place, it has not always been possible to
concentrate production in plants with lowest average
costs per unit. This has haturally caused economic
waste. High costs plants manage to sutvive because
consumets demand is irrational. The consumers are
often ignorant of alternative sources of supply. They
sometimes have sentimental attachment to a particular
brand, let us say, of cigarettes and are prepared to pay
one pice more per packet rather than smoke another
equally good make. Furthermore, habits after a time
become permanent and even if there be a desire to change,
it is not always possible to do so. Some consumers have a
wrong petspective; they believe that an article with a
higher price is necessarily of a better quality. This
unsettles the working of the law of demand. In some
tespects, fashion goods, for example, consumers tastes
are fickle. A manufacturer of ladies’ hats successfully
plays upon this susceptibility, and unnecessarily multi-
plies designs involving small scale production. The
result of all this is that with recession in demand the
high-cost producer, whose goods will sell even at a-higher
price, finds it possible to exist.

Centralised planning helps to reduce costs in three
ways. There is a standardisation of consumers’ goods.
A sufficient variety is allowed for the exercise of consu-
mets’ choice, but it is not possible for any individual
producer to multiply brands; the central organisation
takes care of that, This enables large scale production,
thus teducing costs. It is evident that it is not in the
power of any single producer to impose such a standardi-

different sellets. So that market prices are beyond the control
of any single producer. Imperfection of competiton arises from
the absence of either one or both of these conditions.

19
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sation; only a central organisation can do it. Secondly,
centralised planning also prevents the wastes of retail
distribution. It is calculated that in U. S. A. about
38 per cent of the cost of the goods and in England
over £ 760 millions of consumers’ money every year is
spent on retail and wholesale distribution. This is 2
tremendous waste. In India no reliable figures are
available but the waste is substantial and effort should
be made to reduce such costs. Economic planning,
it is my belief, would do it. Finally, it is of the highest
importance that research should be undertaken in every
industry. A large section of the Indian industry has
culpably neglected this urgent problem. Economic
planning gives due importance to research in industry.
Research reduces costs, it helps to economise the national
resources; and it diminishes human suffering.
Secondly, in the absence of centralised planning
there is invariably always over-production. Not all the
producers are well informed about market demand ; even
if they are careful, reliable data is not always available.
There are inevitable technical difficultics in the way of
interpreting market trends. There is necessarily a time-
lag between the study of market conditions and the
supply of goods to satisfy them. Tastes might change
in the meanwhile and render the supply useless. Added
to all this is the fact that each producer, in his ignorance,
tries to satisfy as large a proportion of the market de-
mand as he can. The result is over-production. Even
if the danger of over-production is pointed out to indi-
vidual producers, they are not always mindful of it.
The Indian Cement Industry has long been threatened

1¢f, Henry Smith, Retail Distribution, 1937 ; “Britain without
Capitalists”’, published by Lawrence and Wishart, London, chapter
3td. on distribution; Britain in Depression, edited by Prof. J. H.
jones and others, chapter XX.
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with such overproduction ; our sugarindustry has already
passed through that stage; thejute producers, in spite of
best cfforts to the contraty, have failed to regulate the
amount of supplies.

We have plenty with poverty. It was a sad com-
mentary on our system when wheat was burnt or thrown
into the sea in the U.S,A., while millions of human beings
actually starved in other countries. There is an ighomi-
nious maldistribution of wealth in this world. In our
own country we have extremes of wealth and poverty.
This becomes still more intolerable when a change in
our .economic organisation promises redress.

Centralised planning will' remove these defects
in two ways. In the first place, for the planning
authority it will be possibe to correlate market demand?!
with available raw materials and power resources.
It will also be possible, to some extent, to control the
market demand itself. The object is to secure produc-
tion at lowest average cost. Each producer will only
be allowed to supply his share of the market demand.
It might not be possible to secure a perfect adjustment
between supply and demand, but a closer approxima-
tion to it will surely be available. Secondly, though
the guiding principle will be equation of marginal
cost with marginal revenue, welfare considerations will
not be neglected. Central planning appreciates the fact
that human beings in themsclves are national assets.
In a perfect system, which might, however, not be easily
available in the real world, everyone will get the work
which he can best perform. In the long run there

11t is possible to have planning in a society in which there are
no markets. In that case the planning authority will have to rely
on its own estimates of the national demand and an effort will be
made to approximate the productive system to this estimate.
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shall be no unemployment—educated or illiterate. No
one will starve.

Finally, in the absence of centralised planning
there is often a waste of economic resources. Three
kinds of waste is experienced in an unplanned economic
system. The individual producer is concerned with
his profits, he does not care whether his action leads
to a wasteful use of national resoutces. A good
example is provided by the reckless use of British coal
in the past; it is only now that the English people have
become alive to the danger. Thete is another type of
waste when resources are left untapped because in-
formation about their existence is not available, unjusti-
fiable foreign competition makes their ecxploitation
impossible, capital and skilled labour are not available
because nobody planned for their future supply. Capi-
tal and skilled labour cannot grow overnight, in order
to get a supply in the future effort has to be made much
in advance. India is a classical home of this second
type of waste. It has been realised only recently that
we can usefully develop our chemical, machine and
tool, locomotive and automobile industries, among
others. Finally, under the existing system the health,
happiness, and welfare of the manual workers have
been grossly neglected. The existing social insurance
and welfare schemes are completely inadequate; social
services are only encumbrances to the employers;
the wotkers find themselves neglected. Economic
planning is capable of climinating all these three varie-
ties of waste.

Some Essential Points

It is a practice with some people to use economic
planning, socialism, and bolshevism either as  syno-
nyms or as inevitably mixed up with each other. This
attitude is wrong. We can have planning under every
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system of political organisation.! As a matter of fact
there is never a choice between planning and no plan-
ning; all we can do is to select any one particular plan
in preference to others, because evety economic system
no matter how defective involves some planning.?
Experiments in economic planning have in recent yeats
been made in U.S.A., Great Britain, Italy, Germany,
Russia, and Sweden. These three sets of countries
owe allegiance to different political philosophy; all of
them have undertaken planning in the past few yeats;
the only difference is that the plans differ in their details
and in their thoroughness. But all of them involve
some sort of preconceived centralised effort which is
the chief feature undetlying any deliberate economic
planning. It may here be mentioned that planning in
the past has mostly been national in character but in
recent years there has been a desire to make its scope
international,® though one cannot be very optimistic
in this matter., H. G. Wells wants an international
twenty-year plan and Dr. Lorwin, at Amsterdam, in
1931, was content to ask for a world five-year plan
covering all the economic and non-economic fields of
activity.t

There is no one set plan to which all the coun-
tries must necessarily conform.® Evety country, so also

1 ¢f. Dr. Huge Dalton, op.cit., pp. 246-47. He says, ‘Planning
is not the same thing as socialism. Socialism is primarily a ques-
tion of ownership, planning a question of control or direction.’
Also sce, in this connection, Collectivist Economic Planning, edit-
ed by Prof. F. A. von Hayek, 1935, p. 15.

2 cf. Prof. Lionel Robbins, Economic Planning and Interna-
tional Order, 1937, page 4.

3 Prof. Robbins, op.cit.

4 For details consult F. E. Lowley’s “The Growth of Collec-
tive Economy’, 1938, Vol. II, p. 403 and the references given there,

5cf. K. N. Sen, Economic Reconstruction of India, 1939,
p. 34. Also W. R. Maclaurin, Economic Planning in Australia,
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India, has to take full account of the prevailing condi-
tions in drawing up a scheme of planning. It will be
definitely harmful to India if we blindly copy the Rus-
sian or any other scheme of planning. We have to
evolve our own system.

Partial planning is wotse than uscless. Planning to
be successful must be thorough and all-pervadingl
The great danger in a partial plan is twofold. We
might become self satisfied with our supetficial efforts
and this may mask from us the real intensity of the
problem; the whole economic system is intimatcly in-
ter-related and intetference in one field might create
fresh difficulties elsewhere, thus causing injusticc and
confusion. It might not always be possible to have a
full-fledged scheme of planning from the very start
but any control, of whatsoever degree, should be ap-
plied uniformly on all the fronts. It is only then that
planning can be expected to show good results.

Economic planning may not be inconsistent with
private property and inequality of income. Human
beings have differences of quality and contribution,
not altogether as a result of existing social institutions,
and different payments may be called for. There will,
however, be equality of opportunity and extremes
of wealth and poverty will not exist in a planned
system.

There are some essential prerequisites of success.
In the first place, if planning is to be successful,

1937, p. 284, where we are told : ‘Australian experience does not
lead to the conclusion that there is any one universal technique
that can be applied to facilitate recovery. Rather it emphasises
the fact that for each country a formula must be evolved to suit
the particular conditions there.”

L cf. Werner Sombard, Die Zukunft des Kapitalismus, p. 20
and Prof. Emil Lederer, Planwirtschaft.
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we should have a thorough statistical knowledge!
about the available raw materials, power resources,
and market demand. In India our knowledge about
the existing mineral and power resources of the country
is very fragmentary. A thorough survey is still to be
made.2 The Bowley Robertson Committee (1935) re-
commended a census of production. This along with
a study of the existing market demand is of funda-
mental importance if planning is to be successful.
Morzeover, planning implics a certain standardisation
of wants which is the very keystone of mass produc-
tion and planning possibilities.> This can only be done
if detailed information about the market demand is
available. In the absence of this information the
planning authority finds itself at a loss to lay down
any sensible policy. Secondly, this statistical informa-
tion should be properly interpreted and well-defined
ends and objectives should be laid down. Nothing
is more fatal to centralised planning than vague gene-
ralisations without any definite ends capable of
achievement. Finally, it is very essential that those
entrusted with the carrying out of the plan, and those
whose interests are vitally affected by it, should be
convinced of its utility. In U.S.A. President Roose-
velt’s efforts at central planning were severely handi-
capped because the businessmen refused to support
it. Thereshould at least be some method of enforcing
the plan if the persons concerned will not give it a
wholehearted support.

Criticisms against Central Planning

Economic planning has been subjected to many

Lcf. P. N. Bannerji, op.cit., p. 381; also K. N. Sen, op.cit.,
Chapter VI

2 See Chapter 2nd.

8 cf. Prof. Herman Levy, op.cit., pp. 257-59.
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criticisms. Many eminent authorities maintain! that
in a system of planning, in which free markets have
been dispensed with, the producing authority has no
test to guide his activities. The point is simple. We
are told that in a competitive system with free markets
there prevails a market price for evety commodity
and service, determined by the interaction of demand
and supply. Each producer tries to adjust his costs of
production to this price. This, therefore, is the test
which guides him in deciding the quantity of a parti-
cular commodity he should produce for the market.
When all the producers do this the national resources
are distributed in the best possible way with relation
to the prevailing market demand. In the absence of
free markets the cost price test is not available to us,
hence some commodities ate liable to be produced too
much and others too little. This naturally causes a
waste of economic resources. The mistake of
this criticism is that it implicitly assumes that a free
market mechanism is an absolute ideal; in other words
it forgets that a competitive system with uncontroiled
markets in its actual working is also very defective.
Therefore, we should compare the system under econo-
mic planning, not with an imaginary ideal, but with a
system which actually prevails in the absence of plan-
ning ; and, if we do so, we cannot categorically declare
that a planned system is even worse than the defective
working of a competitive system.

As to the test which should guide the decision of

1See Collectivist Economic Planning, edited by Prof. von
Hayek; ‘Socialism’ by Prof. von Mises ; Economic Planning in
Soviet Russia by Boris Brutzkus (1935).

Prof. Brutzkus writes, ‘At any rate under a planned economy
with shattered markets it is impossible to make a proper choice
between factories which it pays to use and factories which it does
not pay to use.’ (p. 229).
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the planning authority, it is true that the criterion of
costs and prices will not be available to him. Two
alternative tests, however, are possible. One is to
calculate the absolute requitements of the population
at a given level of efficiency and to produce goods in
the propottion that such a standard of living indicates.
It is admitted that a study of such requirements can at
best be incomplete but even rough estimates will suffice,
atleastin the beginning. Moreover, there is undoubt-
edly an element of arbitrariness in such a calculation,
but there is nothing to prove that this arbitrariness will
make us less happy or less prosperous because even in
an unplanned system the decisions of the producer
and shopkeepers also are arbitrary to some extent.
Secondly, a thorough survey should be made of the
available national resources: this will indicate the
ultimate production of which the system is capable.
A combination of these two tests will give us a work-
ing formula. If our resources in a particular direction
exceed our requirements, we will transfer the surplus
to alternative uses; if out requirements are greater than
our resources, even after all the adjustments have been
made, we will have to pull down our standard of living
to that extent. The distribution of individual shares
out of the National Dividend will also be done cn the
basis of the predetermined standard of living men-
tioned above. The work, though difficult, is perfect-
ly possible, and the new system is bound to be more
equitable than the present one because under it effort
will be made to give each man enough for his needs.

The second, and in our judgment a perfectly
valid, criticism against full-fledged centralised planning
is that under this system the industrialists have no
inducement to put in their best efforts. The profit
motive acts as a driving fotce in case of individual
enterprise. An individual producer puts in his best
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efforts because to neglect his work touches his pocket.
This motive keeps the producer active and sincere.
The profit motive ceases to operate under centralised
economic planning because welfare considerations be-
come more important and remuneration cannot be
proportional to productive effort. Hence, it is neces-
sary to replace this profit motive by some other equally
powerful alternative, if slackness and sabotage have
to be prevented. One or mote of the following three
forces replace profit motive under centralised plan-
ning: devotion to duty, fear of violence, attachment
to an ideology where economic planning and political
ideologies are mixed up. It is excellent if a devotion
to duty can be encouraged in the workers, but it is not
always easy to achieve, and sometimes even temporary
realisation of it becomes difficult. The third—attach-
ment to an ideology—may be voluntaty and more dur-
able, but there is the great danger that under it econo-
mic principles may be altered out of shape by political
interference. The worst of these alternatives is the
fear of violence. It is never permanent. It has been
our experience that fear and consequent anxiety sap the
best qualities in the wotkers ; in the absence of security
the workers can never put in their best. Fear above
all is completely demoralising. The fact has to be
faced that in this imperfect world of ours no suitable
substitute for the profit motive is available under cen-
tralised planning.

Finally, it is essential for the success of planning
that we have, firstly, a perfect timing between the
supply and demand of different departments, secondly,
that over-centralisation is prevented. It is unluckily
to be admitted that in operation both these are difficult
to achieve. A moment’s thought will reveal to us the
possibility of chaos if a certain department is slack and
the whole scheme is temporarily clogged because of it.
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Delay and shortage are both highly detrimental. In
case of over-centralisation the subordinate depart-
ments lose their vigour and initiative, and are liable
to become inefficient. To achieve success and to
steer clear of these two dangers is a difficult, if not an
impossible, task.
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