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FOREWORD
By

SiR PursHOTAMDAS THAKURDAS, Kt., C.I.E., M.B.E.

It gives me pleasurc to write these few lines as a
Foreword to Mr. K. P>, Khara’s very useful thesis on
Industrial Protection in India. It is a very whole-
hearted effort at tracing the history of Indian Industry
and bringing it up-to-date over a period which can be
said to be co-extensive with the influence of British
power in India. This is the first work of its kind
reviewing all the industries inquired into by the Tariff
Board since its inception. The facts and figures as
narrated by Mr. Khara are reliable, and his presen-
tation of the rise and progress of each industry is
impartial. Mr. Khara has expressed his views regard-
ing the constitution and functions of a Tariff Board
which can inspire confidence in the public, and these,
in the main, coincide with the general opinion which
the Indian public hold. I look upon his effort as a
very creditable one on the part of a graduate who has
had no practical experience of commerce or industry,
and I am sure that the compilation which he has put
forward will be a very useful one to any student of
Indian economic structure, generally, and the progress
of Indian industries, in particular.

I understand that Mr. Khara comes from a family
which has shown commercial enterorise till now and
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I am glad to learn that it is his intention to take to his
paternal business. I have no doubt that he will utilise
his technical knowledge of a high order displayed in
this thesis to serve in the field of national industry in
a practical manner in the course of his business career
hereafter.

““ SUNEETA,”
Ridge Road,
Bombay, May 22, 1939.



PREFACE

This work was originally written as a thesis for
Part I of the M. Com. examination of the University
of Bombay. No apology for the choice of the sub-
ject, viz. “ Industrial Protection in India” is needed
having regard to the fact that India is on the threshold
of an industrial renaissance whose progress depends
largely on the tariff policy of the state.

The subject of Industrial Protection has received a
great deal of attention both before the war and
especially in the post-war period. India adopted the
policy of protection as late as 1923. An attempt has
been made here to study critically the working of the
new policy of “ Discriminate Protection.” Sugges-
tions have been offered to make the policy more liberal
and generous so as to ensure the rapid industrialisation
of India with a view to bringing about a balanced
economy in the country.

It is hoped that the book may be found useful to per-
sons who are interested in the modern economic
development and industrial planning of our country,

and in particular to those who are directly or indirectly
concerned with industries in India.

An attempt has been made to bring the book up-to-
date. The recent Reports of the Tariff Board on
Sugar, Paper and Magnesium Chloride Industries and
the new Indo-British Trade Agreement have been
reviewed in Appendix VI.
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I take this opportunity of expressing my gratitude to
Sir Purshotamdas Thakurdas, kt., c.1.E., M.B.E., for
writing the Foreword to my work and to Prof. S. G.
Beri, of the Sydenham College of Commerce and
Economics for giving me able guidance and offering
valuable suggestions while writing the thesis. My
thanks are also due to many authors to whom I am
indebted for their researches in the field of Protection.

4th Thomson Avenue,

Rangoon, June 16, 1939.

Rupa Manzir,
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INTRODUCTION

Protection, the rage of the Modern World.—
It is inconceivable that economists and politicians will
ever agree regarding the comparative merits of Pro-
tection and Free Trade. Taking facts as they are,
the World War of 1914-18 and its aftermath cut short
the life of economic liberalism and sowed the seeds
of economic nationalism. The most effective instru-.
ment for the attainment of this new goal has been the
old policy of Protection revived with numerous new
and ingenious ramifications. A vigorous policy of
protecting home industries may thus be said to be the
rage of the modern world and the prospects of freer
international trade appear at the present moment to
be none too bright. The subject of fiscal policy as
based on protection has naturally received a great deal
of attention from economists and statesmen in the
post-war period and the literature on the subject has
been continuously growing.

Strong protectionist sentiment in India.—
The trend of world opinion has had its inevitable
reactions on economic thought and policy in India.
The controversy regarding the most suitable fiscal
policy for India is a long-standing one. It may be
said, however, that Indian Economics of all shades
have generally speaking been strong protectionists
ever since the days of the late Dadabhai Nowroji and
Justice M. G. Ranade. As the distinguished authors
of the Montague-Chelmsford Report observe, the
theoretical free trader hardly exists in India.” The
fiscal policy of the Government of India was, however,
for a long time out of tune with the trend of public
and commercial opinion in the country. Broadly
speaking it mav be said that before the War the Gov-
ernment of India were wedded to the policy of laisses-
faire. 1In fact, they had no freedom of action in fiscal
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matters and had to carry out the policy as dictated by
the Secretary of State for India, i.e., really by the
British Government who were then firm believers in
the blessings of Free Trade. The War imparted a
new urgency to the problem of industrial development
of India and the Constitutional Reforms of 1919 made
the recognition of fiscal autonomy for India necessary.
Then followed the Fiscal Commission and their recom-
mendation for Discriminate Protection. The new
policy was implemented in 1923 and since then has
been carried out through the agency of the Tariff
Board whose numerous Reports are a veritable mine
of information for the research student. The subject
of Industrial Protection is thus a very important one
in India to-day and has a peculiar fascination for the
student of economics and commerce.

Outline of the Thesis.—This thesis on Industrial
Protection in India, for the sake of convenient analy-
tical and critical treatment, is divided into four parts.
Part I deals with the general problems in connection
with protection and forms the background for Part II.
Part II is devoted to the study of the past and present
Fiscal Policy of India. The working of the new policy
is reviewed in Part III. Part IV is devoted to a criti-
cal examination of the present policy of protection in

India.

We may now briefly indicate the general arrange-
ment of the various chapters of the thesis. Part I
comprises of three chapters. Chapter I, “ Fortunes
of Protection” gives a brief review of the different
phases through which Protection has passed from
Mercantilism which was the first scientific system
adopted to foster national industry, down to the post-
war economic nationalism. In Chapter II, “ Theoreti-
cal Background of Protection,” it is proposed to
examine the theoretical basis of Protection and to
attempt a critical survey of the various arguments
advanced in favour of protection and its limitations,
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In Chapter III, “ Methods of Protection,” we deal
with the various methods of extending protection to
home industry. Although tariffs form the chief weapon
in the protectionist armoury, there are other missiles
too for protecting national industries.

Part II comprises of Chapters IV and V. As a
necessary preliminary to the study of the present fiscal
policy of India, we deal with the past industrial and
tariff policy of the Government of India in Chapter IV,
“ The Protectionist Movement in India.” It eluci-
dates the controversial points connected with the early
history of India’s tariff policy, and indicates the subse-
quent changes in that policy especially during and
since the War. It is concluded with the appointment
of the Fiscal Commission in 1921. Chapter V,
“ Policy of Discriminate Protection ” is devoted to the
study ot the recommendations of the Fiscal Commis-
sion which commended the adoption of the policy of
Discriminate Protection. The action taken by the
Government of India and the Legislative Assembly
on the Report is also indicated.

Part I11 consists ot Chapters VI to IX. In these
chapters we pass under review the working of the
policy of protection in respect of the several industries
examined by the Tariff Board. In making the survey
of the various industries a historical treatment of the
development of each industry is given in order to
bring out its position at the time of the reference of its
claim for protection to the Tariff Board. The findings
of the Board in each case are considered and the growth
of the industry after the grant of protection to it and
its present position are also examined.

Chapter VI, “ Iron and Steel Industry ” is devoted
to the question of the grant of protection to the Iron
and Steel Industry and the numerous enquiries made
by the Tariff Board from time to time. In Chapter VII
“'Cotton and other Textile Industries ” the questions
arising from protection to the Textile Industries are
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dealt with. Chapter VIII “ (1) Paper, (2) Cement,
(3) Sugar, (4) Salt-Industries” reviews the question
of protection to these industries. In the last chapter
of this part—Chapter IX “(A) Other Industries, (B)
Removal of Tariff Anomalies” the remaining
industries which were examined by the Tariff Board
are dealt with. In the concluding portion of this
chapter the question of Tariff Anomalies is considered.

In Part IV a critical examination of the present
policy of Discriminate Protection is undertaken and
suggestions for improvement offered. The question of
the future Fiscal Policy of India is also dealt with.
In Chapter X “ Protection and Imperial Preference ”
which forms the first chapter of Part IV, the bearings
of Imperial Preference on the policy of Discriminate
Protection in India are critically examined. This is
followed by Chapter XI “ Conditions, Mechanism and
Procedure of Protection in India” which attempts a
scrutiny of the conditions, mechanism and procedure
of Discriminate Protection and makes suggestions. In
Chapter XII “ Other Measures of Protection” the
other methods of extending protection to home
industries in India are considered and suggestions
made wherever necessary. This chapter “ Other
Measures of Protection’’ ends with the general con-
glliis.ion regarding the right future Fiscal Policy for
ndia.

The five Appendices at the end ot the thesis are
illustrative of some of the important problems con-
nected with the thesis. Appendix I shows with the
help of charts, the progress made by the main
industries after the grant of protection to them.
Appendix II gives a Tabular Statement of the several
enquiries carried out by the Tariff Board from time to
time. The rates of duties after the grant of protection
to the Iron and Steel, Cotton Yarn and Piecegoods
and Sugar Industries, in force during different periods,
are given in Appendices III, IV and V respectively.
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Materials and Sources consulted.—The treat-
ment of Part I is mainly based on foreign books. For
the study of recent tendencies in the industrial policy
of the world, besides the foreign books mentioned in
the Bibliography, the Annual Volumes of World
Economic Survey published by League of Nations
have been depended upon. For, Chapter IV, Part II
“ Fiscal Policy of India—Past and Present,” standard
works by Indian Economists have been consulted.
Chapter V “ Policy of Discriminate Protection” is
mainly based on the Report of the Fiscal Commission
(1921-22). Part III, which studies Protection under
‘Operation, is chiefly based on the materials collected
from the Reports of the Tariff Board and the Minutes
of Evidence tendered before the Board. For the pur-
pose of reviewing the growth of industries after the
grant of protection and the present position of the
various industries, statistics have been taken from the
Annual Review of the Trade of India, Monthly Survey
of Business Conditions in India and the various Year
Books. Considerable difficulty has been experienced
in collecting figures up-to-date, as the statistical and
other Governmental publications are available after
such long intervals that the most recent facts cannot
easily be incorporated.

I have treely drawn upon the Bombay Secretariat
Library, the Bombay University School of Economics
and Sociology Library, the Library of the Sydenham
College of Commerce and Economics, Bombay and
the Library of the Indian Merchants’ Chamber,
Bombay. 1 take this opportunity of expressing my
gratitude to the authorities of these Libraries for
extending to me generous facilities. A detailed
Bibliography of the various sources laid under contri-
bution is given at the end of the thesis and exact page
and paragraph references are mentioned in the foot
notes to the several chapters.

——






INDUSTRIAL PROTECTION
IN INDIA

PART L
GENERAL.







CHAPTER 1
FORTUNES OF PROTECTION

Scope of the Chapter.—A brief general review
of the fortunes of Free Trade and Protection, the
growth of the protectionist sentiment and strengthening
of the protectionist armoury is necessary as a back-
ground for a proper study of the problem of ‘ Industrial
Protection in India.” The prevalence of strong pro-
tectionist sentiment abroad and the example of
countries like U.S.A., Germany and Japan who have
invoked protective tariffs in aid of their industrial
development have exercised a deep influence on the
protectionist sentiment in India. Such a general review
will also serve to indicate the strong and weak points
of the policy of protection and will be generally help-
ful in finding a solution of the complex problem of
protective tariffs in India.

(I) Mercantilism.—The genesis of the modern
protectionist movement can be traced back to Mer-
cantilism, which was the first scientific movement
in Economics, and which assigned wide economic
functions to the state, thus laying the foundation of
the present system of protective tariffs.

The first systematic measures relating to foreign
trade were those of g system called mercantilism,
employed in the seventeenth century in England,
France and other European countries. Mercantilism
was based on the idea that wealth of a country depended
on the abundance of precious metals and that for
countries not possessing gold and silver the best
means to obtain wealth was a large export trade.
Spain’s amazing rise to wealth and power in the six-
teenth century was believed to be due chiefly to the
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silver and gold she drew from the New World.* Mer-
cantilism is generally divided into three phases. In
the first phase absolute prohibitions of the export of
money and precious metals were employed, and the
rate of exchange was fixed by law. The second phase,
‘ The Balance of Bargains’ was characterized by the
obligation of home merchants to bring back into the
country, in money, the proceeds of their sale abroad,
and the obligation of foreign merchants to employ the
whole or part of what they obtained from the sales of
the goods they brought in purchases inside the country.
The third phase ‘ The Balance of Trade,” is that
which included directly and indirectly measures em-
ployed from the seventeenth century until the middle
of the nineteenth century for the purpose of assuring
a favourable balance of trade with foreign countries.t

In order to obtain a favourable balance in foreign
trade the tariff policy of mercantil-
Its aims, ism (1) imposed prohibitions on the
export of precious metals, food-
stuffs, and raw materials which could be utilised in
the country itself; (2) levied heavy import duties; (3)
prohibited the use of foreign vessels and accorded
privileges and monopolies to national shipping; (4)
instituted the national monopoly of colonial trade; (5)
prohibited all trade, whether import or export, between
colonies and foreign countries; (6) granted favours,
subsidies or bounties to national manufacturers and to
the export of manufactured goods.*

Thus the purpose of mercantilists policy for
example in England was fourfqld (i) to strengthen the
mercantile marine, (ii) to develop the colonies and
overseas possessions as sources of supply of raw
materials and as markets for British goods, (iii) to
promote arable farmjng at home, especially the
cultivation of the staple foodstuff, wheat, (iv) to foster

* Knight, Barnes and Flugel—Economic History of Furope, p. 316.
+ 0. Paranagua—Tariff Policy, pp. §6.
316, p. 6
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the ancierit industries of the country especially the
premier industry of woollens.* The Commercial
Legislation of the period supplies innumerable illus-
trations of the use of restriction to foster home industry.
The industrial control was exercised by the state
through the privileged corporations and trading com-
panies. Heavy duties on imports were resorted to in
England for this purpose. All competition with the
native woollen industry was impeded as much as
possible. The silk and iron industry received the
same aid. The colonies were prohibited from trading
with other European nations than the parent country.
Under this system colonies were regarded as hewers
of wood and drawers of water for the mother country.
India was no exception to this. For example, the
Directors of East India Company wished, “the
manufacture of raw silk to be encouraged in Bengal
and that of silk fabrics discouraged.””t The British
Statesmen in the early years of the nineteenth century
did all they could to promote British industries at the
sacrifice of Indian industries. British manufactures
were forced into India while Indian manufactures
were shut out from England by prohibitive tariffs.

The policy outlined above reached its full develop-
ment about the middle of the eighteenth century in
Great Britain. In every direction of commercial legis-
lation its principles were predominant, and had come
to be regarded by practical men as unquestionable.*

France offers another striking example of the com-
mercial policy of mercantilism, systematically pursued
by Colbert in the seventeenth century during the reign
of Louis XIV. Colbert looked upon trade as a public
service and attempted to regulate in detail the econo-
mic life of France. In order to develop existing
industries and to establish new manufactures Colbert

*C. R.za.F&y-—Gmt Britain from Adam Smith to the Present Day,

P. 3
f%nuximh Dutt—The Economic History of India under Early British
8,

p. 256.
iC F table—The Commerce of Nations, p. 42.



i

imposed heavy duties on imports, granted bounties to
dnd conferred favours on manufactures and the export
of manufactured goods. Besides measures concerning
foreign trade and manufactures, Colbert employed
others with the object of developing French shipping
and colonial trade.

The policy of mercantilism pursued systematically
in the seventeenth century and developed until the
nineteenth century, was also adopted by most other
European countries.*

At first the mercantilist system was regarded as a
masterpiece of wisdom and state-
Criticism. craft. Then under the influence of
the liberalizing movement of the
eighteenth century it was condemned as a gigantic
imposture.t But 1t is not difficult to trace the process
of reasoning by which the mercantilist conclusions
were reached. Every import implies a corresponding
debt in money; now if the need of importing can be
obviated, the liability will cease, but the fact that
commodities can be produced in the country shows that
their importation is not necessary, and therefore to
hinder their needless import will so far reduce the
money due to other countries and increase national
wealth,

The mercantilist held firmly to the belief that com-
merce was a species of warfare in which the advantage
to one country could only be obtained at the expense
of another.* In its details the mercantile system em-
braced many fallacies. Its central error was a mistaken
notion with regard to the nature of wealth. According
to the mercantile theory, wealth consists mainly or even
entirely of money or of gold and silver bullion. It is
true that gold and silver are important forms of wealth
and were possibly more important in the eighteenth

# Ref. O. Paranagua—Tarift Policy, p. 18.
+C F. Bastablo-"The Commerce o Nati , p. 40.
1 A. Birnie—An Economic History of Europe (1760-1830), p. 66.
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century than they are now, on account of their great
kcarcity and of the imperfect development of paper
money and credit facilities at the time. But this is no
sufficient justification and does not help the mercanti-
lists to refute the charge of having seriously mis-
conceived the real nature of wealth.

An estimate of the economic and social effects of
the mercantile system is not quite so easy to form and
the vacillations of opinion in this respect have been
remarkable. Fuller historical inquiry, and the general
change in the attitude of economists, have led to a
more sympathetic treatment of the older policy. Many
modern students think with Roscher that “a system
which has lasted for centuries cannot be wholly erro-
neous, and they notice that the direction in which the
mercantile policy tended to guide society was the true
line of progress.”* They thus reach the conclusion
that mercantilism was a necessary and beneficial stage
of social development, not to be contemptuously set
aside as the product of error and selfishness.

Mercantilism was a politico-economic doctrine
that possibly fitted the seventeenth and eighteenth
century conditions in Europe fairly well.t

(II) Rise of the Free Trade Movement.—(From
Adam Smith to 1860). It is commonly thought that
the revolt against Mercantilism was

e ortne  the outcome of speculation by
students of social matters—a con-

test of theory against practice. The persistence of
this belief is noteworthy, as it has had important effects
on the progress of the later Free Trade movement.
The foundation for it is very slight. The first persons
to feel acutely the pressure of restrictions were those
actually engaged in commerce, and it appears from
the “ memoires ” of the representatives of the principal
commercial towns in France (prepared in 1701) that

#C. F. Bastable—The Commerce of Nations, p. 4.
+R. A. Hodgson—An introduction. to International Trade and
Tariffs, p. 41,
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they were in favour of freedom of comnierce subjetct
to moderate duties.*

The evils of a rigorous system of restrictions on
trade are necessarily first perceived by those who suffer
from it, though they may not formulate their objections
in the shape of a general theory.

Both in England and France such writers as
Dudley North and Boisguillebert
Intellectual revolt.  had dissented from the efforts to
encourage manufactures, and the
former had insisted on the value of freedom in indus-
trial matters.t But now the opposition became serious.
The Free Trade movement presents two distinct
phases. The first, which concerns the movement for
individual economic liberty, and which is one of the
aspects of the liberal reaction, is represented by the
writers of the eighteenth century and their precursors.
The principal representatives of this phase are Bois-
guillebert, Quesney, and the Physiocrates.* The
French economists laid down the doctrine of absolute
liberty in the most uncompromising form. ‘ Maintain
complete liberty of Commerce” said their leader
Quesney, “ for the regulation of internal and external
commerce that is most certain, most precise, and most
profitable to the nation and to the state, consists in full
liberty of competition.”§ This general rule enunciated
in dnl%,erent ways and expanded into volumes formed
the substance of their teaching..”

The second is the economic phase of Free Trade,
in which the ideas of the liberal movement have found
expression in the famous work of Adam Smith, the
“Wealth of Natlons,” published in 1776. The “Wealth
of Nations” examined the actual effects of existing
commercial restrictions. Each part of the mercantile
system was assailed by Adam Smith. He stated that

*C. F. Bastable—The Commerce of Nations, p. 43.
+ Ref. Ibid., p. 42.

0. Para.mgua—Tanﬁ Policy, p.

§ C. F. Bastable—The Commerce of Nahons p. 42
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to limit importation was contrary to the interests of
the community; to prohibit export of raw material or
machinery was an injury to the particular producers
engaged in those industries; restriction on colonial
trade retarded the growth of these young societies
while they did not benefit the parent state. Thus
considering the actual effects of mercantile system, he
overthrew the authority of the theories on which these
restrictions had been based. Adam Smith also showed
the fallacy underlying the traditional view that the
commercial prosperity of one country is at the expense
of and incompatible with that of another. Every
nation in its exchange wanted to have the whole of
the profit of the trade, but it did not see that by the
very nature of the exchange there was bound to be
some profit on both sides since each on its side gave
less than it received. He thus demonstrated the true
nature of international trade and prepared the way for
the freer trade policy and more liberal regulations of
the modern age. These ideas of the liberal movement
were later consolidated and adopted as a new theory
of international trade by David Ricardo and John
Stuart Mill.*

Thus during the eighteenth century, the intellectual
re-action against mercantilism slowly gathered strength.
But it was at the hands of Adam Smith that mercant-
ilism received its most complete and crushing
refutation. The economic aspect of international trade
will be discussed in a subsequent chapter.

This intellectual revolt gained ground because of
economic development in various countries. It must
suffice for the moment to state that the decay was due
to the development of capitalism, the expansion and
intensification of trade and the gradual transformation
of the industries which fed foreign commerce.t ‘

The European market was rediscovered, and
nations made treaties with each other to promote ex-

# 0, Paranagua—Tariff Policy, p. 19.
+ Knight, Barnes and Flugel—Economio History of Europe, p. 321
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changes advantageous to both parties. Protective
tariffs were continued, but they are better understood
and more reasonable.

The revolt of the American colonies of England
destroyed at a blow one part of the English mercantile
system and showed on how weak a basis it rested.

Thus it is seen that mercantilism reached its peak
as a recognised system in the seventeenth century and
declined from the eighteenth century.

The rapidity with which the new economic doctrines

i established their ascendancy over

New teonomic  the minds of men is indeed remark-

able. Within ten years of the pub-

lication of the “ Wealth of Nations” a serious breach
had been made in the English mercantile system.

The Free Trade movement as a political force
owed its strength to the fact that it had a scientific
character. The fundamental idea of the Free Trade
movement which can be found in its various tendencies
from the eighteenth century until the present time, is
that of natural economic order. We shall discuss the
theoretical background of Free Trade movement in
the following chapter. Here we shall examine the rise
of the Free Trade movement in some important
countries.

(A) England.—One of the first statesmen to come
under the influence of the new eco-

Pitt’s efforts nomic philosophy was the Younger
Pitt. Tt was said at the time that

he understood the principles of the “Wealth of
Nations *’ better than their author himself, and during
the early years of his premiership he made a determined
effort to put them in practice.* He reduced in 1784
the heavy duties on Tea to a single ad valorem rate
of 124%. The Budget of 1784, imposed new excise
and licence duties. While tightening indirect taxation
Pitt effected in 1787 a consolidation of the tariff. He

# A. Birnie—An Economic History of Europe (1760-1930), p. TL.
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Substituted for the existing compound duties a single
rate for each article and thereby simplified enormously
the burden of the trader.* Under the influence of
Adam Smith, Pitt went as far towards Free Trade as
the industrialists would allow him, but that was not
far. He scored at least a temporary success in opening
up a larger measure of free intercourse with France,
by the treaty (Eden Treaty) which was concluded in
1786.% But Pitt’s further schemes of fiscal and financial
reform were interrupted by the outbreak of the French
War in 1793, which automatically cancelled the Eden
Treaty and postponed the destruction of the mercantile
system for another fifty years.

The outbreak of war with France in 1793 put an
end to all legitimate trade between the two countries.
In order to raise money for the war, everything that
could bear taxes was taxed, and Free Trade received
a big setback. In the course of the war Napoleon
adopted new tactics when he attempted to strike a
mortal blow at Great Britain by undermining her
industrial and commercial power. He attempted to
organise an economic blockade of the United King-
dom. In 1806 the Berlin Decree prohibited all com-
merce or intercourse of any kind with England and
ordered the confiscation of all cargoes and vessels of
English origin.* The orders in Council in 1807 were
the reply of the British Government to this policy of
systematic boycott. These declared France and all
countries under French control in a state of blockade.$

When foreign supplies were cut off during the
French wars, a large amount of

Corn Law, inferior land was brought under cul-
tivation, and the price of corn rose,

*C. R.“Fay—(}reat Britain from Adam Smith to the Present Day,

fw.‘"Cu.ininghm—n The Rise and Decline of the Free Trade Move-
ment, p. f

T Kenneth G. Lewis and Noel Branton—The Rise of British Com-

merce, p. 78.
§ Ref. %2 R. Fay—Great Britain from Adam Smith to the Present Day,
p. 34,



10

When peace came in 1815, it was evident that the foreign
supplies coming into the country would cause the price
to tall, and the ruin of the agricultural interest seemed
certain. In the same year a Corn Law was passed
without much opposition. It prohibited the importation
of foreign corn when the price of home-grown corn
was under 80 sh. a quarter.* Thus the protectionist
policy was greatly intensified. It was over the question
of this and succeeding corn laws that the battle between
Free Trade and Protection was fought out in England.

After Waterloo the agitation against Protection was
again revived. In 1820 the demands of the commercial
community were formulated in a notable statement
drawn by the merchants of the cities of London and
Edinburgh. This document, popularly known as the
Merchant’s Petition, was a statement of the IF'ree Trade
cause and the proposals embodied therein formed the
basis of reforms carried out by Huskisson.

Huskisson during his presidency of the Board of

) Trade from 1823 to 1827 made
Huskisso's Reform—  several important changes in the
tariff, including a reduction in the

import duties on wool and silk and the removal of the
embargo on foreign silk goods. At the same time he
modified the Navigation Acts by a reciprocity measure.t

The evolution of the British policy towards Free
Trade began in 1822. Until this year the British tariff
was still that of the Navigation Acts. The three
statesmen chiefly responsible for the establishment of
Free Trade in England were Huskisson, Peel and
Gladstone. Free Trade was adopted as the British
tariff policy for about sixty years after a period of
reforms gradually introduced during thirty-eight years.
The Corn Laws were revised in 1828 and 1842, the
chief alteration being the introduction of a sliding-
scale which adjusted the duty to variations in the price.

# Kenneth G. Iéswis and Noel Branton—The Rise of British Com-
merce, p. 80.
+ A. Birnie—An Economic Ristory of Europe (1760-1930), pp. 74-76.
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The agitation against the Corn Laws was taken up
with great vigour by the Anti-Corn Law League, which
was founded in 1838*. In 1839 this was formed into
a permanent union under the name of the National
Anti-Corn Law League, its object being to continue
the agitation by every constitutional means until the
repeal of the laws was secured. From the beginning
Richard Cobden was one of the most active members
of the Association. He fully realised the advantages
of free exchange and set himself to work for its
attainment. The success of the Anti-Corn Law agita-
tion was mainly due to his labours.

This Free Trade movement differed fundamentally
from that on the continent. The English free traders
were the manufacturers and the land-owners were the
protectionists. On the Continent the reverse was the
case. The English manufacturers feared no compe-
tition and wished to get raw materials under the
cheapest possible conditions. They also wished for
ithe free imports of corn partly because they thought
‘that foreign countries could not pay for manufactures
‘unless England would open her ports freely to their
foodstuffs. They desired to stop the demand for a
rise of wages on account of dear food and they thought
 that free imports would lower the price of food. Hence
the manufacturers financed the movement for the repeal
of the Corn Laws. As Great Britain had become a
manufacturing State the free trade party were victorious.

When Peel took office in 1841, he did so as an
upholder of the Corn Laws. Never-

Peel's Reform.  theless, Cobden’s propaganda and
the pressure of circumstances in-

cluding the Irish famine led to the repeal of the Corn
Laws. The Irish famine convinced Peel that the Corn
Laws must be repealed, but all except a small section
of the Tory party refused to follow him, and it was
only with the assistance of Whig votes that repeal was

# W. Cunningham—The Rise and Decline of the Free Trade Move-
ment, p. 89,
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carried in 1846. In 1842 and 1845 Peel carried through
two drastic revisions of the tariff which reduced the
number of dutiable articles from 1,150 to 590 and made
remission in taxation amounting to nearly £4 million
yearly.*
The repeal of the Corn Laws sealed the fate of
protection in England. Peel’s work
Gladstone's Reforms ~ was taken up and carried to a con-
clusion by his brilliant follower and
disciple, Gladstone. Gladstone secured the final
removal of all duties and preferences except such as
were for purely revenue purposes.t He retained the
income tax which was introduced by Peel and raised
estate duties so as to make up for the consequent loss
in revenue.

From 1860 onwards Britain was a Free Trade
country. This policy of Free Trade followed in Great
Britain had a considerable influence on Indian tariff,
which will be discussed in a subsequent chapter.

Having reviewed the rise of Free Trade in Great
Britain, we shall now consider its development in some
other important countries of the world.

(B) France, Germany and U.S.A.—The tariff
history of France and U.S.A.

France, during nineteenth century like that

of England is divided into two

periods, one ending with the year 1860 and the other
beginning after 1860. France emerged from the revo-
lutionary wars with a cumbrous tariff system, resting
partly upon the highly complicated measures left over
from the mercantilism of the eighteenth century and
partly upon complete prohibition of importation
(directed primary against England) which had been
adopted during the war period and was left in force,
largely through inertia, for almost half a century there-
after. The economic policy of Napoleon had brought

# A, Birnie—An Economic History of Europe (1760-19&)), . 75.
+ Kenneth G, Lewis & Noel Branton—The Rise of British Commerce,

p- 84
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into existence a small but powerful class of iron masters
and textile manufacturers, who were bent on maintain-
ing their monopoly of the French market.* The Tariff
Act of 1816 made it perfectly clear that, for a long
time, France would adhere to the commercial policv
which she had accepted during. the war (1806-1814).
The tariff system of France, in other words, from
1815 was rigidly protectionist. In the ’forties a
feeble Free Trade movement developed under the
leadership of the economist Bastiat. This movement
made very little progress and was practically brought
to an end by the Revolution of 1848, which diverted
public attention to new and more engrossing issues.
The Free Trade movement was initiated in France
under the leadership of Napoleon III from 1853. The
Cobden-Chevalier treaty of 1860 marked the end of
the protective movement.t This treaty was epoch
making as it signified the adoption of a Free Trade
policy by France under the influence of Great Britain.

The tariff history of Germany is closely connected
with Prussia. Prussia took the lead

Germany, in the creation of the German
Customs Union (Zollverein) which

reached a successful conclusion in 1833. Prussia was
then a grain exporting country and favoured a liberal
tariff system. As time went on, manufacturing
industries developed, especially in the west and south
of Germany, and contests arose within the Zollverein
between the Free Trade and Protectionist parties.
The anti-protectionists were on the whole victorious
until after the establishment of the Empire. The
question of protection or Free Trade was more of a
political nature in Zollverein. In order to exclude
Austria from Zollverein Prussia steered Germany
along the lines of low tariffs. The Treaty of 1862
with France bound the Zollverein to low tariff for

# Cf. Percy Ashley—Modern Tariff History, p. 331,
+L. C. A Knowles—Economic Development in the Nineteenth
Century, p. 246.



twelve years. Thus the era of Free Trade began
from 1865 on political grounds.*

In 1841 Frederick List published a powerful plea
for a protective policy in his < National system of Poli-
tical IZconomy’ but time was not ripe for it and his
appeal fell on deaf ears.t He protested against the
view of the dominant school of economists that the
same principles could be advantageously applied in
every country alike. He believed that when any
nation had reached a high stage of progress Free Trade
was the best policy for that particular country; but he
also held that Free Trade failed to give the most
favourable conditions for the economic development of
countries which had the requisite capabilities but were
for any reason backward.* The influence of List’s pro-
paganda was powerful in shaping commercial policy
of Germany after 1870, as will be shown later in the
chapter.

American tariff history before 1860 may be divided
into three sub-periods, the first ex-

U.S.A. tending from 1789 to 1816, the
second from 1816 to about 1846,

the third from 1846 to 1860. (1) The Tariff Act of
1789 was the first legislative measure passed by the
United States. The Act says, “that it is necessary
for the support of the Government and the encourage-
ment and protection of manufactures that duties be
laid.”§ Thus America did not develop as a Free
Trade country from the first. The spirit of the act of
1789 was protective. Such in the main remained the
situation until 1816. (2) After the close of the War
of 1812, however, a new spirit was in evidence and a
new policy developed. A demand arose for two

#Ref. L. C. A Knowles—Economic Development in the Nineteenth
Century, p 267.

+ A. Birnie—An Economic History of Europe (1760-1930), p. T7.

+W. Cunningham—The Rise and Decline of the Free Trade Move-
ment, p. , .

§L. C. A, Knowles—Economic Development in the Nineteenth
Century, p. 289,



13

closely connected measures: protection to domestic
manufactures and internal improvement. Hence, the
protective tariff of 1816 was passed which marks the
beginning of the really protective movement upto 1846.
(3) In 1846 a very considerable change was secured
by the South and a new era entered in. From 1846,
the country seemed to be approaching Free Trade.”
In 1844 the Democrats came into power. President
Polk soon made his views plain. Duties there must
be for revenue, but no duty should be put so high as
to diminish imports, nor must they be raised upto that
limit, as a margin must be allowed. Under this line
there might be discriminations but not so as to affect
the manufactures of articles in general use. The pro-
tectionism of the President would apply to none of the
great manufactures of the country. The result was
the Walker Tariff Act of 1846. All minima and
specific duties were abolished.t The further lowering
of the tariff was carried in 1857, when an all round
reduction of 25 per cent. was made. But the crisis
of 1857 handicapped further progress towards Free
Trade; and the country in 1861 again returned to the
tariff of 1846.
(I11) Growth of the Protectionist Sentiment
—re-action against Free Trade—(1860-1914):—The
Rise of Nationalism Free-Traders believed that the
and its effects on adoption of their system by England
Protection. and its extension to other countries
by treaties described above marked a definite step in
the progress of liberal economic policy. Protectionist
ideas were thought to be obsolete and destined to dis-
appear in consequence of the diffusion of sound ideas
on the nature of commerce. The course of events
since 1870 gave a rude shock of these sanguine anti-
cipations.

. The causes of this change are various and differ
in different countries, but some stand out pre-eminently

# William Smart—The Return to Protection, p. 67.
+ 8See for detail L. C, A. Knowles—Economic Development in the
Nineteenth Century, pp. 294-296
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and are unmistakable. The growth of nationalist
sentiment after the Franco-German War, the develop-
ment of industry in the chief countries of the Conti-
nent and the invasion of European markets by cheap
American corn were the principal factors, which
brought about the protectionist reaction.

We shall now review the beginning of protectionist
sentiment in the principal countries of the world.

(A) France, Germany and U.S.A.—In France
the Cobden treaty regime had never
France. been popular. As a result of the
Franco-German war, the economic
life of France suffered a great setback. The French-
man became the heaviest taxed citizen in Europe and
the costs of production rose. Hence there arose a cry
that, “ our taxes are so heavy that we cannot compete.”
The effect of the war accordingly was to strengthen
the cry of protection.* The cry of protection had
grown stronger in 1877 when France was beginning to
feel the effects of the great depression. The tariff
which was revised in 1881 completely reversed the
policy pursued by France for the previous twenty
years. The protectionist revival culminated in the
great M’eline Act of 1892 and marked a definite return
of protection in France. At the time the Great War
of 1914 broke out, France was one of the most strictly
protected countries of Europe,

In Germany the liberal tariff which the Empire had
inherited from the Zollverein re-

Germany, mained untouched till 1879. -The
liberal policy which Germany fol-

lowed after 1867, although Austria was shut out, was
of a political nature. Bismarck had to rely on the
liberals for his parliamentary majority. But within ten
years the situation had changed from the economic as

*L C. A. Knowles—Economic Development in the Nineteenth
Century, p. 251.
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well as the political point of view.* Thanks to the
influence exercised by the ideas of F. List and in con-
sequence of an alliance between the industrialists of
the west and south and the agricultural interests of the
east (now threatened by imports), Germany under
Bismarck’s lead returned in 1879 to protection. A
revision of the tariff in 1902 established a higher level
of food-duties in the interests of the German agri-
culture. The protective tariff remained in force down
to the War.

The Civil War proved a decisive turning-point in
shaping American fiscal policy. The
US.A country’s revenue requirements led
to an extravagant and oppressive
system of taxation on both home and foreign goods.t
As an incident of war the nation reversed its tariff
policy and became committed to a system of protection.
Discontent was growing among the farmers who felt
that they had to pay dearer for their manufactured
goods as the result of the protective measures, but the
Piesidential election of 1889 was a victory for the pro-
tectionist. The Republicans Congress, interpreting
the results of the election, enacted the McKindley
Tariff L.aw in 1890, granting to American manufac-
turers a greater measure of protection than they had
ever before enjoyed.* The Underwood Tariff Act was
passed in 1913 to lower duties. This tariff did not
mean reversion to Free Trade, or even low tariffs
necessarily : it simply meant lower tariffs on the ground
that existing tariffs were unnecessarily high.$

From a low tariff country, the United States came
to be the leading protectionist country of the world.

* A. Birnic—An Kconomic History of Europe (1760-1930), p, 79.
t C. F. Bastable—The Commerce of Nations, p. 75
+ Thurman W. Van Metre—Fconomic History of the United States,

§L. C. A Knowles—Economic Development in the Nineteenth
Century, p. 304
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(B) England.—As shown above, for a generation
after the repeal of the British Corn Laws, the Free
Trade movement in Europe was strong; tariffs
generally were lowered. Then however came a
change. The United States after the Civil War,
Germany in 1879, France in 1881 successively em-
barked upon a policy of Protection.* Twenty years
after the adoption of the Free Trade system, the
expansion of British industries was relatively less
rapid compared with those of Germany and U.S.A.
During the period from 1873 to 1886 the country
suffered from long-continued commercial depres-
sion.*

The necessity of a tariff reform as well as the
introduction of preferential tariff
Imperial Preference, for the countries of the British
Empire became stronger at the end
of the nineteenth century. The question of a British
preferential system was discussed at the inter-Colonial
Conferences of 1887, 1894 and 1897. The Conference
of the Colonial premiers of July 1902 adopted the
policy of Imperial Preference as one of the general
application to all parts of the Empire. Canada lower-
ed her duties in favour of British goods in 1897.
Preferential duties in favour of Great Britain were
introduced by New Zealand and then by Australia in
accordance with the resolution of the Colonial Con-
ference of 1902.* United Kingdom was expected to
reciprocate and grant preferences in return, but she
was not prepared to depart from her Free Trade
policy. We shall see in a later chapter that the offer
of Imperial Preference made to India in 1902 was
not favourably received either by the Government of
India or public opinion in the country.

* Tariffs—The case examined by a Committee of Economists under
the chairmanship of Sir William Beveridge, p. 3

+ W. Cunningham—The case against Free Trade, p. 24.

$Ref. L, C. A. Knowles—Industrial and Commercial Revolution in
Great Britain during the Nineteenth Century, pp. 33(+332
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The movement for a tariff reform in Great Britain
, and Imperial Preference was
CX;;';:’&{,‘;;_’" strongly supported by the late Sir
Joseph Chamberlain from 1go3 till
1906.* Mr. Chamberlain proposed to use protection
for achieving a double object, on the one hand to safe-
guard British manufacturers against the increasing
foreign competition and on the other hand to bind
the colonies closer to the mother-country by the
establishment of an Imperial Customs Union. This
plan met with great difficulties. The colonial markets
could only consume one-fourth of the British exports,
and therefore Great Britain had to consider the foreign
markets Chamberlain proposed to accomplish his
second object by means of preferential duties to other
countries of the Empire, chiefly interested in agricul-
tural products. This would involve the taxation of
foodstuffs, to which public opinion in Great Britain
had a deep-rooted repugnance ever since the ‘ hungry
forties.” Owing to these difficultiecs Chamberlain’s
proposals were rejected in the general election of
January 1906.t

The outbreak of the Great War fundamentally
altered the tariff situation in the several countries of
the world including India. These new developments
are discussed in the following sections.

(IV) War-Period.—(1914-1918—Controlled Eco-
nomic Activities :—During the Great War of 1914-18
‘ business as usual ’ was the cry for a while, but it was
soon realised that even that part of the export trade
which was desirable, namely with North and South
America was at the expense of essential efforts in the
production of war materials or in the fighting line.
Before the end of the War every new requirement of
the Allies was obtained definitely at the cost of

*0. Paranagua—Tariff Policy, p. 36.
t Ivid., p 36,
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curtailing other production which was hardly less
necessary."

In those countries which participated in the War,
plant in many instances was increased for military
purposes beyond the scale of what is required in
peace; in other countries new plant was installed to
produce goods which could not be imported during
the War; and the experience of War deprivation
developed a desire on the part of a number of nations
to make themselves self-sufficing.t* The indirect pro-
tection given to Indian industries during the War-
period is discussed in a later chapter.

The years that followed the Armistice were marked
by a tendency to foster national manufactures which
were developed during the War. This tendency has
manifested itself also in India. The World-War
revealed to Great Britain the danger of her depend-
ence on certain German industries, chiefly in respect
of materials indispensable for national defence.* The
Balfour Committee was appointed to consider the
commercial and industrial policy to be adopted after,
the War in July 1916.5 The Committee presented
its Final Report in December 1917. The chief re-
commendations made by it were (1) maintenance of
British Key industries at all hazards and at any
expense, (2) protection to such industries whose
development was essential for national safety or fo
general economic strength, (3) Imperial preference x‘rl]
respect of any custom duties now or hereafter to be
imposed in the United Kingdom.?

In 1917, the British Government adopted the reso;
lution passed by the Imperial Conference on the prin
ciple that  each part of the Empire shall give speeia

Twe R Fav—QGreat Britain from Adam Smith to the Present Day,

89-90
+ A L Bowley—Some Economic Consequences of the Great War,
po. 168-169.
% 0. Paranagua—Tariff Poliev p 36
§ See fosr terms of reference—J, M. Robertson—The New Tariffism,

VRef O Paranagna —Tariff Policy, pp 37-38
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facilities and favoured treatment to the produce and
manufactures of other parts of the Empire.” This
resolution was put into practice by the Finance Act of
1919. The McKenna duties and the revenue duties
on certain goods in favour of Empire products were
teduced  British preference was later extended to all
new custom duties subsequently introduced.*

In course of these unprecedented events, long-
established practices came to be overthrown. Prohi-
bition and restrictions on importation and exportation
became common measures during the War period.
Private economic activities were strictly controlled by
the state for the production of war-materials.

We shall now review certain post-War develop-
ments, viz. (i) adoption of protectionist system 1n
Great Britain in particular and (ii) economic national-
ism in the world in general.

(V) Post-War Development in Great Britain.
—Adoption of a policy of Protection.—The adoption
of a general policy ot protective tariff by Great Britain
during the Post-War period is an event of outstanding
importance in the tariff history of the world and may
be said to have driven the nail into the coffin of Free
Trade of which she had been a staunch champion for
nearly a hundred years.

On August 19, 1921, was passed the Safeguarding
of Industries Act by which protective duties were
introduced by Great Britain. This Act consists of
two parts, the first imposing protective duties on the
products of ‘Kev Industries’ which are essential
factors in national defence or of outstanding import-
ance to industry in general and the second part pro-
viding for the defence of British industries against
dumping or unfair competition.t The life of the Act
was at first limited to five years, but the Act was
renewed in 1926 for a further period of 10 years.

* 0. Paranagqua—Tariff Policy, p. 36.
t Ibid, p. 39.
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In October 1931, at the general election, the
National Government obtained a mandate for the
defence of the British market.* Before the enact-
ment of a general tariff, emergency legislation was
passed in order to prevent the importation of abnormal
juantities of foreign goods.

The Abnormal Importation and (Customs

Duties) Act 1931.—The first of the

(1) Industry new duties were imposed under the

Abnormal Importations Act, 1931.

They applied exclusively to articles wholly or mainly

manufactured which were being imported in abnormal

quantities. Duties were not to exceed 100 per cent.

They were not to apply to Empire products. The
Act was to apply for a period of six months only.t

The Horticultural Products (Emergency Cus-

toms Duties) Act, 1082.—The next

(2) Agnculture.  series of import duties was authoriz-

ed by Horticultural Product Act.

Its object was frankly protective, for the benefit of
British growers of fruit, vegetables and flowers.*

The inevitable result of returning a predominantly
protéctionist Government to power was the Import
Duties Act, which authorized in Great Britain the
general system of Protection which the leading Gov-
ernment spokesmen at the General Election had said
was not contemplated. On March 1, 1932, the Import
Duties Act came into force, imposing a general ad
valoremm duty of 10 per cent. on foreign imports into
United Kingdom except on those specified in a list
of exemptions.§ This Act marked the definite change
of British tariff policy in favour of protection. The
Free Trade regime of nearly a century thus came to
an end. i

*0 Paranagua—Tariff Policy, p. 41,
+ Ref. Ronald M. Findlay—Britain Under Protection, p. 15.
3 1bid., p. 117,

§ Ref. O. Paranagua—Tariff Policy, pp. 42-43,
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(V1) Economic Nationalism.—Prohibition and
restriction on importation and ex-
Effects of War.  portation were the usual means of
commercial policy until the middle
of the nineteenth century, but from this period until
the War the principle of freedom of commerce was
accepted by most countries. Certain classes of prohi-
bitions were however accepted such as those relating
to public safety, traffic in arms, ammunitions and
similar goods, the protection of public health, etc.
But after the War many countries imposed prohibition
and restrictions on imports and exports for the purpose
of safeguarding certain industries indispensable to
national safety and for readjustment of national
economy.

Apart from the survival of many War-time prohi-
bitions and restrictions and hampering regulations
there was. as soon as the War was ended, a remarkable
exhibition of national economic policies.*

Economic nationalism is undermining old-world

i relationships between nation and

Netomomie nation. This tendency to national
isolation is not only undermining

friendly international trading intercourse, which is a
problem of economics, but it is also re-acting on poli-
cal relations. It amounts frankly speaking to an
economic war, the stage being merely shifted from
the battle field to the sphere of trade and commerce.t

Every nation is arming itself with every conceiv-
able economiic, monetary, or trade device against
buying from its neighbours—while itself indulging in
hectic efforts to become self-sufficing. The situation
thus is one in which all want to be sellers and none
buyers.

This growth of economic nationalism is a disaster
to the world and yet the thing derided and condemned

* World Economic Survey—(League of Nations)—(1931-32), p. 278
+ Ronald M. Findlay—Britain Under Protection, p, 216.
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by all nations has spread like a plague in the Post-
War years. Great Britain, France and Italy, all im-
posed protective tariffs in the years 1920 and 1921.
The newer European States also hastily erected tariff
barriers to protect and foster their industrial develop-
ment. Uptil about 1925, therefore, there was a
general upward movement of tariffs, particularly
marked in relation to industrial products.*

In 1925 Germany re-imposed higher duties on food
imports. This proved to be the beginning of a strong
upward movement of agricultural tariffs. The deve-
lopment of agricultural protection in Europe proved
to be decisive. The whole period of 1921-26 was
characterised by great activities in regard to tariff and
custom barriers.

When the World Economic Conterence met in

World Economie 1927, the tarift situation still re-
Conference m 1%27  mained open. The Conference
surveyed the whole field of trade restrictions and was
practically unanimous regarding the necessity for their
removal. This Conference was important as a demons-
tration of the widespread recognition of the import-
ance of international economic co-operation. Its dis-
cussions, resolutions and reports form what is virtually
a manifesto for a movement towards freer trade con-
ceived not on national but on international lines.
The Economic Consultative Committee set up by the
World Economic Conference was able to report at its
first meeting in 1928 that, “the effect of the Con-
ference has already substantially checked the upward
movements of tariffs, which was in full swing in May,
1927.” But the agricultural states of the world began
in 1928-29 to feel stringency which preceded the
depression. In 1928, Persia, and China introduced
their first autonomous tariffs while ¢ Spain, Peru and
Chile made general revisions.t It was this pressure

* World Economic Survey—(League of Nations)—1831.32, p, 278,
+ See for detail Ibid., pp. 278-2%
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for agricultural protection which destroyed the move-
ment towards freer trade in the years 1927 and 1928.

Alarmed at the prospects of a new tariff war, of

which signs were visible in 1929,

Tariff Truce, the meeting of the League Assembly

in September 1929, gave favourable

attention to the proposals made for a tariff truce’

to last for two or three years, during which time nego-

tiations might be undertaken for a permanent
settlement.

But the World economic crisis enormously intensi-

fied the protectionist movement.

W°"(‘,ln§§°“‘"“‘° The United States led the way with

' the Smoot-Howley Tariff Act of

1930 which imposed heavy increases and evoked pro-
tests from twenty-nine Governments,

The whole movement was undoubtedly accentuated
by the Howley-Smoot Tariff. It was followed quickly
by new tariffs in many other countries among others,
Canada, Cuba, Mexico, France, Italy, Spain, Austra-
lia, New Zealand. It was obvious therefore that by
the end of 1930, the protectionist current was running
at full tide. The deepening of the economic de-
pression throughout the year made still more strongly
for economic nationalism and in the scramble for
national security the international aspects of tariff
alterations did not weigh heavily.*

When the financial crisis supervened in the spring

. » of 1931, the imposition of restric-
1) e e of tions upon  commerce  assumed
alarming proportions. No countrv

was immune, as the difficulty of transferring foreign
exchange spread from debtors to creditors. The rapid
succession of tariff changes, exchange controls, con-
tingent systems, clearing agreements is a confusing
story that cannot be narrated in detail here, but their

* Ref. World Economic Survey—(League of Nations)—1931-32, p. 28l
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inevitable results in further restricting the volume of
international trade, raising the costs and complicating
the machinery of trade regulations are only too clear.

In 1932 Great Britain adopted a policy of general
protection.

The period of tariff warfare, which was renewed
after a temporary lull at the time of
Tanff Warfare  the World Economic Conference in
1927, culminated in the United
States tariff of 1930 and the new British tariff of
1931-32; but these events were merely the outstanding
examples of a widespread tcndency.” The tariff war-
fare naturally fed on itself and has continued to do
so as duties have been de-consolidated, treaties have
been denounced or allowed to expire, currency
instability has resulted in thc creation of a maze of
new protectionist regulations and private (rading
mitiative generally has given way to administrative
controls.

The agreement at Ottawa between Great Britai
and Dominions in November 1932 gave a decisiv
turn to events and meant a further setback to inter-
national discussion on tariffs and trade. During 1932
and early months of 1933, tradc negotiations, almost
wholly bilateral in character, occupied an increasing
share of the activities of Governments in international
affairs.*

The World Monetary and Economic Conference

Monstary and was held on June 12, 1933 at Lon-
Eeonomic Conference 10N t0  consider the paralysis of

N international finance, exchange in-
stability and the widespread and drastic restrictions
imposed on international trade. The Economic Com-
mission set up bv the Conference divided its work
into four main groups dealing respectively with Com-
mercial Policy, Co-ordination of Production and
Marketing, Indirect Protection and Public Works.

*Bool sz;.ga ,de;.mla:)EWorld Economic Survey—(League of Nations)—
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On the economic side of the Conference, while
some progress was made in the exploration of the
practical difficulties involved both in the reduction of
trade barriers and in the co-ordination of protection
and marketing, definite agreements were not reached
except in preparatory fields.* After the failure of the
Conference to devise means of escape from this
complicated network of trade restrictions, Commercial
policy became still more definitely nationalist and as
it developed towards negotiated regulation of bilateral
trade, the quantitative restrictions tended to become
not merely emergency measures, but definitely accepted
means of supplementing tariffs.t

During 1934, the dominant trend of commercial
negotiations was towards further trade restrictions and
in certain cases towards the logical development of
such restrictions into more organised State control of
cxternal trade and financial payment. There were
scveral attempts at the formation of regional groups.
A Conference was held at Paris in early 1935 with the
object of realising a “ French Ottawa,”—such con-
terences were also held between European countries.
But the practical results have been very limited up to
the present.*

The failure of international trade to respond to
increasing production and rising prices is a new pheno-
menon. The main reason for this is quite clearly to
be found in the unprecedented effectiveness of the
restrictions now imposed everywhere upon the exchange
of commodities. The new protectionism is much more
effective than the old. In the new system of trade
regulation, tanffs play a much less important role
than formerly. It would not be accurate to deny that
the tariff changes in the United Kingdom and other
countries have been effective in restricting imports
and modifying the current of trade, but the more

# World Economic Survey—(League of Nations)—1932-33, p. 305.

+ World Economic Surv?——(Leaguo of Nations)—1933-34, gx 204.

3 See for detail —World Economic Survey—(League of Nstions)—
1934-35, pp. 186-187.
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important factors have been monetary and quantitative
measures of restriction.

The new protectionism in Europe, the widespread
derogations from the most-favoured-nation clause and
an almost universal attempt to secure a closer approxi-
mation to bilateral trade balancing have on the whole
riveted the tetters of international trade and in parti-
cular, have further limited the possibility of multi-
angular exchanges. 'The new mercantilism thus
developed lays great stress upon trade balances and
intensifies the conflict of national interest, not only in
commodity trade but in every other aspect of inter-
national economic relations.*

The Ottawa agreements which were to expire in
August 1937 contain a clause providing for their pro-
longation subject to six months’ notice on either side.
In May 1936, the Indian l.egislative Assembly passed
a motion calling upon the Government to give the
requisite notice for terminating the treaty with the
United Kingdom.t Negotiations are at present in
progress for a fresh agreement.

One important development in recent months,
which holds forth the hope of inter-
national co-operation in economic
matters is the Tripartite Monetary
Agreement between England, France and the United
States in October 1936 following the devaluation of
the franc and of the currencies of other Gold Bloc
countries.

The main objectives of the Tripartite Monetary
Agreement were, “a common desire to foster those
conditions which will safeguard peace and which will
best contribute to the restoration of order in inter-
national economic relations and to pursue a policy
which will tend to promote prosperity in the world
and to improve the standard of living.”” To this end

The Tripartite
Agreement,

*Ref World Economic Survey—(League of Nations)—1936-36, p. 192.
+ Ibid., p. 193,
18ee Appendix VI—For the New Indo-British Trade Agreement.
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the three Governments had decided to * take into full
account the requirements of internal prosperity ” and
to maintain ““the greatest possible equilibrium in the
system of international exchanges” and to * avoid to
the utmost extent the creation ot any disturbance to
the system by American or British monetary action.”
The three countries expressed a common aspiration
that action would be taken * to relax progressively the
present system of quotas and exchange controls with
a view to their abolition,” and appealed to other
countries not to ‘‘ attempt to obtain an unreasonably
competitive exchange advantage and thereby hamper the
efforts to restore more stable economic relations which it
is the aim of the three Governments to promote.”*

This development in the recent history of world’s
currencies has a double significance of an international
nature. (1) Firstly, the measure will be judged as
giving a welcome respite from the process of devalua-
tion and supplying a unifying force in adjusting costs
and prices all over the world by a sort of stabilisation,
thus removing one of the obstacles to a steadily grow-
ing upward trend in international revival of trade. (2)
Whatever may be the effects of the Agreement on
the trend of world trade, the one major result of the
devaluation has been a definite move towards stabili-
sation of world currencies. For this purpose the new
devise of Exchange Equalisation Funds bids fair to
be permanently adopted by the several countries of
the world. These funds will be operated by the
Treasuries concerned in secrecy and not by the various
central banks. It is hoped that the Exchange Equali-
sation Funds backed by the substantial gold reserves
of the five countries will minimise the range of ex-
change fluctuations and thereby exercise a beneficial
control over credit expansion or contraction, thus
mitigating if not neutralising the worst effects of the
ever-rolling trade cycles.

* Ref. The Article by George Glasgow—Foreign Affairs—(A Currency

Agreement) in The Contemporary Review—December 1936,
pp. 737-740.
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The Tripartite Agreement thus opens a new pros-
pect that international trade, which had been almost
dislocated since 1929, might once again enjoy at any
rate a traction of the old freedom which was accorded
to it At the same time we must reckon with the fact
that the protectionist sentiment is as strong as ever.
No immediate spectacular scaling down of the protec-
tive tariffs and removal of other restrictions on inter-
national trade can therefore be expected.

Conclusion.—The world is anxiously waiting to
see whether the hopes aroused by recent events will
be fulfilled. World trade is now at the cross-roads.
A complete return to Free-Trade is impossible, for no
country will consent to abandon what it regards as
essential industries to unrestricted competition from
abroad. Equally the world has had far too much of
the restrictions associated with economic nationalism
and people now realise that no country can depend
upon the home market alone and that beyond a point
home industries can only be protected and developed
at the cost of the complete destruction of its export
industries. The problem before the world to-day, is
hew to reconcile the very natural desire of the different
countries for greater self-sufficiency with the equally
pressing need for active international trade and the
restoration of general puchasing power throughout the
world. Today we have to determine at what point to
draw the line between the extremes of economic
nationalism and complete Free-Trade. We need
hardly stress the point of view that while India should
be willing to extend her co-operation to the countries
of the world in any attempts that may be made to revive
world trade, she must continue to enjoy the freedom
she has recently won to follow the tariff policy best
suited to her requirements. A protective tariff has been
introduced in India only since 1924 and she has not had
a fair chance of building up her industries. A prema-
ture scaling down of the present protective tariff might
spell disaster to the industrial development of India.



CHAPTER 11
THEORETICAL BACKGROUND OF PROTECTION

The General Attitude of the Protectionist.—
Che keynote of the protectionist case is nationality.
I'he advocates ot Protection with wearisomé repetition
present their plan as national and contrast it with
what they dcem to be the cosmopolitan creed of Adam
Smith and other Free Traders. The claims of the
nation as a whole are emphasized and regarded as
being far more important than those either of the
individual or the world at large.

The whole economics of Protection are thus seem
to be rooted in the soil of separation, disruption and
antagonism. Its policy is realized in a number of
conflicting preferences and pulls, that of producer
against consumer, trade against trade, locality against
locality, capital against labour, land against both and
lastly, nation against nation, falsely represented as
economic corporation.* Economic protectionism re-
presents the logical consequence of the situation
created by world-economy relations breaking into
national-economy sphere. It is not therefore a policy
of world economy, but only a detail of the external
policy of the national economy.t

Although it is perfectly true that, under favourable
conditions, Free Trade is calculated to secure “ (i) the
greatest mass of goods in the world as a whole and
(1) the maximum amount of immediate comfort for
each consumer,”’* it is now generally agreed that the
Free Trade doctrine, while laying stress on the well!
being of the world as a whole, rather tends to throw
into the background the idea of the nam
with interests often at variance with t
nations.

#J. A, Hobson—The New Protectiomsm, pp. 9-10.

+ Josef Grunzel—Economic Protectionism, p

7
1 W. Cunningham—The Rise and Decline of the Free Trade Move.
wment, p. 9
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We have shown in the first chapter that protec-
tionism is the general policy of statesmen and in all
countries commands a great deal of popular favour
to-day.

ARGUMENTS FOR PROTECTION

We shall now examine the various arguments urged
in favour of the protective system. In presenting
these arguments a distinction may be made between
economic and non-economic arguments.

(A) Economic Arguments for Protection.—(1)
Protection aids Infant Industries.—The most
effective of the arguments used by the protectionist is
that which asserts that infant industries stand in need
of protection from foreign competition. We have
seen in the first chapter how this§ argument was em-
ployed by List. It has, moreover, received the quali-
fied approval of J. B. Say and Mill* The infant
industry argument was clearly formulated as early as
1790 by Alexander. A more precise and correct for-
mulation of this argument was given by the Free
Trader John Stuart Mill. He writes that, “ the only
case in which, on mere principles of political economy,
protecting duties can be defensible, is when they are
imposed temporarily (especially in a young and rising
nation) in hopes of naturalizing a foreign industry,
in itself perfectly suitable to the circumstances of the
country * Since Mill gave his approval, the infant
industry argument has been accepted in principle by
many Free Trade Economists. Thus the argumen
may be regarded as a theoretical exception to Fre
Trade.

It is argued that a protective duty on the import
of foreign goods is necessary in order to allow the
infant industries of a country to grow and attain

#C. F. Bastable—The Commerce of Nations, p. 133,
t Gottfried Von Haberler—The Theory of International Trade, p. 280.
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maturity, because the task of co-ordination of various
agents of production into an establishment or factory
is a process requiring time and not likely at first to
be remunerative. Thus the young home industries
cannot at first manufacture as cheaply as the old and
well-established industries in other nations. But if
the initial hindrances could be overcome, it may be
that the particular industry would yield its cultivators
a satisfactory return. A protective duty imposed on
the product of the industry will give sufhicient induce-
ment to home producers to encounter the obstacles in
their way and to establish under cover of this protec-
tion a healthy and self-reliant industry. Though there
is an immediate loss, yet when the industries have been
firmly established, they may prove to be a valuable
part of the national industries and there would be
greater gain which would more than compensate the
nation for its earlier sacrifice.

The weight and importance of the consideration
lying behind this argument have
been constantly increasing with the
growth of the complexity and scale
of business enterprise. The advantage always
enjoyed by established enterprise has been greatly
increased by the growth of massive production, the
massive treatment of by-products and by the internal
and external economies corresponding to the expansion
of business units and industries. The natural advan-
tages of large scale production are multiplied by the
powers developed through integrations and combina-
tions.* On the other hand, improvements in transport
and the reduction of freights intensify the foreign com-
petition. All these factors add to the difficulties of
starting new industries in a country. The present
day policies of cutting out foreign rivals by export
hounties open or concealed, special export transporta-
tion rates, etc., would have convinced even orthodox

Its increasing scope
and 1mportance

#J C. Coyajee—The Indian Fiscal Problem, p, 4.



34

advocates of Free Trade like Mill and others, of the
theory of protection to young industries. The infant
industry argument is the main consideration for the
policy of protection in India as will be shown more
fully in a subsequent chapter.

While thus the argument for protection to infant
industries has been strengthened, it
Limitations does not follow that we would
benefit by extending protection in-
discriminately to all national industries. The intro-
ducer of new processes must perforce take the chance
of loss on himself otherwise there would be no check
on rash and improvident enterprises. Before granting
protection to any industry it must be asked to show
(1) that it will after a time be self-supporting and (2)
that the ultimate advantage will exceed the losses
incurred during the process.* Thus it is desirable to
insist on applying the most rigorous tests to any parti-
cular case before granting protection to it because the
establishment of an industry under cover of a protec-
tive duty does not necessarily prove that it is an
economic benefit.

When an industry is once given protection it will
naturally try to retain the advantage as long as pos-
sible, pretend to remain an infant indefinitely and
always want protection. This danger can be avoided
by the withdrawal of protection on the ground that the
industry has not derived any benefit from it. A good
summary of the correct principles of protection is given
by Lala Harkishen Lal, who says “ Nurse the baby‘
protect the child and free the adult.”

(IT) Proteotion increases Productive Power.—
The plea that a new industry may stand in need of
support against foreign competitors has been expanded
into the wider doctrine that protection to industry,
although it inflicts a present loss, tends to improve
the productive power of the country in which it is

*C. F. Bastable—The Commerce of Nations, p. 135.
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applied and enables it to more than recoup the early
losses by the subsequent increase in production.
Considered from this point of view, the system of
industrial protection resembles investment of capital
on the part of the community. National protection
resembles the case of the clerk who sacrifices his
present earnings to prepare himself for—say the
medical profession.*

(ITI) Protection and Diversification of In-
dustry.—The development of various types of
industries is in itself a desirable goal as affording a
field for the employment of different grades of skill
and as having a salutary influence on the national
character and in so far as protection leads to such
development we have another argument in its favour.t
‘The many ways in which diversification of industry
stimulates intellectual life and promotes culture and
civilization are not left unnoticed. From all this it
seems to follow that the indefinite and disputable loss
that protection inflicts on consumers of imported goods
is a small price to pay tor such substantial benefits.*

This argument has special validity in the case of
a predominant agricultural country like India. The
frequent occurrence of famine in the last quarter of
the nineteenth century in this country had disastrous
economic effects. The diversification of industry is
expected to give relief to the agricultural class and
make a more stable national economy.

It is easy to exaggerate the scope of the argument
for diversification of industries, but we must bear in
mind the limitations of this argument. The principle
of comparative cost must be considered while dealing
with this argument. The truth is that the acquisition
of industries for which a country has no comparative

#C. F. Bastable—The Commerce of Nations, p. 137.

+ G. B. Jathar and 8. G, Beri—Indian Economics—(Fourth Revised
Edition)—Vol. II, pp. 1.2

3C. F. Bastable—The Commerce of Nations, p. 139
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advantage is an undesirable diversion of labour and
capital from more profitable employment and hence
a waste of national resources. The principle of com-
parative cost limits the scope of diversification of
industries.

(IV) Protection and Public Revenue.—It is
said that protection will have a salutary effect on the
public revenues. To say the least, however, this is
highly problematical. It betore levying protective
duties, certain commodities were being admitted free
of duty, it is obvious that so far the income from cus-
toms duties will increase. On the other hand, the
inevitable rise in prices will decrease the taxable
capacity of the customers. Moreover, as imports
decrease with the expansion ot home industry, the
revenue from the import duties will decline. The
increased national dividend will however eventually
increase the taxable capacity ot the people and this
may favourably affect public revenue. ‘The net result
of protection on revenue depends on many complex
factors that it is impossible to predict with confidence
whether the revenue will gain or lose.*

(V) Protection secures a steady Home Mar-
ket.—A protective policy is sometimes advocated as
providing a steady home market. *“ Economic protec-
tionism ” says Grunzel, “is directed to no other end
than the securing of the domestic market to the busi-
nessman ot a country by political means.”* Such a
guarantee is necessary because any branch of produc-
tion needs the largest possible stable market especially
in these days of economic nationalism accompanied as
it is by restrictions on international trade. Thus the
protective duties check the imports and the articles
previously imported are made at home. A home
market it is argued, is thus created. No doubt it 1s
created; but there is not, as protectionists commonly

#Ref. G, B. Jathar and S. G. Beri—Indian Economics—(Fourth
Revised Edition)—Vol. II, p. 4.
+ Josef Grunzel—Economic Protectionism, p 132,
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state or imply, an additional market. To cut off im-
ports is to cut off exports also; it means simply the
substitution of exchange within the country for
exchange between the countries,” and since it has to
be brought about artificially by the imposition of
duties, the home market cannot be as beneticial as the
toreign market. The only advantage secms to be the
greater security of a home market. This argument
1s most {requently used in the United States with
reference to farmers.

(VI) Protection and Employment.—We shall
now consider protectionist arguments which deal with
the question from the point ot view of the working
classes. The protectionist argues in the first place
that protection supplies an additional field for labour
in the industries that it brings into being. This argu-
ment appeals to thc man in the street and particularly
to the working classes. These classes see only the
first and most obvious results and do not stop to think
what other results must follow. The real issue to be
considered is whether the increase of employment
which protection may give in one industry can be
obtained without corresponding loss elsewhere. The
advocates ol this argument state that the imports of
articles formerly imported will be checked and the need
will be supplied by home manufacturers. But it must
be borne in mind that if there are less imports, there
will be less exports. Thus the protected industry will
find a home market, while the exporting industry will
lose its market abroad. So labour, if employed more
in new ways is employed less in the old.* Although
it is impossible to say that under no circumstances the
exclusion of certain imports brought about by tariffs
will cause net increase of employment, there are other
ways which could lighten unemployment more directly
than what protection could do.*

*F. W. Taussig—Principles of Economics—Vol. I, p. 509,

+ Ibud., pp. 510-511.

+ Ref Tanffs—The case examined by a Commttee of Economics under
the chairmanship of Sir Wilham Beveridge, p. 74.
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(VII) Protection and Wages.—Fresh industries
require labour and this increased demand, as in the
case of other commodities, raises its price or wages.
It is argued that protection makes wages high or
enables wages to be high. In this connection reference
may be made to the familiar ‘ pauper-labour’ plea.
It 1s maintained in the United States that wages can
be kept high and the American standard of living
can be maintained, only if there is protection against
the goods made by the cheap labour of other countries.*
The absurdity of this argument is obvious. The farm
hand, for example, in the United States get higher
wages than the same class of labourer in England,
but the price of the American product is not higher
than that of England. The truth is that higher wages
arc the results of the superior efficiency of labour and
this is naturally at its maximum in a new country with
natural resource, not yet fully developed.t

To contend that protection makes wages high and
then to advocate protection because wages are high is
a reasoning in a circle. Curiously enough both pleas
are advanced simultaneously in support of a protective
system. The error in the case of the former contention
is plain, there is, however, more truth in the latter.
But then the appropriate weapon for maintaining
wages higher than in other countries is the prohibition
of immigration, just as the appropriate method for
creating a difference between the home and the foreign
price of a commodity is to prohibit or tax its
importation.*

(VIII) Protection encourages Immigration of
Labour and Capital.—Among the arguments that
have attracted the more thoughtful supporters of pro-
tection this holds a high place. Cournot and Carey
have both dwelt on it and moderate Free Traders have
conceded the difficulty of dealing with some aspects

*F. W. Taussig—Principles of Economics—Vol, I, p. 6512.
t C. F. Bastable—The Commerce of Nations, p. 150.
¥ Gottfried Von Haberler—The Theory of International Trade, p. 261.
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of the case. The effect of a rigorous protective duty
is to shut out the foreign producers of the protected
article, who if they desired to retain their hold of the
market, may transfer at least a portion of the industry
to the protecting country. A direct increase of labour
and capital is thus gained by the protecting country
and the result is characterized as, “the great triumph
of the protective system.” (Roscher).* But in so far
it is desired to protect national industries and interests,
this competition of foreign capital and labour from
within may be looked upon as defeating partially the
principal object of protection. In fact, the possibility
of the foreign capitalist competing from within instead
of without may be regarded as a great drawback of
protection from the national point of view.

(IX) Home Trade and Additional Employ-
ment to Capital.—Readers of Adam Smith will
remember the discussion in the “ Wealth of Nations”
regarding the relative advantage of different uses of
capital and the conclusion that home trade replaces
two distinct capitals, thus differing from foreign trade,
which replenishes only one domestic capital. The
same line of thought recurs in protectionist writings.
The exchange of American corn or cotton for foreign
cloth or linen involves only the employment of the
capital used in producing the exported cotton or corn.
If the exchange had been for American cloth or linen,
two capitals would have been replaced and profits
and wages would have been earned by Americans on
both parts of the transaction instead of going to foreign
producers. Thus by another road we reach the * Home
Market ’ argument.

(X) Protection is expedient in heavily-taxed
Countries.—That heavy taxation makes protection
requisite is an old plea. The weight of taxation in
England was a favourite argument in support of the
Corn Laws and the burdens of France are alleged as

*C. F. Bastable—The Commerce of Nations, p. 141.
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a reason for the increase of protection. Similarly the
heavy War-Time and Post-War taxation in India may
be said to have expedited the advent protective tariffs
in the country. The grounds on which home taxation
is supposed to justity the use of protective duties are
somewhat confused. The pressure of protective duties
falls mainly on the home consumer and an additional
charge is not the best way of alleviating an already
heavy load. Protection, when necessary, may be
justified on its own merits,

(XT) Protection against Dumping &/or Cur-
rency Depreciation.—[’rotection may sometimes have
to be resorted to or increased as a measure against
dumping  Dumping is said to occur when goods are
sold to the forcign consumer at a lower price than in
the country of production. The intention here is to
drive out rivals in the country subjected to the process
of dumping and to recount the losses by charging
higher prices cither in the sheltered home market or
in foreign markcts when competition is extinguished.
When dumping is clearly proved and is injurious to
some home industry whose prosperity is a matter of
national concern, a special dumping duty may be
necessary. A special duty may be justified against
the goods of a country whose currency is seriously
depreciated, enabling it to export them at prices which
are excessively low in terms of a relatively stable
foreign currency. This virtually amounts to dumping.
This argument has heen frequently invoked in recent
vears which have been characterised by a race for de-
valuation of currencies among the nations of the world.

(XTI) Protection by way of Retaliation.—
This argument is based upon the belief that, while
Free Trade may be correct in principle, a liberal trade
policy cannot be afforded by a country surrounded by
neighbours who have all armed themselves with
tariffs.* This case may be regarded as constituting an

* Gottfried Von Haberler—The Theory of International Trade, p. 243.
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exception to Free Trade. It may be pointed out,
however, that retaliation, unless it succeeds in lowering
tariff in other countries, can only result in a further
lessening of the advantages of international trade.

(B) Non-Economic Arguments for Protec-
tion.—(I) National Defence and Self-sufficienoy.
—1It is contended by the protectionist party that from
the standpoint of national defence each country should
avoid too close a dependence upon other countries.*
National safety, it is argued, requires that a country
should aim at economic independence even if this
should entail a permanent burden on the community.
Certain restrictions on trade have been advocated on
the ground of national safety. The best known in-
stance of this is to be found in the English Navigation
[.aws, which received the approval of Free Traders
like Adam Smith and |. S. Mill.t Protection is some-
times advocated on the ground that it can be used for
making a country economically self-sufficient. The
doctrine of self-sufficiency is often supported from the
standpoint of national defence. It may be pointed
out here that both national defence and self-sufficiency
which are desirable ends in themselves can only be
practised within certain limits. A country cannot
organize its peace economy on a war basis. Nor is it
possible for a country to follow the ideal of a hermit
nation.

(IT) Preserving the Special Ethos of the
Nation.—Another non-economic argument relates to
the need for preserving the special ethos of the nation,
which, it is claimed, would tend to disappear under
too close an intimacy with other peoples and other
more or less non-rational views.*

(ITT) To preserve certain classes of the Popu-
lation or certain Occupations.—Finally protective
tariffs may be advocated in order to preserve certain

* Gottfried Von Haberler—The Theory of International Trade, p. 239.

t+ Ref. C. F Bastable—The Theory of International Trade, p. 145.
% Gottfried Von Haberler—The Theory of International Trade, p. 240.
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classes of the population or certain occupations which
it is thought would disappear under Free Trade and
the preservation of which is desired on political and
social grounds. This argument is used almost ex-
clusively in favour of agricultural duties. These
duties, it is claimed, would assist in the preservation
of peasant class in prosperity. The agrarian popula-
tion, it is said, forms a loyal and conservative element
in the community, indispensable to the balance and
moral unity of the population and one should not,
by giving free play to the price-system, allow it to
fall into decay. Agriculture is the wellspring from
which the human race is physically and mentally
regenerated.* During the post-War period agricul-
tural protection has been stiffened all over the Conti-
nent, including even England where before the War
it was sacrificed to Free Trade.

THE CASE AGAINST PROTECTION

Although the doctrine of protection possesses a
certain persuasive plausibility, it is not free from
blemishes of its own. We have already indicated the
limitation of the various arguments advanced in
favour of protection. We shall now proceed to dis-
cuss the several kind of sacrifice it involves.

(I) Loss to the Consumer.—One of the strongest
of the objections to protection raised by the Free-
Traders relates to the high cost of protection to the
consumer A duty imposed on any commodity raises
its price and thus the burden of supporting the favour-
ed industries is placed on the whole community.
The consumers will suffer as well as those industries
which are not protected owing to increase of expenses.
“ When import duties are placed on a wide range of
articles, there is a tendency for the general level of

# Gotifried Von Haberler—The Theory of International Trade, p. 240.
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prices in the country to be raised; the rise is not cor-
fined to the particular articles taxed.” The wages
may rise with the cost of living but generally they do
not rise as fast as prices. The middle classes will
undoubtedly be the losers under a protective system.
It has been well said that for one plus these are several
minuses.

The protectionist have thought to escape from this
result by emphasising the fact that increased home
production will eventually lower prices. “If” says
List, « protective duties enhance for a time the prices
of domestic manufactures, they secure afterwards
lower prices by means of internal competition.”t The
case of the sugar industry in India may be cited in
support of List’s argument. It will be considered
more fully in a subsequent chapter. Thus if protec-
tion is given with discrimination to deserving indus-
tries, which can ultimately be dispensed with, the cost
of living will be lowered especially in consequence of
internal competition.

The protectionist also asserts that the cost of pro-
tection is not borne by the home consumer. Import
duties, it is contended, have to be paid by the foreign
producer. A country by raising taxes on its imports
can force the foreigner to contribute to its budget
revenue. The profits abroad are curtailed and the
national revenue benefits. This will only happen if
the exporting country cannot easily sell these commeo-
dities in other markets and cannot easily shift the
labour and capital to other industries. Such an
instance cannot well be the foundation of a general
rule. I the foreign supply comes in, in spite of a
protective duty, there is no stimulus to home pro-
ducers and the sole object of protection fails. Thus
there is an obvious flaw in the contention of protee-
tionists that the burden of protection will be borne by
foreigners.

# Report of the Indian Fiscal Commission (1921-22), par. 68.

t+ C. F. Bastable—The Commerce of Nations, p. 143.
1J. E. Meade—An Introduction to Economic Amalysis and Policy, p. 352.
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(1I) Combination of Manufacturers.—An th-
desirable feature which the history of protectionist
countries discloses is the tendency towards combina-
tion of manufacturers for the purpose of exploiting
the domestic consumers. The protectionist system
certainly gives an opportunity for undesirable forms
of combination. * Tariff,” it is well said, ‘“is the
mother of Trust.” In a Free Trade country also there
may be combination of manufacturers but they are not
able to keep the price of a commodity above the world
price. Industrial combinations may be desirable as
a measure of rationalisation but they should not de-
generate into dividend earning concerns.

(I1I) Stagnation of Industry.—Another danger
of protection is that it may breed inefficiency and lead
to the stagnation of the sheltered industries. A
periodical review of the progress made by such
industries resulting in a variation and eventual with-
drawal of protection is essential to keep up efficiency.
Here again, internal competition may be expected to
supply a healthy check on inefficiency.

(IV) Political Corruption.—The interests at
stake in the determination of a rate of duty are fre-
quently large. In some countries important financial
interests find it profitable to offer to legislators induce-
ments which are not necessarily of obvious or crude
nature or to spend money on getting their nominees
into the legislative bodies which have the decision of
matters vitally affecting their prospects. As the Indian
Fiscal Commission of 1921-22 pointed out conditions
in India are less favourable to such developments than
they are in many countries, owing to the predominance
of the rural classes.* This point will be considered
in greater detail at a later stage.

(V) Danger to World Peace.—The adoption of
an intensive protectionist policy by nations may result

# Report of the Indian Fiscal Commissiop (1821-22), par, 85.
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in tariff war which may promote real war, thus threaten-
ing international peace. While Free Trade does not
guarantee world peace, it is undoubtedly true that
protection further jeopardises international goodwill.
It will be conceded by an impartial student of inter-
national politics that the tariff policy of nations is one
of the factors that are responsible for the frankly
alarming international situation today.

Conclusion.—The foregoing survey shows that
while in some cases protection may be desirable, it is
not free from serious drawbacks. Theoretically the
infant industries argument appears to be the only
sound economic argument in favour of protection and
it is admitted even by the Free Trader as an exception
to his creed. Most of the arguments for protection
are frankly of a non-economic nature. But of course
so long as national considerations are strong and
powertul, protection will always have many devotees.
“ Protection is a purgatory through which the nation
must pass before reaching the heaven of a well deve-
loped industrialism.” The only sensible course is to
recognise that it is inevitable and to take steps to
minimise its losses and maximise its gains.

#G B Jathar and 8. G Beri—Indian Economics—(Fourth Revised
Edition)—Vol 1II, p. 6.



CHAPTER III

METHODS OF PROTECTION

Introduction.—In this chapter it is proposed to
discuss the various methods of protecting and stimu-
lating home industries. Import duties hold so pro-
minent a place in the system of protection that other
modes of stimulating national industry have so tar
been comparatively neglected, though they may claim
a greater antiquity and have, in many instances, quite
as much show of reason.

(A) In the first place, wec shall consider the
positive measures for securing protection.—(1)
Bounties.—A bqunty is, in principle, something
received by producers in addition to the price received
from consumers through the ordinary operation of the
market.* In cconomics the term is usually confined to
a premium paid by the government to encourage some
branch of production or industry. Bounties are de-
signed to stimulate production or to encourage export.

Protective duties are the chief expedient by which
protection has been carried out; but
In certain cases where manufactured
articles are used as raw materials or
vehicles of production in various industries, the
method of bounties has been substituted. If the cost
of these articles is artificially increased by means of
protective duties, the costs of production in those
industries automatically increases. This is by no
means a pleasing prospect. The Government must
not allow this increase in the cost of basic articles to
take place; but at the same time as these basic articles
have got to be protected against foreign competition,
the two objects can be achieved only by the grant of
bounties on the manufacture of those basic articles.

I Bounties on
Production,

* Pualgrave’s Dictionary of Political Economy, Vol. I, p. 171,
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Bounties to secure exportation of goods have never

played a large role. They corres-

It f‘:‘l’,'(’,ﬁ.’f’ °  pond to the general ideas of mer-

cantilism which sought to improve

the balance of trade and to favour the flow of money

into the country by promoting exports as much as
possible.

The direct pr(mium on exportation has becomc
best known in “ the case of the grant of grain bounties
in England, which formed the subject of animated
controversy in the classical literature of political
economy.”  As an encouragement to domestic industry
and a mode of increasing the quantity of exports, the
payment of a premium on exports is unquestionably
effective, so that if these were the sole ends of the pro-
tective policy, such a policy would doubtless be exten-
sively employed. The modern system of protection
has, however, a financial as well as an economico-
political side.t

One advantage claimed specifically for bounties is
that the amount drawn from the national purse is
known and it can be accepted as a definite subsidy,
as one of the expenses of national life for an end
deemed desirable. Since the amount of support given
to the assisted industries appears in a definite form of
a grant of public money, the public can use these
ﬁqures as the basis of their argument that any inter-
ference with free exchange is expensive to the society.
The American Free-Trades have often argued that if
protection is desirable, it ought to be given in such a
manner that the nation would be able to count the cost
of the policy. For the same reason the protectionists
are unwilling to abandon the use of import duties.
The method of bounties is strictly confined to cases
where import duties are ineffective or undesirable,
because a bounty acts as a drain on the public revenuc
and is for that reason unpopular.

* Tooef Grunrel—Economic Protectionism, p. 200,
t+ C. F. Bastable—The Commerce of Nations, p. 171.
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(2) Freight-Rate Concession in the case of
Exports.—The extent of the market for any product
is not determined by geographical distances, but by
the means of transportation and the cost of freight.
The cost ot transportation is a very important item in
determining the total cost ot an article. So the special
freight rates applicable to exports are considered as
means of overcoming the cffects of foreign tariff pro-
tection. They tend to make the total cost of an article
cheaper and thus make it possible for the national manu-
facturers to compete in foreign markets. Their operation
is just like the grant of bounties on exports. They are
the means of encouraging exportation and have achieved
great development and extended application in recent
years. As they do not invoke retaliatory measures on
the part of foreign countries, they have been from the
very beginning manipulated openly and publicly.

In the ’nineties of the last century the °export
classification’ so called, was introduced in Austria,
Hungary, Germany and Switzerland.* This means
that the goods in question are placed in a lower freight
class in case they are destined for exportation. The
special railway freights granted by the South African
Railways on the exports of coal, enabled the coal
industry of the country to find a market in India.t In
India, on the other hand, the railway rates policy has
been criticised on the ground that it has encouraged
importation of foreign manufactured goods into and
exportation of raw materials from the country.

(3) Measures for the Encouragement of Ship-
ping.—A favourable field for the promotion of the
interests of national economy is afforded by oceanic
transportation, since the highway of the seas is inter-
national and every ship represents to some country an
extension of the sphere of its economic power beyond
its natural borders. Two objects have been pursued
by the political authority in this connection. The

* Josef Grunzel—Economic Protectionism,

. 236.
+C. N. Vakil and M C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, p. 51.
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first is that of securing the largest possible share of
ocean commerce for its own merchant fleet. The
shipping of a nation brings freight earnings into the
country from without and has great military signifi-
cance and in the case of war affords auxiliary ships
for the transportation of troops and supplies, etc.
The second is the aim of making the ocean traffic
subservient to the interests of the production and com-
merce of the country. The sccondary aim, however,
has become gradually the principal one. Two methods
(1) shipping subsidies and (ii) bounties are employed
for the purpose.
A shipping subsidy represents an absolutely definite
material outlay, usually fixed for a
() phpping term of years, granted by the state
to an individually specified shipping
company in consideration for the maintenance of regu-
lar lines.

In Japan since 1910 subsidies are granted to ship-
ping companies. By the Shipping Subsidy Act of 1910,
which named the important routes and ordered com-
panies to engage in transport according to the
provisions of the Act, the Government adopted the
principle of protecting national shipping.*

Shipping bounties are general payments open to

i . any one in return for certain legally

(i), Shipping specified performances in the in-

terest of national shipping.t The

shipping bounties as distinct from subsidies are based

on terms and not agreements and are applicable to

all alike and not to specified ship-owners. They are

meant for encouraging the general navigation and not
for maintaining regular lines.

Japan passed the Shipping Encouragement Act in
1896 for the encouragement of ship building industry.?
In 1921 Japan imposed heavy duties on the imports

*8. Uyehara—The Industry and Trade of Japan, p. 185,
+ Josef Grunzel—Economic Protectionism, p. 237.
+8. Uyehara—The Industry and Trade of Japan, p. 166.
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of ships of foreign manufacture.* In European
countries bounties have been granted for the construc-
tion of ships.t

(4) Other Positive Measures for Protection:
(i) Government Measures for the Promotion
of Exportation.—We¢ shall now deal with the ques-
tion of what steps the Government should take to
encourage the export of home manufacturers in addi-
tion to the measures discussed in preceding sections.
The Government should publish commercial reports
and furnish all the necessary informations to the
traders and manufacturers in respect of foreign
markets. The appointment of commercial Consuls by
the Government in different countries is very essential
in the interests of the export trade. The following
illustrations gives a clear idea regarding the scope of
such Governmental encouragement for the exportation
of national products. The Austrial policy of en-
couraging exportation is characteristic in this respect.
Beginning with the year 1898, a sum for the promotion
of exportation, fixed at first at 80,000 Kronen, was
included in the national budget and in the year 1907
the amount was precipitately increased to 1,000,000
Kronen. These amounts were used to defray the
expenses of “commercial emissaries ”’ (Sendlinge),
whose duty it was to travel in specified oversea
countries with samples of Austrian products and to
solicit orders.* 1India has only recently adopted the
policy of appointing Trade Commissioners abroad.
So far only a few appointments have been made and
much leeway yet remains to be made in this direction.

(i) Encouragement of exportation by Poli-
tical and Capitalistic influence.—In a period'in
which political issues relate more and more exclusively
to economic policy it is but natural that external
political connections should be utilized to open up

*Ref. 8 Uyehara—The Industry and Trade of Japan, pp 164-165.
t See for detail—C. F Bastable—The Commerce of Nations, p. 172.
{ Josef Grunzel—Economic Protectionism, p, 251.
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new markets to a country’s production. In the year
1906, for example, Austria threw its political influence
into the balance in order to secure certain ordinance
contracts in Serbia.

Large loans to foreign states or foreign enter-
prises are usually granted under the condition, ex-
pressed or understood, that the debtor is to buy in
the markets of the country making the loan the
materials for the purchase of which it is made. Thus
in the year 1910 Serbia obtained a loan of 150,000,000
francs in France, subject to the implicit condition that
a contract for arms tor the Serbian army should be
granted to the French firm of Sehneider and Company
at Creusot.”

(B) Protection of Home Industries by Nega-
tive Measures.—(1) Custom Duties.—I[t is true that
tariff duties no longer form the sole means of carrying
out an economic protective policy, but they continue
to form the most important of such means. Customs
duties serve two purposes, the fiscal needs of the state
and the protective requirements of domestic produc-
tion. Regarding protective duties there are three
groups of theories, (i) the developmental theories, (ii)
the compensatory theories and (ii1) defensive theories.

The developmental theories look upon world
economy as an ideal, but as one which cannot be
reached immediately, but only by way of a transitional
stage of development through protective duties. The
compensatory theories seek a solution of the conflicts
which arise from the existence side by side of national
economy and world economy without concerning them-
selves with the question of the ultimate goal of the
development. The defensive theories, finally, see in
national economy itself the permanent form of organi-
zation which on particular and economic grounds must

# Josef Grunzel—Economic Protectionism, p. 253,
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defend itself against injurious tendencies originating
in the sphere of world economy.*

The aim of modern tariff protection is to use the
political power as a means of securing to a particular
national economy its own domestic market. Custom
duties mean duties charged by law upon commodities
imported into or exported from a country.t

A protective tariff consists of duties levied to afford
protection to home producers ot
(I) Import Duties  commodities which were being im-
ported betore the imposition of
the duty.* The protective import duties assist the
industries of a country by increasing the price of foreign
manufactured articles to such an extent as to enable
the home producer to compete with better organised
foreign rivals. They are meant to neutralize the
adverse cffects ot the lack of experience and organiza-
tion of home producers. They thus artificially increas-
ing the price of the protected article, enable the
national industries to survive which would, otherwise,
have disappeared owing to the losses incurred by not
realising sufficient return for their output.

Apart from assisting the important industries, the
import duties are also levied for protecting national
industries against foreign competition due to dumping
and currency depreciation. The result of dumping
and currency depreciation is the sale of foreign goods
in the home market at a lower price than before. The
import duties levied as a special measure against
dumping or currency depreciation, serve to neutralise
their effects of lower prices and counteract unfair com-
petition. In India as it will be shown later, the import
duties upon Japanese textile goods were raised to 50%

* See for detail Josef Grunzel—Economic Protectiomsm, pp 141.142

+ Palgrave’s Dictionary of Political Economy—Vol 1, p. 474

3R A Hodgson—An Introduction to International Trade and
Tariffs, p. 110.
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and then to 75% to cope with the severe competition
trom Japan due to currency depreciation since 1932.*

Thus we sce that import duties are resorted to
encourage and maintain essential industries, which are
endangered by foreign competition. The import
duties form the chief weapon of modern protectionist
armoury.

The export duties are levied for the purpose of
securing cheaply important raw
(II) Export Duwes  matenials tor the use ot manufac-
turers at home. The object of
export duties is to bring about a difference in the local
price and the price in foreign countries of the raw
materials  Thus they are designed to secure to
domestic producers a cheaper supply ot goods and
hence an advantage over the foreign competitors. But
as the most important raw materials have become
staples in the world market, the export duties in a
single country can no longer make it difficult for any
foreign industry to secure its supplies. If these duties
are to serve their purpose, the country must hold a
monopoly in the production of goods upon which
export duties are levied. The export duties must be
kept very high in order to secure their purpose because
the cost of raw material forms a small part of the total
cost of the manufactured article. The danger of losing
foreign market is always inherent in the system of
export duties. Thus the export duties cause a dispro-
portionate injury to the home producer without being
of appreciable assistance to the manufacturers. There-
fore generally bounties and protective import duties
are preferred to export duties. The duties on export
have been condemned by modern economists and the
Indian Fiscal Commission is no exception to this
general tendency.

#Ref. C. N. Vakil and M C Munshi—Industrial Policy of India
with special reference to Customs Tariff, p 54
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A duty may be of a certain fixed amount or it may

, form a certain fixed proportion of

4a Pecific and . the value of goods taxed or it may

be compound in character. The

first kind of duty is known as Specific and the second
as Ad Valorem.

A Specific Duty.—A specific duty is one based
on some definite and invariable physical quality or
attribute of dutiable commodities such as weight or
superficial measurement.

An Ad Valorem Duty.—An ad valorem duty is
based upon the value of the dutiable commodity and is
invariably expressed as a percentage ot its declared
value.

The purpose of most tariff systems is two-fold (1)
to raise revenue and (2) to give protection to home
industries. We shall here examine the effects of par-
ticular types of duties only in relation to protection.

The degree of protection afforded by an ad
valorem duty is constant while the protection afforded
by a specific duty varies according to the changes in
the price of dutiable articles. The chief advantage of
specific duty is that it dispenses with the necessity for
an elaborate appraisement machinery. The ad
valorem duty is more elastic and self-adjusting than
specific duty. The ad wvalorem duty certainly
possesses greater advantage provided the importers
are honest and the Government officials are incorrup-
tible. But these ideal conditions do not exist and there
will be attempts at under-valuation, smuggling, cor-
ruption and fraud. Thus, on the whole, the specific
duty offers much less inducement to deceit and dis-
honesty than the ad valorem duty. A specific duty
is, however, regressive in character and becomes in-
creasingly heavy when the prices fall. On the whole,
the general tendency is for the ad valorem duty to
disappear. The regressiveness of the specific duty is
largely overcome by a compound duty. The purpose
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of a compound duty is to get the advantages of each
type without its disadvantages. A compound duty
combines in itself both specific and ad valorem duties.
Its complexity is, however, an objection from the point
of view of administrative convenience.* In subsequent
chapters we will have several occasions to deal with
the suitability of these different types of import duties
from the point of view of India.

(2) Freight-Rate Protection.—When the freight
rates are fixed at different levels for the purpose of
favouring home industries to the disadvantage of
foreign industries, the case is one of the freight-rate
protection. The discriminating rates for imports on
the railways to the disadvantage of foreign goods
operate in thc same way as import dutics. They have
been used as an auxiliary to customs duties in the
furtherance of the protective policy.

The railway rates are governed by the principle of
inland parity. This makes it difficult to charge dis-
criminating ratcs on home production and foreign
goods. But the principle of inland parity forms no
insuperable obstacle. The methods adopted for intro-
ducing such protective transport rates on imports are
provided by special provisions whose advantages can
only be taken by the domestic producers. A compre-
hensive review of measures of this character is hardly
possible, as they are frequently so concealed under
general provisions that they are apparent only to the
parties directly concerned.

The use of this method of protection was first made
by the Continental countries in the last quarter of the
nineteenth century, when the need of protection
increased so rapidly that import duties were unable
to keep pace with the growing requirements. For
example, Germany adopted in 1890 a policy of restrict-
ing inland parity in her commercial treaties.t

* Ref. J. H. Higginson—Tariffs at Work, pp. 7274, and R. A.
Hodgson—An %ntroduction to International Trade and Tariffs,

pp. 129-130,
t 8ee for detail Josef Grunzel—Economic Protectionism, pp. 172-174,
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(3) Protection by the Mechanism of Restric-
tion.—Under this section we shall deal with the recent
evolution of quantitative restrictions by means of the
quota system and the methods of monetary manipula-
tion that have been developed in the countries that
have introduced exchange-control. The object of these
measures is two-fold. They aim either at safeguarding
the exchanges or at protecting home industries. Very
often the Government have both ends in view in im-
posing these measurcs. Here we are concerned only
with the protective aspect of these restrictions. We
shall examine them under the following sub-divisions.

Quota restrictions are imposed tor the purpose of

protecting home industries against

2 Quota the competition from a country with

a depreciated currency. The manu-

facturers of a country with depreciated currencies, are

able to sell their products in foreign markets at much

lower rates than before. As the quota restricts the

quantity of imports into a country imposing restriction,

it is considered as a better and more effective device

than any increase of import duties. The usual proce-

dure is the institution of licensing systems, which
rapidly lead to the fixation of quotas.

In 1931, the French Government imposed the
quota restrictions to protect French producers against
competition trom countries with depreciated cur-
rencies.* In India, the severe Japanese competition
owing to the depreciated Japanese currency, also led
to the imposition of quota in 1934 for Japanese imports,
as we shall point out in greater detail in a subsequent
chapter. Besides, the quota for Japanese goods have
been introduced into many British Colonies in 1934.
Licensing and quota arrangements have also been
introduced in Bolivia, Chile, Columbia, and Peru.t

*Ref. Paul Finzig—Exchange Control, pp 173-174
+ World Economic Survey—(League of Nations)—1936-36, pp. 204-205.
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The barter agreements provide for the direct
exchange of goods. The purpose
of these agreements is mainly to ob-
viate the necessity of devising means
of payment through exchange. But in addition to
relieving pressure on the exchange through the pur-
chase of indispensable commodities abroad, they may
pursue the end of creating a market for home pro-
ducts.* Barter agreements may consist of private or
official arrangements. Barter agreements have been
arrived at in recent years between various European
countries. Germany has entered into barter agree-
ments with Italy and other nations of the world.

(n) Barter
Agreements

They are designed mainly to regulate bilateral
trade so as to produce as far as pos-
Clenl; homeng? o sible an exact balance of exports
and imports and to regulate foreign
exchange. These agreements mainly aim at safe-
guarding the exchanges. They incidentally serve the
purposc of protecting home industries by the exclusior.
of certain commodities from the clearing arrangements.
While barter agreements indirectly control the
exchanges, the Exchange Clearing arrangements is
direct method to control the exchanges. Although
these methods are primarily concerned with exchange
control, they may indirectly provide protection to home
industries.

(4) Protection secured by State Patronage.—
With the progressive extension of the activities of the
State in the various fields of private economy, the
State and other public bodies have achieved an ever-
increasing importance as consumers and purchasers.
The requirements of the army and navy and those of
state railways and of other public bodies provide a
considerably large market. The State in supplying
their needs, should not be guided exclusively by their
own advantages. As they spend public money they

% Paul Einzig—Exchange Control, p. 16.
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must consider the question as it affects public interest.
The principle that has been recognised in this con-
nection is that domestic production must be given
preference over foreign goods by the State in supply-
ing their needs. The assurance of the State patronage
is calculated to encourage national industries.

According to Article 37 of the Bulgarian Law of
1911, for the promotion of industry, all state, district,
and Commune authorities are required to procure from
domestic industrial enterprises any article nceded by
them, in so far as the articles in question are to be had
and are produced within the country even in case the
price is five per cent. above that of foreign goods.*

In India, the Indian Store Department was insti-
tuted in accordance with the recommendation of the
Industrial Commission of 1916-17. The functions of
the Store Department are to regulate the store pur-
chase policy of the Government in such a manner as
to stimulate Indian industries.t We shall deal in
detail with this policy of Government purchases in the
last chapter.

(5) Protection by Concerted Popular Action.
The means of protection discussed in the above
sections can be utilised only by the government and
legislature of a country, which in consequence becomes
morally responsible before other nations. Measures of
far too arbitrary a character will eventually be met by
retaliatory steps on the part of the foreign State
affected "and hence their value in general will be
lessened or destroyed. In recent years, however, pro-
tective measures have been more and more brought
into play, which do not involve government and legis-
lation and may even be formally condemned by the
latter. These “arise from the modern principle of
concerted popular action.

# Josef Grunzel—Economic Protectionism, pp. 190-191,
+ A. G. Clow—The State and Industry, pp. 85-87,
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The concerted popular action first developed in the
field of relations between employer and employees and
between the sellers and buyers of certain goods, but
which gradually spread into international affairs also.
It produces economic effects even when its immediate
motive is of a non-economic (political or religious)
character. In the present connection, two principal
forms are to be distinguished : it appears either as a
(1) boycott of foreign goods or (2) as an effort to arouse
the national consciousness.

The boycott of foreign goods aims at inflicting
injury on a foreign country by pre-
venting the marketing of its pro-
ducts. The concept of the boycott
originated in the agrarian struggles in Ireland and
later found its most frequent application in European
history in the conflicts between employers and
employees. At present it has become a weapon even
in field of foreign politics. Turkey, for example, has
in recent years repeatedly made use of the boycott on
goods as a political weapon in her conflicts with
European countries. In India also the weapon of the
boycott has been practised from the advent of Swa-
deshism in 1905. The boycott of British goods became
a live issue during the days of the Civil Disobedierce
movement. On the other hand, Japan announced in
1932 a boycott of Indian cotton as a measure of reta-
liation for the higher duties on Japanese cotton piece-
goods imported into India.

The exclusion of foreign goods is more effective

2) Appeal to the and permanent when it takes the
National form of a national movement direct-
Consciousness. ed toward increasing the economic
efficiency of the home country and people. It is in
this form that the idea of concerted popular-action has
most frequently been operative in international com-
merce. For example, British India, where public
sentiment is designated as “ overwhelming protec-
tionist,” in view of the impossibility of introducing

(1) Boycott of
Foreign goods.
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protective duties, instituted in the year 1905 the
Swadeshi movement. The object of the movement
was to develop in the purchasing public a preference
for home manufactures, and in this way to build up
the industries of the country.

(6) Protection secured by cessation of foreign
competition during war.—War produces the almost
complete cessation of normal trade. The cutting-off
ot the enemy countries from the import trade and the
almost complete withdrawal from it of the allied
countries on account of their pre-occupation with the
war, seem to offer exceptional opportunities for the
development of industries. This really means prohi-
bition, with the consequential high prices. During the
Great War the Indian market came to be virtually
protected against foreign competition owing to cessa-
tion of all trade with enemy countries like Germany
and Austria and considerable decline in the import
trade of England and other allies owing to their pre-
occupation with War. The War thus stimulated to
some extent the development of Indian industries.
The Indian Munition Board was established by the
Government of India in February 1917 “to control
and develop Indian resources, with special reference
to the needs created by the War.”* We shall discuss
more fully the methods adopted by the Board to
encourage the development of Indian industries in a
subsequent chapter.

Conclusion.—The foregoing survey shows the
baffling vatiety of methods of extending protection to
home industries and the wide choice available for
attaining the purpose of the development of home
industries. In subsequent chapters we shall consider
the application of these methods to Indian conditions.

* A, G, Clow—The State and Industry, p. 13.
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CHAPTER 1V
THE PROTECTIONIST MOYEMENT IN INDIA

Protection has had a very chequered career in India
and has had a long history. For convenience of treat-
ment it may be divided into the following periods :—

I. The industrial policy of the East India
Company.

I1. India under the Crown—Pre-War Period—
(1857-1914).

III. The War Period (1914-1918).

IV. The Post-War Period (1918-1922).

We may now proceed to review the outstanding
events of these several periods.

Period I. The industrial policy of the East India
Company:—

“ The commercial instincts of the East India
Company had from its earliest days
in this country led it to make various
attempts to improve those Indian
industries from which its export trade was largely
drawn, as, for example, by organising and financing
the manufacture of cotton and silk piecegoods and silk
yarn.””* It was during the closing years of the
eighteenth century that the Company withdrew its
patronage; it was forced to do so by the powerful
industrial interests in England, to whom the annihila-
tion of all textile industries in India was more welcome
than their prosperity or even their existence. During
the nineteenth century the East India Company had
been reduced more or less to the position of an auto-
matic machine to execute the decrees of its masters at
home; its motives and ideals with regard to industries
in India could easily be identified with the motives

Policy i favour of
Indian industries

* indian Industrial Commission 1916-18—Report, par, 1(8,
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and ideals of the English manufacturing classes who
had now become the dominant political force in

England.*

When the East India” Company assumed ruling
Attempts at fica  POWers, it developed its own tariff
reconstruction on  system.  But the acquisition of
provmcial basis. —territories by the Company was made

piece-meal. For many years, the machinery of ad-
ministration was very imperfect. Even after a stable
form of Government had been introduced, the three
Presidencies of Bengal, Bombay and Madras were
independent of each other, so far as the regulation of
customs was concerned. The result was that not only
did each Presidency administer its own customs depart-
ment, but had its separate tariff.t But the fact, that
all the separate provincial governments received
general instructions on matters of policy and adminis-
tration of customs, as on similar other matters, from
one and the same source, viz., the Board of ‘Control
and the Court of Directors in England and that their
Regulations were subject to the approval of that
authority, considerably helped to introduce some unity
of policy, though not uniformity, into the diversity of
the tariff systems of the different Presidencies. In
spite of this, the customs regulation of these Presi-
dencies varied according to differences in local circum-
stances until they were finally assimilated after 1833.

In the beginning, there were all round low import
and export duties intended for revenue purposes only.
After 1810, the principle of preference to British ship-
ping and British manufactures was introduced into the
tariff system of British India. *“ In Customs and Trade
Regulations a preference was always given to British
over not only foreign but Indian interests as well.”:

#H. R. Soni—Indian Industry and its Problems, p. 342
+ P. N. Banerjea—Fiscal Policy in India, p, 8.
T N. J. Shah—History of Indian Tariffs, p, 57,
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“ The Company’s trade was abolished altogether in

T 1833 and from that date they stood
ariff Reform forth simply as administrators of

1833 1867. India, drawing their dividends from

the revenues of India.”* The Charter Act of 1833
established a centralised form of administration in
India and divested the Presidencies of their legislative
ihndependence. The period 1833 to 1857 witnessed a
series of reforms in the Customs Regulations in British
India. It is interesting and significant to note that this
period in the tariff history of India generally coincides
with the period in the history of commercial policy of
Great Britain during the nineteenth century, which was
specially characterised by similar reforms in relation
to Trade, Tariff and shipping restrictions. * Various
Acts were passed from time between 1833 and 1853
by the Indian Legislature to regulate Trade and Navi-
gation and to fix the Tariff.”t In 1830 the movement
for the abolition of inland duties in India and the
general revision of commercial regulations became the
subject of frequent discussion in the Bengal Council.
The abolition of inland duties and the general revision,
equalisation and assimilation of the tariffs of the dif-
ferent Presidencies were accomplished between 1836-

1844.

By the end of the first half of the nineteenth cen-
tury, many of the most pressing reforms in these
commercial regulations which had violated all sound
economic principles had been completed. The whole
complicated customs system was reduced to simplicity.
Generally speaking, these reforms proceeded in ac-
cordance with the development of the /laissez-faire
policy in shipping and trade in Great Britain and the
interests of indigenous industries were neglected.

* Romesh Dutt—The Economic History of India under early British
Rule, p. 270.

t Romesh Dutt—The Economic History of India in the Victorian
Age, p. 1857, ,
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Durihg the greater part of the Company’s rule in
India, Great Britain protected and
General attitude, encouraged her industries against
Indian competition and treated
India as the source of raw materials for her industries
and as a compulsory market for her industrial
products. British imports were admitted into India
practically free or paid only nominal duties; while
Indian goods were penalised by heavy duties within
the country and their entry into Great Britain was
either absolutely prohibited or barred by high duties
under the baneful influence of the old Colonial policy
which was also followed at one time in relation to the
American Colonies and Ireland. The inland trade of
the country was discouraged and her foreign com-
merce was directed for the benefit of England. Not
only was any attempt made to foster the indigenous
industries, but also the fiscal policy of India was so
shaped in a manner adverse to those industries which
were then in a flourishing state.

Period 1II. India wunder the Crown—Pre-War
Period (1857-1914) :—

(A) 1857-1874—Tendencies  towards Free
Trade.—The Mutiny of 1857 rang the death knell of
the East India Company. In 1858 the Company
ceased to rule over India and the government of the
territories under its direct management and control on
behalf of and in trust for the Crown was transferred
by the Act “for the better Government of India” of
1858 to the Crown.* This transfer of government
from the Company to the Crown did not mean any
change of fiscal policy. Indeed, the Free Trade
policy of the British Government exercised a more
powerful influence on the fiscal policy of the Govern-
ment of India which was now directly controlled by
the British Cabinet and the Parliament. The conse-
quences of the policy were injurious to the interest of
Indian industries.

# N, J. Shah—History of Indian Tariffs, p. 153.
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The financial situation in India was rendered em-
barrassing by the Sepoy Mutiny of 1857-58. In 1859
the necessity of raising more revenue to meet the
charges occasioned by the Mutiny led to a revision and
enhancement of the tariff. The differential duties on
British and foreign goods were abolished. “ The
general rate of duty which had been so far 5 per cent.
was raised to 10 per cent., the duty on the cotton yarn
at the same time being raised from 3} to 5 per cent. In
1862 the duty on cotton piecegoods was reduced to 5
per cent. and that on yarn to 3} per cent. In 1864 the
general rate of duty was lowered from 10 to 7} per
cent.”* During 1866, the tariff was revised by a Com-
mittee with a view to the better classification of the
articles, to a re-adjustment of value and charges and
to the removal of duties which were not so valuable to
revenue as they might be obstructive to trade. The
custom tariff was again revised by a Committee in
1869 and in accordance with their recommendations,
the tariff valuations of cotton yarn and piecegoods and
other articles were largely reduced. Of greater im-
portance towards the end of the first period (1857-
1874) was ‘“ the real beginning of that movement by
which under the cover of Free Trade principles, the
interests of Manchester were pushed forward at the
expense of the Indian Cotton Industry.”t

(B) 1872-1882—The Cotton Duties Contro-
versy.—The existing low revenue duties on piece-
goods and yarn were obnoxious to the Manchester
Chamber of Commerce, which addressed a memorial
to the Secretary of State in 1874, pointing out their
protective character and praying for their early
removal. The memorial was forwarded to the Gov-
ernment of India, who in November 1874 appointed
a Tariff Committee for revising the tariff rates and
valuations, for examining the articles subject to export
and import duties and particularly for enquiring into

* Report of the Indian Fiscal Commission (1921-22), par, i53.
+C. N Vakil—Our Fiscal Policy, pp. 7-8.
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the complaints of the Manchester Chamber of Com-
merce. The Committee was specially instructed that,
‘“ the Government of India does not impose or maintain
customs duties for the purpose of affording protection
to any branch or class of industry, but for the revenue
purposes only.” The members of the Committee
differed in their recommendations on certain points
but unanimously rejected the demand of Manchester
for the abolition of the cotton import duties.* Their
conclusion was based on the fact that there was no
competition between Indian and English cotton
industries; the former produced coarse fabrics, where-
as ‘the latter produced finer fabrics. But Lord Salis-
bury, the Secretary of State for India remained un-
convinced. He ordered the removal of the import
duties. The Government of India protested at this
unwarranted interference of the Secretary of State,
because they did not consider this action consistent
with the interest of India.

In 1875 the Government of India found themselves
in possession of a surplus which they utilised partly
for the abolition of a number of export duties and
partly for reducing the general rate of import duty
from 73 to 5 per cent., leaving the duties of 5 per cent.
on cotton piecegoods and of 3} per cent. on cotton
yarn untouched. This action was disapproved by the
Home Government.t The Secretary of State for
India in his despatch of 1876, directed the Government
of India to abolish the cotton duties as soon as their
finance permitted.? Further impetus to the removal
of cotton duties was given in July 1877 when the
House of Commons passed a resolution recommending

*Ref N J Shah—History of Indian Tanffs, pp. 198-199.

+ Ref Report of the Indian Fiscal Commission (;M-ZZ). par, 16

I Ref. C. N. Vakil and M C. Muvnshi—Industrial Policy of India
with special reference to Customs Tanff, p. 30 —The despatch of
Becretary of State stated as follows :—'* Whether then, the
uestion be regarded as it affects the consumer, the producer or
the revenue, I am of the opinion that the interests of india
imperatively require the timely removal of a tax which is at once
wrong in principle, injurious in its practical offects and self.
destructive in its operation.”
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the removal of cotton duties in India which were con-
sidered protective in their nature and contrary to sound
commercial policy.

In view of this and the change in the personnel of
the Government of India, certain kinds of the coarse
goods which Indian manufacturers were supposed to
compete with were exempted from duty in 1878. This
did not satisfy the Manchester Chamber of Commerce
and in 1879 all goods containing yarn finer than 3os.
were exempted from duty. In 1882 the Government
of India owing to a surplus found it possible to remit
taxation. It was decided totally to abolish the Cotton
Duties and General Import Duties.”

Thus closed an important chapter in the fiscal his-
tory of India. The cotton duties and with them other
customs duties were abolished and the controversy
was ended with warm expression of thanks by the
Manchester and Lancashire to Lord Salisbury and
his successors and the Government of India for achiev-
ing the “ great reform ” in the fiscal system of India.
The ports of agricultural India were thrown open to
the industries of the world. The competition of manu-
factured goods had by this time given a serious setback
to the village industries of India. The village cralts-
man was forced to become either an agricultural
labourer or to immigrate to town to accept work in
factories. The few new type of large scale industries
which were beginning their precarious life were now
“free” to compete with the advanced industries of
England or the protected industries of the rest of the
world.

(C) 1882-1894—Period of Complete Free
Trade.—There was no tariff change of any importance
for several years after 1883. From 1882 to 1894 no
import duties were levied in India with certain excep-
tion such as the duties on arms and ammunition which
were retained for administrative purposes. During

* Rof. Roport of the Indian Fiscal Commission (1921-22), par. 16.
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this period the system of Free Trade was in full
operation.

(D) 1894-1896—Reimposition of Import Duties
with a countervailing Cotton Excise Duty.—In
1894 the fall in the sterling value of the rupee rendered
fresh taxation necessary. In 1893-94, there was a
deficit of 1§ crores and in the following year, Sir
James Westland was faced with a deficit of no less
than 3} crores.* “ They therefore proposed to levy
Import Duties at the rate of 5 per cent. But at the
bidding of Her Majesty’s Government, cotton yarns
and goods were to be excluded from among the articles
liable to duty.”t The revenue situation, however,
made it impossible to maintain this exclusion of cotton
goods from the tariff and in December 1894 an import
duty of 5 per cent. was placed on cotton piecegoods
and yarn, accompanied by an excise duty of 5 per
cent. on Indian yarn of counts above 20s. The excise
on yarn did not give satisfaction to the Lancashire
cotton industry and accordingly in 1896 the duty on
cotton piecegoods was lowered to 3} per cent., an
excise duty at the same rate was placed on all Indian
mill woven cloth and cotton yarn was admitted free
of duty.*

This unpleasant controversy thus came to an end,
when Manchester saw to her gratification that she had
left no possibility of even a nominal competition on
the part of her Indian rival. “ In the history of Indian
Finance (or of British Rule in India), the way in which
under the cover of Free Trade principles and equality
of treatment, the political power of England was mis-
used to forward the interests of a section of the English
Community, without due regard for the interests of
India, will always remain a great blot.”$

#P. N. Banerjea—Fiscal Policy in India, p., 89,

+C. N. Vakil—Our Fiscal Policy, p. 27.

3 Report of the Indian Fiscal Commission (1921-22), par. 18.
§ C. N. Veakil—Our Fiscal Policy, p. 36.
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(E) 1896-1014—Deviation from the rigid
policy of Free Trade and emergence of new Pro-
blems.—The tariff as reimposed in 1894 remained in
its main essentials unaltered till the War except for
the imposition of a countervailing duty on foreign
bounty-fed sugar. In general it consisted of a low
uniform rate of duty (5 per cent.) imposed on nearly
all imports. Its object was purely revenue.

From 18qgo the imports of sugar from Austria and

i N Germany into India began to in-
Dﬁ;‘t’:‘e:"z;‘"’g:;;‘gh crcase. The exportation of beet-
sugar from these countries was spe-

cially encouraged by a system ot bounties. In 1897
the United States of America passed an Act imposing
countervailing duties on bounty-fed sugar. As a con-
sequence, the Austrian and German sugar was forced
to find its market in India and imports of beet-sugar
from these countries into India increased enormously
from this year. On account of this unfair competition
from foreign countries with the Indian sugar industry,
which the Free Trade policy of the Government of
India allowed, the area under sugar-cane was being
reduced and sugar refineries were being closed down.
To save the Indian industry from complete ruin, on
1oth March 1899, a Bill on the American model, to
levy countervailing duty on the import of bounty-fed
sugar into India was introduced into the Legislative
Council.* The Bill was unanimously passed. (Act
XIV of 189g9). The Act of 1899 did not, however,
prove effective in checking the importation of bounty-
fed sugar. In addition to the direct bounty system,
the export of sugar was encouraged by Germany and
Austria by preferential railway and shipping rates.
Besides the development of sugar combinations gave
a fresh stimulus to the export of the bounty-fed sugar.
The Tariff Act of 1902 was therefore passed to check
the imports of sugar into India which were being

* N. J. Shah—History of Indian Tarifis, pp. 306-307.
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artificially stimulated.* In 1902 there assembled a
International Conference at Brussels to discuss the
question of sugar bounties. An agreement was reached
to abolish all kinds of bounties on the production or
export of sugar. Consequently in December 1903 the
countervailing duties were abolished in the case ot
those countries which adhered to the agreement. The
duties remained in force for some years in respect of
Denmark, Chile and the Argentine Republic. But
the import of sugar from these countries were practi-
cally nil and the duties were at last abolished in 1909
and 1912.t

It is necessary to add that the action taken by the
Government, by way of imposing countervailing duties
on bounty-fed sugar imported into India was effected
within the framework of the Free Trade policy and
was not intended as a measure of protection to the
Indian Sugar Industry which was then suffering from
intense foreign competition. The object of these
measures was merely to remove the unfair advantage
which manufacturers in other countries had on account
of the bounty system in order to fulfil the conditions
of Free Trade and fair competition.

Turning now to the general industrial policy of the

State aid to State during the pre-War period the

Industries. interest of the State in industrial
development did show itself occasionally but in a very
fitful and haphazard manner and it was ridiculously
inadequate to the needs of the situation. For a long
time it did not go beyond a very imperfect provision
of technical and industrial education and the collection
and dissemination of commercial and industrial
information.

The first direct attempt under the Crown to help
industries was made in Madras in the year 1898 when
Mr. (now Sir) Alfred Chatterton, who was Superin-
tendent of the Madras School of Arts at the time,

*Ref. P. N. Banerjea—Fiscal Policy in India, p. 99.
+C. N. Vakil—Our Fiscal Policy, pp. 38-30,
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obtained a small grant from the Madras Government
to demonstrate the possibility of manufacturing allu-
minium vessels.* ‘““ In 1905 proposals were put for-
ward for the creation of a department which would be
in charge of official efforts for the development of in-
dustries in the Presidency.”t In the meanwhile,
individual Provincial Governments like those of the
United Provinces and Madras, had begun to put for-
ward programmes of industrial policy requiring close
co-operation, help and guidance from Government.
The adoption by Provincial Governments generally of
a forward policy appeared to be inevitable when an
unexpected check occurred. In his despatch dated
29th July 1910, Lord Morley said that the results of
the attempts to create new industries were not of a
character to remove his doubts as to the utilitv of State
efforts in this direction, unless it were strictly limited
to industrial instruction and avoided the semblance of
a commercial venture. The policy, which he was pre-
pared to sanction, was that State funds might be ex-
pended upon familiarising the people with such im-
provements in the methods of production as modern
science and the practice of European countries could
suggest  Further than this the State should not go
and it must be left to private enterprise to demonstrate
that these improvements could be adopted on a com-
mercial enterprise.* While Lord Morley’s despatch
brought to a standstill the activities in Madras and the
United Provinces, it had a paralysing effect upon the
policy of the Government of India. They now became
so cautious and timid that their attitude suggested a
relapse to the extreme policy laissez-faire of mid-
victorian days.

The new Secretary of State declared himself pre-
pared to follow a somewhat bolder policy, but it was

*H. R. Soni—Indian Industry and its Problems, p 349.
+ A. G. Clow--The State and Industry, p. 3.
t Indiap Industrial Commission, 1916-18—Report, par. 108
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now the turn of the Government of India to be op-
pressed by doubts as to how far they would be justified
in sanctioning proposals for demonstration plants,
financial assistance and other forms of direct State aid
to industries.* But this new communication failed to
neutralize the demoralizing effects of the Morley
despatch. However, one tangible result of Lord
Crewe’s despatch was that Directors of Industries
were appointed in almost all the major provinces.t

In view of the impossibility of the introduction of
protective duties by the GGovernment
the Swadeshi Movement was insti-
tuted in the year 1905 as a bye
product of the partition agitation in Bengal. The
object of the movement was to develop in the purchas-
ing public a preference for home manufactures and in
this way to build up the industries of the country.
The weakness of the organization, however, which did
not command any considerable financial resources, as
well as various pacificatory and precautionary measures
of the Government, prevented it from achieving any
notable success. “ The Swadeshi Movement resulted
in numerous failures, almost always due mainly to lack
of business aptitude and commercial and industrial
experience in classes which had had no opportunity of
acquiring them.”* Tt also confirmed the faith of
Indian publicist in the necessity of protection and
made Indian opinion overwhelmingly protectionist.

The Swadesh
Movement

It may be noted, that it was during this period that
the question of Imperial Preference

Imperisl Preference  was first monted in India and dis-
cussed as a problem of practical

politics. At the end of the nineteenth centurv and in
the beginning of the present centurv, the ‘ Tariff
Reform ” movement was in full swing in England.

®Ref (0. B Tathar and S8 (& Reri—TIndiap Fconomics—(Fourth
Revised Editiom—Vol 1, p, 451

+H. R. Soni—Indian Tndwstrv end its Problems, p. 356

2Indian Industrial Commission, 1916-18—Report, par. 104,
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Various Colonial Conferences were held in different
years. (Certain Dominions had already adopted the
Preferential System 1n favour ot the United kingdom.
The Colonial Conterence of 1902 accepted the prin-
ciple of preferential trade between the United
Kingdom and the British Dominions beyond the seas,
with a view to strengthen the political and economic
solidarity of the Empire. All Dominions had agreed
o the Resolution; but in so far as the principle of the
Resolution implied any change in the fiscal system of
the United Kingdom, His Majesty’s Government did
not give assent to it.* India had no share in passing
the Imperial Preference Resolution of 19o2. The
Government of India were, however, asked by the
Secretary of State to make any observations and sug-
gestions which they might wish to make from the point
of view of Indian interests, in connection with this
resolution. The idea was rejected by Lord Curzon’s
Government in 1903. In the Imperial Conference of
1907, again the official view was expressed against
India joining any system of Imperial Preference.t It
should be noticed, however, that the rejection of
Imperial Preference by the Government of India was
not influenced by any protectionist sentiment, but by
other considerations such as the fear of retaliation and
loss to Government revenue from customs duties.

General attitude of Government.—During this
period of over fifty years, India was compelled to fol-
low the policy of Free Trade, ostensibly on the ground
of theory, but largely for the benefit of British indus-
tries and in opposition to the wishes not only of the
people, but sometimes of the Government of India
themselves. She was not allowed to develop any
industrial enterprise if it happened to come into com-
petition, even in a remote and indirect way, with any
English industry. This unjust treatment accorded to

*N. .I. Shah—History of Indian Tanffs, pp. 314-315,
t K. T. Shah—Trade, Tariffs and Transport in India, p. 268,
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India, while she was in a position of helpless politibai'
dependence upon kngland, was often the subject of
adverse comment at the hands ot tair-minded English-
man. Dr. Cunningham, for example, wrote in 1911,
“Ireland and India have been forced, under compul-
sion, to submit to Free Trade without being consulted
and for the sake of English interests; in both these
cases, economic dissatistaction is associated with
political unrest.”*

Period 11I.—The War Period (1914-1918) :—

The advent ot the War-Period opened a new

chapter in the industrial and tariff

General, history ot India. There was a wel-

come change in angle of vision of

the Government which was more ready to modify its

traditional /laissez-faire policy for the benefit of
Indian industries.

On the eve ot the European War of 1914, India
was in a fairly satisfactory financial

Financial, Strain and — hogition.  But no sooner did hostili-
' ties commence than the impact was

felt in India, situated though she was many thousand
miles away from the theatre of operations. The Gov-
ernment was able, however, to meet the financial strain
without resort to fresh taxation for the first year and a
half of the War. But as the deficiency in the revenue
tended to assume a more or less abiding character,
additional taxation became necessary. “In 1916 the
financial burden imposed by the War necessitated an
enhancement of the tariff. The general rate was raised
from 5 to 74 per cent. There was a considerable curtail-
ment of the list of exemptions. Machinery, other than
that for cotton mills and railway materials were now
taxed at 2} per cent., and the duty on iron and steel was
raised from 1 to 2} per cent. The cotton duty and
excise still remained at 3} per cent. In the following
year, largely as a result of the contribution of £ 100

#W. Cunningham--The Case against Free Trade, p 87,
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million made by India towards the prosecution of the
War, still further revenue had to be found. The cot-
ton duty was therefore raised to the general level of
74 per cent., the excise remaining unchanged at 3}
per cent.”* This partially removed the handicap on
the growth of the Indian Textile industry in its com-
petition with foreign rivals.

This period may be said to mark the transition from
an absolute adherence to the Free
Trade principles to the adoption of
a policy of protection. The Great War was destined
to result in a period of unprecedented prosperity for
the leading industries of India. But the immediate
effect of the outbreak of War was a dislocation of the
Indian market. The cutting-off of the enemy countries
from import trade and the almost complete withdrawal
from it of the allied countries on account of their pre-
occupation with the War, seemed to offer exceptional
opportunities for the development of Indian industries.
But neither the public nor the Government were ready
to take any considerable advantage of this favourable
situation, created by the virtually complete, though
temporary, elimination of foreign competitors, and
they had the mortification of seeing these opportunities
grasped by Japan and the United States whose parti-
cipation in the import trade of this country increased
enormously during the War. These countries were in
a position to obtain firmer footing in the Indian market
because they had already reached a high stage of
industrialization. Industrial development during the
War was hindered by several causes, which made it
far more difficult for India than for other countries
more advanced industrially to take advantage of the
opportunities afforded by the War. These were :—(a)
the great difficulty under War conditions of obtaining
essential machinery and materials such as could not
be made in India, (&) the shortage of coal and cooking
plant, coupled with a shortage of railway waggons and

* Report of the Indian Fiscal Commission—1921-22, par, 20.

Virtual Protection.
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coasting vessels, (c) the difficulty of procuring from
abroad chemical and technical experts who were
needed in their own countries. India herself had very
tew such own experts and () the shortage of skilled
labour in the country.* At the same time the military
importance of developing the economic resources of
the country was brought to light by the War: It was
realised that, while the services rendered by India
in the eastern theatres of the War were valuable, they
would have been vastly greater if the country had been
industrially developed. The creation of an un-prece-
dented opportunity and the emergence of an unprece-
dented need led the Governmént of India in 1915 to
institute a general survey of the position, as a result
of which they became convinced of the necessity for a
definite industrial policy for India as a whole. No
such policy had existed hitherto; such efforts as had
been made had generally owed their inspiration to the
enthusiasm of individuals rather than to any consistent
purpose on the part of the Government.

The deliberations of the Government of India
The appointment of Tesulted in the appointment, with

the Industrial the approval of the Secretary of

Commssion. State, of the Indian Industnal
Commission in May 1916, to examine the whole
question of industrial development in India and to
indicate new openings for the profitable employment
of Indian capital in commerce and industry and the
manner in which Government could usefully give direct
encouragement to industrial enterprise.t ’{'ariff policy
on account of its far-reaching and highly controversial
nature was, however, deliberately excluded from the
terms of reference, as it was considered undesirable to
raise any such controversies when the War was in
progress. This omission was made good during the
Post-War period by the appointment of the Fiscal
Commission in 1921,

# Indian Munitions Board—Industrial Hand Book—1919, p, 16.
+ Ref. A. G. Clow—The State and Industry, pp. 9-10,
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Pending the Report of the Industrial Commission
an emergency industrial policy had
The Indian Mumtions 45 he adopted. The Indian Muni-
tions Board was established by the
Government of India in February 1917. One of the
most important of the functions of the Board was the
utilisation of the Defence of India Rules for the
purpose of securing munitions of War and facilitating
the development of the resources of India.* The
functions of the Indian Munitions Board as laid down
in the Gazette of India in February 1917, were:—
“ to control and develop Indian resources, with special
teference to the needs created by the War.... to
limit and co-ordinate demands for articles not manu-
factured or produced in India and to apply the manu-
facturing resources of India to war purposes with the
special object of reducing demands on shipping.”
The ability of the Board to develop industries in India
was therefore strictly limited by the concentration of
its energies on its primary object, namely, the imme-
diate supply of demands from the armies in the Eastern
theatres of War. Within these limits, however, the
Board was able to foster the growth of indigenous
industries in many ways, the most important of which
were :—(i) direct purchase of articles and materials in
India, (ii) the diversion, by means of the priority
system and control over Home indents, of all orders
from the United Kingdom and elsewhere to manufac-
turers in India, (iii) assistance to individuals and firms
who desired to import plant or engage experts or
skilled labour from abroad; and (iv) the dissemination
of information and expert advice to persons prepared
to establish new industries in India.t

In this manner considerable stimulus was given to
various industries, notably cotton, jute, iron and steel,
and leather manufactures, as also a number of others,
such as engineering industries, manufacture of

# Indian Munitions Board—Industrial Hand Book-—1919, p. 7.
t 1bid., p. 8.
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chemicals, mineral acids, oils, paper, glass, cement,
cutlery, fertilizers, paints and varnishes, surgical
instruments, etc.*

In 1918 the Industrial Commission presented its
report. The Commission’s propo-
Indoeport of the o Sals were based upon the funda-
mental principles that “in future
Government must play an active part in the industrial
development of the country, with the aim of making
India more self-contained in respect of men and
material ;” and that “it is impossible for Government
to undertake that part unless provided with adequate
administrative equipment and forearmed with reliable
scientific and technical advice.”t The Commissioners
described industrial conditions in India and discussed
the potentialities of development.

These recommendations were accepted in principle
by the Government of India, but little could be done
immediately owing to the temporary dislocation due to
the War and Post-War re-organisation.

Departments of industries were started by the end
of the War in all the Provinces as recommended by
the Industrial Commission and the Munitions Board
was merged in the Imperial Department of Industry
and Commerce in February 1g2r.

Period 1V.—The Post War Period (1918-1922):—

A large part of the stimulus received by Indian
industries during the War period
was necessarily temporary in its
character and ceased to operate with
the cessation of the War purchases of Government and
the re-appearance of normal trading relations with other
countries after the Armistice in November 1918. The
Indian manufactures were again subjected to intense

Demand for Tariff
Revision,

# 8. Q. Panandikar—Some aspects of the Economic Consequences of
the War for India. pp. 183-109.

+ A. G. Clow—The State and Industry, p 10.

t Vera Anstey—The Economic Development of India, p. 919
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fureign competition helped by the absence of any pto-
tective tarift barriers, apart from enhanced import
duties imposed for revenue purposes under the finan-
cial stress caused during the War and early Post-War
years.* In these conditions, the longstanding demand
for a revision of tariff policy again became more vocal
and insistent than ever.

The support lent by the distinguished authors of
The Reforms of 1919 the Montagu-Chelmsford Report to
wnd Fiscal Autonomy the view that since the theoretical

Convention Free Trader hardly existed in India,
considerations of justice and fairness required that
Indians should have full liberty of deciding their own
tariff policy and that Government had no right to force
their Free Trade convictions on them, strengthened
the hands of the protectionist party in India. The
case for a protectionist policy was supported by the
recommendation of the Joint Select Committee on the
Government of India Bill 1919, that as “ a satisfactory
solution of the question (of fiscal policy) can only be
guaranteed by the grant of liberty to the Government
of India to devise those tariff arrangements which
seem best fitted to India’s needs,” and as * it cannot
be guaranteed by Statute without limiting the ultimate
power of the Parliament to control the administration
of India and without limiting the power of veto which

* The general ud valorem import duty, which has been raised to
T4 per cent, in 1916-17 (cotton piece-goods however, were not
raised to T4 per cent, till 1917-18); to 11 per cent in 1921-2
(including ocotton piece-goods) ; and to 15 per cent 1n 1922-3
(cotton goods remaining at 11 per cent.) Railway materials were
taxed at 2§ per cent. in 1916-17, and the tax was raised to 10
per cent. in 1922-3. Iron and steel were raised from 1 per cent.
to 2§ per cent 1in 1916-17, and to 10 per cent. in 19223, Sugar
was increased from 5 to 10 per cent, in 1816-17, and from 15 per
cent. to 256 per cent. in 1922.3. Machinery and stores for cotton-
spinning and weaving were taxed at 2) per cent. in 1921-2, but
exempted later on. A high speafic duty on matches at 12 annas
per gross hoxes was imposed in 19212 instead of the 74 per cent.
ad valorem duty. This duty was doubled in 19223,  Luxury
goods like motor cars, cinema films, watches, silk piece-goods, etc ,
were raised from 74 per cent. to 20 per cent. in 1921-2 and 30 per
cent &l‘.’:‘S }%2-3. (Ref. Jathar and Beri—Indian Economics—Vol. II,
p. ).
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rests in the Crown. . . . it can only therefore be assured
by an ackowledgment of a convention.... In the
opinion of the Committee, therefore, the Secretary of
State should, as far as possible, avoid interference on
this subject when the Government of India and its
Legislature are in agreement and they think that his
intervention, when it does take place, should be limited
to safeguarding the international obligations of the
Empire or any fiscal arrangements within the Empire
to which His Majesty’s Government is a party.”™

No tangible change in the tariff policy of India was

) . immediately effected on these re-

Now-official move  commendations.  On the 23rd Feb-

ruary 1921, however, a resolution

was moved by the late Hon’ble Mr. Lalubhai Samaldas

in the Council of State, and after having amended
was passed in the following form:—

“The Council recommends to the Governor-
General in Council that His Majesty’s Government be
addressed through the Secretary of State with a prayer
that the Government of India be granted full fiscal
autonomy subject to the provisions of the Government
of India Act.” This resolution was forwarded by the
Government of India to the Secretary of State with
the request that it should be laid before His Majesty’s
Government. Meanwhile the Secretary of State in
reply to a deputation from Lancashire on the increased
Indian import duties on cotton goods, on the 23rd
March 1921 endorsed the principle laid down by the
Joint Committee and declined to modify the cotton
duties. This was followed up by a despatch dated
the 3oth June 1921, in reply to the resolution passed
by the Council of State. The Secretary of State said
in the course of the despatch that he had, on behalf of
His Majesty’s Government, accepted the principle re-
commended by the Joint Committee in their report on
clause 33 of the Government of India Bill.t For the

# A, G. Clow—The State and Industry, pp. 113-114.
+ Report of the Indian Fiscal Commission—1921-22, par. 4,
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first time in history, the Government of India could
now in theory shape their fiscal policy according to the
requirements of the country.

In the meantime Committee of the Imperial Legis-
lative Council appointed by the Government of India
in February 1920, to report on the feasibility of Im-
perial Preference and the future fiscal policy of India
had declared its inability to make any definite recom-
mendations on the latter question and suggested a
special Commission of inquiry for the purpose. On
the 1st March 1921 the question was once more raised
publicly by Mr. Jamnadas Dwarkadas, who enquired
in the Legislative Assembly whether in accordance
with the recommendations of the Committee of the
Imperial Iegislative Council the Government of India
proposed to appoint a Fiscal Commission and what
would be its terms of reference.

In reply the Government of India announced that
they had decided to appoint a Fiscal
Commission, which it was hoped
would start work in the following
cold weather and indicated its terms of reference. On
the 7th October 1921, a Government Resolution was
issued stating that the Government of India with the
approval of His Majesty’s Secretary of State bad
decided to appoint a Fiscal Commission under the
Presidency of Sir Ibrahim Rahimtoola.*

The appointment of the
Fiscal Commission

* The personnel of the Commission wete as follows —
President—Sir  Thralim  Rahitoola
Vice-President—Mr J. M Keynes

Members - —Mr, T V. Seshagin Ayyar, Mr (now Sir) J. (. Coyajee.
Mr. Jamnadas Dwarkadas, Mr R A. Mant, Mr C. W Rhodes,
Mr Ghanshyamdass Biila, Sir Maneckjee Byramjee Dadabnoy,
Sir Edgar Holburton, Mr Narottam Morarjee, Sir Montagu Webb.

Secretary—Mr. H G. Haig, 1.c.8,
Assistant Secretary—Mr E F Rogers
(Ref. Report of the Indian Fiscal Commission (1921-22), pu: 6)
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The Indian Fiscal Commission was appointed on
7th October 1921 to:—

Terms of Reference. ‘““examine with reference to all

) the interests concerned the Tariff

policy of the Government ot India, including the

question of the desirability of adopting the principle of

Imperial Preference and to make recommendations.”*

Thus after a good deal of waiting and uncertainty
the Government of India gave up their old /laisse:-
faire policy and declared their willingness to explore
the possibilities of protection.

We shall review in the following chapter the prin-
cipal recommendations of the Fiscal Commission.

# Report of the Indian Fiscal Commission, 1921-22, par. 6.



CHAPTER V
POLICY OF DISCRIMINATE PROTECTION

Report of the Fiscal Commission.—The report
of the Fiscal Commission which was not unanimous in
every respect was published towards the close of
September 1922.*

(e) Need for Industrial Development.—The
Commission made an exhaustive examination of the
fiscal measures best suited to the requirements of
industries in India and laid down definite rules to
guide the policy and action of the Government. The
preliminary conclusion to which the Commission came
after examining the requirements and resources of the
country was that ““ the industrial development of India
has not been commensurate with the size of the country,
its population and its natural resources.”t The Com-
mission also endorsed the conclusion drawn by the
Indian Industrial Commission, which at the close ot an
enquiry extending over two years (1916-18) summed
up the position as follows : —

“ The industrial system is unevenly and in most
cases inadequately, developed; and the capitalists of
the country, with a few notable exceptions, have till
now left to other nations the work and the profit of
manufacturing her valuable raw materials or have
allowed them to remain unutilised.””*

(6) Advantages of Industrial Development.—
The Commission then proceeded to examine the
advantages of development of industries. In Chapter
IV of their Report they pointed out the advantages

*A minorit;'bof the following five members of the Commission appended
to the Report a Dissenting Mmute—(Report of the Indian Fiscal
Commission (1921-23), pp. 175-214.) '

Presidemt—S8ir Ibrahim Rall)mimtoola.

Members :—Mr. T. V. Seshagiri Ayyar, Mr, Ghanshyamdass Birla,
Mr. Jamnadas Dwarkadas and Mr. Narottam Morarjee.

+ R’o rt of the Indian Fiscal Commission (1921-22), par. 41,
$ Ibid., par. 41, on ( ), par. 41
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which the establishment and promotion of 1ndustries
would bring to agriculture, labour, public revenues
and to national character. Their review of the econo-
mic conditions of India convinced the Commission
that industrial development was essential for the well-
being and progress ot the people of the country. The
conclusion of the Commission regarding the import-
ance of industrial development in India may be given
in their own words : * We have no hesitation in holding
that such a development would be very much to the
advantage of the country as a whole, creating new
sources of wealth, encouraging the accumulation of
capital, enlarging the public revenues, providing more
profitable employment for labour, reducing the ex-
cessive dependence of the country on the unstable
profits of agriculture and finally stimulating the
national life and developing the national character.”

Choice between Free Trade and Protection.—
Having established the case for industrial develop-
ment of India, the Commission next considered the
measures to be adopted to achieve that aim. They
examined the fundamental question underlying the
fiscal policy of India, viz., the choice between Free
Trade and Protection and laid down the circumstances
under which a policy of protection was justified and
calculated to prove beneficial to the country.t The
general principles evolved out of the discussion were
then applied to the special conditions obtaining in
India. The chief question that required an answer
was whether the industrial development, universally
desired in India, could bc attained without the
stimulus of protective duties, and if not, whether the
advantage to the country arising from the industrial
development would outweigh the burden which pro-
tective duties would impose. On a consideration of
the different factors involved in the problem such as
the industrial aptitude of the people, the natural

# Report of the Indian Fiscal Commission (1621-22), par. 54.
t See for detail—/bid., pars. 62-69, ( h P
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resources of the country and the difficulty of new in-
dustries being able to face outside competition without
assured Government aid, the Commission came to the
conclusion that protection was calculated to bring a
very material gain to the country, having regard to
the desirability of industrial development and impos-
sibility of its taking place without the stimulus of pro-
tective duties.*

The main Recommendation of the Fiscal
Commission.—The Fiscal Commission recommend-
ed that a policy of protection should be adopted for
the industrial development in India. There arose,
however, a serious difference of opinion amongst the
members of the Commission regarding the qualified
statement of the majority regarding the policy of pro-
tection which was “to be applied with discrimination
along the lines indicated in the Report.”’t The minority
were of the opinion that there should be unqualified
pronouncement that the fiscal policy best suited for
India was protection.* They stated that there was no
country in the world including British Dominions,
which had so qualified the policy of protection.$
They admitted that the policy ot protection
should be applied with discrimination, but held
that such a formal limitation should not be a condition
precedent to its adoption. The discrimination, they
held, should be intended to minimize the sacrifice,
which is inherent in a policy of tariff protection, as far
as possible, but the minority pointed out “we do not
subscribe to the condition that such discrimination
stould be along the lines of the Report.”

We shall deal with the controversy regarding the
outline of the scheme of protection laid down by the
majority in a later section of the chapter. We shall

* See for detail—Report of the Indian Fiscal Commission (1921 22),
pars T4-76

+ Ref. 1bid., par, 56,

T Ref. Ihid., Minute of Dissent, par. 2.

§ Ref. Ihid., par. 5.

9 Ref. Ibid., par, 6.
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now proceed to examine the reasons which led the
Commission to recommend the adoption of a policy of
Protection rather than one ot Free Trade and to em-
phasise that protection should be applied with dis-
<rimination.

Strong Sentiment for Protection.—The report
draws attention to the strong feeling in India in favour
of protection. This desire for a policy of protection
has in many cases been strongly reintorced by a con-
sideration of India’s past. ‘I'ravellers relate that
before the advent of LLuropeans, India was a country
ot great wealth. The protectionist feeling in India is
strengthened by the remarkable industrial develop-
ment under a system of protection of all the great
industrial nations of the world. We have already
shown in chapter I how the leading industrial nations
ot the world have sheltered their industries behind a
protective wall. The Commission pointed out that,
“ other countries have developed their manufactures
to a remarkable degree under a system of protection
and we belicve that Indians are fully capable of doing
the same.” India can thus cite numerous precedents
for the adoption of a policy of protection.

This public sentiment is referred to in the Report
not as a 1eason for the adoption of protection, but as
an additional support to the reasoned grounds on
which the adoption of a policy of protection may be
justified. The Commissioners observed :—“We do not
wish, however, to rest the case for protection in India
on the sentiment of the Indian people or the example
of other countries. We have considered most carefully
the economic arguments and we hope to show that the
policy which we advocate will stand this crucial test.”*

Economic Arguments for Protection.—The
Commission examined the merits and drawbacks of
Free Trade and protection and fortified their case for

% Report of the Indian Fiscal Commission (1921.23), par. 61.
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protection by drawing in the well-known arguments
of J. 5. Mill and Frederick List. We have already
referred to these arguments in chapter II while dealing
with the Theoretical Background of Protection. We
propose here to examine the circumstances in Iadia
which led the Commission to advocate a policy of pro-
tection for India.

The economic argument in favour of protectian
Infant Indust for India is based on a passage
Argument, ©  Stated many years ago with admir-
able lucidity by John Stuart Mill,
who wrote, “the superiority of one country over
another in a branch of production often arises only
from having begun it sooner. There may be no in-
herent advantage on one part or disadvantage on the
other, but only a present superiority of acquired skill
and experience. A country which has this skill and
experience yet to acquire may in other respects be
better adopted to the production than those which
were earlier in field.”* The classical exposition of
this argument is to be found in the works of List, whose
economic theories have exercised a profound in-
fluence on the policy of the great protectiomst
countries and on the writings of a veteran Indian
Economist like the late Mr. Justice Ranade.t Pro-
fessor Pigou, in dealing with List’s arguments, writes
as follows :—

“The main element of productive power, whose
development involves a long process, is a population
trained in the general atmosphere of industrial
pursuits. If a country is entirely agricultural and has
no important class of artisans or factory workers, the
skill required for starting any particular kind of mill
will be very difficult to get. From these considerations
it follows that the case for protection with a view to
building up productive power is strong in any agricul-
tural country which seems to possess natural advantages

# Report of the Indian Fiscal Commission (1921-22), par. 164.
t+ Ref. M G. Ranade—Essays on Indian Econamics, Chap. 1,
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of manufacturing. In such a country the immediate
loss arising from the check to the exchange of native
produce for foreign manufactures may well be out-
weighed by the gain from the greater rapidity with
which the home manufacturing power is developed.
The ‘crutches to teach the new manufacturers to
walk,” as Colbert called protective duties, may teach
them this so much earlier than they would have learnt
it, if left to themselves, that the cost of the crutches
is more than repaid.”* The Commissioners rightly
concluded that, “ these words might almost have been
written with direct reference to India and the case for
protection in India can hardly be stated better.”t

The infant industries argument possesses un-
questionable theoretical validity; but at the same pro-
tection to infant industries have to he used judiciously
and with discrimination.

The Fiscal Commission emphasised the great
advantages India would derive from industrial
development and pointed out that the conditions for
a rapid advance were suitable, provided the stimulus
of protective duties was made available. They were
convinced that protection would bring a very material
gain to the country.*

Another important consideration in favour of a high

tariff urged by the Commission re-

Public Revenve.  lated to the revenue needs of the

Government of India. A general

opinion was expressed against the possibility of a fur-

ther increase in direct taxes in India and in favour of

indirect taxation in case additional revenue became

necessary.§ This salutary effect on public revenue

hoped for by the Commission is, however, highly pro-
blematical.

* Report of the Indian Fiscal Commission (1821-22), par. 74,
+ Ibid., par. 74.
3 Ibid., par. 75.
§ Jbid., par. 76.
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Professor Vakil rightly pointed out, “ in discussing
this point the Commission shows a serious lack
of economic knowledge. The simple truth that a
really effective protective tariff will not yield large
revenue is ignored. The possibility of an increase in
Income-Tax receipts from the existence of new indus-
trial concerns which will spring up under the tariff wall
is forgotten and a capitalistic denial to an increase
in direct taxation is given with characteristic indif-
ference to the interests of the general mass of the
people for whom great concern is shown in other parts
of the Report.”*

The case for protection in India is so strong that
it was unnecessary for the Commission to resort to the
argument regarding public revenue which cannot
stand the test of rigid reasoning.

It has often been asserted that the basic argument
o of Indian protectionism is the infant
D”‘*;i;g;::;;{* *  industry argument. This is onlv
partially true. The argument of
diversification of industry has always been to the fore
in India. The Famine Commissioners in their Report
of 1880 had argued that no remedy for the ends ot
famines could be complete which did not include the
introduction of a diversity of occupations, through
which the surplus population might be drawn from
agricultural pursuits and be led to find the means of
subsistence in manufactures.t It will thus make the
problem of famine much less serious, afford a field
for the employment of different grades of skill and
have a salutary influence on the national character.
The economics of an agricultural country like India
are bound to be unstable and it is therefore very essen-
tial to aim at and evolve a -well-balanced national
economy based on a simultaneous advance of manu-
facturing as well as agricultural industries.

®C, N, Vakil—Our Fiscal Policy, g 123,
t+J. C. Coyajee—The Indian Fiscal Problem, p. 8.
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National safety, it is argued, requires that a country

should aim at economic indeper.d-

National Defence.  ence even if this should entail a per-

manent burden on community. It

may indeed be feasible and desirable to sacrifice eco-

nomic considerations and to nurse a few industries for

the avowed purpose of national defence. And vyet it

would be sheer folly to try to regulate the whole of
the normal peace economy on a war basis.*

Regarding national defence argument, the Com-
mission stated that, “ the military value of the industry
must be balanced against the economic cost of main-
taining it and the final decision must be based on a
sense of proportion.”t

Losses and Danger of Protection.-—We now
turn to the losses that must be set against the gains
to India from protection. The most important item
of loss is the burden of increased prices that protective
duties impose on the people. We have already re-
ferred in chapter III (Methods of Protection) how the
import duties will raise the general price level and
how the rise is not confined to the particular articles
taxed. The consumers of the taxed articles as well as
those industries which are not protected will suffer
ewing to the increase of prices.

(a) Wage earners.—There will be thus an increase
in the cost of living and wage earners may be adversely
affected. Wages may in course of time rise with the
cost of hiving but generally they do not rise as fast as
prices. Although the skilled labourers, especially in
the protected industry, will benefit, the unskilled
labourers, on aecount of their excessive numbers will
probably be worse off as the result of protection. The

#G B. Jathar and 8. G. Beri—Indian Economics—(Fourth Revised
Edition)—Vol. TI, p. 2

+ Report of the Indian Fimcal Commission, (1921-22), par. 107,
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wages of the agricultural labourers may also rise, par-
ticularly in the neighbourhood of ingustrial centres,
but it is doubtful whether they will quite overtake the
increased cost of living.

The losses which a system of protection will involve
was considered by the Commission from the point of
view of (1) the agricultural classes and (2) the middle
classes.

() Agricultural Class.—In the case of the
former either of the two consequences will follow.
Either the agricultural producer will not receive for
his produce an increased price which will fully com-
pensate him for the increased cost of production, in
which case agricultural interests would suffer and
there would be a tendency for marginal land to go out
of cultivation; or the price of agricultural produce will
be raised generally to cover the increased cost of pro-
duction with injurious effects on the mass of popula-
tion.* The remedy for this dilemma according to the
majority was that protection should be applied with
discrimination as laid down by them.

(c) Middle Class.—With regard to the middle
classes, viz., the professional, clerical and petty trad-
ing classes—there is no doubt that they wiﬁebe more
adversely affected than any others by a policy of pro-
tection The middle classes have a certain standard
of living which entails expenditure on imported goods.
Their cost of living will undoubtedly rise. The pos-
sibilities of equivalent expansion in their incomes,
however, are limited. It is probable therefore that
for some period they will feel the effects of protection
more than any other class of the population.t The
Commission instead of suggesting a remedy for this
assumed the willingness of the middle classes to merge
their own immediate interests in the wider interests of
the country ~

* Report of the Indian Fiscal Commission (1921-22), par. 80.
t Ref. /bid., par. &,
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(d) Other Disadvantages of Protection.—The
Commission then referred to certain other disadvan-
tages which are inherent in any system of protection,
namely, (i) the danger of political corruption, (ii) the
possibility of combinations of manufacturers and (iii)
the risk of encouraging inefficient methods of produc-
tion We have referred to these dangers in a general
way in chapter II. Here we propose to examine the
extent to which they apply to the particular conditions
in India.

Regarding political corruption the Commission
pointed out that, ‘ conditions in
(1) Poliical Corruption. India are less favourable to such
development than they are in many
countries. The variety of the interests represented
in the legislative bodies and the strength of the repre-
sentation of the agricultural and landed classes make
it improbable that the industrial point of view could
secure undue prominence, while under the existing
system of high revenue duties, which is open to the
same dangers, there have been no traces in the Indian
Legislature of any undesirable development of this
nature.”* Moreover, the enquiry into the conditions
of each industry, which discriminate protection will
make necessary, will be conducted by an impartial body
with the utmost publicity and the conclusions arrived
at and the reasons for them will be known to the public
when the case of the industry comes before the Legis-
lature, will greatly reduce the opportunities for poli-
tical corruption.

A protectionist system certainly gives the oppor-
tunity for unc};sirable forms of

(ii) Combination, combinations. The Commission was
not unmindful of this' danger and

proposed a remedy for this. The matter should be in-
vestigated by the Tariff Board and if the Board

¥ Report of the Indian Fiscal Commission (1921-22), par, 85,
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feports that the combination is injurious to the interests
of the Indian consumers and the Legislature agrees,
the protection given to the industry could be lowered
or withdrawn or possibly special legislation could be
introduced to deal with the matter.”

As regards the danger of encouraging inefficient

. ) method of production, it can partly

(rii) Inofficient be met by the supervision of the

' Tariff Board but mainly by the

exercise of discrimination in the selection of industries
for protection.t

Need for Discriminate Protection.—These and
other disadvantages of protection can be overcome as
the Commission pointed out, only by the exercise or dis-
crimination in the selection of industries for protection.
The principle on which this recommendation is based
is that the suffering and sacrifice of most section of
population should be restricted to the minimum in a
country where there is already far too much economic
distress.

According to the majority discriminate protection
which is explained in fuller details later in this chap-
ter, while giving the necessary stimulus to industrial
development would try to minimize the burden on the
community. It would restrict the rise in prices to a
minimum by granting protection only to suitable
industries which satisfy certain necessary tests.* It
would also curtail the period of the burden by making
the adoption of efficient methods one of the necessary
conditions of admission to the benefits of protection.$
Wise discrimination is essential in the best interest
of the industries themselves. High duties indiscri-
minately levied on imports are likely to stimulate a
host of weak and inefficient enterprises. Their in-
evitable collapse will shake the confidence of capital

* Report of the Indian Fiscal Commission (1921-22), par. 86.
+ Ihid., par. 87.

tRef. Ibid., par. 89.

§ Ref, 7bid., par, 90.
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which is essential for steady industrial progress. They
are also likely to unsettle labour because it will be
attracted from the sound to the unsound industries in
the period of unhealthy boom caused by the indiscrimi-
nate protection and will be involved in ruin sure to
overtake them sooner or later.”

The majority of the Commission came to the
conclusion that, “in the interests of consumers gene-
rally and particularly of the masses of the people, in
the interests of agriculture, in the interests of steady
industrial progress, the policy of protection which we
recommend should be applied with discrimination, so
as to make the inevitable burden on the community
as light as is consistent with the due development of
industries and to avoid abrupt disturbances of indus-
trial and commercial conditions.”t

Concluding observations.—We may at this
stage make certain concluding observations on the case
for protection in India. So far we have examined the
arguments for and against the adoption of a policy of
protection in India. Firstly we hdve emphasised’ the
benefits that will accrue to India from industrial
development. We have next examined the necessity
of extending the stimulus of protection to secure rapid
progress in that direction. On the other hand, we
have admitted that there are certain losses and dangers
of protection but we have shown that these could be
mitigated by following a policy of discriminate protec-
tion and by the constant supervision of the Tariff
Board. We fully endorse the finding of the Commis-
sion that, ““the temporary loss involved will be more
than made good by the ultimate gain and that the
balance of advantage is heavily on the side of the
recommendation of the adoption of a policy of pro-
tection to be applied with discrimination.”” "It is cur
view that the policy of protection should have been

* Ref. Report of the Indian Fiscal Commission (192122), par, 91,
+ Ibid., par, 93.
3 Ibid., per. 84.
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accepted by the Government long ago, for example
when the late Mr. Justice Ranade and other Indian
Economists of the time clamoured for it. The recom-
mendation of that policy by the Fiscal Commission in
the Post-War period of intense foreign competition
and industrial reorganization was none too early in the
circumstances of India.

Outline of the scheme of Discriminate Pro-
tection.—We have considered the reasons for recom-
mending the adoption of a policy of protection for
India and for holding that that policy should be
applied with discrimination. We shall now review the
outline of the schemc of protection as conceived by
the majority of the Fiscal Commission. The most
controversial part of thc Report which has given rise
to the Minute of Dissent is the scheme of protection
outlined by the majority.

The most outstanding fcaturc ot this scheme is the
constilation of an impartial organisation—the T ariff
Board for administering in detail the policy of discri-
minate protection. The Board was to be a permanent
body of high standing. It was not to take decisions
but make rccommendations. There was to be the ut-
most publicity in connection with the inquiries and
reports of the Tariff Board. The duties of the Board
were to be, infer alia, to investigate the claims of par-
ticular industries to protections, to watch the opcration
of the Tariff and generally to advise the Government
and the Legislature in carrying out the policy as re-
commended in the Report.* As regards its composi-
tion the Board was to consist of not less than three
members. According to the majority, “the principle
should be accepted that the best men available are to
be engaged, selection depending rather on general
qualifications than on specialised or expert knowledge.
It is essential that all the members should be men of

*See for functions of the Tariff Board in detail—Report of the
Indian Fiscal Commission (1921-22), par, 305,




9%

ability, of integrity and of impartiality, and other
desirable qualifications are a knowledge of economics
and a practical acquaintance with business affairs.”
On the other hand, the minority wanted the Board “ to
consist of three members and two assessors. The
chairman should be a trained lawyer who has had
experience for a reasonable time on one of the High
Courts in India; the other two members should be
elected by the non-official members of the Indian
Legislature and the two assessors should be elected
by leading Chambers and Mercantile Associations in
India.”t

Indian opinion is impaticnt with the system of
nomination by Government to important positions.
The minority suggested certain saleguard against this.
They proposed to give power of nominating the chair-
man to the Government, but that power was to be
limited in as much as the chairman was to be an ex-
High Court Judge. Regarding the election of the
other two members of the Board, it was suggested that
the right of electing them should be given to the elected
members of the Indian Legislature and not to the non-
official members thereof. We hold that there is a
considerable force in the argument of the minority and
that the suggestions made by them deserve the careful
consideration of the Government.

Guiding principles for Tariff Board.—In deal-
ing with all claims to protection, the Tariff Board was
in the first instance to satisfy itself that the following
three conditions were fulfilled :—

“(1) The industry must be one possessing natural
advantages, such as an abundant supply of raw
materials, cheap power, a sufficient supply of labour
or a large home market. No industry which does not
possess some comparative advantages will be able to
compete with the successful industries of the world on
equal terms and therefore the natural advantages
possessed by an Indian industry should be analysed

# Report of the Indian Fiscal w(:-;;n;ission 1921-22), par. 309.
'I'Ibgdo.—Minute of the Dissent, par. 60. ( 2 P
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carefully, in order to ensure, as far as possible, that no
industry is protected which will become a permanent
burden on the community.

(2) The industry must be one which without the
help of protection, either is not likely to develop at
all or is not likely to develop so rapidly as is desirable
in the interest of the country.

(3) The industry must be one which will eventually
be able to face world competition without protection.”*

Besides fulfilling the above conditions those
industries in which the advantages of large scale pro-
duction could be achicved and in which there was a
probability to satisfy the entire needs of the country,
were to receive a favourable treatment.

The Commission favoured the grant of adequate
protection to industries, irrespective of the
general conditions laid down, which were found
essential for national defence or were of special
military value.t A similar exceptional treatment
was to be accorded to hasic industries by which
were meant industries of which the products were
utilised as raw materials by numerous other industries
in the country. The commission recommended that
such industries might be assisted chiefly by means ot
bounties.* The abolition of the import duties on
machinery and on raw materials as well as on partly
manufactured goods like yarn and on coal was also
recommended b . the Commission.$

The minority led by President Sir Ibrahim Rahim-
toola disapproved’ of the main recommendation of the

* Report of the Indian Fiscal Commission (1921-22), par. 97,
+ Ilnd., par 106,
3 Ihd., par 18,
§ Ihd, par 109-116.
9 The reasons given by the minority for dissenting from their col-
leagues were as follows ‘—

(1) The mamn recommendation has been hedged in by con-
ditions and provisos which are calculated to impair its utilit{. (2)
In places the language employed is half-hearted and apologetic.
(3) We are unable to agree with the views of our colleagues on
Excise, Foreign Capital, Imperial Preference and the Constitution of
the Tariff Board. (Ref. Report of the Indian Fiscal Commssion
(1921-22) —Minute of Dissent, par, 1.).”
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majority that the policy of protection should be applied
with discrimination along the lines of the Report.
The minority wanted a more emphatic, determined
and enthusiastic pronouncement on the question of
protection in accordance with the almost unanimous
wishes of the Indian people. According to the minority
the policy of discriminating protection as laid down
by the majority was hedged in by conditions and pro-
visos which were calculated to impair its utility. The
policy formulated by the majority in the opinion of
minority was open to objection because (1) it mixed
up policy with procedure and (2) by emphasising the
method of carrying out the policy, the vital issue was
sidetracked, (3) it further ignored the fact that every
country applies protection with discrimination suited
to its own conditions and lastly (4) the outlook of the
majority was different from that of the minority.

The minority was of the opinion that there should
be an unqualified pronouncement that the fiscal policy
best suited for India is Protection.*

Criticism.—Two well defined lines of criticism
were directed against the recommendations of the
majority. The Press in England and her businessmen
and politicilans were against its recommendations
pointing out that discriminating protection was all
the same protection and the inevitable result in high
prices would affect the consumer whose poverty was
proverbial. On the other hand, the opinions expressed
in the dissenting minute which characterises the recom-
mendations of the majority as being of a halting and
a vague nature and as not having of a far reaching
character, enough, represented the prevalent Indian
view.t

The essence of the scheme drawn by the majority
was that only those industries were to be entitled to

* Report of the Indian Fiscal Commission (1921-22)—Minute of
issent, par, 2.

+ Ref. The Paper read by T. K, Duraiswami Aiyar on Discriminating

Protection at the Sixth Conference of the Indian Economic Asso-

ciation—in the proceedings of the Sixth Anpual Conference p. 9,
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State assistance for which conditions in the country
were favourable. If we consider the conditions of
discriminating protection as laid down by the majority
in their practical application, we can see for ourselves
that the policy of protection is not to be applied to
new industries; and that when applied to old or exist-
ing industries it is to be applied only for a given short
period provided they fulfil the conditions of discrimi-
nating protection. Only those industries in which a
definite start has been made and which are run on a
very large scale with several natural advantages may,
if they can show that they cannot flourish without some
assistance, get a qualified measure of protection from
the Government. Such halting policy of protec-
tion is not likely to bring about an all round industrial
development, which we must work for if the poverty
problem of India is to be solved. The first two con-
ditions to secure protection seem reasonable and
capable of being proved. The third condition on the
other hand requires an omniscient Tariff Board. What
the world competition will be with regard to a particu-
lar industry in future is bound to remain an unknown
factor. If this is to be a condition precedent to the
grant of protection to an industry, protection may not
be granted at all.*

The first and the foremost duty of the Commission
was to indicate the lines on which the Government
should shape its fiscal policy so as to expedite the
development of industries. The recommendations of
the Commission clearly do not satisfy this fundamental
requirement. The Commission took the requirements
of the existing industries into consideration so much
so that it actually recommended that no State assis-
tance (by means of protective tariffs or bounties) should
be given to industries which have not yet come into
existence

#cf C. N. Vakil—Our Fiscal Policy, pp. 126-127,
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The majority approached the problem with the
Free-Trade bias. They did not find it possible to
resist the insistent demand of the people of India for
a policy of protection. Their own review of the lack
of industrial progress and need for industrial develop-
ment incvitably led them in the direction of protection.
But all through the report the dread of offending or
injuring British interests seems to have been present
in their mind. The halting nature of the recommen-
dations of the majority takes away with one hand what
they give with the other. Their concluding chapter
is nothing else but a submissive apology to British
manufacturers for committing the sin of recommending
even discriminating protection for India.

Thus we see that the minority were perfectly justi-
fied in complaining about the half-hearted and
apologetic tonc of the Report. The majority seemed
to have forgotten in many cases that they were sitting
as an Indian Commission. The Commission did not
suggest a really constructive policy but some emer-
gency measures to stop the rot in the existing industrial
system of the country. Their recommendations suited
the existing system admirably, but they could not
serve as the basis of a constructive policy in
the future.

Other Recommendations of the Fiscal Com-
mission.—We have dealt with the

Export Duty questions of protection by means of
export duties in chapter III

(Methods of Protection) and found that this method
does not meet with the approval of modern economists.
The Fiscal Commission was also against the imposition
of export duties for the purpose of protection of
Indian industries. They condemned the export duty
on hides and skins, which was imposed as a measure
of protection to the tanning industry in 1919, as wrong
in principle on the ground that if protection was
needed, it should have been given through an import
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and not an export duty.* Some witnesses had sug-
gested the imposition of export duty on raw cotton
with a view to affording protection to the Indian Cot-
ton Mill Industry. The Commission held that an
export duty on cotton would fall on cotton producers
in India and would have the effect of discouraging the
cultivation of cotton.t As stated in chapter III the
export duty mainly discourages production of the
taxed commodity unless it posscsses monopoly, with-
out substantial benefit to the industry utilizing the
article as its raw material. [t should therefore be con-
sidered unfair to penalize only a section of the com-
munity.

The Commission recommended that for revenue
purposes export duties should be used sparingly and
with great caution and should be imposed at a
moderate rate only on articles in which India had a
monopoly or semi-monopoly.” Dealing with the ques-
tion of restrictions on the export ot food grains, the
Commission came to the conclusion that in normal
times any restriction on the export ot food grains
whether by export duties or by any other means was
contrary to the true interests of the country.§ In
abnormal times, however, the Commission favoured a
temporary export duty."

On this subject the Commission was divided. It
Exase Duty and  discussed  the general principles
Indian Cotton governing the imposition of excise
Excie, duties. The majority came to the
conclusion that they were to be ordinarily confined to
industries concentrated in large factories or small
areas, to be imposed for checking consumption of
injurious articles or otherwise to be levied for revenue

* Report of the Indian Fiscal Commission (1921-22), par, 190.
+ Ibid., par. 186.

+ Ref. Ibid., par. 183

§ Ibid., par. 204.

Y 1bid., par. 212
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purposes only.* The mijnority, however, held that
they should be restricted to alcohol, tobacco and such
other articles, the consumption of which it was desir-
able to check in the interests of the community and
if more revenues were necessary, a few articles of
luxury might be made subject to excise duty.t

The principles laid down by the majority in respect
of the excise duty were applied by them to the qucs-
tion of Indian cotton excise duty. They rcecom-
mended that the existing cotton excise duty should in
view of the past history and association, be un-
reservedly condemned and that the Government of
India should * clean the slate” and take action with
respect to the absolute repeal or retention of the duty,
with the consent of the Indian legislature.* The dis-
senting members pleaded that the cotton excise duty
should be immediately abolished. They held that if
there was to be “a clean slate” as recommended by
the majority the cotton excise duty must go especially
as the country unanimously demanded its abolition.§

Foreign Capital was another important subject on
which the Commission was divided.

Foreign Capital. ~ The  existing predominance of
forcign capital in India and the

prospect of its increasing under a system of protective
tariffs raised the question of how far it was desirable
to follow the policy of open door with reference to it.
The advantages to India of the import and use of
foreign capital were pointed out by the majority parti-
cularly for the rapid industrial development of the
country which was to be effected with the help of pro-
tection.Y The existing distrust of foreign capital in
India was referred to and various suggestions for
placing restrictions on its use were examined and

* Ref. Report of the Indian Fiscal Commission (1921-22), par, 151

tgf ézzd.?lem;t‘;e oIf dDisser};t, p]arc 12.

% Ref. rt o e Indian Fiscal Commission (1921-22), par. .
Ref. Ihid—Minute of Dissent, par. 27. ( ), par. 169
Ref. Report of the Indian Fiscal Commission (1921-22), par. 289,
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rejected as unpracticable and injurious. They held
that only in the case ot Government concessions stipu-
lation should be made with respect to rupee capital,
Indian directors and facilities for traming Indian ap-
prentices.* It was believed that the existing prejudice
1n India against foreign capital would die out and it
was held by the majonity that * there is enough room
tor the Indian and British 1 the vast field ot industrial
development ot the country and we believe that without
any legislative compulsion it will be tound that the
two communities will co-operate increasingly to the
advantage of the country as a whole.”t

The minority on the other hand objected to the
distinctio. made by the majority between companies
getting concessions and those establishing themselves
behind the tariff wall. It was pointed out that there
was really no distinction between Government granting
subsidies or bounties out of taxation money and allow-
ing an industry to tax the people indirectly by means
of higher prices resulting from protective duties. In
both cases the people ot India had to pay the price
either as tax-payers or consumers.* The minority
pointed out that the absence of any restrictions on the
importation of foreign capital in India under a system
of protection might lead to results, the danger of which
did not exist under a policy of Free Trade. If the
principle of protection be adopted and if the impor-
tation of foreign capital be not restricted, India would
be offering a vast field for industrial exploitation at
the cost of her consumers to all foreigners. Foreigners
in all parts of the world would then be at liberty to
start companies in their own country and in their own
currency and establish industrial concerns in India,
with all the advantages of a tariff wall, for which the
people of India would have to pay.$ The minority

* Ref. Report of thé Inflian Fischl Commission (1921-22), par. 492.
+ Ref. Idid., par. 204,

tRef. 7bid.—Minute of Dissent, pars. 46-47.

§ Ref. Ibud., par, 53.
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held that reasonably adequate capital would be avail-
able under the protective policy, but to secure rapid
progress of industrialisation they were prepared to
accept the advent of foreign capital provided suitable
conditions were laid down to safeguard the essential
interests of India. They suggested that all companies
protected by tariff should be companies incorporated
and registered in India with a rupee capital, they
should have a reasonable proportion of Indian Direc-
tors on their Board of Management and offering
facilities for training Indian apprentices.”

The question of the inflow of capital under a
protection system is very important. Many protec-
tionists consider that it a protective system encourages
the development ot industry by non-nationals it weuld
be regarded as worse than useless. The demand for
industrialization in India as has already been indi-
cated, has been closely associated with national
aspirations. The ideal was an Indian industrialization
—not an industrialization in India carried on and con-
trolled by non-Indians  Thus we see that the minority
were perfectly justified in suggesting the control over
foreign capital, which was expected to safeguard the
essential interests of India.

The Commission besides recommending customs
- tariff for industrial development,
upplementary suggested the following supple-
mentary measures for the realisation

ot same aim:—(1) greater industrial bias in primary
education (paragraph 122), (2) measures for the train-
ing of Indian apprentices in skilled labour (para-
graphs—123-124), (3) measures for ensuring increased
mobility of labour (paragraph 125), (4) a change in
the railway rates policy with a view to encourage
industries on the lines suggested by the Industrial
Commission and the Railway Committee (paragraphs
126-129), (5) improvement in railway facilities

Ref Report of the Indian Fiscal Commission (1921-22)—Minute of
Dissent, pars. 50-51
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(raragraph 130), (6) lowering of coastal shipping rates
(paragraph 131), (7) measures against dumping (para-
graphs 133-139), (8) safeguards against imports from
countries with depreciated currencies (paragraph 140)
and against bounty-fed imports from other countries
(paragraph 141).

We fully endorse these measures suggested by the
Fiscal Commission. While we recognise that protec-
tion against foreign competition by means of custom
tariff is an important device for promoting the indus-
trial development of a country, other means and
methods of industrialisation should be fully explored
at the same time. This would accelerate industrial
development and appreciably reduce both the duration
and degree of protection necessary for the home
industries and thus lessen the burden on the consumer.
We shall now proceed to indicate the action taken by
the Government on the recommendation of the Fiscal
Commission.

Adoption of Protection.—Mr. Jamnadas Dwar-
kadas, member of the Fiscal Commission, moved a
resolution on 17th February 1923 in the Indian Legis-
lative Assembly advocating the adoption of a policy
of protection, ““its application being regulated from
time to time by such discrimination as may be consi-
dered necessary by the Government of India with the
consent and approval of Indian Legislature.” On
behalf of Government Mr. (afterwards Sir) Charles
Innes moved an amendment involving the acceptance
in principle of “the proposition that the fiscal policy
ot the Government of India may legitimately be
directed towards fostering the development of indus-
tries in India.” The amendment embodied the
principle of discrimination with due regard to the
criteria laid down by the majority of the Fiscal Com-
mission and recommended the appointment of a Tariff
Board for one year in the first instance. The amend-
ment after a full debate was adopted.* It will thus

¥ A, G, Clow—The State and Industry, pp. 115-116.
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be seen that the Resolution as adopted in its final form
was based on the recommendation of the majority of
the Fiscal Commission, the point of view of the
minority being ignored.

In pursuance of the policy the first Tariff Board*
was appointed in July 1923 to consider the claims of
iron and steel industry for protection. The first
enquiry by the Tariff Board will be reviewed in the
following chapter.

Procedure in case of an Enquiry.—Betore
concluding this chapter we may explain the procedure
adopted in the case of a Tariff Board enquiry. This
is as follows :—

An industry desirous of obtaining protection has to
apply to the Government of India in the Commerce
Department. If a prima facie case is made out in
the opinion of the Department, the matter is referred
by the Government to the Tariff Board for enquiry.
After a preliminary consideration the Tariff Board
frames a questionnaire and forwards it to the various
interests concerned. The representatives of industry
concerned and public bodies like various commercial
associations submit their memoranda to the Tariff
Board supplemented, where necessary by oral
evidence. The Board also visits the principal centies
of the industry concerned to familiarise itself in a
realistic way with its conditions. As recommended'
by the Fiscal Commission, the utmost publicity is
ensured through, of course, proccedings in camera are
resorted' to, when the evidence tendered is of such a
nature that its publication will involve the divulging
ot trade secrets. The Report of the Tariff Board
when ready is submitted to the Government, who may
or may not accept it. Qn its acceptance, legislation

* The personnel of the first Tariff Board was as follows :—
President—Mr (now Sir) G. Rainey.
Meombers :—Mr. (now Sir) P. P Ginwala. Prof; V. G. Kale.
Secretary—Rai Bahadur S. N, Banerj.
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is proposed according to recommendations of the
Board with which the Government of India are in
agreement. The Tariff Board is thus only an advisory
body. the final decision resting with the Government
and the Legislature.*

The Tariff Board has so far undertaken about 50
enquirites We shall review the more important of
these enquiries in the following chapters.

In a subsequent chapter we shall also offer com-
ment on the constitution, working and procedure of the
Tariff Board and make proposals for increasing its
atility to the country.

#*Ref C N Vakil and M. C Munshi—Industrial Policy of India
with special reference to Customs Tariff, pp. 54-85, and Indian
Finance Year Book—1936—p 201.
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CHAPTER VI
IRON AND STEEL INDUSTRY

Inquiries by the Tariff Board.—We will now
proceed to review the operation of the policy of dis-
criminate protection adopted by the Government of
India in consultation with the Legislative Assembly
on the recommendation of the Fiscal Commission.
The Tariff Board which may be described as the
‘ pivot ’ of the new policy, was first set up in July 1923
and has since carried out inquiries into the claims for
protection put forward by a number of industries.
We will review these inquiries in the following
order :—

¢ (1) Iron and Steel Industry.

. (2) Cotton and other Textile Industries.

" (3) @ Paper, (ii) Cement, ii) Sugar, (iv) Salt—

Industries.
(4) Other Industries.

In this chapter we will consider the case of the iron
and steel industry.

Rise of the Iron and Steel Industry.—A brief
history of the rise of the iron and steel industry may
be given to indicate the stage of development reached
by it when its case was referred to the Tariff Board.

The art of smelting and fashioning iron seems to
have been known to the people of India from very
early times. It is the opinion of many historians that
the earliest weapons that figure in the half-mytholo-
gical records of the Mediterranean peoples came from
India.* The industry not only supplied all local
wants but it also enabled India to export its finished
products to foreign countries. The quality of the
material turned out had also a world-wide fame. The
famous iron pillar near Delhi, which is at least fifteen
hundred years old, indicates an amount of skill in

* Ref. H. L. Dey—The Indian Tariff Problem in relation to Industry
and Taxation, p. 150,
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the manufacture of wrought iron, which has been the
marvel of all who have endeavoured to account for it.
Cannons of the largest calibre were manufactured in
Assam. Indian steel was once in considerable demand
for cutlery even in England. The manufacture of
steel and wrought iron had reached a high perfection
at least two thousand years ago.*

The modern iron and steel industry originated and
developed in England during, the eighteenth and first
half of the nineteenth century. It is altogether a new
industry based upon the scientific discoveries of the
last 200 years. The ancient iron-smelting industry of
India. still clinging to wasteful methods of consuming
ore and charcoal became extinct owing to the compe-
tition of Europe and America.

The earliest attempt to introduce modern pro-
cesses for the manufacture of pig iron and steel in
India was made by Mr. Josiah Marshall Heath of the
Madras Civil Service in 1830 in South Arcot district
at Porto Novo. In the following years at Trinomali
and Beypore similar attempts were made but by 1867
al! of them were no more. In the year 1874 the
Barakar Iron Works, the forerunner of the present
Bengal Iron and Steel Company, launched upon its
career to mark the first effective step towards the
establishment of an iron industry in India, but the
Bengal Iron and Steel Company began to show profit
only from 1899.t* But far away the important venture
in the history of the industry was that of Tatas. The
Tata Company was established at Sakchi (later
removed at Jamshedpur) in the Singhbhum district
atout 150 miles to the west of Calcutta by the late
J. N. Tata in 1907 and the construction of the works
began in 19o8. Pig iron was first produced in 1911

#Ref, M. G. Ranade—Essays on Indian Economics, pp. 153-164.

+ For further details see H., L. Dey—The Indian Tariff Problem in
relation to Industry and Taxation, pp. 151-152, and M. G. Ranade
—Essays on Indian Economica—Iron Industry, pioneer attempte,
pp- 160-170,
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and steel in 1913. The manufacture of pig iron had
from the very beginning been a great commercial suc-
cess. Substantial dividends were earned for the
share-holders for the first time in 1913-14 and 1914-15.
During these two years the sale of pig iron by the
Tata Ilron and Steel Company amounted to 106,795
tons and 97,0698 tons respectively.* By 1916-17 the
old plant under the stimulus of the World War was
under full operation. The War came as a manifold
blessing to the infant steel industry of India. Under
the stimulus of enlarged demand and high prices pro-
duction was speeded up. The Government of India
had agreed before the War to take 20,000 tons of
steel rails annually for ten years, provided that they
could be produced of a suitable quality and at a
suitable price; but it took much larger quantities on
account of the heavy demand for War purposes.t
The Railway Board secured 50,000 tons of the 1916-17
output for Indian railways and out of this 21,000 tons
of rails and fish-plates were given up to meet the
requirements of the forces in Egypt and Mesopotamia.
During 1917-18, 97,000 tons of steel in all forms
were supplied to Government, out of which 71,000
tons of rails and fish-plates and 4,200 tons of other
sections were for overseas use. During the six months
April-September 1918, the total supply was approxi-
mately 55,000 tons. Over and above these, a consi-
derable tonnage of steel sections was supplied to
engineering firms in India for the fabrication of river
craft, workshops and other steel structures for various
purposes.* Thus the Tata Iron and Steel Company,
wiich was struggling with considerable difficulties in
the production of steel in 1914, increased the output
ot rolled steel from 48,872 tons in 1913-14 to 123,890

* Indian Tariff Board—Ewvidence—recorded during enquiry into the
Steel Industry (1924)—Vol. I, pp. 29 and 69.

+ Ref, 8. G. Panandikar—Some as&ects of the Economic Consequences
of the War for India, pp. 105-106.

TRef. Indian Munitions d—Industrial Hand Book (1919),
Pp. 204-206.
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tons in 1917-18.* This was the maximum caparity
for the open hearth furnaces then in existence at
Jamshedpur. In 1917 a large scheme of extension
was mooted and completed in 1924. The old plant
turned out finished steel products such as, rails, heavy
structurals (beams, angles, channels, etc.) bars, light
structurals, light rails and fish-plates. The additional
products which the new plant was meant to turn out
were plates, sheets—black and galvanized,—sheet-
bars, and steel sleepers.t

(1) Protection to the Indian Iron and Steel
Industry:—Claim to Protection.—The post-war
depression and the large imports of cheap foreign
steel threatened the very existence of the industiy.
Reduction of costs was one method of facing foreign
attack, but the conditions and circumstances of the
irdustry at that time made it hardly possible. The
Indian iron and steel industry was unable to compete
with foreign imports and began to incur heavy losses.
Fortunately for it, the tariff policy of the Government
of India came to be changed by that time and the
Fiscal Commission in its report in 1923, recommended
““an immediate inquiry into the Indian steel
industry.”*

The policy of discriminate protection recommended
by the Fiscal Commission as stated previously was
accepted by the Legislative Assembly in February
1923. A Tariff Board$ was appointed on 1oth July
1423 to carry out the scheme of protection as laid down
in paragraph 97 of the report of the Fiscal Commission.
The steel industry was the first to receive attention
at the hands of the Board. The Tata Iron and Steel

* Indian Tariff Board—FKvidence—recorded during enquiry into the
Steel Industry (1924)—Vol. 1, p. 6.

+ Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industrl'x (1824)—1st Report—pars. 14-15,

1 Report of the Indian Fiscal Commission (1921-22), par. 107.

§ The personnel of the Board was :—
President—Mr. (now Sir) G. Rainey.
Members :—Mr, (now Sir) P. P. Ginwala. Prof. V. G. Kale.
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Company in its application for protection on behalf
of the steel industry proposed that the existing 10 per
cent. ad valorem import duty should be raised to
33.1/3 per cent. in order to give the industry adequate
protection against dumping of foreign steel and iron,
which was stimulated by the slump in the world trade,
depreciated continental exchanges and the long start
which the well-established foreign industry had obtain-
ed over the infant industry in India. They drew
attention to the opinion of the Fiscal Commission that
the prosperity of such an important key or basic
industry was essential from the point of view of
national safety and development and recalled the
great services rendered by it to the Government during
the late war.* It was contended that “the strategic
advantage of basing the campaigns in Mesopotamia
and East Africa on steel supplied by India far out-
weighed any money-saving and could not be estimated
in terms of money.”’t The help thus rendered was
urged as a special ground for the grant of public
assistance for the steel producer.

Findings of the Board.—The Tariff Board after
an enquiry lasting over nine months and taking evidence
of the various parties interested submitted its Report
to the Government of India on 15th March 1924. The
Board held that the industry satisfied all the conditions
for the grant of protection laid down by the Fiscal
Commission and that its development had been hin-
dered by severe competition from abroad. We shall
now consider how the industry satisfied the conditions
laid down by the Fiscal Commission for the grant of
protection.

(A) Natural Advantages.—The Tariff Boad
Report on the steel industry stated that “ India pos-
sesses great natural advantages for the production of

*G. B. Jathar and 8. G. Beri—Indian Economics—(Fourth Revised
Edition, 1837)—Vol. II, p. 49

+ Indian Tariff Board—FEwidence—recorded during enquiry into the
Steel Industry (1924)—Vol, I, p. 17.
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steel and iron and that the first condition laid dowit
bv the Fiscal Commission is therefore fulfilled.”*

The principal raw materials required for the steel
industry are iron ore, coking coal
(1) Raw Materuls and limestone (or dolomite) for
fluxing purposes. The Board while
considering the question of raw materials pointed out
tlat large deposits of iron ore existed in many parts
of India. particularly in the Central Provinces, but
the most important were the ‘iron belt’ extending
over the district of Singbhum and the adjoining Feu-
datory States of Orissa.t The advantage of India
in the matter of coking coal was not found to be as
gceat. It was not available in very large quantities
nor was it of superior quality as it contained a high
percentage of ash. It was, however, estimated that
we could get 4 million tons of metallurgical coal per
annum tor the next 150 years at least.* This showed
that we had a sufficient supply of coking coal for more
than a century.

In respect of fluxing materials it was pointed out
bv the Board that India did not possess the same
superiority as in ore, but economically was at no dis-
advantage.S The supplies of limestone and dolomite
were ample and good enough for most purposes.
Most of the other raw materials required by the in-
dustry existed in India. An ample supply of manga-
nese existed in the Central Provinces; and regarding
refractory materials, silica bricks of good quality were
produced at Kumardhubi. The various raw materials
of good quality for the manufacture of silica bricks
occurred in abundant quantities in almost every pro-
vince of India and there was no reason to apprehend
any shortage in the future.¥

* Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industry (1924)—I1st Report, par. 18.

+ 1bid., par. 18.

1 1bid., par. 19,

§ Tbid., par. 22,

9 Ibid., par. 23.
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The effect of these natural advantages was evident
in the low cost at which India manufactured pig iron.
She produced pig iron more cheaply than any other
country in the world, but this advantage with which
the Indian manufacturer started was lost owing to the
higher cost of the subsequent processes of refining
pig iron.

In respect of labour, India suffered from a dis-
advantage, wviz., lack of skilled
(2) Labour. labour which was considered in-
evitable in any country which was
mainly agricultural and where industrial experience
and training had still to be acquired.* We had to
import skilled workers for the more difhcult process
and for the work of supervision from KEurope or
America. This was, however, considered a temporary
difficulty, because in course of time we might be able
to replace foreign workers by Indians.

The market available to the Indian steel manufac-

turer was considered to be not as

(3) Market, large as that in  KEurope and

America, but it was held that upto

the outbreak of the war the market was steadily

growing and in due course the upward movement

would no doubt be resumed.* With the increasing

transport facilities in the country, the demand for steel
goods was bound to expand.

The Board was thus able to show that the industry
possessed large natural advantages in raw supplies
and an increasing home market and that the disad-
vantage in connection with labour was likely to grow
less in course of time. The first condition of discri-
minate protection was thus fulfilled.

(B) The necessity of Protection.—The second
condition referred to the necessity of protection for the

* Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industry (1924)—1st Report, par. 25.
t Ibid., par. 26.
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development of the industry and it was to be ascer-
tained whether the industry could be established with-
out protection. The Board after a careful inquiry
concluded that at the existing level of prices and costs
of production, the manufacture of steel at Jamshedpur
was unprofitable and involved a heavy loss. There
was every hope, however, that in the course of three
or four years, production costs would be substantially
reduced, following the adoption of a new process of
manufacture and the provision of an up-to-date and
efficient plant. But during this extremely difficult
transitional period assistance was specially necessary.
The Board concluded that, ““ our deliberate opinion is
that without the help of protection, the steel industry
is not likely to develop at all.”*

(C) Protection as a Temporary Measure.—The
third condition of discriminate protection referred to
the ultimate ability of the industry to stand on its own
legs without the help of protection. The Board stated
that they had no hesitation in answering the question
regarding this condition in the affirmative.t The in-
dustry would require time to acquire skill and
experience in the difficult process of steel manufactur-
ing, which it would get if protection were granted. It
was already manufacturing pig iron at a cheap rate
and in course of time, it should be in a position to
manufacture steel at a competitive rate.

A Key Industry.—Besides this the steel industry
as the Board pointed out was of great importance from
the point of view of national advance. It had been
laid down in paragraph 106 of the Report of the Fiscal
Commission that, “ any industry which is essential for
purposes of national defence and for which the con-
ditions in India are not unfavourable, should, if neces-
sary, be adequately protected, irrespective of the
general conditions which we have laid down for the

* Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industry (1924)—1st Report, par. 27.
+ Ibid., par. 28.
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protection of industries.” There could be no question
of the importance of the iron and steel industry for
purposes of national defence and there appeared to
be no natural obstacles to its development in India.
On all these various grounds the case for the grant
of protection to the iron and stecl industry appeared
to be overwhelmingly strong.

Recommendations of the Tariff Board.—
Having established the case for protection, the Board
proposed various measures for it. In doing so, they
were guided by the general principle that the assistance
given to the steel industry should be sufficient to give
to the Tata Company (which was the Company mainly
concerned) a fair return on its capital outlay and
should be the minimum in order to safeguard the
interests of the consumer. The Board considering the
relative importance of the different methods of protec-
tion concluded that the best means of assisting a basic
industry was by means of a bounty rather than by a
protective duty.* But they held that as the financial
stringency of the Government might not make possible
this form of protection, it was proposed to give protec-
tion by a scheme of a combination of tariff duties and
bounties.t After discussing the form of assistance,
they considered the question whether protection should
be given by means of specific or ad valorem duties.*
The Board held that specific duties should be em-
ployed in the protection scheme, on the ground that
ad valorem duties had a serious defect, especially
when the prices were subject to wide fluctuations.§
Regarding the period of protection they proposed that
protection should be given in the first instance for a
period of thrce years only and the whole question

*For a_ detailed discussion on ths point see Chapter III—Methods
of Protection,

+ Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industry (1924)—I1st Report, par. 99.

3 We have already discussed the relative merits and demerits of these
two types of duties in Chapter III—Methods of Protection.

§ Report of the Indian Tanff Board regarding the grant of protection
to the Steel Industry (1924)—1st Report, par 100
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should be reviewed before the end of that period when
the world conditions were expected to be stable and
the data for subsequent inquiry more satisfactory.*

The recommendations of the Tariff Board may be
summarised as under :—*

(1) A specific duty varying from Rs. 25 to Rs. 45
per ton should be levied on different kinds of steel
and iron goods.

(2) Goods of superior quality which were not pro-
duced in India were to remain subject to the existing

revenue duty.
(3) Bounties were to be given on the manufacture of

steel rails and fish-plates according to the following
scale :—

vV Year, Per ton.
Rs.
1924-25 32
1925-26 26
1926-27 20

(4) Certain changes in the duties were proposed in
order to safeguard the interest of allied and dependent
industries which are considered below.

Subsidiary Measures of Protection:—The
Allied and Dependent Industries.—There are
certain industries which are closely related to the steel
industry. The Board found that their positions were
bound to be affected by their scheme of protection
recommended for the steel industry. It was therefore
necessary to give to these allied or dependent industries
a sort of compensating protection as against the sub-
stantive protection granted to the principal industry.
We shall now briefly consider these industries.

The Engineering Industry.—The Board defined
the term engineering industry as follows :—

“ Where raw steel is finished by forging and not
by rolling, it is an engineering process.”* The

* Report of the Indian Tariff Board regarding the frant of protection
to the Steel Industry (1924)—1st Report, par. 101,

+ Ibid., Chapter VIII.

¥ Ibid., 2nd Report, par. 3.
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engineering hrms would be required to pay a higher
price for the raw product. The Board therefore pro-
posed to increase the duty on fabricated stcel to 25
per cent. ad valorem generally.

The Wagon Building Industry.—The Indian
wagon industry, which had come into existence as a
result of the Government’s announcement in March
1918 that they would purchase annually 3,000 wagons
in India for ten years, was to be protected by the grant
of bounties for five years on an increasing number of
wagons but at a decreasing rate as follows :—*

v" Number of wagons Amount of

on which bounty bounty per
was payable. wagon
: Rs.
First year 800 850
Second ,, 1,000 700
Third ,, 1,200 580
Fourth ,, 1,400 500
Fifth 1,600 400

The Tin Plate Industry.—Thecre was an increas-
ing demand tor tins of different sizes and shapes for
various commercial products; for ecxample, kerosene
oil, petrol, cigarettes, biscuits, afid truit provisions.
The natural advantages which the industry enjoyed
were considered same as in the case of the steel
industry.* The industry was recommended protection
by a specific import duty of Rs. 60 per ton (which was
15 per cent. ad valorem instead of 10 per cent.)

The Wire and Wire Nail Industry.—The
Indian Wire Products Co., Ltd., was concerned with
the production of these materials. Its general position
was the same as that of the tin-plate industry. The

# See for detaill—Report of the Indian Tariff Board regarding the grant
of protection to the Steel Industry (1924)—2nd Report, par. 19.

+ Ibid., par. 25.

% Ibid., par. 30.

§ Ibid., par. 38
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same duty, namely Rs. 60 per ton was therefore re-
commended for its beneht.*

The Agricultural Implements Industry.—A
temporary protection was considered necessary for
this industry. The Board recommended that the exist-
ing ad waloren: duty be raised from 15 per cent. to
25 per cent. on picks, powrahs or kodalis and hoes.t

The Board did not accept the claim to protection
put forward by the ILocomotive, Steel casting and
Enamelled ware industries.

The Locomotive Industry.—In the case of the
locomotive industry it was considered desirable on
national ground that the industry should be established
in India, but it did not satisty the indispensable preli-
minary conditions of a sufficient market. It was held
that if protection were given, the country would carry
a heavy burden during the next five years and at the
end of that period progress made would be insufficient
to justify the sacrifice. [t was considered that the
industry could be established if substantial assistance
were given by Government in earlier ycars.*

The Steel Casting Industry.-—With regard to the
steel casting the Board was of the opinion that under
the existing circumstances it was not clear whether the
annual demand for steel castings in the area which
could be commanded from Calcutta was sufficient to
keep even onc of the steel foundaries fully employed.
The Board pointed out that it was very difficult to esti-
mate even approximately the probable annual demand
for steel casting in India. Unless some estimate could
be formed of the probable output, it was hardly pos-
sible to determine the cost of production or to assess
the amount of protection needed. For this reason, the

Board was unable to make any general recommenda-
tions.§

* Report of the Indian Tariff Board regarding the grant of protection
to the Steel Industry (1924)—2nd Report, par, 45,

t+ Ibid , gar. 48.

3 Ibid., 3rd R?ort, par. 18

§ Ibid., par. 32.
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The Enamelled Ware Industry.—As regards
the enamelled ware industry the view of the Board was
that its prospects were not unfavourable, if the initial
difficulties were once overcome. They considered it
desirable that the manufacture of enamelled ware
should be established in India and some form of assis-
tance was necessary.* In their opinion the assistance
could best be given to the industry by the removal of
the import dutics on raw materials which were not pro-
duced in the country. Since this proposal involved the
sacrifice of revenue, it should be simultaneously con-
sidered with other applications that were received by
the Government for the removal of duties on imported
raw materials or for exemption from such duties. For
this reason the Board deferred making definite recom-
mendation in favour ot the industry though they
thought that its claims to assistance were strong.t

The gencral scheme of protection involved sub-
stantial increases in the import duties on iron and steel
in various forms and the grant of bounties on steel
rails, fish-plates and railway wagons. The price to
be paid was a heavy one. The Board estimated the
burden at approximately a crore and a half
annually.* But the alternative was the ecxtinction
of industry. The Board considering the probable
consequences of cessation of steel —manufacture
concluded that, “the completc collapse of the
greatest single enterprise in the country would put
back the clock for twenty years at least.”§ The burden
on the consumer was cxpected to be temporary, widely
diffused and not too heavy considering the advantages
to be gained.

Government Action.—The recommendations of

the Board came up before the Legislature for decision
at a special session held in May 1924 when the Steel

* Report of the Indian Tanff Board regarding the grant of protection
to the Steel Industries (1924)—3rd Report, par, 37.

+ Ibid., par 39

31 A. G Clow-"The State and Industry, p. 117.

§ Report of the Indian Tariff Board reﬁaerding the grant of protection
to the Steel Industry (1924)—1st Report, par. 142,
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Industry (Protection) Bill was introduced by the Gov-
ernment in the Legislative Assembly to give effect to
the proposals of the Tariff Board. The Assembly,
inspite of Government opposition, deleted the propo-’
sal to enhance the duty on certain classes of agricul-
tural implements as it was likely to injure the interests)
of the agriculturist. The Bill passed into law as Act
XIV of 1924; it was to have eltect for three years and
the last section provided for an inquiry to be made not
later than March 1927 into the nccessity of continuing
protection after that datc.* The details of the duties
levied are given in Appendix III.

(2) Supplementary Protection—Emergency En-
quiry.—The protection granted to the steel industry
was, however, soon afterwards, largely nullified by a
combination of circumstances. The Act had only been
in force two months when Government received a tresh
application tor protection for the steel industry.
The Tariff Board had pointed out in their first report
the possibility of large changes in the world prices of
steel and the nccessity of reconsidering the rates of
duty if these changes occurred. In thc months fol-
lowing the passing of the Steel Industry (Protection)
Act, the sterling pricc of steel was falling, the rupee
sterling cxchange was rising, (it was being maintained
in the neighbourhood of 1sh. 6d.) and a collapse
of the French and Belgian exchanges had resulted in a
great fall in continental prices. The consequence was
that almost every class of steel to which protection was
granted, was cheaper in India than it had been in 1923.

The matter was referred to the Tariff Board for
urgent enquiry. The Board reported that the case for
further protection was well-founded and suggested en-
hancement of the duties.*
| The recommendations of the Board for enhanced
iduties were not accepted by the Government of India,
Who proposed that supplementary protection should be

* A G, Clow—The State and Industry, pp. 118119

+ See for detail—Report of the Indian Tariff Board regsrding the
increase of the duties on Steel (1924), pars. 73 and 78.
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given in the form of bounties which, while of imme

diate benefit to the industry, would not raise the pric

of steel goods in the country. The proposals of the
Government were placed before the Legislative
Assembly in January 1925 and the Assembly accepted
the Government’s proposal to leave the duties unalter-
ed and give additional protection by means of bounties
of Rs. 20 per ton on 70 per cent. of the weight of the
steel ignots produced, subject to a maximum of Rs. 50
lakhs for one year from the 1st October 1924, to the
3oth September 1925. The funds for the bounty were
to be obtained from the yields of the increased import
duties introduced in May 1924.* It was thought
necessary, in view of the uncertain exchange situation,
to take a fresh review of the position before September
1925, to decide whether the supplementary protection
should be continued and if so whether with any
alteration.

(3) Further Supplementary Protection—1925.
—The Tariff Board again examined the question and
decided to recommend the continuation of additional
protection in the form of bounties. The recommenda-
tion of the Tariff Board were (1) that bounty should
be given only to firms manufacturing mainly from pig
iron made in India, (2) that it should be paid at the
rate of Rs. 18 per ton on 70 per cent. of the total
weight and (3) that the total amount of such further
assistance should not exceed Rs. 9o lakhs upto March
1927.t The Government of India accepted the recom-
mendations of the Tariff Board with this one modifica-
tion, viz., that they reduced the rate of bounties from
Rs. 18 to Rs. 12 per ton and the total amount payable
from Rs go lakhs to Rs. 60 lakhs.*

In February 1926, the position of the industry
again came before the Legislature, when a Bill was

*Ref. G. B. Jathar and 8. G Beri—Indian Economics—(Fourth
Revised Edition)—Vol. II, p. 52,

+ Report of the Indian Tariff Board regardin% the grant of Supple-
mentary protection to the Steel Industry—Part I—(1026), par. 32.

% Indian Finance Year Book—1936, p. 265.
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introduced for the amendment of the Steel Protection
Act. The Bill which passed into law as Act VIII of
1926 secured three objects. It extended the scheme
of bounties on wagons to underframes, enlarged the
total amount payable under this scheme from Rs. 21
lakhs to Rs. 33 lakhs and removed the existing
restriction on the amount which might be paid in a
single year.*

(4) Wire and Wire Nail Industry.—In April
1926, the Tariff Board presented a report on the grant
of additional protection to the wire and wire nail
industry. In this they recommended that the existing
protection should not be increased. Their decision
was accepted.

) Statutory Enquiry into Iron and Steel
Industry (1928-27).—As laid down in the Steel
Industry (Protection) Act of 1924, an enquiry into the
condition of the steel industry was to be made before
the expiry of that Act in March 1927. Accordingly
the Tariff Board was asked in 1926 to consider the
question. The Act of 1924 lasted from the middle
of June 1924, to the end of March 1927. Therefore
the effective period of protection was only 2 years and
9} months, which must be regarded as too short a
period to show the stimulating effect, if any, of protec-
tion on the growth of industry. Moreover, it was just
before or during this period that many important and
difficult parts of the new plant were put into running
order.t Besides these discouraging factors the Indian
steel industry was handicapped in competition by the
continual and precipitous depreciation of the Belgian
and French exchanges and the appreciation of the
rupee-sterling exchange. Inspite of all these serious
disadvantages the industry made considerable progress
during this brief period of protection. We shall now

#A G. Clow—The State and Industry, p 120.
+ Statutory Enquiry—1926—Steel Industry—Vol. IT—~FEvidence, p. 63.
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examine the hndings of the Board in respect of all the
various branches of the industry.

(A) (i) Rolled and Fabricated Steel.—In
respect of rolled and fabricated steel the Board found
that the policy pursued had been successful. The
assistance given to the Indian iron and steel industry
had substantially improved its position. In respect of
works costs the results were actually better than anti-
cipated in 1923-24.* The growth of the output in the
different branches was appreciable. The output of
finished steel which was 162,282 tons in 1923-24 in-
creased to 319,507 tons in 1925-26 and was estimated
at an average of 560,000 tons for the year 1933-34 as
would appear from the following table.t

Output in Expected output
1925-26. in 1933-34.
Tons. Tons.

Coke 694,070 900,000
Pig iron 573,196 800,000
Ferro-Manganese 7,302 10,000
Steel ignots 470,557 780,000
Blooms, slabs, billets 408,815 663,000
New 28" mill 94,235 260,000
Old 28" mill 44,734
Plate mill 20,871 25,000
(New) Merchant bar mill 60,163 120,000
(O1d) bar mills 28,019 25,000
Black sheets 16,582
Galvanized sheets 12,681 } 55,000
Tin bars 40,382 50,000
Steel sleepers 1,773 25,000

Blooms and billets for sale 519

——— ————

319,957 560,000

* For further details—See Statutory Enquiry—1926—Steel Industry—
Vol. IT—Evidence, pp. 73-93, 239-253.

t Ref. Ibid., pp. 29-34, 64; Vol. III, pp. 26-83, 315-316.
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The costs of manufacture were falling steadily with
the increase of output and were expected to fall fur-
ther.* As regards the effect on the consumer, the
Board held that the decline in steel prices and the
expansion of the market indicated that the protective
duties had not proved burdensome, that the trade of
the country had not suffered and that no serious hard-
ship had been caused either to the purchaser of steel
or to the general public.t Their conclusion was that
the protection had enabled the Tata Company to sur-
vive the most difhcult transitional period.

The Board considered the formation of the Con-
tinental Steel Cartel and concluded that the competi-
tion from Continental steel goods would be on a more
organised basis. The object of the Cartel was to
avoid overproduction and to undertake a joint sales
organisation. The British manufacturers decided to
give a rebate to those who purchased all their steel
requirements from them. Thus the position with which
the steel industry was faced was summarised
as under :—*

Fair selling Foreign prices without

price per duty.
ton. British.  Continental.
Rs. Rs. Rs.

Rails 118 105
Tin plates 156 150
Structural sections 120 104 86
Bars 129 108 90
Plates 133 105 92
Black sheets 183 153 122
Galvanized sheets 278 240 -
Sleepers 115 105

It was obvious from the above table that the in-
dustry was not able to face foreign competition without

:810;31tory Elguiry—l%—seeol Industry—Vol. I—Report, par. 167.
143., . 3
3 Ret. Ibid., Table XVIII,
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protection. The Board considered that the duty based
on British prices was likely to be inadequate. Thus
in order to give adequate protection and at the same
time to reduce the burden on the consumers, the Board
recommended that there should be a basic duty on all
articles of British manufacture and an additional duty
on those of non-British origin. This discrimination
was justified not in order to introduce the principle of
Imperial preference but on the economic needs of
the industry in India. The Board did not favour the
continuation of bounties on the ground that they would
be too costly to maintain over a period of seven years
during. which the scheme of protection was to be in
operation. The industry was to receive protection in
the form of increased duties on imports. At the end of
seven years there was to be a fresh enquiry as to the
amount and kind of protection which might still be
necessary.

(i) Tin Plate.—In the case of tin plate the results
were not quite satisfactory; but the Board held that,
with a reasonable measure of protection, the industry
would be established on a firm basis in the near future.*
The rate of duty was reduced from Rs. 85 to Rs. 48
per ton. The period of protection was fixed as seven
years.

Government Action.—The Steel Industry (Pro-
tection) Act of 1927 was accordingly’ passed giving
effect to these recommendations. The Act was to be
in force till March 1934, and before its expiry there
was to be an enquiry as to the continuance of protec
tion beyond that date.* The Bill involved differentia
duties on British and non-British goods as recom:
mended by the Board. There was a heated debate in
the Assembly on this proposal to differentiate Standard
and non-Standard steel, i.e., practically British and
Continental steel. The opposition suspected that the
Bill involved the principle of Imperial preference.

* Statutory Enquiry—1926—Steel Industry—Vol I.—l-'\‘:gort, par, 226,

+ Bulletins of Indian Industries and Labour—No, 57—8tate action in
respect of Industries—1928-35, p. 68
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The Government supporting the view of thé Board
held that the above distinction was necessary to ensure
a fair distribution of the burden as between the dit-
ferent classes of consumers and ensure stability to the
scheme of protection. The opposition refused to
favour British at the cost of Continental steel being
opposed to the principle of fiscal preference.* The
alternative suggested in the Select Committee (namely
a uniform rate of duty based on the weighted average
price of imported steel) was thrown out by the majority.
The Government were opposed to it on the ground
that it would offer inadequate protection and would
also enhance to an unnecessary extent the price of
Standard steel as well as of tabricated steel in India.
This would hinder development work throughout India
in respect of bridges, public works and manufacture of
machinery. British and Standard steel happened to
be synonymous, but by levying a differential duty on
British and Continental steel, the administrative diff-
culties in testing every consignment of steel imported
into India for the purpose of levying differential dutics
on Standard and non-Standard steel were obviated.
The Assembly passed the Bill as submitted by the
majority of the Select Committee which, however,
succeeded in introducing two safeguards providing that
the Governor-General-in-Council could increase, but
not reduce, the duty chargeable on articles of British
manufacture so as to ensure effective protection and
that he might order an inquiry into the steel industry
earlier than 1934 if he thought it desirable.t The
Steel Industry (Protection) Act of 1927 as finally passed
was based upon the principle of differentiation. The
different rate of duties on British and non-British
manufacture are mentioned in Appendix IIL.

(B) Second Report on Iron and Steel In-
dustry.—The Tariff Board submitted its second

# Ref. V. G. Kale—An Introduction to the Study of Indian Economics

. 1, p. 453.
+ G. B. Jathar and 8. G. Beri—Indian Economics—(Fourth Revised
Edition)—Vol, II, pp. 52-53.
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report, which concluded the statutory inquiry, ih Juné
1927. The report dealt with (i) railway wagons and
underframes, (ii) component parts thereof, (iii) wire
and wire nails—industries.

() Railway Wagons and Underframes.—In
the case of railway wagons and underframes, the Board
held that great strides had been made in the manufac-
ture of wagons in India.* They found that the policy
of protection was successful in respect of the railway
wagon industry and that it was able to meet, in normal
circumstances, a large proportion of the demand in
India. It required no assistance other than the existing
revenue 10 per cent. duty and the continuance of bounty
scheme was unnecessary. But owing to the abnormally
small estimated demand for the next few years, some
assistance was required and the Board recommended
that until normal conditions were restored, all orders
should be placed in India provided a certain limit of
price was not exceeded.*t

(i) Component Parts.—The Board held that the
manufacture of forging should be
(1) Forgings. regarded as merely a branch of the
wagon industry and that the same
duty should be imposed on imported forgings as was
proposed in the case of wagons and underframes.
During the next few years, orders for forgings should
continue to be placed in India as far as possible and
in comparing Indian with foreign prices an allowance
of 2} per cent. above the revenue duty should be
made.*

The annual demand for steel -castings was
sufficient to permit an economic
output. Therefore the Board con-
sidered that a good case had been
made out for protection. The Board recommended

(2) Steel casting
and spring steel.

* Statutory Enquiry—1926—Steel Industry—Vol. VI1I—Report, par. 7.
t 8ee for detail—/bid., par. 68.
1 Ibid., par. 8l
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that the most economical and convenient method of
assisting the manufacture of steel casting was by the
grant of bounty of Rs. 2-8-0 per cwt. and the protec-
tion should be extended in that form.* The Board
had no recommendation to make in respect of spring
steel. -

The Board recommended, a specific duty of Rs. 2
a cwt. be Tevied in place of an ad

(3) Bolts and Nuts,
valorem duty of 10 per cent.t

(iii) Wire and Wire Nails.—The Board con-
cluded that the protective duty had failed to achieve
its object and should be discontinued. The raw
materials for this industry was not being produced in
India and that the only firm manufacturing nails had
been closed down.

Government Action.—In March 1928, the Gov-
ernment introduced the Steel Protection Bill in the
Assembly to give effect to the recommendations of the
Board. The Government did not give effect to the
recommendation of the Board to give bounties to the
steel casting on the ground that the demand in India
was not sufficient to justify protection by means of a
bounty. The Bill passed into law as the Steel Industry
(Protection) Act of 1928.*

(6) Certain Railway Materials made of Steel.

—In 1930-31 the Tariff Board considered the appli-
cation from Messrs. Henry William
(1) Chrome steel powts (Jndig)  Limited, stating that the

and crossings.

iz Bearng plates. manufacture in India of the articles
5 Fish bolts. specified in the margin was ham-
(5} Dogspikes. pered by the fact that the import

tretcher bars. : .
27; Suretcher Metters.  duties on the manufactured articles

were lower than, equal to or

’Staatntorlyw Enquiry—19826—8teel  Industry—Vol. = VIII—Report,

par. 106,
+ loid, par, 113
. B. Jathar and §. G. Beri—Indian Economics—(F' .
EditionVor 11, p. Ba e (Fourth Revised
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insufficiently above the protective duties levied on the
materials required for their manufacture.*

The Board recommended that a specific duty ot
Rs 2-4-0 per cwt. should be imposed on fish bolts and
nuts, ordinary bolts and nuts and dogspikes and of
Rs. 2 per cwt. on rivets, gibs, cotters and keys. It
also recommended that chrome steel switches and
crossings should be brought under the protective tariff
and stretcher bar which formed part of switches and
crossings should be liable to the same duty as switches
and crossings, whether imported with the latter or
separately. These recommendations were given effect
to in the Steel Industry (Protection) Act, 1931.%

(7) Additional Protection for Galvanized
Sheets.—The Tariff Board was appointed to consider
the claim of the Tata Iron and Steel Company, Ltd..
that galvanized sheets were being imported into British
India at such a price as was likely to render ineffective
the protection intended to be afforded by the duty on
such galvanized sheets under Part VII of the Second
Schedule of the Indian Tariff Act, 1894, and by the
Steel Industry (Protection) Act, 1927.*

The opinion of the Board was that the Tata Com-
pany had made genuine efforts to secure results which
the Tariff Board considered feasible. Lack of pro-
gress was due to causes beyond the control of the
Company, viz., the strikes and fall in rail orders on
which hinged the scheme of protection. Thus the
whole balance of the scheme was destroyed and it was
of the utmost importance to find a fresh outlet for the
ingot steel.§ From that point of view the maintenance
of or even an increase in the output of galvanized

* Report of the Indian Tariff Board regarding certain Railway
Materials made of Steel—1930, par. 1.

+ Bulletins of Indian Industries and Labour—No, 57—State action in
respect of Industries—1928-36, p. 60.

t Report of the Indian Tariff Board on additional protection for
talvanized Sheets—1930, par. 2.

§ Ibid., par. 24,
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sheets became a pressing necessity and the Board
recommended that the industry should be assisted by
the imposition of an additional duty of Rs. 37 per ton
under Section 2(1) of the Steel Industry (Protection)
Act IIT of 1927.* The Government accepted the
Board’s finding and in January 1931 the Assembly
passed a resolution to that effect.

(8) Steel Rails.—(Further assistance in the shape
of increased prices for Rails).—The protective scheme
of 1927 involved the purchase by the Government of
a certain quantity of rails from the Tatas at a fixed
price every year. The Government of India entered
into a seven-year contract with the Tata Company for
the supply of rails at Rs. 110 per ton. The actual
purchases in the three years 1927-28 to 1929-30 were
435,000 tons, while the amount to be purchased for
next four years was estimated at a maximum of 360,000
tons only.t The average annual purchase of rails
during the seven-year period would thus be only
113,000 tons as against a maximum output capacity of
195,000 tons. On account of this unexpected contrac-
tion in the demand for rails the rail mill was operated
at much below the maximum capacity. Consequently,
the incidence of works as well as overhead
charges per ton of steel were higher than what was
assumed in 1926. So the Board considered that the
price of Rs. 130 per ton of go lb. rails was not too
high and that an addition of Rs. 7 should be made to
the price of Rs. 130 for 115 lbs. rails.* This was accept-
ed by a resolution of the Assembly passed in April 1931,
by which the Government was empowered to make an
additional payment of Rs. 20 per ton.§ On the estimat-
ed purchases of rails for the years 1930-31 to 1933-34,
this meant an additional assistance of Rs. 72 lakhs.

* Report of the Indian Tariff Board on additional protection for
alvanmzed Sheets—1930, par, 12.

t Report of the Indian Tariff Board on Steel Rails—1931, par 5.

T Ref. Ibid., pars. 89

§ C. N. Vakil, 8. C. Bose and P V. Deolalkar—Growth of Trade and
Industry in Modern India, p. 294.
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This additional assistance given in the shape of in-
creased prices for steel rails, therefore, amounted in
effect to a bounty of Rs. 4.4 per ton of finished steel
produced at Jamshedpur.*

(9) Wire and Wire Nail Industry.—The ques-
tion of restoring protection, which had been removed
in 1927, to the wire and wire nail industry was consi-
dered by the Tariff Board in 1931 on the representation
of the Indian Steel Wire Products, Ltd., Tatanagar.
The Board recommended a specific duty of Rs. 45 per
ton on wire as well as wire nails as there was an early
prospect of the firm supplying itself with indigenous
raw material. The Government accepted the finding
of the Board and in March 1932 the Wire and Wire
Nail Industry (Protection) Act was passed giving effect
to the Board’s recommendations.t The duty was to
remain in force until 31st March 1934.

The Ottawa Duties.—The Indian Tariff (Ottawa
Trade Agreement) Amendment Act (1932) which came
into force from January 1933, gave effect to the tariff
changes necessitated by the trade agreement made by
the Government of India and His Majesty’s Govern-
ment in the United Kingdom at the Ottawa Conference
held during July and August 1932 and the Supple-
mentary Agreement regarding Iron and Steel* in
September following. The Supplementary Agreement
regarding steel, contemplating an arrangement by
which the Tata Company would send Indian sheet bars
manufactured by itself at Jamshedpur to England,
would get it manufactured there into galvanized sheets
and bring it back again to India in that form to be dis-

osed of locally, provided for the adjustment of the In-
dian import duty on galvanized sheets as shown below.

In the class of iron and steel goods, the preference
extended only to those commodities not subject to the

* H. L. Dey—The Indian Tariff Problem in relation to Industry and
Taxation, p. 228.

t Bulletins of Yndian Industries and Labour—No, 57—S8tate action in
respect of Industries—1928-36, p. 60.

1 India in 1932-33, p. 138
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protective duties and in the class of machinery only to
those articles which paid the ordinary revenue rate of
25 per cent. ad valorem and not to those which in the
interest of agriculture and industries were free of duty
or were subject only to the temporary duty of 10 per
cent. ad valorem.* The Act modified the protective
duties on non-fabricated galvanized sheets, then stand-
ing at Rs. 67 per ton, which were fixed at Rs. 30 per
ton if of British manufacture and made from Indian
sheet-bar, Rs. 53 per ton if made from sheet-bar other
than Indian sheet-bar and Rs. 83 per ton on sheets not
of British manufacture.t

(10) Statutory Enquiry of 1983.—The protec-
tion afforded to the industry under the Act of 1927
and other Acts referred to above was due to expire
on the 31st October 1934. In August 1933, the Tariff
Board was requested to hold the enquiry contemplated
by the Steel Industry (Protection) Act of 1927 and
also to re-examine the question of protection to the
wire and wire nail industry as well as the provisions
relating to steel and iron in the Indian Tariff (Ottawa
Trade Agreement) Amendment Act, 1932.%

The enquiry showed that the scheme of protection
had been effective and that inspite of the great falling
in the demand for steel products the industry made
very substantial progress, maintaining its output and
greatly reducing its cost of production. The Board
pointed out that an important aspect of the question
of the success of the 1926 scheme was the proportion
of the Indian market which was captured by the Indian
industry. The share of the available Indian market
obtained by the Tata Company rose from 30 per cent.
in 1927-28 to 72 per cent. in 1932-33.8

%G, B Jathar and S G. Beri—Indian Economics (Fourth Revised
Edition)—Vol. IT, 54,

+ Bulletins of Indian Industnes and Labou.r—No 57——State actnon
in respect of Industries—1928-35, 60.—See Ap, gendnx

‘Report of the Indian Tariff Board on the Iron and Steel Industry—

§lbcd.—Pm IV, per. 1,
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Recommendations of the Board.—The main
conclusion of the Board was that the 1926 scheme of
protection had been successful and that the stage had
arrived when, on all articles sold by the Steel Com-
pany in direct competition with British imports, either
no protective duties were required at all or if any
required, the rates could be lower than the normal
rates of revenue duty. The Board also added that,
if Continental steel products were sold at fair prices
the Indian industry could well stand the competition.
But the sale of Continental steel was effected through
an international organisation which apparently regu-
lated prices for export markets according to the local
conditions of each market and not necessarily according
to the expenses of production.* So the Board sug-
gested that the dutics on Continental goods, which
were needed, were more in the nature of anti-dumping
than protecting duties.

The Board held that the Ottawa Trade Agree-
ment had been successful and bencficial as regards
pig iron,t and suggested that the continued free entry
of this product into the United Kingdom should be
secured in return for a preferential duty on British
galvanized sheets imported into India.

Government Action.—The Iron and Stcel Duties
Act, 1934 gave effect to these recommendations. As
the recommendations of the Board involved consider-
able reduction in the level of import duties, the Act
imposed as a revenue measure an excise duty of Rs. 4
per ton on the production of steel ingots in British
India and a countervailing customs duty on steel
ingots. This countervailing excise duty was additional
to the protective duties recommended by the Board
and alternative to the ad wvalorem revenue duties on
articles in respect of which protection had not been

'Rei)ort of the Indian Tariff Board on the Iron and Steel Industry—
934, par. 101.
+ lbid.—Part 1V, par. 4,

t
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ptoposed. These duties with slight modification had
been incorporated in the Indian Tariff Act of 1934 and
will remain in force till the 31st March, 1941.*

Conclusion.—On the whole, we may approve of
the general policy followed in regard to the iron and
steel industry since 1924 and state with confidence
that the policy of protection for the industry has gone
far to secure the desired results. At the time when
protection started, the industry was in such a position
that it could not have survived on any scale without
State assistance. Although the burden levied by the
general scheme of protection was a heavy one, the
extinction of the industry, as we have stated, would
have had disastrous effects on the industrial progress
and general economy of the country.

Inspite of certain untavourable circumstances, the
industry behind the protective tariff, has greatly
creased its output and has reduced its costs. lhere
has also been considerable improvement in the efficiency
of labour and reduction in the number of foreign
hands.t The output of steel at Jamshedpur which was
about 163,000 tons in 1923-24 increased to about
630,000 tons in 1934-35.% The increase of output
and the reduction in the costs justifies the hope that
further assistance need not be of long duration. The
decision to continue protection until the year 1941 by
the renewal of the protective measures adopted in 1934
would thus seem to be abundantly justified.

Present Position.—We shall now briefly review
the present position of the iron and steel industry in
India. The iron and steel industry of the world show-
ed considerable progress in the year 1935-36 and ex-
perienced a year of intense activity during 1936-37.

* Bulletins of the Indian Industries nnd Labour-—No 57—State action
in respect. of Industries—1928-35,

+ H. L. Dey's article, Protection of the Steel Industry—1924-27—
(Indian Journal of Economics, July 1628).

3 Bulletins of Indian Industries and Labour—No 57—State action
in respect of Industries—1928-35, p.
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The world production of pig iron advanced
from 61.5 million tons in 1934 to about 72 million
tons in 1935, 89 million tons in 1936 and rose to 102
million tons in 1937. The world production of crude
steel in 1937 was estimated at 132 million tons as
compared with 116 million tons in 1936 and 95 million
tons in 1935 and 79.7 million tons in 1934.* The fol-
lowing tablet shows that the record of Indian iron and
steel industry during 1935-36, 1936-37 and 1937-38
was also in conformity with the general trend of in-
creased production of the world.

Description. 1934-35 1935-36 1936-37 1937-38
Tons Tons. Tons. Tons.

Pig iron 1,343,000 1,541,000 1,657,000 1,644,000
Steel 1ngots 834,00 880,000 861,000 922,000
Finished steel 627,000 677,000 692,000 867,000

The re-armament campaign that is now in progress
all over the world, the shortage of steel in Japan, the
general economic recovery of the world and the upward
trend of prices are factors which may be expected
further to stimulate the development of the iron and
steel industry.*

Before concluding this chapter we may refer to the
recent merger of the Indian Iron and Steel Company,
Ltd., and the Bengal Iron Company, Ltd. The works
which are situated at Hirapur, near Asansol, consist
of two large modern blast furnaces, having a total
capacity of about 43,000 tons of pig iron per month.§

# Ref. Review of the Trade of India in 1935-36, p. 35, 1986-37,
p. 49 and 1937-38, p. 87.

tReview of the Trade of India in 1935-86, pp. 35-36, 1936-37, p. 49
ﬂllglgg Mont'lzl.l Survey of Business Conditions 1n India—March

, P. .

1 The presgnt Iron and Steel Works in India :—
Eagle Rolling Mills—Kumardhubi—Manbhum.
High Speed Steel Alloys Mimng Co., Ltd., Tavoy.
Hukumchand Electric Steel Works, Ltd., Calcutta.
Indian Iron & Steel Co., Ltd., Calcutta.
Kirtyanand Iron and Steel Works, Ltd., Samdi, Burdwan,
Mysore Iron and Steel Works, Bhodravati, Mysore.
Tata Iron and Steel Co., Ltd., Jamshedpur.
United Steel Cos. (India), Ltd., Calcutta.

(Industry Year Book and Directory—1936, p. 806.)

§ The Investor's India Vear-Book—1936-57, p. 446,
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The Company was formed to undertake the manu-
facture of iron and steel on a large scale, but at pre-
sent it produces only pig iron and such by-products as
are obtainable from the coke-oven gases. This merger
may be regarded as an outstanding feature of the year
1936, in view of the prospect of the substantial rise
in pig-iron production in India. This amalgamation
has made possible the development of a long-cherished
scheme for the erection of a second Steel Works in

India.



CHAPTER VII
COTTON AND OTHER TEXTILE INDUSTRIES

I. Cotton-Textile Industry

Introduction.—The question of the grant of pro-
tection to the cotton textile industry in India has
loomed large in the country for the last eleven years
and has been the subject of an enquiry by the Tariff
Board on several occasions. As in the case of iron
and steel industry, it is desirable to give a short
account of the progress made by the cotton textile
industry and the stage of its development in 1926 when
the first enquiry by the Tariff Board was ordered by
the Government in June 1926.

Growth of the Industry.—It is hardly necessary
here to refer to the old famous cotton industry of
India and its fortunes, since we are concerned with the
modern mill industry. The first cotton mill in India
was erected at Calcutta in 1818. The first mill in
Bombay, which was destined to be the home of the
cotton mill industry was established in early ’fifties of
the last century. Its progress was materially helped
by the American Civil War. The year 1877 marks
the turning point in the development of the industry
from the point of view of its distribution. It saw the
beginning of a rapid construction of mills in up-country
centres like Nagpur, 'Ahmedabad, Sholapur, etc.,
situated right in the heart of the cotton producing
tracts. The Government’s tariff policy which was
apparently one of Free Trade—was calculated to
hamper the growth of the industry, the most conspi-
cuous instance of which was the total abolition of the
import duty on cotton piecegoods in order to appease
Lancashire as we have already said in Chapter IV.

The Bombay Millowners’ Association considered
that the seeds of the present depression were sown in
1893, with the closure of the mints in India to the free
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coinage of silver to which they attribute the loss of the
export trade in yarn with China.* This was followed
three years later by an imposition of a 3} per cent.
excisc duty on cloth manufactured in India mills for
the purpose of countervailing the import duties which
had been re-imposed at the end of 1894. The weaving
industry suffered a sct-back owing to the imposition
of the excise duty. It was not till the year 1904 that
the industry, after a long spell of depression which was
aggravated by the famous plague at the close of the
last century, again experienced prosperity but this pros-
perity lasted only for a few years. The growth of the
Swadeshi movement during these years gave a very
considerable impetus to the cotton manufacturing
industry. From 1907, a period of depression again
set in and continued with brief period of partial re-
covery until 1917 when the boom period set in and
lasted well on into 1923.t In 1917-18 the existing
cotton import duty of 33 per cent. was raised to 7}
per cent. At this point the countervailing excise duty
was left out 33 per cent. In 1921-22 the
general import rate, including the duty on the import
of cotton piecegoods, was again raised, namely
from 7} per cent. to 11 per cent., whilst the cotton
excise remained unaltered at 3} per cent., until its
suspension in 1925. Thus the industry enjoyed par-
tial protection owing to the high revenue tariff.?
During the War the industry experienced unparalleled
prosperity on account of the impossibility of obtaining
normal imports from Lancashire; but owing to the
difficulty of obtaining machinery and plant, only a few
additional mills could be constructed in the country.

* The growth of mill industry in Japan had also adverse effect on
India’s export of yarn to China. Japan succeeded in ousting
India from Chinese market and later proved a very formidable
rival to India in her own market. (Report of the lgombay Mill-
owners’ Association—1926, p. 36.)

+ Ref. Report of the Bombay Millowners’ Association—1926, pp. 36-37.
¢ Ref. Report of the Indian Fiscal Commission (1921-22), pars. 20-23.
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Existing mills worked at top speed and obtained high
profits.* The three years immediately following the
close of the war were a brief period of abounding pros-
perity for the mill industry in India.

The following two tables bring out the progress
made by the cotton mill in the whole of India and the
decline in the import of piecegoods.

TasLe I.t
Year Number of Number of Number of Average number
ending Mills. Spmndles. Looms of hands
30th June, employed daily.
1897 173 4,065,618 37,584 144,335
1900 193 4,945,783 40,124 161,189
1904 191 5,118,121 45,337 184,779
1908 241 5.756,020 67,920 221,195
1914 271 06,778,895 101,179 260,276
(Year ending i
31st August).
1918 262 6,653,871 116,484 282,227
1922 298 7.331.219 131.620 343,72
19238 333 7,927,938 114,794 347,380
1924 336 8.313,273 151,485 356,887
1925 337 8,710,633 154,202 367,877
TasLe I1.*

(Figures are given in million yards.)

1904-5. 1913-14 1919-20. 1924-25.
Mill products in
India 678 1,164 1,640 1.970
Imports 2,288 3,159 1,064 1,801

The boom lasted for a period of six years at the
end of which the inevitable crash came. In the mean-
while, Japan had stolen a march over us not only in
the Chinese market but had also begun to pour cheap

*Vera Anstey—The Economic Development of India, p. 262.
t Report of the Bombay Millowners’ Association, 1925, p. 6.

* Review of the Trade of India (1934-35), p. 30. These figures are
exclusive of fents.
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goods into India. Hence the profit of the less pros-
perous mills began to disappear and the Bombay Mill-
owners’ Association became anxious about the position
and prospects of the industry as a whole. India was
now called upon to participate in the world depression
as it did in the carlier world boom. In 1923, the cotton
industry of Bombay and to a lesser extent that of
Ahmedabad, began to fecl the effects of the general
trade depression which had set in in Europe two or
three years earlier. By July 1925, the crisis in the mill
industry of Bombay had become somewhat acute and
the Millowners’ Association on 29th July put up a
notice in all mills regarding the reduction in wages by
12} per cent. from 1st September. On the 15th Sep-
tember 1925, the workmen emploved in about 11 mills
struck work and with light rapidity the strike-fever
spread in the whole mill area and in about a week’s
time practically all the mills in Bombav stopped work-
ing * A labour deputation waited on the Viceroy in
August 1925 and protested against the proposed wage
cut of 124 per cent. asking at the same time for an
abolition of the cotton excise duty which had a long
and unhappy history. This was followed by a mill-
owners’ deputation which urged the same measure. It
was clear that the proposed reduction in wages would
not be made if the excise duty disappeared. The levy
of the duty was thereupon suspended by an Ordinance
in December 1925 and the strike thus came to an end.
The cotton excise duty was finally repealed in March
1926.

Protection to the Indian Textile Industry.—
The remission of taxation in faveussgf the millowners
throughout the country amounted to about two crores
of rupees annually; but this relief did not bring pros-
perity to the industry, particularly in Bombay.t The
Bombay Millowners’ Association sent an application to

- —

# The Report of the Bombay Millowners’ Association—1925, p, 124.
+ A. Q. Clow—The State and Industry, p. 126.
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the Government of India for the grant of protection.
The Government of India appointed on 1oth June
1926, a special Tariff Board* to inquire into the con-
ditions of the cotton textile industry in India with
special reference to the industry in Bombay and
Ahmedabad and to make recommendations regarding
the advisability of the grant of protection to the industry
as demanded by the Bombay Millowners’ Association. t

Findings of the Board.—The Board, which
signed its report on 21st January 1927, after a careful
enquiry extending for about 8 months, came to the
conclusion that the depression in the industry was
largely due to causes which were not peculiar to India
but were world-wide in their operation. In India itself,
the depression had been much more acutely felt in
Bombay than in other centres and therefore the de-
mand for protection was more insistent in that centre,

Causes of Depression—(A) External Compe-
tition.—The outstanding cause of the depression in
cotton textile industry according to thc Bombay Mill-
owners’ Association was “ untair competition from
foreign competitors.” The Board found that the com-
petition from abroad from which the Bombay mill
industry was suffering, was from one country only, viz.,
Japan. The Japanese competition was severely affect-
ing the industry in respect both of yarn and piecegoods.
The Board considered that there was an element of un-
fairness owing to the adoption by Japan of a double
shift system rendered possible by the non-fulfilment
by that country of the Washington Labour Convention
both in regard to the limitation of hours as well as the
employment of children and women at night. “ With
a total spindleage of less than five million, Japan
produces over two million bales of yarn per annum,

# The personnel of the Board was as follows :—
President—Mr. (now 8ir) F. Noyce,
Members :—Mr. Rai Bahadur Pandit Hari Kishan Kaul. Mr,
t Re rtN'fs'thfu‘I)bS'Rm'i' fi_Board (C Textil
port o ndian Tari oar otton Textile Industry En-
quiry)—Vol. I—Report—1927, par, 1, y
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whereas India with 8} million spindles only produces
13 million bales of yarn. With only just over 60,000
looms Japan produces well over 1,000 million yards
of piecegoods per annum; India with 2} times as many
looms only produces 1,700 million yards of cloth per
annum.””* The effect of this would be apparent on
the cost of production of Japanese goods. The unfair
advantage arising out of this was calculated to be 4
per cent. of the price ot the yarn in one case and 4.8
in the other.t

The depreciation of the Japanesc exchange since
the early months ot 1924 stimulated exports from Japan
to India. The labour conditions in Japan were also
inferior to those in India. IFrom a review of all these
tactors the Board came to the conclusion that the
unfair Japanesc compctition was an important cause
of the existing depression in the cotton textile industry.®

(B) Internal  Factors——('auscs affecting the
Indian cotton industry as a whole :—

It was alleged that the difficultics of the cotton
industry in India had been en-
(@) Currency Changes hanced b)’ the frequent changes in
the currency policy since 1893 and
that the latest change of the ratio from 1s4. 4d. to 1sA.
6d. had hit the industry very hard at a time when
practically the depth of the depression had been
reached. The Board concluded that the stabilisation
of the rupce at 1s4. 6d. at that time rendered the pro-
blem presented by the disparity between prices and
wages in the industry somewhat more pronounced, but
otherwise it had no appreciable effect, direct or indirect,
on the condition of the industry.§

* Report of the Indian Tariff Board (Cot i
quiry)—Vol, 11—Fridence—i02T, p. g0 o e Industry Ea-

t Ibid.—Vol. I—Report—1827, par. 32,
3 /bid., par, 35,
§ Ibid., par. 38,
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The depression in the cotton mill industry was also
(h) Defects in the attributed to some extent to certain
in defects of organization such as over
capitalisation, unwise distribution of
excessive dividends in the boom period, the faulty
managing agency  system, inefficient machinery,
absence of technical experts on the Boards of Directors
resulting in expensive mistakes, uncconomical handling
of cotton, coal, waste and stores.

organisation

Another cause suggested was the absence of any

satisfactory system of finance. Dif-

(¢) Finance. ficulties in arranging finance both by

mills and dealers in piecegoods

must be held to have contributed to accentuate the
present depression.

(C) Causes special to Bombay.—The depression
as stated above had becn specially acute in the case of
Bombay owing to the loss of the China trade in yarn
and the increasc in the severity of internal competition
from upcountry mills which had shown a remarkable
expansion during the recent years. The blame for this
partly rested on the Bombay mills which had paid in-
sufficient attention to upcountry market in respect of
diversification of production, especially in higher
counts, more direct contact with the consuming centres
and greater alertness on the part of the commission
agents. The Bombay Millowners’ Association laid
great stress on high labour costs in Bombay as a factor
contributing to the depression. Bombay suffered also
from higher cost of fuel, water power, high local taxa-
tion, distance from the mofussil markets and from
sources of raw matcrials.

The Board, having investigated the conditions of
the cotton textile industry in India, with special
reference to Bombay, stated that, it was not possible
to express a definite opinion as to how far foreign
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competition could be regarded as a permanent cause of
depression.*

Remedial Measures.—The Board made a number
of detailed recommendations directed towards the im-
provement of the internal organization of the industry.
They suggested a better-organized purchase of raw
materials, adoption of various devices to obtain a
greater output from labour, such as the piece-work
system, greater care in recruitment of labour, better
housing and cducation for the workers; greater diver-
sification of production and increasing specialisation in
production of higher counts, maintenance of a closer
touch with consuming centres in India as well as
abroad, etc.t The Board made several useful recom-
mendations for improvement in organization, manage-
ment and control.

The Scheme of Protection.—As regards protec-
tion, the majority of the Board proposed that the ad
valorem: import duty on cotton piecegoods should be
increased from 11 to 15 per cent. for a period of three
years.* In the opinion of the majority this protection
was justified on the ground of inferior labour condi-
tions in Japan and not on the ground of depreciated
exchange. The protection to yarn by an additional
duty was thought undesirable from the point of view
of the handloom industry. A stimulus to the produc-
tion of goods of higher quality should be provided in
the form of a bounty on the spinning of higher counts
of yarn. The bounty was recommended on the pro-
duction of yarn produced throughout British India of
counts of 32s. and above.§ The President of the
Board Mr. (now Sir) F. Noyce did not consider that
an all-round increase in the import duty on piecegoods

* Report of the Indian Tariff Board (Cotton Textile Industry En-
gvgiry)-—Vol. I—Report—1927, pura(sa, Ty

+ See for detail—Ibid., Chaps, IX-X.
3 8ee for detail—Ibid., par. 62,
§ 1bid., par. 96.
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could be justified, and therefore recommended that
an additional duty 4 per cent. should be imposed on
all cotton manufactures, including yarn, imported from
Japan for a period of three years.

Other recommendations.—The Board also pro-
posed several other measures for the grant of assistance
to the industry by the Government. (i) The Board
unanimously recommended the remission of the import
duty on cotton textile machinery and on certain mill
stores for a period of three years.* (ii) Two Trade
Commissioners, one at Basra and the other at Mom-
basa, should be appointed. (iii) The most important
unanimous recommendation of the Board was that the
Government should contribute towards the establish-
ment of a combined bleaching, dyeing and printing
works in Bombav, if a satisfactory scheme was put
forward by the Bombav Millowners’ Association. A
commercial mission which should include a representa-
tive of the Millowners’ Association should make a
survey of the potentialities of export markets.

The Board emphasised its view that the State aid
and the changes in the tariff which it had proposed
could, in themselves, prove no more than palliatives
and would indeed fail in their purpose if they did not
succeed in stimulating and encouraging the industry
to undertake internal reorganization and effect econo-
mies on the lines suggested.*

Government Action (1927).—The Government
of India took more than four months in formulating
their conclusions on the Report of the Board. The
Government of India, in their resolution dated 7th
June 1927, after summarizing the recommendations of
the Tariff Board, expressed their inability to accept
any of the major recommendation for the protection of
the industry against unfair competition but agreed to

# Report of the Indian Tariff Board (Cotton Textile Indusiry En-
quiry)—Vol. I—Report—1927, par. 94,

t Report of the Bombay Chamber of Commerce—1927, Vol. I,
pp. 146-147,
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abolish the import duty on all machinery and the prin-
cipal mill stores and to consider the proposal for
establishing a combined dyeing, bleaching and printing
factory, after ascertaining the views of the Local Gov-
ernment and of the cotton mill industry in Bombay
and elsewhere.* The Government of India agreed
with the Board in the conclusion that Japan, whose
rivalry was to a considerable extent responsible for the
depression in the industry, gained an advantage owing
to difference in labour conditions. But they found
that the existing revenue duty on cotton piecegoods
fully covered the advantage gained by Japan in respect
of cloth; and in the case of yarn, an additional duty
would injure the handloom industry.*

This disappointing decision of the Government of
India evoked bitter and widespread resentment and
indignation throughout the country. An All-India
Millowners’ Conference met in Bombay to consider the
whole situation and decide what steps should be taken
in the interests of the industry in view of the very un.
fortunate attitude adopted by the Government of
India. A deputation of the millowners waited on the
Viceroy. The Government of India most carefully
considered all that had been urged by the millowners
and reviewed their decisions. They came to the con-
clusion that the cotton spinning industry could fairly
claim additional protection. As a result the Indian
Tariff (Cotton Yarn) Amendment Bill, which was intro-
duced in the Legislative Assembly in August 1927,
proposed to alter the duty on yarn. The duty on cot-
ton twist and yarn, irrespective of the country of
origin, was to be 1} anna per lb., or 5 per cent. ad
valorem whichever was higher. The Act was to be
in force upto 31st March 1930, this date being selected
on the assumption that owing to a change in the
Japanese factory law, by the end of 1929, night work

* Report of the Millowners’ Association—1927, p 13,
+ A. G. Clow—The State and Industry, p. 126,
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by women would be prohibited as from 1st July 1929
in that country and it was expected that all the yarn
produce by mills employing women on night work
would be off the market before 31st March 1930.* The
existing import duty on artificial silk yarn was to be
reduced from 15 to 7} per cent. so as to give some
relief to the handloom industry from the burden im-
posed on it by the increased import duty on cotton
yarn and to facilitate the diversification of Indian mill
production. In the same session was passed the Indian
Tariff (Amendment) Act (Act XXIV of 1927) which
inter alia repealed the duties on machinery and certain
cotton mill stores.t

The Government of India also appointed a com-
mercial mission as suggested by the Board. It need
hardly be added that all these measures failed to satisfy
cither the mill industry or public opinion in India.
The general feeling was that more substantial help
was needed. The mills were no doubt helped by the
additional import duty on yarn in producing yarn of
higher counts, but the severity of the Japanese and
Chinese competition was not materially affected.

Mr. Hardy’s Inquiry (1929).—During the next
two years the condition of the cotton textile industry
showed further deterioration and in July 1929, Mr.
G. S. Hardy, Collector of Customs, Calcutta, was
appointed to investigate the extent and severity of
cxternal competition. Mr. Hardy’s report was pub-
lished towards the end of November, 1929. He found
that Japan’s progress in the Indian market since the
Tariff Board reported had been rapid and uninter-
rupted. Her most striking advance was in respect of
shirtings. Progress was at first made at the expense
of Lancashire mills but later was at the cost of Indian
mills.* It was stated that during the last three years

* Report of the Bombay Chamber of Commerce—1927—Vol I, p. 160.
+ A. G. Clow—The State and Industry, p. 127.
3 Ref. Report of the Bombay Millowners’ Association—1929, pp. £6-27,
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and particularly in the latter half of 1929, the pressure
of external competition had been intensified and that
the cotton mill industry throughout India was depressed
though the extent of depression varied at different
centres. Thus Mr. Hardy’s report fully confirmed
the millowners’ allegation regarding the Japanese com-
petition.

Further Protection granted (1930).—Soon
after the publication of Mr. Hardy’s report, the Gov-
ernment of India convened a conference of represen-
tatives of the various Associations connected with the
Indian textile industry to ascertain their views on
the report. The findings of the Textile Tariff Board
and Mr. Hardy’s inquiry proved the necessity of grant-
ing substantial assistance to the mill industry. The
Government of India were asked to amend their mis-
take committed in 1927 in refusing to come generously
to the rescuc of the industry.

The Government agreed in 1930 to grant some
measure of protection to the cotton textile industry,
which involved preference for British goods. In addi-
tion to the general increase of revenue duty from 11
to 15 per cent., a protective duty of 5 per cent. was
proposed on goods of non-British origin. On this
occasion there was no investigation by the Tariff Board.
The proposal for a protective duty on non-British
goods raised delicate constitutional issues. Govern-
ment made it known that if the Assembly did not
accept the Bill as proposed by them, the Bill would be
withdrawn.* Just as on the preceding occasion the
woes of the Tata Company led the Assembly into
acquiescence similarly on this occasion the woes of the
Bombay mill industry led the Assembly to agree to a
measure of protection which involved preference for
British goods. The contention of the Government,
however, was that the preference to British goods was

#C. N. Vakil and M. C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, pp. 50-60.
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purely accidental and that unless the duty was limited
in scope, the consumer in India would be required to
pay dearly for goods which did not directly compete
with the goods turned out by Indian mills.

The Cotton Textile Industry (Protection) Act pass-
ed in April 1930 gave effect to the Government’s
scheme of protection as outlined above. It was mainly
designed to afford sufficient protection against Japan.
The general rate of duty was raised from 11 per cent.
to 15 per cent. and in addition an extra 5 per cent.
was imposed on goods not of British manufacture. In
order to enable Bombay to organize itself financially
and technically, a minimum specific duty of 3} annas
per lb. was also prescribed as suggested by Sir (then
Mr.) S Chetty at the same time for plain grey gopds
British as well as non-British and the minimum specific
duty of 1} annas per lb. on cotton twist and yarn
imposed in 1927 was continued. These duties were
to remain in force upto 3ist March 1933.*

Additional protection was secured by the cotton
mill industry, under the Indian Finance Act of March,
1931, which placed an additional duty of 5 per cent. ad
valorem on imported cotton piecegoods and secondly
under the Supplementary Finance Act of November
1931, which imposed a surcharge of 25 per cent. on
all import duties then existing. In consequence of
these changes, the duties were 25 per cent. on cotton
goods of British manufacture and 31} per cent. on
those of non-British manufacture; the specific rate on
either was as 43 annas per Ib. The higher of the two
rates was to be applicable in all cases.t

In 1932 the Indian Tariff (Ottawa Trade Agree-
ment) Amendment Act was passed. The cffect of this
Act was to differentiate between imports from different

* Bulletins of Indian Industries and Labour—No. b7—State action
in respect of Industries—1928-35,-p. 62 See Appendix IV.

+C. N. Vakil and M. C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, p. 58, See Appendix IV.
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countries. A preference was granted on terms of
reciprocity to certain classes of goods, not subject
to protection in India, produced or manufactured
in the United Kingdom, the colonies which are not
self-governing and the Protectorates. A 10 per cent.
preference was extended to yarns and textile fabrics
made of cotton, silk or artificial silk.*

Tariff Board Enquiry (19382).—As thc protec-
tive duties imposed by the Act of 1930 were due to
expire on 31st March 1933, the Tariff Boardt was
asked on gth April 1932 to inquire into the question
of further protection to the cotton industry in India.

Emergency Enquiry (1932).—Before the Board
could complete its investigations, there was a serious
fall in Japanese exchange and in the prices of cotton
piecegoods imported from Japan, which appeared
likely to render ineffective the protection intended to
be afforded to the Indian textile industry by the 1930
duties. The Board was therefore directed on 25th
July 1932 to make an emergency enquiry in this con-
nection.

The Board reported that the depreciation of
Japanese currency since the beginning of 1932 had led
to a remarkable increase in the imports of piecegoods
from Japan at a very low price and recommended addi-
tional protection.* The Indo-Japanese trade conven-
tion of 1904, however, precluded increase in the duties
on Japanese goods alone. The Government of India
therefore exercised their power under Section 3 (5) of
the Indian Tariff Act, 1894, and raised the duty on all
piecegoods not of British manufacture to 50 per cent.

# 0. N. Vakil and M. C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, pp. 62-63.

+ The personnel of the Board consisted of the following gentlemen :—
President—Dr. J, Matthai.
Members :—Mr. F. I. Rahimtoola, Mr. G. T, Boag.

$ Report of the Indian Tariff Board regarding the grant of protection
to the Cotton Textile Industry—1932—par. 7.
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ad valorem, with a minimum specific duty of 5}
annas a lb. in the case of plain grey goods with effect
from 3oth August 1932. In June 1933, these duties
were further raised to 75 per cent. ad valorem and
63 annas a Ib. respectively in order fully to counteract
Japanese dumping.* In the meanwhile the operation
of the protective duties imposed in 1930 was extended
first till the 31st October, 1933, so as to enable the
Government of India to consider the Report of the
Tariff Board on the textile industry.t The period was
again extended to zoth April 1934 pending the question
of the conclusion of a new commercial agreement with
Japan, in place of the old Convention of 1904, which
was formally denounced by the Government of India
in April 1933. (Sece below p. 153.)

* Mody-Lees Pact.—In the interval, an agree-
ment had been reached between the representatives of
the Bombay Millowners’ Association and the British
cotton textile industry. The agreement known as
the Mody-Lees Pact was signed on 28th October 1933
at Bombay and was to remain in operasion till 3rst
December 1935. The necessity for reasonable pro-
tection to the Indian industry and preference to
British goods imported into India as against goods of
foreign origin, was admitted by the British and Indian
sides respectively. A lower scale of duties on cotton
varns and artificial silk goods were agreed to on the
Indian side and the British side promised to take all
steps to stimulate imports into the United Kingdom of
Indian raw cotton.§ Government accepted the scale
of duties which had been incorporated into the agree-
ment and gave effect to it under the Indian Tariff

* Bulletins of Indian Industires and Labour—No, 57—State action
in respect of Industries—1928-35 p. 63. See Appendix IV.

+ Ref the articlo of K. N Bhattacharya—Indian Cotton Tariff sinco
1930—in the Mysore Economic Journal, October 1937

1 Wa shall attempt a critical review of this Agreement in a later
Chapter.

§ See for text of the Agreement—Report of the Millowners’ Asso-
ciation, Bombay, 1933—Appendix 30.
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(Textile Protection) Act, 1934, which is reviewed a
little later. During the debate on the Bill, the then
Commerce Member stated that the duties on goods
imported from the United Kingdom would come under
review before the expiry of the agreement.*

Indo-Japanese Trade Agreement.—We have
alrcady referred to the increased severe competition
of Japanese goods due to the depreciation of the yen
since 1932. But thc Government of India were not
then in a position to impose safeguarding duties on
Japanese goods owing to the Anglo-Japanese Con-
vention of 1904 under which Japan enjoyed the privi-
lege of the most favoured-nation trcatment. Accord-
ingly as mentioned above formal notice of the denun-
ciation of the Convention was given to Japan in April
1933. The decision of the Government of India to
denounce the Tndo-Japanese Trade Convention led to
a movement in Japan for the boycott of Indian cotton
by way of reprisal. The denunciation of the Con-
vention was followed by an invitation to the Japanese
Government to cnter into fresh negotiations. A
Japanese delegation came to India and met the official
and non-official representatives of the Government of
India at Simla in October 1933. After negotiations
lasting more than three months, the Textile Conference
between the Indian delegation and Japanese trade
delegation reached an agreement. A new commercial
treaty was drawn up and was signed in London on
r2th July 1934, although the provisions of the agree-
ment had come into operation from 8th Januaryv 1934.*
The Japanese boycott was withdrawn in January 1934
and at the same time the Government of India issued
a press Communique on 8th January, reducing the
dutics on non-British goods from 75 per cent. to 50
per cent.t The new agreement with Japan consisted

# Bulletin of Indian Industries and Labour—No. 57—S8tate action in
respect of Industries—1928-35, p 63,

+ Report of the Millowners’ Association, Bombay—1933, p. 69.

+ See Appendix IV.
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of two parts, the Convention and the Protocal.
The Convention laid down in broad outline
the trade relations between the two countries in
the future and the Protocal prescribed the maximum
duties on Japanese cotton goods imported into India
and fixed detailed quotas for such imports based on
the quantity of raw cotton imported into Japan in each
year.* The duty on plain grey goods was not to
exceed 50 per cent. ad wvalorem or 5} annas per lb.
whichever was higher, and on other varieties of cotton
piecegoods a unitorm duty of 50 per cent. ad valorem
was to be fixed. The quota of raw cotton to be
exported to Japan was fixed at 1 million bales as against
a quota of 325 million yards of cotton piecegoods to
be imported from Japan into India. A sliding scale
was also provided with regard to exports of raw cotton
vis-a-vis imports of cotton piccegoods; but the maxi-
mum quota of cotton piccegoods to be exported by
Japan to India was not to exceed 400 million yards
in any cotton piecegoods year.

The rationale of the Agrecment from the Indian
standpoint has to bc viewed from two considerations,
namely, “(i) that we want to disposc of a certain
amount of our cotton and (ii) that in affording certain
facilities to Japan in exchange, we want that our indi-
genous cotton textile industries are not adversely
affected 7t

The Indo-Japanese Trade Agrecment of 1934
which was to remain in force upto 31st March 1937,
has been extended till March 3ist, 1940, with the
formal signing of the protocal in London on October
12, 1937 by Mr. Anthony Eden (Foreign Secretary)
and Baron Shigera Yoshida (Japanese Ambassador).*

Report of the Tariff Board of 1932.—The
Report of the Board was signed on 1oth November

* See for the text of the Convention and Protocal—Report of the Mill-
owners’ Association, Bombay—1934--Appendix 25,

+ Indian Finance—Indo-Japanese Trade Su l;plement,, July 15, 1936.

1 The Indian Textile Journal—October 19837, p. b,
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1932. The negotiations of Mody-Lees Pact and Indo-
Japanese Trade Agreement required the Government
to delay their decisions on the Report. Meanwhile
the protective duties of 1930 were as stated above
extended upto April 1934. Now we shall consider
the recommendations of the Tariff Board. The case
of protection examined in 1926 was based upon the
allegation of depreciated exchange and inferior labour
conditions in Japan. In 1930, the case for protection
was wide in character and was intended to afford tem-
porary shelter to the industry, particularly to the Bom-
bay section of the industry but the scope of the present
inquiry was wider and raised the question of substan-
tive protection to the industry as a whole.

Firstly the Board considered the claim of the indus-
try in the light of the first condition laid down by the
Fiscal Commission, namely, the natural advantages in
respect of materials, labour power and the existence
of a home market. The most important raw material
required for the cotton textile industry is raw cotton.
India has a virtual monopoly of short staple cotton.
She also produces sufficient long staple cotton to meet
the country’s requirements of yarn upto counts 4o0s.
The Board considering the extent of Indian market
for cotton goods concluded that, one of the principal
advantages possessed by the Indian industry was the
large home market.* The greatest disability of the
Indian industry as compared with Japan was in respect
of labour. The labour cost per pound of yarn of
average count 16s. in Bombay mill was found to ex-
ceed the cost in a Japanese mill by over 60 per cent.,
and the labour cost per loom per day on plain grey
cloth in a Bombay mill was over 3 times the cost in a
Japanese mill.t The Board found that the efficiency
of labour might be improved by closer personal contact
between the management and labour.

# Report of the Indian Tariff Board regarding the grant of protection
to the Cotton Textile Industry—19832, par. 104.
t Ibid., par. 107.
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As regards the second condition of the Fiscal Com-
mission the Board concluded that the majority of mills
in India would find it impossible, without the aid of
protection, to realise any return on capital or to find
adequate sums for depreciation and in many cases
even to meet the whole of their out-of-pocket expenses.*

The third condition of the Fiscal Commission re-
quired that an industry which claimed protection must
be one which would eventually be able to face world
competition. The Board found that, the amount of
assistance which the industry required made it difficult
to forecast the time when it would be able to dispense
with protection.t

The national importance of the industry was proved
first by the number of the people supported by the
industry, secondly by the amount ot the capital
invested in the industry, thirdly by the consideration
that any decline in the production of Indian mills would
have a serious reaction upon the cultivation of cotton
and would have a serious effect upon the City and Pre-
sidency of Bombay in particular.*

The Board therefore concluded that the industry
satisfied first and second conditions laid down by the
Fiscal Commission. As regards the third conditions
the Board was unable on the existing data to state
definitely at what period the industry would be in a
position to dispense with protection. But the Board
held that this was not sufficient ground for holding
that the third condition was not fulfilled. Thus the
Tariff Board upheld the claim of the industgy to sub-
stantial measure of protection and recommended pro-
tection for a period of ten years.§ The Board held
that for the purpose of protection, specific duties were

# Report of the Indian Tariffi Board re&;rding the grant of protection
to the Cotton Textile Industry—1952, par. 112.

+ Ibid., par. 117,

1 1bid., pars. 122-125.

§ Ref. Ibid., pars. 121 end 142,
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more appropriate than ad valoren: duties and that
these should be made applicable to all goods imported
into the country. Accordingly, they recommended the
following rates of specific duties as an alternative to
the ad wvalorem: duties on the various classes of im-
ported goods :—*

Plain grey piecegoods 5 as. per lb.

Bordered grey ,, 5 as. 3 pies per lb.
Bleach goods 6 as. per lb.
Coloured ,, 6 as. 4 pies per lb.

Government Action.—In April 1934, the Indian
Tariff (Textile Protection) Amendment Act was
passed to give effect to thc Board’s recommendations.
The Government agreed with the Board’s conclusion
that the cotton textile industry had established its
claim for substantial protection; but they found it
necessary to review the mecasures ot protection in the
light of the events subsequent to the submission of the
Report by the Board which was signed on 1oth Nov-
ember, 1932. The Mody-Lees Pact and the Indo-
Japanese Trade Agreement had introduced entirely
new factors into the situation. The Indian Tariff
(Textile Protection) Amendment Act which came into
force on 1st May, 1934, gave effect to the decision of
the Government on the Report of the Tariff Board
modified in the light of the two agreements mentioned
above.t The life of the Act was limited to 31st March
1939. The Act fixed the rate of import duty on cotton
piecegoods, not of British manufacture, at 50 per cent.
ad valoras: subject to a minimum of 5} annas per Ib.

in the case of plain grey.* (See Appendix IV.)

Protection against Import of Fents.—As a
result of the widespread complaints that the existing

* Report of the Indian Tariff Board regarding the grant of protection
to the Cotton Textile Industry—1932, pars, 139 and 2&

igheBInf]in:E Text(lllesJoamall;ZIStlIm July 1936—Tariff History, p. 335,

+G._B. Jathar and 8. G. Beri—Indian Economics—(Fourth Revi
Edition)—Vol. II, p. 42, ( Hovised
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35 per cent. import duty on fents of non-British manu-
facture which was lower than that on the piecegoods, had
called into existence an import trade in spurious fents
which constituted a threat to the scheme of protection
for the cotton textile industry, a Bill was introduced
on 23rd March 1936, to increase the duty on fents.*
The Bill as finally passed, left the duties unaltered
but reduced the permissible length from 4 yards to 2}
vards in the case of silk and artificial silk fents, the
imports of which had been specially stimulated by the
concessional treatment.

We mav approve this action of the Government,
which was in keeping with the intention of the Legis-
lature to give adequate protection to the Indian cotton
textile industry.

Special Textile Tariff Board (1935).—The
Government of India accepted the scale of duties on
goods of British origin imported into India as agreed
upon by the Mody-I.ees Pact and gave effect to it
under the Indian Tariff (Textile Protection) Act, 1934.
The agreement was to expire on 31st December 1935.
During the debate on the Bill, the then Commerce
Member, stated that the duties on goods imported
from the United Kingdom would come under review
before the expiry of the agreement. In pursuance of
this undertaking a Special Tariff Boardt was appointed
in September 1035 to investigate into and report on
the question of protection to the Indian textile
industry against imports from the United Kingdom.

Recommendations of the Board.—The Report
of the Board was published in June 1936. The recom-
mendations of the Tariff Board were as follows :—

(i) That the duty on British plain grey goods
should be reduced from 25 per cent. ad valorem or

* Ref. Report of the Millowners’ Association, Bombay—1936, pp. 62-63.
t The personnel of the Board was as follows : —
President—Sir Alexander Murray.
Members :—Mr. F. 1. Rshlmtoola Dewan Bahadur A. Rama.
swamy Mudaliar.
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4% annas per lb. whichever was higher to 20 per
cent. ad valorem or 3} annas per lb. whichever was
higher.*

(i) That the duty on bordered grey, bleached and
coloured piecegoods (other than prints) should be
reduced to 20 per cent. ad valorem.*

(1ii) That the duty on cotton yarn should remain
the same.

The Tarif Board made no recommendations
regarding printed goods, having regard to the fact that
the Indian textile printing industry was still in its
infancy. In the case of artificial silk the Board found
it difficult to make any proposals because of insuffi-
ciency of data.

Government Action.—Simultaneously with the
publication of the Report of the Special Tariff Board
the Government of India on the 25th June 1936 an-
nounced by a notification under Section 4 (1) of the
Indian Tariff Act the reduction in rates of duties as
recommended by the Board.*

This action of the Government in effecting an im-
mediate reduction in the rates of duty by issuing a
Notification without consulting the Legislature was
severely censured. The reduction in duties pleased
neither India nor Lancashire. Prominent millowners
in India criticised it as being detrimental to the true
interests of the mill industry in the country. Lanca-
shire, ~while welcoming " the reduction” appeared
chagrined that more generous concessions were not
forthcoming.§ They were disappointed at the
exclusion of printed goods and varn from the new
schedule of duties. Public opinion in the country,

* Ref. Rfagort of the Special Tariff Board—Textile Industry—1936,

par. 87,

t Ref. Ibid., par. 86.

2 Report of the Millowners’ Association, Bombay—1836. p. 5l.

§ See for the view of the Lancashire and Indian Millowners—'
Indian Textile Journal—July 1936, pp. 343-348,
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resented the action of the Government as being pre-
mature and hurried, having regard to the fact that the
Ottawa Agreement had been denounced and the whole
question of inter-Imperial trade relations was in the
melting pot. Tt is also a matter for comment that
Government did not make any effort to obtain for India
any special concession from Iancashire. It will be
necessary to watch the effects of the reduction in duties
and if found adverse from the point of the prosperity
of the Indian industry; there should be no hesitation
on the part of the Government and the Legislature to
enhance the duties adequately.

The Government in defence of the action taken bv
them argued, that customs revenue from imports of
piecegoods had been falling off in April and May
(1026) mainlvy owing tb the uncertainty regarding the
tariffs; that the power granted to the Government
under the Indian Tariff Act (1894) could be exercised
for reducing as well as increasing the protective duty,
and that it had been exercised twice before when the
duty on non-British and Tapanese goods was increased
to 50 per cent. in August 1932, and in Tune 1933
it was increased to 75 per cent. There was thus prece-
dent for the action taken by the Government.*

Concluding observations.—Qur survev of the
development of the cotton-mill industrv of India from
the middle of the nineteenth centurv in general and
from 1926 down to the present time in particular and
our examination of its condition in recent years point
to certain broad conclusions which may be summarised
as follows.

Throughout the whole course of its long history
the industry has on the whole shown continuous and
sometimes even marked progress inspite of several ups
and downs. Upto 1921-22 the import duty played
little part in promoting its development. The high

#@. B. Jathar and 8. G. Beri—Indian Economics—{Fourth Revised
Editicn)—Vol. II, p, 677.
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revenue tariff of 1921-22 as previously pointed out
enabled the millowners to levy a considerable tribute
from the consumers of cotton cloth in the country.
The abolition of the cotton excise duty in 1925 enabled
the cotton manufacturers to increase their gains. The
critical financial condition of the Bombay mills in 1926
was in part due to defects of internal organization,
incompetence, inflation of capital, extravagant divi-
dend payments, grave labour unrest, inelastic wage-
rates, unsatisfactory labour recruitment, serious defects
in the institution of managing agency, neglect of over-
seas and upcountry markets, etc. The question of
protection to the industry was first examined in 1926.
The Government of India refused the aid of protective
tariff to the cotton industry for three years 1927-30.
But at last that Government was persuaded to enact
the Cotton Industry (Protection) Act of 1930. The
industry was protected against Japan in 1932-33 by
imposing anti-dumping duties. The Tariff Board ap-
pointed in 1932 recognised the claim of the industry
for protection. The industry under the cover of pro-
tection has made substantial progress. The following
table indicates that during the period of protection the
mill production in India has greatly increased at the
expense of imports from abroad.

TasLe IIL.*
Colton Piecegoods

(In crores of yards)
Mill pro- Handloom

Year. Total importst duction in production

India. in India.
&4 (1925-26 154 195 116
BE{ 1926-27 177 226 133
ER | 1927-28 193 236 131

* Bulletins of Indian Industries and Labour—No. 57—State action in
respect of Industrice—1928-36, p. 66. Review of the Trade of
India in 1936-37, pp. 43, 26-27, 1937-38, pp. 118, 81 and Monthly
Survey of Business Conditions in India March, 1939, p. 765.

t The figures include re-exports but exclude fents.
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Mill pro- Handloom

Year. Total imports* duction in production
India. in India.
[ 1928-29 190 189 108
1929-30 188 242 140
g 1930-31 88 256 139
2 1931-32 75 299 150
w ] 1932-33 119 317 170
Z 1933-34 76 294 144
2 | 1934-35 94 340 146
= | 1935-36 95 357 166
1936-37 76 357 149
| 1937-38 59 408
g §{ 103839 65
221 April 1938 to
P Feb 1939 393

Indian mill produ¢tion is now able to meet the
greater part of the total demand for cloth in India and
the foreign imports have been substantially reduced.
The handloom industry has not secured a correspond-
ing benefit, but it is satisfactory to note that the total
consumption of handloom products per head of popu-
lation has increased from 3.41 yards in 1925-26 to 4.03
yards in 1936-37.1 Here it may be noted that tariffs
is not the only factor that has brought about the growth
of new cotton mills. The wave of Swadeshism that
passed over India during and since the Civil Dis-
obedience Movement of 1930, as also the low wages
in industries owing to falling prices were potent
factors that helped to bring about a revival in the
industry. But still it remains a fact that higher tariffs
were the most important factor that accelerated the
development of the cotton industry,* and that without
their help not only expansion would have been im-
possible, but probably there would have been a definite
set-back to a great national industry managed
and financed by Indians, with adverse reactions on

* The figures include re-exports but exclude fents.

} See for detail—Review of the Trade of India in 1936-37, p. 43.

LRef, the article of K. N. Battacharyya on Indian Cotton Tariff
since 1930 in the Mysore Economic Journal—October 1937, p. 333.
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national economy. Here again, theretore, the policy
of protection may be fully justified inspite of the fact
that unlike the iron and steel industry, the cotton mill
industry cannot be regarded as an ‘infant’ industry.
But recent economic history of the world shows that
circumstances may arise when even old established in-
dustries may require the help of the State in the shape
of tariff and other form of State aid. While we favour
the grant of protection to the cotton textile industry,
we would like to press for internal reform and the
amelioration of the conditions of labour employed in
the industry.

II. Sericultural Industry

Introduction.—We shall now proceed to consider
the case of the other branches of the Indian textile
industry, viz., (a) the Sericultural Industry and (&) the
Woollen Industry. The silk industry in India had
been firmly established somewhere near the beginning
of the Christian era. The industry was confined to
Bengal, Kashmir and Mysore. It received an extra-
ordinary stimulus from the efforts of the East India
Company to find a market for Indian silk in Europe in
the latter half of the eighteenth century. There was,
however, a set-back in the early part of the nineteenth
century owing firstly to the reversal of the policy of
the Company following the opposition of English
weavers and for other reasons and in the second place
owing to the success of France and Italy in accli-
matising the silkworm within their borders and again
towards the end of the last century owing to increased
competition from China, Japan and United States in
European markets. At present the industry is almost
dependent upon the home market, which itself is
seriously threatened by competition from abroad.
Since lgecember 1931, when Japan left the gold
standard there has been an enormous increase in the
imports of her silk and artificial silk goods into the
country, This has depressed the weaving industry
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and driven it to greater use of cheaper substitutes for
[ndian silk.*

Claim to Protection.—The Tariff Board was ap-
pointed on 3rd December 1932 to investigate the claim
of the sericultural industry to protection. The ques-
tion referred to the Board was not one of protecting
an infant industry but of saving an old established
industry from extinction. The Board stated that the
dangers which had threatened the industry were the
loss of its export market, a shrinkage in the world
demand for silk and silk waste and a corresponding
fall in the Indian demand for silk, a tendency even in
this restricted field to replace Indian raw silk by cheap
substitutes, the reduction in the price of Chinese silks
and superimposed upon all these burdens, the depres-
sion of the silk weaving industry caused by the
continued dumping of cheap manufactured goods.t

The Board examined the claim of the industry to
protection in the light of the criteria laid down by the
Fiscal Commission for the grant of protection.
Regarding the first condition, »7z., natural advantages,
the Board, considering the fact that the industry had
lasted so many years, was still alive and supplied about
half the total requirements of the country, concluded
that prima facie these advantages did exist.t As
regards the second condition the Board found that
the industry could not exist without protection.§ It
was placed in grave jeopardy by the world depression
and unfair foreign competition. While dealing with
the third condition of the Fiscal Commission, the
Board stated that it was not possible to anticipate the
period for which unfair competition would last. ‘As
the raw silk industry occupied an important place in
the economic structure of India; its protection was

* Report of the Indian Tariff Board regarding the grant of protection
to the Sericultural Industry—1933, par. 31.

t Ibid., par. 164.

+Ref. Ibid., gu' 164,

§ Ibid., par. 163,
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therefore considered desirable in the interests of the
agricultural as well as weaving industry.* The Board
proposed protection for a period of five years.

Recommendations of the Board.—The Board
recommended an ad valorem duty of 83 per cent. on
silk goods and 60 per cent. on silk mixtures. They
also recommended that all silk yarns, including
thrown silk and spun silk should be liable to the duty
recommended for raw silk and that a specific duty of
Re. 1 per pound be levied on artificial silk yarn.*

Government Action.—The Indian Tariff (Tex-
tile Protection) Amendment Act,
(a) Tariff protection. 1934 gave effect to the recommen-
dations of the Board. It imposed
protective duties on raw silk, silk-yarn, piecegoods
and mixtures as well as on fabrics of artificial silk and
mixtures. In addition, the duty on artificial silk yarn,
which competes with silk yarn, was raised to 25 per
cent. ad valorem with an alternative minimum specific
duty of 3 annas per lb. With a view to affording
adequate protection to the indigenous silk industry the
rate of duty on imported silk yarn spun from waste or
noils has been increased from 25 per cent. ad valorem
to 25 per cent. ad valorem: plus 14 annas per lb. with
effect from the 1st May, 1936.%

The Government of India with the approval of the
Legislative Assembly, also sanc-

() Other measures  tioned a grant of a lakh of rupees

i a year for five years to assist the
sericultural industry.Y In 1935 the Government of

* Ref. Report of the Indian Tariff Board regarding the grant of
protection of the Sericultural Industry—1933, par. 166.

+ Ibid., pars. 194-197.

% The protection granted in 1934 was to expire in 1039. In view of
this, the Government referred the question of further protection
to the Tariff Board. The Tariff Board recently submitted its
Report. As the Government could not complete their examination
of that Report before the 31st March 1939, the existing duty haa
been continued for another year,

§ Review of the Trade of India in 1935-36, p. 33.

9 Bulletins of Indian Industries and Labour—No. 57—8tate action in
respect of Industries—I! . p. 65,
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India established an Imperial Sericultural Committee
and grants amounting to Rs. 93,000 as recommended
by it have been allotted to various provinces to enable
them to set up schemes for the benefit of sericulture in
Bengal, Assam, Madras, Bihar and Orissa and Burma.*

Concluding observations.—The indigenous silk
weaving industry has made some progress behind the
protective tariff. The imports of silk piecegoods
declined from 27.4 million yards in 1935-36 to 21.6
million yards in 1936-37.t The protective duties and
the wave of Swadeshism seem to be peculiarly propi-
tious at present for reviving the silk industry; which
is one of the important national industries that deserve
to be encouraged by the State.

III. Woollen Textile Industry

Introduction.—The manufacture of woollen
goods in some shape or form is found in all parts of
the country. The cottage industry of carpet making
was important under the Moguls. The manufacture
of shawls had attained great renown in India in pre-
British days. The woollen manufacture of the country
kambli is very important as a by-occupation pursued
by a large number of shepherds and agriculturists.
The woollen handloom industry gives part-time
employment to about 400,000 people. Coming to the
mill industry, the first woollen mill was started about
1876 at Cawnpore. On the eve of the world War of
1914-18 the important mills in existence were the
Dhariwal, Cawnpore and the Bombay woollen mills.
During 1919 and 1921, three new companies were
floated in Bombay. During 1924 and 1929, however,
various mills were liquidated. The industry had to
face Italian and Japanese competition. The Italians
with their shoddy blankets and tweeds, and the

#Cf. G B. Jather and S. G. Beri—Indian Economics—(Fourth
Rovised Edition)—Vol. II, p. 83
+ Roview of the Trade of India 1936-37, p. 47.
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Japanese with their cheap merino yarns and worsted
piecegoods were more ready than others to place on
the market something within the reach of the poor
man’s purse.* These two factors were largely
responsible for the depression in the Indian woollen
textile industry.

Claim to Protection.—The application for a
claim of protection on behalf of the woollen industry
was referred to the Tariff Board on 20th October 1934.
The terms of reference were :—(i) whether the condi-
tions laid down in paragraph 97 of the Report of the
Indian Fiscal Commission were satisfied in the case
of the woollen textile industry in India and (i1) in what
form, to what cxtent and in respect of what articles
or class or description of articles protection should be
given.t

The Board dealt separately with the woollen and
worsted sides of the industry as they were considered
to be separate industries

(1) Woollen Branch.—The first condition laid
down by the Fiscal Commission required that the
industry should possess sufficient natural advantages.
The Board concluded that the industry possessed
natural advantages in respect ot raw materials and the
supply of power.* Regarding labour the Board stated
that there was inefficiency but the existing disability
in the opinion of the Board could be overcome, and
should not be considered as one which should debar
the Indian industries from claiming protection. The
demand for woollens in India was strictly seasonal
and as such the industry should try to secure Govern-
ment contracts which might enable them to keep work
open.

# Report_of the Indian Tariff Board on the Woollen Textile Industry
—1935, par. 24.

+ Ibid., par. L.

$ Ibid., par. 50.
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With regard to the second condition as laid down
by the Fiscal Commission, the Board concluded that
in the existing condition of the woollen industry needed
protection as a result of temporary deterioration or
atrophy.

The third condition prescribed that the industry
would be able to face world competition eventually
without protection. The Board held that the fact that
the industry had in the past, under what might be
regarded as more normal conditions, been able to hold
its own, was a prima facic evidence that it would be
able to do so again.*

After considering the conditions laid down by the
Fiscal Commission, the Board concluded that, the
claim for protection was established in the case of
woollen section of the industry.*

(2) Worsted Branch.—The Board, considering
the first condition laid down by the Fiscal Commission,
with regard to the claim for protection of the worsted
branch of the industry, stated that the worsted manu-
facture was mainly dependent upon foreign supplies
for its raw material. They held that this disadvantage
ought not to be unduly stressed because the worsted
industry in all the chief competing countries was in
exactly the same position. Regarding the second
condition, they concluded that the industry was in
danger of being crushed by competition and that it
was in the interest of the country that it should be
protected.* With regard to the third condition, the
Board held that in the chaotic conditions of world
exchanges then in existence, it was impossible to forsee
what might happen.§ But under normal conditions the
industry, it was held, would be able to hold its own
except possibly against Japan. Thus in the opinion

* Report of the Indian Tariff Board on the Woollen Textile Industry
—1935, par. 60.

+ Ibid., par. 63.

% Ref. Ibid., par. T3.

§ Ibid., par. T2.
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of the Board, the case for protection to both branches
of the industry was well established.

Recommendations of the Board.—The Board
recommended the following measures of protection.
With regard to the woollen branch, they recommended
that a specific duty of 4 annas a Ib. combined with an
ad valorem duty of 25 per cent. should be imposed
on all woollen blankets. They further proposed a
minimum duty of Re. 1 per blanket in order to protect
the handloom industry and the lowest class of mill
blanket against the importation of very light rugs made
of shoddy and mixed materials.* In regard to other
woollen fabrics, the Board found that protection was
required against shoddy materials imported from Italy
and other countries. They recommended that shoddy
goods should no longer be excluded from the classifi-
cation of woollen piecegoods and proposed ‘‘ a specific
duty of Re. 1 per lb., with an alternative ad valorem
duty of 35 per cent.”t

In the worsted section of the industry, the Board
found that protection was chiefly required against
Japanese goods and that the ad walorem duty
required to protect the industry against Japan amounted
to 77 per cent. a figure far greater than that required
against other countries the currency of which had not
depreciated. They further suggested that if it be
feasible under the Trade Convention, the protective
duty should be fixed at 40 per cent. and be coupled
with an exchange compensation duty.*

Government Decision.—In announcing their
decision on the Tariff Board’s Report the Government
of India held that the worsted manufacturing industry
failed to comply with the first requisite of protection as
laid down by the Indian Fiscal Commission because

# Ref. Report of the Indian Tariffi Board on the Woollen Textile
Industry—1935 par. 82.

+ Ibid., par.

1 Ivid., pars. 96 & 102,
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of its dependence upon foreign supplies of raw
materials and the comparative smallness of the home
market available to it. As regards the woollen branch
of the industry, the Government of India were unable to
agree with the Tariff Board and decided that the case
for protection could not be properly determined in the
absence of evidence from a very important section of
the woollen branch as represented by the Cawnpore
and New Egerton woollen mills. The Government
of India further stated that they proposed to refer
the case back to the Tariff Board if the interests which
did not give evidence, were desirous of having another
opportunity to substantiate a case, which would other-
wise go by default, although they rejected the claim
of the woollen industry for the time being.*

Although the Government of India rejected the
claim of the woollen mill industry, they were impressed
with the recommendations of the Tariff Board in regard
to handloom and small scale industry. The Tariff
Board had emphasised that the small-scale woollen
industry was in need of technical advice and assistance
as regards marketing arrangements. The Government
of India therefore with the approval of the Legislative
Assembly sanctioned early in 1936 a grant of rupees
five lakhs spread over five years for the benefit of the
cottage branch of the woollen industry.*

Criticism.—The decision of the Government of
India thus left both the woollen and the worsted in-
dustries exposed to the very severe competition of
Japan and TItaly, particularly of the former. This
decision of the Government created great dissatisfac-
tion among the textile manufacturers. The Govern-
ment after pigeon-holding the Report of the Tariff
Board for a period of eight months discovered that half
the industry had not cared to place any evidence or

®* Ref. The Article of Mr G. Wiles on the Indian Woollen Industry in
the Indian Textile Journal—February 1936, p. 163,

t Bulletins of Indian Industries and Labour—No, 57—State action in
respect of Industries—1928-35, p. 66.
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material before the Board. The woollen industry’s
claim would have been heard again by the Tariff Board
according to the decision of the Government who
thought fit to defer action. Although the Government
of India has given another opportunity to substantiate
a case which would otherwise go by default, advantage
has not so far been taken of this offer. This attitude
of the Cawnpore group is very unfortunate and is not
calculated to promote in the best interests of the
industry as a whole. The fate of the worsted branch
has been definitely sealed on the basis that its raw
material was largely imported. This decision has
created great disappointment among cotton millowners.
One may well ask as to what would be the plight of
the Indian millowners if the Government decide that the
local mills using long stapled foreign cotton for the
manufacture of superior grade of fabrics do not need
the aid on the same consideration. This is a rather
ominous decision inspite of the fact that the Fiscal
Commission had laid down that one of the principal
conditions for protection is an abundant supply of raw
materials within the country itself.* It may be asked
whether it is wise to insist on this condition in the cir-
cumstances of to-day and whether the time has not
arrived for relaxing this condition provided otherwise
the case for protection is sound. We shall consider
more fully in a later chapter this aspect of the policy
of discriminate protection which has been in operation
in India since its adoption in 1923.

# See Editorial—The Indian Textile Journal, February 1836, p. 158.



CHAPTER VIII
(1) Paper Industry. (2) Cement Industry.
(3) Sugar Industry. (4) Salt Industry.

Scope of the Chapter.—In this chapter it is pro-
posed to examine the application of the policy of
discriminate protection to the following industries :—

(1) Paper Industry, (2) Cement Industry, (3) Sugar
Industry and (4) Salt Industry.

/ I. Paper Industry

—

Introduction.—The manufacture of paper by
hand existed in India from quite early times; but is
now almost extinct.” The establishment of Bally Mills
on the Hooghly in 1870 introduced the modern paper
industry in the country. This concern was liquidated
in 1905 and some of its machinery was taken over by
the Titaghur Paper Mills which had begun work in
1884 The Imperial Paper Mill which was started in
1894 did not prove successful and was taken over by
the Titaghur Mills in 1903. The estimated production
in 1923-24 of the Titaghur Company was about 20,000
tons of paper per year.* A new concern called the
Naihati Mill was started on the banks of the Hooghly
by the India Paper Pulp Company, Ltd., which was
formed in 1918 for the production of pulp and paper
from bamboo.*t

We have small concerns in other parts of the
country The Upper India Couper Mill was estab-
lished at Lucknow in 1879. In 1885, the Deccan
Paper Mill Company was formed and started work
at Poona in 1887. The most important up-country
paper mill at present is situated at Raniganj. It was
started by Maharaja Scindia in 1881 and was taken

# Indian Tariff Board—Enquiry regarding the grant of protection to
the Paper and Paper Pulp Industries—ZEvidence—tendered by
applicants for protection—1924, p. 192 .

+ Report of the Indian Tariff Board regarding the grant of protection
to the Paper and Paper Pulp Industries—1925, par. 4.
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over by the Bengal Paper Mill Company and its
machinery removed to Raniganj in 1922. There are
three other small paper mills in India, two at Bombay
and one at Punalur in the Travancore State. In
1927-28, the Carnatic Paper Mills started operation
at Rajmahendry for making paper from paddy, straw
and bamboo. The Punjab Paper Mill Company
situated near Saharanpur has obtained a large conces-
sion with regard to the bhabbar grass in the Punjab.
Barring these two new mills, the full annual capacity
of the old mills was placed by the Tariff Board at
33,000 tons, which would be raised to 43,000 tons
if the new mills were included.*

Claim to Protection.—The industry immediately
before the War was in a very serious plight, largely
as the result of the activities of the German Commer-
cial Attache to the Consulate General, this being one
of the trades which the Germans were laying them-
selves out to capture at that time.t The Great War
not only staved off the danger of destruction of the
industry implied by this competition, but extended to
it a short period of prosperity. In the post-War years
the industry was again faced with the recrudescence
of the cut-throat competition caused by dumping from
which it was suffering before the war. Under the
circumstances the paper and paper pulp industry
applied to the Government of India for protection in
1924. The question of granting protection to the
industry was referred to the Tariff Board on 1oth April
1924.

Findings of the Board.—The Board excluded
certain kinds of paper such as news print, old news-
papers, pasteboard, etc. from the scope of its enquiry
on the ground that they did not compete with the pro-
ducts manufactured by Indian mills. The Board

# Ref. Report of the Indian Tariff Board regarding the grant of pro-

tection to the Paper and Paper Pulp Industries—1825, pars. 5-6.

+ Indian Tariff Board—Enquiry regarding the srmt of protection to

e Paper and Paper Plil& Industries—Z&vidence—tendered by
applicants for protection—1024, p. 213.
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found that the production of paper in India was 27,000
tons in 1923; the imports in 1923-24 amounted to
72,000 tons, the total consumption being 99,000 tons.*
Making allowance for the products in which the Indian
industry could not engage profitably, the Tariff Board
estimated that 20,000 tons of imported paper competed
with Indian paper industry and pointed out that the
Indian industry might conceivably capture this portion
of the Indian market under a protective system.*

In considering the claim to protection the Board
took into account the question of an abundant supply
of the raw material for the industry. The staple
material for paper making in India hitherto was sabai
grass, which grew abundantly in Northern India and
was like the esparto grass in Europe. Indian wood
had not yet been used to make paper and pulp was
imported from Europe. For the cheaper kings of
paper rags, hemp, jute waste and waste paper were
used. The India Paper Pulp Company was a notable
exception to this and made paper from bampoo pulp.
As compared with paper made from bamboo pulp, the
paper manufactured from sabai grass was strong and
durable. These qualities were, however, associated
with the defect of hardness which made the material
intractable in the paper machine. These papers so
manufactured could not moreover meet the requirements
of all the users in India, whose demand for the better
qualities of paper was small. The Board concluded
that, “ there is only a small demand for paper of this
kind in India and nothing would be gained by attempt-
ing to produce it.”* They held that the case for pro-
tection for making of paper from sabai grass had not
been established and that protection to it would never
prove a commercial success in view of the difficulty
regarding adequate supplies of raw material and of

* Ref. Report of the Indian Tariffi Board regarding the of pro-
tection to the Paper and Paper Pulp lndmtﬁgo—lm. lg.

+ Ibid., par. 24.
3 Ibid., par. 36.
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fuel near each other. On the other hand, they con-
sidered that the manufacture of paper from bamboo
might become a very important industry in India.
They pointed out that “ the supplies of bamboos are
sufficient to meet the needs of all the paper mills in
India and leave a surplus from which an export trade
in pulp would eventually develop and that bamboo
can be landed in a mill accessible by water transport
from the forest at a cost low enough to make it a great
deal cheaper than wcod is to the European pulp manu-
facturer.”* So far as the chemicals required for paper
manufacture were concerned the Board concluded that
some were available in the country and some were im-
ported, but thcre was no special advantage in this
respect.

Considering the second condition laid down by the
Fiscal Commission, the conclusion ot the Board was
that the paper industry was not likely to develop with-
out the aid of protection.

Regarding the third condition prescribed by the
Fiscal Commission the Board held that, the paper in-
dustry in so far as it was dependent on the use of
sabai grass, would never be able to dispense with
protection. But if abundant supplies of bamboo
were developed, there was a reasonable assurance that
before long no protection, beyond what the existing
duties gave, would be needed and there were grounds
for hoping that in course of time as the world cost of
wood pulp increased the industry could dispense with
protection altogether.*

Recommendations of the Board.—The Board
recommended a protective specific import duty of one
anna a lb. for five years on all writing paper and on
all printing paper other than news print containing

* Report of the Indian Tariff Board regarding the grant of protection
to the Paper and Paper Pulp Industries—1925, par. 112,

+ 1bid., par. 131.
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65 per cent. or more of mechanical pulp.* The inten-
tion of the Board was to bring the prices of the
imported paper back to the level at which they would
have been, had exchange remained at 1sk. 4d4. The
Board also advocated provisicn of capital to the extent
of about ten lakhs by the Government to the Indian
Paper Pulp Company at Naihati to enable them to
increase their output and suggested that a similar con-
cession might be justified in the case of another mill.t
Government Action.—The Government of India
in September 1925 introduced a Bill in the Central
Legislature increasing the import duty on paper as
recommended by the Board, but they considered that
the Board’s recommendation for the grant of loans or
subsidies would be open to grave objection.* They
fixed the period of protection for seven ycars instead
of five years as proposed by the Board.3 The pro-
posed increases of duty met with some opposition but
were accepted by the legislature and embodied in the
Bamboo Paper Industry (Protection) Act 1925.1

In view of certain defects in the tariff framed in
1925, a second reference was made to the Board iu
1927 and some changes in detail were made by an
amending Act. (The Bamboo Paper Industry (Pro-
tection) Act, 1927.)

Further Protection.—The protection granted to
the paper industry was to last for seven years. This
Act was to expire on the 31st March, 1932. In view
of this, the Tariff Board was asked on March 26, 1931
to conduct a fresh enquiry into the conditions of the
industry with a view to ascertain how far the objects

* Report of the Tndian Tanff Board regarding the grant of protection
to igg Paper and Paper Pulp Industries—1925, Annexure (5),
p- X

+ Ibid.—(1), p. 106

+ Government held that financial assistance of this sort could not be
given to the industry as a whole and it would in fact place indi-
vidual firms at an advantage in relation to their competitors.
Furthermore the patent rights of the soda and sulphite processes
also presented another difficulty.

§ Report of the Bombay Chamber of Commerce—1925, p. 138.

1A. G. Clow—The State and Industry, p. 123,
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of the protection had been realised and recommend
whether protection should be continued for a further
period.

The Board considering the effect of the protective
duty on the paper industry in India concluded that
the manufacture of paper in India had increased
between 1924-25 and 1930-31 from 27,000 tons to
39,000 tons. The share of the Indian mills in the
total consumption of paper of the protected varieties
increased to as much as 71.09 per cent.* There had
been, however, a large increase in the use of imported
wood pulp by the Indian mills.t This increase in the
imports was much criticised. The first Report of the
Tariff Board in 1925 recognized that the claim to pro-
tection rested entirely on the possibility of manufac-
turing paper from bamboo. The Board considered
that the increase in the use of foreign wood pulp was
partly due to the fact that the financial assistance
proposed by the previous Tariff Board was not granted
to the industry and partly due to the fall in price of
wood pulp. The Board pointed out that the increased
use otP imported pulp had meant an expenditure of
some Rs. 20 lakhs annually on Indian materials and
labour which would otherwise have been spent on
imported paper. Inspite of the present over-produc-
tion of wood pulp, a shortage of timber for pulping

~

# Ref. Report of the Indian Tanff Board regarding the {mnt of pro-
tection to the Paper and Paper Pulp Industries—1931, par. 9,

+ The increase of imported pulp shows the increase in the quantity
of finished paper made from imported pulp between 1924-26 and

1930-31.
1924-256 1930:31
tons. tons.
Titaghur Paper Mills Company 5,716 8,622
Bengal Paper Mill Company 1,725 4,801
India Paper Pulp Company 6356 3,901
Upper India Couper Paper Mills Company 306

(Ref. Report of the Indian Tariff Board regarding the grant of pro-
tection to the Paper and Paper Pulp lnd\utriu—-wgl—
Table VI, p. 18.).



179

and a consequent rise in the price of pulp seemed
likely but it was impossible to forecast when this might
occur.* Thus in 1931, the Board had no compunction
in recommending the continuance of protection to the
paper industry, holding as it did that the withdrawal
of protective duty would inevitably lead to the dis-
appearance of bamboo as a paper making material
and that in view of the approved possibilities of bam-
boo and the apprehension regarding shortage of wood
lpulp; the disappearance of bamboo would be a national
oss.

In order to further the development of bamboo,
the Board insisted that a direct incentive for the manu-
facture of bamboo pulp should be offered and that the
molst xsuitable form would be a duty on imported wood
puip.

Recommendations of the Board.—The Board
recommended the continuance of the import duty on
paper at the previous level. They also recommended
the imposition of a protective duty of Rs. 45 per ton
on imported wood pulp.§ The duties on paper and
pulp were to remain in force for a period of seven
years." The Board recommended that steps should
be taken to develop the paper pulp section of the
Forest Research Institute, Dehra Dun, with the object
of co-ordinating the experimental work done by the
mills.

Government Action.—Accordingly the Bamboo
Paper Industry (Protection) Act was passed in 1932

* Report of the Indian Tariff Board regarding the grant of protection
to the Paper and Paper Pulp Industries—1931, p. 105

+ Ref. Ibid., par. 84,
$ Ref. Ibid., par. 85.
§ Ibid., par. 96.
9 Ibid., par. 99.
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embodying the Board’s recommendation regarding the
duties on paper and pulp.*

Classification of Paper for Tariff Purposes.—
One of the problems that arose in connection with the
extension of protection to the paper industry related to
the classification of paper for tariff purposes. There
was an endless wrangle between the customs
authorities and the importers as to the classes of
paper which were subject to the protective duty be-
cause the various classes of paper have clearly com-
petitive significance to one another. The Act of 1925
referred only to printing and writing paper and gave
only an inadequate description of the various kinds
which would be subject to, and which would be exempt
from, the protective duty. The 1931 Board held that
the definition of papers which might be classified as
printing and writing according to tradc usage, should
be examined by a conference with representatives of
all the interests concerned. The Government of India
consulted the various interests concerned, but the
views received were so divergent that it was found
impossible to arrive at any definite conclusion. The
Government of India, therefore, considered that under
the circumstances the question should be investigated
by the Tariff Board itself. The Board was accordingly
asked on May 25, 1935, to examine the question of
classification of paper for tariff purposes with a view
to giving effect to the intention of the Legislature in
granting protection to printing and writing papers under
the Bamboo Paper Industry (Protection) Act, 1932.t

As a result of the Report of the Tariff Board on
the classification of paper for tariff purposes the

* Bulletins of Indian Industrics and Labour—No. 57—State action in
respect of Industries—1928-35, p, T71.

As the period of protection was to expire on the 31st March 1830,
the Government of India asked the Tariff Board on the 1lth
December 1937 to re-examine the question of protection enjoyed
by the Paper and Paper Pulp Industries and to report what pro-
tective measures (if any) should be continued after that time—
For the recommendations of the Board and Government Action—
See Appendix VI.

+ R.e'Fort of the Indian Tariff Board on the Classification of Paper for

ariff Purposes—1936, par. 2
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Government of India decided in May 1936 that the
following types of paper should be classified as
follows :—

(1) As Writing Paper—Hard sized duplicator

papers, hard sized white and buff or badami mechanical
paper.
* (2) As Printing Paper.—Unglazed thin news
coloured (other than deep blue) of substance above
10 lbs. demy, unglazed thin news white, buff or badami
of substance over 74 lbs. demy, cover paper including
machine glazed pressings and wrappings over 24 ibs.
demy and cartridge paper below 24 lbs. demy, soft
sized duplicator paper, soft sized white and buff or
badami mechanical paper of substance above 7} lbs.
demy.* We may approve this action of the Govern-
ment, which was in keeping with the intention of the
Legislature to give adequate protection to the Indian
paper industry.

Concluding Remarks.—The Indian paper in-
dustry is somewhat unique amongst the protected
industries of India. The protection to paper may be
said to be in accordance with the advocacy of protec-
tion for the purpose of fostering a new industry, for
the Indian paper industry was virtually a new industry.
The principal raw material used by the Indian mills for
the manufacture of paper had been sabai grass, but as
stated above, the Tariff Board found that the industry
for the making of paper from sabai had not established
a case for protection. On the other hand, they held that
the manufacture of paper from bamboo might become a
very important national industry in India. In this con-
nection it may be mentioned that bamboo had been the
subject of a good deal of attention from this point of
view since 1875. In 1905 the possibilities in Burma
were investigated by a special expert, and a pulp
expert was appointed subsequently at the Forest
Research Institute, Dehra Dun.t

‘; lg:gort of the Bombay Chamber of Commerce—1936, p. 76

p. 76.
G. B. Jathar and 8. G. Beri—Indian Economics (F Revi
Edition)—Vol. II, p. 64, 1an omics (Fourth ised
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As a result of the researches and the grant of pro-
tection to the industry, great expectations have been
raised regarding the future of the bamboo paper pulp
industry and it is believed that, if the Indian bamboo
and grasses could be successfully utilized for paper
pulp, India would be self-sufficient regarding paper
consumption.

In 1937 there were altogether 11 paper mills at
work in India; four each in Bengal and Bombay and
one each in the United Provinces, Madras and
Travancore. One mill in Bombay and another in
Madras did not, however, work during the year. The
aggregate production in all the reporting mills in India
amounted to 1,076,000 cwts. in 1937-38 as compared
with 971,000 cwts. in 1936-37, 962,000 cwts. in 1935-36
and 892,000 cwts. in 1934-35. Imports of wood pulp,
mostly for the use of Indian paper mills, amounted to
221,000 cwts. valued at Rs. 15 lakhs as compared
with 309,000 cwts. valued at Rs. 20} lakhs in 1935-36.*
In this connection we may refer to the recent steep rise
in the world quotation for wood pulp as anticipated
by the Tariff Board in 1931 which is expected to give
elld(cjiitional stimulus to the paaper mills operating in

ndia.t

II. Cement Industry

Introduction.—The cement industry, which is
to-day one of the well established industries in this
country, occupied an insignificant position before the
War inspite of advantages such as a large home market,
favourable conditions to the manufacture of cement
and the national importance of the industry. Even
before the War India consumed large quantity of
cement, importing about 180,000 tons a year.}
Portland Cement was first manufactured in this country
in 1904 at a small factory in Madras, but it was not

*Ref. Review of the Trade of India in 1936-37, p. 69 & 1937-38, p. 96.

t See_The Investor’s India Year-Book—1936-37, p. 376.

1 G. B. Jathar and 8. B, Beri—Indian Economics (Fourth Revised
Edition)}—Vol. 1I, p. 68.
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until 1912 that the foundation of the present industry
was laid. In this year the Indian Cement Company
at Porbandar and Katni Cement and Industrial
Company at Katni began working.* The cement
industry during the War proved of great assistance to
the Government and towards the end of the Great War
output was taken under Government control. In the
post-War boom period, a number of companies were
floated under the temptation of large profits. The
three old companies doubled their output and seven
new ones were projected and six of them started
operation by 1923. Thus the development of the
industry was very rapid and the total output was esti-
mated 1n 1924 at 550,000 tons as compared with 945
tons in 1914.7 Imports on the other hand declined
from 165,733 tons in 1914 to 124,186 tons in 1924.

Claim to Protection.—The question of grant of
protection to the cement industry was referred to the
Tariff Board on 1oth April 1924. Its claim was based
on the fact that though the quality of Indian cement
was quite good, there was a bias in favour of British
cement among the consumers. It would take time
before this prejudice against Indian cement could be
removed, but in the meanwhile the industry laboured
under a special handicap of a temporary kind. A
second difficulty arose from the fact that, the produc-
tive capacity of the industry was larger than the
demand, but so long as the imported cement was in
competition, it was not possible for the Indian factories
to work to their full capacity. If they were to get a
chance to increase their output by temporary protec-
tion, their cost of production would go down and in
course of time they would be able to stand on their
own legs. The industry asked that the existing 15

#C. N, Vakil, S. C. Bosc and P. V. Deolalkar—Growth of Trade
and Industry in Modern India, p. 311

+ Report of the Indian Tariff Board regarding the grant of protection
to the Cement Industry—-1925, par. 7.
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per cent. duty on a valuation of Rs. 60, i.e. Rs. ¢ a
ton, should be raised to Rs. 25 per ton.*

Findings of the Board.—The Board after con-
sidering the natural advantages of the industry
concluded that limestone of excellent quality was
found in abundance in several parts of the country
close to railway lines and suitable clay was also avail-
able in large quantities also close to railway lines.
Gypsum was also produced in the country though it
had to be transported over long distances.t = As regards
labour it was shown that there was no particular dis-
advantage. As regards supply of coal, the cement
industry was, however, at a great disadvantage.
Nearly all the cement works were situated away from
the coal fields and therefore the freight on coal was a
heavy item in the cost of production.* Another dis-
advantage from which the industry suffered was that
most of the cement works were situated at a distance
from the principal ports of Bombay and Calcutta,
which were the principal markets for cement in India.
But from one point of view this was an advantage,
because imported cement had to pay a cost of about
Rs. 10 per ton to reach the interior market. Thus
the up-country market was a naturally protected mar-
ket for the Indian cement works. But since the market
of Bombay and Calcutta consumed more than half the
cement required by the country and there were no
cement works within 350 miles of Calcutta or 250 miles
of Bombay, imported cement could get an easy access
to these markets.$

_ As regards the second condition laid down by the
Fiscal Commission the Board concluded that there was
a reasonable assurance that the cement industry would

* Report of the Indian Tariff Board regarding the t of protection
to the Cement Industry—1925, palg 3.mg g P

+ Ref. Ibid., par. 8.
I Ref. Ibid., par. 10.
§ Ref, Ibid., pars, 11.12,
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eventually be able to meet world competition at the
ports without outside assistance. As regards the third
condition the Board held that ““unless assistance is
given, more than half the companies will have to shut
down. If on the other hand, they are protected for
the next four or five years, it should be possible to
preserve the great majority, if not all.”*

Recommendation of the Tariff Board.—The
Tariff Board declined to recommend protection to the
industry on the ground that it was suszring from over-
production and prices were determined by internal
competition among the Indian manufacturers and not
by imports. The Board found that the Indian works
were already capable of supplying a maximum output
of 600,000 tons, where the country’s annual consump-
tion amounted only to 390,000 tons. They held, how-
ever, that conditions would become stable before long.
In order to keep the mortality amongst them as low
down as possib{)e, the Board concluded that some
assistance was necessary in order to enable the industry
to overcome the handicap owing to the great distances
of most of the factories from the coal-fields or the
ports.  Assistance was recommended in the form of
bounties limited to cement consigned to ports where
the competition of imported cement was seriously
felt.t The Board proposed that (i) bounties of Rs. 8
per ton should be paid on cement consigned to and
via Calcutta, Bombay, Madras or Karachi and the
adjacent areas, (i) the 15 per cent. ad valorem duty
should be converted into a specific duty of Rs. g per
ton and declared protective, (iii) if the cost of the
bounty was considered high, an alternative scheme was
suggested by the Board, namely a protective duty of
Rs. 12 per ton and a bounty of Rs. 5 per jon?

* Ref. Report of the Indian Tariff Board regarding the grant of pro-
tection to the Cement Industry—1825, par, 57.

+ See Ibid., par. 70.
3 1bid., par. 84,
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In order to avoid the policy of price cutting, it was
suggested that the measure of protection should not
come into force until the Government of India were
satisfied that the price of Indian cement in ports was
in such a relation to the price of the imported cement
that the payment of bounties would not lead to a
reduction in the price of Indian cement.* There was
a difference of opinion among the members of the
Board. Sir P. Ginwalla was of the opinion that the
bounty should be payable as soon as the bill became
law for a period of two years after which the condition
referred to by the majority should be fulfilled.*

Government Decision.—The Government of
India did not accept the principle of such conditional
legislation and decided not to take any action on the
Report. In the following year, however, when the
price of imported cement showed a tendency to fall,
the tariff was altered by the substitution of a specific
duty for the ad valorem duty then in force. The
change was made for the purpose of stabilising the
revenue, but the new duty was based on the findings
of the Tariff Board and had the effects at the time of
enhancing the duty on foreign article.

The decision of the Government of India created
great disappointment among the cement manufacturers
in India. The Tariff Board was of the opinion that
unless temporary assistance was given some of the
existing companies were likely to close down and
also pointed out that the conditions of Fiscal Commis-
sion were satisfied. Even at the risk of the threat
to nearly half the cement manufacturing concerns in
India, the Government of India considered unnecessary
to take any action. The industry was in parlous
straits. Tha unhelpful attitude of the Government
would have probably resulted in a great disaster to

# Seo Report of the Indian Tariff Board regarding the grant of pro-
tection to the Cement Industry—1925, par. 82.

+ Ibid., par. 83.

$+ A, G. Clow—The State and Industry, p. 124,
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the Indian cement industry, had not the industry
devised measures to regulate output such as the
establishment of a control organization of the cement
manufacture in India, which is considered below.

Subsequent Developments.—In 1925, follow-
ing the Tariff Board, the necessity for co-operation
amongst the manufacturing companies was clearly
emphasised. Those interested in the management of
such companies accordingly formed a pool known as
the Indian Cement Manufacturers’ Association. The
next progressive step was the formation in 1930 of the
Cement Marketing Co. of India, Ltd. to take over
control of the sales and distribution of all manufac-
turing companies. In 1932 the Coimbatore Cement
Company, Ltd., was formed by the existing member
companies and this helped to reduce the cost of
cement in Southern India. The Cement Marketing
Company succeeded in * eliminating internal com-
petition, in reducing transport charges, in avoiding
over-production and in increasing the demand for
cement by a centralised advertising campaign as well
as better service to consumers.” The member com-
panies worked on a system of quotas. This arrange-
ment worked satisfactorily for six years although it
obviously had its own limitations. In 1935, a proposal
to effect a Merger of ten manufacturing companies was
drawn up by the late Sir F. E. Dinshaw (who was the
pioneer in this field and father of the idea of the
Merger) and was unanimously accepted by the respec-
tive shareholders. On August 1st, 1936, the
Associated Cement Companies Limited and their
managing agents, the Cement Agencies Limited were
officially registered in Bombay. It would take several
pages to describe the object of the Merger, but we may
state that the Merger mainly aimed at the improvement

* See Paper read by C. N. Vakil—Rationalisation of Industries at
the Nineteenth Conference of Indian Economic Association—in
Indian Journal of Economics, Conference No.—April;1936, p. 532.
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of the industry so that it may be able to hold its
area against internal as well as foreign competition.*

Progress of the Cement Industry in recent
years.—The progress of the industry after the incep-
tion of the Cement Marketing Company was very
remarkable as shown by the following table.

TaBLE.*
Total
Year. Sale of Imports into Consumption Price
Indian cement India. in India. per ton.
in India,
Tons. Tons. Tons. Rs.

1930-31 570,180 64,000 634,180 53.01
1931-32 582,963 58,500 641,463 51.30
1932-33 585,923 60,800 646,723  49.85
1933-34 642,269 49,400 691,669  49.74
1934-35 747,818 49,100 796,918  47.65
1935-36 886,267 42,900 927,167 45.00

The table indicates that the total demand for
cement in India has very considerably increased in
recent years. The table also serves to bring out the

rogress made by home production which has succeeded
in meeting the great bulk of the demand. It is also
seen that the industry has been successful in bringing
down the price of cement within the reach of the
consumer during a short period.

The cement industry is to-day the only well
organised industry in India. The remarkable progress
that has been made in a very short time has been
possible only through the efforts and the genius of
late Sir F. E. Dinshaw. 'The cement Merger is a
fitting culmination of an already well-organised
industry. The industry has reached the stage of

* For the object of the Merger—see the History of the Cement
Industry in India, pp. 9-10,
t 1bid., pp. 4-5.
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supplying the total home demand. There is a con-
siderable reduction in the sale prices as is evidenced
from the above table. These facts lead us to the
conclusion that the industry will be successful in oust-
ing foreign cement from India without any assistance.

III. Sugar Industry

Introduction.—The fortunes of Indian sugar
industry are somewhat similar to those of the cotton
industry. At one time India, which was probably the
original home of sugar-cane, was an exporter of large
quantities of sugar and even to-day the area of sugar-
cane is larger than any other country in the world.
Till 1863-64, the cxports from India exceeded imports.
From that year the position has been quite the reverse.
The first attack on the home industry came from
Mauritius and later from bounty-fed beet sugar of
Europe The sugar from Java also captured the
Indian market. Thus the competition from abroad
made the condition of sugar industry very miserable.
The manufacture of sugar in modern factories began
in India in the closing years of the last century. But
the industry made little progress for more than three
decades after its start. Upto the year 1924-25, the
amount of sugar produced directly from the cane in
modern factories was well below 40 thousand tons a
vear. Even as late as 1931-32, the total number of
factories in India was only 32 producing an aggregate
quantity of 158 thousand tons of sugar a year.t* On
the other hand the imports of sugar were very large,
e.¢. in 1929-30 India imported 1,012,000 tons of sugar
of all sorts valued at Rs. 15.77 crores.

Claim to Protection.—The importance of the
sugar industry in the general national interest began

#* Indian Finance Year Book—1936, p 270

t Ref. Paper read by XK B. Saha—Protection to Sugar—at the
Twentieth Conference of Indian Economic Association—in Indian
Journal of Economics Conference No.—April 1837, p. 513,
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to be realised during and after the Great War. It was
recognized that India should be self-sufficient in the
matter of sugar. In the year 1919, the Government of
India appointed a Sugar Committee with a view to
suggest improvements in the industry. The Com-
mittee produced a valuable report, but for nearly ten
years it was ‘ pigeon-holed.” The imports of white
sugar continued without a break. In 1929 the question
of the Indian sugar industry loomed large in the minds
of all those interested in industries in this country.
The Imperial Council of Agricultural Research which
was established in 1929 and the Sugar Committee
attached to it, recognised the fact that India with the
largest area under sugar-cane in the world was far from
being self-supporting. The Government of India
accepted the recommendations of the Sugar Committee
of the Imperial Council and ordered a Tariff Board
enquiry into the question of the claim of Indian sugar
industry for protection on 20th May 1930 with the
double object of protecting India against unlimited
foreign competition and stimulating the indigenous
sugar industry. The Report of the Board was pub-
lished in March 1931.

Findings of the Board.—We shall now consider
the conditions of the Fiscal Commission for the grant
of protection as examined by the Tariff Board. The
first condition lays down that the industry must be one
possessing natural advantages such as abundant
supplies of raw material, cheap power, a sufficient
supply of labour and a large home market. The Board
found that India had the largest area under cane,
which was six times as much as that of Java. As
regards power the Board stated that, ““ the question of
cheap power is not material in this enquiry since for
the manufacture of sugar practically the whole of the
fuel required for generating power is provided by the
bagasse.”® As regards labour it was said that the

*Reg:rrt ;lf the Indian Tariff Board on the Sugar Industry—1931,
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labour was quite as efficient as that in Java and other
countries The following rates given by Maxwell in
his “ Economic Aspects of Cane Sugar Production ”
indicated that with the exception of Java, the rates of
wages were at a distinctly higher level than the pre-
vailing rates in India.

Countries. Wages per diem.
8h. d.

Java 10
Philippines

Natal

Mauritius

Cuba

Hawaii

Queensland 1

India g or 8 annas.

NOwnw N ~0
OO0 OO

As regards the home market, the Board pointed out
that India was one of the largest consumers of sugar
in the world. The total output of the 29 factories and
14 refineries in existence at the time of the enquiry
was estimated at about one lakh of tons per year. The
production of sugar by an indigenous process called
the Bal process amounted to about 2 lakhs of tons.
As against this the imports of white sugar were esti-
mated at about 10 lakhs of tons.* Thus the available
market at home for the Indian industry was very large.
The per capita consumption of sugar (excluding gur)
in India had also been increasing from year to year,
as shown by the following figures.t

Year. Consumption. Per capita

Tons. Consumption.
1926-27 900,000 6.3
1927-28 951,500 6.7
1928-29 1,016,820 7.1

* Ref. Report of the Indian fariff Board on the Sugar Industry—
1931, par. 21

t Vide—Indian Tariff Board—Written Evidence—recorded during the
enquiry on the Sugar Industry—1931, p. 190,
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Thus India definitely enjoyed great natural advan-
tages and thus satisfied the first condition as laid down
by Fiscal Commission.

On a review of the second condition of the Fiscal
Commission the Board came to the conclusion that, “ In
every direction then the absence of protection would
mean disaster for the Indian sugar industry and the
abolition or reduction of the present revenue duty,
which indirectly affords substantial protection, would
be followed by an agricultural crisis of far reaching
dimensions.”*

With regard to the third condition, the Board held
that in view of the great potentialities for cane growing
in the country and of steadily increasing efficiency of
the Indian sugar factories, it was highly probable that
given a protective tariff over a sufficiently long period,
the industry would be able to face world competition
in the home market.*

The Board thus came to the conclusion that the

claim of the sugar industry to protection had been
fully established.

Agricultural Aspect.—While considering the
claim of the Indian sugar industry to tariff protection
the Board laid a great emphasis on the agricultural
aspect of the case. The expansion of the sugar
industry in India, they argued, was an indispensable
adjunct to agricultural development.* “If a serious
disturbance of the agricultural system in India is to be
avoided and ordered development ensured, it is neces-
sary to find an outlet for the additional production of
sugar-cane which may be expected from the introduc-
tion of improved varieties. The first and most obvious

# Report of the Indian Tariff Board on the Sugar Industry—1931,
par. 24

4 Ref. Ibid., par. 25
1 Ibid., par. 96.
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outlet is the manufacture of white sugar.”* Unless
steps were taken to develop the sugar industry, a dis-
astrous slump in the gur market was probable which
would seriously affect the agricultural classes, dis-
organise the agricultural system and involve the
abandonment of better cane cultivation in large areas.
“ Sugar-cane,” they wrote, “ occupies a definite 1place
in the crop rotation of this country which it would be
dificult to fill, if any considerable reduction in the
area under cane occurred.”t The Board held that the
development of sugar industry would provide an outlet
for the cane and would enable the maintenance of the
existing acrcage under sugar-cane.

Recommendations of the Board.—The Board
then proceeded to recommend a scheme of protection
for the industry for a period of 15 years. The Board
proposed that the import duty on sugar should be
fixed at Rs. 7-4-0 per cwt. for the first seven years of
protection and at Rs. 6-4-0 per cwt. for the next
eight years.* A single rate of duty should be applied
to all classes of sugar including sugar candy. The
Board further emphasised the need of research work
in connection with sugar-cane industry as an essential
condition to the success of any scheme of protection.
On comparing the normal expenditure in research in
India and other important sugar producing countries,
they found that the expenditure on the development
and research in TIndia was very small.§ It was
recognised by all authorities on sugar that no real
progress was possible in the sugar industry without
the development of agricultural and scientific aspects
of the industry. The Roard considering them vital to
the success of their scheme of protection recommended

* Report &f the Indian Tariff Board on the Sugar Industry—1931,
per. 43.
t Ibid., par. 32.
1 Ibid., par. 81
§ Expenditure on rescarch per annum per acre—Annas 6 in Indin.
Do. do. do. do, Rs. 3-3-0 1n Java
and Hawaii

(Ref Report of the Indian Tariff Board on the Sugar Industry—1931,
pars  95.86).
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a grant of Rs. 10 lakhs annually to the Imperial Council
of Agricultural Research for carrying on researches in
sugar industry. They propose that the Imperial Coun-
cil of Agricultural Research should act in consultation
with the Government and Legislature in constituting
the machinery required for carrying out such measures
as might be necessary to further the research work.*

The Board also recommended that sugar factories
should be asked to supply full information as to the
rates paid by individual factories for cane so that the
Government might satisfy itself that the cultivator was
receiving fair price and that the benefit of the protec-
tive duty was not retained by the factories alone. They
held that owing to different conditions in India as
regards the output of cane per acre, the cost of culti-
vation and the sucrose content of the cane, no direct
measure can be taken to ensure a definite rate
for cane. The matter was left to the good sense of
factory owners, but the Board advised the owners that
eventually the interests of the factory and of the culti-
vator were inseparably connected, and recommended
adequate payment to the agriculturist for his cane.
They held that the Executive should be authorized
to issue rules requiring sugar factories to post, in a
conspicuous place at the entrance to the factory, notices
specifying such matters in connection with the rates
paid for cane as might be thought fit.*

Government Action.—The Government of India
accepted the recommendations of the Board regarding
the increase of the sugar duty upto March 1938, and
it was decided that provision should be made in the
statute for a further enquiry before the end of that
period. The Government of India rejected the recom-
mendation of an annual grant 6f Rs. 10 lakhs, owing
to the financial circumstances, but they promised that

* Ref. Report of the Indian Tariff Board on the Sugar Industry—1931,
par. 99.
+ Ref. Ibid., pars. 99-100.
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the matter would receive their careful consideration.*
Here it may be mentioned that an immediate increase
in the import duty on sugar of Rs. 1-4-0 per cwt. was
made in the Budget for 1931-32; thus bringing the duty
to Rs. 7-4-0 as a provisional measure of securing
additional revenue—(Refer Appendix V) pending the
consideration of the recommendations of the Board.
This was done on 3rd February 1932 when the Sugar
Industry (Protection) Bill was introduced in the
Legislative Assembly, the object of which was to give
protection to the sugar industry in accordance with the
decisions of the Government of India as detailed above.
The Bill was referred to a Select Committee and after-
wards passed by the Legislative Assembly on the 2nd
April 1932 and by the Council of State on the 6th April
1932.t The protective duty which was fixed finally
at Rs. 7-4-0 per cwt. was to have effect upto 31st
March 1938,* but could be enhanced if necessary,
during the currency of the Act.

Rapid Progress of the Industry under Pro-
tection.-—Sheltered behind an adequate tariff wall,
the Indian sugar industry has made phenomenal pro-
gress which may be easily guaged from the statistics,

of imports and production of sugar in India, given
below.

TasLe 1.8
Imports of sugar of all kinds (excluding molasses)
Year. Total Tons Value in
Re. (lakbs).
2. [ 1929-30 939,600 15,51
'SE 1930-31 901,200 10,54
L 1931-32 516,100 6,01

*Ref Bulleting of Indian Industries & Labour—No. 57—State action
in respect of Industry—1928-35, pp. 67-68.

t Ref. Report of the Bombay Chamber of Commerce—1932; pp. 127-128.

% See Appendix V.

§ Review of the Trade of India—1936-36, p. 59—1936-37, p. 76 and
Mor-;télaly Survey of Business Conditions in India—March 1939,
p ,
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Year Total Tons Value 1n
Rs. (lakhs)
[(1932-33 369,500 4,12
g ) 1933-34 261,300 2,70
28 9 1934-35 222,900 2,11
22 1935-30 201,200 1,91
& 1936-37 23,100 24
Proud- £ 1937-38 14,300
».umm.Jl 1938-39 35,800
TasLe I1.*
Lroduction in tons.
Quantity of Quantity of Quantity of
Year sugar manu- sugar refined Khandsan Total
factured from  from gur Production
cane, Tons
1929-30 89,768 21,150 200,000 310,918
1930-31 119,589 31,791 200,000 351,650
1931-32 158,581 69,539 250,000 478,119
1932-33 290,177 80,106 275,000 645,283
1933-34 453,965 61,094 200,000 715,059
1934-35 578,115 30,103 150,000 757,218
1935-36 912,000 54,600 125,000 1,091,600
1936-37 1,128,900 18,500 100,000 [,247,000
1937-38 1,025,000 15,000 100,000 1,140,000
(Estimates)

It is thus seen that along with a rapid development
in internal production there has been a sharp decline

in the imports.*

The enormous development, which

has taken place in the industry in recent years, will be
better appreciated from the table given below which
shows the number of factories in operation in the

various areas in each year since 193I.

% The Indien Year Book—1938-39, p. 732,
+ See—Appendix I—Chart V.
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TasLe III.*
Provinces. Number of Factories working.
1931-32 1932-33 1033-34 1934-35 1936-36 1936-37
(Est.)
United Provinces 14 33 159 65 68 71
(a)
Bihar 12 19 33 34 34 36
Punjab (a) I I 5 6 5 6
Madras () 2 2 4 8 9 10
Bombay (a) 2 I 4 5 5 7
Bengal 2 5 7 12
Indian States 4 5 9 II

Total for India 31 56 111 128 137 153

(a) Excluding Indian States,

It is generally recognized that India has now
definitely reached a stage when she can find her
requirements of sugar from internal sources. This
development is attributed to the fact that amongst all
the protected industries sugar stands in the most
favourable position. “ Here was India with biggest
crop, the biggest consumption, and the largest natural
advantages, and to crown all, protection was granted
to the industry.”* It may be mentioned here that
India ranks as the largest sugar producing country in
the world with having about 20.9% of the total world
production to her credit.* It is a matter for gratifi-
cation to find that India which was the birth place of
sugar (as also of the textile industry) has once again
continued to lead in the matter of production of sugar.

The rapidity with which the industry has grown
has left room for certain weakness in its organisation.
The unhealthy competition among the sugar factories,

#The Investor's Year Book—1936-37, p. 368.

+ Ref. the article of 8. Ganapati Rao—The Indian Sugar Tariff VII
in the Mysore Economic Journal--July 1837, p. 237.

$ Ref, Indian Finance Year Book—1936, p. 272.
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has led to the necessity of a central selling organisation.
With this end in view, large and representative meet-
ings of sugar factory owners took place at Calcutta
and Cawnpore on the 7th and 26th August, 1934,
respectively.* The problem of marketing Indian
sugar was discussed and an Indian Sugar Marketing
Board has been formed. The objects of the Board
are comprehensive, but it has failed to enlist the’
sympathies of many sugar factories. The possibilities
of this Central Marketing Board beginning to function
in the near future are not sanguine owing to the absence
of a strong desire among manufacturers for sales of
sugar through a common organization. The time may
come, when a selling organisation, similar to that
which has proved so successful in the cement industry,
can be effectively introduced. Progress in this direc-
tion is bound to be slow because unlike cement
industry the sugar industry has to face complications
owing to differences in the quality of production, the
larger number of producers and the extent of the

market, the purchasers being the large scattered masses
of consumers.t

The Indian sugar industry is now a very important
national industry, giving employment to over 100,000
workers. The capital invested in the industry is

variously estimated at between Rs. 25 and Rs. 30
crores.*

Further Developments.—A further stimulus was
given to the industry owing to the

Exaise Duty imposition of surcharge of 25 per
cent. on all import duties in the

Supplementary Budget of 1931. The surcharge, it
was held, had given an unhealthy and uncertain

# Indian Finance Year Book—1936, p 273,

+ Ref. Paper read by C. N, Vakil—Rationalisation of Industries at
the Nineteenth Conference of Indian Economic Association—in
Indian Journal of Economics, Conference No.—April 1836, p. 533,

% The Indian Year Book—1937-38, p. T10,
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stimulus to the industry and there was a danger of
over-production under the influence of excessive pro-
tection which was not originally contemplated. More-
over, there was also great fall in the revenue caused
by the greatly reduced import of sugar in consequence
of the grant of protection, which had been followed
by a very rapid growth of the industry. With a view
to checking far too rapid growth of the industry under
the artificial stimulus given by the surcharge and in
order to replace losses of revenue from this source, an
excise duty of Rs. 1-5-0 per cwt. on factory produced
sugar was imposed during the financial year 1934-35,
the rate of the excise duty being 10 annas per cwt. on
Khandsari sugar.* This new sugar excise duty was
criticised in the country on the ground that it was
inconsistent with the Government’s declared policy of
protecting the home industry and that its imposition
within two years of protection would hamper the pro-
gress of the Indian industry.

In view of the fact that sugar protection was

primarily intended to assist the agri-

The Sugar-cane Act.  cultural classes, the question of an

equitable distribution of the benefit

of protection between the cane growers and the factories

is of extreme importance. It was taken up by the

Government at the same time when the excise duty
on sugar was levied.

In his Budget Speech of 1934 Sir George Schuster
expressed his considered opinion that, “ It does not
appear that in all cases the actual grower of cane is
getting the full advantage which he was intended to
receive from our policy.” He further stated that,
“we have decided to propose a dual policy; on the
one hand the imposition of an excise duty on factory
produced sugar and on the other hand the introduction
of legislation by the Central Government which will

# The Indian Year Book—1937-38, p. 710,
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enable the Provincial Governments to apply schemes
for enforcing a minimum price for cane to be paid by
the factory to the grower.”

Accordingly Sugar-cane Act was passed in April
1934, enabling Provincial Governments to apply
schemes for enforcing a minimum price for cane to
be paid by the factory to the grower. The Govern-
ment of India also promised to set aside an amount
equivalent to 1 anna per cwt. out of the proceeds of
the sugar excise duty, representing about Rs. 7 lakhs,
as a fund to be distributed among the provinces where
white sugar is produced for assisting the co-operative
societies among cane-growers so as to help them in
securing fair prices.

Effect has already been given to this Act in the
United Provinces and Bihar and Orissa in 1934. The
minimum price is determined by means of a sliding
scale based on the price of sugar in these provinces.t

In accordance with the promise given by the

. _ Government at the time of intro-
Tgperial, natitate o ducing the Bill for Sugar Protection,
they have made or undertaken to

make grants totalling to Rs. 20 lakhs for sugar
research schemes through the Imperial Council
of Agricultural Research. Several provincial schemes
for the improvement of sugar-cane have been
financed out of these funds by the Council which has
also sanctioned grants for a chain of eight research
stations in Northern India and three in the Deccan,
viz., one for Bombay, one for Madras and another for
Mysore. The Government of India have undertaken,
in addition, to finance the Central Sugar Research
Institute at Cawnpore from 1936-37 to the extent of

* Budget for 1934-35—Finance Member's Budget Speech, pp., 18-19.

+ For the general formula adopted to fix the price—see B. N. Adarkar
—The Indian Tariff Policy with special reference to Sugar Pro-
tection, pp. 101-102,
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Rs. 14 lakhs spread over five years.* It is decided
that the Institute should undertake research on:—

(1) Problems of Sugar Technology in general
and those of the sugar factories in India in
particular.

(2) The utilisation of the by-products of the
industry.

(3) Detailed testing of new varieties of cane
under factory conditions; and

(4) General problems of sugar engineering and
chemistry.

The administration of the Institute was vested in
the Imperial Council of Agricultural Research Depart-
ment, Government of India. Mr. R. C. Srivastava,
formerly Sugar Technologist to the Imperial Council
of Agricultural Research, was appointed the first
Director of the Institute.t

The protection granted to the industry in 1932 will

expire in March 1938. In view of

1 Present Enquiry  this the Tariff Board has been asked

to conduct a fresh enquiry under

the presidentship of Sir Geoffrey Bracken into the
condition of the industry.

The enquiry is now in progress. Different views
are being expressed before the Tariff Board and other-
wise. The Board is engaged in taking evidence.

In an interesting book entitled ‘Indian Tariff
Policy with special reference to Sugar Protection ”
(1936) Mr. B. N. Adarkar, after making a survey of
the present position of the sugar industry writes that
there has been only a moderate improvement in effi-
ciency since the grant of protection. During the last
three years, the average extractive efficiency in India

* Bulletins of Indian Industries and Labour—No, 57—State action in
respect of Industries—1928-35, p. 68.

+ The Indian Year Book—1837-38, p. 310.

% For the recommendations of the Board and the Government Action—
See Appendix VI,
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worked out at 8.80, 8.66 and 9.05 per cent. respec-
tively. This cannot be said to be a very remarkable
achievement, because it does not bear comparison with
the average extractive efficiency in Java which was
reported to be as high as 12.5 per cent. in 1934.* As
regards modernity of equipment, he states that the
Indian sugar industry’s record for the last four years
leaves much to be desired.t* He considers that the
excise duty has not sufficiently removed the danger
of over-production. Factories are still multiplying
and warnings are being uttered that the manufacturers
should prepare themselves for a further fall in price.
He thinks that the continuance of the present state
of affairs would mean nothing short of disaster to the
industry. Every boom has its depression and if the
same state of affairs continues, it will be difficult to
avoid a drastic recession of the activity in the near
future. A recession of this kind involves a heavy
social cost in the form of losses, liquidation, unem-
ployment, scrapping of plant and a shock to public
confidence, which must be weighed against any tem-
porary benefit that the industrry may appear to be
reaping from its present show of prosperity. He
further states that it should be realised that the pro-
blems of the sugar industry are essentially problems
of research, for the solution of which protection by itself
can be of no material assistance and concludes that,
“ the industry has now reached a stage in which a more
liberal expenditure by Government and industrialists
on research on its agricultural and manufacturing side
is likely to be of much greater benefit than the conti-
nuance of protection at its present level.”* On the
other hand another student of the sugar industry in
India, Mr. S. Ganpat Rao writes that “ the extent of
protection required at present.is Rs. 8-5-0 per cwt.

—

IRef. B. N. Adarkar—The Indian Tariff Policy with special reference
to sugar protection, pp. 119-120.

+ Ibid., p. 122,
t Idid., pp. 133136,
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The present duty (being Rs. 9-1-0 per cwt. less the
excise duty of Rs. 1-5-0) is only Rs. 7-12-0. So it
should be enhanced by about Re. 0-9-o per cwt.”* Mr.
Manu Subedar giving evidence before the Tariff Board
on behalf of the Indian Merchant’s Chamber empha-
sised the need for the continuance of protection to
the sugar industry, and emphasised that the benefit
Of protection should be passed on reasonable measure
to the cultivators whose distress should not become an
opportunity for the capitalist. He expressed the
opinion that Government should arm themselves with
power for any emergency that might arise from sub-
sidised sugar imports or currency fluctuations.

We have already referred to the rapid growth of
the industry since the grant of protection in 1931-32.
It may be stated that in the absence of protection the
industry would have been killed by foreign competition
during the recent severe world economic depression.
The industry received formal protection in 1932, and
it is too early finally to judge the success or failure of
the protectionist policy. The attainment of the stage
of independence generally takes a long time, and
during this period the continuance of protection is
essential.

With regard to the present enquiry we may say
that the problems deserve to be approached not in a
spirit of animadversion but in one of paternal care and
recommend the continuance of protection for a further
reasonable period.

We may conclude this section of the chapter by
referring to one international aspect
of the sugar industry which has
loomed large in the country in recent
months. The International Sugar Conference, which
met in London for several weeks, reached an agree-
ment in April 1937 for the allocation of the World’s

International Sugar
Convention,

* See the Article of S. Ganpat Rao on Sugar Industry X-—in the
Mysore Economic Journal—October 1937, p. 330,
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“free market” for sugar between fourteen exporting
countries. “ India’s part in the convention is an agree-
ment not to export sugar by sea except to Burma
and should the convention be ratified the consequence
will be that for the next five years India can find no
possible export outlet for any potential surplus sugar
production.” The Government of India announced
that the International Sugar Convention would not bt
ratified until the subject was debated in the Central
Legislature. Sir Sultan Ahmed on behalf of the
Government during the course of the debate raised the
plea of over-production, stressed the need of inter-
national co-operation for raising prices and urged that
the “gap between India and exporting countries in
regard to cost of production is so wide that there is
hardly any possibility of India exporting sugar at
economic price unless they had severe measures of
Government control of rationalisation.”t Mr. Ramsay
Scott condemned the Agreement and stated that, “a
positive ban on Indian export is like victimising India
in order to safeguard the monopoly of exporting
countries and it will aggravate the evil of accidental
over-production in India.”* The view of the Govern-
ment in respect of the gap in the cost of production
referred above were shown to be untenable by those
engaged in the sugar industry in India. The manu-
facturers put the question of export to the United
Kingdom in the forefront of the Indian sugar export
problem. If His Majesty’s Government could
grant the concession of colonial rate for the admission
of Indian sugar, the Indian manufacturers would be
able to compete effectively in the British Market. Mr,
Ramsay Scott said that, “ we are today in a position
to export sugar if the United Kingdom will give a
quota.”$ The international agreement, if ratified

# The Times of India—29th July 1937,

+ The Bombay Chronicle—28th September 1937,
3 Ibid,

§ Ibid.
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would be of a destructive nature and would have very
adverse effect on the sugar industry. The Assembly
therefore refused to ratify the agreement. In our
opinion this was the only sensible course of action the
Assembly could have taken out of self-respect. The
pediment accorded to India at the International Sugai
(Convention is to say the least, most unfair to it. India
has almost attained the state of self-sufficiency in
respect of sugar and for the further expansion and
continued prosperity of the industry, it should be given
reasonable facilities for exports to foreign countries.

IV. Salt Industry

Introduction.—While the rest of India produce
salt to meet the local demand, the Provinces of Bengal,
Bihar, Orissa, Assam and Burma are unable owing
to climatic reasons, to be self-sufficient and have to
rely on imports of foreign salt. The principal sources
of indigenous salt are : —(1) The sea-coasts of Madras
with Tuticorin as the principal centre of production.
Here production is in the hands of individuals and
under the control of the Government. (2) The sea-
coast of Bombay which abounds in salt factories which
are worked under the control of the Government.
About 60 per cent. of the Indian salt is thus obtained
by evaporation of sea-water. (3) The salt mines of
Northern India at Khewra and Warcha in the Punjab
Salt Range and salt works at Sambhar, Pachbadra and
Didwana in Rajputana.* Broadly, one-half of the
indigenous salt is manufactured by Government
Agency and the remainder under license and excise
systems. In Bengal the damp climate together with
the large volume of fresh water from the Ganges and
Brahmaputra into the Bay of Bengal render the manu-
facture of sea-salt difficult.

# Indian Finance Year Book—1934, p. 244,
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Claim to Protection.—The danger of the de-
pendence of Bengal and Burma, whic]% was until very
recently a British India province, on the import of
foreign salt was realised during the War, when the
stoppage of imports pushed up prices and Bengal
had to endure a salt famine, as the Calcutta market
was almost entirely controlled by foreign interests.
The question then arose of making India self-sufficiefit
in the matter of salt. The Taxation Enquiry Com-
mittee (1924-25) recommended that with a view to
make India self-supporting in the matter of her salt
supplies the question of protection to salt should. be
referred to the Tariff Board. The Central Board of
Revenue reported that there was no prima facie case
for reference to the Tariff Board for two reasons.
First, because in their view it was neither necessary
nor desirable on general economic grounds or from
the point of view of ensuring the country against short-
age in time of war to dispense with sea-borne salt and
secondly, because there was insufficient evidence to
show that enough white crushed salt could be produced
in India to supply the needs of Bengal where most of
the imported salt was consumed. The matter was
debated in the Legislative Assembly in March, 1929,
and the discussion revealed the fact that there was
considerable dissatisfaction with the above view of the
Government. Government accordingly reconsidered
the position and referred the matter to the Tariff Board
for enquiry in 1929.* The terms of reference were,
“ whether it is desirable in the national interests that
steps should be taken to encourage the production of
salt in India suitable for consumption in those markets
which are at present largely supplied from abroad and
if so, what measures they recommend.”’t

Recommendations of the Board.—The Tariff
Board which reported in 1930 pointed out that given

* Bulletins of Indian Industry and Labour—No, 57—State action i
respect of Industry—1928-%6, 1 action n

p. 7.
+ Report of the Indian Tariff Board on the Salt Industry—1030, par. 6.
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adequate protection, the Indian salt industry could be
developed to meet India’s requirements. The Board
expressed the view that the whole demand of the
Bengal market could be met by India and Aden (which
was until recently administered as part of the Bombay
Presidency) if the sources of sea-borne salt (Karachi
and Okha) as well as rail-borne salt (Khewra, Sewbee
and Pach Chadra) were properly developed. To this
end the Board recommended the stabilization of prices
at Calcutta over a long period.* This recommendation
was intended to give assurance of a steady price to the
Indian producers, so that they might develop Indian
sources of production without fear of cut-throat com-
petition by foreign manufacturers. The consumers
would also be assured thereby of salt at a fair price
and be protected against the danger of formation of
rings. The Board recommended that Government
should assume control of imports and further suggested
the establishment of a Marketing Board which was to
have a constitution similar to that of a Public Utility
Company. Government were to be permanently
represented on the Board of Directors and enjoy the
right of veto. The function of the Board was to buy
the entire output of indigenous salt both from the
Government and from private manufacturers and to
meet the excess requirements by the purchases from
foreign importers. The aim of the Board was to be the
maintenance of stahility of prices at a level which
would be fair to the consumer and would allow the
indigenous industry a scope for economic develop-
ment.t The Board considering the markets which were
supplied by imported salt came to the conclusion that
the best way of tackling the problem of those markets
was to promote the rail-borne salt in India. because
the threat of shortage in time of war, would continue
if Bengal was to be supplied from Aden, Karachi and
Okha though the latter centres enjoyed certain special

* Ref. Re;g)rt of the Indian Tariff Board on the Salt Industry—1930,
par. 73,
+ See for detail—7Ibid., pars, 96-100.
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natural advantages. Besides offering a guarantee
against war-time shortage the extension of rail-borne
salt would bring in more custom to the railways and
lower prices of salt. The Board theretore recom-
mended that inland sources of salt such as those of
Khewra, Sambhar, etc. should be developed so as to
produce salt of the quality required for the Calcutta
market. To this end, the Tariff Board suggested that
Government should undertake a thorough survey of
the possibilities of the Northern India sources.*

Government Action.—In pursuance of the sug-
gestion of the Board that a fuller investigation into
the possibilities of expanding the existing sources of
supply should be undertaken, the Government of
India appointed the Salt Survey Committee.

The Reports of the Tariff Board and the Salt
Survey Committee were examined by the Salt Industry
Committee of the Legislative Assembly in March 1931.
This Committee had recommended an additional tem-
porary duty of 4} annas per maund on all foreign salt
(except that from Aden, which was to count as part
of India for this purpose) in view of the serious fall
in prices of imported salt and the consequent need for
prompt action less complex in character than the pro-
posed Government control over the price of salt. This
recommendation was incorporated into the Salt
Additional Import Duty Act, 1931, which imposed an
additional duty of 41 annas per maund on all salt
(except that from A(Ten) imported into any port in
Brifish India subject to certain conditions in the case
of salt imported from any place in India.t The life
of the Act was limited to one year.

Further Developments.—An unfortunate feature
of the above Act was its limitation to a period of one
year only. But even this restricted measure had a
marked effect in giving an impetus to the indigenous

* Report ?Ist %e Indian Tariff Board on the Salt Industry—1930,
pars. 74-75,

+ Bulletins of Indian Industrv and T.abour—No, §7—State action in
respect of Industries—1928-36, p 71,
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industry. The position was examined again by the
Salt Industry Committee in February 1932. They
observed that the Act was successful in realising the
particular object of stabilizing the price of white
crushed salt at a level which would encourage the
substitution of Indian for foreign salt, and at the same
time avoiding laying on the consumer a burden larger
‘than was necessary to secure that object. The Com-
mittee, accordingly, came to the conclusion that the
additional duty on foreign salt should be continued
for another period of 15 months only, as they consi-
dered that it was necessary to examine furtzer the
position as regards Aden, the imports from which
source during the year of protection had gone up by
leaps and bounds. ~ The Committee, in order to fulfil
the essential object of the Tariff Board’s proposals,
considered that some measures were necessary to
prevent Aden from capturing the whole market to the
exclusion of other Indian sources. They recommended
that the purpose might be achieved by allotting quotas
of the Indian requirements to the various sources of
supply The Assembly accepted the Committee’s
recommendations and the life of the Act was accord-
ingly extended upto 3ist March 1933.*

The Simla Conference.—In pursuance of the
above recommendation of the Salt Industry Committee
a meeting of the salt manufacturing interests was con-
vened at Simla in May 1932. The Conference failed
to secure unanimity between Aden and Indian interests.
Indian and Aden manufacturers ran a close race of
rate-cutting for the two subsequent years, which pre-
saged troubles for both. At last in 1935 a Salt
Marketing Board was formed composed of salt manu-
facturers supplying the Bengal market. Its main
purpose was to eliminate foreign imports and to
organise Indian imports so that normal seasonal
demand might be satisfied at prices approximating to
the economic level fixed by Government. On the

# Indian Finance Year Book—1936, pp. 285-286.
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basis of an approximate estimate of the total annual
consumption of salt in Bengal and the adjacent areas,
the following quotas have been assigned to different
salt works :—*

Town. Maurds Percentage of
Total supply

Aden 266,000 49.91
Bombay 20,000 3.74
Okha 65,000 12.20
Karachi 124,000 23.27
Porbunder 33,000 6.19
Morvi 25,000 4.69

Total 533,000 100.00

e e e e ey o v

Further extension of the additional duty on
Salt.—The additional salt import duty which was to
expire on 3ist March 1933 was extended from time
to time till the 3oth April 1938 at the reduced rate of
2} annas from 1933.* The Salt Additional Import
Duty (Extending) Act, 1936, extended the operation
of the Salt (Additional Import Duty) Act, 1931, for
two more years subject to a reduction of the rate of
duty from 2} annas to 1} annas per maund.* The
duty which originally stood at 4} annas has thus been
reduced by 3 annas per maund by successive stages
since 1933. The additional duty has been resented
by the representatives of Bengal on the ground that
it has the effect of helping the producers of Aden at
the expense of consumers in Bengal. The assignment
of quotas to different salt works, and the limitation of
the quota to Aden and the substantial reduction in the
duty have largely met the criticism from Bengal. The
additional import duty of 14 anna per maund on salt
expired on the 3oth April 1938.

#Indian Finance Year Book—1936, p 286

+ It should be noted that the Supplementary Finance Act of 1931
imposed_a surcharge of 25 per cent. both on the Customs and
Excise Duties on salt.

T Review of the Trade of India—1035-36, p. 14.
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Conclusion.—In 1930-31, the India and Aden
salt works received the first instalment of protection,
which has since been renewed from time to time on a
twelve-month basis. This has had the welcome result
of decrease in salt imports into India. The following
table shows the decline of imports of foreign salt and
the increase of salt production in India since the grant
of protection.

TABLE.*
Year. Total Quantity Production.
of Imports.

Tons. Tons.
f193o 688,629 1,711,348
| 1931 528,594 1,839,400
¥ ) 1932 552,741 1,610,861
2§ Y 1933 396,818 1,712,384
22 | 1934 392,175 1,963,702
1935 393,972 1,048,173
oxicr}ud-< 1936-37 300,000 1936—1,347,000
Burma, | 1937-38 347,000 1937—1,492,000

The hope may be expressed that India would be
fully self-sufficient in respect of its need for salt, which
is an article of daily necessity for the masses, in the
near future.

As Bengal is the key Province in regard to salt
protection, an undertaking was given by the Central
Government in 1931 that a portion of the salt import
duty would be allocated to Bengal to be expended on
schemes for the development of the Bengal industry.
The Government of Bengal after holding up this
allocation for some years agreed, in response to
interpretations in 1935 in the Bengal Council, to make
up lost ground. Several experimental measures are in
progress to mitigate the climatic influences of Bengal
on the manufacture of salt, one of which is the pan
drying system in vogue in Burma.

* Ref. The In%:n Year Book—1832-33, pp. 711-712,

—1934-35, pp._719-720.
Do. —1936-36, p. 7

p. 709,
Do. —1937-38, p. 672 and Review of the
Trade of India in 1937-38, p. 102.
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CHAPTER IX

(A) OTHER INDUSTRIES
(B) REMOYAL OF TARIFF ANOMALIES

(A) Other Industries

Scope of the Chapter.—In this chapter it is
proposed to review the question of the grant of protec-
tion in the case of the following industries :—

(1) Coal Industry.

(2) Match Industry.

(3) Oil Industry.

(4) Heavy Chemical Industry.

(5) Glass Industry.

(6) Miscellaneous Industries.

(7) Tanning and Leather Industry, and

(8) Agricultural Protection—Wheat and Rice.

In the concluding portion of this chapter the
question of removal of tariff anomalies would be
considered.

I. Coal Industry

A short history of the Coal Industry.—The
coal industry in India owes its origin to the construc-
tion of railways, which created a large demand and
led to the opening up of India’s coal-fields during the
second half of the last century. Most of the coal
raised in India comes from Raniganj and Jharia coal-
fields. These two together constituted about 91 per
cent. of the total production in India in 1923. In
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the pre-War period coal industry in India was pro-
ducing more than the local requirements and so was
required to export a part of the output. Before the
War, we exported about 40 lakhs of tons of coal per
year.* The industry found its way into certain eastern
markets such as Colombo, British Malaya and the
East Indies. It witnessed a remarkable expansion
during the War and early post-War years, especially
during the period 1917-21. The cutting of British
supplies consequent on shortage of shipping, the rise
of coal prices, the demand for coal from Government
upto April 1920 and the increase in internal consump-
tion during the post-War industrial boom period were
some of the factors that stimulated the growth of the
industry, the only limiting factors being the shortage
of wagons for carrying coal and supply of labour for
mining.*

Statistics of Coal Production.—The total out-
put of coal in India from all sources during the past
ten years is given below.*

Year. Tons.

1926 20,999,167
1927 22,082,336
1928 22,542,842
1929 23,418,734
1930 23,803,048
1931 21,714,435
1932 20,153,387
1933 19,789,163
1934 22,057,447
1935 23,016,695
1936 22,600,000

(Continued.)

# (. N. Vaki], S. C. Bose and P. V. Deolalkar—Growth of Trade and
Industry in Modern India, p. 232.

+ See Report of the Indian Tariff Board regarding the grant of pro-
tection to the Coal Industry—1928, par. 11.

1 The Investor's Indian Year Book—1936-37, p. 83, Review of the
Trade of India in 1036-37, p. 126, in 1937-38, p. 140 and Monthly
Survey of Business Conditions in India—March 1939, p. 770.
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Year. T ons.
1937 25,000,000
1938 25,213,000

Although the total production of coal in India is
small in comparison with the vast quantities raised in
countries like Great Britain and America, the rate of
increase in India, barring the set-back in the years
1931-33 has been by no means insignificant as the
following figures will show.*

Year. Tons.

1880 1,019,793
1890 2,168,521
1900 6,118,692
1910 12,047,416
1920 17,962,214
1930 23,803,048

Claim to Protection.—In July 1920, an embargo
on the export of coal was imposed in view of the in-
ternal scarcity of coal and the congestion on the rail-
ways. The embargo was finally removed in the
beginning of 1923. The effect of this restriction was
almost the total disappearance of the Indian coal from
overseas markets. During the interval, South African
exports of coal to eastern markets including India
were making rapid strides. When the restrictions
were removed, Indian coal was not able to regain its
former position abroad,* while it experienced increas-
ing competition in the home market itself. This

* The Investor's Indian Year Book—1936-37, p 83
+ This 18 brought out by the following fizumes 1elating to evport: of
coal from India

Year. Total Indian exports *
ons

1920 1 224,758

1921 275,571

1922 77,111

1923 136,676

1924 206,483

1925 )
* Excluding bunker coal and Government stores but including
coke and patent fuel.
(Report of the Coal Mining Committee—1937—Vol. I., p. 235.)
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competition was particularly keen in Bombay and
Karachi. The main reason, why South African coal
was able-to compete in the Indian market, was the
special railway freights granted by the South African
Railways on exports.* This import of South African
coal had been the cause of a good deal of discontent
and in March 1924, the Legislative Assembly passed
e resolution recommending the imposition of a
countervailing duty on South African coal.t As an
outcome of this, the Indian Coal Committee was
appointed to investigate the technical aspect of the
matter betore referring the question of protecting the
coal industry to the Tariff Board. The Committee
made various recommendations, and as the result of
these, to promote improvement in the quality of Indian
coal the Coal Grading Board was instituted. At the
same time railway rebates on exports were also in-
creased. The question of protection to the coal
industry was referred to the Tariff Board on 3oth
September 1925.

Findings of the Board.—The Board concluded
the enquiry in 1926 and unanimously decided against
a protective duty on all imported coal. Although the
majority and minority arrived at the same conclusion,
the reasons given by them were different.

The majority held that although the industry satis-
fied the first condition of the Fiscal Commission
regarding natural advantages, it failed to satisfy the
second condition since protection would not result in
substantial development of the industry. The de-
pression in the industry was considered as being due
not to the falling off in the demand for coal, but
principally to over-rapid development during the
period of high prices. Moreover, it was held that

*#C. N. Vakil and M. C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, p. 51

t+ G. B. Jathar and 8. G. Beri—Indian Economics (Fourth Revised
Edition)—Vol. 1., p 27
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although a protective duty on all imported coal would
not impose a heavy burden on the manufacturing
industries using coal, all measures which tended to raise
the cost of fuel were prejudicial to industrial develop-
ment and should not as a rule be taken unless the
reasons for them were cogent and convincing.* On
these grounds the majority rejected the claim for the
imposition of a protective duty on all imported coal:

Mr. (now Sir) Padamjee Ginwala in his minority
report stated that coal was chiefly imported in India
from England, Japan, Austria and South Africa.
He pointed out that a protective duty on English coal
was not justifiable as it was of a kind and quality
different from and superior to Indian coal which could
not be expected to compete with the former. Regard-
ing coal imported from Japan and Australia, he held
that the imports from these countries were negligible.
Hence there was no need for a protective duty on all
imported coal.*

There was a serious difference of opinion among
the members of the Board on the question of the im-
position of a countervailing duty on coal imported
from South Africa. Both the majority and the minority
agreed that freight concessions given by the South
African Railways were deliberately aimed at the
development of a large export trade and that an
additional duty of Rs. 1-8-0 per ton on South African
coal would give Indian coal all the benefit it could
derive from a duty of that kind.*

The majority did not, however, approve of the
imposition of a countervailing duty on South African
coal, on the ground that the invasion of the Indian
markets by South African coal was not due to the

* Ref. Majority Report of the Indian Tariff Board regarding the
grant of protection to the Coal Industry—1926, par. 63.

+ Ref. Minority Report, 7bid., par. 2.
3 Ref. Majority Report, 7bid., par. 72, and
Minority Report, Ibid, par. 31,
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freight concession alone, but was also due to the un-
satisfactory quality of Indian coal sent to Bombay and
Sind in recent years. The duty, if levied, would not
help Indian coal to recover its lost position in Ceylon
and the Far East and it might provoke retaliatory
measures.*

. Mr. (now Sir) Padamjee Ginwala dissenting from
his colleagues recommended that a countervailing
duty of Rs. 1-8-0 per ton in addition to the existing
duty of Rs. 1-8-0 per ton of coal should be imposed.
He held that extensive damage had been done to the
Indian coal industry by the competition of South
African coal in India and the Eastern markets and
stated that special rates on exports granted by the
South African Railways were the principal cause of
this damage. He concluded that the imposition of a
countervailing duty was justifiable from the point of
view of the policy of discriminating protection and was
desirable in the national interest.?

Government Decision.—The Government of
India accepted the unanimous opinion of the Board
that a case for a protective duty on all imported coal
had not been established. Regarding the question of
imposing a duty on South African coal Government
accepted the view of the majority that in the existing
circumstances the  imposition of a duty was
inadvisable.*

Criticism.—This unsympathetic attitude of the
Government of India towards the industry was very
unfortunate. The coal industry of India was in urgent
need for an export market as it was producing more
than the local requirements. The scope of the home
market was further limited by the imports of South

* Majority Report of the Indian Tarff Board regarding the grant of
protection to the Coal Industry—1926, par. ‘§2

+ Minority Report, /bid., par. 47,
1A. G. Clow—The State and Industry, pp. 124-125,
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African coal, which were stimulated by the Govern-
ment of that country. Thus the industry remained
exposed to the severe competition of South African
coal in the home market. This question was again
raised by the Associated Chamber of Commerce, which
passed a resolution at their annual meeting in 1935 to
the effect that the Government should consider the
advisibility of reducing the freight on coal with a view
to enabling the Indian industry to compete with South
African coal in certain markets like Ceylon and
Sumatra and the neighbouring ports for bunker coal.
The Chamber also advocated the imposition of a
countervailing duty of Rs. 1-8-0 per ton on imports
of South African coal in addition to the existing duty
of 10 annas per ton on foreign coal.* No action on
this has so far been taken by the Government. The
following tablet reveals the continuous decrease in the
export of Indian coal in recent years.

Year Byports of Tndian coal * (imm Tons)
Total Indian export.
1926 617,573
1927 576,167
1928 626,343
1929 726,610
1930 461,188
1931 441,249
1932 519,483
1933 426,176
1934 330,233
1935 217,584
1936 195,836

* Excluding bunker coal and Government stores but mncludmng coke
and patent fuel

~ The attitude of the Government towards the coal
industry requires to be made more liberal with a view

* Rg_f—_lgaeé:o::,. olf Oé'he Bombay Chamber of (‘ommerce—1935, p 121 and

t Report of the Coal Mimng Committee—1937—Vol I, p. 235.
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to enable the Indian coal industry to recover its lost
foreign markets.

Further Developments.—The policy of railways

to own collieries depressed the coal

Caleutta Conference. prices so low by 1929 that Calcutta

coal-owners convened a Conference

fo fix minimum selling prices for the various grades.

The Conference, which represented the first of a series

of attempts madc by the coal industry to secure co-

operation between owners in the matter of selling

prices, did to some extent succeed, but unfortunately

the “ Pact ” did not cover the whole coal trade.* The

depression in the industry had hit it so hard that the

morale of the Conference was weakened and the result
was a still further decline in the prices of coal.

The year 1932-33 witnessed a worsening of all the
adverse feature of the coal trade, referred to earlier
and the primary cause of increase of all these handi-
caps being the imposition of a surcharge of 15 per
cent. on rail freight on coal. The practical effect of
this was that Bengal coal became dearer in Western
and Southern India and other places away from the
coal-fields in Bengal, Bihar and Orissa. Following
the various representations made by the coal trade of
Bengal, Bihar and Orissa, the Government of
India agreed to do something and raised the rates for
the transport of coal from the collieries in the Central
Provinces as from the 1st of April 1934. It was
announced in January 1935 that as from the 1st of
April 1935 the surcharge on the railway freight
would be reduced by a cut in the basic rate
from 15 per cent. to 12} per cent. and by the im-
position of Re. 1 per ton, irrespective of distance.t

# Tho Investor’s Indian Year Book—1936-37, p 77
t Indian Finance Year Book—1936, p. 239,
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The difficulties of the coal industry of Bengal,
Bihar and Orissa mounted up as a
Scheme of Restrictions, result of the unhealthy competition
amongst the coal owners themselves,
After protracted and delicate negotiations, the three
bodies interested in the coal trade of Bengal, Bihar
and Orissa, /.e. the Indian Mining Association, the
Indian Mining Federation and the Colliery Owners
Association agreed upon a scheme of restriction to
raise the price levels. The scheme was forwarded to
the Government of India (Department of Industries)
with the request that it should be made effective by
Legislation at the carliest possible date. The main
features of the scheme were as follows : —

(i) The scheme was to be in force for a period of
three years in the first instance, restriction being
effected by control of wagon supply.

(ii) The operation of the scheme was to be
restricted to collicries in DBritish India, in Bengal,
Bihar and Orissa and the Central Provinces.

(ii)) The standard tonnage of all collieries was to
be the average annual output of the years 1930-31-32.
The lowest quota was to be 75 per cent. of the
standard tonnage but the Committee was to have
power to vary the quota from time to time, as they
might consider necessary.

The scheme was in the hands of the Government
for 14 months before any decision was reached. In
February 1935, the proposals were finally turned
down. Government thus lost the opportunity to place
one of the country’s basic trades on a firm foundation.*
If the restriction scheme had been accepted there
can be no doubt that there would have been an advance
in the market price of coal. There was no intention

* Ref. for the detail of th hemes—The 1 ? i b
Bookc 165657 o 77_78'e scheme e Investor’s Indian Year
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to exploit the consumer, but to check the dissipation
of valuable reserves of coal.

Before concluding the discussion of the coal
Couservation of Indian inc!ustry, we may refer .to. the ap-
coal (The Coal Mining pointment of the Coal Mining Com-

Committee—I9%6.) "~ mittee on the 2g9th October 1936. It
has been a most important point of discussion amongst
the geologists in India that faulty mining methods tend
lo waste the none too abundant resources of Indian
coal. The problem of conservation of the coal
resources of India was referred to the Coal Mining
Committee by the Government of India on the 29th
October 1936. The Committee was asked to enquire
into and report on the measures which should be taken
(1) to secure the safety of those employed on this
work and (2) to prevent avoidable waste of coal.*
Thus at last the Government decided to take steps
to conserve the assets of this country.

The Committee held that legal measures of con-
servation should be applied to all good quality coals
as a matter of public policy in- the interests of the
community as a whole and suggested that the best
means of conservation, apart from the incidental benefit
derived from measures of State control over mining
method. was stowing.* They proposed the compulsory
stowing of coal.* They suggested State limitation and
intervention as the only effective remedy which was
considered as overdue.§ They further recommended
the establishment of a Statutory Authority to carry
out their proposals.f

In view of the warning contained in a recent official
bulletin by Sir Lewis Fermor, Director of the Geolo-
gist Survey of India, regarding the possibility of com-
plete exhaustion of India’s resources of good quality

* Report of the Coal Mining Committee—1837—Vol. I, par, 1.
+ Ibid., par. 136.
1 Ind., par. 176,
§ Ibid., par. 198,

Y For them{rincipal functions of the proposed authority—see Ibid.,
par, 273.



coal withig the next hundred years, it is necessary to

deys sures for the conservation of India’s coal

ces along the lines recommended by the Coal

ittee in 1937. The introduction of such

ures and State control over mining methods

uld, in our opinion, strengthen the case for protec-

#ion of the Indian coal industry and therefore should
be welcomed by the industry itself.

II. Match Industry

Introduction.—The growth of the match industry
in India dates from the year 1922. Before 1922, the
number of match factories in the country was incon-
siderable. With the exception of the Gujarat Islam
Match Factory founded in Ahmedabad in 1895, there
was no successtul manufacture of matches on com-
mercial scale and the country was very largely
dependent on foreign imports which amounted in
1921-22 to 13.2/3 million gross of boxes of matches
valued at Rs. 204 lakhs. In March 1922, the duty
on imported matches was fixed at Rs. 1-8-0 per gross
for revenue purposes. This high tariff had the effect
of stimulating local manufacture. There has been a
considerable expansion of the industry since the
imposition of high duties in 1922. It was estimated
by the Tariff Board in 1928 that approximately 27
factories existed in India with an outturn capacity of
8,500 gross a day.*

Claim to Protection.—Before the War, we used
to import matches from several countries. During the
War, the European supply ceased and Japan had the
monopoly. In the meanwhile several Swedish com-
panies reorganised their match trade by forming a
powerful Kartell which had worked out a programme

* See for detnil—Report of the Indian Tariff Board regarding the
grant of protection to the Match Industry—1928, par. 8.



223

of world domination in the manufacture of matches.
By 1923-24 Sweden had got about half the shardtof
the Indian market.* With the high revenue in#rt
tariff imposed in 1922 and the consequent Indean
development of match manufacture, the Swedish Trust
was exposed to the risk of losing their vast market in
India. This was clearly seen by the Swedish Trust
and they therefore launched upon a programme of
constructing their own factories in India. With the
facilities afforded by the great sources at their com-
mand this was done rapidly. The Indian manufac
turers foresaw the danger of conflict with the Swedish
Trust. With a view to safeguarding their economic
position all the manufacturers of matches in India
asked for protection against the designs of the Swedish
Trust.t Thereupon the matter was referred by Gov-
ernment to the Tariff Board on 2nd October 1926.
The Report was made available in 1928.

Findings of the Board.—As regards the first
condition of the Fiscal Commission, the Board held
that India possessed a large home market, consump-
tion being estimated at 17 million gross a year. The
industry also commanded an adequate supply of cheap
labour.* As regards raw materials, the supply of
match wood in Indian forests was considered
sufficient. §

As regards the second condition, the Board express-
ed the view that the need for protection arose from
two causes, namely, that the Swedish Match Company
were importing matches at a price below the economic
level and that there existed a very marked prejudice
against Indian matches. They considered that until

*#C. N. Vakil, S. C. Bose and P. V. Deolalkar—Growth of Trade
and Industry in Modern India, p. 329.

+ Sce—Article by Kaul D. K on the Match Industry in India in
Indwan Journal of Economics—Vol. XI, 1930-31, p. 501

3 Report of the Indian Tarifi Board regarding the grant of protecti
to the Match Industry—1928, par. 96. 8 g protection

§ See—Ibid., par. 98,
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these conditions were removed, the need for protection
would continue.* As regards the burden on the con-
sumer, the Board pointed out that prices of India’s
matches were regulated by internal competition and
the consumer got them as cheap as it was possible to
get them.

Regarding the possibility of the industry eventually
being able to face world competition unaided, the
Board held that in view of effecting future economies
the industry would eventually be able to dispense with
protection.t

The Board concluded that the industry satisfied all

the conditions laid down by the Fiscal Commission for
the grant of protection.

Recommendations of the Board.—To this end
the Board recommended that the existing revenue duty
of Rs. 1-8-0 per gross boxes should be maintained
and should be transferred from the revenue to the
protective part of the schedule.* This would give
the necessary assurance to the industry that it would
not be deprived suddenly of the protection it had
enjoyed so far. They did not favour the fixing of any
definite period but recommended a fresh enquiry when
circumstances appeared to warrant such action.$

As regards the complaint of unfair competition
made by the India industry against the Swedish Trust
the Board did not recommend any measure to safe-
guard Indian interests for the time being. They held
that so far as Indian production was concerned the
allegation was not true.’ Moreover, it was considered
that the competition of the Company had reduced the

* Report of the Indian Tarff Board regarding the grant of protection
to the Match Industry, 1928, par. 95.

+ Ibid,, par. 94.
3 Ibid., par. 119.
§ Ibid , par. 121
9 Ibid., par. 139.
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profits of the Indian companies (which were at one
time as high as 50 to 6o per cent.) and thus benefited
the consumer. It was further pointed out that the
Company had been doing useful work in the expansion
of the industry in India. With the help of protection it
would assist in developing the Indian sources of supply
of the raw material and in general in raising the standard
of quality and introducing modern methods. But in view
of the vast resources of the Company and the monopo-
listic policy pursued by them in other countries, the
Board stated that the future development of the Com-
pany should be watched. No action was recommended
till any untoward sitnation arose. The Board advised
the Swedish Company to identify itself with Indian
interests by registering itself in India, by inviting
rupee capital in India and by admitting Indians to its
Board of Directors.*

Government Action.—The Government of India
accepted the recommendations of the Board and
accordingly the Match Industry (Protection) Act was
passed in September 1928.t It imposed a protective
duty of Rs. 1-8-0 per gross on imported matches
without any time limit. Government also accepted
the finding that in the circumstances mentioned by
the Board no action was called for against the Swedish
Match Company on the ground of unfair competition.*

Conclusion.—A considerable section of public
opinion in the country including the Indian Chamber
of Commerce was strongly opposed to the policy of
the Tariff Board and the Government in allowing a
foreign concern like the Swedish Match Company to
avail itself of the advantage of protection without the
statutory adoption of the usual precautions to safeguard
Indian interests. Expression was given to the appre-
hension regarding the designs of the Swedish Trust,

* Report, of the Indian Tanff Board regarding the grant of protection
to the Match Industry—1928, par, 161.

t Bulletins of Indian Industries and Labour—No, 57—State action in
respect of Industries—1928-35, p T2 .

% Indian Finance Year Book—1936, pp. 215-216. .
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which was developing a powerful menace to the indi-
genous enterprise. It was said that the object of the
grant of protection would be defeated due to the atti-
tude of the Tariff Board towards the foreign Trust.

The apprehension referred to above has unfor-
tunately come to be true, because it is well known
that the Swedish Company has by now so increased"
its activities that the local manufacturers may either
be forced to close down their works or hand over
control to it. The usual rate war has begun. The
Federation of the Indian Chambers of Commerce at
its annual session in 1931 urged the Government to
take action to secure the acceptance by the Swedish
Match Company of the recommendations of the Tariff
Board in view of its unfair activities such as rate war
with the indigenous industry. The Match Manufac-
turers Association sent a represcntation to the Govern-
ment of India urging the adoption of measures for
dealing with the activities of the Trust.* '

The Indian match industry sheltered behind the
high tariff is now ablc to meet India’s domestic require-
ments and the imports of foreign matches are now
insignificant. The imports in 1936-37 amounted to
55,000 gross valued at Rs. 48,000 as compared with
107,000 gross valued at Rs. 109,000 in 1935-36 and
13 million gross post-War average valued at Rs. 176
lakhs.* The country has thus become almost self-
sufficient in the matter of a daily necessity like matches.
The success, which has heen attained by the industry,
shows what could be done with protection during a
short period of time. There is, however, one com-
ment and that is with reference to the (aissez-faire
policy of the Government towards the Swedish Trust.
We advocate an early reference of this matter to the

#C. N. Vakil. 8. C. Bosc and P. V. Deolalkar—Growth of Trade
and_Industry in Modern India, p. 236,
t Ref. Review of the Trade of India—1936-37, p. 189, and
Do. do. ~1936-36, p. 191,
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Tariff Board with a view to finding out how far the
activities of the Trust are detrimental to the indigenous
industry and suggesting appropriate measures.

Match Excise Duty.—The Match (Excise duty)
Act, 1934 imposed on matches made in British India
and sold in boxes or booklets containing on an
average not more than eighty, an excise duty of (i)
Re. 1 per gross of boxes or booklet if the average
number is 40 or less, (i) Re. 1-8-0 if the average num-
ber is more than 4o but less than 6o and (iii) Rs. 2 if
the average number is more than 6o. The Act also
revised the customs duties on imported matches in
such a manner as to comprise rates which maintained
the ecxisting measure of protection to the Indian
industry over and above the equivalent of the new
cxcise duty. This excise duty was justified by the
Government on the ground that it was necessary to
enable the Government of India to recoup their losses
caused by granting a half share in the jute export duty
to the jute growing provinces (Bengal, Assam and
Bihar). The Government of Bengal in particular had
been suffering from successive budget deficit since
1930 and badly needed help from the Central Gov-
crnment. This policy, it was said, was also in
accordance with the recommendation of the White
Paper on Indian Constitutional Reforms (1933). The
destination of this duty gave an offence to some pro-
vinces, which felt that they were being penalised for
having managed their finances better than Bengal.*
The staunch advocates of protection in India naturally
have not approved of the policy of levying excise
duties on the output of protected industries in the
country. As in the case of the sugar industry, the
Government of India deemed it necessary to levy an

Ref. K. T. Shah—Review of Indian Finance—1927-34, p. 36
L] Bef. fingg(gag Member’s Budget Speech—Budget, for 1054 46—Part, I,
par -39.
G._ B Jathar and S. G. Beri—Indian E i i
Rdition) Vot 11, p. 641 3 1an Economics (Fourth Revised

.
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excise duty on match production in India with a view
to making up the loss of revenue from import duties
in consequence of falling imports of goods following
industrial development in India under the policy of
protection.

II1. Oil Industry

Introduction.—There are two distinct oil-bearing
areas in India—onc on the east, which includes Assam,
Burma (until recently part of British India) and the
islands of the Arakan Coast. This belt extends to
the productive oil fields of Sumatra, Java and Borneo.
The other arca is on thc west and includes the Punjab
and Baluchistan, the same belt of oil-bearing rocks
being continued beyond the borders of British India
to Persia. Of these two the castern area is by far
the most important and the most successful oil fields
are found in the Irrawaddy Valley.* There are
several companies doing the work, but thc Burma Oil
Company is in a predominant position.*

Claim to Protection.—The kerosene price war,
which led to the appointment of the Tariff Board in
1928, may be briefly described. The Standard Oil
Company of America made large purchases of oil
from the Soviet Government. According to the Tariff
Board, the ostensible reason for the price war was
the sale of Russian oil, stated to be ‘stolen oil’ in
India.* The Burma Oil Company, the premier oil
company in India, made arrangements with the Royal
Dutch Shell Group and the Anglo-Persian Oil Com-
pany, who were formidable rivals, to control and fix

*The Indian Year Book—1935-36, p. 705,

+ For an interesting account of the progress of the Petroleum
Industry—see the Report of the Indian Tanff Board regarding
the grant of protection to the Oil Industry—1928—Chap. I.

3 Majority Report of the Indian Tariff Board regarding the grant of
protection to the Oil Industry—1928, par, 24.
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the price of oil products in India.* The Standard Oil
Company, had to follow the prices fixed by the Kero-
sene Pool mentioned above. It was difficult for the
Company to sell at a lower price in Indian market so
long as prices were based on American Gulf prices.
The Shell group had obtained a dominant position
in India by arrangement with the local companies.
The acquisition of Russian supply by the Standard Oil
Company was a menace to Shell. In view of these
circumstances, the Shell group threatened a price war
and obtained the co-operation of the Burma Oil
Company for the same. On 21st September 1927,
two days before the first consignment of Russian
kerosene oil was landed in India, the Burma Shell
Group reduced the price by Re. 1 per 8 gallons.* The
Indian petroleum industry, thereupon, applied to the
Government for the grant of protection on the ground
that the indigenous industry was hit hard by the
kerosene oil rate war between the Standard Oil Com-
pany and the Royal Dutch-Shell Group, which had
resulted in the dumping of kerosene oil in India at
prices below world parity. The Government of India
referred the question to the Tariff Board on 26th
March 1928.%

Findings of the Board.—The Tariff Board$
issued its Report in September 1928. There was a
difference of opinion among the members of the Board.
The majority of the Board held that the sale of kero-
sene in India below world parity as a result of the price
war was established.® They considered the question
whether it was in the national interest that protection
should be given against the dumping of imported

# Majority Report of the Indian Tanff Board regarding the grant of
protection to the Oil Industry—1828, par. 19.

+ Ref. Ibid., par. 23

t1bhd., pars. 1-3.

The personnel of the Board was as follows .—

President—Mr (now Sir) P P. Ginwalla.
Members :—M» A. E. Mathas, Dr, J. Matthai.

9 Majority Report of the Indian Tariff Board regarding the grant of
protection to the Oil Industry—1928, par. 36.
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kerosene and concluded that the price war in kerosene,
while of immediate benefit to the consumer, would
neither adversely affect (Government revenue, nor
seriously prejudice the future production of oil in
India. On the other hand the economic pressure
resulting therefrom was likely to reduce the costs of
production and lead to better utilization and conserva-
tion of the mineral resources of the country.* On
these they held that dumping in this was not contrary
to the national interest. In their opinion no case had
been made out for safeguarding the Indian oil
industry against the sale of imported kerosene below
world parity.

Regarding the danger of price war in petrol, the
majority held that foreign petrol would not be im-
ported into India on any considerable scale within the
next two years. It was considered impossible to fore-
see the events at the end of that period. According
to them no immediate measures were called for.t

The President Mr. (now Sir) Padamjee Ginwala
dissented from the views of the majority though he
agreed with them that no case had been established
for the grant of protection in any form either as regards
kerosene or petrol.

The President held that the failure to disclose
certain facts regarding the offer of compensation by
the Dutch Companies for losses suffered by the
Burma Oil Company and other Indian associate com-
panies, might alone justify a summary dismissal of
the application in the interest of public discipline.
However, he held that the allegation of dumping had
not been established.§ In fact the indigenous industry

* Majority Report of the Indian Tariff Board regarding the grant of
protection to the Oil Industry—1928, par. 77.

+ Ibid., par. 84,

1 Minority Report, Zbid., par. 4.

§ Ref. Ibid., par. 18,
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and the importers were selling kerosene oil at prices
in excess of American parity. He pointed out that up
till March 1928, the price war had no adverse effect
on the financial position of the British Burma Petro-
leum Company and the Indo-Burma Petroleum
Company.* The reduction since then in their revenue
so far as it was due to the price war would have no
serious consequences on their future. He, therefore,
held that no recommendation was required regarding
the protection of kerosene industry.t As regards the
question of protection to petrol, it was held that a
shortage of petrol might lead to a rate war though it
was difficult to predict its date or the form it might
take. TUlntil it was known, it was not thought necessary
to make any recommendations.*

Government Decision.—The Government of
India agreeing with the Board declined to take any
steps to protect the indigenous industry.

IV. Heavy Chemical Industry

Introduction.—The importance of the chemical
industry in any country can hardly be exaggerated.
The industrial growth of different countries shows
that the establishment of chemical industry precedes
that of other large scale enterprises, for the obvious
reason that chemical industries are really the basic or
key industries. “In a modern state the development
of chemical industries on a scale that renders them
an important factor in the economic life of the state—
as they are in England, Germany and America—
necessitates the provision of certain essentials at
sufficiently low rates.” These essentials are, at first,
the fundamental heavy chemicals, especiall sulphuric
and hydro-chloric acids, lime, caustic soda, sodium

# Ref. Minority Report of the Indian Tariff Board regarding the

nt of protection to the Oil Industry—1928, par. 24,

+ Ibid., par. 29.
3 Ibid., par. 46. d
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carbonate, nitric acid, etc.* The three main chemical
industries are those relating to acid, alkali and metal-
lurgical products of the acids, the sulphuric acid is
the most important, in fact the key to all other
chemical industries.

India is well endowed for the development of large-
scale chemical industries, as regards both raw materials
and marketst and (according to the survey made by
the Indian Munitions Board*) she may hope eventually
to produce successfully various types of mineral acids,
alkalis, coal-tar products, vegetables, etc. Inspite
of these vast potentialities only a few heavy chemicals
were manufactured in India before the War.§ During
the War, a considerable stimulus was given to the
Indian chemical industry and a large number of
chemicals were manufactured on a commercial scale
for the first time.¥

Claim to Protection.—The War as already
pointed out had given a considerable stimulus to the
manufacture of many of the chemical products. The
industry had already been established in India, but
the keen competition of powerful IZuropean syndicates
threatened its existence.*™ The management of the
Eastern Chemical Company and the Dharamsi
Morarji Chemical Companv requested the Government
of India to extend protection to the heavy chemical
industry. tt

# Indian Munitions Board—Industrial Hand TDook—1919, p. 58,
4+ Indian Tndustrial Commission—1916-18—Report, par, T79-(b).
1 Indian Mumtions Board—Industrial Hand Book—Chemical Indus-
tries, pp 58-112.
§ Indian Industrial Commission—1916-18—Renort, par. 79-(b). .
9 The principal chemical works m India, at the time of the Tariff
Board inquiry on the question of protection in 1928, were as
follows i—
The Dharamsi Morarji Chemical Comnanv, Ltd ., Ambernath,
The Eastern Chemical Company. Ltd . Bombay.
Messrs. Parry and Company’s Works, Ranipet.
Messrs, D Wadia and Company, Itd., (Calcutta.
The Bengal Chemical and Pharmaceutical Works, Ltd.,

Calcutta. .
Ref. Report of the Indian Tariff Board on the Heavy Chemical
Industry—1929, par. 30.)
_ W Ref. Ibid., par. 2.
++ Ref. Idid., par. 1.
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The question of protection to the heavy chemical
industry was referred to the Tariff Board on 16th July
1928.

Findings of the Board.—The Tariff Board took
sulphuric acid as the basis of the whole group of
chemicals considered in their Report. The Board
concluded that the claim of the industry for protection
rested primarily on its supreme national importance. It
was a kev industry, whose products were used in
almost all industries, it was indispensable for national
defence and it provided an essential foundation for
chemical research in industries and agriculture.*

The Board firstly justifving the claim for protec-
tion in the light of paragraph 106 of the Report of the
Fiscal Commission, which recommended the grant of
protection not on ordinary economic ground but on the
ground of national safety, also pointed out that the
industry substantially fulfilled the conditions laid down
by the Fiscal Commission. As regards the first condi-
tion, the Board held that the market in the country was
sufficiently big to warrant production on an economic
scale.t The machinery required was simple and easily
handled by Indian labour.* Tn respect of raw
materials, though India possessed several of those
required; sulphur which was the most important raw
material was lacking, but its absence was not consi-
dered a bar to the grant of protection. India in this
respect was at no disadvantage as compared with the
two principal competing countries, Great Britain and
Germany. It was further pointed out that there were
alternative sources of supplies such as zinc concen-
trates, copper sulphide and gypsum which were in
sufficient quantities and in times of war might prove

*Ref. Report of the Indian Tariff Board on the Heavy Chemical
Industry—1929, par. 38

+ Ref. Ibid., par. 21
2 Ibid., per. 22.
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of great value.* The industry satisfied the first con-
dition of the Fiscal Commission for the grant of
protection.

Dealing with the second condition, the Board
expressed the view that under existing circumstances
it was quite certain that the industry could not possibly
develop and would in the natural course cease to exist
if no protection were granted.*

As regards the third condition, the Board held that
in view of the prospects of further economies and in-
creased output, the industry would eventually be able
to dispense with protection.* The conclusion of the
Board was that the chemical industry was well qualified
for protection on all grounds.

Recommendations of the Board.—The Board
recommended that protection should be given in the
form of specific duties and proposed specific duties on
different articles. In the case of epsom salt and zinc
chloride the specific duties proposed were equivalent
to ad valorem duties of 44 per cent. and 34 per cent.
respectively. On other chemicals the duties repre-
sented substantially the existing revenue duties.§ No
limit was fixed to the period of protection, but another
enquiry was recommended after 7 years.Y The Board,
realising the close connection between the chemical
industry and the manufacture of artificial fertilisers,
held that the manufacture of superphosphate was a
suitable industry for the grant of protection, which
should take the form of a bounty.* They recommend-
ed reduction of railway freights with a view to the
formation of a large scale chemical industry in India.t

* Ref. Report of the Indian Tariff Board on the Heavy Chemical
Industry, 1929, par. 137, v

+ See Ibid., par. 47.

$ Ibid., par. 67.

§ See for detailed recommendations, Ibid., par. 69

9 Ibid., par. 75,

** Ibid., par. 137-(16-19).

++ Idid., par. 130,
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Having regard to the overproduction in Europe and
manipulation of prices by powerful European Com-
bines, the Board recommended that the Governor-
General-in-Council should be empowered to impose
additional duties on being satishied that chemicals
were entering India at such prices as were likely to
render the protection gjven ineffective.*

* Government Action.—After a very considerable
delay, the Heavy Chemical Industry (Protection) Act,
was passed on 1st October 1931. It gave effect to
some of the recommendations of the Tariff Board.
Magnesium chloride was removed from the free list,
on this and other heavy chemicals such as acids,
chlorides and sulphates of certain metals, protective
duties at varying rates ranging from annas 6 per cwt.
to Rs. 5-3-0 per cwt. were imposed upto 3i1st March
1933, except in the case of magnesium chloride, the
}K/}'otective duty on which was to operate upto 3ist

arch 1939. The latter could be enhanced if neces-
sary. These protective duties lapsed on 31st March
1933 and the chemicals protected so far became liable
to the ordinary revenue duties imposed under the
Tariff Act, 1894, as amended subsequently in 1934.%

Concluding Observations.—In order to put the
chemical industry on a firm basis, the Tariff Board in
1929 recommended protection for a period of 7 years.
The Government, however, took action as late as 1931
and the period of protection was restricted upto 31st
March 1933. It would be apparent from the findings
of the Board that official measure of protection was
totally inadequate. In view of the statement made by
the Tariff Board, viz., “ If India is ever to become
industrialised on any considerable scale, the establish-
ment of the chemical industry on a firm basis is clearly

# See Report of the Indian Tariff Board on the Heavy Chemical
Industry—1929, pars. 74 & 137.

+ Bulletins of Indian Industries & Labour—No, 57--State action in
respect of Industries—1928-35, p. 73.



236

a matter of great importance.”* The need of giving
security to the heavy chemical industry for a longer
period could not be said to have been over-emphasised.
We advocate, theretore, an early review of the present
position by the Tariff Board and the prompt grant of
adequate protection if the industry is able to establish
its claim.

V. Glass Industry

Introduction.—(Glass-making is a very ancient
industry. Glass was maufactured in India centuries
before the Christian era. Pliny mentions, “ Indian
glass made from crystals as being of superior quality.”t
However, no traces survive of the ancient industry.
The manufacture of glass in India on modern
European lines dates from the nineties of the last
century, when some pioneer efforts were made in this
direction. Since then a number of concerns have
been started. Between 1892 and 1900 five modern
factories were started, but they all were wound up
sooner or later, the last of them failing in 1908. In-
spite of the previous failures, sixteen new factories
were established during the Swadeshi period 1906-13.
Only three of these factories, however, were in opera-
tion on the eve of the War, and none of them was
making a commercial profit. The outbreak of the
War at once stopped the flow of imports from
Germany and Austria. To supply the need thus
created new factories came into existence; and it was
estimated that in 1918 about twenty factories were at
work.*

In its present foim the industry takes two well-
defined forms—(1) the indigenous cottage industry
and (2) the modern factory industry. The indigenous

# Ref. Report of the Indian Tariff Board on the Heavy Chemical
Iflustry—1929, par. 23.

+ The Indian Year Book—1937-38, 716.

tRef Report of the Indian Tariff Board on the Glass Industry—
1932, pars. 1.3
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industry is spread all over India but is chiefly con-
centrated in Firozabad district of the United Pro-
vinces and the Belgaum district in the South. The
factory industry is yet in its infancy and its production
is mainly confined to the manufacture of lampware
and to a less extent, of bottles and carboys.*

Claim to Protection.—The struggle against
competition with imported goods including the silk’
bangles from Japan continued till the industry
received some assistance from the increase of the
revenue duties from 15 to 20 per cent. in March 1931
and to 25 per cent. in September under financial stress
of the Government. In the meantime the industry
applied for protection originally in 1926 and subse-
quently in 1929.t

The Government in response referred the claim of
the industry for protection to the Tariff Board on 2oth
October 1931. The Board submitted their Report in
March 1932, but it was not released until June 1935.
(See below p. 238.)

Findings of the Board.—The Board conducted
an extensive investigation into the claim for protection.
They examined the claim in light of the three condi-
tions laid down by the Fiscal Commission. The first
condition requires that the industry claiming protection
must possess natural advantages in the fgorm of an
abundant supply of raw material, cheap power, a
sufficient supply of labour and a large home market.

The raw materials used by Indian manufacturers
are silica which is obtained from sand and sodium
oxide which is generally introduced in the form of soda
ash. The Board, considering the supply of sand,
found that all the sand used in Indian glass works was

#@G. B. Jathar and S. G. Beri—Indian Economics—(Fourth Revised
Edition—Vol. II, p. 66.

+ Report &f the Indian Tariffi Board on the Glass Industry—1932,
par. 64.
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obtained from deposits in the country.* In respect
of soda ash satisfactory sources were not yet
in existence in India and the industry was depen-
dent upon imported supplies. The Board did not,
however, consider that this fact in itself invalidated the
claim for protection.! The majority of Indian coals
were considered suitable for use in glass furnaces.* The
glass industry was said to cnjoy special advantages
in regard to labour.§ In respect ot market it was held
that apart altogether from plate glass, scientific glass-
ware, the best tableware and electric bulbs which the
Indian industry had not yet attempted to produce,
there was in India a market sufficient not only to
absorb the whole of the output of the existing fac-
tories, but also to justify the cstablishment of new
factories."

The glass industry thus satisfied the first of the
conditions prescribed by the Fiscal Commission.

In discussing the applicability of the second and
third conditions, the Board dcalt with each class of
glassware separately. The principal classes of articles
were classified as follows :—

(1) Sheets glass, plain and figured.
(2) Blown ware and pressed ware.
(3) Bangles, beads and false pearls.

The Board held that all these three groups satisfied
the second and third conditions of the Fiscal
Commission.™

Recommendations of the Board.—The Board
recommended the grant of protection for a period of

* Report scif the Indian Tarff Board on the Glass Industry—1932,
ar. 31,
+ Ibid., purs 39 and 42
1 7Ibid , par. 55
%Ibid , par. 57
Ibid., par. 62.
% Ref. Ibd., pars. 75, 90 and 114,
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ten years* and outlined proposals for protective
duties on the following basis :—*t

(1) Sheet and plate glass including figured and
ribbed glass—Rs. 4 per 100 sq. feet or 25 per cent.
ad valorem whichever was higher.

(2) Bangles, beads and falsc pearls—s50 per cent.
ad valorem.

(3) Glass and glassware of certain specified types—
50 per cent ad wvalorem.

Government Decision.—Although, as previously
stated, the Board presented their Report in March
1932, it was not until June 1935, that the Government
of India published their decisions and released the
Board’s Report.  The decision of the Government of
India was adverse to the findings of the Tariff Board.
They rejected the plea for protection on the ground
that the absence of indigenous supplies of raw materials
(namely soda ash) constituted a disadvantage to the
industry which cannot possibly be balanced by any
advantages which it possessed in other respects.
They, however, postponed their final decision until
the possibilitics of tapping new sources of supply of
soda ash were fully explored. Although the claim to
protection was not accepted; concessions, valid for three
years, in the shape of refunds of the entire import duty
paid on soda ash of British or Colonial origin and the
excess over 10 per cent. ad walorem in the case of
non-British ash used by Indian glass manufacturers,
were sanctioned by the Government.* At the end of
three vears further reference is to be made to the
Tariff Board if it appears that a prima facie case for
protection then exists.

* Ref. Report of the Indian Tariff Board on the Glass Industry—
1932, par. 121

+ Ibid., par. 119.

% Ref. Bulleting of Indian Industries & Labour—No, 57—S8tate action
in respect of Industries—1928-35, p. 73.
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Conclusion.—This decision of the Government
of India created great disappointment among the glass
manufacturers and has been the subject of adverse
criticism in general. As mentioned in this section,
the Tariff Board while admitting. that satisfactory
sources of soda ash were not in existence in India,
did not consider that this fact in itself invalidated
the claim for protection advanced by the glass
industry. Here we may mention that even Industrial
Commission had pointed out the need for a systematic
investigation into the economic possibilities of glass
making as sand and lime suitable for its manufacture
occurred in many parts of India* The consideration
of the advantages of raw materials and natural pro-
tection due to the nature of the material, glass itself,
and the disadvantages of a lack of technical skill and
need of importing specialized machinery from abroad,*
leads us to the conclusion that the industry under the
cover protection could have made substantial progress.
The Government took a very narrow view of their
responsibility towards the industry. Their policy in
this case has naturally given rise to the criticism that
the Government of India are whittling down the policy
of discriminate protection and are showing occasionally
excessive Free Trade bearings by going against the
unanimous findings of a Board appointed by
themselves.

VI. Miscellaneous Industries

In this part of miscellaneous industries it is pro-
posed to deal with the following industries :—

(1) Magnesium Chloride Indusiry,
(i) Plywood and Tea Chest Industry and
(iii) Gold Thread Industry.

* See Indian Industrial Commission—1916-18—Report, par. 68,
t Cf. J. C. Coyajee—The Indian Fiscal Problem, pp. 135-136,
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(1) MacnestuM CHLORIDE INDUSTRY

Introduction.—We shall review the position of
this industry when its case for protection was
examined by the Tariff Board in 1924. The manu-
facture of magnesium chloride in India was carried
on both in the Madras and in the Bombay Presidencies.
In the Bombay Presidency magnesium chloride was
manufactured at two places in the desert of Cutch—
Kharaghoda and Kuda—both of them important salt
areas In Madras the Shomtir Salt Company, Ltd.,
was the only important concern in this industry. But
the main concern engaged in this industry in India
was the Pioneer Magnesia Works at Kharaghoda,
which was established in 1916. During the remaining
years of the War and for three years thereafter, prices
remained high and the Companv was exceedingly
prosperous. But in 1922 the price dropped rapidly
and by the end of the year the factory was forced to
close down.

First Enquiry.—The question of the grant of
protection to the magnesium chloride industry was
referred to the Tariff Board on 10th April 1924. The
Board held that the industry satisfied the first and
the second conditions as laid down by the Fiscal
Commission, but failed to satisfy the third. The
supplies of raw materials were considered to be
enormous. The industry also possessed the advantage
of cheap labour and a large home market.* The
industry thus satisfied the first condition regarding
natural advantages. As regards the second condition,
the Board held that without protection the industry
could not be carried on except at a heavy loss.t

#Ref. Report of the Indian Tariff Board on the Magnesium Chloride
Industry—1925, pars, 8 & 9.

+ Ibid., per. 10.
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According to the third condition, the industry asking
protection ought to be able to show that eventually 1t
will be able to hold its own and face world competi-
tion without protection. The Board, after examining
the facts and figures of cost of production, concluded
that the applicants had failed to show that eventually
the industry would be able to dispense with extraneous
assistance and did not therefore fulfil the third condi-
tion as laid down by the Fiscal Commission.* On this
ground the claim to protection was not held to be made
good. The Government of India agreed with the
conclusion of the Board and the industry thus failed
to obtain protection.t

Second Enquiry.—The question of protection to
the magnesium chloride industry was again considered
by the Tariff Board, while examining the claim to pro-
tection of the heavy chemical industry which was
referred to the Board on 16th July 1928. In the
course of the previous enquiry it had been found that
the first two conditions of the Fiscal Commission were
fulfilled. Regarding the third condition it was held
that the industry would never be in a position to stand
against foreign competition unaided and therefore did
not qualify for protection. It appeared in 1924 that
the industry faced by severe competition from Japan
would rapidly succumb. But this had not been the
case. The industry under the cover of the revenue
duty of 15 per cent. ad valorem made reductions in
costs in several directions and processes. The output
which was 1,300 tons in 1922 increased to 2,700 tons
in 1927.3 It appeared that the industry was on the
point of being firmly established. But the removal of
the revenue duty of 15 per cent. ad valorem from
October 1927 to placate the cotton textile industry,

» Rof. Report of the Indian Tariff Board on the Magnesium Chloride

Industry-—1925 r. 27,
+ A, r;}“ Crl%w—Tﬂepgtate and Industry—pp. 123-124, X
+Report of the Indian Tariff Board on the Magnesium Chloride

ndustry—1929, par. 3.
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again reduced the industry to a precarious condition
and necessitated a renewcd application for protection.*

The Board endorsed the conclusions of the pre-
vious enquiry regarding the first two conditions of the
Fiscal Commission. Regarding the third condition,
they held that the conclusion of the previous enquiry
required re-consideration, owing to the development
of the industry since 1925. The Board pointed out
that there were prospects for further economy in the
costs of production and the expansions of market.
They considered therefore that the industry would
eventually be able to face foreign competition unaided,
thus satisfying the third condition of protection.*

To this end the Board recommended the imposition
of a specific duty of six annas and eleven pies per cwt.
for a period of seven years.*

In accordance with these recommendations an Act
was passed in 1931 imposing a protective duty of
annas 7 on magnesium chloride until 31st March
1939.5*

We strongly approve of the policy of the Govern-
ment of India in granting protection to the magnesium
chloride industry. The industry, which commenced
operation during the War, was in need of protection
when the first enquiry was made. At that time the
industry was refused protection on the ground that it
would not eventually be able to dispense with protec-
tion. A rigid enforcement of the conditions of

% Report of the Indian Tariff Board on the Magnesium Chloride
ndustry—1929, X 59.
+ Ref. 7Ibid., par. 14.

$ Ibid., par. 17.

§* Bulletins of Indian Industries & Labour—No. 57—S8tate action in
respect of Industries—1928-35, pp. 72-73.

As the period of protection was to expire on the 3lst March 1939,
the Government of India referred the question whether any, and
if so what protective measures should be continued after that
date to the Tariff Board on the 18th December 1937—For the
recommendations of the Board and the action of the Government
—8e¢e Appendix VI,
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discriminate protection laid down by the Fiscal Com-
mission would have resulted in the total extinction
of the industry, but under the cover of high revenue
duty, the industry made some progress. But on the
removal of the duty, the industry had again to face
the severe foreign competition. If at this juncture
assistance had not been extended, there was the danger
of the industry ceasing to exist. Thus the protection
granted in 1931 may be fully justified.

(i) Prywoop anp Tea CHEST INDUSTRY

Introduction.—During the War, the price of
imported vencer boxes rose rapidly and considerable
difficulty was cxpericnced in meeting the demands of
the industry. It was obviously a matter of great
national importance that the shipment of tea should be
maintained and in the year 1917, at the request of the
Munitions Board, the Surma Valley Saw Mills decided
to undertake the manufacture of plywood and obtained
a first class certificate of priority for the import of
the necessary plant. In the next year, the Assam
Saw Mills and Timber Company was floated and was
granted a thirty years’ lease for the extraction of
timber from the North-east frontier tracts provided
that the Company erected an up-to-date veneer factory
within two years. A similar condition appeared in
the lease of the Buxa Timber and Trading Company
which was floated shortly after the floatation of Assam
Saw Mills and Timber Company. The Surma Valley
Saw Mills and the Assam Saw Mills and Trading
Company went into liquidation and the works of the
Buxa Timber and Trading Company were acquired
by a new Company."

Claim to Protection.—The post-War years were
a period of intense competition for the tea chest

*For detail—see Report of the Indian Tariff Board regarding  the
frsnt of pigtmctxon to the Plywood and Tea Chest Industry—
, par. 18.
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industry. Finland which held the first place among
the plywood exporting countries, increased its export
from about 13,000 tons in 1920 to about 44,000 tons
in 1925 Esthonia, Russia and other countries
exporting plywood had also increased their output.
Competition in the markets of the world had been
intense and prices had been reduced to the minimum.*
It was impossible for the tea chest industry in this
country to hold out much longer against severe foreign
competition without assistance.

The question of protection to the plywood and tea
chest industry was therefore referred to the Tariff
Board on 26th May 1927.

Findings of the Board.—The Board examined
the case in the light of the three conditions as laid
down by the Fiscal Commission for the grant of
protection. As regards first condition in respect of
natural advantages the Board held that all the raw
material for the manufacture of plywood and tea
chests were available in India.t The other factors
referred to in the first condition, namely, cheap power,
sufficient labour and a large home market, were also
satisfied.* The Board, however, held that the manu-
facture of plywood products other than tea chests,
did not require any assistance.

Dealing with the second condition, the Board con-
cluded that it would be impossible for the tea chest
industry in this country to hold out much longer against
foreign competition without assistance.§ If protection
were granted to the industry, it would be able to face
foreign competition without protection within a reason-
able time. Thus all the three conditions were
fulfilled.

* Ref.—Report of the 1ndian Tariff Board regarding the grant of
protection to the Plywood and Tea Chest Industry—1927, par. 30.

+ 1bid., par. 28.

¥ Ref, Ibid., par. 29,

§ Ref. 7bid., par. 32,
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In the view of the Board the measure of protection
required by the industry was g annas 10.6 pies per
chest. Of this that (1) 24 annas to be given by way
of an ad valorem import duty on linings and fittings.
This meant that the existing duty on linings and
fittings should remain unchanged as a revenue duty.
(2) The import duty on panels and battens for tea
chests should be abolished and in its place an export
duty of 7 annas and 4.6 pies should be imposed on
each chest of tea exported, the panels of which were
not of Indian manufacture.* The period of protec-
tion was fixed at five years.*

Government Action.—Government accepted the
findings of the Board, but they were unable to agree
that protection should be given by an export duty,
which would lead to undesirable complications. They
were of the opinion that the Board attached undue
weight to the objections to the grant of protection by
means of an import duty. The additional burden
imposed on the tea industry by the duty would not
be a heavy one. They therefore decided to impose
a duty of 30 per cent. on all forms of plywood and on
battens and corner pieces of plywood chests and abolish
the drawback.* The 30 per rent. duty would in effect
give the same amount of protection as was recom-
mended by the Board.

Conclusion.—We approve of the action of the
Government in assisting the industry, whose existence
was threatened by severe foreign competition. In
view of the importance of India’s foreign trade in tea,
it is very desirable that she should be made self-
sufficient in respect of the requirements regarding the
industry.

*For detail—Ref Report of the Indian Tariff Board regarding the
grant of protection to the Plywood and Tea Chest Industry—
1927, par. 66.

% Ibid., par. 80.
¥ Report of the Bombay Chamber of Commeece—1028, pp. 144-145,
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(i) GoLp THREAD INDUSTRY

Introduotion.—Before the War, nearly all gold
thread in India was manufactured by the hot plating
process. Very crude methods of manufacture were
employed and the use of machinery in the industry
was much restricted. Immediately after the War,
dargely as a result of investigations by the Industries
Department, European methods of manufacture were
adopted, machinery introduced and gold plating by
the electric process began to supersede to a very Farge
extent the earlier and more expensive methods. The
chief centres of gold thread industry in India are
Surat and Benares. The industry is also carried on
to some extent in Bombay, Poona, Patna and Madras.*

Claim to Protection.—The Indian industry held
practically the entire market in Northern and Western
India, but had not been able to capture the market in
Southern India. In Southern India foreign manufac-
turers had built up trade connections extending over
many years. Their goods were reliable and unvarying
in quality. The Indian industry suffered from the
lack of trade connections, proper standardization
of quality and the competition from the sale of gold
thread smuggled through Pondicherry.* The gold
thread industry, in order to get an opportunity to
re-organize and to prevent the foreign manufacturer
from sharing in the extension of the market, applied
for protection. The claim to protection of the industry
was referred to the Tariff Board on 15th May, 1930.

Findings of the Board.—In the light of the three
conditions of the Fiscal Commission the Board
examined the claim to protection. Dealing with the
first condition they held that the raw materials required
by the industry, namely, gold, silver and silk existed
in India. The market for gold thread in India was

* Report gf the Indian Tariff Board on Gold Thread Industry—1950;
par. 5.
+ Ref. Ibid., pars, 89,
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considered steady and constant as the industry could be
carried on in the worker’s own home and commanded
cheaper labour than in Europe. The power supplied
by electricity in both Surat and Benares was considered
not unduly high. The first condition of the Fiscal
Commission was thus substantially satisfied.*

Under the cover of 38 per cent. ad valorem revenue
duty, the Indian gold thread industry had been able
to capture the market completely for all but the finest
classes of gold thread. In order to secure the market
for the finest classes of gold thread, it was held that the
industry required some additional assistance beyond
the existing revenue duty. Protection was held to be
necessary for the development of the industry.*

With regard to the third condition it was held that
with better machines, closer supervision and training
and with the co-operation of the Industries Depart-
ment, the industry would eventually be able to face
world competition without protection.*

The Board concluded that a case had been made
out for the protection of the gold thread industry and
recommended that the import duty should be fixed at
50 per cent. ad wvalorem, applying alike to real gold
thread, lametta, manufactures from silver wire such as
spirals, spangles, etc., and all colourable imitations.
They further recommended that the period of protec-
tion should be fixed at 10 years.$

Government Action.—The Government accept-

ed the findings of the Board and accordingly the Gold
Thread Industry (Protection) Act, was passed in 1931.7

* Report f(f) the Indian Tariff Board on Gold Thread Industry—1930,
par. 10.

t Ref. Ibid., par. 17.
3 Ibid., par. 18,
§ Ibid., par. 2T

9 Bulletins of Indian Industries and Labour—No, 57—Sta ion i
respect of Industries—1928-35, p. %2. e e action in
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Conclusion.—The action taken by the Government
to assist the gold thread industry was tfully justified.
Inspite of the introduction of machinery and European
methods, the industry has mainly remained a cottage
industry. Having regard to the important place,
which the cottage industries will continue to occupy
in the country’s economic life, we can no more afford
to neglect them than we can afford to neglect agri-
culture, however, keen our concern for the rapid pro-
gress of modern industrialisation may be. The
realisation of importance of cottage industries by the
Government is none too early.

VII. Tanning and Leather Industry

So far we have reviewed those industries which
received protection after the adoption of the policy of
discriminate protection. In this section, we propose
to deal with an industry, which received protection
from the Government even before the formal adoption
of the policy of discriminate protection as its new
industrial policy.

There has long existed a considerable indigenous
tanning industry in India under which locally available
tanning materials were used for curing and tanning
hides mainly to meet the local demand for inferior
kinds of leather. But the most striking changes have
taken in the European methods of tanning which were
first introduced by the military authorities to manu-
facture superior leather suitable for harness and other
military requirements; and tanneries usually followed
the establishment of arsenals. Before the War, the
important tanneries were the Cawnpore and Sion
factories and Madras tanneries.*

The War brought about important changes in the
Indian tanning industry and in the export trade in

*Cf. G. B Jathar and 8. G. Beri—Indian Economics—(Fourth
Revised Edition)—Vol. II, pp. 55-66.
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hides and skins. During the War period the tanning
and leather industry underwent a remarkable transi-
tion. The Industrial Commission which made an
exhaustive survey of the Indian tanning industry came
to the conclusion that it was quite possible to develop
the industry in the country.* The Indian Munitions
Board directed its activities towards increasing the
outturn and regulating the production of those kinds
of leather which possessed a special value as war
material. Under the stimulus thus obtained, the
tanning industry made very rapid progress. The
annual output of boots and shoes was twenty times
bigger at the end of the War than before it. Under
the system of Priority Certificates adopted by the
Munitions Board, efforts were made to stimulate the
manufacture of certain classes of leather goods pre-
viously imported from abroad, such as roller skins,
pickerbands, leather belting and the raw hide pickers
required by the textile mills.t

On the cessation of the War, when the military
purchases of the Government ceased, an export duty
of 15 per cent. ad valorem was levied on raw hides
and skins in October 1919 as a measure of protection
to the Indian tanning industry. There was, however,
to be a rebate of 10 per cent. on hide and skins export-
ed to other parts o[P the British Empire and actually
tanned there. The rebate was defended on the ground
that Indian tanneries could only deal with a small
proportion of the total supply of hides and skins in
the country and it was desirable to help the tanning
industry within the Empire so as to divert the tanning
of Indian hides from Germany to British Empire.
The experiment, however, failed to achieve either of
the two objects. The Indian tanning industry did not
flourish as was expected and there was a fall in the

# Indian Industrial Commission—1916-18—Report, p. 366.
¢ Industrial Hand Book of the Munitions Board, pp. 160-168.
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export of hides from India and the trade again passed
to Germany.*

The Fiscal Commission condemned the export
duty as wrong in principle on the ground that if
protection was needed by the Indian industry it should
have been given through an import and not an export
duty.* The Government of India, accordingly reduced
the duty to 5 per cent. and abolished the 10 per cent.
rebate in 1923, the partial retention of the duty being
justified only as a revenue measure. The majority of
the Taxation Inquiry Committee, however, advised
its early abolition. The minority was opposed to the
abolition on the ground that the experiment of the
preceding few years was not conclusive and advocated
a determined policy of protection for the Indian
tanning industry. The abolition of the duty was
rejected by the Assembly in March 1927 as it was held
that such a course of action would be detrimental to
the prosperity of the Indian industry. The Hides
Cess Inquiry Committee appointed in 1929 recom-
mended the imposition of a 1 per cent. ad valorem
cess on the export of raw hides and skins for the
improvement of the raw stock and of the tanning
and other allied industries. It recommended the
retention of the export duty pending its separate
consideration by the Government. The 5 per cent.
export duty on raw hides was abolished by the Finance
Act of 1934 owing to the decline in the export trade
with Germany. The export duty on raw skins was
abolished by the Finance Act of 1935 in order to help
the revival of the export trade of India.*

The claim for protection of the Indian tanning
and leather manufacturing industry as a key industry

*Ref. G. B. Jathar and 8. G. Beri—Indian Economics—(Fourth
Revised Edition)—Vol. II, pp. 57-58.

t Ref. Report of the Indian Fiscal Commission—1921-22, par. 190,

tRef. G. B. Jathar and 8 O. Beri—Indian Economios—(F
Bovised Bdition)—Vol. 11, pp. 8600, o Ceonomioe=(Fourth
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deserve to be carefully considered without delay. At
the same time a sustained effort should be made to
bring about speedy internal improvement with the
help of a small cess on export of raw hides and skins.

VIII. Agricultural Protection

In this section it 1s proposed to discuss the exten-
sion of the policy of protection by the Government
of India to agricultural products grown in India.
Protection in India in the past years has generally
been considered as being essential for the develop-
ment of manufacturing industries and not for the
agricultural industry. In fact there was an agitation
which is by no means dead to-day for imposing
restriction on the free export of raw materials and
foodstuffs grown in the country. Latterly, however,
conditions of international production and competition
have changed and the question of granting protection
to Indian agriculture has raised its head in the case
of Indian wheat and rice. It may be added, however,
that in both these cases the question was decided by
the Government of India in consultation with the
Legislative Assembly without any reference to the
Tariff Board.

(1) Wheat.—We may firstly deal with the position
of wheat. The principal wheat-producing provinces
in India are the Punjab and the United Provinces.
The export trade in wheat had been growing since the
opening of the Suez Canal in 1870. The average
export for five years before the War was 1,308,000
tons valued at Rs. 13,96 crores. Since then,
especially in the post-War years, the export of wheat
have fallen considerably. In 1935-36 the export
amounted to about 10,000 tons valued at .5 lakhs
rupees as compared with 20,200 tons in 1931-32 valued
at 15 lakhs and the average of 237,000 tons valued at
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3.7 crores for the first post-War quinquennium.* The
uneconomic expansion of cultivation since the War
(under shelter of subsidies and import barriers) in both
the exporting and importing countries is the crux of
the international wheat problem.*

In the face of keen competition and lower values
in post-War years India has been forced to hold aloof
from the international market.* In some home mar-
kets, Indian wheat had to face even the competition of
imported Australian wheat which became very pro-
minent in the years 1930 and 1931 when the eftects of
the world economic crisis were acutely felt in India.
The imports of wheat from Australia amounted to
209,000 tons in 1930-31 which constituted go per cent.
of the total imports.$

With a view to assisting the sale of indigenous
wheat in competition with the wheat imported from
Australia, an Act imposing an import duty at the rate
of Rs. 2 per cwt., temporarily, on wheat and wheat
flour imported into India was passed in 1931 and came
into force on the 20th March." This duty was
extended from time to time. In 1935 and 1936 the
duty was lowered. The rate of the duty was fixed at
one rupee per cwt. in 1936 and its life was limited to
one year.*™ The protective duty of one rupee pet
cwt. on wheat and wheat flour expired on the 3ist
March, 1937.1t

The protection enjoyed by Indian wheat during
the critical years of world economic depression may
be said to have come in handy to the grower of Indian
wheat, especially in the Punjab. Its absence would

* Review of the Trade of India in 1935-36, p. 193.

+G. B. Jahar and S. G. Beri—Indian Economics—(Fourth Revised
Edit,ion?—Vol. I, pp 173-174.

Il;zl_'ddetsi a:eee Review of the Trade of India—1930-31, pp. 92-94.
id., p. 98.

%Rof. Bulletins of Indian Industries and Labour—No., 57—State
action in respect of Industries—1928-356, p. 72.

#% Ref. Review of the Trade of India in 1%%-36. p. 15.

t+ Review of the Trade of India in 1936-37, p. 31.
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have resulted in a further disastrous drop in wheat
prices and aggravated the agrarian crisis in the Punjab
and other wheat growing provinces. Its termination
is not likely to have an adverse effect on the fortunes
of Indian wheat as there has been in recent years a
recovery in wheat prices. The imports of wheat into
India in 1936-37 were insignificant amounting only to
100 tons as against 13,100 tons in 1935-36.* °

(2) Rice.—Rice is the leading crop of India as it
is the staple food of most of the people of the country
and it occupies about 30 per cent. of the whole culti-
vated sown area. India is the largest exporter of rice
in the world.* India exported 2,326,000 tons of rice
in 1929-30. The quantity exported decline mainly
owing to the world economic crisis to 1,593,000 tons
in 1934-35.% The contraction in the demand for
Indian rice in foreign markets has been partially
counteracted by the preference enjoyed by the Indian
rice in the United Kingdom since the conclusion of
the Ottawa Agreement in 1932.

In recent years imports of rice into India from
Siam, French Indo-China and Japan have showed a
phenomenal increase. Thus the imports in 1934-3%
amounted to 394,051 tons as compared with 88,405
tons in the previous year. These imports consisted
of broken rice, the by-product of the milling industry,
which greatly depressed local prices.$

In order to protect the better grades of rice pro-
duced in Madras from the severe competition of the
imported broken rice into India, a duty of 12 annas
per Indian maund of 82.2/7 lbs. was levied in 1935.1

* Ref. Review of the Trade of India in 1936-37, p. 109.

t G. B Jathar and S. G Beri—Indian Economics—(Fourth Revised
Edition)—Vol. I, p. 171,

I Review of the Trade of India in 1934-35, p- 96.
§ Ibid., p. 99,
9 Ref. Ibid., p. 19,
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*This duty was extended from time te time and is to
be in force upto 31st March 1939.* Both the imposition
of the duty on rice and its extension upto March 1939
may be welcomed as a measure of assistance to the
grower of Indian rice having regard to the fact that
agricultural prices have not yet tully recovered from
the effects ot the economic crists. As a result of the
imposition of a protective duty imports of rice, chiefly
from Siam, steadily declined from 283,000 tons in
1934-35 t0 90,000 tons in 1935-36 and further to 18,000
tons in 1936-37.%

(B) Removal of Tariff Anomalies

Introduction.—In the concluding part of this
chapter it is proposed to deal with one important aspect
of the policy of discriminate protection in India, viz.,
the removal of tariff anomalies.

In addition to the grant of substantive protection
to the various industries as detailed in preceding
chapters, assistance has been given to certain
industries on the recommendation of the Tariff Board
by the removal of import duty on raw material and
the tariff anomalies. In latter cases, the duty on the
raw materials required by the Indian industry was
alleged to be higher than that on the finished products.

Under the Resolution of the Government of India
dated 28th March 1925, the following applications were
referred to the Tariff Board for the removal of tariff
anomalies.

Tariff equality in respect of the manufacture of :—

(1) Camel hair, cotton and canvas ply belting.
(i) Electric wires and.cables,

* This duty is continued for another year, i.e, upto March 1940,
t Review of the Trade of India in 1937-38, p. 75.
3 Review of the Trade of India in 1936-37, p. 108
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(iii) Manila rope.

(iv) Printing type.

(v) () Carbon brushes, (b) Healds and Reeds.
(vi) Shuttles.

We shall firstly review the removal of import duty
on sulphur and spelter and then proceed to examiné
the above mentioned cases of tariff inequality.

(I) Removal of Import Duty on Sulphur

The Tariff Board was asked to examine the question
of the removal of the import duty on sulphur on sth
October 1923. The Board held that sulphur was not
produced on a commercial scale in India and was not
likely to be produced in the near future and so no
domestic interest would be prejudiced by the removal
of the import duty on sulphur. On the other hand,
the removal of the duty would be of substantial benefit
to the Indian chemical industry and to the manufac-
ture of fertiliser, as well as to other industries. On
these grounds the Board recommended that the import
duty on all kinds of sulphur should be removed.*

The proposal of the Tariff Board was accepted by
the Legislative Assembly in June 1924 and sulphur
was exempted from the payment of import duty by
executive orders. Statutory effect was given to the
proposal with the passing of Act XIV of 1925 in the
following March.*

We may approve the action of the Government for
the removal of the import duty on sulphur. This
material is used as raw material for many industries
and it may be stated that such a removal i1s a general
acceptance in protectionist countries.

* Report of the Indian Tariff Board re%arding the removal of the
mgort duty on Sulphur—1924, par. 11,
+A. G. Clow—The State and Industry, p. 123,
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(I1) Spelter and Galvanized Hardware

(i) Spelter.—The applicant Company (Indian
Galvanizing Company, Ltd.) complained that the
duties on the finished articles manufactured by them
were lower than those on the raw materials which they
had to import. They proposed therefore that (1) “ the
13 per cent. ad valorem duty on imported spelter should
be abolished, (2) the 15 per cent. ad valorem duty on
imported galvanized hardware should be increased at
least 20 per cent.; and (3) the duty on all kinds of
imported poles used for transmission lines, which
were classed as machinery at 24 per cent., should be
raised to 25 per cent., the rate applicable to fabricated
steel.”’*

The Board deferred consideration of the third
proposal on the ground that the question made it
necessary to consider how far the advantage to
industries generally of cheap machinery might be out-
weighed by the importance of assisting a particular
industry. They held that suggestions of that kind
could best be examined simultaneously and therefore
deferred consideration.

As regards the question of the removal of the duty
on spelter, the Board held that for a number of years,
India would be importing commercial zinc (commonly
known as spelter). Considerable quantity of zinc ores
were produced in India from the mines of the Burma
Corporation, but the ores were exported to Europe
and refined there. The Burma Corporation informed
the Board that they did not contemplate the manu-
facture of commercial spelter in India.t On a
consideration of the existing position of the manu-
facture of spelter, the Board concluded that the duties

* Report of the Indian Tariff Board regarding the removal of the
uty on Spelter and the enhancement of the duty on imported
Galvanized Hardware—1926, par. 1.

+ Ref. Ibid., par. 3.
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on spelter were inconsistent with the policy of discri-
minating protection on the ground that these hindered
the development of certain industries while they did
not benefit any domestic industry. The galvanizing
industry, manufacture of galvanized sheets, the manu-
facturers of brass and other alloys containing zinc were
likely to benefit from the removal of the duty on
spelter.® They, therefore, recommended that the
revenue duty on imported zinc and spelter of all kinds
should be removed.?

(n)y Galvanized Hardware.—The claim of the
Indian Galvanized Company, which was established
in 1913, was based on the fact that the Steel Industry
(Protection) Act, had imposed a higher duty on steel
sheet and that the competition of imported galvanized
hardware had become more and more severe.* As it
was not clear from the application whether the Com-
pany asked for substantive protection or merely for
a re-adjustment of the duty, the Board drew special
attention to this point in their questionnaire. From
the answers received the Board found that the claim
was primarily for the equality of tariff treatment rather
than substantive protection.§ They considered the
question from both the points of view and concluded
that no case for the re-adjustment of the duties had
been made out as the industry was calculated to benefit
from the removal of the duty on spelter by Rs. 11,000
while the protective duty on steel sheets added about
Rs. 15,000 a year. It was, therefore, held that the
industry would be little if at all worse off than it was
before the Steel Industry (Protection) Act was passed.”
They also held that the industry did not fulfil the
conditions laid down by the Fiscal Commission for

# See for detail—Report of the Indian Tariff Board regarding the
removal of the duty on Sg;lter and the enhancement of the duty
on imported Galvanized Hardware—1926, pars, 5.8
+ fbid., par. 8.
$1bid., gar. 10
Ibid., par. 11
Ibid., par. 12,
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the grant of protection. It was considered that while
the industry had certain natural advantages as its
principal raw material-steel sheets were produced in
India, the market for its products was very small and
there was little scope for its development.* No case
was, therefore, made for the imposition of a protective
duty on imported galvanized hardware.

Government Action.—On 3rd July, 1926, Gov-
ernment issued a resolution stating that the recommen-
dations of the Board for removing the import duty on
spelter should be considered at the time of the next
budget and in connection with the inquiry into further
protection for the steel industry in 1927. Government
accepted the Board’s finding in regard to the non-
imposition of a protective duty on imported galvanized
iron ware.? The duty on spelter was removed as
recommended by the Tariff Board, by Act III of 1927.%

(I11) Tariff Equality in respect of the
manufacture of—

(1) Camel Hair, Cotton and Canvas Ply Belt-
ing.—In order to give equality of treatment both for
Indian manufacturers and importers, the Board
recommended the following measures :—

Cotton Belting

The existing 15 per cent. ad wvalorem duty on
imported black proofing should be abolished and a
duty of 5 per cent. ad valorem should be imposed on
imported cotton belting.§

* Report of the Indian Tariff Board regarding the removal of the
duty on Spelter and the enhancement of the duty on imported
Galvanized Hardware—1926, pars. 13 and 16.

+ Indian Finance Year Book—1936, p. 210.

¥A. G. Clow—The State and Industry, p. 124,

§ Report of the Indian Tariff Board on the Question of Tariff Equality

in respect of the manufacture of Camel Hair, Cotton and Canvas
Ply gelting—-lm, pear, 6.
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Hair Belting

The existing 15 per cent. ad valorem duty on
imported black proofing should be abolished and the
duty on imported camel hair yarn should be reduced
from 15 per cent. to 6 per cent. ad valorem and a duty
of 5 per cent. ad valorem should be imposed on the
imported hair belting.* .

Canvas Ply Belting

A duty of 5 per cent. ad valorem should be im-
posed on imported ply belting.t Government did not
accept the Board’s proposal to remove the duty on
black proofing, but they agreed that the duty on
cotton, camel hair and canvas ply belting shouf]d be
increased. They also decided that the duty on
imported camel hair yarn should be reduced from 15
per cent. to 5 per cent.* These changes were
embodied in Act VII of 1928.§

(2) Electric Wires and Cables.—The claim of
the Indian Cable Company, which was formed in 1920,
was based on the fact that wires and cables were
admitted free of duty into the country while the
Comparny had to pay duties ranging from 5 per cent,
to 30 per cent. on a large number of the raw materials
used by it in the manufacture of wires and cables.
The Board held that the case of tariff inequality was
clear.y The electric wires and cables consumed in
India were grouped as follows.-—**

(1) Bare hard drawn copper conductors, (2) Paper
insulated cables, (3) Rubber insulated cables.

% Ref. Report of the Indian Tariff Board on the Question of Tariff
Equality in respect of the manufacture of Camel Hair, Cotton
and Canvas Ply Belting—1928, pars. 89,

+ I'bid., par 11,

3 Indian Finance Year Book—1836, p. 270.

§ A. G. Clow—The State and Industry, p. 124.

9 Report of the Indian Tariff Board on the Question of Tariff Equalit;
in req;gt of the manufacture of Electric Wires and Cubleo—l%&

ars. 2-3.
. % Ibid., par. 6.
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The Indian Cable Company did not produce cables
insulated with paper. With regard to the remaining
two it was held that the question of tariff inequality
arose only in the case of rubber insulated cables. The
principal raw material required for the manufacture of
bare copper conductors was “ black rod.” The Board
recommended that the duty on electrolytic copper rod
known as black rod be removed. The Indian Cable
Company had been exempted from payment of duty
on that material since 1923.* In respect of the rubbet
insulated cables, it was estimated that the extent, of
tariff inequality ranged from 3 per cent. to 5 per cent.
on the existing selling prices. The Board held that
relief should be given in the form of an import duty
and recommended that duty of 5 per cent. should be
imposed on all classes of rubber insulated wires and
cables, other than those specified in Article go-A.*

The Indian Tariff (Amendment) Act, 1929 imposed
an ad valorem duty of 5 per cent. (raised to 6} per
cent. in 1934) on certain classes of rubber insulated
copper wires and cables. With regard to the removal
of import duty on electric copper rod, the Government
held that the removal of the duty would lead to an
increased consumption of electric copper rod in place
of other copper rod for other purposes. The Indian
Cable Company was permitted to import its require-
ments of such rod free of duty under executive orders.?

(3) Manila Rope.—The Indian manufacturers of
manila rope had to import raw hemp from the
Philippines and their principal competitors were the
factories established in the Philippines. Consequently
in view of the wastage of raw material and loss of

* Report. of the Indian Tariff Board on the Question of Tariff Equality
111628respect 7of the manufacture of Electric Wires and Cables-—
, par.

+ Ref. Ibid., pars. 89,

% Bulletins of Indian Industries and Lab No. & i
in respect of Industries—1928-35, p. ";4?“- o ST—State action
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freight thereon, the manufacture in India of mgnila
rope, made from hemp imported from the Philippines,
could hardly be a profitable proposition. But these
disadvantages were balanced by the higher freight on
finished rope than on raw hemp from the Philippines
and by the cheaper labour charges in India than in
the Philippines.* In the light of the various proposals
made by the applicant companies, the Board for the
sake of convenience divided the Indian output into
three groups : —*

(1) Production for local consumption other than as
ship’s stores.

(2) Production for supply to shipping companies.
(3) Production for export to overseas markets.

In respect of the first group, the Board held that,
“ on manila rope used for local consumption on which
a duty of 15 per cent. ad valorem is payable, the Indian
manufacturer is not subject to any inequality as com-
pared with the foreign manufacturer.”* With regard
to the second group, after considering the possible loss
from establishment of bonded warehouses by shipping
companies, the Board recommended that the duty of
15 per cent. should be reduced to 5 per cent. for
securing tariff equality.S$

In order to enable the Indian manufacturer to
compete on equal terms in the export markets, the
Board recommended that the duty on manila hemp
be entirely removed. On the ground of principles
as well as of administrative conveniences, the Board

thought that there was a good case for removing the
duty on manila hemp.*

* Report of the Indian Tariff Board on the Question of Tariff Equality
In respect of the manufacture of Manila Rope—1029, par. 4.
+ Ibid., par. 5.

3 Ibid., par. 6.
§ 1bid., pars. 7.8,
** Ibid., par. 9,
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The Government of India accepted the recommen-
dation in principle but have not so far been able to
give effect to it on account of financial considerations.*

(4) Printing Type.—The Board considering the
question of tariff inequality regarding the manufacture
of printing type held that, “the Indian manufacturer
is’ subject at present to a tariff inequality of about
Rs. 3 per 100 lbs. in the case of type metal manufac-
tured locally and Rs. 4 per 100 lbs. in the case of
imported type metal.t In order to give adequate
relief the Board recommended that a specific duty of
one anna per pound should be levied on printing type
in place of the existing duty of 2 per cent. ad
valorem.*

Accordingly the Indian Tariff (Amendment) Act,
1929 imposed a specific duty on 1 anna per pound
(raised to one anna three pies per pound in 1934) in
the replace of the existing ad wvalorem duty of 2} per
cent.$

(5) (a) Carbon Brushes, (5) Healds and Reeds.—
(¢) Carbon Brushes.—The British Electric Con-
struction Company, Ltd., Calcutta, applied for a
reduction of the customs duty on imported carbon
blocks, in order to remove the disability from which
the manufacturer of carbon brushes suffered. The
Board concluded that as, “carbon block pays a duty
of 25 per cent., ad valorem and carbon brushes are
charged only at the rate of 10 per cent. tariff
inequality exists and that the duty should be reduced
to 19 per cent. in order to remove such inequality.”

# Bulletins of Indian Industries and Labour—No. 57—8tate action in
respect of Industries—1928-36, p. 75,

+ Report of the Indian Tariff Board on the Question of Tariff Equality
in respect of the manufacture of Printing Type—1989, par. 3.

2 Ref. Ibid., par. 4.

§ Bulletins of Indian Industries and Labour—No, 57--State action in
respect of Industries—1928-35, p. 74.
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The Board recommended an even lower rate of 15 per
cent. to make up for other handicaps.”

(6) Healds and Reeds.—The Board examined
the application for the removal of tariff inequality in
respect of healds and reeds. As regards healds, the
Board held that the duty on materials, yarn and
varnish paid by Indian manufacturers exceeded the
duty on imported healds by 7.076 pies per 8oo eyes.
In order to grant relief to the industry the Board
recommended that the duty should be raised to 19.88
per cent.t With regard to reeds, it was estimated
that the duty on materials, wire, pitch, ribs and other
materials including paper, paid by Indian industry
exceeded the duty on finished product by 0.552 pies
per 100 dents of reeds. The Board recommended
that the duty should be fixed at 13.11 per cent. in
order to grant relief to the industry.*

On these calculations of tariff inequality, the Board
proposed that the duty on both healds and reeds
should be fixed at 15 per cent. ad valorem and sug-
gested that these articles which were included in the
Tariff under item 97/59A should be separated out into
a new item as below :—

“The following textile machinery and apparatus,
by whatever power operated, namely healds
and reeds. . .. 15 per cent. ad valorem.”$

The Board considered that the materials used in
the manufacture of healds and reeds being so
numerous, the increase in the duty on imported healds
and reeds was a very practicable method of granting
relief. They also expressed the opinion that the

- % Report of the Indian Tariff Board regarding the removal of Tarift
nequality in respect of certain industries—(i) Carbon Brushes,
(ii) Healds and Reeds—1934, pp. 1-4.

t Ibid., p. 6.
tIbid., p. 7.
§ Ibid., p. 7.
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average -increase in cost which would follow on an
increase in the duties as suggested by them to the
Indian cotton textile industry would be negligible.*

The Government of India accepted the conclusion
of the Board regarding the carbon blocks and reduced
the rate of duty from 25 per cent. to 15 per cent. ad
yalorem by notification under Section 23 of the Sea
Customs Act 1878, with the approval of the Legisla-
ture in the autumn of 1935. The duties imposed
thereunder, though modified have retained their pro-
tective character in the Indian Tariff Act, 1934.%

The Government of India declined to accept the
conclusions of the Board on healds and reeds on the
ground that the use of imported yarn for the manu-
facture of healds and reeds can make up for the higher
cost of other raw material *

86) Shuttles.—The Tariff Board examined the
application made by Messrs. H. M. Patel & Co. for
the removal of tariff inequality between imported
shuttles and the wooden blocks required for their
manufacture in India.$

On careful investigation the Board reported in 1935
that so far as shuttles imported from the United
Kingdom and foreign countries other than Japan were
concerned, there was no case for the removal of tariff
inequality as the duty paid on such shuttles, was higher
than or equal to, the duty paid on the materials
required for their manufacture in India.’ As regards
Japanese shuttles, the Board held that, “ until evidence
is forthcoming that Japanese power loom shuttle has

"Ref)ort of the Indian Tariff Board regarding the removal of Tariff

nequality in respect of certain industries—(i) Carbon Brushes,
ii) Healds and Reeds—1934, pg. 7-8.

t Bulletins of Indian Industries and Labour—No, 57—State action in
respect of Industries—1928-35, p. 76.

1 Indian Finance Year Book, 1836, p. 234.

§ Report of the Indian Tariff Board on the Question of Tariff Equality

1"’!3 mpeot‘of the manufacture of Shuttles—1935, par. 1,
id., par. 4,
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improved and can compete with the other imported
shuttles,” there was no reason for adopting Japanese
prices as the basis for computing the relative incidence
of the duty. Japanese competition they thought was
“ at present not much more than a fear of the future,”
but recommended that the situation should be
watched.*

In a resolution issued simultaneously with the pub-
lication of the Board’s Report, the Government of India
expressed their entire agreement with the findings of
the Board.t

We suggest that the import of Japanese shuttles
into this country should be carefully watched, and
appropriate action taken if necessary. We need
hardly stress the importance of encouraging the manu-
facture of shuttles in the country itself.

(]

* Report of the Indian Tariff Board on the Question of Tariff Bquality
in respect of the manufacture of Shuttles—1935, par. 6.

+ Report of the Millowners’ Association, Bombay—1935, p. 76.
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CHAPTER X

A CRITICAL REYIEW OF THE PRESENT POLICY OF
DISCRIMINATE PROTECTION

Protection and Imperial Preference

Scope of Part IV.—In the last three chapters
which comprise part IV of the thesis, it is proposed
to attempt a critical review of the policy of Discrimi-
nate Protection in India and offer suggestions. In
this chapter the question of Imperial Preference is
examined in its bearings on the policy of Protection
adopted by India.

Introduction.—We have referred in Chapter I
to the development of the policy of Imperial Pre-
ference first in the British Colonies and later in the
United Kingdom itself. So far as India is concerned,
we have already referred to the attitude of India in
Chapter IV. We may briefly state here that ever
since 1903, when Lord Curzon’s Government expressed
themselves against India’s participation in a scheme
of tariff preference within the Empire on the ground
that balance of advantages to India was distinctly
adverse, on each successive occasion®* when the
question demanded attention, the spokesmen of India
opposed the proposal of preferential tariffs. Despite
this attitude of consistent opposition, the policy of
Imperial Preference has been introduced into India
by the Ottawa Agreement in 1932. Before embarking
on a discussion of the issues raised by grant of
Imperial Preference, we may give here a brief account
of the genesis, nature, objects and limitations of

*India opposed the proposal of preferential tariffs at each of the
Imperial Conferences of 1907, 1911, 1923, 1926 and 1930—See the
Paper read by B. K. Madan—Recent Tariff Policy in India at the
Twentieth Conference of the Indian Economic Association—in
Indian  Journal of Economics—Conference No.—April 1937,
p. 413,
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Imperial Preference with special reference to condi-
tions in India.

The Principles of Imperial Preference.—In
the first place we may indicate certain important pro-
visos to which all proposals in favour of Imperial
Preference are generally taken to be subject. (i)
Firstly the adoption of Imperial Preference should
not involve any relaxation or modification of the policy
of protection which any of the countries within the
Empire may have introduced to foster its own
industries. India having now gained the right of
protecting herself even against the United Kingdom,
Imperial Preference would mean in practice higher
duties on imports from foreign countries than on those
from the Empire countries. (i) Secondly the pre-
ferences to be given are to be wholly voluntary on
the part of the country granting them and are not
dictated either by the mother country or by binding
resolutions passed at periodical Imperial Conferences,
in other words, preferential treatment should not go
beyond what the circumstances of each unit might
reasonably permit.* Lastly, it is now generally agreed
that no scheme of Imperial Preference should be such
as to provoke international ill-will or exclude the
possibility of friendly understanding with foreign
countries.

Economic effects of preferential duties.—
Turning now to the economic effects of preferential
duties we may point out that in essence preference is
a form of protection granted to the favoured countries.
The arguments in favour of preferential duties are
therefore very similar to those in favour of protective
duties. In both cases the consumer is invited to suffer a
temporary loss In both cases he is given the hope that
when the policy succeeds the loss will terminate. The
only important difference is that, under protection

# Rof, Report of the Indian Fiscal Commission—1921-22, par. 216.
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the consumer’s interests are sacrificed for the direct
benefit of some industry in his own country, whereas
under preference the benefit of the sacrifice goes to
the producers in the country favoured. The economic
effects of a preferential duty are two-told. So far
we have considered the preferential duties as they
effect the consumer. Like protection, preference,
*besides imposing a burden on the consumer, may also
involve a sacrifice of Government revenues.”

Fiscal Commission’s recommendations on
Imperial Preference.—We now proceed to survey
the recommendations ot the Indian Fiscal Commission
regarding the application of preferential duties to
India. In this connection they examined the trade
situation and analysed the Indian exports and imports.
On the export side their conclusion was that India’s
exports were not of a kind to benefit appreciably from
preference.t As regards the granting of preference
to British products in Indian markets, it was admitted
that though India was in a position to confer sub-
stantial advantages on British products, she could not
grant anything of great value without imposing a
serious burden on herself and that it would not be
reasonable for India to incur such a burden.® The
Commission, therefore, held that no general system of
Imperial Preference could be introduced. The
majority, however, recommended that the question of
adopting a policy of preferential duties on a limited
number of commodities be referred to the Indian
Legislature after preliminary examination of the
several cases by the Tariff Board. They further held
that if the above policy were to be adopted, its appli-
cation should be governed by the following prin-
ciples :—

“In the first place no preference should be granted
on any article without the approval of the Indian

# Report of the Indian Fiscal Commission—1921-22, 8. -229.
+ Ref. Ibid., par. 233 pare. 2120
3 Ibid., par. &9
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Legislature. Secondly, no preference given should
in any way diminish the protection required by Indian
industries. Thirdly, the preference should not involve
any appreciable economic loss to India after taking
into account the economic gain which India derives
from the preference granted her by the United
Kingdom.”* They further emphasised the idea that
any preference which India might give to the United
Kingdom should be regarded as a voluntary gift and
not as part of a bargain.t In respect of the other
parts of the Empire, they held that preference be
granted only by agreements mutually advantageous.*

The minority voicing Indian opinion took their
stand on the political aspect of the case. They stated
that they were in favour of the principle of Imperial
Preference provided India could be put on the same
footing of freedom as was enjoyed by the self-govern-
ing Dominions and suggested that the non-official
members of the Legislative Assembly should be given
power by legislation or other equally effective means
to initiate, grant, vary and withdraw preferences as
might be necessary in the interests of India in all its
aspects.$ Referring to the policy of reciprocity with
the Dominions suggested by the majority, the minority
held that no agreements based even on reciprocity in
trade matters should be entered into with any
Dominions which had on its statute book any anti-
Asiatic legislation applying to Indian people.’ The
minority held that the condition precedent to any
agreement with a British Dominion should be the
recognition of the right of the Indian people to a
status of complete equality and the repeal of all anti-
Asiatic laws so far as they applied to people of India.

® Ref. Report of the Indian Fiscal Commission, 1921-22, par. 263
+ Ref. Ibid., par. 254

3 Ref. Ibid., par. 264.

§ Ibid.,—~Minute of Dissent, par. 44.

.IM. Ibid., par. 42,
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Indian attitnde towards Imperial Pre-
ference.—We may now deal with the Indian attitude
towards Imperial Preference. Since the beginning of
the present century the question of Imperial Pre-
ference has loomed large in all discussions regarding
India’s tariff policy and has attained an ominous
significance in all economic discussions. Indian
people had harboured long since a deep-seated sus-
picion that this principle of preference would one day
be imposed on India. It might be argued that as a
member of the British Commonwealth, India ought to
be interested in Imperial Preference in so far as its
object is to increase the strength and solidarity of the
Empire as a whole. She is, however, less fortunately
situated in this respect than the self-governing
Dominions. The Dominions having received the gift
of self-government from the mother country are bound
to her by ties of gratitude. As between themselves
also their relations are cordial and not marred by any
sense of grievance or injustice between Dominion and
Dominion. “ It must be frankly admitted that India’s
position is different. She feels that in her attempt to
realize her political and economic aspirations, she
has often been thwarted and depressed by England,
and the anti-Indian legislation enforced by the
Colonies against her has naturally embittered her
feelings against them. And human nature being what
it is, her will to promote the cause of Imperial Pre-
ference is bound to be largely paralyzed so long as
she remains politically discontented; while to induce
the Colonies to withdraw or substantially mitigate their
anti-Asiatic legislation is patently a task of the greatest
difficulty.” Those who are against Imperial Pre-
ference are frequently told that they are influenced by
political considerations. The answer to this is that
to give preference to Empire goods, simply because
they are such, is an eminently political consideration

#Ref. G. B. Jathar and S. G. Beri—Indian E . Fonsth
Revised Edition)—Vol. 11, p. 665. isn Economics—(Four
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without a tinge of economic colour. The advocates
of Empire unity are obviously actuated by the desire
to strengthen.the political unit known as the British
Empire by artificial bonds of an economic nature. If
political considerations should not be imported in
holding views against the system of Imperial Pre-
ference for India, they should also not be imported
in holding views in favour of the same system. *

Economically and financially we stand to lose
much and gain little or nothing by the adoption of this
principle, Our import trade is mostly within the
Empire, while our export trade is mainly outside it.
By the adoption of the preferential policy our foreign
trade will have a strong tendency to be confined
within the four corners of the Empire, thus completely
jettisoning the wholesome principle of buying in the
cheapest market and selling in the dearest. Saint
Nihal Singh writing in the Daily Herald says, “ any
one can easily realise why Indians have no use for
preference. If they are to lower their tariff wall for
the bulk of the imports into the country, they may just
as well have no tariff wall. If Indian industries need
protection, they manifestly need protection from the
imports from Britain, which constitute something like
three-quarters of our imports.” The increasing
competition which Indian exports are meeting in
foreign markets and the loss of her monopolistic or
semi-monopolistic position abroad possibly furnishes
one argument in favour of securing preferential treat-
ment for Indian goods in the United Kingdom market.

It is, however, generally held in India that econo-
mically Imperial Preference would be disastrous to
India ‘and politically it is simply adding insult to

# For the quotation—See the Paper read by A. J Saunders on British
Imperial Economic Relations at the Seventh Indian Economic
Conference—Bombay—in Proceeding of the Seventh Indian Eco-
nomic Conference, p. 6.
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injury. We may, therefore, conclude that a scheme of
Imperial Preference for India is likely to be economi-
cally detrimental and politically inexpedient. There
is little or no scope for the profitable application of
this principle to India.

Grant of Preference—The Ottawa Agree-
ment.—Even before the Ottawa Conference met in
1932 the policy of Government of India indirectly
adopted the principle of discrimination in favour of
British goods under India’s tariff policy.

As pointed out in preceding chapters, preferential
treatment to British goods has partially been extended
sincc 1919. In 1919, while imposing an export duty
of 15 per cent. on hides and skins, a rebate of 10 per
cent. was provided on hides and skins exported to
other parts of the Empire. The rebate was defended
as a measure of help to the tanning industry within
the Empire. But the experiment failed to achieve its
objects and the rebate was abandoned in 1923 (see
Chapter IX—Tanning and Leather Industry). Pre-
ferential treatment to British goods was also given by
the Indian Iron and Steel Industry Protection Act,
1927* and the Cotton Textile Industry Protection Act,
1930.Y On both these occasions delicate constitutional
issues were raised and hotly debated. The Legislative
Assembly on one occasion was given to understand
that if it did not accept the proposed preference for
British goods as suggested by the Government the
whole bill providing for protection would be with-
drawn. The Assembly considering that half a loaf
was better than none, was forced to agree to a measure
of protection which involved preference for British
goods.

This created an apprehension in the countrly that
efforts were likely to be made to secure the Indian

# See—Appendix III,
+ See—Appendix IV,
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market for British industry to the prejudice of home
industries. The Ottawa Agreement confirmed these
apprehensions and legalised the policy of preferences
for British goods. At the Imperial Economic Con-
ference held at Ottawa during July-August 1932, a
Trade Agreement was concluded and India found
herself participating in just such a scheme of extensive
Imperial Preferences to which she had all along shown
a strong antipathy.

On the part of India, this Agrcement involved the
grant to the United Kingdom of a 7} per cent. pre-
ference on certain classes of motor vehicles and a 10

er cent. tariff preferences on certain other classes of
goods, there being a special arrangement for iron and
steel goods The Agreement provided for the main-
tenance of the preference enjoyed by the Indian
goods over the foreign goods before the Import Duties
Act of 1932 in the United Kingdom market. Indian
goods were to be allowed free entry in respect of the
new duties under the Import Duties Act of 1932.*
The Ottawa Agreement was followed by the Supple-
mentary Agreement regarding iron and steel. The
Agreement provided for the free entry of Indian iron
into England and provisions were made for the change
of import duty in India on galvanized sheets imported

from England.

As provided for by the Agreement a system of
preferential duties on British goods on a large number
of articles was introduced by the Indian Tariff (Ottawa
Trade Agreement) Amendment Act of 1932. It made
changes in Schedule II to the Indian Tanff Act, 1894
with effect from 1st January 1933. The articles
subject to the preferential rates of duty are included
in two new parts, VIII and IX, to Schedule II. Part

# For the text of the Agreement—See Imperial Economic Conference
at Ottawa 1032—Summary of the Proceedings and Copies of

Trade Agreements—Appendix VI, pp. 77-89.



275

VIII contains all the articles, formerly dutiable at the
general revenue duty of 25 per cent. ad valorem, but
now liable to the standard rate of 30 per cent. and the
preferential rate of 20 per cent. for British goods.
Part IX contains all the articles on the preferential
list which were formerly dutiable at special rates.
The necessary preference has been provided for either
by raising the previous rate all round or partly by
raising and partly by lowering it, the standard rate
having in no case gone beyond 50 per cent. ad
valorem.*

The reduction of import duties on some cases has
had an adversc effect on certain small industries which
had come into existence in recent times chiefly due to
the Swadeshi movement. It is true that any industr
in India may establish its case for protection, in whicK
event it will be withdrawn from the Preferential
Scheme after due notice. But the rigid conditions
of the policy of Discriminating Protection will be
difficult of fulfilment by small industries which may
have received a shock by the Ottawa Pact. We thus
see that the Indian Delegates to Ottawa did not con-
sider the question of small industries. They went
even further and gave a novel interpretation of the
existing industrial policy of India.

While dealing with the principles of Imperial Pre-
ference, we have mentioned that the adoption of
ITmperial Preference should not involve any relaxation
or modification of the policy of protection which any
of the countries within the Empire may have introduced
to foster its industries. Inspite of this admission, our
delegates to the Ottawa Conference committed India
to a fundamental change in her industrial policy.
This will be apparent from the opening speech
of Sir Atul Chatterjee at the Ottawa Con-
ference on 21st July 1932. He said, “ theoretically
it might seem that preference in the case of

*#G. B. Jathar and 8. G. Beri—Indian Economjes—(Fourth Revised
Edition)—Vol, II, p. 537,
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protective duties would be excluded altogether, but
practically the result has been different. One of the
most interesting things about the Indian system of
protection is that it has led directly to what has been
in effect, if not in intention, a preference for Empire
goods. In two very important cases, iron and steel
and cotton piecegoods, it has been found that imposi-
tion of a lower rate of duty on goods made in the
United Kingdom is entirely consistent with India’s
interests. My colleagues and I hope that an exami-
nation on similar lines of other protected industries
may lead to a solution which will be in the interests of
both India and of other parts of the Commonwealth.”™
This means that in the opinion of the Indian Delegates
to the Ottawa Conference, the fiscal policy of India
is Protection with Discrimination in favour of British
goods, in those cases in which British manufacturers
are interested. The principles of Discriminating Pro-
tection laid down by the Indian Fiscal Commission
and accepted by the Indian Legislature are intended
to discriminate in favour of the Indian consumer so
that he may not be unduly taxed. On the other hand
while the levy of some burden on the Indian taxpayer
in the interest of the larger and varied industrial
progress of this country was accepted, it was not the
intention of any one in this couniry to ask the Indian
taxpayer to pay in order that the British manufacturer
may flourish.* This means that the industrial career
of India is to be diverted into channels other than
those expected by the Indian Fiscal Commission and
the Indian Legislature. It was not true to say that
the existence of differential duties in the case of steel
and cotton is entirely consistent with India’s interests,
because the records of the Legislative Assembly tell
a different story. We have seen in one of the pre-
ceding sections how the Bill containing preference was

* Imperial Economic Conference a,t Ottawa—1932—Appendices to the
ummary of Proceed mgs, p- 97

+C. N. Vakil and M. C. unslu—-lndustnal Policy of India with
special reference to Customs Tariff, p.
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passed. The threat of the withdrawal of the whole
Bill if the Assembly did not accept the proposed pre-
ference led into acquiescence. The Assembly was
thus forced to agree to a measure of protection which
involved preference to British goods. There was
therefore no justification for Sir Atul Chatterjee and
his colleagues to express the hope that similar arrange-
ments in other protected industries could be made.

The unsound character ol the view taken by the
Indian Delegates will be more apparent from a study
ot the Supplementary Steel Agreement which was made
under the cloak ol the theory ol Industrial Co-opera-
tion. The idea underlying this theory is that the less
industrialised 1impire countries shall have the market
in certain classes of goods and that the more indus-
trialised Empire country or countries shall have the
market in more spccialised goods. For this purpose,
the LEmpire market is considered as one umt.* ‘The
Steel Agreement contemplates an arrangement by
which the Tata Company will send Indian stcel bar
manufactured by itself at Jamshedpur to lingland,
will get it manulactured there into galvanized shects
and bring it back again to India in that form to be
disposed ot locally.t This means that the growth of
steel industry in India will be stunted. Protection
has been granted to the steel industry not only because
it fulfils the conditions laid down by the Fiscal Com-
mission, but also because it is a key industry. The
Tariff Board has remarked that there is room in India
for three iron works of the kind of Jamshedpur. If
these facts have any meaning, the arrangement by
which the growth of the steel industry in this country
may be stunted, stands self-condemned, and the con-
demnation would be still gteater if this arrangement
is going to be the beginning of a policy by which

* Ref, Imperial Economic Conference (Ottawa 1932)—Report of the
Indian Delegation, par, 113,

+ Ref. Ibid., par. 85.
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Indian manufacturers shall manufacture only semi-
finished goods, which will be sent for being turned
into finished articles to England and reconsigned to
India for disposal. The Indian taxpayer will be per-
fectly justified in refusing to be a party to the develop-
ment of industries of this character, because he will
find himself in the awkward position pointed out
above that he is being taxed in order that British'
manufacturers may carry on certain specialised pro-
cesses of manufacture for the Indian market.

Inspite ot adverse public opinion in the country,
both the Agreements were ratified by the Indian Legis-
lative Assembly in December 1932.* The Agreements
could be terminated at any time after six months’
notice of denunciation by either party.t The circum-
stances under which the Ottawa Agreement was
denunciated by the Legislative Assembly in 1936 are
discussed in a subsequent section,

Other Trade Agreements between India and
England.—We shall now discuss

(i) Mody-Lees Pact. other trade agreements between
India and England. Firstly we

shall deal with the Mody-Lees Pact which was signed
in October 1933 by the representatives of the Mill-
owners’ Association, Bombay, then presided over by
Mr. (now Sir) H. P. Mody and the British Textile
Mission to India led by Sir William Clare Lees. It
was to remain in operation till 31st December 1935.
We have dealt with the provisions of this Agreement
in Chapter VII (Cotton and other Textile Industries).
We may briefly state here that the Agreement pro-
vided for the reduction of duties on cotton and arti-
ficial silk piecegoods imported into India from United

# Report of the Bombay Chamber of Commerce—1932, p. XXVIII.

+ Ref. Imperial Economic Conference at Ottawa—1932—Summary of
Procee ings and Copies of Trade Agreements—Appendix VI—
Article 14, p. 79.
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Kingdom. On the part of United Kingdom an under-
taking was given to take all steps to stimulate the
imports into United Kingdom from India of raw
cotton. It was further provided that in so far as the
Empire and other overseas markets were concerned,
any advantages which might be arranged for British
goods should be extended to Indian goods, and that
th@ Manchester Chamber of Commerce should use its
good offices to bring about contacts between Indian
manufacturers and British houses already established
in those markets.* The Indian Tariff (Textile, Pro-
tection) Amendment Act, which became law on 1st
May 1934, gave effect to the scale of duties which had
been agrecd to under the Mody-Lees Pact.

The Agrecment was the subject of much criticism
in India. Those in favour of the Agreement argued
that it had brought about a very considerable increase
in the off-take of Indian cotton by Lancashire, thus
conferring much benefit on the Indian agriculturist.
It had further carned “the sympathy of Lancashire
for the progress of Indian constitutional reforms; and
had demonstrated the way British and Indian com-
mercial interests could line together in a spirit of
friendly rivalry instead of in the old atmosphere of
mutual suspicion and distrust.”*

On the other hand, the critics ot the Agreement
argued that it had not the support of the whole Indian
textile industry, and further stated that while India
had granted substantial benefits in the form of reduc-
tion of duties on cotton and artificial silk piecegoods
on Lancashire, the latter merely made certain provisos
without any definite commitments. They held that
the Agreement had meant the withdrawal of much of
the protection previously enjoyed by the Indian

# See for the text of the Agrcement—Report of the Millowners’
Association, Bombay—1933—Appendix 30.

+ G. B. Jathar and S. G. Beri—Indian Economics—(Fourth Revised
Edition)—Vol. II, p. 675,
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textile industry. As regards the use of Indian cotton
by Lancashire mills, it was pointed out that the Agree-
ment merely held out a vague promise and did not
require Lancashire to buy a minimum quantity of
Indian cotton as in the case of Japan. As regards
the overseas market, it was argued that, since the
Bombay mills were unable to stand unaided even in
the home market, they could hardly be expected to
make much headway in the overscas market even with
the help and goodwill of Lancashire.

The Bombay-Lancashire Agreement (Mody-Lees
i Pact) was tollowed up by the Indo-
Trade British I'rade Agreement in 1934

which met with even greater hostility
in India than its predecessors. The Agreement which
was signed on 9th January 1935, was supplementary
to the Ottawa Trade Agrecment and was to be in
force during the currency of the Ottawa Agreement.
The Agreement provided that measure of protection
to be afforded to an industry should only be so much,
and no more than, would cquate prices of imported
goods to fair selling prices for similar goods produced
in India. It was further agreed that when the question
of the grant of substantial protection to an industy
was referred to the Tariff Board, the Government of
India would afford full opportunity to any industry
concerned in the United Kingdom to state its case
and answer cases presented by other interested parties.
The Government of India also undertook that in the
event of any radical change in the conditions affecting
protected industries during the currency of the period
of protection, they would on the request of His
Majesty’s Government, or of their own motion, cause
an enquiry to be made as to the appropriateness of
existing duties and in the case of such an enquiry full
consideration would be given to any representation
which might be put forward by any interested industry
in the United Kingdom. On the part of Great Britain,
the Agreement provided for the steps to be taken to

(1) Indo-British
Agrecment,
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develop the import from India of raw and semi-manu-
factured materials used in the manufacture of articles
which are subject to differential import duties in India
and the free entry of pig iron.* They also undertook
to take further steps to stimulate the use of Indian
cotton for Lancashire mills. The Legislative Assembly,
when called upon to take into consideration the new
Agreement, passed a resolution tor its termination

(January 1935).

The official defence of the Agreement put forward
by Sir Joseph Bhore was that, “ we have done nothing
more than crystallize our past fiscal practices and con-
ventions which have been accepted or laid down either
directly or indirectly by the Legislature. The Agree-
ment was justified on the ground that while British
interests did not desire to question the existing policy
regarding Discriminate Protection, they wished Indian
policy to be defined and clarified so that there would
be no misunderstanding hereafter.”* It was main-
tained that the Agreement conferred on India material
benefits under Articles 5 and 6, regarding the increased
consumption of Indian cotton and of raw and semi-raw
material and the privilege of duty-free entry of Indian
pig iron into the United Kingdom.* She was also
promised a share in such facilities as might be extended
to British goods by the Colonies and Protectorates.

On the other hand, the Agreement was strongly
criticised by the Indian commercial sections on the
ground that it whittled down valuable principles of
Discriminate Protection. It was also argued that,
“ the Agreement enunciated principles more dangerous
than any quotas or reductions in the percentage of

* For the provisions of the Agreement—See G. B. Jathar and 8. G.
Beri—Indian  Economics—(Fourth  Revised Edition)—Vol 11,
pp. 677-678.

+ 7bid., p. 679

+ Cf. Review of the Trade of India—1934-36—Articles 6§ and 6 of
the Indo-British Trade Agreement, pp. 169-170,
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duties.”* It was further argued that reopening of the
question of protection, when once it had been granted
for a definite period, cspecially at the instance of the
United Kingdom, was undesirable and impediment
to the industrial development of India. It was also
complained that therc was total absence of reciprocity;
while India was expected to give certain definite
undertaking, the United Kingdom merely offered® to
consider various steps that might be taken to develop
Indian raw materials. The Indo-British Agreement,
containing fiscal principles of far-reaching economic
importance was accepted by the Government of India
inspite of the adverse vote of the Indian Legislature.”*
As the Agreement was supplementary to the Ottawa
Trade Agreement and was to be in force during the
currency of the Ottawa Agreement, automatically
ceases to operate with the denunciation of the Ottawa
to which we shall refer in the following section.

I Denunciation of the Ottawa Agreement and
Fresh Negotiations.—While dealing with the Ottawa
Agreement we have mentioned that the Agreement
contained a clause providing for its termination at any
time after six months’ notice on either side. In March
1936, the Indian Lecgislative Assembly passed a
motion calling upon the Government to give the
requisite notice for terminating the treaty with the
United Kingdom. It further recommended that
Government should immediately examine the trend of
the trade of India and investigate the possibility of
entering into such bilateral trade treaties with them
with a view to bring about expansion of the export
trade of India. The Government of India accordingly

*G. B. Jathar and S G Beri--Indian Economics—(Fourth Revised
Edition)—Vol II, p. 680.

t Ref Paper read by B N. Ganguly—The Fiscal Autonomy Con.
vention under the new constitution at the Nineteenth Conference
of the Indian Economic Association—in Indian Journal of Econo-
mic Conference Number—April 1936, p 408

+8ce Appendix VI—for the new Indo-British Trade Agreement,
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gave the six months’ notice of termination of the
Agreement on 13th May 1936. The Commerce
Department announced on 20th October 1936 that the
1932 Agreement was to continue subject to termination
at three months’ notice by either party, unless it was
replaced by a new agreement.* Negotiations are at
present in progress for a fresh agreement. Thus we
descend from the high sounding political level of
Imperial Preference to the economic level of a Com-
mercial Treaty. Considerable harm has been done to
the country by the Ottawa Agreement. It opened
more freely than ever before the Indian market to
British goods inspite of the fact that the undeveloped
Indian industries found it verv difficult to compete
with the highlv advanced British industries. The
country-wide agitation against the Agreement produced
no effect and the Agreement was enforced upon the
country in all its implications. As stated above the
Agreement was at last denounced bv the Assembly in
March 1936. Sir Mahomed Zafrullah accompanied
by the non-official dclegation was deputed to England
for fresh negotiation Indian opinion was very much
against sending Tndian delegates to England to nego-
tiate a trade pact. If India enjoys fiscal autonomy,
she has the right to ask those countries which want
any settlement ahout their trade to come to India and
obtain a fair deal. Tt is held in India that future trade
pacts with Tndia must be negotiated in India herself.

There are at present conflicting reports about the
negotiations of fresh agreement with the United
Kingdom. The non-official members and Sir
Zafrullah Khan, the Commerce Member, recently
returned from England without arriving at any con-
clusions regarding a fresh trade agreement. Obviously
it seems that the non-official advisers remained
adamant and refused to yield to official pressure. It
is also obvious that the United Kingdom is trying to

# Roport of the Bombay Chamber of Commerce—1936—p. 85,
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exploit political power for the purpose of securing a
trade agreement with India, which will give her a
favourable footing in the Indian market. A Con-
ference is shortly going to be convened at New Delhi
between the Government of India’s delegate and the
unofficial advisers, when the steps necessary for
obtaining a fresh agreement will be discussed. As
stated above the Government of India announced the
continuance of the Ottawa Agreement until a fresh
agreement was reached. Indian opinion is against
this indefinite continuance of the Ottawa Agreement.
It is contended that there must be a time limit for its
continued application after the Assembly’s verdict.
Mr. Satyamurti has raised his voice of protest. In
view of these circumstances the Government of India
ought to intimate to Great Britain that the Ottawa
Agreement would continue to be in force only for a
limited time and that if an agreement was not reached
within a fixed time, the preference which the British
manufactures enjoyed all these years would auto-
matically lapse.

In conclusion we would like to emphasise that
indigenous industries should be protected against all
unfair foreign competition. The non-official advisers
should specially bear in mind this aspect of the matter
from the point of view of Indian interests. They must
not be guided by the talk of reciprocity of which a
good deal was made in the case of the Ottawa Agree-
ment of 1932. We believe that it is none too easy to
reconcile the policy of protection to Indian industries
with that of preferential treatment to United Kingdom
whose industries being well-developed are likely to
come into increasing competition with the growing
industries of India.

British Interest and New Constitution.—We
now propose to deal with certain provisions of the
new Constitution, which are intended to prevent
discrimination in India against British Commerce,
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‘I'tade and Industry and examine their bearing on the
policy of protection.

Section 12 of the Government of India Act, 1935,
lays down special responsibilities of the Governor-
General in the exercise of his function. One of these
special responsibilities relates to “ the prevention of
agtion which would subject goods of United Kingdom
origin imported into India to discriminatory or penal
treatment.” Under Section 12 (2) of the Act, “if
and in so far as any special responsibility of the
Governor General is involved, he shall in the exercise
of his functions exercise his individual judgment as
to the action to be taken.” In case of dispute regard-
ing interpretation of these clauses, the decision of the
Governor-General in his discretion shall be final and
the validity of anything done by him “shall not be
called in question on the ground that he ought or
ought not to have acted in his discretion or ought or
ought not to have exercised his individual judgment.”*

‘The special responsibility in regard to British im-
ports has been conferred upon the Governor-General
in accordance with the recommendation made by the
Joint Select Committee in paragraph 345 of their
Report. The Committee also recommended that the
Governor-General’s Instrument of Instructions should
give him full and clear guidance in regard to the scope
of this special responsibility. Perhaps the Committee
felt that this would to a certain extent fetter the
exercise of his individual judgment.* But Section
13 (2) of the Act definitely lays down that the validity
of anything done by the Governor-General “ shall not
be called in question on the ground that it was done

* Ref. The Government of India Act, 1936, Section 12 (f).

+ Ref. Ibid., Section 9 (3).

2 Ref. The Paper read hg D. N. Bannerjee—Some Economic and
Financial Aspects of the New Indian Constitution at the Nine-
teenth Conference of the Indian Economic Associstion—in Indian
Jourzlné 41701 Economics—Conference =~ Number—April 1936,
pp. 410-411,
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otherwise than in accordance with any Instrument of
Instructions issued to him.”* Moreover, Section 44 of
the Act has empowered the Governor-General to
enact laws within the legislative competence of the
Federal Legislature, it at any time it appears to him
that, for the purpose of enabling him satisfactorily to
discharge his functions in so far as he is by or under
the Act required to cxercise his individual judgment,
it is essential that provision should be made by
legislation.t

The Governor-General is thus empowered to
intervene in matters ot tariff policy or in questions
relating to the negotiations or variation of tariff agree-
ments if in his opinion the policy contemplated
involves discriminatory or penal treatment to British
interests. 1t will be for the Governor-General to
determine in his discretion what is discriminatory or
penal treatment.

The cumulative effect of the specific commercial
safeguards referred to above regarding the question
of discrimination against British imports into India
will undoubtedly retard the ‘growth of Indian
industries and commerce in this country.”* Besides,
the establishment of non-Indian industrial enterprises
in India will be encouraged as the result of
Section 116 ot the Act$ behind the tariff wall which

# Ref. The Government of India Act, 1935,
+ Ihd.

% Ref. Paper read by D. N Bannerjee on Some Economic and Finan-
cial Aspects of the New Constitution at the Nineteenth Conference
of the Indian Economic Association—in Indian Journal of
Economics—Conference Number—Apnl 1036, p. 414,

§ Section 116 of the Govermmnent of India Act, 1935, runs as follows .—

“ Notwithstanding anything in any Act of the Federal
Legislature or of a Provincial Legislature, companies incorpo-
rated, whether before or after the passing of this Act, by or
under the laws of the Umted Kingdom and carrying on business
in India shall be eligible for any grant, bounty or subsidy pay-
able out of the revenue of the i‘e eration or of a Province for
the encouragement of any trade or industry to the same extent
as compames incorporated by or under the laws of British India
are eligible therefor.”
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its Legislature has gradually built up since 1924, and
which 1s likely to maintain, for the protection and
development of its indigenous industries. Thus it
will be difficult for India to devise and follow a
definitely national economic policy under the new
Constitution.

» The above discussion regarding the special
responsibility conferred upon the Governor-General
for the prevention of discrimination against British
goods imports into India, leads us to the conclusion
that the special powers of the Governor-General-in-
Council constitute a menace to what is commonly
known as the Fiscal Autonomy Convention.

Fiscal Autonomy Convention under New
Constitution.—Fiscal autonomy implies the freedom
to negotiate and conclude tariff treaties and to use the
tariff, bounties and subsidies for the encouragement
of trade or industry which is intended for the direct
benefit ot the inhabitants of the country.* We have
referred in the preceding section to the safeguard
against discriminatory or penal treatment of British
goods. We hold that the scope of India’s fiscal
autonomy is thereby limited. Discriminatory or penal
treatment will, in actual practice, remain a subject of
economic, if not political controversy. The Fiscal
Autonomy Convention is further limited by Section
116 (quoted in the foot-note to page 286) of the Act,
which will encourage the establishment of non-Indian
enterprises behind the tariff wall.

Conclusion.— It is not, therefore, unreasonable to
conclude that as a result of the new Constitution the
Fiscal Autonomy Convention, as explained above, is

# Ref. Paper read by B. N. Ganguly—The Fiscal Autonomy Con-
vention under the New Constitution—at the Nineteenth Conference
of the Indian Economic Association—in Indian Jpurnal of
Economics-—Conference Number—Apru 1936, p. 407,
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in danger.* The commercial safeguards take away
the power to use methods which have already been
put into operation under the Government of India
Act 1919. The position regarding the control of the
industrial policy in India under the new Constitution
is worse than under the former Constitution. These
safeguards would considerably handicap India’s pro-
gress towards industrial deve{opment and the formt-
lation of a forward industrial policy in India. Here
again we are inclined to conclude that it will be none
too easy to fit in the policy of Discriminate Protection
within the framework of India’s new Constitution.

# Ref. Paper read by D N Banerjee—Some Economic and Financial
Aspects of the New Indian Constitution at the Nineteenth Con-
ference of the lndian Economic Association—in Indian Journal
of Economics—(‘onference Number—Apnl (936, p. 419,



CHAPTER XI

A CRITICAL REVIEW OF THE PRESENT POLICY OF
DISCRIMINATE PROTECTION — Continued .

Conditions, Mechanism and Procedure of
Protection in India.

(1) Policy

We have reviewed the circumstances which led to
the change in the tariff policy of India from Free
Trade to Discriminating Protection in 1923-24 in
Chapters IV and V. We have also referred to the
important changes that have taken place in the
economic structure of the world since the War in
Chapter I. The world is witnessing rapid changes in
the economic sphere. A system of planned economy
is slowly gaining ground. Most countries are organis-
ing their economic life on national lines. Agricultural
countries are trying to be industrial and industrial
countries are trying to develop their agriculture. In
order to achieve this end, protection and other special
measures have been adopted. Economic policy of
modern states is thus tending to be intensely
nationalistic and complex.

The tariff policy of India should be considered in
the light of these world tendencies. The tariff has
been accepted in India as an instrument for the
development of industries since 1924. The question
is how far the new tariff policy has served the purpose
for which it has been used and in what directions
changes, if any, should be introduced. Viewed in the
light of recent developments in the world “the exist-
ing policy of Discriminating Protection has become out
of date and needs a thorough revision.”* A review of

* Ref, The Paper read by C. N. Vakil—on Tariff Policy in India
at the Twentieth Conference of Indian Economic Association—in
tl,la§7 Ind‘i&xi Journal of Economics—Conference Number—April

, p- 48l
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the principal conditions of Discriminating Protection
in their practical application will serve to substantiate
the truth of this contention.

A Critical Review of the Conditions of Dis-
criminate Protection—(A) Natural Advantages.
—The first condition of Discriminate Protection as
laid down by the Fiscal Commission is that the industry
should enjoy natural advantages such as abundant
supply (i) of raw materials, (ii) of labour and (iit) a
large home market.

¥

As regards the condition of abundant supply of raw
) materials, the rigidity was soon
() Abundart Supply  realised by the Tariff Board and
therefore it had to put a liberal inter-
pretation on the same. For example, aspen is essential
for the manufacture of matches, but is not grown in
India. Sulphur is the principal raw material required
by chemical industries, but India is lacking in it. In
respect of the glass industry, soda ash is the principal
raw material, which is not found in India. The same
was the case with the worsted branch of the woollen
industry. The raw material for worsted branch could

be obtained only to a limited extent in India.

Inspite ot the absence ot raw materials in the cases
mentioned above, the Tariff Board recommended the
grant of protection to the industries concerned.* But
the attitude of the Government of India in respect of
this condition seems to have remained unchanged.
Inspite of the recommendations of the Board to grant
protection to the glass and woollen industries, the Gov-
ernment of India did not accept findings of the Board
on the ground that these industries failed to satisfy
the essential condition of Discriminate Protection
regarding raw materials. We are strongly in favour

# See—Chaps. VII and IX.
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of relaxing the rigidity of the interpretation placed on
this condition by the Government of India, in the
interest of a more rapid development of our industries
and securing them adequate protection.

The second condition of Discriminating Protection
is that there should be an abundant
supply ot labour. So far as unskill-
ed labour is concerned, the supply is
evidently abundant in India though it raises certain
other problems of its own. The application of this
condition to skilled labour, however, creates difficulties
because such labour is not abundant in the country. The
rigidity of this condition requires to be relaxed on the
merits of each case; and arrangements have been sug-
gested for improving the supply of skilled labour in
future. The only way to do so is to train up a sufficiently
large number of Indians for skilled and superior work.
This can be done, partly by having suitable techno-
logical institutions and partly by training Indian
apprentices in factories or by a combination of both.*
There is a tendency on the part of Indian Universities
to encourage technological education. The Govern-
ment of India are also moving in the same direction.
For example, the Imperial Institute of Sugar Tech-
nology was started at Cawnpore on 1st October 1936
to provide adequate facilities for the training of
students in all branches of sugar technology.t The
University of Bombay has recently established a
Department of Chemical Technology. Inspite of
these arrangements, progress is rather slow because
Indian apprentices do not always succeed in securing

(i) Abundant Suppl
of Labour. i

#* Ref. Madon Memorial Lectures, 1936—By C. N. Vakil on the work-
ing of the Policy of Discriminating Protection—First Lecture.

+ The Indian Sugar Committee of 1920 recommended the establish.
ment of a Central Research Institute as necessary for the proper
development of the sugar industry in this ocountry. The Gov-
ernment of India accepted the recommendation of the Bugar
Committee and started with effect from 1st October 1836, for
a period of five years the Imperial Institute of Sugar Technology
at gﬁ,wnpore—See for detail—The Indian Year Book~1937:38,

n. 5

&
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suitable jobs. Some industries in India which are
under foreign control and some which are under
Indian control in which foreigners still continue to
hold superior appointment, offer a limited scope for
appointment of Indians to high posts. In order to
make up for these defects, there should be a condition
precedent to the grant of protection to an industry,
as suggested by the minority of the Fiscal Commission*
that it should make arrangements for the training of
a suitable number of Indian apprentices. It is un-
fortunate that this condition has not been insisted
upon in the past.

A further condition of Discriminating Protection is
that the industries seeking protection
(iii) Large Home  should have a large home market.

This condition is generally de-
sirable. But an undue insistence on it is bound to
make progress difficult. Most of the advanced
industrial countries, for example Great Britain
or Japan, depend on export industries and take
steps to encourage them by State assistance. In
view of the policy of economic nationalism, the scope
for exporting our raw materials is becoming limited.
The only alternative to find a market for our raw
material is to devise immediate ways and means to
absorb our agricultural commodities within the
country, in further productive processes, that is by the
development of industries. If this involves economic
self-sufficiency or economic nationalism or a policy of
protectionism, this is a situation which is inevitably
forced upon us by changes in the outside world; and
it is a position which we must be willing to face,
because if we ignore it, we are bound to be faced with
disaster.t Tt is, therefore, essential that we should be

*Report of the Indian Fiscal Commission—1921-22—Minute of
issent, par. 51.
tRef. Paper read by C. N. Vakil—Tariff Policy in India
at the Twentieth Conference of Indian Economic Association—in
'1"531 Indzg; Journal of KEconomics—Conference Number—April
, P .
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able to absorb our raw materials in our own factories,
and if necessary export manufactured goods. In
view of this, the condition of a large home market is
bound to be a serious handicap in our progress. Here
we may point out that the British industries while
claiming protection, are not required to fulfil such a
condition.* If Britain helps industries fed by foreign
raw materials and primarily meant to meet the needs
of foreign consumers, there is no reason why India
should not encourage industries which can be fed by
her own raw materials, irrespective of the size of the
home market.

We have dealt in Chapter III with various methods
by which the State can encourage the exportation of
national products. We shall consider how far this
has been done by the Government of India in the
following chapter.

(B) The necessity of Protection.—The second
major condition of Discriminate Protection is that the
industry must be one which, without the help of pro-
tection, is either not likely to develop at all or is not
likely to develop so rapidly as is desirable in the
interests of the country. The condition implies that
only those industries whose development is essential
in the interests of the country should be protected.
This condition is very vague and there may be mis-
takes in the selection of the industries for the grant
of protection. It is not easy to forecast the prospects
of the future development of industries. The problem
is very complex and a rigid enforcement of such a
condition may result in great hesitation in granting
protection. We may suggest that this condition should
be dropped in formulating the future industrial policy
of India.

# Rof. The Madon Memorial Lectures—1936—by C. N. Vakil on the
working of the Policy of Discriminating Protection—First Lecture,
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(C) Industry should be able to dispense with
Protection ultimately.—The third major condition
of Discriminating Protection is that the industry
should be able to dispense with protection ultimately.
If this condition means that the industry should not
have protection for all time, it is a desirable condition.
If it 1s to be applied after an industry has reached its
maturity, there need not be any objection. But when
the condition is applied in anticipation, difficulties are
bound to arise. We have mentioned in Chapter V
while dealing with the conditions of Discriminating
Protection recommended by the majority of the Fiscal
Commission that this condition will require an omnis-
cient Tariff Board. How can a Tariff Board, how-
ever perfect, foresee the difficulties that will arise as
an industry develops, and the new processes that will
be evolved in the industry in the different countries.
The problem is so complex that no body of experts
can forecast the possibilities of an industry to dispense
with protection after a given time. What has happened
thereby is that protection is given for short periods
usually of three to five years at a time. This is fol-
lowed by enquiries into the condition of the industry
and consequently there has been uncertainty about the
future. A change in the measure of protection, which
is implied according to the existing interpretation of
this condition, at frequent intervals is not conducive
to the growth of industries. It may be further stated
that there are certain industries of so great a national
importance that they require to be protected at any
cost. For example the application of the condition
mentioned above, has to be virtually suspended in ‘the
case of industries producing ammunitions, etc., which
are essential for national defence.

Conclusion.—The foregoing discussion shows
that while the conditions of the policy of Discriminat-
ing Protection are in some cases liberally interpreted
and slightly relaxed; in other cases these come in the
way of rapid progress. This was anticipated by the
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minority of the Fiscal Commission in their Minute of
Dissent. They were of the opinion that the policy of
Discriminating Protection was lodged in by conditions
and provisos which were calculated to impair its utility.
The policy of Discriminating Protection requires to
be substituted by a more forward policy, without those
limiting conditions which hamper the growth of
industries In shaping her industrial policy, India
must take into account the urgent necessity of develop-
ing industries in this country on a comprehensive basis
to find suitable employment for her increasing popu-
lation and to bring about a better equilibrium in her
productive activities, The policy of Discriminating
Protection offers but a poor relief and there is an
urgent need for the adoption of a dynamic national
policy for the development of industries in this country.

(2) The Cost and Incidence of Protection

It is admitted that a country seeking industrial
development by protective measures must be willing
to undergo certamn sacrifices. The sacrifice which a
society is expected to make is mainly in the form of
higher prices. The objects of the policy of protection
are to increase the national dividend and the standard
of living of the people in the country. The society is
benefited by a protective policy in the forms of diver-
sified employment and balanced economic organisation.
Protection is accepted in the belief that the advantages
to the society outweigh the burden on the consumers.
Inspite of the general advantages, a protective policy
may involve heavy burdens on certain classes of
people. In such cases, arrangements may be necessary
to give relief in some way to certain sections of the
population. In order to do so, it is necessary to esti-
mate the cost of protection and the distribution thereof
among the different sections of the people. There are
difficulties in making such an estimate, but if adequate
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statistical data are collected it is possible to make such
an estimate on the lines suggested below.

In this connection the following two methods may
be suggested.

(1) Firstly, the prices of the protected commodities
in the protected market and in another country, where
it is not protected, should be tound out. The prices
in both the markets should then be compared with
due allowance for the cost of transportation, insurance,
etc. If on a comparison, it is found that the price
in the protected market is much above that in the free
market, it should be concluded that the tariff imposes
a substantial burden on the consumer. If at the end
of a reasonable period, it is found that the production
in the protected industry has been substantially
enlarged, that the number of men employed has
increased and that the prices of its products approach
those of similar goods in free markets, it must be
declared that the protective scheme has been success-
ful without placing undue burden on consumer,

Calculations based on this method are bound to
be useful, but they have their limitations. In the first
place there are difficulties in finding similar commo-
dities in foreign markets. Even if this is done, the
complexities of price fixation are so great that the
comparison may not be valid in all cases.

(2) We may, therefore, have recourse to another
method which 1s more scientific. The data to be used
for this method are the same as those collected by the
Indian Tariff Board, but they require more elaboration
and comprehension.

The Tariff Board estimates the future cost of pro-
duction of the home producer, the prices at which
foreign goods would be imported without duty and
determines fair selling price for the home industry
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before constructing a scheme of protection.* It also
tries to anticipate the future course of foreign prices.
If these data are verified and kept upto date in the
case of each protected industry, there would be good
material for measuring the burden of protection. On
the basis of this information, it is easy to estimate the
amount which the consumers have to spend in excess
of what they would otherwise pay for the same product
if imported free. But then the question arises whether
it is the full amount of the duty that must be compu-
tated in the excess cost. In all cases the prices of
commodities are not raised as a result of protection
to the full extent of duty. Provisions shall have to
be made with due consideration of the import statistics
in estimating the extent to which the prices are raised
by the duties. Our task would then be to ascertain
the item of protective tariff and the industries covered
by it. The next step is to estimate the value of the
output of these industries. The burden then can be
found out from these figures.*t

The Indian Tariff Board has made an attempt to
estimate the cost of protecting steel in their Report of
1924 which may be described as under :—

It takes (i) the different kinds of steel, (ii) their
consumption at the time of levying the duty, (iii) the
existing duty, (iv) the proposed duty. The difference
hetween the (iii) and (iv) will be the increased burden
of the protective dutv which they recommend (v).
This difference is multiplied by (ii) the value of con-
sumption; the product of (ii) and (v) giving the

* For this method—Ref Report of the Indian Tariff Board regarding
the grant of protection to the Steel Industry—1924—Chaps. IV
and VI For fuller particulars regarding the complexity of the
cost analysis—S¢e V G Kale—Economics of Protection in Indin—
Chay};& z};l and J C, Coyajee—The Indian Fiscal Problem,
pP. .

+ For the detail of this method—See—Vakil and Munshi—Industrial
Policy of India—%g)pendix ITI—For the effect of tariff on consuner
Ref. Haberler ttfried Von—The Theory of International
Trade, pp. 255-266, F.N. 2, -



298

additional price resulting from protection for each item
of import considered. Their total gives the probable
burden on the consumer.”

It is obvious that the method followed by the
Tariff Board is somewhat crude and requires improve-
ment on the lines discussed above.

Distribution of the Burden on the Consumer.
—Having cstimated the total burden of protection,
we now pass on to the study of the distribution of the
burden imposed on the different classes of consumers
by protection. Consumers may be divided into two
classes, (1) those who take the commodity for direct
use and (2) those who take it for purposes of further
production. We have tried to study the method of
estimating the total burden resulting from all industries
dependent upon protection. We shall now try to find
out the probable proportion of this burden on different
classes of consumers.

Here we may mention the rough estimate made by
the Indian Tariff Board in the case of the steel
industry in 1924. Having classified the different
kinds of stecel—and their cost to the consumer, the
Board came to the conclusion that the burden of the
protection to the steel industry would be equally
divided between the (a) general consumer; (&) the
industries and (c) the departments of the state.
Attempts should be made to improve such estimates,
which will enable us to determine the amount of the
incidence of protection falling on this. or that class of
consumers. It should then not be difficult to give
relief to this or that class if it is found essential on
the whole; or it may lead to readjustments in the
scheme of protection.

* Ref. Report of the Indian Tariff Board regarding the grant of pro-
tection to the Steel Industry—(2nd Report) Annexure B, p. 151
aud Statement IV, p. 161.

¥ 1bid., pp. 142-163,
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Conclusion.—The foregoing discussion shows
that the method ot estimating ‘“ the cost ot protection ”
and the study ot “ distribution of burden” are im-
portant guiding principles in granting protection.
These studies enable us to be truly discriminating in
administering a protective policy without being over-
cautious ot rash. The object of Discriminating
Protection recommended by the majority of the Fiscal
Commission was to safeguard the interests of the
consumer. This object could be achieved in a better
manner by following the methods described above,
without checking industrial progress, which is so
urgently required in India. The guiding principles
discussed above will certainly safeguard the interests
of the consumers in a forward policy of industrialisa-
tion which India is keen on adopting.

Fair Selling Price.—Attention may be drawn to
what appears to be a departure from the earlier policy
of Discriminate Protection. Under Article 3 of the
Indo-British Trade Agreement, which we have dis-
cussed in the preceding chapter, the Government of
India undertook that the measure of protection to be
afforded to an industry should only be so much, and
no more than, would equate the prices of imported
goods to fair selling prices for similar goods produced
in India. The Board was required to recommend
protection equal to the amount of fair selling price.
A direction to this effect was accordingly included in
the terms of reference issued to the special Tariff
Board appointed by the Government of India on 10th
September 1935 to enquire and report on the question
of protection to the Indian cotton textile industry
against textile imports from United Kingdom.* The
Tariff Board was, in former years, given full discre-
tion to determine its own methods of arriving at
adequate protection for an industry. Such qualified
terms of reference handicap the recommendations for

* Sce the Report of the Special Tariff Board on Textile Industry—
1936, par. 1 (5). -
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adequate protection. We may, however, suggest that
it is highly undesirable for the Government of India
to undertake such an obligation under any trade
agreement and thus fetter the discretion of the Tariff
Board and further whittle down the policy of protec-
tion in practice.

¢

(3) The New Policy of Excise Duty

Before proceeding to suggest the proper machinery
and procedure to carry out the comprehensive
industrial policy stated above, we shall make some
observations regarding the recent development of
imposing excise duties under the fiscal policy of the
Government of India. In previous chapters we have
already stated that in the Budget Session of the
Assembly (March 1934) two new excise duties (on
Sugar and Match) were levied with effect from 1st
April 1934. Here we may mention another excise
duty levied on the production of steel ingots by Iron
and Steel Duties Act 1934, which came in force from
1st November 1934.

These proposals ot excise duties as we have seen
aroused the strongest opposition from the interests
concerned. It is proposed to make further observa-
tions by way of a critical estimate of this new policy.

These duties were justified on the ground of the
revenue needs of the Government. As regards the
Sugar Excise duty the Government advanced the
further plea that the development of the sugar
industry had been very rapid and there was a danger
of over-production owing to the unhealthy but uncertain
stimulus given by the surcharges, which were in excess
of the protection required by the home industry. On
the other hand, these duties were opposed on the
ground that they were inconsistent with the Govern-
ment’s policy of protecting the home industry and
wete considered as a breach of faith with the industries
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concerned, whose promoters believed that a reasonable
margin of protection would be guaranteed. Govern-
ment’s emphasis on the need of revenue, or the
excessive development of industry was no answer to
this argument. The argument of the Government did
not justify the penalising of a growing industry before
it had come to maturity. It was argued further in
favour of the excise duty that if the industry deemed
itself to have been left without adequate protection,
it might again appeal to the Tariff Board for a further
dose of protection and could get it in the usual way
if it could establish a case for it. This would, how-
ever, be needlessly cumbrous, not to say unfair to the
industrv. The Tariff Board had recommended pro-
tection; and the burden of proof about the need of
protection was no longer on those engaged in the
industry. It was said against the imposition of the
excise duty that it was on an article of food and ghere-
fore a wholly illiberal measure that every liberal must
oppose on principle. It was further suggested that if
the check on over-production was necessary, a levy on
differential gains might not have been as objectionable
as it was in the form in which it was presented.*

The new policy of levying excise duties on the
products of protected industries, does not therefore
appeal to be cither convincing or sound and in our
opinion is bound to clash with the pursuit of the
policy of protection.

We suggest, therefore, the policy of excise duties
followed by the Government for revenue purposes
should be abandoned. We may firmly assert that this
policy of Government is inconsistent even with the
policy of Discriminating Protection, which we have
seen itself hampering the growth of industries. Under

#Cf. K T. Shah—Review of Indian Finance—1927-34, pp. 37-%0.
Ref Finance Member’s Budget Speech—Budget for 1934-35—for
Sugar Excise Part II, par 26 (d)—for Match Excise Part 11,
pars, 33-39,
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Discriminate Protection a period of unswerving pro-
tection is calculated to get the industry out of infancy.
Nothing should be done which even indirectly is likely
to adversely affect the protection required by the
industry and its growth from infancy to manhood.
Since we favour a more forward policy of industrial
development than is contemplated by the policy of
Discriminate Protection, we cannot possibly approye
of the new policy of excise duties which are incom-
patible with true national economy. :

Government ought to explore other avenues for
adding to their revenues and making up for the loss
of revenue under customs caused by the policy of
protection.

(4) The Mechanism of Protection and the
Procedure

Defects in the existing Mechanism and Pro-
cedure of the Tariff Board.—In order to carry out
a comprehensive industrial policy with the least
possible delay, there should be adequate machinery
for ensuring protection and prompt action.

The existing machinery, namely, that of the Tarift
Board 1s not adequate and satis-
The Constitution. ~ factory. The Indian Tariff Board
is a small body of three members,
whose appointment is renewed from time to time.
Moreover, it is not a permanent body and last year an
apprehension was entertained that it was going to be
shortly abolished. It is constituted ad /koc for each
enquiry and thus lacks continuity. There are glaring
defects in the method of appointing the Board. Mem-
bers are not required to possess any definite qualifica-
tion for their appointment. It is undesirable to bane
full discretion to the executive in the matter of the
appointments.
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There are also defects in the procedure adopted
by the Government in connection

Procsdure with applications for protection.

The Executive has unduly large

powers at the initial stages, and the applications of an
industry may not at all be considered if the Govern-
ment think that a prima facie case was not made out.
The Tariff Board cannot itself take initiative and has
to be content with examining such cases as are referred
to it by the Government of India. Even when the
Board approves of the grant of protection to an
industry the Government of India can altogether
shelve the Report and thus withhold protection as in
the case of the glass and woollen industries. In some
cases there is an inordinate delay in taking action on

the Report of the Tariff Board.

Before making suggestions for improvement
regarding the constitution, functions and powers of a
Tariff Board in India, we shall review in brief the
important features of such bodies in U.S.A. and
Australia, which are likely to offer us valuable guidance
in solving the Indian problem.

Two Foreign Models—(A) Tariff Commission
in the U.8.A.—The history of the American Tariff
Commission goes back to 1882. The present body was,
however, constituted in 1916. It consists of six
members appointed by the President with the approval
of the Senate. The members of the Tariff Commission
have been of wide general attainment. The first
Chairman was the distinguished economist, Professor
F. W. Taussig.* The other members appear to be for
the most part men who have distinguished themselves
in law or politics. The functions of this body were
defined as follows:—

(1) To investigate the administrative, fiscal and
industrial effects of the customs laws of—the relation

# Report of the Indian Fiscal Commission——1921-22, par 308.
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between the rates of duty on raw materials and finished
or partly finished products, the effects of ad valorem
and s;)eciﬁc duties, and of compound specific and
ad valorem duties, all questions relative to the arrange-
ments of schedules and classifications of articles in the
general schedules of the customs laws, and in general
to investigate the operations of customs laws.

(2) The Tariff Commission was required to supply
the President of the United States, the Committee of
Ways and Means of the House of Representatives,
and the Committee on Finance of the Senate, with
information they asked for, and to make investigations
when directed and submit annual reports of its work
during the year.

(3) The Commission was also empowered to inves-
tigate the tariff relations between U.S.A. and foreign
countries.*

(B) The Australian Tariff Board.—Before
1913, the task of framing tariff in Australia was tone
solely by the Minister of Trade and Customs and by
the Commonwealth Parliament. The idea of a Tariff
Board was entertained as early as 1910, but it was as
late as 1921 that it took definite shape. The Board
consists of three members. The Chairman is the
Deputy Comptroller of Customs, and of the two
members one is connected with various industrial
companies and the other represents commercial
interests. The Chairman represents the interests of
the Government and the consumers, and the two mem-
bers represent the interests respectively of the manu-
facturers and of the importers.* The Minister of
Trade and Customs has to refer to the Board for
inquiry and report matters relating to :—

(1) Classification and valuation of goods, etc.;

# (f Section 702, 703 and 704—Title VII of U.S A, Revenue Act
of 1916—T E. G. Gregory—Tariffs—A study in Method,

pp. 59-60.
+ Report of the Indian Fiscal Commission—1921-22, par. 309.
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(2) proposals for new increased, reduced or
deterred duties;

(3) granting and effects of bounties;
(4) the Intermediate and Preferential schedules;

(5) any complaint against manutacturers abus-
ing the state aid afforded to them by the
tariff ;

(6) the general effect of the working of the

Customs and Excise Tariff on the indus-
tries of the country;

(7) the fiscal and industrial effects of the Cus-
toms Laws;

(8) the relative effects of the duties on raw
materials and on finished goods (and partly
finished goods); and

(9) any other matter affecting the encourage-
ment of industries.*

The Board is empowered to enquire and report on its
own initiative on any matter relating to subjects in (6)
and (9) above.

The Indian Tariff Board.—A comparison of the
constitution and the functions of these bodies in
U.S.A. and Australia with those of the Indian Tariff
Board shows the unsatisfactory character of the latter
body. In the first place unlike the Tariff Commission
in the U.S.A. and Australia which are permanent the
Indian Tariff Board is temporary and secondly the
scope of its functions is very limited. The Tariff
Board as now constituted, does not fulfil even those
limited functions which were laid down by the Fiscal
Commission. The Fiscal Commission had recom-
mended that the proposed Tariff Board, besides

#(C N. Vakil and M. C. Munshi—Industrial Policy of India with
special reference to Customs Tariff, pp. 76-77,
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considering the claims for protection of various
industries, should investigate questions in connection
with the treatment ot Indian products by foreign
countries and the advisability of taking any retaliatory
action, to watch generally the effects of the tariff
policy on cost of living and to studv the tariff systems
of other countries.* Since the Tariff Board as consti-
tuted by the Government is an ad /cc set up for each
enquiry it cannot undertake the functions mentioned
above.

We now propose to make certain suggestions with
Nature and Functions & VIEW to improving the machinery
of the Indian Tanft of the Tariff Board and its proce-

Board. dure with a view to achieving the
aim of the policy advocated in this chapter. The
Indian Tariff Board should be a permanent body. Its
functions, qualifications, powers and the tenure should
all be laid down by statute.! It should have powers
to make inquiries and surveys, both on its own initiative
and on the application of an interested person, regard-
ing problems relating to the development of industries
by protection or other forms of State assistance. It
should make a continuous study of trade movements,
tariff changes and the prices in the world, particularly
those in which India is interested directly or indirectly.
It should report on the working of the Indian tariffs
and its results and make suggestions for suitable
changes, if any required. The Board should watch
the working of the existing commercial treaties with
other countries and suggest new ones, if they are likely
to help the industrial progress of the country. The

* Report of the Indian Fiscal Commission—1921.22, par. 305

+ Mr. N. 8. Subha Rao in his Presidential Address at the Indian
Economic Conference, Allahabad, 1929, suggested that the present
Tariff Board should be converted into a National Economic Board
on the basis of permanent bodies like the Tariff Commission and
the Federal Trade Commission in the United States which make
investigations as the result of a comprehensive plan of action.
(See—Indian Journal of Economics—Vol. X, Part IIl, p, 669).
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form, the classification and other technical aspects of
the tariff should be reviewed by the Board from time
to time, with a view to improving them in the light
of requirements of the trade on the one hand and of the
latest improvements in other countries on the other. It
should also watch the movement of foreign capital in
India with a view to finding whether undue advantage
of protection is being taken by foreign capital. It
should further enforce schemes of training Indian
apprentices by the industries benefiting by protection,

Special problems relating to tariff and industries
such as alleged cases of dumping, schemes of Imperial
Preference or Empire trade agreements, complaints
against manufacturers abusing the protective system,
should be first investigated by the Board before any
action is taken,

In order to safeguard the interests of the consumer
and to see that the cost of protection is not heavy on
the one hand and that its incidence is evenly distributed
on the other, the Board should make a study of these
questions and make recommendations for necessary
changes in the protective scheme or suggest other
relieving measures.

In order to carry out the functions mentioned
- above, the Tariff Board should be

The Constitution o considerably enlarged. The num-
ber of members should be im-

mediately raised to seven. This would also enable the
Board to work through special sub-committees and
thus multiply its powers of work and raise the standard
of its efficiency. Its members should be recruited from
persons of high qualifications such as industrial and
administrative experience as also the knowledge of
economic problems. In order to safeguard against the
risks of temptation of submission, which is bound to
come in the way of an impartial judgment on the part
of the members of the Board, to the views of the
Executive, on whose favour, their renewal as well as
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the prospects of extra reward are dependent; and the
opportunity to join industrial careers after they have
finished their work as members of the Board, it may
be suggested that the members of the Board should
have a permanent tenure and should be debarred from
promotion to other offices under the Government or
Indian States and also from taking to an industrial
career in any shape or form after they cease to be suche
members.

At present the Board has no power to compel any
concern to give evidence. Cases
have occurred in which the Board
has been ignored by certain large
sections of an industry* and in others information has
been withheld. The reluctance of the industrialists to
disclose confidential information will disappear if the
Board is constituted on the lines suggested above. In
that case the utility of the Board should be enhanced
by empowering it with adequate powers to compel
parties to give the information required.t

Power to compel
parties to Information.

We have already stated that the Reports of the

N Tariff Boards in some cases had
Publicity and Prompt heen pigeon-holed by the Executive
for a considerably long period.* In

order to safeguard against such discretion of the
Executive it should be laid down by statute that the
Tariff Board Report should be published within a
prescribed period of time. The Executive should
make up its mind within that time and should not have
power to delay matters as they have done in several

# The Cawnpore and New Egerton Woollen Mills did not give evidence
before the Tariff Board when the claim of the Woollen Industry
to protection was investigated by the Board—(Ref, Chap. VII).

+ Ref. The Madon Memorial Lectures, 1936—By C. N. Vakil on—The
I-\’}Ieovrking of the Policy of Discriminating Protection—Second
cture.

1 The Report of Tariff Board on Glass Industry was pres
in March 1922 but 1t was not until June 1935 t%mr thep(}o?;:g
ment of India released it for publication and announced their
decision on it—(Ref. Chap. IX).
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cases. In order that the work of the Board may be
above suspicion, its Reports and the proceedings should
be promptly published and there should be no undue
secrecy about its findings. Prompt action-should be
taken on the recommendation of the Board. When-
ever legislation is required, a special session of the
Legislature should be convened, if necessary or in the
alternative, the Executive should have power to take
immediate action for a sort period, pending the
approval of the Legislature.

Conclusion.—I[n conclusion we may emphasise
that the Indian Tariff Board should be an active and
permanent national institution working with the sole
object of bringing about a comprehensive and rapid
industrial development ot the country. With the per-
sonnel and the functions as described above, the Board
will command the confidence of all parties. It should
be a tribunal independent of the Executive, so that
it could carry out its work impartially without fear or
favour of the Executive. This would replace the pre-
sent hurried and piecemeal investigations, and lead to
an orderly economic development of our industries
and facilitate the necessary economic adjustments in
the country. This is all the more necessary to-day as
there is a great agitation in the country in favour of
the adoption ot a comprehensive scheme of economic
planning for the country.



CHAPTER XII

A CRITICAL REVYIEW OF THE PRESENT POLICY OF
DISCRIMINATE PROTECTION—Continued

Other Measures of Protection

Introduction.—In the preceding chapters we
have reviewed the basis and operation of the protective
Customs Tariff and Bounties in India. Although
these form the principal instruments of the protective
policy of a country, there are other measures which
come under the purview of that policy. We have
already described them in Chapter IIT (Methods of
Protection). It is proposed now to examine how far
these measures have been applied in the Indian pro-
tective policy and make suggestions regarding their
application in essential directions for the industrial
development of India. We shall firstly consider the
positive measures that are adopted to foster national
industries.

Positive Measures—(1) Railway Rates Policy.
—We have examined the importance and the extensive
use of the freight rate concession in the case of export
of home products in fostering home industries in
Chapter III (Methods of Protection). We shall now
proceed to consider how far the Indian railway rates
policy conforms to this object. The rates policy of
the Indian railways has for many years been subjected
to severe criticism by the public, the charge being
freely made that the rates were made specially
favourable for the export of raw materials and food-
stuffs from India and import of finished commodities
into the country and unfavourable to the interests of
internal industries and trade.* While as a matter of
national policy, specially favourable rates are offered

*D, R, wgadgil—'rhe Industrial Evolution of India in recent times,
r.
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in certain countries in order to encourage the growth
of indigenous industries; in India the railway rates
policy as mentioned above hastened the decay of
indigenous industries and hampered the growth of new
industries of the modern type by promoting the im-
portation of foreign goods. Professor K. T. Shah
has rightly stated that, “being originally very costly
in tonstruction and still more costly in operation (and
owing), to their being constructed and maintained
without reference to the economic conditions of India,
the Railwav Rates have been fixed without regard to
the nature of the traffic and its effects upon Indian
Trade and Industry.”* Several complaints regarding
the railway rates were put forward by witnesses before
the Industrial and Fiscal Commissions. Both the
Industrial and Fiscal Commissions found fault with
railways on this ground and desired a revision of the
rates with a view to aiding indirectly Indian industries.
The Fiscal Commission, while admitting that the com-
plaints regarding the unfair treatment meted out to
Indian industries were not entirely without foundation,
recommended that special rates should be granted for
a term of vears to new industries and even to others
if thev could make out a proper case for special treat-
ment.t The Acworth Committee, which was appointed
in November 1920 to examine and report on a large
number of questions in respect of railways, submitted
its report in 1921. A large number of important
changes have been introduced in connection with the
organization of Indian railways since the receipt of the
report. Most of them lie outside the scope of this
section, although some of them are indirectly of im-
portance to industry. Mention may, however, be made
of one measure recommended by that Committee which
was directly related to the demands of Indian indus-
trialists. In 1926 the Government of India decided

#Ref. K. T. Shah—Trade, Tariffs and Transport in India, p. 397.
t Ref. Report of the Indian Fiscal Commission—1921-22, pars. 127-128.
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to appoint a Railway Rates Advisory Committee which
was empowered to investigate and make recommenda-
tions regarding various complaints relating to railway
rates and other matters regarding freights.* The
Committee investigated about 25 such cases during the
years 1926-27 to 1934-35 and made recommendations
to the Government which have been accepted in all
cases except one.t .

We now propose to indicate how railway rates policy
could be used to encourage the national industries.
We have seen in the last chapter that one result of the
growth of Economic Nationalism would be the con-
traction of our export of raw materials. The only
solution of the problem is to utilise the raw materials
in home industries and secure exportation of finished
products in foreign markets where possible. The
freight rates will be the most important measure to
achieve this aim. The concessions granted to coal
traffic on the railways and at the Calcutta docks illus-
trate the nature of the problem and its solution.* We
suggest that similar concessions should be granted to
other industries, which will enable the home industries
successfully to compete in the foreign as well as home
markets. This measure has been extensively used by
the various nations of the world to overcome the effects
of foreign tariff protection. India should also adopt
this policy to stimulate her industrial development.

(2) Encouragement of S8hipping.—We now pass
on to another equally important measure which is
employed as a part of a comprehensive scheme of pro-
tection, namely, the encouragement of shipping. We

* For detsils~~See The Indian Year Book, 1935-36, p. 66l

t Bulletins of In¢han Industries and Labqur—No, 57—State Action 1
respect of Industries, 1928.35, p. 57.

% The Coal Grading Board Act, 1925 made 1t legal to grant rebates
of any charges including freights and post dues in respect of
certified coal and to ﬁwe preference in the suppge of Waaons for
forwarding export coal from a graded colliery—(Ref, A. G. Clow
~The State and Industry, p. 132.)
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have already referred to the important part played by
water transport in national economy in Chapter 111
(Methods of Protection). Here let us now discuss the
application of this measure to India.

While the leading nations of the world have been
actively protecting not only their ship-building but also
the, shipping industry, the Government of India have
adopted a very unfortunate attitude towards develop-
ing national shipping in India. In response to the
persistent agitation in favour of an Indian mercantile
marine, the (Government appointed the Indian Mer-
cantile Marine Committee in February 1923 to consider
and report what measures were necessary for the pro-
motion of the Indian shipping and ship-building
industries.* The Committee made several important
recommendations for the encouragement of Indian
shipping. The Committee recommended that in order
to provide both for the training and future employment
of the officers, indispensable for the formation of an
Indian mercantile marine, a training ship and tender
should be established at Bombay by the Government.
As regards the coastal trade, they proposed its reser-
vation for ships which were to arrange for eventual
Indianization as regards ownership and controlling
interest. This was to be effected by the introduction
of a system of licenses or permits as in Australia. They
laid down certain qualifications for eligibility for a
license to a shipping company.* The Committee
further recommended that the question of granting
navigation bounties to purely Indian shipping in
respect of overseas trade to other countries should be
favourably considered as soon as a sufficient number
of trained Indian officers were available and Indian
ship-owners had proved efficient in management and
running coastal steamers. Protection was proposed

# See for the terms of reference of the Committee—Report of the
Indian Mercantile Marine Committee—1983-24, par. 1.

+ Ibid., pars, 41-43.



314

to the ship-building industry in the form of construction
bounties. The Committee recommended that Calcutta
should be developed as a centre of self-propeller
ship-building and that expert assistance from abroad
for ship-building should be invoked to start with.*

Except for the establishment of the training ship
‘ Dufferin,” the Government of India have failed so
far to give effect to any of the other important recom-
mendations of the Mercantile Marine Committee. In
view of this decision ot the Government, Mr. Haji
moved in the September Session of 1928 his Bill in
the Assembly for the Reservation of the Coastal Traffic
as recommended by the Mercantile Marine Committee.
The Government of India declared that they could
not take any steps in the matter until the whole question
of discriminatory legislation and the commercial
relations between India and Great Britain, which was
then before the Round Table Conference, had been
decided.t

Under the new Constitution (19335) it is not possible
to discriminate against British steamship companies
operating in coastal waters.* This is bound to be a
handicap to the development of Indian coastal
shipping. In order to encourage the growth of Indian
shipping we may suggest that the recommendations
made by the Mercantile Marine Committee should be
put into execution without any further delay. Unless
India possesses national shipping, it will not be easy
for her to secure foreign markets. We cannot expect
the requisite preferential freight rates treatment from
foreign shipping companies whose interests naturally
lie in the industrial development of the nation to which
they belong. The Indian mercantile marine remained

* See—Report of the Indian Mercantile Marine Committee—1823-24,
pars, 56 and 59.

tRef. G. B. Jathar and 8. G. Beri—Indian Economiocs—(Fourth
Revised Edition)—Vol. II, pp. 231-232.

1 Cf. Sections 113 and 115 of the Government of India Act, 1935,
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to this day an urgent need for the industrial develop-
ment of India.

(3) State aid to Exports of Manufactured
Goods.—We have already reviewed in Chapter III
(Methods of Protection) the measures which the Gov-
ernment of a country should take to encourage the
export of home manufacturers. We shall now consider
the measures taken by the Government of India to
encourage the exportation of manufactures to foreign
markets.

As pointed out in Chapter ITI (Methods of Pro-
tection) the collection, careful
analysis and judicious distribution
of commercial and industrial intelli-
gence have now come to be a necessary function of
Governments in civilized countries in view of the
keen international competition in industry and com-
merce The industrial development of the leading
countries of the world has been greatly promoted by
the excellent system ot commercial and industrial
intelligence  Trade commissioners and consuls are
posted in foreign countries to supply useful informa-
tion about foreign markets to their respective countries.
India is insufficiently equipped in this respect. The
Industrial Commission made several useful recommen-
dations in this connexion, including the establishment
of Indian trade agencies in other countries such as East
Africa and Mesopotamia.* The position to-day is
somewhat more satisfactory than it was a few years
back. The Department of Commercial Intelligence and
Statistics, which was reorganized in 1922 now forms a
connecting link between the public and the Govern-
ment of India.t The organization described above is
chiefly concerned with disseminating information
regarding India. We may suggest that it is equally

# Ref. Indian Industrial Commission—1916-18—Report, pars. 187
and 190.

+ The Indian Year Book—1935-36, p. 726

(i) Industrial
Tutelligence,
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necessary to supplement it by a similar organization
for the purpose of making available information
regarding foreign markets for Indian goods.

The first attempt in this direction was made on the
recommendations of the Tariff Board on the Cotton
Textile Industry in 1926.* A Trade Mission was
accordingly deputed in 1928 to explore the poten-
tialities of certain export markets for Indian textile
goods.t The Trade Mission held that the most impor-
tant markets for the Indian textile piecegoods were the
Levant and South Africa and suggested the appoint-
ment of three Trade Commissioners for India to be
stationed at Alexandria, Mombasa and Durban.* In
1930 the Government of India outlined a scheme which
contemplated the appointment of six Trade Com
missioners, one each at Hamburg, Milan, New York,
Durban, Mombasa and Alexandria. An Indian Trade
Commissioner was appointed at Hamburg in 1930 and
at present Mr. Patel is in charge of it. In 1935
Mr. Ahuja was appointed as Trade Commissioner at
Milan and Mr. Saxena at Osaka in 1937. Mr. Mali’s
appointment as Trade Commissioner for New York
has recently been announced but he has not yet taken
charge of his post. At present Dr. Meek is the Trade
Commissioner for India in London. 1In the United
Kingdom, through the medium of the Indian Trade
Commissioner in I.ondon, who since 1926 has been
assisted by the Trade Publicity Officer, opportunities
as they present themselves in England for commercial
publicity are utilized in India’s interests.§ This has
led to useful results. Since these appointments were
made, arrangements have been made for the display of
Indian goods at some of the important exhibitions and

* Ref Report of the Indian Tariff Board (Cotton Textile Industry)—
Vol. I—Report—1927, par. 101

t Ref. Trade Mission to the Near East and Africa—Repori—1928—
Introduction.

3 Ibid., p. 280.
§ A. G. Clow—The State and Industry, p. 76
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fairs on the Continent.* The Department of Com-
mercial Intelligence and Statistics works in close
co-operation with Directors ot Industries and other
Government Departments in India, with the Indian
Trade Commissioners in London and Hamburg, with
His Majesty’s Trade Commissioner in India and the
Dominions and with the Consular Offices in the various
parts of the world so as to stimulate the overseas
demand for Indian produce and manutfactures. We
may suggest that Trade Missions should be deputed
to various countries to explore the potentialities of
export markets for Indian manufactures and on their
recommendations permanent Trade Commissioners
should be appointed at important toreign centres.

Mention may be made here of an effective measure
adopted by the Government of
India, namely, the establishment of
(Coal Grading Board in 1925 to
encourage the exportation of Indian coal. While
considering the question of protection to the Coal
Industry in Chapter IX, we have reterred to the
appointment of the Indian Coal Committee to enquire
and report on the measures to be taken to stimulate
the export of suitable coal from Calcutta to Indian and
foreign ports. The Committee after careful investi-
gation came to the conclusion that the recovery of the
export markets depended on the supply of Indian coal
of definite and reliable standards at reasonable
prices and their most important recommendations
related to the establishment of a Coal Grading Board
for the grading of Indian coal and the granting of
certificate which would enable the foreign purchaser
to satisfy himself regarding the quality of the coal
supplied to him.* The scheme for a Coal Grading
Board was approved by the industry and the Coal

(1) The Coal Grading
Board

* See—India n 1926-27, p 209; and India n 1927-28, pp. 208-209.
+ Reflbsl}eogort of the Indian Coal Committee—1925—Vol 1, pars,
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Grading Board Act, 1925, which was passed by the
Indian Legislature in September 1925, provided for
the establishment of a Board authorized to determine
the grades of coals produced by any colliery applying
to it and to grant export certificate to any graded
colliery *

The foregoing survey shows that cheap railway and
sca freights, appointment of Trade Commissioners in
foreign countries, collection and timely distribution
of statistical and other information and propaganda by
means of exhibitions and the guarantee of quality of
exports to the foreign purchasers are some of the
devices which may be used for the fostering ot
national industries. The Government of India have
been resorting to some of these measures to some
extent. There is, however, a good deal of scope for
extending these positive measures for stimulating the
growth of our industries.

Encouragement by Negative Measures—(1)
Mechanism of Restriction.—We may now proceed
to consider the negative measures for promoting home
industries. We have pointed out in Chapter III
(Methods of Protection) that this method has been
recently introduced in the protective national policy
by the Continental countries. This measure com-
prises of (i) quota, (ii) barter agreements and (iii)
clearing agreements. The imports of foreign goods
are thus checked and the home market is thereby
assured to national industries. These measures are
commonly employed to protect home industries against
the competition of a country with a depreciated
currency, where an increase of import duty 1s not so
effective. In Chapter VII we have already shown how
this measure has been employed to protect the Indian
Cotton Textile Industry against the severe competi-
tion of Japan, which was mainly due to the depreciation

*Ref. A, G Clow—The State and Industry, p. 132
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of the Japanese currency. We do not propose to go
into the details of the question here but merely suggest
that such measures {orm the most eftective weapon
against the competition of a country with a depreciated
currency, and should be widely utilised to protect
home industries, including small industries which are
at present suffering from severe competition especially
of miscellaneous Japanese goods to which the scheme
of restriction does not apply.

(2) State Patronage—Stores Purchase Policy.
—It has been pointed out in Chapter JII that the
State and other public bodies are assuming increasing
importance as purchasers of manufactured goods for
their own requirements. It has now been definitely
recognised that the State should give preference to
home producers in supplying its needs.

More than forty years ago the Government ot India
enunciated the principle of purchasing their stores
requirements, as far as practicable, in India. The
rules made in this behalf were not, however, given full
effect to and Indian industries did not receive the
encouragement anticipated.* The Industrial Com-
mission examined the question. In view of the failure
of the indenting officers, through lack of information
about sources of supply and prices and of an inspecting
agency in the country, the Commission recommended
the establishment of a central stores purchasing agency
in India.t In accordance with the recommendations of
the Industrial Commission, the Stores Purchase Com-
mittee was appointed on 5th December 1919 to work
out a scheme for the establishment of the agency for
the purchase of stores. They recommended the
creation of an Indian Stores Department for the

# Ref. V. G. Kale—An introduction to the study of Indian Economics
—Vol 1, p. 440

+ Indian Industrial Commission—1916-18—Report, par. 196
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purchase and inspection of stores in India.* The
majority recommended that the Indian Department
should absorb the existing organization for the purchase
of stores in London and should utilize it as a branch
working under the High Commissioner for India for
securing of such stores as could not be purchased in
India. The minority opposed the dual subordination
of the organization in London to the High Commis-
sioner and the Indian Stores Department.t

The control of the Stores Department in the India
Office was transferred from October 1st, 1920 to the
High Commissioner for India almost immediately
after the presentation of the Committee’s Report. As
regards its subordination the Government of India
accepted the views of the minority ot the Committee,
The head of this department had previously been
directly responsible to the Secretary of State for India,
but the change gave the Government ot India, through
the High Commissioner, control of the working of the
Department.* The (Government of India after con-
sulting local Governments established the Indian
Stores Department at the beginning of 1922.8 The
principal officers of the Stores Department as
at present constituted are a Chief Controller of
Stores, a Director of Inspection, a Director of

Purchase and Intelligence and a Deputy Director of
Purchase (Textile).”

* See for the outline of the organization—Report of the Stores Pur-
chase Committee—Vol T—1920, par 151 and for the outline of
functions, par 147.

+ Ref. Ibid.. par. 120.
$A. G. Clow—The State and Industry, p 86.
§ Ibid., p. 89.

9G. B. Jathar and 8 G. Beri—Indian Economics—(Fourth Revised
Edition)—Vol. II, pp 19-20,
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The stores purchase rules, which laid down the
policy to be followed by all agencies for the purchase
of stores, were further considered with a view to meet
the Indian claim that a fair opportunity, if not pre-
ferential treatment, should be given to industrialists
and traders in this country in that respect. In 1924,
Government issued modified rules, the main feature of
which was the assertion of a more definite preference
for stores prodmed and manufactured wholly or partly
in India.* These alterations did not change the
general rule that the Indian article should be purchased
in India and the foreign articles purchased by the
LLondon Department. Thus all purchases of stores
were, by no means, covered by the work of the newly
created body and criticisms of Government’s policy
with respect to purchases in Iiurope continued.
Business opinion in India wanted the centralization of
all purchases in India and suggested the adoption of
the system of rupee tenders for delivery in India so
as to place indigenous enterprise in as favourable a
position as foreign competitors. It likewise urged the
rapid expansion of the scope of the work of the Indian
Stores Department and the corresponding reduction of
the work of the London department. The work of
the new department in India has already resulted in
a good deal of economy as well as encouragement to
local enterprise, but the proposed expansion has not
been given effect to. Further important changes in the
rules took place in 1927 and 1928.

In pursuance of a resolution passed in the Legis-
lative Assembly, the Government of India published
in 1928 draft of new rules, commonly known as the
Rupee Tender Rules, which after consulting public
opinion, were issued in their final form in December
1929. The rules came into force on the 1st January
1931. The preamble to the rules which is reproduced

%Ref. A. G. Clow—The State and Industry, pp. 96-87.
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below sets forth the present policy ot the Government
in the matter of the purchase of Government stores
in this country,

‘“ The policy of the Government of India is to make
their purchase of stores for the public service in such
a way as to encourage the development of the industries
of the country to the utmost possible extent consistent
with economy and efficiency and the following rules
which are applicable to the purchase of stores (other
than printing and stationery stores) for the Government
of India and for provinces other than Governors’ pro-
vinces are prescribed in accordance with this policy.
These rules supersede all previous orders on the
subject.

“In order to give effect to the above policy, pre-
ference in making purchases will be given in the
following order :—

First, to articles which are produced in India in
the form of raw materials or are manufactured
in India from raw materials produced in
India, provided that the quality is sufficiently
good for the purpose;

Secondly, to articles wholly or partially manu-
factured in India from imported materials,
provided that the quality is sufficiently good
for the purpose;

Thirdly, to articles of foreign manufacture held
in stock in India, provided that they are of
suitable type and requisite quality;

Fourthly, to articles manufactured abroad which
need to be specially imported.

“ Departments of the Government of India or
officers specially authorized in this behalf, may when
they are satisfied that such a measure is justified,
allow a limited degree of preference in respect of price
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to articles produced or manufactured in India either
wholly, or in part.”*

Local purchasing branches have been created at
Calcutta and Bombay and inspection agencies at
Madras, Bombay, Karachi, Cawnpore and Delhi.
Whereas under the old rules, purchase of imported
stores in India had been the exception, the new rules
provided that with certain exceptions all stores should
be purchased in India and that tenders should be for
supply in India and for payment in rupees.

The policy pursued by the Government for stores
purchase is thus more generous than before. Whereas
(Government stores imported in India were valued at
Rs. 7 crores in 1914-15 and Rs. 16.25 crores in 1921,
their value declined to 2} crores in 1936-37.% The
new rules were calculated materiallv to widen the scope
of operation of the Department. The total value of
the orders placed by the Department during the year
1936-37 was Rs. 6,49,60,534 as compared with
Rs. 5,59,04,866 in 1935-36, Rs. 4,76,36,251 in 1934-35
and Rs. 3,50,94,135 during 1933-34.%

Although these figures reveal an increase of orders
placed in India there are yet considerable imports on
Government account amounting to Rs. 24 crores. We
may suggest that the Indian Stores Department should
try to get all the requirements of the Government in
the country itself and thus substitute supplies of
indigenous’ manufacture wherever possible. To this
end the Department should adopt the policy of col-
lecting and disseminating industrial intelligence. We
may further suggest closer co-operation with Provincial

# Bulletins of Indian Industries and Labour—No 57—State action in
respect of Industries—1928-35, pp 76-T7.

+Ref G B. Jathar and 8§ G Beri—Indian Economics—(Fourth
Revised Edition)—Vol. II, p. 17 and Review of the Trade of

Tndia—1936-37, p. 127.
3 The Indian Year Book—1937-38, p. 779 and 1038-38, p. 803.
-,
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Industries Departments and industrialists in the
country. The Department should also give advice
and make suggestions as to the possibilities of
exploiting potential resources of the country to the
industrialists of India. In short, we desire that every
endeavour should be made to substitute national manu-
factures in place of foreign imports. A liberal poligy
on these lines will go a long way in extending assurance
to Indian nationalists of the sympathetic attitude of
tIhf(:i Government toward the industrial development of
ndia.

(3) The Swadeshi Movement.—We have pointed
out in Chapter III (Methods of Protection) how
concerted popular action could be utilised to build up
national industries. In view of the impossibility of
inducing the Government of India to accept a policy
of protective tariffs, public opinion in India as
expressed by the Indian National Congress and the
Industrial Conferences, strongly favoured the Swadeshi
movement which may be regarded as the positive side
of the agitation over the partition of Bengal (1904-5),
the boycott of British goods being the negative side.
This movement did not achieve notable success owing
to various reasons which we have reviewed in
Chapter IV. (The Protectionist Movement in India).
It was vigorously revived during the Civil Disobedience
Movement in 1930. Since then a strong preference
for home manufactures has been developed amongst
the purchasing public. The wave of Swadeshism thus
considerably accelerated the development of industries
in India and in particular of cotton textile industry
and has thus acted as a valuable ally of protection.

In view of the present rigid conditions of Discri-
minate Protection, we may suggest that until we are
able to get them relaxed, the Swadeshi campaign
should be more vigorously carried on by national insti-
tution such as the Indian National Congress in order
to actelerate industrial development of India, which
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is very urgently needed to solve the economic problems
of India. This will also shorten the period of pro-
tection by hastening the development of infant
industries. In conclusion, we may add that the more
liberal stores purchase policy of the Government of
India is based on the principle of preterence for
Swadeshi (indigenous) manufactures.

Foreign Capital.—Before concluding the dis-
cussion of the efforts directed
General, towards the stimulation of industrial
activity in India, mention may be
made ot an important issue which arises in connection
with the results of these efforts. Industrial enterprise
in India has been to a considerable extent dependent
on the supply of capital from abroad and those respon-
sible for providing the capital have naturally secured
a large measure of control. But the demand for
industrialization, as indicated in preceding chapters,
has been closely associated with nationalist aspirations.
As Indian industry developed, apprehension has been
felt in many quarters that one result of fostering
industries might be the strengthening of the position
of non-Indian capitalists. The national ideal has been
Indian industrialism, not an industrialism in India
carried on and controlled by non-Indians.

With the adoption of protection, the apprehension
regarding the results of the continuous inflow of foreign
capital has naturally been strengthened. Protection
in every country has derived its strongest support from
the instinct of nationalism; and a tariff policy whose
main result was the development of industry by non-
nationals would be regarded by many protectionists as
worse than useless. The question was discussed at
some length by the Indian Fiscal Commission. We
have already discussed the recommendations on this
subject made by the majority and minority of the Fiscal
Commission in Chapter V (Policy of Discriminate Pro-
tection). We may here briefly state that while the
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majority wished to impose certain conditions in those
cases where Government granted a concession or a
subsidy or bounty, the minority desired to apply
the conditions in all cases where protection was
granted.

The question being very important, the Govern-
‘ ment of India appointed the
fxternal Capital 17\ ternal  Capital Committee 1n
1924 which was presided over by Sir
Basil Blackett, the I'inance Member of the Governor-
General’s Council and was composed of members of
the Central Leglislature. The terms of reterence were
“to consider the question of the flow of capital into
India from external sources.” The Committee, after
holding a number of meetings presented its Report in
1925. Their general conclusion was that the inflow
of external capital was a valuable factor in assisting
the economic development of India and that general
measures discriminating against it or penalizing it by
way of taxation or control would be definitely injurious
both to the development of Indian resources and to
the interests of the Indian investor. But they empha-
sized the importance of stimulating the flow of capital
from internal sources and recommended that in the
case of loans preference should be granted to Indian
investors. They also recommended that where invest-
ment carried with it the control of an undertaking, the
Government when granting particular concessions to
the industry of which that undertaking formed part,
should exercise such control over the undertaking as.
would ensure that the benefits of the concessions
accrued primarily to the country. But they considered
that where a general concession was given, e.g., by
means of a tariff, it was impracticable to effect any
discrimination.*

* Report of the External Capital Committee—1925, par, 1.
t Ref. /b1d —Summary of Recommendations, pp, 16-16.
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It is more or less generally agreed that some
restrictions on foreign capital are
necessary for minimizing its dis-
advantages and maximizing the
advantages. The majority of the Fiscal Commission
and the External Capital Committee held that restric-
tion should only be imposed when a definite concession
or pecuniary assistance had been granted by the Gov-
ernment to companies. Their general objection to the
wholesale imposition ot the restrictions in all circum-
stances was that they would be too onerous and
would therefore he evaded or if not capable of being
evaded, would frighten away foreign capital almost
completely. The minority of the Fiscal Commission,
on the other hand, argued that protection in itself
constituted an important concession and that logically
no distinction could be made between favouring an
enterprise by definite concessions like bounties and
favouring it by admission to the benefit of a general
system of protection and recommended that restrictions
should be applied in all cases, whether particular con-
cessions were granted or not.*

Criticism and
Suggestion.

We agree with the majority ot the Iiscal Com-
mission who admitted that for hastening the industrial
development of India external capital, under the
present circumstances, is necessary. Any control that
we may suggest, should not hinder the object specified
above. Before making any suggestion mention may
be made of the constitutional safeguards for British
capital. We have examined in detail the question of
commercial safeguards for British interest in
Chapter X. Under Section 116 of the Government of
India Act of 1935, companies incorporated in the
United Kingdom and carrying on business in India
are to be eligible for any grant, bounty or subsidy for
the encouragement of any trade and industry to the
same extent as companies incorporated in British India.

* For the recommendations of the Majority and Minority of the
Fiscal Commussion—=See Chapter V,
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In view of this and other provisions of the Act of 1935,
discrimination against British interest is not possible.

How exactly and in what circumstances control
over foreign capital should be exercised is a matter
more of detail than of principle. How far the methods

of regulation suggested will be effective in attaining

the aim can only be decided by a process of trial and
error. If a particular type ot control is found in
practice to be injurious, it is always possible to
withdraw it or supply a corrective to it to suit the
circumstances of each case. We may suggest that the
control in the first instance, should be exercised on
the lines suggested by the minority of the Fiscal
Commission.* If they are found unsuitable, they can
be changed and moderated as may be demanded by
circumstances. Such restrictions should be interpreted
as a sign of the whole-hearted preparation of the Gov-
ernment to pursue a policy of encouragement and
support to Indian industries. Here we may emphasise
that the greatest advantage will be realized when the
country is in a position to satisfy her requirements for
new capital almost entirely from internal rather than
from external sources. We are in full agreement with
the suggestion of the External Capital Committee that
“ the real solution of the problem of external capital
lies in the development of India’s own resources ” and
that in order to draw out the ‘‘ vast store of dormant
capital ” in existence in India, “ banking facilities must
be increased and extended.* The strengthening of
the Indian banking system following the advent of
the Reserve Bank of India and the better regulation
of banking companies by the recently amended
Indian Companies Act may be expected to stimulate
banking development in India and to ensure a fuller
mobilization of the internal capital resources.

* For the recommendations of the Minority on Foreign Capital—See
Chapter V.,

+ See Report of the External Capital Committee—1925, p. 15.
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Other Measures of State Aid to Industry.—We
have reviewed the operation of
Introduction. protection in its various forms in
the preceding chapters and in the
earlier part of this chapter. It should be remembered,
however, that protection alone will not convert the
medieval organization of a country into an up-to-date
modern organization. Even with protection, a country
may remain for ever economically backward in the
absence of an adequate development of the indispens-
able adjuncts of modern economic life such as efhcient
banking organization, a properly developed system of
transport, a sympathetic railway and shipping rates
policy, an effective marketing organization, an efficient
system of commercial and industrial intelligence,
adequate command of capital, etc. Although pro-
tection is expected to assist the indigenous industries
in their state of infancy or weakness to compete with
their foreign rivals, attempts must be simultaneously
made to improve the conditions in which the industries
are carried on and to bring them up to the level of the
efficiency of their rivals. Here we propose to review
very briefly the steps taken by the Government of India
in this direction and make further suggestions for
effecting speedy industrial development.

The activities of the State in this direction are
regulated by the Imperial Depart-

Orgsnuation. ~ ment of Industry and Labour and

the various Provincial Departments

of Industries controlled by Directors of Industries.*

# These Departments were started in_accordance with the recommen-
dations of the Industrial Commission—(Ref. Indian Industrial
Commission—1916-18—Report, pars. 305 and 321.) Madras and
the United Provinces had Industries Departments before the
(Commission was appointed. Directors of Industries were appointed
in Bengal and Bombay in the latter half of 1017; in Bengal, how-
ever, the permanent appointment of a whole time Director dates
from 1820. In Bihar and Orissa and in the Punjab Departments
were created in 1920 and in Burma the Department of Industries
commenced work early in 1921. (A, G. Clow—The State and

Industry, p. 26.)
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In a review of the various branches of Government

Technical, activity in respect of industries it is
Industrial and  convenient to begin with technical,
Education. industrial and commercial education.

Success in other direction is largely conditioned by
progress in this direction and even those who are most
inclined to limit Government activity recognize the
provision of education for industry as a legitimate
function, indeed, a duty of Government.

It has long been a commonplace of educational
discussions in this country that trom top to bottom
our educational system is too literary and academic
and that it is necessary to give a more practical bent
to it. Lack of any education or of education of the
proper kind not only makes the Indian workman
inefficient and unreliable, but also kills in him all
desire tor improvement. IZducation will develop his
wants, produce in him an incentive to work more and
better in order to satisfy them and raise the whole tone
of his life. One ol the difficulties under which Indian
industries labour, is that skilled labourers as well as
supervisors and foremen have often to be imported
from abroad. The men thus imported are naturally
expensive and they have to be given a high scale of
wages. The real solution is to start technical institu-
tions of all grades in the country itself so as to make
it possible for Indian industries to dispense with foreign
labour of every kind.

For industrial progress something more than mere
technical knowledge is required. Men of insight,
daring and organizing ability are necessary to lead the
country in its industrial march and to enable it to keep
pace with other nations. The multiplication of com-
mercial schools and colleges is likely to help in this
direction.
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Some attempts have been made in this direction®
but considering the huge size and large requirements
of the country, the present position is unsatisfactory.
The provision that has been made by the Government
can scarcely be called adequate. The facilities for
industrial, technical and commercial education should
be sufficiently enlarged for attaining speedy industrial
progress. Care should, however, be taken to correlate
industrial and technical education and to ensure a
simultaneous progress of both. Here we may suggest
that when extending protection to any industrial
enterprise, the Government should insist on the grant
of facilities for training apprentices and for technical
and commercial education by the industry receiving
protection.  This would certainly accelerate the
realisation of the aim which we have suggested in this
section.

Great stress was laid by the Industrial Commission
(1916-18) on the importance to

Research, industrial development of scientific
research. Their proposals for the

formation of all-India services dealing with chemistry,
botany, bacteriology, zoology and entomology were
designed mainly to make it possible to secure the
systematic pursuit of researches likely to lead to
industrial advance.* In accordance with the recom-
mendations of the Industrial Commission, the Chemical

* The following table shows the number of Technical, Industrial and
?gommexcial Institutions and of the students attending them in

1. Colleges. Institu- Students. 2. Schools. Institu- Students.
tions. tions.
Engineeri 7 2,074 Engineerin 10 1,728
Commerci 6 2,606 Commercia 220 8,602
Technical &

Industrial 489 27,75

(Ref. The Indian Year Book—1037-38, pp. 371-372.)
For further detail—See Industry Year Book and Directory—1936—
Technical Institutions, pp. &5590

t Ref. Indian Industrial Commission—1916-18—Report, pars, 123-124,
-
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Services Committee was appointed in September 1919
to consider whether an all-India Chemical Service was
the best method of attaining the ends which the
Industrial Commission had in view and to frame
proposals for organization ot industrial research.* The
Committee made several recommendations, including
the establishment of a Central Research Institute at
Dehra Dun and a series of research institutes to be
instituted at the chief centres of industry in each pro-
vince, aiming at the encouragement of industrial
research and development.t The fate of these recom-
mendations was very unfortunate. The services were
not created as it was held that all-India services were
not compatible with provincial autonomy foreshadowed
by the Constitutional Reforms of 1919.+ Thus the
chain of provincial institutions has failed to materialise.
Although the comprehensive and co-ordinated scheme
of the Committee has not been carried out in operation,
progress has beecn made in some directions.

At the Fifth Industrial Conference held at Simla
in July 1933, it was agreed unanimously that a central
authority should be set up for the co-ordination of
research. Accordingly in May 1934, the Government
of India decided to establish an Advisory Council and
a Central Bureau for Industrial Intelligence and Re-
search. The Bureau, now called the Industrial Research
Bureau, was established in April 1933 with a research
branch at Alipore. The Bureau is attached to the
Indian Stores Department and has been given a grant
of Rs. 5 lakhs spread over a period of three years.$
The principal functions of this Bureau are :—(1) Col-
lection and dissemination of industrial intelligence.

* Ref. Chemical Services Committee—1920—Report, par. 1,

+ For the detail- of recommendations—See 7hid.—Summary of Recom-
mendations, pp. 99-104.

tRef. A. G. Clow—The State and” Industry, pp. 27-28,

§ See—For the various Research Institutes in India—A. G, Clow—
The State and Industry—Chap. VIII and Bulletins of Indian
Industries and Labour—No. B57—S8tate action in respect of
Industries—1928-35, Chap. V1II.
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(i) Collaboration  with Provincial Directors of
Industries and industrialists in all matters relating to
industrial research. (iii) Assistance to industrialists in
India by giving advice and making suggestions as to
the directions in which research should be undertaken.
(iv) Assistance to the organization of industrial exhibi-
tions in India. (v) The publications at intervals of
Bulletins relating to industrial research and other
matters connected with industrial development.*

Research in industrial problems is a function of the
highest importance and we may suggest that the
necessary institutions for this purpose should be created
and maintained without further delay. We may
further suggest that when granting protection to any
industry, the Government should insist on the extension
of facilities for research work by the industries
concerned.

Industrial labour in India is generally regarded as
being much less efficient than that in

E;‘:tofge'{gg;f European countries. As regards
the causes of the inefficiency, their

number is legion. Some of them are permanent while
others are temporary or remediable. To the former
class belong the climatic conditions in India which are
generally adverse to high labour efficiency. As regards
the causes susceptible to remedy, the Industrial Com-
mission suggested a rise in the standard of comfort
and an improvement in public health as remedies for
this state of affairs. They further held that these ends
could be attained only by education, improved housing
and a general policy of betterment in which an
orgamsanon for the care of public health must play
a prominent part. The facility for education of factory
children will create a new generation of workers, who
will learn to regard mill work as their fixed occupation.

® See—The Indian Year Book—1987-38, p. 779.
+ Ref. Indian Industrial Commission—1916-18—Report, par. 234.
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Better housing is a most urgent necessity, especially
in large congested industrial centres. Facilities for
healthy amusement, shorter hours of work and other
measures for economic betterment are almost equally
important.

The national importance of this problem of build-
ing up an up-to-date industrial civilization in India is
being understood more and more by the Government
and the people. This was attested by the appointment
in May 1929 of a Royal Commission on Labour pre-
sided over by the late Rt. Hon. J. H. Whitley. The
Labour Commission made a variety of suggestions on
the problem, but we shall mention only a few of them.
They suggested that, (i) Provincial Governments
should make a survey of urban and industrial areas in
order to ascertain their needs with regard to housing
and arrange for mutual consultations for devising
practical plans of co-operation among all interested
parties; (i) the Government should lay down minimum
standards in regard to cubic space, ventilation, light-
ing, water-supply, drainage, etc.; (iii) the provision of
working class housing should be a statutory obligation
on every Improvement Trust; (iv) co-operative build-
ing societies should be encouraged; (v) municipalities
should revise, bring up-to-date and enforce rigorously
bye-laws dealing with health, housing and sanitation.*
The Commission further recommended the reduction
from 60 hours a week to 54 hours a week.* The recom-
mendation regarding the hours of work has been
incorporated in the Factories Act of 1934. We do not
propose here to give a detailed account of the activities
in this direction, which is beyond the scope of this
section. Several attempts have been made in this
direction by various organizations representing the
State, employers and social agencies, but the results
are not satisfactory.

'Reé Repg{r% of the Royal Commission on Labour in India—1931—
% Ibid., p. 4.
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It is also gratifying that the advent of Congress
Ministries in various provinces in India has brightened
the prospects of extension of schemes of welfare work
for the benefit of industrial labour, e.g. the Textile
Labour Committee recently appointed by the Govern-
ment of Bombay. We may suggest that when granting
protection to any industry the Government should
ifsist on the provision of educational facilities, better
housing and the general welfare work for the labourers
engaged in that industry by the employers and other
bodies concerned. Such a plan may be expected to
improve the efficiencv of industrial labour, which is
very essential for ensuring a speedy industrial develop-
ment on sound lines which is after all the principal
aim of the policy of protection.

Extension of Protection.—We have reviewed
the operation of the policy of Discriminate Protection
in Chapters VI, VII, VIIT and IX. The chief bene-
ficiaries of the activities of the Tariff Board have been
the Cotton Mill Industry and the Iron and Steel
Industry. Latterly, Matches, Sugar and Salt have
also come in for a substantial help by way of protection.
It would be unnecessary here to detail the various steps
taken to assist these industries as these have already
been reviewed in the chapters mentioned above.
There are, however, as we have seen before certain
industries whose claim to pratection has been turned
down either by the Tariff Board or the Government on
the ground of failure to satisfy the essential conditions
of Discriminate Protection. In this connection, we
have examined the rigidity of the conditions of Discri-
minate Protection and made suggestions for their
relaxation in the preceding chapter. In view of the
forward industrial policy which we have advocated we
would like to put in a strong plea for the re-examination
of the Glass Industry and the Woollen Industry
without any further delay. We also favour a
re-examination of Chemical and Coal Industries,
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We also repeat the suggestion that the case for
protection of the Indian Tanning and Leather
Industries should be referred to the Tariff Board as

early as possible and protection granted if approved
by the Board.

~Finally we would like to invite attention to another
industry—uwiz., the Qil-making Industry. .

The position of India in respect of the oil industry

is peculiar. Though India produces

Ol making industry  a variety of oil-seeds, she is mainly

a seed-exporting country and has

not properly developed the manufacture of finished

products such as refined oils and oil-seeds cakes.

Much attention has recently been devoted to the

problem of how to transform India into an oil and

oilcake-producing and an oil-exporting from an oilseed
exporting country.*

Large quantities of oil seeds are produced in India.
There is also a big home market for oils and oil cakes.
The whole agricultural population requires oils for
food and needs oil-cakes for cattle. Vegetable oils
have several important uses and play a great part in
the economic life of a civilized community. The soap
industry in particular will be benefited most by the
development of the oil industry.t The other industries
most likely to be benefited are the paints and varnish
industries.

* The quantity and value of export of o1l seeds are given below.

Quantaty (in thousands)

Tons
Pre-War War-Average Post-War 1935-36 1036-37
Average Average
1,453 708 923 673 1,166
Value (1n thousand of Rupees)
24,36,97 12,17,42 23,63,64 10;33,08 18,46,93

(Ref. Review of the Trade of India—1936-37, pp. 101-192.)
+ Cf, Vera Anstey—The Economic Development of India, pp. 257-259.
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It is both unsound and un-economic for India to
export her oil-seeds instead of manufacturing the oils
and oil-cakes in the country itself having regard to the
high manurial value of the commodities exported to
an agricultural country like India. All these consi-
derations lead us to the conclusion that persistent
effort should be made to develop the industry. We
suggest that the case for protection of the industry

should be immediately examined by the Tariff
Board.

If our suggestions for the reconstitution of the
Tariff Board are accepted (made in Chapter XI), the
Board will be able on its own initiative not only to
reconsider the cases of industries whose claims for
protection have not so far been granted but other cases
as well. This will widen the scope of protection and
facilitate the progress of our industries.

General Conclusion

We have now reached the end of our review of the
problem of Industrial Protection in India. With the
help of the background of the development of national
economic policies based on protection in the various
countries of the world, we have, we believe, succeeded
in presenting a strong and sound case for the adoption
by India of a national policy of industrial protection
conceived and carried out in a generous spirit. The
aim of the forward Industrial Policy for India which
we have advocated in this thesis is the attainment of
the maximum industrial production in the country with
a view to increasing the national dividend and raising
the standard of living of Indian people. We deem it
very essential to bring about a balanced economy in
the country in order to solve its poverty problem. "We
maintain that this goal should be achieved as rapidly
as possible, if India is to be lifted from its present
economic stagnation.



338

The country has succeeded in making some pro-
gress industrially, especially since the adoption of the
policy of Discriminate Protection.* But the pace has
been slow, the method of protection defective and its
principles very rigid. We, therefore, advocate a
policy of protection, which will not be unduly hampered
by restrictions. It should be a policy comprehensive
in its scope and thorough-going in its operation, so ‘as
to develop industries large and small, existing and
potential in the country. We must at the same time
see to it that the burden of protection does not fall
unduly on any one class in the country. The incidence
of protection should be estimated and arrangements
made for its equitable distribution, or in the alternative
for granting relief where necessary. We strongly dis-
approve of the recent policy of Excise Duties of the
Government of India and maintain that industries
should receive unswerving protection during the period
calculated to place them on a satisfactory footing. To
implement the policy outlined above, we consider that
it is necessary to set up an effective and efficient
machinery. A permanent Tariff Board, with an
enlarged personnel and adequate powers granted by
the Indian Legislature, should be appointed without
any further delay. The industrial development of
India, in our view, should not be limited to the home
market only, but should also aim at supplying export
markets wherever we have reasonable facilities. To
this end, besides adequate protection through tariff and
bounties, we strongly favour the adoption of a sym-
pathetic policy of railway and shipping rates and
advocate encouragement of national shipping.

The country requires an efficient system of com-
mercial and industrial intelligence in order successfully
to tap foreign markets. We also favour the grant of
prompt and adequate protection to our industries

* See—Appendix I.
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agamnst unfair competition from countries with depre-
ciated currencies.

The Stores Purchase Policy of the Government
should be made more generous so as to help the growth
of indigenous industries. We maintain the view that
until these changes which require the consent of the
Government fully materialise, the campaign of
Swadeshism should be vigorously carried on so as to
create a widespread preference for home products in
the country.

We insist on a national outlook on the part of the
industries in the country with a view to bringing about
the exploitation of its resources for the benefit of the
people themselves. We have suggested ways and
means to ensure adequate attention being paid to the
national point of view throughout.

We wish to emphasise again the urgent need of an
adequate provision of technical and commercial educa-
tion, industrial research and the adoption of mecasures
to promote the welfare of factory labour, in order to
stimulate the industrial development of India on sound
lines.

While we have no objection in principle to a system
of preferential tariffs for the Empire countries, we are
afraid that the claim of Indian industries to protection
especially in the initial stages of the new policy cannot
be readily reconciled to that of Imperial Preference.
We must in fairness to India, place protection in the
foreground and Imperial Preference must wait for
some time. Throughout, our policy must be Indian
interests first and Empire interests afterwards.

We entertain the apprehension that the new consti-
tution of India does not offer adequate scope for the
full realisation of the policy outlined above. It is
beyond the scope, of this work to deal with the-highly
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controversial issues raised in this connection and to
suggest ways and means to remove this defect in the
constitution. We express the hope that the country
will succeed in securing a more generous constitution
in the near future which will guarantee full fiscal
autonomy and freedom of economic policy to the Gov-
ernment and the people of this country. We feel
optimistic that even within the framework of the exist-
ing Constitution, it is possible to remove many of the
defects of the policy and mechanism of industrial
protection in India and to adopt several other measures
besides protection for ensuring industrial development
so as to place the country on the high road to
prosperity.
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APPENDIX 1.

Chart I*

Chart I shows the production of pig iron and steel
in India since the grant of protection to the Iron and
Steel Industry in 1924. It will be seen that the pro-
duction increased till 1927. In the year—1928—
production was adversely effected by strikes in the
Tata Iron and Steel Works at Jamshedpur which
lasted from the middle of April to the middle of
September, 1928. Iron and steel production in the
years 1930-32 reflects largely the economic depression
prevalent throughout the world. Since 1932, there

has been a tendency for the output of pig iron and

steel to show a welcome increase.

* Chart is based on the data collected from the statistics given by the
Coal Mining Committee—1937—on p. 239 and the Monthly Survey
of Business Conditions in India—since January 1935.
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Chart I
Production of Pig Iron and Steel in India
(0,000 Tons.)
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Chart II*

Chart II shows the imports of iron and steel
materials into India since the grant of protection in
1924. It reveals a decline in the imports except in
1927-28. The increase in the year was mainly due to
the efforts made by British steel makers to meet foreign
competition and to the attempts made by France to
conserve her overseas markets. Since then there has
been a continuous decline in the import; of iron and
steel materials. Even allowing for the effects of the
world economic depression on imports, it is seen that
the decrease in imports was the result, as was expected,

of the grant of protection to the Iron and Steel

Industry.

* Chart is based on the statistica collected from the Review of the
Trade of India since 1924-25 and the Monthly Survey of Business
conditions in India.
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Chart II
Imports of Iron and Steel Materials into India
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Chart III*

Chart III shows the mill and handloom production
of cotton piecegoods in India. There has bcen an
increase in the production since the grant of partiai
protection in 1927. The year 1928-29 witnessed a
fall in the production mainly due to the prolonged
labour strikes in the industry. For example the strike
in the Bombay Cotton Mills started in April 1928 and
lasted till October of that year. Since 1930, there has
been a rapid increase in the production following the
grant of substantial protection especially against Japan
in that year and the spread of Swadeshi movement in
India which was launched along with the Civil Dis-
obedience movement in 1930. The increase has been
uninterrupted except during the year 1933-34. The
fall in the year may be attributed to unfair competition

from abroad.

# Chart is based on the figures given on pp. 162-163,
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Chart III
Mill and Handloom Produotion of Cotton Plecegoods
in India
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Chart IV*

Chart TV shows the imports ot cotton piecegoods
into India, It will be seen from the Chart that since
the grant of substantial protection in 1930, imports have
been declining. In 1932-33 there was a tendency for
a rise due to the heavy imports from Japan stimulated
by her depreciated currency. The year 1933-34
showed again a decrease in imports which may be
attributed to the measures taken by the Government
into India. It will be seen from the Chart that since

the imports are more or less stationary.

* Chat 15 based on the figures given on pp  162-163.
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Chart V*

Chart V shows the production and imports of sugar
in India. It will be evident from the Chart that since
the grant of protection in 1931, production has been
speeded up very rapidly and the imports at present are

negligible.

* Chart is based on the figures given on pp. 195-196,
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Chart V
Production and Imports of Sugar in India
. (0,000 Tons.)
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APPENDIX 1L

Tabular Statement of Enquiries oarried
out by the Tariff Board.*

Year of
Serial Date of DPersonnel Subject of Publica-
No., Referencs. Enquiry. tion of the
Report.
1 July 10, President :— Steel lndustry 1924
1923 Mr. (now Si)
G. Ramy
Members . —
M1 (now Sir)
P 1’ Ginwala
Prot V G Kale
2 Oct 5, do. Sulphw 1924
1
3 Apnl 10, do. Paper and 1925
1924 Paper Pulp
[ndustries
4 ”» do Magnesium 1925
(hloride
Industry
5 ” do. (‘ement 1925
Industry
* Tanff Anomalies
1 March 28 P’resident . — Spelter and 1926
1 Mr., (now dir) Galvamzed
G. Rainy. Hardware
Member .—
Dr. J Mattha.
2 . President .— Electiic Wires 1928
Sir P. P Guwala and Cables.
Member . —
Dr. J Mattha
3 ” President :— Belting 1928
Mr, A. E Mathas.
Member —
Dr. J. Matthai.
4 » President :—- Printing Type 1929
Sir P. P, Gmwala
Member :—
Dr. J. Mattha
”» do. Manila Rope, 1929
6 » JPresident Curbon Brushes 1934
Dr, J. Mattha and Healds
Members :— and Reeds.
Mr. G. Wiles.
Mr. G. A. Nateran,
7 » President :— Shuttles. 1936

Mr. G. Wiles.
Members : —

Mr, F. I. Rahimtoola.

Mr. H. R. Batheju.



Serwal Date of
No Reference
6 Oct. 8,
1924
7 June 18,
1925
8 ”»
9 Sept. 10,
1925
10 Apr 3,
1926
11 »
12 June 10,
1926
13 Oct. 2,
1926
14 May 19,
15 May 26
T

353

Personnel

President ;=
Mr. (now Sir)
G. Rainy.
Vlembers : —
Mr (now Sir)
P Ginwala
Pmt V G Kale.

do.

President s
Mr., (now Sir)
G. Ramy.
Members :—
Mr  (now Sir)
P P Ginwala
Dr J " Matthai

do.

President :—

Mr (now 8ir)
P. P Ginwala

Members .—
Mr A LK
Dr ] Matthar

President, —

Mr A FE Mathias

Member ‘—
Dr 1 Matthai

President :—
Mr (now Sir)
F Noyce

Memhers —

Rai1 Bahadur

Harikisan Kaul,
Mr., N S Subha Rao

President —
Mr (now Su)
P P Ginwala
Members -

Mr A E Mathias

Dr J Matthai
President =

Mr, A. E. Mathias,

Member :—
Dr J, Matthai

do.

Mathias

Year of
Subject of Publicu-
Enquiry tion of the
Report
Steel Industry 1924
(Urgent
Enquiry)
Steel Industry, 1925
Wire and Wire 1926
Nail Industry
Coal Industry 1928
Steel Industry 1927
(Statutory
Enquiry).
Wagon Building 1927
(‘otton Tex- 1927
tile Industry
Mateh Industry 1928
Changes in 1927
Tariff entries
regarding

Printing Paper

Plywood and
Tea Chest
Industry.

1927



Serial
No,

16

17

18

19

20

21

23

24

25

Date of
Reference.

March 26,
1928

July 16,
1928

July 25
1929

May 15,
1930
”
May 20,
1930

Sept. 30,
1930

Dec 1,
1830

March 26,

1931

354

Personnel.

President :—
Mr. (now Sir)
P. P, Ginwala.
Members :—
Mr, A. E. Mathias
Dr. J. Matthai.
President :—
Sir P. P. Ginwala,
Members :—
Mr. A. E. Mathias,
(rejoined from leave
on 19th Jan.,
1929).
Dr. J, Matthai.
do

President :—
Sir P P. Ginwala
(upto 26th March,
1930

Mr A. )i«:. Mathias

(from 27th March,
1930)

Members :—
Mr, A. E. Mathias
(upto 26th March,
1930).
Dr J. Matthai.
President :—
Mr A. E Mathias
Member :—
Dr. J Matthai

do

President :—

Mr A. E Mathias.
Members :—

Dr. J. Matthai

Mr F T Rahimtoola
President :—

Mr A, E Mathias
Member -—

Dr T Matthm

do.

President, :—

Dr. J. Matthai,
Members :—

Mr. F. T Rahimto jla.
Mr. G. T. Boag.

Subject of
Enguiry.

O1l Industry

Heavy Chemi-

cal Industry.

Magnesium
Chloride
Industry,

Salt Industry.

Gold Thread
Industry.

Railway
Materials

Sugar
Industry.

Additional
Protection
for Galvan-
ized sheets

Steel Rails
Paper and

Paper Pulp
Industries

Year of
Publica-
tion of the
Report.

1928

1829

1929

1930

1930

1930

1931

1930

1931

1931



Serial
No,

g8

3

32

Date of
Reference.

May 11,
1931

April 9,
1932

Dec. 3,
1932

Aug. 26,
1933
Oct. 20,
1934

May 25,
1935

Sept, 10,
193
April 1937

Dec. 1937

355

Personnel.

President :—
Dr. J. Matthai.
Members :—
Mr. F, 1. Rahimtoola
Mr. G. T. Boag.
do.

President -—

Mr, F. I. Rahimtoola.
Members :—

Mr. G. T. Boag.

Mr. A. R, Batheja.
President :—

Dr. J. Matthai.
Members :—

Mr. G. Wiles

Mr. G, A. Natesan,
President :—

Mr. G. Wiles,
Members :—

Mr F T Rahimtoola.

Mr H R Batheja.
+President *—-

Mr F. I. Rahimtoola.
Member :(—

Mr H R. Batheja,
President :—

Sir Alexander Murray.

Members :—
Mr. F. I Rahimtoola.
Dewan Bahadur
A. Ramaswamy
Mudaliar.
President :—
Sir Geoffrey Bracken.
Members :—
Dr. L. C. Jain.
Mr, FAdI. Rahimtoola.
0,

do.

Year of
Subject of Publica-
Enquiry. tion of the
Report.
Glass 1032
Industry.
Cotton Tex- 1932
tile Industry.
Sericultural 1934
Industry.
Steel Industry 1934
Woollen 1935
Industry.
Classification 1936
of Paper,
Cotton 1936
Textile
Industry.
Sagar 1938
Industry.
Paper 1038
Industry.
Magnesium 1038
Chloride
Industry,
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APPENDIX 1V.
Import Dutles on Cotton Yarn and Piecegoods since 1927.*

1931
Prior 1927 1930 1932 1933 1934 1934 1936
to Sept. April August June January May June
1927, 22nd. 4th. March Sept. 30th. 7th. 8th. 1st. 25th.
1st. 30th.
% o4 As. % As.| % As. | % As. | % As. | % As. | % As. % As. | % As;
er per per per per per per er -
m_.v. 1b. Ib. 1b. 1b. Ib. 1b. mr. _ww
Cotton Yarn 5 |Soril} 6} or 1% C—MS
50.8:—
Briush | Sorl}
Foreign | 6} or 13
Above
50 s:—
British Mw
Foreign.
‘Cotton Piece-| 11 Plain
goods. Grey'— )
British | 15 or 33| 20 or 33 | 25 or 43 25 or 4§ | 20 or 3¢
Omnﬂnamm: 20 or 33! 25 0or 33 |311 or 43} 50 cr 53 | 75 0r 63 | 50 or 5} 50 or 5}
ers:—
British | 15 20 25 2s * 20
Foreign.| 20 25 314 50 75 50 50 1

#*Ref. The Indian Textile Journal—July 1936—p. 336.
Review of the A‘Muuo of India in 1936-37—p. 31.



APPENDIX V.

Import Duty on Sugar since 1916.*

Period, Rate.
Before 1916. 5% Ad Valorem.

19016-21. 10% »

1921. 15% .

1922-25. 25% Y

1925. Rs. 4-8-0 per cwt.

1930. ,» 6-0-0 .

1931. vy 1-4-0 .

19332. s 910,

(includes surcharge of
Rs. 1-18-0 per cwt.)

Nore.—The protective duty of Rs. 7-4-0 is to continue ti]l 31st
March 1938.

Y

#B. N. Adarkar—The Indian Tanff Policy with special reference to
Sugar Protection, p. 148,



APPENDIX V1.
(A) Recent Enquiries

1. Sugar Industry:—

We have dealt with the grant of protection to the sugar
industry in 1932 in Chapter VIII. There we have mentioned
2he appointment of the Tariff Board to ascertain the amount
of protection for the remaining period of protection. Here we
will consider the recommendations of the Board and the
decision of the Government on them,

Second Enquiry:—The Sugar Industry (Protection) Act of
1932, which extended protection to the industry for a period
of fifteen years, required a statutory enquiry before 31st March
19388 to ascertain what degree of protection was needed by the
industry for the remaining period of protection. The Tariff
Board was entrusted with the enquiry under the resolution of
the Government of India dated 27th March 1937.

Recommendations of the Board :—The Board submitted its
Report as early as December 1937, but was released for publi-
cation after over a year and a quarter later.

In the Report the Board stated that the protection granted
in 1931 had revolutionized the sugar industry in India. ‘‘ From
a country mainly dependent on imports of sugar, India has
become the largest sugar producing country in the world with
an output equal to, if not, in excess of its requirements.’'t It
was held that the policy of protection had been successful be-
yond all expectations in increasing the internal production and
reducing the imports of foreign sugar. The progress made in
manufacturing efficiency made by the industry since 1930-31
was also considered by the Board as satisfactory.

For the purpose of deciding the extent of protection required
by the industry for the remaining period of protection, the
Board considered it necessary to take into account the fact
that the internal production was in excess of consumption.
The production of sugar in India from all processes in 1986-87
was 1,254,000 tons, f.e., 58,000 tons in excess of the estimated
consumption.? The Board further pointed out that there was

* This A}i;)endix. is intended to bring up-to-date the account of Indus-
trial Protection in India and to review certain important develop-
ment since the thesis was submitted to the University of Bombay
in December 1937,

t Report lot the Indian Tariff Board on the Sugar Industry 1938,

ar,

$151d., p. 166,
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fio prospect for an export trade in sugar as India was debarred
from exporting sugar by sea except to Burma under the Inter-
national Sugar Convention,* and the export by land under the
existing circumstances was impracticable. The Board held that
the increase in the internal consumption would be inadequate
to absorb the surplus production.

Under these circumstances an increase in imports was
considered by the Board as being of most serious consequence
for the industry.

Having thus established a case for protection, the Board
proceeded to recommend the measures of protection. They
estimated the fair selling price of Indian sugar at Rs. 7-12-0
per maund. Java Sugar could be landed at Rs. 2-7-0 per
maund. So the Board concluded that the protection required
was Rs. 5-5-0 per maund or Rs. 7-4-0 per cwt. for a period
of eight years.t

The Board held that no special protection was necessary
for the gur industry upart from the protection granted to sugar.
They further made several recommendations which were
intended to increase the efficiency of the industry.

Government Aoction: —The Government of India issued a
resolution on the report on 30th March 1939. They held that
the figures estimated by the Board for certain items, notably
manufacturing costs and profit and for the adjustment of
differences in quality were susceptible of reduction. It was
further stated that the recent changes in the Indiun industry
itself had made the report out of date and it was not possible
to fix the level of protection for the whole of the unexpired
term without a further enquiry. The Government of India
proposed, therefore, to fix the amount of protection for a period
of two years from April 1st 1939 to March 31st 1941, pending
8 further inquiry to be held in 1940. For two years, the Gov-
ernment of India proposed to impose the present protective
duty less 8 annas per cwt. A bill embodying the decision of
the Government on sugar industry was introduced in the
Central Legislative Assembly on the 31st March 1939. The
Bill was passed by the Central Assembly on the 15th April 1989.

2. Paper Industry:—

The question of granting protection to the paper industry
was firstly considered by the Tariff Board in 1024. The industry

# Raf. Re of the Indian T. Board
par. 10 and see c;a:"vffff . m;?g)f” Sugsr Industry, 1628,
¥ Bee for, detail—Ibid., pare. 103107,
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was given further protection in 1982 for 7 years.* This pro-
tection was to expire on the 81st March 1989. In view of this,
under the Government of India Resolution dated the 11th
December 1987, the Tariff Board was asked to re-examine the
question of the protection enjoyed by the paper and paper pulp
industries in India and to report what protective measures (if
any) should be continued after 81st March 1939,

Recommendations of the Board:—The Board’s conclusion
as to the availability of sufficient quantities of raw material
for the industry was in agreement with that of the Tarift
Boards of 1925 and 1981, that the supply of bamboo was
adequate for both present and future requirements.t Thus
gheﬁ first condition laid down by the Fiscal Commission was
ulfilled.

The Board further stated that with the assistance of pro-
tective duties Indian mills had gradually captured the greater
part of the market for protected classes of writing and printing
paper.t

In the opinion of the Board the time *‘ is not vet rive for
the withdrawal of nrotection to the industrv.”’§ Although
bamboo as a pulp making material had passed the experimental
stage, it cannot be considered to have attained the stage of
maturity. The Board further held that the withdrawal of the
protective dutv would be followed by serious consequences for
established mills and still more serious one for new mills.
Thus the withdrawal of protective duties at the present stage
of development of the industry would he premature. The
Board were of the opinion that this would arrest the progress
of bamboo pulp manufacture and so defeat the object for
which protection was first granted to the industry.

Protection for a period of seven vears from Avril 1989 was
recommended at the rate of 11 pies per nound, fe. 1 vie less
than the old protective duty recommended by the Tariff Board
of 1981. The continuance of nrotective dutv on imported pulp
was recommended at a rate of Re. 85 per ton or 25 per cent.
ad valorem whichever was higher.1

# See Chap. VIIT for the First and the Second inquiry of the Tariff
Board regarding the Paper Industry, .

+ Report of the Tariff Board on the Paper and Paper Pulp Industries,
1938, par. 26.

1Ibid., par. 64,

§ Ibid., par. 63,

1 71%id., p. 6.
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Government Kotion:—The Government of Indis in review-
ing the Report of the Board held that the period of protection
should be three years only, at the end of which the question
of protection should again be referred to the Tariff Board.
They further decided that the protective duty should be reduced
from 11 pies per lb. to 9 pies per Ib. and the duty on wood pulp
should be 25 per cent. ad walorem only.

A Bill embodying the decision of the Government, was
introduced in the Central Assembly on the 31st March 1939,
It was considered by the Assembly on the 6th April 1989. The
Bill was passed with three amendments. The first one con-
verted the duty on wood pulp from a revenue to a protective
duty, the second amendment fixed the duty on wood-pulp at
25 per cent. ad valorem or Rs. 85 per ton whichever is higher
and the third amendment fixed the period of duty as up to
March 81, 1942.

3. Magnesium Chloride Industry:—

The question of the grant of protection to the magnesium
chloride industry was firstly considered by the Tariff Board
in 1924. The industry failed to obtain protection at that time.
The claim of the industry for protection was again considered
bv the Tariff Board in 1928. The industry was given protec-
tion until 81st March 1939.*

Third Enquiry:—As the period of protection afforded to
the magnesium chloride industry under the Heavy Chemiecal
Industry (Protection) Act, 1981, was to expire on the 81st
March 1939, the Government of India referred the question
whether any, and if so what, protective measures should be
continued after the date to the Tarif Board on the 18th
December 1937. °

Recommendations of the Board :—The Board endorsed the
conclusion of the Tariff Board of 1929 that a reasonable amount
of protection to the industry was in the interest of the con-
sumer. They further held that if protection were to be entirely
withdrawn there would be the danger of the dumping of mag-
nesium chloride from Japan or of a combination of continental
producers which would kil Indian industry. If the Indian
industry were to succumb to foreign competition, foreign pro-
ducers would be in a position to raise prices considerably above
the level prevailing in recent years.t

# See Chap. IX for the First and the Second Enquiry of the Tariff
Board regarding the Magnesium Chloride Industry,

+ Report 1osf the Tariff Board on Magnesium Chloride Industry, 1938,
par. 10, '
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The Board further stated that the Pioneer Magnesia Works
Company had made a progressive reduction in the cost of
production at its main factory. It had also shown considerable
enterprise in developing an export trade with the United King-
dom and other countries. They held that the industry would
ultimately be able to stand without the wad of protection,
provided measures were tuken to prevent unfar competition
from foreign countrics in the way of dumpmg of magnesium
shloride at unremunerative prices *

The Board recommended that the industry should be pro-
tocted for a further period of seven yeurs, but the amount of
the duty should be reduced from Rs. 1-3-0 a cwt. to 15 annas
per cwt t

Government Action:—The Government of India accepted
the Board's recommendation in respect of the period of pro-
tection but held the rate of protoctive duty proposed by the
Bourd to be unduly hgh. They decided to mmpose a protective
duty of annas 12 per cwt.

A Bill embodying the deusion of the Government was
mtroduced m the Central Asscmubly on the 31st March 198Y.
1t wus pussed by the Assembly on the 6th April 1939.

L4

CRITICISM

The decision of the (iovernment of India on the LReports
of the Tariff Board on sugar, paper and magnesium chloride
industries, has given rise to a storm of protest m the country.
In the case of all these three industries, (Gjovernment have
differed from the recommendations of the Tarif Board. In
each case the decision has been to reduce the level of pro-
tective duty recommended by the Tariff Board. The period
of protection has also been curtailed by the Government.
Moreover the delay in the consideration of the Tariff Board’s
reports and the policy whercby protection 18 being diminished
and given for shorter periods are open to serious objection.
If it is desired to protect an industry adequately, protection
given should be for a sufficiently long period of time. The
periodical inquiries at short interval are bound to cause un-
certainty and even an apprehension in regard to the future
course of protection to the industry. We highly disapprove of
the policy of the Government to whittle down even such pro-
tection as is recommended after full deliberation by a Board
appointed by themselves. This policy is all the less justifiable
at the present juncture when there is a great enthusiasm in

* Report fg the Tariff Board on Magnesium Chloride Industry, 1938,
par. 16.
+ Ibid., par. 17,
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the country for a forward policy of industrialization and
industrial planning which has been advocated by the Indian
National Congress. The recent action of the Government hes
further deepened popular distrust in ** Discriminate Protection ™
and has given rise to a demand for unqualified protection to
Indian industry

(B) Indo-British Trade Agreement

It was mm March 1936 that the Indiun Legislative Assembly
denounced the Ottawn Pact and  voted tor its termination
Negotiations were soon afterwards set on foot for u iresh trude
agreement which, atter protracted delays extending over
period ot three years, have recently been completed.

The new Indo-British Trade Agreement, which 1 to be
torce tor three years, rveplaces the two agreements which have
hitherto been 1n force, viz., The Ottawan 'I'rade Agreement,
1932 und The Supplementary Agreement, 1985, which have
been already dealt with. (See Chapter X )

The Tarft Bil unplementing the new agreement was con-
sidered by the Assembly on the 15th Apnl 1939 The Assembly
rejected the Agreement by fitty aguinst thirty-seven votes, but
1t was approved by the Council of State and the Government
of Indin have forthwith brought 1t mto effect aiter getting the
necessary legislation certified by the Governor-General.

As we are concerned here only with the protective aspects
of the agreement, we shall consider the effect of the new agree-
ment on the protected industries. Taking the Cotton Textile
Industry, under the new agreement the protective import duties
on DBritish picce-goods have been reduced to 174 per cent.
ad wvalorem on printed textile goods, 15 per cent. ad valorem
or 2 annas 73 pies per b . whichever is higher on grey textile
goods and 15 per cent ad valorem on all others; these are to
be the basic duties. India agrees to grunt to the United King-
don a minimum import quota of 350 million yards, to be
secured if necessary by successive reductions of 2} per cens.
from the basic duties which, however, ¢an be increased should
the United Kingdom’s export of piece-goods to India in any
year exceed the maximum of 500 million yards. The basic
duties will be raised or lowered according as the mports of
Lancashire piece-goods exceed 500 million yards or fall short
of 350 million yards. The unofficial advisers of the Government
of India headed by Sir Purshotamdas Thakurdas were not will-
ing to allow the United Kingdom a minimum import quota of
more than 200 million yards rising to 400 million yards with a
duty not lower than 20 per cent. on certain classes and 15 per
cent, ad valorem on others,
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Thus the main feature of the arrangement is the guarantee
of a minimum and a maximum market for British cloth in
India This guarantee 18 to be enforced by a reduction of the
import duties as stated above If this reduction does not result
in ensuring the stated wninimum of British cloth, provision is
made for a further reduction of the dutv by 24 per cent.

This guarantee mrangement has given rise to serious criti-
cism in the country, especially in the case of a commodity
which is being manufactured m India on a large scale and which
18 easy to manufacture in India  The arrangement practically
amounts to forcing the Indian consumer to consume a parti-
cular kind of foreign commodity Such an arrangement is
unsound for an industrally growing country *‘ The agreement
as it stands at present is not in the interests of India *** The
Indian Merchants’ Chamber. Bombay considered it u matter
of great regret that '* Government, after having appointed un-
official advisers have chosen to shelve their advice and sug-
gestions and drawn up a new Agreement with the British
Government "’

The high quota allotted to the United Kingdom in the
Indian market would affect verv prejudicially the cotton nulls
in India  The Indian mills would be compelled to curtail thew
production severely ~The arrangement appears to be entirely
against the interests of the Indian Cotton Textile Industry

Inspite of the severe criticism in the country and in the
Assembly, the Indo-British Trade Agreement has been brought
into force, after being certified by the Viceroy

In this connection we 1nay mention the increase in the
import duty on raw cotton from Ist March 1939 The duty
has been doubled. Sir Purshotamdas Thakurdas in the course
of his address to the Delhi meeting of the Federation of Indian
Chambers, stated that the increase of the import duty on raw
cotton, ‘‘ amounted to giving an advantage of three to four
per cent to Lancashire and loading the dice against India *

The new agreement coming in the wake of the doubling of
import duty on cotton. will prove scriouslv detrimental to the
interest of Indian Textile Industry, especially when the industry
in Bombay was called upon to grant an increase in wages in
accordance with the interim report of the Bombay Textile
Labour Enquiry Committee The recent imposition of the 10
per cent Property Tax in Bombay and Ahmedabad in order
to fill up the gap in provincial revenues caused by the policy
of prohibition has to be reckoned with as constituting another
handicap on the Cotton Textile Industry Having regard to
all these new burdens there was no justification for the grant
of special concession to T.ancashire.

#Ref. The Article on the Indo-British Trade Pact. t;; TrVKRU
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