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CHAPTER I

JOINT STOCK ENTERPRISE

1. Upto 1939

India has not yet experienced an Industtial
Revolution of the type known to the western world
and Japan. This is so because conditions necessary
for such an intensification of industrial progress
have not yet obtained. in our country. The policy
of discrfminating protection followed since 1923,
the Swadeshi Movement which started in the carly
2oth century, and the occasional wars—the Crimean
War, 1914-18 war, and the 1939 war—have been
the only major factors in stimulating Indian
industry. Nobody has cver planned for a syste-
matic development of India’s mineral and power
resources. Moreover, in a country where people
depend too much on the government for every
thing the government policy has definitely discour-
aged industrialisation. It is true that we have
made some progress as the number of ‘factories’
increased from 2936 in 1914 to 11,63¢ in 1939 and
over the same period the number of workers in
these factories increased from 9} lakhs to 17} lakhs.
There has been a gradual and slow transformation
from agricultural to manufacturing economy
and now we export less of our raw materials,
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which are converted into manufactured goods in
our own country, than was the case ten years ago.
Our national income has also increased. We have
some large scale industties such as iron and steel,
cotton textiles, jute, sugar, paper, cement, and coal,
This might give an impression of great progress
but the fact is that the industrial output per head
of population is still very Jow and a very large pro-
portion of industrial ~opportunities have not
yet been exploited. The world war which started
in September 1939 found the Indian industrial
system very backward ahd defective.

1t is necessary to summarise some chief charac-
teristics of the pre-war industrial situation in our
country in order to analyse future policy. The
Indian  industrialists have followed traditional
lines of development. A very large share of Indian
capital has flowed into trading as distinct from
manufacturing enterprise. The profit motive in our
country has been satisfied by earning money in a way
which has proved derogatory to industrial advance-
ment. Industrialists in India have not bothered
themselves about the future of the nation so long
as they could make profits by money lending,
export and import business, and agency work.
In recent years there have been exceptions to this
tendency. J.- N. Tata was the first industrialist,
and there have been some mote in recent yeats, not
only to aim at making profits but also to vividly
realise the necessity of a rapid industrial progress.
But even today the average industrialist in India
lacks this inspiration. Moreover, the pioneers of
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Indian industry were mostly foreignets who natural-
Iy did not desire to develop industries which would
have competed with those cxisting in their own
native country. Their only interest was to make
money and they followed the line of least resistance.
In this way many useful lines of development were
left unexploited. This deficiency could not be made
up by the Indian industrialists because many of them
have lacked independent and bold action. Tt is
unfortunate that in our country, though it takes a
very long time for some one to starta new industry,
once a new factory has been set up, and there is 2
reasonable hope of making profits, the industrialists
are not slow to crowd in. This happened to our
cotton textiles and jute industrics. Cement and
paper have had a similar experience. Sugar has
been the latest industry to sufter from this conges-
tion. The pity is thar the Indian industrialists
have not yet realised the dangers of this herding
and crowding.

These characteristics have led to at least two
very undesirable results. First, our industries
begin to suffer from over-production and excess
c*tpacmr1 at very low levels of production. The

! Excess capacity is the difference, in physical terms,
between the maximum units of output the resources are cap-
able of ptoducing at lowest average costs per unit, and what
they actually produce. The concept of Excess Cﬂparzg/ has
been used in two senses.  Oge, in the sense of fixed plant or
equipment ‘lying idle.” This is the businessman’s use of it
and applies only to the short period. It is in this sense that
we shall use the term in this book. Second, by excess ‘capacity
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jute industry has long suffered from it. The
Government of India correctly estimated in 1934,
though this claim was contested by the Indian Jute
Mills Association,! that the demand for jute goods
could possibly be supplied by a quarter of the
macbinery then available and the highest demand
ever reached so far could be satisfied by a third
of the equipment. So that there was three-fourths
to two-thirds excess capacity in the jute industry.
No authoritative or reliable estimates are available
about other industries but the information about
surplus unsold stocks or the equipment actually
idle gives some idea of excess capacity. In 1939
the unsold stocks of sugar excceded 4 lakh tons
out of 2 total production of 10} lakh tons. The
production capacity of the Indian cement industry
expanded to nearly 2} lakh tons by 1939 though
only 6o to 65 per cent of this was utilised to supply
the market demand in India and abroad. Accord-
ing to an estimate of the Millowners” Association
(Bombay), out of 389 equipped cotton mills in
the country 22 were partially or completely idle in
the year ending August 1939. The production of
cloth amounted to 4250 million yards out of which
much stock remained unsold. It is also worth

we understand a situation when by rearranging the factors
of production, we can sccure production, which so far it was
not, at minimum average cost, and thus add to the National
Dividend. This is a long run view. cf. Prof. J. M. Cassel’s,
Excess Capacity and Monopolistic Competition, in the Quarterly
Journal of Economics, May 1937.

" 1 Capital, November 7, 1935, pp. 774-5.
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noticing that in July 1939 the Southern Indian
Mills Association decided to recommend to its
members to curtail production by 5o per cent of the
then output.! All these facts clearly indicate the
existence of excess capacity in some of the major
Indian industries. During the three years, 1940
to 1942, this excess capacity has to some extent
been reduced but some industries arc suffering from
it even today. This tendency to overproduction
is further assisted by the low purchasing power
of the Indian masses. The effective demand of the
Indian masses is very low and the Indian factories
are faced with huge stocks—overproduction—
which they cannot sell even when they are turning
out only small quantitics. The effective demand
is low due to the fact that the income of a vast
majotity of people is small so that they can hardly
buy any factory made goods at all. They have by
necessity to confine themselves to locally made
goods.  Further, the standard of living of most of
those people who have wealth is so low that the fact
of their higher income does not give the necessary
stimulus to our industry. Apart from this,
whatever 'market there is has to be shared with
foreign producers. The net result of this is that the
Indian industry can sell only a very small quantity
of output to its own internal market. Moreover,
a craze for provincial self-sufficiency in matters of
industrial production has become visible in India
during the last few years. Bengal, Madras, and

1 Capital, August 3, 1930, b. 168.
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Mysore have actually started many new sugar fac-
tories while the existing factories in the U. P. and
Bihar were more than enough to supply the entire
demand. Similarly, Bengal has started many new
cotton factories in spite of the fact that more than a
score of the existing mills in Bombay, Ahmedabad,
U.P,, and C.P. have been idle. This also adds to
excess capacity. The great economic disadvantage
of such a situation is that, because of a shortage of
demand relatively to the existing' equipment, all
the factories or at least some cannot produce at the
optimum or most efficient scale so that the costs
of production are inevitably higher and the compe-
titive power of the industry is consequently poor.
The redundant capacity hangs as a mill-stone round
the neck of Indian industry. The overproduction
indicates waste of resousces and a lack of planncd
development, such as we have witnessed in India
all these years. A second result is the existence
of some awkward gaps in the Indian industrial
structure.  Even as late as 1939 we did not have
machine manufacturing, shipbuilding, automobile,
aeroplane, and aluminium smelting industries
to cite only a few examples. We also remained
very deficient in heavy chemicals, electrical and
general engineering, mackine and tool, and certain
sections of iron and steel industries. A few of
them have now been started but no attention was
paid to them for 21 years between 1918 and 1939.
The laissez faire policy of the government has help-
ed to perpetuate these gaps, which have proved so
detrimental to our war effort.
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A final characteristic of Indian industry is that
most of our factories, especially in industries due to
Indian enterprise such as cotton textiles and sugar,
have suffered from faulty lay-outs and the use of
obsolete and out-of-date machinery. In the post-
wat boom of 1920’s, the Indian cotton manufactu-
rers purchased and set up second hand machinery
which was tejected by Lancashire. The factory
lay-out in most cases has been very defective. As
Prof. Danniel H. Buchanan has correctly pointed
out the cotton manufacturers imitated Lancashire
and Manchestet without cate for difference in local
conditions and erected 3 ot 4 stotied buildings which
have a great disadvantage in India with regard
to light, ventilation, and humidity.! Similarly, in
the sugar industry the average extraction of juice
is very poot because of unscientific and crowded
extension of plant and buildings, ignorance of mil-
ling methods, and absence of devices to prepare
cane before milling. The expansion of old
factories in most cases has been haphazard and

1 ¢f. Prof. D. H. Buchanan, “The Development of Capi-
talistic Enterprise in India,’ 1934, pp. 203-4. The technical
equipment of the Indian cotton textile industry is defective
even today in spite of the remarks of Rt. Hon’ble Mr. Tom
Shaw which he made in his Report that ‘taking the factorics
from the point of view of height of rooms, space, and venti-
lation, they are at least equal to the factories of Europe. The
machinery is, with very few exceptions, of the latest and most
uptodate type.” (Capital, August 26, 1928, p. 902). This
must, however, be admitted that there do cxist some
thoroughly uptodate factories in India, but unfortunately
they are none too numetous.
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crowded leading to higher costs.! The technical
backwardness of this industry assumes a far greater
impottance when we remember that sugat is our
latest and most proud enterprise. The Indian
Tariff Board on Paper Industry? came to the conclu-
sion that much of the machinery employed by the
paper mills is old if not positively obsolete and
improvement in the quality of paper is to some
extent dependent on its replacement by new and
uptodate machinery. Many other similar examples
could be given. Moreover in India,® as in every
other capitalist country at least in its eatly stage,
the location of industry has been unscientific and
production has not always been carried on in the
most efficient (optimum) units. There has also
been an absence of systematic research and scienti-
fic technical training in many of our industries.
These backward conditions raise the costs of pro-
duction, prevent a quick increase of output, and
make adjustment to new conditions more difficult.

2. The War Stimulus

It is, therefore, not surprising that with these
characteristics the world war which started in Sep-

1 ¢f. Dr. Francis Maxwell’s article in the Capital Jubilee
Number, November 3, 1938. !

2 Report, 1938, p. 31.

3 For a detailed study of this aspect consult P. S. Loca-
nathan, Industrial Organisation of India, 1935, esp. pp.
so-134; Khagendra N. Sen, Economic Reconstruction of
India, 1939, pp. 211-280; Benoy Kumar Sarkar, Economic
Development, Vol. II, 1938, pp. 221-260.
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tember 1939 found the Indian industrial system very
backward. Indian industry took much time to give
effective assistance to the allied war effort and the
system could be swung into activity, though by no
chance very satisfactory even at the end of three
years of war, only after two expert bodies—The
Roger Mission and the American Technical Mission
under Dr. Grady—-did their best to infuse life
into a dying body. Even they could not do
much.

The world war, however, has greatly stimulat-
ed Indian industry. This is due, in the first place,
to a fall in the imports of many foreign goods. A
gap has been created in the supply of many commo-
dities which has to be filled as best as possible by
Indian industties.

SOME IMPORTS INTO INDIA
(Lakhs of rapees)

1938-39 (1940-41 |194I-42 [1942-43

Cotton manufactures 1415 1135 679 137
Silk yarn and manufac-

tures .. . 132 96 68
Apparel .. . 47 34 32 12

Furniture, cabine t—
ware & wood ma-
nufacturcs 45 41 18 7

Glass and earthenware 164 117 101 36

Paper, pasteboard and
stationery .. . 390 451 407 216
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1938-39 | 1940-41 | 1941-42 | 1942-43
Paper making materials 27 13 I1. 3
Toys etc. .. .. 37 20 * *
Soap .. . .. 22 18 * *
Boots and shoes .. IS 3 * *
Cement .. .. 10 5 * *
Hardware .. .. 257 206 218 *
Machinery .. .. | 1972 1183 1373 1053

*not yet available.

This table only gives a part picture. It does
not include imports on government account
which have increased substantially during the
war period. It also does not include many other
commodities which enter into India’s import trade,
but the table clearly shows the nature of stimulus
which the falling imports have given to Indian
industry. Our paper, match, glass, furniture,
leather goods, soap, and toilet industrics have
especially benefited on this account. The fall
in imports is duc to many factors. Because
of the war, there has been a reduction in the shipping
space available for the transport of goods. A very
large portion of the merchandise marine has been
commandeered for war work. The risk factor
which has led to longer routes and higher insurance
and other charges has increased the price and there-
by dlscoumged imports. Moreover, the exporting
countries are how busy producing war goods and
very little productive capacity can be spared for
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non-military use. There is also a shortage of
foreign exchange and it can only be granted for
essential commodities. The control of foreign
trade in India and in the exporting countries has
also discouraged trade in non-essential goods.
Whatever the other consequences, these gaps in the
supply of many commodities have given a welcome
opportunity to Indian industry. Sccondly, es-
pecially after the entry of Russia and then Japan
into the war, India has kecome an important source
of supplies not only to Russia, China, and the Near
East but also to distant theatres of war. It has,
therefore, become nccessary to make as fulla usc
of Indian industrial capacity as possible A measure
of the stimulus imparted to Indian industry is afford-
ed by the value of purchases made by the Supply
Department from the outbreak of war to the end
of December 1941, amounting to Rs. 230 crores,
classified as follows:—

Crore Rupees

Enginecring, Hardwarc, Misccllancous ete. .. 97.67
Cotton Textiles .. .. .. .. .. 50.41
Woollen Materials .. .. .. .. 17.55
Other textiles .. .. .. .. .. 28.81
Foodstuffs .. .. .. .. . .. 16.15
Leathcr Materials .. .. .. .. .. 10.18
Timber and Woodware .. .. .. .. 9.20
ToraL Rs. .. 229.97 Crores.

The aggregate value of contracts to the end of
December 1942 totalled Rs. 454. 5 cfores. Looking
at it from a different angle we find that the
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government takes nearly the whole output of the
woollen industry, the iron and steel industry, air-
craft and shipbuilding industries, and the munition
factories. It.takes neatly 18 to 20 per cent of the
total output of the jute mills.) A conference of the
Cotton Textile Advisory Panel held in Bombay
in thc middle of 1942 decided to place 35 per cent
of the output of cotton fextile industry, as against
20 per cent so far, at the disposal of the Govern-
ment of India.2 The disposal of the output of
rubber goods industries, machine and tools, and
building materials has been controlled by the
government. Indian industry has its hands full
and is face to face with unprecedented opportunity
for further development. Finally, with Furopean
countries under German heel and the Fast menaced
by Japan, India got a splendid opportunity, marred
only by the difficulties of transport, to capturc mar-
ketsin China, Tran, Iraq, Arabia, Egypt, Afghanistan,
the U. S. A,, and countries in *he British Empire.
Our cxports (including re-exports) increased from
Rs. 169.22 crores in 1938-39 to Rs. 213457 crores
in 1939-40, 198.71 crores in 1940-41, and Rs.
252.55 crores in 1941-42. ‘The increased exports
have especially bencfited our cotton textile, jute,
cement, chemical, and tea industries. The Indian
sugar industry has not yet benefited but prospects
for the future are not bad.

! Capital, July 2, 1942, p. 15.
® Capital, July 30, 1942, p. 168. Subsequently the Cotton
Mills devoted nearly 609, of their capacity for war work.
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The war from the point of view of Indian in-
dustry, however, has not been an unmixed blessing.
It is true that foreign competition in the Indian mar-
ket has been cut off and the demand for Indian
made goods has increased, but this is not enough.
The war, in addition to the difficulties of transport
which we have already mentioned, has imposcd
certain handicaps which did not exist before. First,
the progress of Indian industrialisation, as is natural,
depends on the supply of machinery and technical
equipment.  We unfortunately do not manufacture
much of thesc ourselves, and beforc the war we
could easily import them, but now duc to the
war the imports of machinery have declined from
Rs. 19.72 crores in 1938-39 to Rs. 10.5 crores
in 1942-43. Supplies have been received from
America under the ILease-Lend arrangement,
information about which is not included in these
figures, but the expansion of Indian industry has
been greatly checked bya shortage of machinery.
We have suffered a good deal on account of the
shortsightedness of Indian industrialists and the
government in neglecting this vital key industry.
Secondly, we have depended upon foreign techni-
cians and engineers some of whom were Germans.
These have been interned duc to the war and their
place has not yet been properly filled by English,
Australian, and American technicians who have
come to India in increasing numbers since the war
started. Finally, though Indian industry is produc-
ing a much larger quantity of goods, the profits
have not increased proportionately partly because
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the cost of raw materials has increased and partly
because higher wages (including dearness allow-
ances) have now to be paid. Moreover, the
Excess Profits Tax at the rate of 66 2/3 per cent,
which is expected to amount to Rs. 40 crores in
1942-43, takes away a good share of the higher
profits. Such increases in the costs of production
and deductions from net profits have damped the
ardour of Indian industrialists. These reactions
have to be placed on the debit side of the war stimu-
lus. Indian industry has benefited from this war
but not so much as was expected and desired by
many of its well-wishers.

3. Some Existing Industries: 1939—1942.

Cotton Textiles. The year 1939 for the Indian
cotton textile industry started with depression,
the 1937-28 boom having exhausted itself. Night
shifts were stopped in some mills, many looms and
spindles became idleand the industry was struggling
to keep its head above water.) The declaration
of war changed the situation. Cotton manufactu-
rers, relying on their experience of the 1914-18
war, expected increased prosperity and there
developed a hectic boom in the first four months
of the war. Goods exchanged hands at inflated

1In January 1938 total stocks of yarn and cloth at Bom-
bay werc 19,000 and 65,000 bales respectively but at the end
of January 1939 the figures were more than doubled. The
chain index of profits (cf. Review of Trade of India, 1940-41,
p. 42) after having risen to 208.3 in 1938 (Base 1928==100)
declined to 156.8 in 1939.
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prices. Production was also increased. The in-
dex number of wholesale prices rose from 97 in
August to 135 in December 1939. But this specu-
lative boom soon died away as it was not supported
by an increase in consumers’ demand. The basis
of speculative activity was the hope of the cotton
interests that, like the last war, the mere declaration
of war and the subsequent fall in imports will auto-
matically increase the offtake of the mill industry.
This hope was soon frustrated. The prices slumped
and the industry was depressed, the index number of
wholesale prices having declined by gradual stages
from 131 in January to 117 in August 1940.
Though the speculative boom broke away the in-
dustry did not remair depressed for long and the
autumn of 1940 brought increased activity, which
persisted for mote than a year and the industry
enjoyed genuine prosperity from September 1940
to the end of December 1941. The year 1942,
except for temporary setbacks, pushed the industry
into greater activity and higher profits.

This late arrival of prosperity is due to the fact
that the present war has benefited the Indian cotton
textile industry in a different way than the 1914-18
world wat. In 1914 the Indian industry supplied only
20 per cent of the home demand and a fall in im-
ports gave it a splendid opportunity to fill in the
gap, but in 1929 thete was not much possibility of
this as the Indian mills already supplied more than
85 per cent of the internal demand. In 1940 the sti-
mulus has come from huge government orders and
rising exports, while the fall in impozrts has played
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only a minor role. It naturally took some time
before government orders could be placed and ex-
ports increased. In the beginning, upto the middle
of 1940, only 8 to 10 per cent of machinery was util-
ised for war work but it had soon to be increased.
We are now passing through a ‘total war’ and the
regimentation of economic resources plays a very
important part. Moreover, this time India is a
far more valuable source of supplies to the allied
war effort than ever in the past. At present the
cotton textile industry, is devoting 6o per cent
of its machinery to war work. The govern-
ment orders for such things as' khaki drill, khaki
twill, mosquito netting, towelling, flannel, hospital
sheets, web equipment, dosuti (for tents), canvas
requirements, anti-gas cloth, gauze, bandage cloth,
and lint have been the chief cause of feverish activity
in the cotton mills. Due to the war, the export
market has also become morc important than at any
time in the past. The Indian mills are called upon
to supply goods to Africa, Australia, New Zealand,
Egypt, Afghanistan and China which markets were
formerly supplied by British, Chinese and Japanese
mills. The exports of cotton goods in 1941-42
amounted to 772 million yards, which is twice as
big as that of the previous year, 3} times that of
1939-40, and 4} times the exports of 1938-39.
In1941-42, 4493 5 million yards of piecegoods
were manufactured, marking an increase of mote
than 224 million yards over 1940-41 and more than
481 million yards over 1939-40. 'The production in
1942-43 is provisionally estimated to amount to



JOINT STOCK ENTERPRISE 17

3979 million yards, which is considerably lower
than the last year’s total. The mill consump-
tion of Indian cotton in India increased to 3.9
million bales (400 lbs. each) in 1941-42 as com-
pared to 3 3 million bales in the previous year
and 3 million bales in 1939-40. The share prices
and profits reveal a similar picture. Several
companies in Bombay, who were unable to
pay dividends in the past were able to make
a distribution to the shareholders whilst com-
panies like Rombay Dycings and Gokaks dec-
lared interim dividends.! The average dividends
of cotton mill companies increased to 14.44 per
cent per annum in 1941 as compared to 10.88 per
cent in r9qo, 10.50 per cent in 1939, and 11.47
per cent in 19382 The average dividend is
higher in 1941 even as compared to the 1938 boom.
The cotton industry bas enjoyed unprecedented
prospetity. -

There was, however, a set-back in December
1941 and conditions remained distutbed in the
first eight months of 1942. Farly in the year,
because of Japanese victories in the Pacific, weak
holders liquidated their stocks, orders from
Rangoon, Calcutta and other centres were cancelled,

1Investor’s Encyclopaedia, 1942. (Kothari and Sonps,
Madras).

2 See for cotton and other industries, the Author’s Con-
tribution, “Indian Joint Stock Enterprise: Wartime Trend of
Dividends” in Capital’s Annual Supplement 1942, (issue
dated Dec. 23, 1942) pp. 59-6o.

2
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people had a tendency to wait and watch. In subse-
uent months there was an exodus of labourers
rom industrial areas due to an imaginary fear of
attack. Conditions were gradually returning to
normality when in August 1942 the Indian National
Congtess launched the mass civil disobedience
movement and work was dislocated. Prices of
manufactured goods slumped, night shifts were
stopped at some places, and many looms and
spindles were forced into idleness. It was with
some difficulty that the industry recovered from the
shock.

Jute Industry. The jute industry has been less
fortunate than the cotton textiles. The two periods
of prosperity have been from September 1939
to January 1940 and from April 1941 to the
middle of February 1942. Even in these periods
the activity has not been so marked as in the case
of cotton textiles. The rest of the time there has
been depression, which has sometimes been very
acute and widespread. All these years the pros-
perity of the jute industry has depended upon the
prospects of teceiving government orders, supply-
ing the war requitements of other countries, and the
availability of transport and shipping facilities for
cattying goods to the market. These have been
subject to sudden and big changes in the present
war,
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JUTE MANUFACTURES
(In thousand tons)

1938-39 1939-40 1940-41 1941—42
Production ... vee T,222 1,277 1,108 1,259
Exports e 956 1,078 924 893

The manufacture of jute goods (including yarn
and twist) amounted to 1} million tons in 1941-42,
which though slightly less than that of 1939-40,
marks an increase of 12 per cent over 1940-41. The
production in 1942-43, however, declined to a pro-
visionally estimated total of 1.0 million tons. The
jute industry devotes only 18 to 20 per cent of its
output to direct government orders. The industry
has, however, undertaken some special war work.
The Indian Central Jute Committee, in a recent
bulletin, pointed out that four different types of
canvas and jute carpets are being produced by
Indian jute mills in addition to A. R. P. black-out
materials. Paperlined and roofing materials are
produced by some mills. Some are prepated to do
finishing for mills outside their groups. Certain
mills can provide rot-proofing and others can undet-
take water-proofing or fire-proofing. Dyed or
polished yarn and twine are also made in some jute
mills, many of which are also prepared to make over
9 and 11 porter hessians and to do special- sewing.!
These are valuable war-time developments.2

! Indian Finance, August 1, 1942, p. 197.
%2 Some capacity in Jute mills has also been devoted to
the production of tools and parts of armaments.
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JUTE MILLS HOURS OF WORK 1939-1943!

Period worked per week
March 15, 1939 to November, 1939 oo 45 (@)
November, 1939 to April 3¢ 1940 ... ... 6o
April 8, 1940 to April 19, 1940 ... cee 54
April 19, 1940 to September 1, 1941 e 45 (D)
September 1, 1941 to October 13, 1941 ... ... §O
October 13, 1941 to November 8, 1941 ... e 54
November 8, 1941 to May 18, 1942 ... 6o
May 18, 1942 to March 13, 1943 ... o 54 ()
Masch 13, 1943 to May 17, 1943 .. .. .. 6o (d)
May 17, 1943 to June 14, 1943 . .. . 54 (e)

1'The table refers only to mills in the membership of
the Indian Jute Mills Association, which, however, embraces
almost all the mills.

(@) The industry suffered chaotic conditions for more
than two years before March 15, 1939, when under a new
Agrecment it proposed to work 4o to 54 hours a week. Under
a supplementary agreement from 31st July, 1939 the
hours were increased to 45 and it was proposed to keep 20
pet cent hessian and 74 per cent sacking looms sealed. This
was the position at the outbreak of war in Sept. 1939, after
which hours were gradually increased to 54 and then to Go.

(b) Mills remained closed for one week in the month
from Sept. 1940 to January 1941 (both inclusive).

(¢) 10 per cent of the looms have also been sealed from
May 18, 1942.

(d) This increased activity for two months has been
caused by 2 huge U.S.A. Government otder which had to be
supplied at this time.
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The Indian jute mill industry is better organised
than most other industries in our country. The
number of hours worked per week by mills in the
membership of the I. J. M. A. gives a faitly accurate
idea of the conditions in th1s 1ndustrv, though
with a certain amount of time-lag. The other
indicators, as usual, are the wholesale prices of
jute goods, the monthly figures of production, the
position of mill stocks, the condition of profits,
and the changes in the value of jute mill shares.

The jute mill industry, after more than two
years of stagnation, revived in the beginning of
1930. The agreement about the hours of work,
the efforts of the Bengal Government to control
the cultivation of jute, and the government orders
for sandbags received in February 1939 were the
chigf causes. But these forces had spent themselves
out by the middle of July and the industry was pre-
pating to face bad times when the war came as a
godsent gift. The war was expected to increase the
demand and the government actually placed orders
for 500 million bags in November 1939. Produc-
tion was stimulated. The industry had good time
from September 1929 to the middle of January
1940. The index number of wholesale prices for
manufactured goods increased from 79 in August
to 172 in December 1939. The hours of work were

(6) 10 percent of the looms remained sealed. But as
from June 14, 1943 though the mills still worked 54 hours
all the looms were unsealed becauss another U.S.A. order
was received by this time.
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also gradually increased and Go hours were worked
from the middle of November 1939. The monthly
output of jute goods (including twist and yarn)
increased from 91,900 tons in September 1939 to
128,100 tons in Januaty 1940. It was, however,
announced in January 1940 that the sandbag deli-
veties will be dclayed, instead of 109 million bags
per month only 54} million bags will be taken, and
deliveries would thus be prolonged upto August
1940 instead of being completed by April as was
previously expected. This damped the ardour of
the manufacturers and, though the price of manu-
factured goods showed some revival from Septem-
ber 1940 depending on export conditions, the in-
dustry remained depressed upto March 1941. The
revival after this was slow and productive activity
got intensified only from October 1941. This
revival was due to many factors. Fresh govern-
ment orders were received in January and March
1941. The efforts of the Bengal Government to
control the prices and cultivation of jute were
having some effect, and the Agreement of July 1940
proved helpful. The demand from the U. S."A.
and other markets showed signs of improvement.
The increased activity could not, however, be
sustained for long and the break came in the middle
of February 1942, though it should have come
eatlier but for government orders and the stability
which had been secured because of restricted out-
put. The industry has remained depressed from
the middle of Februaty 1942 uptodate (March
1943), because due to Japan entering the war the
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manufacturing areas in Bengal have been in danger
of attack, the Bay of Bengal has been unsafe, ship-
ping charges have increased and the conditions of
payment made more strict.

Eatly in 1942 the Government of India, on the
rgcommendations of the American Technical Mis-
sion, proposed to rationalise the jute industry by
closing ‘certain particular types’ of mills with a view
to save coal and economise in the use of wagons.
But later on the idea was given up as the Indian
Jute Mills Association has agreed to put a scheme
into force which will achieve the object of the
government without being unfair to the industry.
Details of this scheme are not yet available but it
is bound to pave the way for future reorganisation.

Iron and Steel Industry. 'This industry in India,
as elsewhere, is of fundamental importance for the
war effort. It is, therefore, natural that the total
output of this industry, barring a small quantity
for civilian use, is devoted to war work. The
Government of India has instituted a strict statutory
control on the distribution of iron and steel in the
countty from August 1941. The production
figures for the last two years are not available, their
publication having been discontinued since August

1940. .
PRODUCTION IN INDIA

(In thousand tons)
1936-37 193738 1938-39 1939-40

Pig Iron ‘ 1,552 1,644 1,576 1,838
Finished Steel 692 873 935 1,066
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The industry has enjoyed unintertupted boom
conditions for over six years as the armament
activity which preceded the war came in continua-
tion of the 1937-38 industrial boom in out country.
The production of both pig iron and steel has set
new records in recent years. It was announced in
January 1942 that the total output of steel industry
is shortly expected to increase by one-third. A
better idea of the increased activity is, however,
obtained by the figures of profits made by com-
panies which occupy a predominant position in the
industry.

PROFITS AND DIVIDENDS?!

(Year ending 315¢ Mareh)

1937 | 1938 | 1939 | 1940 | 1941

The Tata Iron and Steel
Co. Limited.

Profits (Lakhs Rs.) .| 257 | 330 | 365 357 | 463

Dividend 9, per annum | 134 | 203 | 24 33% | 38%

The Indian Iron and Steel

Co. Ltd.
Profits (Lakhs Rs.) .| so | 119 51 63 | 73
Dividend 9, per annum | 20 35 1§ 20 | 223

The profits of the Tata Iron and Steel Company
in 1941 amounted to Rs. 4,63,00,000 marking an

! Compiled from the Investors’ Encyclopaedia,
1942.
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increase of 30 per cent over 1940 and 27 per cent
over 1939. The profits of the Indian Iron and Stcel
Company, though they somewhat declined in 1939
due«to a prolonged labour trouble and higher rail-
way freights, have also substantially increased.
The Steel Corporation of Bengal, which had been
running to a loss since its inception in 1937, made a
net profit of over Rs. 7 lakhs in 1940. The Mysore
State Iron and Steel works made a profit of Rs. 33
lakhs in 1940-41, which marks an increase over the
1939-40 figure. These facts clearly reveal an un-
precedented war prosperity.

Of greater interest, however, are certain new
developments which have been due exclusively to
the war and which are bound to strengthen the in-
dustry in the post-war period. Before the war
started, the Indian industry supplied several lakh
tons of plain carbon steel, structural plates, gal-
vanised sheets, rails, tinplates, and bars. In addi-
tion, a limited quantity of special ordnance steel was
produced in the Government Metal and Steel
Factory. The war has brought about significant
new developments. Tatas have evolved a method
of producing acid steel which is vital to the
manufacture of wheels, tvres, and axles. By the
later part of 1940 the Tatas produced special
alloy armour plates conforming to British speci-
fication. Steel suitable for the latest types of guns
and barrels, ammunition and bombs has been pro-
duced. Tt has been possible to produce various
kinds of alloy steels suitable for the manufacture
of steel helmets, armour piercing bullets.and shots;
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a chtome-molybdenum alloy steel required in the
manufacture of aircrafts; spring steels for the manu-
facture of machine guns; special deep drawing steels
for rifles and machinegun magazines; nickel steel
plates for gun carriage mountings; high carbon
steels for manufacture of high explosive shells and
mint dies; a high speed steel for machine tools;
and a stainless steel for surgical instruments. One
of India’s Ordnance factoties, as a result of Chatfield
and Roger Mission recommendations, has just com-
pleted a plant for the production of alloy steels not
previously manufactured in India. This alloy
steel will be utilised for the outturn of field-guns,
anti-aircraft gun liners, anti-tank guns, rifles and
machine guns. The manufacturing of baling
hoops, which were formerly imported, has also
been undertaken in our country. In November
1941 the Tatas have started, after some difficulty,
the production of tyres, axles and wheels. The
plant has been designed with a productive capacity
just adequate to meet the entite requitements of
Indian railways. This enterprise paves the way
for a large scale locomotive industry. The Indian
iron and steel industry had already become the most
powerful enterprise in Asia and, after passing
through the war, it might as well become one of
the leading industries of the world.

Coal Industry. The output of the Indian coal
industry has been rising for some time past.
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COAL STATISTICS FOR BRITISH INDIA
(EXCLUDING BURMAY)

(In thousand tons)

Production Exports Imports
1937-38 23,479 1,029 84
1938-39 24,815 1,341 44
1939-40 25,056 2,009 18
1940-41 (2) 1,941 5
1941-42 (2) 1,557 12
1942-43 (@) 289 4

(@) not available. Figures for 1942-43 are provisional.

The above figures of production ate not com-
plete. The average annual production of coal in
India over the decade ending 1936 was 22 million
tons, output rising steeply in 1937 to 25 million tons,
in 1938 and 1939 to 28 million tons, and to 29 mil-
lion tons in 1940.2 No figures are available for
1941 and 1942 but production has by no charce
fallen off. The exports of coal after reaching the
record level of 2 million tons in the previous two
years declined to 1} million tons in 1941-42. The
imports declined by nearly 8o per cent as compared
to the pre-war vear. In 1942-43, the exports
declined still further and amounted to little more
than a quarter million tons. The coal industry
has not enjoyed much prosperity on account of the

1 Monthly Sutvey of Business Conditions in India.
2 of. Review of the Trade of India, 1940-41, p. §3.



28 INDIA BUILDS HER WAR ECONOMY

war. This is due to many factors. The internal
demand for coal has increased because of war acti-
vity in coal-consuming industries but this has not
been of much benefit to coal producers as the coal
prices have remained very low while the costs of
production have incteased on account of rising
ptices of colliery stores and equipment, increase
in wages, fresh levies made on the coal industry.
The profit margin has remained Jow. The index
of coal prices (Jharia Grade No. 1 and Desherghur)
in Calcutta presents a sorry picture.

PricE INDEX
(Base July 1914=100)

May 1939 to June 1941? .. . 67
July to October 1941 .. .. .. 72
November and December 1941 .. 79

. January to April 1942 .. .. - 82
May to June 1942 .. .. .- 84
July 1942 .. 875
August to October 1942 885
November 1942 102°0
December 1942 to February 1943 ... 109°5

A study of the index cleatly shows that the
prices of coal have recorded an irregular risc,
a small rise was experienced only after the middle
of 1941, which became more marked in November
after which prices remained more or less steady

1There was only a small and temporary rise in the first
four months of the war.



JOINT STOCK ENTERPRISE 29

upto the end of April 1942. There was some
increase in the summer months of 1942 and this
was further accentuated after the middle of the
year. It was only in November 1942 that prices
recorded a substantial increase and this position has
continued up-to-date (March 1943). The general
condition in the industry, however, has remained
unsatisfactory. There is a cut-throat competition
between the producers of coal and the supply
exceeds demand. Exports do not count for much.
Imports are nominal and evena fall of 8o per
cent makes no difference. There is always a
shortage of wagons and the mines have to put up
with much stocks. The mines, because of con-
centration in particular ateas, cannot exploit the
markets satisfactorily.

A study of dividends issued by coal companies
also shows a state of depression. Out of 55 com-
panies!, 12 declated no dividends between 1938
and 1941. The average dividend which amount-
ed to 12.21 pet cent per annum in 1938 declined
to 10.66 per cent per annum in 1941. The divi-
dends declared during these years are not encourag-
ing.

The industry is not likely to make much pro-
gress even in the future unless it rationalises jtself.
There are far too many small collieries, some of
which always indulge in cut-throat competition.
A very large number of collieries consist of frag-

1]oc. cit.
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mentary holdings, let us say 70 to 150 bighas, each
producing a comparatively small quantity of the
order of 10,000 tons of coal per annum.! These
small collieries, owing to lack of funds, are forced
to use uneconomic methods of mining. They
also cut prices to attract customers. 'The amalgama-
tion of these small collieries and the formation of a
central sales organisation are bound to prevent
much waste, stabilise prices, and bring prosperity
to the industry.

Cement Tudustry. There are in India about 20
cement factories with a total capacity of 2.8 mil-
lion tons and the actual sales amount to about 8o
per cent of this capacity. No figures are available
about the productionandexports of cementand this
adds greatly to the difficulty of gauging the progtess
of this industry. The impotts are only nominal and
amounted to a bare 5,000 tons in 1y40-41 as com-
pared to 21,000 tons in 1938-39. India is now self-
sufficient in the supply of cement.

! cf. Remarks made by Mr. J. B. Ross in his Presidential
address at the annual meeting of the Mining, Geological and
Metallurgical Institute of India. Indian Finance, Jan.
20, 1940, p. 123.
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CAPITAL VARIABLE—YIELD SECURITIES INDEX
FOR CEMENT SHARES

Base : Prices in August, 1939=100

1939 | 1940 | 1941 | 1942 | 1943
January .. . .. 104.7 | 99.4 | 139.7 | 172.2
February. . ,- .. 104.2 | 99.9 | 135.6 | 1686
March .. .. .. 104.6 | 100.8 | 135.1 | 182°3
April .. .. .. 102.3 | 98.4 | 138.1 | 19170
May . .. .. 103.8 | 99.0 | 139.0 | 1902
June .. . . (@) | 101.5 | 145.1 ..
July .. . .. 95.8 | 103.0 | 152.3
August .. .. | 100 97.0 | 111.8 | 152.3
September .| 103.7| 98.4 | 139.6 | 154.4
October .. .. | 105.7 ] 97.7| 140.3 | 156.3
November .. | 109.5 | 98.1| 165.6 | 171.5
December .. | 109.1 | 101.9 | 138.9 [ 165.6

(@) Omitted.

The index of cement prices and the akove table
showing changes in the share values reveal that the
industry made good progress only after August
1941. The price index (Base August 1939-==100)
from September 1939 to July 1941 vatied between
105 and 112 except for a few months in the middle
of 1940 when it remained at 117. Similarly the
index of share values over the same period remained
between 103 and 109°5. Ever since August 7941
both these indices with some variations, have been
on a rise.

The industry was depressed in the eatly period
of the war for three reasons. 'The ptice-war which
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started in the industry in the middle of 1938 between
the Associated Cement Company and Dalmia Group
continued right upto December 1940 when after all
an agreement was reached. 'This price war resulted
in low prices and much waste of money in a frantic
effort to capture the markets at any cost.  Secondly,
the world war though it did not lead to much rise
in the price of cement causeda risc in the price of
stores and ttansport thus increasing the costs of pro-
duction.  Finally, the demand for cement in the
internal market got reduced because the rising
price of building materials discouraged private
construction in Bombay and elsewhere, and some
time elapsed befote this gap could be filled by
construction activity on behalf of the Government.
The building boom, which had so well sustained
the cement industry, was at an end. The first
two years of war, thetefore, had a depressing
effect on the Indian cement industry.

The conditions changed from the middle of
1941. The sales agreement between the two rival
groups helped to stabilise conditions. The war
having come to the frontiers of India the Govern-
ment had to spend latge amounts of money on
building roads, batracks, aerodromes, and A. R. P.
shelters. This stimulated demand for cement and
the gap caused by the stoppage of private building
activity was more than filled by government
demand. Finally, the expotts of cement increased
because many countries found their former sup-
pliers busy producing armaments and naturally
turned to India for supplies. The Indian industrv
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exported much larger quantities of cement, though
no figures are available, to Iraq, Iran, Afghanistan,
Ceylon, Dutch East Iﬂdles and Malaya among
other countries.

The one great danger to which attention has to
be paid in the future is that of excess capacity and
overproduction. In 1936 there already existed
productive capacity exceeding the market demand.
Out of an estimated consumption of g} lakh tons
Indian factories supplied a little more than 8% lakh
tons and some productive capacity was left
unused. Demand has since increased but produc-
tive capacity has increased much faster. The
Associated Cement Company has added much to
its capacity—the factory at Khalari (Bihar), which
came into operation from April 1937 has a capacity
of 100,000 tons. The extensions of work at Coim-
batore, Bundi, and in the Punjab have added a fur-
ther 200,000 tons to the company’s output. The
three new factories, one each at Rohri (Sind), Bhu-
pendra (Patiala State), and Bezwada (Madras
Presidency), which began functioning from 1939-40
have a combined capacity of over 250,000 tons
per annum. The Dalmia Group has erected, 1938
onwards, a productive capacity exceeding Goo 000
tons per year. The Andhra Cement Company with
a capacity of 4o,000 tons per annum began work
from 1939 and the Assam Bengal Cement Company
with a capacity of 100,000 tons per year commenced
work in the autumn of 1941. In this way, produc-
tive capacity has increased by 150 per cent within
five years. If the industry is to continue to be pros-

3
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perous we have to rationalise it with a view to dis-
pense with excess capacity which, at the present
time, may be anything from 20 to 30 per cent of
the existing equipment.

Paper Industry. The wat has come as a great
boon to the Indian paper industry and the
increased demand for paper in the country, the
fallin imports, and an increased demand ~from
abroad are “4ndirect results of the war. The
industry was beginning to languish in 1939 as a re-
sult of internal cut-throat competition and the low
prices at which Norway, Sweden and other coun-
tries could sell their product in India. Both these
difficulties have now disappeared due to the war.
The imports from abroad have declined and the
Indian producers do not feel the necessity of under-
cutting each other’s price because, on account of
the gap created by the fall in imports, they are fully
hooked with orders. 'The impotts of paper, paste
board and stationery declined to Rs. 407 lakhs
in 1941-42 and Rs. 216 lakhs in 1942-43 as com-
pared to Rs. 451 lakhs in 1940-41 and Rs. 411
lakbs in 1939-40. The imports of paper making
materials declined from Rs. 24 lakhs in 1939-40 to
Rs. 13 lakhs in 1940-41, Rs. 17 lakhs in 1941-42, and
Rs. 3 lakhs in 1942-43. The Government of India
relaxed, as from Januarv 1941, the control on the
exports of paper and pasteboard. The exports of
paper, pasteboard and stationery, though they
do not amount to much, have increased from Rs.
13 lakhs in 1938-39 and Rs. 18 lakhs in 1939-40
to Rs. 41 lakhs in 1940-41 2nd Rs. 40 lakhs in
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1941-42. The exports, however, due to increased
difficulties of sea transport and an actual shortage
of paper in the country declined to Rs, 51 lakhs
in 1942-43.

1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43

Number  of
factories in
operation .. 1 13, 15 17 17

Quantity pro-
duced in
thousand
cwts. .. | 1,184 1,416 1,753 1,871 1,326

Figutes for 1942-43 are provisional.

During the last four years, the oumber of
factories in actual operation and the total output
have both recorded an increase. The production'
in 1941-42 was little below the 2 million cwts. level
and this marks an increase of 58~ per cent over

1The Govt. of India passed an order in 1942 freezing
90Y%, of mill production for government usc and leaving 10%
for the use of the public. This has given rise to much public
criticism. ‘The Government, however, revised their order
towatds the middle of 1943 and allowed 30%, of mill pro-
duction for public use reserving only 709, for their own
use. Some sections of public opinion consider cven this
distribution as unfair.
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1938-39. The production in 1942-43, in spite of
best efforts to increase it by 15 per cent over past
year’s output by standardisation of qualities and
high pressure working, is expected to decline to
1} million cwts. This is due partly to a shortage
of raw materials and chemicals and partly to difficul-
ties of transport. Indian mills mostly manufacture
papet from chemical pulp. Some have recently set up
plant for making pulp from bamboo and sabai grass.
Latrge quantities of fine writing and printing paper
and some special tvpes are also being manufactured.
The Indian industry, hqwever, is still very deficient
in the production of mechanical pulp. We have
to depend on imports for this material 2nd the efforts
of some Tndian mills to produce it economically
have not vet met with much success. We also
depended on imports for brown and packing paper
and the gap has to some extent heen filled by two
factories which are producing substantial quantities
of ‘kraft’ paper. This is 2n entirely new develop-
ment. There is, however, still much scope for
the production of mechanical pulp, brown and pack-
ing paper, and some special qualities.

Due to the war, the price of imported chemicals
and stotes, the wages of labour, and the transportt
costs have increased but the industry has not suffered
on this account because the prices of paper have
also increased. A study of dividends shows the
prosperity of paper companies. Outof 9 companies
only 5 declared dividends in 1938 and 1939, 7 in
1940, but all the g declared dividends in 1941. The
average dividend for 1941 amounts to 13.2 per cent
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and though it is Jower than the past vears dividend
this only indicates a cautious policy on the part of
some paper mills.! The industry has enjoyed un-

qualified prosperity for the last four years.

Tea Industry. The Indian tea industry depends
for its prosperity on exports which constitute mote
than 8o per cent of the total output. As a result of
an international agreement (since 1933), controlling
the production and exports of tea in the principal
countries, the Indian industry has been making an
The war has further assisted

ordetly progress.
the industty in achieving a greater stability.

PRODUCTION O TEA

(Million Ibs.)
1938 1939 1940 1941 1942
In North India
only? .. o] 371 385 391 415 )
In the whole coun- ¢
ty 452 | 453 | 463 |470(a) | 555(a)

() estimated. (§) not yet available.

The production of tea in 1941, in North India,
incteased to 415.36 million Ibs. which matks an
increase of 7-9 per cent over 1959 and 6- 2 per cent
over 1940. 'The industry was thoroughly regulated

1 T .0c. cit.

2 Corresponding figures for Southern India are not

available.
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before the war and this increase in production,
though modest, indicates a good progress.

FOREIGN DEMAND
’ (In Million lbs.)

1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43

Total exports | 348 359 1 349 382 )
Exports
(1) Quota for

Indiat .. | 928% | 95% | 928% | 110% | 125%
(2) Quantity | 354.5 | 364 354.5 | 421 478
Quantity sup-
plied L to
U. K. Minis-

try of Food

under con-
tract .. .. .. 323 279 421%

The U. K. takes by far the greatest share of
India’s éxports of tea: this share amounted to 9o
pet cent of total exports in 1940-41 having increased
from 87 per cent in 1938-39. The policy of the
British Ministry of Food has helped to stabilise
conditions in the Indian industry. Two days after
the declaration of war the British Ministry of Food
assumed full control on the supply of tea and for
the remaining months of 1939 it entered into short-

1 Allotted by the International Tea Restriction Commit-
tee as a percentage of Standard Exports.

(&) not yet available.
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term arrangements acquiting 85 per cent of the
export quota at the credit of individual estates.
In the last two vears it entered into long period
contracts with tea interests and India’s share of it
amounted to 323 million 1bs. in 1940 and 279 million
Ibs. in 1941. Tt has been announced that the British
Ministr  of Food will purchase the eniire exporstable
surplus of the 1942 crop.! The quantity covered
by the contract is allocated between the tea estates
by the Indian Tea Licensing Committee under the
presidentship of the Tea Controller of India, who
was appointed after the commencement of hosti-
lities. This bulk demand has had a very stabilising
effect on Indian industry. Along with this, the
policy of the International Tea Restriction Commit-
tee in adjusting the export quota from time to time
on the basis of prevailing market conditions has
proved very helpful. The war has in no way dis-
located the tea industry and has brought it further
prosperity. The Furopean Continental markets—
which took only about one per cent of total exports
before the war—are not available but their place
has been more than taken by other markets. The
offtake of . S. A., for example, increased to 13 1/3
million Ibs. in 1939-4c as compared to 8 million
Ibs. in the previous year. The consumption of tea

1 The exportable quota for 1942-43, including last year’s
carry over amounts to about 489 million lbs. but the Govt.
of India has decided to permit an export of only 4213 million
lbs., the exportable surplus after maintaining about 134
million 1bs. for internal consumption.
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in our own country also increased to 106 million
Ibs. in 1940-41 as compared to 82 million Ibs. in the
previous 'year. It is expected to zmount to 134
million 1bs. in 1942-43.

The average price of tea and the share values
of tea companies, though they have had alternative
petiods of up and down movement, also show 2
similar condition of prosperity. The index of tea
prices (Base: July 1914=100) increased from 140 in
August 1939 to 164 in November 1939. This rise
continued to the middle of January 1940. The
Capital Variahle—Yield Securities Tndex for Tea
Shates (Base: Prices in August 1939==100) increased
to 121.4 in January 1940. Then there was a fall
in tea prices and share values upto August 1940.
It was only in September that the price index came
to 164. 'The index for tea shares also declined
by gradual steps till it reached 103.7 in August
1940. Prices increased between August 1940 and
January 1941. The price index increased from 181 in
October 1940 to 197 in January 1941, except for a
temporary decline in November. The Capital
index for tea shares also gained 7 points reaching
110.6 in January 1941. Prices remﬂ.ined somewhat
dcpressed from Februaty to May 1941, though they
tecorded a gradual rise even during this ‘period.
Since that date prices have been uniformly maintain.
ed. The index for tea prices, except for a temporary
fall in December 1941, remained well over 200.
The index for tea shares has also remained 25 to
Go per cent higher than the pre-war level. The
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figures of company dividends! also reveal a condi-
tion of prosperity. Qut of 128 companics, 8 gave
no dividends at all between 1938 and 1941. The
average dividend per cent per annum recorded a
contipuous increase being 13.56 per cent in 1938,
14.6 per cent in 1939, 15.57 per cent in 1940, and
18. 79 per cent in 1941. Tea has been in the same
boat with iron and steel and paper industries and
has enjoyed a continuous prosperitv during the
first four years of war

Sugar Industry. The first three yeats of war,
however, have not at all stimulated th= sugar in-
dustry. The internal demand of sugar has not
increased because with an all-round tise in prices
people’s capacity to purchase sugar has been consi-
derably reduced. Sugar has also derived no bene-
fit from a fall in imports. For one thing, imports
had already declined to a bare 14,000 tons in 1937-38"
as compared to 10,00,000 tons in 1930-31. The
Indian industrv was supplying almost the entire
demand and there was not much possibility of gain
even if imports completely disappeared. More-
over there has as yet been no increase in the exports
of sugar because the International Sugar Agreement
of 1937 to which India was a ‘party’ did not permit
them. On the contrary, India has been included
in the Free Marfkst to the extent of 50,000 tons. No
exports were thus possible. An effort to sell 200,000
tons of sugar to the British Ministrv of Food in the
summer of 1940 failed because very low prices were

1]oc. cit.
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offered. So far, therefore, the sugar industry un-
like all other Indian industries has derived no bene-
fit out of the war. On the contrary it has suffered
by a rise in the price of chemicals, higher wages,
and increased transport charges. The International
Agreement has expired in August 1942 and, may be,
in the future India will be able to expott some sugar
to the Allies. The future may hold Lrighter pros-
pects for the Indian sugar industry.

PRODUCTION OF SUGAR

(Lakh Tons)

, 1938-39 | 1939-40 | 1940-41 | 1941-42 | 1942-43
Total num-
bet of fac-
toties in exis- |
tence .. 154 159 163 161 | 161(@)
Numberof

factories in
actual opera-
tion .. 132 145 148 150 |151(Q)
Sugar pro-
duced by
canefac
tories .. | 6.5 12.42 10.95 7.78| 10.61(2)
Total sugar
produced .. | 7.8 13.70 |13.40 ®) ©®)
Average pet-
centage of
recovery for
U. P. and

Bihar o 19.14% | 9-37% | 9-87% | 9:7°% [9-75% @)

(@) provisional.  (§) not yet available.
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In 1941-42, 150 cane factories produced ncatly
8 lakh tons of sugar marking a decrease of 27.5
per cent from last year and a decrease of 35.7 per
cent as compared to 1939-40. In 1942 43, produc-
tion increased to 10.6 lakh tons, which though more
than that of the previous year does not exceed that
of 1940-41. Moreover, the sugar industry has
experienced much internal trouble in the last three
vears.

In 1939 and 1940, the difficulties of the sugar
industry were due mostly to the untealistic policy
of the Indian Sugar Syndicate in fixing high basic
price for sugar and an equally unrealistic policy of
the U. P. and Bihar governments in fixing high
prices for cane on the basis of a sliding scalel A
vicious circle was formed. Prices of sugar remained
high, consumption was discouraged, stocks
accumulated with the factories. The profit margin
was reduced and there was depression in the indus-
trv. The two governments decided to fix prices of
sugat-cane on the basis of a sliding scale for the
1939-40 season. Prices were fixed on a sliding

1 Under the Sugarcane Act, of 1934, the Governments
of U. P. and Bihar fixed the minimum price of sugarcane on
the basis of a sliding scale. This continued upto 1937 in
which year the sliding scale was given up and a single irreduci-
ble minimum price was fixed. The sliding scale was restored
in the 1939-40 season. A change was again made and a single
price of sugarcane was fixed for the whole of 1940-41, and
again for the 1941-42 and 1942-43 seasons, to which has been
added a bonus scheme. cf. Authot’s leading article in the
Capital, dated April 23, 1942.
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scale in November 1939 and once in the season as
high 2 price as 1o annas ¢ pies per maund of sugar-
cane was paid on the basis of a price of Rs. 12/8 per
maund of sugar.  This high price of cane encourag-
ed excessive cultivation and a subsequent overpro-
duction of sugar. The Sugar Syndicate protested
to the governmznts and, in its ignorance of elemen-
tary laws of economics, it also increased the basic
price of sugar for the 1939-40 season to Rs. 12 per
maund. This amounted to an increase of 20 per
cent as the basic price in the previous season was
Rs. 10 per maund. Higher prices discouraged
consumption. Supply had already increased but
demand declined leading to a serious overproduc-
tion. Depression and chaos inevitably followed.
The Syndicate realised its mistake and reduced its
basic price (Nawabganj Sugar D-24) to Rs. 8/10 per
maund for sugar produced on or after rith April
1940, but it was too late and in June 1940 the
U. P. and Bihar governments withdrew recognition
from the Syndicate. Chans intensified. Weak
sellers freely under-cut prices in order to dispose of
their stocks. Great uncertainty was created in the
market for more than two months— June to August
194o—when after much discussion the two govern-
ments recognised the syndicate in a revised form
and appointed a Sugar Commission to control prices
and production. The sugar prices from September
1940 to March 1941 rema‘ned fairly steady. The
excessive government control, however, was much
resented by sugar interests and  the 1ndustrv re-
mained depressed throughout 1940.
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In 1941 and 1942 the house of sugar industry
was again out of order. This time the chief cause
of difficulty was an excessive government control
in two provinces—U. P. and Bihar—and an absence
of control elsewhere. The efforts of the U. P.
and Bihar governments to control production failed
and, what 1s worst, the overproduction has become
more acute by factories outside these two provinces
increasing their output. The U. P. and Bihar go-
vernments, with a view to restrict production in
1940-41 season, fixed the production quota at 7.2
lakh tons Licences were issued to the different
factories on this basis, but the actual production
exceeded the fixed quota by neatly 40,000 tons, be-
cause due to a shorter crushing season the average
petcentage of sugar recovery. increased to 9.87
while the licences were issued on the basis of 9.5
pet cent recovery. The control for 1941-42 was
consequently tightened and the quota was fixed
at 5.78 lakh tons, but as the season advanced it be-
came clear that due to low cane prices and a general
failure of crop the production might fall much below
the fixed quota. In order to forestall this difficulty
the two governments withdrew control and aban-
doned all quota restrictions for the rest of the 1941-
42 season, but even then the production was below
expectation and amounted only to 5 lakh tons. In
consequence the production has been left uncontrol-
led in the 1942-43 season.
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(Fignres in Tons)

Sugar produced in .. 1939-40 1940-41 1941-42
U. P. and Bihar .. 981,600  7,59,400 5,00,000
Rest of India .. 2,60,100  3,36,000  2,78,000

Torar .+ 12,41,700 10,95,400  7,78,000

Figures for 1941-42 are prosisional.

The excessive control in the U. P. and Bihar
has encouraged the flight of the sugar industry to
the Indian states and other British Indian provinces,
and out of 4 new factories started in 1940-41, three
were started outside this area: one was started in
Kapurthala state, another in Madras, and a third
inthe N. W. F. Province. As the above table shows,
the production of sugar (cane factories only) in
other parts of India increased from 2.6 lakh tons
in 1939-40 to 3.36 lakh tons in 1940-41, while the
production in U. P. and Bihar declined. In 1941-
42, the rroduction everywhere declined but the
decline was greater in the U. P. and Bihar, being
neatly 34 per cent as compared to the previous
season, while in the rest of the country it declined
only by 17 per cent.

An abortive effort was made to control the
industry on an all-India basis and the first meet-
ing of the Central Sugar Advisory Board was held
in New Delhi in the month of January 1942. It
discussed, among other topics, the question of new
sugar factoties taking birth but consideration of the
problem was postponed to the next meeting. The
sugat Controller of the Government of India
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fixed the price of sugar (Marhowrah Crystal No.
1 C-28) in April 1942 at Rs. 11/12 per maund but
subsequently raised it to Rs. 12/3/6. The price of
cane was fixed by the provincial governments at
annas -/8/- per maund for the 1942-43 season but
towards the close of 1942, due to a rise in the price
of gur, the cultivator preferred to convert his cane
into gur rather than sell it to the factories. In conse-
quence some factories in U. P. and Bihar experienced
an acute shortage of cane. It, therefore, became
necessaty to raise the ex-factory price of C-28 sugar
to Rs. 14/- per maund as from January 1, 1943,
so that a price of annas -/1c/- per maund may he
paid for cane. This, however, did not have the
desired effect and some factories have continued to
experience a shortage of cane. Moreover, the
centralised control, whatever it is worth, has not yet
become effective.

These unsettled conditions have been reflected
in low dividends. Out of 39 sugar companies, 7
declared no dividends at all between 1938 and 1941.
The average percentage of dividend per annum was
8.9 per cent in 1938, 10.16 percent in 1939, 10-08
per cent in 1940,and 11. 58 per cent in 1941. In the
eatlier years the dividends were small partly
because the crop in 1937-38 and again in 1938-39
was poor on account of floods, adverse weather
conditions, and dJisease. Tn 1940 the dividends
were low, and this to some extent also affected
the 1939 dividend, because of internal disorgani-
sation in the industry. There was some improve-
ment in 1941 due to a certain amount of stability
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brought about as a result of government control.
But in the first three years of war, as has already
been emphasised, the sugar mdusrrv has not bene-
fited from the war. The prospects for the future,
however, are brighter. The industry may benefit
by exports which may now become possible.



CHAPTER II

JOINT STOCK FNTERPRISE (Contd.)

4. New Enterprise

Efforts have been made in the last three years
to fill in many gaps in Tndia’s industrial structure.
Some articles, for which we depended upon imports
before the war, are now being manufactured in
India. Some industrie ., like shipbuilding, which
already existed in an embryo form are bcing
reorganised and made productive. A much fuller
use is being made of small scale and cottage
industries, and a systematic coordination
between the small and the large scale may soon
be achieved. This increased activity has largely
been due to the efforts of the Supply Department?
of the Government of India and its agents. The
progress achieved incidentally supports our con-
tentjon that in the past the laissez faire policy of
the Government of India ha, partly been respon-
sible for the industrial backwarduness of our country.
Tt cannot be denied that Indisn industry would

1 See the next chapter.

2See “India Arms for Victory” by G. W. Tyson (Ki-
tabistan, Allahabad, 1943) for an excellent survey of this
aspect.

4
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have reacted almost in the same fashion to govern-
ment effort even if there was no war. Itisa
pity that a major world war should have been
necessary to arouse the goverrment from theit
slumber. A greater pity, however, is that
even today a narrow point of view is taken.
The Supply Department only interests itself in
those commodities which are of direct military use
and which cannot be obtained from other countries.
No effort is made to develop those industries, like
automobile manufacturing, which will add to in-
dustrial strength in the future although there may be
some immediate disadvantage. This short-sighted
policy has resulted in leaving many gaps unfilled.
We are bound to share the inferences of Messts
Premchand Roychand and Sons! who quoting a
remark from the Railway Gazette of London about
the views of Ms. Locock, a member of the Eastern
Group Council, suggest that after all there may be a
method in government’s neglecting certain oppor-
tunities, the development of which will strike too
heavy a blow on post-war British industry. The
government has to give up this reactionary autitude.
It is essential to draw up a thorough-going plan of
industrial development. It is high time that we

1 Annual Market Review, 1941, p. 37.

The Railway Gazette writes: “Mr. Locock holds the
view that no steps have been taken to expand production as a
tesult of the Mission’s visit which are not essential for wat
purposes, and that on the whole post-war interests of Bri-
tish industry are not likely to suffer so greatly as was at orle
time expected.”
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pay attention to remove the existing deficiencies in
our industrial structure.

Alumininm Manufacturing. Upto 1940, we did
not have a single aluminium smelting or shect
rolling mill. We depended for alumintum on in-
ports which amounted to 58,000 cwts. in 1938-39
valued at Rs. 46 1/3 lakhs. The Tndian workshops
only oressed hollow-ware from imported metal.
This absence of aluminium smelting is remarkable
when we remember that in our country there exist
rich deposits of bauxite in C. P., Bihar, Bombay, and
some Indian states. The production of bauxite in
the last two years amounted to rearly 15,000 tons
chiefly from Katni in C. P. and Kaira district in
Bombay. Large deposits are known to exist in
Bilaspur and Mandla districts and Sirguja and Jash-
pur States (C. P.), Kolhapur State (Bombay), Ranchi
district (Bihar), and Jammu (Kashmir) and there
undoubtedly exist some still undiscovered depo-
sits as bauxite is an ordinaty looking clay like
rock.

The Aluminium Corporation of India I imited,
the first company of its type, was formed in 1937
and proposed to manufacture 3,000 tons of finished
aluminium sheets and circles per year from bauxite
in a factory at Anupnagar near Asansol. This was
a promising proposition but unfortunately some
parts of the machinery—especially turbines—
wete en route when the war broke out and
the consignments were held up. Efforts were
subsequently made to obtain machinerv from
America but without much success. 'The works
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started functioning .only’ as late as 1943. A
second (private) company—The Aluminium Pro-
duction Company of India Limited—was formed
by English and Capadian interests. Tt proposed the
erection of an aluminium smelter in Travancore
State with a capacity of §,cco tons per vear and a
sheet rolling mill at Belur near Calcutta The
machinery was ordered from Canada and the
U. S. A, The rolling mill commenced operations
in August 1941, but due to the exigencies of war
the plans in Travancore State were delayed. The
aluminium smelter, however, came into operation
early in 1943.

The production of aluminium in India will be
of great advantage. Aluminium can replace’ copper
and other metals for making utensils and thus reduce
our dependence on imported metal. During the
war period, a greater use of aluminium will spate
other metals for war work. Moteover, aluminium
is likely to play a much greater part in structural
fittings in the future because it is light and durable.
Finally, being a light metal it 1s used in the
construction of aircraft and, as our aircraft manu-
facturing develops, the demand for aluminium will
also increase. With this prospective demand, huge
deposits of bauxite, and cheap electric energy there
is a clear case for more aluminium factories to
be set up as soon as the necessary machinery is
available. '

The Aircraft Factory. In India thete is at pre-
sent one factory—The Hindustan Aircraft Factory—
tutning out aetoplanes and doing repair work It
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is learnt that the Tatas are also contemplating to
sponsor a company to undertake manufacturing
aeroplanes, The Hindustan Aircraft Factory has
been set up at Bangalore by a' company formed in
1940. In the begmnnw the capital was contributed
by the Govt. of India, the Mysore Durbar, Walchand
Hirachand and his friends. But as time passed
the Government of India purchased more shares
and eatly in 1942 Walchand Hirachand and others
have sold their entire investmant to the Government
of India The Mysore Durbar, while retaining
the financial interest, has agreed to waive the right
to shate in its active management for.the penod of
the war and sometime afterwards. The factory
has, therefors, now become purely a government
affair.

Much difficulty was experienced, before setting
up the factory, about the imports of machinerv and
technical skill. The American and Chinese
Governments gave liberal help and the plant
was set going. 9pec1a1 steels were required but were
not available Tatas, as usual, came to the rescue.
The actual manufacturmg of all the parts is not
yet possible and the factory does assembling
work from imported parts.

The first aircraft to be assembled in India, a
‘Harlow’ Trainer, was completed by the Company
in July 1941 and successfully performed its trial
flights. A further type of aircraft which has been
produced is the ‘Curtiss Hawk,” a modern high
petformance fighter. Both these planes are of Ame-
tican design. It is expected that soon this factory
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will be able to turn out from 15 to 30 aeroplanes a
month.!

Shipbuilding. We had some sort of a “shipbuild-
ing” industry in India even before the war started.
There existed half a dozen trepaiting and refitting
yards at Calcutta, Bombay, and Karachi. These
yards, in addition to repairing and refitting work,
could also produce small craft, tugs, barges, and
other vessels, upto Goo tons and in some cases even
upte 1,500 tons replacement.? Tt has been estimated
that with some tenovations these yards coald
probably produce sea-going vessels of a slightly
higher replacement. Tt is, however, undeniable that
these facilities are entitely insufficient to build
enough ships for a country with a goco-mile long
coast line.

Tt was prooosed by the Lastern Group Con-
ference to utilise the existing capacity of India’s
repairing and refitting yards and in consequence
orders were placed with them towards the end of
1940 for some small naval vessels. The largest
type of vessel that can at ptesent be constructed in
India is the Bangor class corvette and minesweeper.
These yards are building mine-sweeping trawlers
displacing about 430 tons, motor mine-sweepers,
fast anti-submarine motor boats, motor launches,
life boats, tugs, and other craft. The first of the
Basset trawlers to be built in Tndia was launched in

1 Capital, Novembet 27, 1941, p. 793.
2See Author’s contribution to the Modern Review,
August 1941, pp. 148-50.
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August 1941. The Admiralty has placed otrders
with these yards for the construction of several
floating docks. These repairing and refitting yards
are fully booked with orders. 'They ate effectlvely
assisting the war efort though the work is hampered
by our dependence or imports for such things as
boilers and propelling machinety which are not
yet manufactured in India.

The government attitude towards the ship-
building yard started by the Scindia Steam
Navigation Company at Vizagapatam in June 1941
has, however, not heen so cncouraging. The
Government of India have not granted the ncces-
sary facilities to this company, although the cons-
truction of merchantmen and other big vessels is
of vital importance for a successful prosecution of
the war. Mr. Walchand Hirarhand in his speech
on the opening ceremony of the yard pointed out
that the project, when complete, will turn out,
16 vessels of 6,000 to 10,000 tons replacement,
annually. Fight slipways and two berths will be
constructed for this purpose. The shipyard will
also include workshops for preparing steel for
construction of hulls and for internal fittings.
In the beginning we will have to depend on
imports for boilers, propelling machinery and
copper fittings but ultimately we should be able
to manufacture them ourselves. The first vessel
is expected to be ready by the middle of 1943.
This delay would have been prevented if the
necessary facilities were granted to this vital key
industry.
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It is well worth realising that in addition to
filling an awkward gap this new industry will givt
employment to necarly 10,000 men. It will en-
courage such industries as paint wortks, electric and
cable manufacturing, rope making, electric applian-
ces, iron and steel works and metal works by creat-
ing fresh demand for their output. Moreover,
we need not depend on foreign demand for the
output of our shipbuilding industry at least in the
beginning. At present there are 150 to 225 vessels,
and soon this aumber will increase, operating on
the coast and in the river traffic of India. If we take
the life of each vessel at 30 years, the demand for
such vessels from Indian Shipping companies will
be at least six per annum.! Moteover, it is esti-
mated that on an average at least one coastal boat
is built for Tndia in foreign vards. This we could
supply ourselves. The Vizagapatam shipyard has
a bright futute and deserves every encouragement
and help.

Munitions and Armaments. Ptior to the out-
break of war there existed in India several ordnance
factories for the production of munitions. ‘These
included a metal and steel factoty, a gun and shell
factory, and other factories for the manufacture of
rifles, gun carriages, cordite, and ammunition. Due
to the war, exact and fullinformation is not available

~about the new developments in this industry.2 It

1cf. Indian. Finance, July 6, 1940, pp. 5-6.
2 The only source of information available to us is the
occasional statements made by government agencies. In
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is, however, evident that the productive capacity
has greatly increased and a systematic use is being
made of spare capacity in railway wotkshops, jute
and sugar factories, and government mints for the
manufacture of munitions and armaments.

“When war broke out India was engaged on a
plan recommended by the Chatfield Committee for
the expansion and modernisation of the existing
ordnance factoties and the establishment of addi-
tional factores for the manufacture of high ex-
plosives. The plan, estimated to cost about Rs 4
crores, involved an expansion of the factories by
about 20 per cent. A provision was made fot new
plant and machinery which would enable these
Tactories to manufacture certain of the most modern
types of arms and ammunitions. The plan was to
reach full production by the end of 1941, except for
certain items which were expected to come into
operation during 1942. In the autugpn of 1940
the Ministry of Supply Mission (The Roget Mission)
visited India and as a result of the Mission’s recom-
mendations over 20 new munition projects are nOwW
in hand. ‘The total cost of these projects is over
Rs. 11} crores In addition to important ex-
pansions of existing factories these projects include
the reconditioning of ar old factory fot the manu-
facture of anti-gas respirators, machine gun tripods,
bombs and the establishment of several new facto-

this section, therefore, we have reproduced almost verbatim
certain passages from Indian Information. See especially
issyes dated January 1, February 1, March 1, 1942.
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ries for guns, shells, mortar, bombs, fuzes, cartridge
cases, small arms ammunition, filling and scientific
instruments, parachute dropping containers, finished
cavity forgings for heavy type of howitzer and
anti-aircraft shell, grenades, 20-pounder and 18-
pounder shots, and bayonets. Among other
devclopments, a  2000-ton gun forging press has
been imported and India now produces field
guns, two types of howitzer, light machine guns,
shells and propellants.  Indian ordnance factories
are cquipped to repair larger types of guns than
she can as vet produce.”

“Between 250 and 300 trade workshops and
some 23 railway workshops also assist in produc
ing ncarly 700 different items of munitions supply
involving the production of over 20 mullion articles.
The production of 4-5” howitzer and 25-pounder
shell forgings in railway workshops and the machin-
ing of shells in jutc mills have been established.
Among the important munitions ifems manufac-
tured by them are empty shell fuses, mortar
hombs, grenades, anti-tank mines, and high
explosives.”

“It is not possible to give exact figures but by
the middle of 1941, India was making about five
times as many guns a year as were made in peace-
time; the output of filled shell, by June 1941, was
already 24 times the pre-war output. There have
been similar increases ip other items and India now
supplies much more than 5o per cent out of
some 40,000 items needed by the Defence Ser-
vices.”
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Chemicals and Drugs. The Indian chemical
industry has been very deficient, especially in the
manufacture of alkalies, but even before the out-
break of hostilities some attention was being paid
to it. Many entitely new companies were started
in the 1936-37 boom which are now bearing fruit.
The war has created a welcome demand for the
output of these factories just ata time when they
have placed their output on the market.

Year Date of | Chemicals | Factorics
Name of the | of for- | commenc- pro- situated
company mation |ing opera- duced at
tions ’

The Alkali & | 1937 | April Soda Ash | Kherwa

Chemical 1940 Caustic & Rishra
Corporation Soda and
of India Ltd. Chlorine.

The Mettur 1936 | October | Caustic Mettur
Chemical & 1941 Soda, lig- Dam
Industrial uid chlor-
Corporation inc, Blea-

Ltd. ching pow-
der & Hy-
drogen.

The. Mysore 1937 | May 1940 | Sulphuric Belagula

Chemicals & other
Fertilisers acids. Am-
& Ltd. monia &

other salts
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Year | Date of | Chemicals | Factories
Name of the | of for- | commenc- pro- situated
company mation | ing opera- duced at
tions
The Mysore | 1938 | Sept. 1940 | Industrial | Chikbana-
Chemical ' and fine bar.
Manufac- Chemicals| & Bela-
turers Ltd. gula
Tatas Chemi- | 1939 *1 Soda Ash. | Mithapur
cals Ltd. Caustic
Soda and
allied
Chemicals

* Not yet commenced operations,

The above ¢able shows that between 1936 and
1930 as many as 7 new factories were set up and
work commenced during 1940 and 1941. Mention
should also be made of a caustic soda factory (capa-
city 750 tons) operated by Rohtas Industries I.td
at Dalmianagar (Bihar), a company statted in 1939
to manufacture sulphuric acid from iron pyrites at
Guldhar near Ghaziabad (U. P.), the Pioneer Chro-
mate Works onened in May 1941 in the suburbs of
Bombay to produce sodium and potassium bichro
mate, and 2 proposed factory near Bombay to pro-
duce 10 tons of sulphuric acid per day. The War-
Supply Beard has sanctioned the erection of a
government factory to produce super-tropical and
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tropical bleaching powder. The U. P. Govt. has
granted financial help to the glass industry for the
manufacture of soda ash on a small scale. A factory
near Ahmedabad has recently embarked oh the
production of acetic acid from acetate of lime.
A firm in the Punjab has set about preparing oxalic
acid and a Calcutta firm produces boric acid. In
addition to this there are 2 number of small scale
cpiroduce'cs supplying sulphuric acid and allied pro-
ucts.

Sulphuric acid is one of the chief products of
the Heavy Chemical industry. It is vital for the
manufacturing of other acids and salts. No reli-
able figures are available but it is estimated that in
1939 there wete 20 important sulphuric acid works
in Indial and the output of sulphuric acid was in
the neighbourhood of 30,000 tons* per annum
The pre-war industry in India suffered from two
severe defects. 'The factories utilised imported?
sulphur obtained from Ttaly and Japan, the supplies

1cf. Dr. S. S. Bhatnagar, Indian Finance Ycar Book.
1940, p. 115.

2 cf. Industry, issue for December 1939, p. 543.

It is worth mentioning in this connection that in the
opinion of Dr. John Mathai the total production of the exist-
ing heavy chemical industry, including fertilisers, represents
a third of the total Indian consumption of chemicals based
on sulphuric acid. (The Statesman, Indian War Industries
Supplement, dated October 25, 1940, p. 7).

3'The other minor sources of production have been the
iron works where sulphuric acid is secured as a by-product
from the smelting of gres.
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of which were naturally upset when these countries
entered the war. Moreover, the scale of operations
of the sulphuric acid works has been small with
the consequence that the cost of production has
been too high. Though sulphuric acid enjoys a
natural protection because of costly freight, the
industry did not make much progress because of
an absence of large scale production partly due to
insufficient demand. To some extent both these
difficulties arc now overcome. The Mysore Chemi-
cals and Fertilisers Ltd. will produce 9,000 tons of
sulphuric acid per annum and Bombay is planning a
factoty which will produce 35c0 to 4000 tons per
annum. Moreovet, it is now possible to manu-
facture culphuric acid from iron pyrites of which
we have considerable supplies in Bihar, Simla Hills,
and Tinnevelly distticts of Madras. Large deposits
of high grade rock sulphur, amounting to approxi-
mfttely 85,000 tons of sulphur bearing rock with an
average sulphur content of about 6o per cent, have
been discovered by the Geological Survey of
Tndia at Koh-i-Sultan ‘in Baluchistan. A further 3
to 4 lakh tons of 35.per cent sulphur bearirg
rock can be obtained by mining at anothet
locality near Sanni. Similar deposits have also
been found in other places. They can very
well form the back-hone of our sulphuric acid
industry.,

The production of fertilisers and manures re-
quires the help of sulphutric acid and the new deve-
lopments will assist this industgy. Tt has been esti-
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mated? that in 1939 we produced about 20,0c0 tons
of sulphate of ammonia and 2,600 tons of super-
phosphates as against a consumption of 90,000 tons
per year. The source of production is pattly by
synthetic means and partly as a by-product in the
manufacture of coal gas and metallurgical coke.
The Mysore Chemicals and Fertilisers Ltd. have a
capacity of 7000 tons of synthetic sulphate of am-
monia per year  There is still much scope for the
manufacture of fertilisers in India because as yet we
produce only 2 portion of the Indian demand.
Moteover, imports have declined in recent years
from 1,08,0c0 tons valued at Rs. 125 lakbs in 1939-
40 to 51,000 tons valued at Rs. 80 lakhs in 1940-41.

This gap has to be filled.

We hardly produced any alkalics before 1940
and it is only recently that this vital industry has
made some headway. It has been cstimated® that
the annual consumption of soda as caustic soda,
sodium carbonate and bicarbonate is of the order
of 1.00,000 tons per annum and in the past we had
to depend mostly on imports. We imported 25,000
tons of caustic soda valued at Rs. 45 lakhs and
66,000 tons of soda ash valued at Rs. 61} lakhs in
1938-39. In the future the Indian industry will
supplv a much larger share. The Alkali and Chemi-
cal Corporation of India Ltd. proposes to produce

1¢f, N. N. Sen Gupta in the Junc 1940 issuc of Indian
Farming.

2 ¢f, Dr. H. K. Sen in his Address to the Chemical Manu-
facturers Conference, November 1939.
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20 oon tons of soda ash and a good amount of caus-
tic soda per year. The Mettur Chemicals and
Industrial Corporation Ltd. will supply 2,000 tons
of caustic soda and the Rohtas Industries Ltd. sup-
plies nearly 750 tons per year. The exact amount
to be supplied by the Tatas is not yet known but
taking all the sources together our dependence on
imports will be much reduced. The economical
production of caustic soda will help our s0ap and
textile industriecs and of soda ash our glass: in-
dustry.

We have also depended onimports for the sup-
ply of dyes and colours: the imports increased from
Rs. 5 crores in 1939-40 to Rs. 6} crores in 1940-41
and Rs. 7 crores in 1941-42. Due to the war, we
are short of alzarine and coal tar dves, 9o per cent of
which came from Germany. The U. S. A. has sun-
plied part of the deficiency but much still rerhains
to be done. The difficulty in India arises from the
fact that the existing demand for coke is not enough
to support a coke industry on a scale commensurate
with the utilisation of coal tar derivatives on an in-
dustrial scale. Efforts are being made to procure
khaki dyes from local material and the Pioneer
Chtomate Works opened in May 1941 will provide
chemicals necessaty for this purpose.

Before the war we depended on imports for a
major portion of our drugs and medicines though
the Indian industry had made some progress bet-
ween 1909 and 1939. Whereas in the beginning
of the century we had only 2 or 3 manufacturing
firms, the number has now increased and it has
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been estimated! that in 1935 we manufactured medi-
cines worth Rs. 6o lakhs as against Rs. 2 crores
worth of imports. Before the war we were very
deficient in the production of essential oils, extracts
of alkaloids, and hiclogical products such as sera,
vaccine, etc.  Such so'vents as chloroform, benzine
ether, and acctone had to be imported from
abroad.

The war has necessitated the manufacturing of
many drugs and medicines in India. The govern-
ment medical depot factories are now manufactur-
ing from indigenous raw materials 350 items of
medical supphes which were formertly imported.
The Indian Drug Manufacturers have also helped
in producing equivalents or substitutes for essential
imported drugs. The extent of their effort may be
judged from the fact that as compared to the
Medical Store Departments local purchases in India
to the value of Rs. 16 lakhs in 1938-39 and Rs. 24}
lakhs in 1939-40, thévalue of purchases in 1940-41
rose to Rs. one crore. Tt was revealed at the Medi-
cal Stores Supply Committee held in Simla on Octo-
ber 6, 1941 that now Go pet cent of all items of medi-
cal stores are being manufactured in 'ndia as com:
pared to 25 per cent at the commengement of hosti-
lities.

A sugar factory is reported to be producmg
liquid glucose on a large scale. A Bengal firm has
successfully manufactured chloroform of suitable
quality. India is now manufacturing 1,75,000

1 Capital 1935 Supplement, pp. 34-30.
5
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gallons of Tinctures a month. We have also pro-
duced dry blood, certain disinfectants, vitamia C
tablets, and certain oils. But we are still very defi-
cient in the production of alkaloids and some
essential oils. A special attention has to be paid to
fill this gap.

Engineering and Metal Works. India’s engineer-
ing industry, in the past, had only interested itself
in repair work, supply of structures and stores to
order, and small scale output of many types of simple
general and electrical appliances. We did not
have large scale workshops devoted to mass pro-
duction of specialised products. The industry has
developed along general lines and it is, therefore,
not possible to give an exact idea of the productlve
capacity available when the war broke out. The
war has, however, brought hew and significant
changes in the organisation, technique, and pro-
ductive capacity of this 1ndustry

Even before the war, some workshops in Bom-
bay, Calcutta and elsewhere manufactured parts of
tea, jute, and cotton textile machinery. In the U.P.
and Bihar sugar machinery, mostly crude, has been
manufactured for a long time. In the Punjab, the
U. P. and other places crude agricultural machinery
had long been manufactured. Moreover, some
workshops made machine and tools for their use and
some also supplied such products as simple lathes,
drilling and shaping machines for sale in the
market. There has, however, been no large scale
systematic production of machinery or machine and
tools in India. 'The war has developed the machine
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and tool workshops but it has not yet encouraged
the manufacture of complicated machinery, for
which we have still to depend on imports.

It was only after the Government of India
introduced, with effect from 1st March 1941, the
Machine Tool Control Order that we have obtained
some information about the numbet of workshops
and their output. Under this Order a licence is
required for the production and sale of machine
tools and now the Government of India acquires
the whole output. Under this Order as many as 71
licences were issued upto August 1941 and it was
estimated that these workshops produced necatly
400 units per month. Since then it is known
that over 100 workshops are engaged in the pro-
duction of machine tools ranging from simple drills
and lathes to special machines for munition pur-
poses. Higher class machine tools such as cold
saws and horizontal bars are also being produced.
Lathes, drillings, shaping, planing, slothing, back
sawing machines, furnaces, power blowers, sand
blasting plant are among the machine tocls, plants,
and equipment now being made in India in subs-
tantial quantities for the first time. The output of
these workshops is now over soo units per month.
In addition to this, some railway workshops and jute
mills are producing machine tools. Tatas supply 2
further 50,000 tools of varied types per month.
But we still have to depend on imports to a very
large extent. It does not need much emphasis
that every effort has to be made to increase the local
supply in view of the fact that ‘before tanks, air-
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craft, and guns can roll into service, factories must
be provided with special power-driven machines
called machine tools. These machine tools operate
on the rough cast blocks teceived from the foundry
and on steel from the rolling mill or forge. cutting,
drilling, boring, grounding, and shaping the metal
into such form that parts will fit together in final
assembly.’

Two factories, one at Wotli (Hind Cycle
Ltd.) and another at Phulwari Shareef (Hindustan
Bicycle Manufacturing and Industrial Corpora-
tion Itd) are producing bicycles, which is a
new development. In the beginning some parts
have to be imported in order to do the assem-
bling work. Several other firms are also producing
bicycle components and spare parts and at least
two wotkshops, one at Karachi and another at
Jhelum, have made good progress. It is expected
that soon we shall have a capacity to produce a large
number of bicycles per month and all the parts,
with the exception of free wheel, chain, and hubs,
will be produced in our own countty. The assem-
bling of sewing machines from imported parts has
long been done in India by some foreign companies.
It is now learnt that two workshops, one at Calcutta
and another at Lahore, have undertaken to manu-
facture sewing machines but some parts have,to be
imported. It has been estimated! that in 1939
neatly 7 concerns manufactured electric lamps and
supplied neatly 6} per cent of the total Indian

1¢f, Statesman Supplement, Aptil 29, 1939, p. 8.
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demand. Electric fans, motor, transformers and
insulators of various kinds are also being manu-
factured. The Engineering . Colleges at Benares
and Dayalbagh have done much to develop our elec-
tric goods industties.

There are over 100 re-rolling mills out of which
more than a dozen are fairly big. These ate, how-
ever, very rough estimates, no better being available.
Even a rough estimate cannot be made about the
total output of rod, wire and wire nails in our coun-
try. 'There are at present nearly half a dozen work-
shops producing substantial quantities of wire and
wire nails. The Indian Steel and Wire Products
Limited produced 40,000 tons of rod and 23,000
tons of wire and wire-nail in the year ending March
1940. 'The Indian Steel Rolling Mills produced
between 20,000 and 30,000 tons of rod. The
United Iron and Engineering Works, started in
1947, can produce 1800 tons of rod per year
working on single shift. The National Iron and
Steel Company Limited and the National Screw
and Wire Products Company, formed in Novem-
ber 1941 supplya fair amount. These figures
only give a very incomplete picture but the war has
greatly stimulated the output of these workshops
and some entirely new products are now being
manufacthired. Indian workshops are now produc-
ing bright nuts and bolts, roller bearings, mineral
jelly, lead tubes, electric cables, special degaussing
wire, bridges, cast iron pipes, cranes, and A. R. P,
material. There is a great necessity of coordinat-
ing the work of these workshops. A systematic



70 INDIA BUILDS HER WAR ECONOMY

survey has yet to be made to discover their war
potential.

Neglected Opportanities. Indian economic his-
tory is full of neglected opportunities sometimes by
the Indian industrialists and sometimes by the
government. In the last three yeats the govern-
ment has neglected to develop the automobile and
locomotive industries with vetry serious conse-
quences for our industrial system.,

Mr. Walchand Hirachand and Sir M.
Visveswaraya have left no stone unturned in inform-
ing the public that with a capital investment of 2
to 3 crore of rupees it should be possible to manu-
facture 10,000 cars and 5,000 trucks per vear at
economical prices. In the beginning parts will
have to be imported but after some two years most
of these could also be manufactured in India. The
technical skill could be drafted from the engineer-
ing workshops. It has all along been emphasised
that a fair return of 20 per cent could be earned on
the initial outlay. These people wanted three faci-
lities from the Government of India. It was pro-
posed that 37} per cent revenue duty should be
made a protective duty. The government should
consider the automobile industry as a war effort
and should consequently grant the necessary dollar
exchange and import permits in preferencd to civil
needs and should guarantee the purchase of a
certain number of vehicles from this company
for civil and military use. The government was
asked to guarantee a 3} per cent interest on capital
outlay, Not all these demands are reasonable
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but it passes comprehension why the reasonable
ones should have been turned down. Some of
the arguments used by the government are really
funny. We are told that the scheme is vague,
giving help to this industry will only mean
giving help to a private American company,
the industry may not survive the post-war
period. The government refused to place ordets
for military trucks in advance fearing that the quality
of Indian produced cars and trucks may be hope-
lessly below military specifications. All these are
lame excuses. These arguments stand out as mean-
ingless even when we compare the attitude of the
government towards other industries in whose
development they were interested. Every scheme,
by its very nature, is vague in the beginning.
Some amount of uncertainty is attached to every
new enterprise. In many cases the military speci-
fications had to be relaxed to admit some Indian
made products and why should we assumec that the
quality of Indian made cars will be below military
specifications. Butequally mysterious s theattitude
of Indian industrialists who have refused to take the
necessary risks. It should have been hard for the
government to tutn down any reasonable demand
after the concern had been set going, and if the
government still refused help that would have
clearly exposed it. Things as they are, the. automo-
bile industry has not yet been started.

Some meter gauge locomotives have long been
manufactured in India at Ajmer and Jamalpur, but
in the past broad-gauge locomotives were not built
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because it was feared that the Indian demand was
not enough to support a workshop. An expert
committee came to the conclusion, in 1940, that the
optimum capacity of a locomotive factory is 70
broad gauge engines of an average weight of 145
tons each and 7o additional boilers and other spares,
equivalent of 100 whole locomotives. On the other
hand, the committee concluded, the average annual
requirements of Indian railways over the extended
period of about 35 years, the life cycle of a loco-
motive, is expected to be 108 broad gauge loco-
motives and 38 mecter gauge locomotives. This
demand will sustain a factory. All the parts except
copper tube plates, boiler tubes and super heater
clements could be manufactured in India. The
necessaty techmical skill and guidance is also avail-
able. The government could provide Rs. § crores
the capital cost and, if so desired, the money market
could put up this amount. The necessary machi-
nety and equipment could have been imported from
America under the lease-lend arrangement and it
could also be imported from some other countries
through the British Ministry of Production. The
Tatas were contemplating the supply of wheels,
tyres, and 4xles even at that time which they have
now made a reality. The Government of India,
however, working on familiar lines came to the con-
clusion that the work of setting up a factory should
not be proceeded with. This has not only hampered
India’s industrialisation, it has also put the Indian
railways to serious inconvenience because it is not
possible to import locomotives at the present time.



JOINT STOCK ENTERPRISE 73

According to the statistics of the railways them-
selves! the number of locomotives required for
teplacement during 1941-44 is 604 broad gauge and
267 meter gauge. During normal times these 871
locomotives would have been replaced. Let us
add to this 200 locomotives given by the railways
for defence purposes. This brings the total defi-
ciency of locomotives to 107:. The rolling stock
programme does not provide for even a tenth of
this figure by 1942-43. Some of the locomotives
ordered over two years ago have not yet been re-
ceived and the expenditure provided for 1943-44,
because of the difficulty of securing supplies, relates
to 84 broad gauge and 20 meter gauge locomotives.
The shortsightedness of the government in not
setting up a locomotive factory has cost us deatly.

5. What Next

Our task in this' section is to evolve the
outlines of a policy capable of immediate applica-
tion. Such a policy cannot be indifferent to
post-wat problems, but here we shall try to confine
ourselves to the prevailing war-time conditions as
far as possible. To win the war is our primary
aim but a systematic and fast industrial advance-
ment of India occupies no less an important
place in our thoughts. And though we are
powetless to do much in this direction in the
abnormal conditions now prevailing and we shall
have to wait to be able to enforce a wholehearted

L cf. Capital, August 27, 1942, pp. 309 and 329-30.
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scheme of industrialisation, but we cannot afford to
be indifferent or idle even at the present time.
What is it that can be done at the present time to
assist India’s industrialisation ?

1. Our industries, only with few exceptions,
have earned good profits! due to the war and it is
in the competence of Indian industrialists to make
the best possible use of these profits. We should
not repeat the mistake of certain industries which
dissipated most of the profits they made in 1914-18
and suffered heavily in the post-war depression.
It cannot be denied that the shareholders deserve
to get a portion of these war profits in the shape
of higher dividends. Higher dividends increase
the popularity of industrial investment and this
consideration is of very great importance especially
in a country like India where capital was ‘shy’ in
the past and has a reputation of being so even
today. Moreover, the sharecholders get nothing or
next to nothing when the industry is depressed and
it is proper that they should be recompensed by
higher dividends when industry is making higher
profits. Similatly, the industrial workers deserve
to get bonus payments partly because their wages
are low and partly because these extra payments
encourage the workers to put in their best. But it
should not be forgotten that in our country the
problem of future reconstruction has an equal, if

! According to an estimate made by the Indian Finance
(Oct. 31, 1942, p. 694) the industrial earnings in India increas-
ed by about Rs. 100 crotes in the first three yeats of wat.
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not a greater, claim on these higher earnings.

Ttis unreasonable to allocate funds for deprecia-
tion at pre-war rates. In ordet to win the war it has
become necessaty to wotk our industries at the
greatest possible pressure. Factorics which had
never worked more than a single shift in the
pre-war period are now called upon to work
double and treble shifts pet day. This night and
day working depreciates machinery at a much faster
rate. Machinery, very much like the buman body,
needs rest and wears out much quicker if worked
continuously. Tt is for this reason that a much
larger share of profits, than before the war, has to
be set aside for this purpose. In addition to this,
much of our existing machinery especially in the
cotton textiles, paper, and sugatr industries is
obsolete and out-of-date and, in view of faster
depreciation, the only practical course will be to
replace the entire lot by new and up-to-date plant
after the war. Finally, as always happens in a major
war, new fechnical inventions bring about revolu-
tionary changes in the technical equipment of indus-
try. Indian industry, in order to meet competition
from modernised factoties in foreign countties,
will itself have to become up-to-date. Al this will
need funds—huge funds—and in the intetests of
the shareholders themselves larger reserves have
to be created for this purpose out of profits now
being made.

The Indian industty was in need of rationalisa-
tion even before the watr. It is a well known fact
that there are too many small and ingfficient units
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in all our industries except perhaps iron and steel
and paper. Even today, in spite of the war demand,
there is excess capacity in our jute, sugar, cement,
and coal industries. It does not need much imagi-
nation to realise that this excess capacity will become
more acute in the post-war period when the inflated
war demand will cease to exist. In self-defence it
will then be necessary to close down many of the
less efficient units. 1t has, however, been our experi-
ence in Great Britain and elsewhere that generally
these inefficient units are financially the strongest.
In other words, the problem of rationalisation re-
duces itself to one of finance. In peace time, and
this will apply with equal force to the post-war
period, the efficient units ate not always in a
position to contribute enough money for buy-
ing up their less efficient rivals. The war has
given us a splendid opportunity to forestall this
difficulty. It is time that cach industry has
a central organisation strong enough to under-
take rationalisation after the war. Most indus-
tries in India have a central organisation and
it should be possible to strengthen those that
are ineffective and weak. Tt should be a wise policy
for all the companies in a particular industry to
credit some reserves to the account of this central
organisation. These funds can be used to buy up
and close down the inefficient units in the post-war
petiod. The removal of the diseased limb will streng-
then not weaken the industry. What is more, this
will also be in the best interests of the shareholders
themselves because it is they who suffer most from
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cut-throat competition and a life-and-death duel
between different firms in an industry. The Govern-
ment of India have already set a good example by
announcing their readiness to contribute an amount
upto one-tenth of the net excess profits tax provided
the assessee deposits a sum equal to double this
amount to a reserve to be used for the object of
assisting industrial rehabilitation after the war.
It is neccssary to make this scheme popular by
increasing the proportion of government contri-
bution!. ‘The industrialists have to be enouraged
to maintain substantial separate resetrves for pur-
poses of industrial reconstruction after the war.2

2. We have to safeguard ourselves from be-
coming victims of a negative policy of letting things
drift as chance dictates. It is of vital importance
to have a positive plan of development whose only
aimshould be to further India’s industrialisation dur-
ing and after the war. Such a policy will have to
take cate of many things. Rather than tush for
all types of new industries our aim stould be first
to consolidate those that have already been set up.
Some examples will make the point clear. It is not

1 Since this was written, the Excess Profits Tax Ordi-
nance 1943 has been enforced which provides for com-
pulsory deposits by the producets of one-fifth of the nct
E. P. T. to the post-war reconstruction fund to which the
government contributes half this amount. Unfortunately
the Ordinance does not increase the government contti-
bution.

2'The Author’s contribution to Capital dated Dec. 10,
1942, pp. 849-50.
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enough to do assembling of parts and do repair
work in our aitcraft factory. We should get down
to the manufacturing of all the parts even during the.
war petriod so that our position ymay be streng-
thened in the future. It is not enough to utilise our
‘shipbuilding yards’ for constructing only small
craft and for repair work but we have to undertake
manufacturing boilers, engine parts, and copper
tubes and fittings. The Vizagapatam yard has
to be made productive and the smaller yards have
to be reorganised and coordinated, so as to be
able to turn out sea-going vessels at economical
costs. 'The Government Clothing Factories do the
cutting and get stitching and sewing work done on
contract basis by private tailors. We have to conti-
nue this work in the shape of a ready-made clothes
industry in the future. It is, therefore, necessary
that the work of these private tailors should be
coordinated and automatic sewing and stitching and
buttoning machinery should be used so far as war
conditions permit so that when the war is over the
mass production may serve civil needs by supplying
ready-made clothes at cheap prices. Many other
similar examples could be given.

But though it is necessaty to be cauticus there
is no justification for permitting awkward gaps to
continue to exist in our industrial structure. We
are as yet very deficient in chemical, machine manu-
facturing, general and electrical goods industries.
We do not as yet have an automobile industry and
a broad-gauge locomotive factory. We depend
on imports for many toilette articles, sport goods,
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articles of stationery, radio sets, typewriters, wtist
watches, cameras, among other things. Efforts
have to be made to fill in these gaps. Further, as
is well known the Indian industry has neglected
research and a provision for systematic technical
training to its personnel. Now is the time that
this backwardness can be overcome. The Supply
Department of the Government of India should be
induced to take a broader \view of its responsibili-
ties and this combined with courage on the part of
Indian industrialists should be able to achieve the
desired goal.

Finally, though we shall have to wait for the
post-war period to carry out a thorough rationalisa-
tion of Indian industry, experience in Great Britain
shows that much useful work can be accomplished
under the pressure and necessity of war. As has
already been pointed out, most of the Indian indus-
tries stand in need of rationalisation and it is per-
fectly possible to close down the ineflicient ones and
increase the output of the efficient units even during
the war period. Cooperation now secured will
reduce the chances of cut-throat competition in the
post-war petiod and will thus make the organisa-
tion of Indian industry healthy and vigdrous. It is
obviously not possible to draw up a detailed scheme
of war-time rationalisation for Indian industry in
this section but it should be possible to draw up such
a scheme without much difficulty. Tts enforcement
will of coutse involve courage and a readiness to
face facts on the part of the government as well as
the Indian industrialists.
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3. Indian industry has also to prepare itself to
meet the scorched earth nuisance, if such an oppor-
tunity arises. It cannot be denied that the Govern-
ment of India is thoroughly justified in destroying
those industries which might be of use to the enemy
if he succeeds in sweeping the country. In this war
industrial resources play a most predominant part
and no country can tolerate the idea of its enemy
waxing fat on resources which may come.into its
possession by reason of a temporary military success.
The best policy for the Government of India, if
ever such an emergency arises, will be to destroy
factoties of direct military use. The question then
is what can the industrialists do to safeguard theit
interests.

It may be stated that a War Risk Insurance
scheme has already been enforced in our country
and all properties insurable under the Ordinance
were insured by May 29, 1942 with retrospective
cover from April 1, 1942. ‘The scheme is enforced
for two vears in the first instance. The insurance
will apply to all “factories’ as defined by the Factory
Acts of 1939, 1940, and 1941. The basis of valua-
tion will be the actual value of the factory buildings,
plant, and' machinery on the date of application.
The residential and other buildings attached to the
factory will be included. A single premium of 4
percent of the value of the property is made payable
by instalments. Property becoming insurable at a
later date will pay a lower premium. Compensa-
tion will be paid in certain well defined circum-
stances. [t has been made clear that the war risks
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scheme is not an all-in scheme and destruction on
grounds of military necessity and the deliberate
relinquishment of assets to the enemy in condition
or otherwise are not covered by the insurance.
Only accidental damage is provided for. This very
much narrows down the scope of the scheme.
Moreover, in case of loss or damage the insured
will Rimself bear the total loss if the claim is Res.
1000 Of less, no payment being made by the Govern-
ment. If the loss is between Rs. 1000 and Rs. so00
the insured will pay Rs. 1000 and the government
the balance. Above Rs. 5000 the government will
pay only 8o per cent of the damage, 20 per cent
falling on the insured. This scheme spreads out
the risk and to some extent safeguards individual
‘owners’ from financial loss. But the scheme, by
its very natute, cannot safeguard the national
interest as such. ,

Tndividuals will get compensation partof
which, will be paid by other owners of individual
property and part by the tax-payer. But though
the individuals will get the money it may not be
possible for them to replace the destroyed machi-
nery and plant even in the $ost-war period. Fvena
freé country will find it pretty difficult to replace all
the technical equipment without much loss of time
while in the case of India the situation is far mote
complicated. The best policy, therefore, is to save
as much of the technical equipment from destruc-
tion'as is possible consistently with military re-
quirements.

Two things are needed. The Government of

6
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India should scrupulously follow the principle that
only those ptojects and plants may be destroyed
which are likely to be of ‘direct military use’ to the
enemy.! And as this phrase “direct-military-use”
is not free from ambiguity 't is necessary that a de-
tailed list should be drawn up beforehand, though
it need not be made public, of those projects which
will be destroyed in a possible emergency.? Tt is
also of very great importance to decide beforehand
the stage of emergency at which the scorched carth
policy will be put into force in any particular area.
It is conceivable, on the basis of experience in other
countries, that undue loss may be inflicted simply
out of panic when the situation does not really
demand it. It may be necessary to entrust the work
of taking decision, in case of emergency, to a very
responsible officer of the government who may also
be conversant with the industrial needs of the coun-
try. On the same principle, effort has to be made
to remove to safer areas into the interior at the nick
of timesomeparts of our precious technical equip-
ment in order to continue to help the war effort as
well as to safeguard our interests in the immediate
post-war period. Sucl® a step has to be planned
beforehand if it has to stand a fair chance of success.
That part of the equipment and some entire fac-

11t was stated on bchalf of the Government of India
in the Council of State in September 1942 that it is not
contemplated to follow the Russian Modcl of scorched earth
policy in India. A more definite statement of policy, how-
ever, is necessary.
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toties which can function even in the interior should
be removed to safety at once as transport facilities
permit. A certain amount of extra cost i1s worth
incurring in the intetests of our industrial future.



CHAPTER III

SMALL SCALE AND COTTAGE INDUSTRIES

The small scale industries! were in a miserable
condition befote the war  They suffered from lack
of otganisation, difficulties of finance, and cut-
throat competition from foreign as well as from
large scale producers in our own country. The
war has given a very welcome stimulus to these
industries and has saved most of them from collapse.
This happened in many ways. In the first place,
the large scale industries, more especially from the
middle of 1941, have been working under heavy
pressure in order to supply the war requirements.
At present it is difficult, if not impossible, to
get machinery from abroad and we do not manu-
facture much of it ourselves, hence it is not possible
to erflarge our large scale industries beyond a certain
limit. The natural consequence has been a greater
demand on the  small scale and cottage industries
especially for the supply of such commodities as
woollen and cotton handlooms including blankets,

11t is not possible to clearlv demarcate the small scale
industries from the large scale units. In some cases there is
only a difference ot degree and the technique and organisation
are almost alike. But fcr our purpose a more exact differen-
tiation is not nccessary.
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camouflage nets, tentage, militaty hats, durries,
leather and rubber goods. Secondly, the existence
of large scale industries presupposes that quick and
sufficient means of transport are available for the
raw materials and the finished commodities. Due
to the war, the transport facilities available to large
scale industries, as to evety body else, have been
curtailed. So that, in orderto cupply the local
demand it has become inevitable tc produce locally
as many commodities as possible. The dislocation
of the transport system in case of airattacks points
in the same direction. Small scale and cottage
industries, therefore, inspite of the higher costs of
production ‘n some cases, provide the only alter-
native solution. Finally, it is a well recognised
fact that many ot the factories which become neces-
saty due to the war will have to be liquidated in the
post war period. ILiquidation is easier, or let us
say the consequences of winding up ate less setious,
in the case of cottage and small scale industries
than in the case of large units.!

Ever since the war started both the central and
provincial go%crnments bhave been paying much
attention tc the development of the small scale and
cottage industries. A substantial portion of the
war orders has been pleced with these industries.
The first Small Scale Industries Conference held in
New Delhi in Match 942 decided to encourage the

1cf. The Author’s leading article on “Small Scale and
Cottage Industries” published in the Capital dated October

1, 1942.
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activity of these industries and it was planned to
purchase 25 per cent of total war requirements of
certain items from them. Arrangements were also
made to otder goods through the provincial ‘co-
operative departments (ot the directors of industry)
who were also asked to suprly the raw materials,
finance, and technical guidance and to superviec
the work in the process of manufacturing. This
was expected to give some help to the small scale
producer.

In the vear 1941-42, the Supply Department
ordered goods worth Rs. 4.98 crores from these
industries out of which camouflage nets accounted
for Rs. 182 lakhs, woollen Llankets for Rs. 118
lakhs, leather goods for Rs. 96 lakhs and pith hats
for Rs. 44 lakhs. In 1942-43, goods worth Rs. 10
crores have been ordered and it is expected that
bigger orders will be placed during 1943-44. This
has meant a substantial kelp to the small scale and
cottage industries and it has been estimat.d that in
1942 neartly 12 to 15 million workers were engaged
in these industries as compared to nearly 2 millions
in large scale industries. ’

In addition to this the central and pro-
vincial governments have given financial and
technical help. Ever since 1935, the Central
Government has granted Rs. 5 lakhs each to cotton
and woollen handloom weaving and Rs. ene lakh
to the silk industry. In the first instance these
amounts were granted for five vears and have
subsequently been renewed annually. Nearly all
the provinces are spending substantial amounts for
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the amelioration of the small scale and cottage in-
dustries though it must be admitted that as yet the
cffort has been very meagre and much still remains
to be done. '

-SOME SPECIFIC INDUSTRIES

1. The handloom wecaving is by far the most
importatit industry and it is spread out all over the
country. It has been estimated that there are
about 2} million handlooms producing nearly 2000
million yards of cotton goods per annum. The
woollen industry employs ncarly 3 lakh workers
and produces 1o million lbs. of blankets, 5 million
Ibs. of piece goods, and 1 4/5 million Ibs. of carpets.
The industry is mostly concentrated in the U. P.
and the Punjab though it also exists in various other
parts of the country. Not cven rough estimates
are available for the silk industry.?

The, war has brought work to the handloom
weaver. He has been busy producing dosati ot
double yvarn for tents, bandage cloth, gauze cloth
and buntings. Some weavers have left their usual
work and have taken to camouflage net making.
The woo'len industry is supplying blankets and
other woollen fabrics for the army. The silk in-

1 The figures for cotton weaving rclate to 1940 and those
for the woollen industry to 1936, These cstimates, however,
do not give more than a very rough idea.

2 It is estimated that Benares, which is one of the biggest
weaving centres in India, produces finished goods worth
Re. onc iakh per day.
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dustry has been manufacturing parachute silk cloth.
The handloom workets have benefited by the war
in the sense that their income has increased though
the competitive power or the future prospects
of the industry have not improved in any way.

The elimination of Japanese competition 2nd
the incrcased demand for the output of handloom
industry have been beneficial features of the war
but the difficulties of getting yarn, dyes and colours
have upset the weavers. The silk industry has
suffered much by Japan’s entry into the war because
it cut off the source of raw material supply and has
led to a shrinkage of the export market. The
woollen industry also suffered by a fall in the im-
ports of woollen yarn though cfforts were subse-
quently made to overcome this difficulty.

2. 'The hosiety industry occupies an important
place especially in the U. P. and Bengal. Accord-
ing to an estimate! the hosiery industry in Bengal
produces goods worth Rs. 6o lakhs while the U. P.
industry produces goods worth Rs. 20 lakhs per
annum. The two chief centres of production
and distribution are Calcutta and Cawnpore, though
the Punjab has recently made good progtess in this
direction. Cawnpore is the chief distributing cen-
tre in the north while the chief consumer for finer
goods is Bombay. Bihar, Assam, and Orissa which
have no local manufacture take only the coarser

types. _

1 ¢f. Mukul Gupta, “Hosiery Industry in Bengal,” 1940.
2 Capital dated June 19, 1941, p. 918.
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There are some large scale factories with capital
amounting to Rs. 2 lakhs but a majority are work-
ing on a small scale. The work in the cottage form
is mostly of seasonal nature while the factories
work regularly. . The industry uses diverse kinds
of cotton, woollen, silk, mercerised and art silk
yarns and the first difficulty which faces it is that of
yatn supplies. The Madura Mills supply fine quality
hosiery yatn but not many mills undertake this
work on account of the difficulty of producing
double sized polished thread. Indian mills mostly
produce weaving yarn and hosiery yarn had to be
imported chiefly from Japan and a serious difficulty
was experienced when Japan entered the war. As
a result, many hosiery producers had to close down
or worked short time. The distr'bution of the
finished commodity also offers difficulty because of
foreign competition and lack of organisation among
the producers. The war has eliminated Japanese
competition but the trade is still disorganised and
though the threat of overproduction, which faced
it in 1939, is now temporarily removed it will again
reappear when the war ends. U the industry
is to survive the post-war competition it should
rationalise itself.

3. In the glass industry there are some large
scale producing units but the small scale and cottage
industry is the dominant form. The U. P. is the
chief centre. The factory industty is concentrated
mostly in the U. P., Calcutta and Bombay and manu-
factures glass sheets, lamp chimneys and globes,
bulbs, tumblers, jars and bottles. The cottage
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industry exists mostly at Fitozabad (U. P.),
Belgaum District (Bombay), and Mysore State and
chiefly manufactures cheap bangles from glass
blocks and bottles.

The Indian glass industry some 25 years ago
supplied ncarly one-fourth” of the Indian require-
ments, now it <upplies ncarly half. The produc-
tion in 1942, it is estimated was worth Rs. 2 crores
out of which the U. P. supplid goods worth
nearly Rs. one crore.

The U. P. has eight hollow-ware factorics, one
sheet glass factorv, two bottle factories, 47 bangle
factories and over a thousand cottage workshops.
Almost the whole of the glass industry is situated
in the western part of the province in the districts
of Agra, Aligarh, Moradabad, and Bijnor with the
exception of two bottle factories at Allahabad.
In Firozabad which holds the sole monopoly of
factory made bangles in India about 40,000 people
are indirectly connected with the glass trade of
whom 23,000 are 2lmost entirely working at bangle
manufacturing. The joining operations of the
factory made bangles have brought into being an
ancillary trade run on contract basis and there
ate nearly soo “joining shops™ in Firozabad alone.!
According to Dr. A. Nadel’s note? on the U. P.
glass industry, the Bahjoi factory produces §,500
tons of window glass per year. A bottle factory is
being set up at Benares which is expected to produce

! cf. Capital dated April 30, 1942, p. 582.

% cf. Indian Finance, dated April 11, 1942, p. 573.
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3,500 tons of bottles in 1942 while the Ghaziabad
factory will produce 1,800 tons of table ware and
bottles when it is set going.

The U. P. Government has given much help
to this industry. “A glass Technology Section has
been establiched at Benares under the direction of
Dr. A. Nadel. Since then modern recuperative
rurnaces have beep introduced and our largest fac-
torv as a whole changed over from pot-furnaces
to tank-furnaces which are more cconomical and
better suited ‘or mass production. Numerous
glass shapng, rcfining and decorating machines
of a modern type have beenvinstalled in factories,
in some cases at government costs, according to the
development plans implemented by the Section.
The production of laboratory ware was initiated
and also the manufacture of glass beads was intro-
duced as an entirely new cottage industry, following
a process hitherto unknown in India. The glass
section tends to improve working conditions in
Firozabad and other centres and evolves new types
of decorative glasses for the bangle and the bead
irdustry. A gas plant is also being built in
lirozabad for the use of the cottage workers.”
A U. P. industrialict has been given a grant, on 2
subsidy basis, to develop the manufacture of soda
ash at Bahjoi where sodium sulphate is already being
manufactured and a new plant at a cost of Re. one
lakh is installed to convert it into soda ash.

4. The Indian match industry has developed
especially since 1922 when a revenue duty gave it
chance protection. But from the very beginning
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this industry has been greatly oppressed by the
competition it received from the Swedish Match
Company which established itself in India and has
enjoyed the ‘protection’ in addition to its greater
efficiency. The Tariff Board on match industry in
1928 estimated the total Tndian consumption at
nearly 17 millions gross per vear while it estimated
the maximum capacity of the factories in India
belonging to or under the control of the Swedish
Company at about 6.millions gross.and that of the
21 Indian factories, which existed in 1928, at 12
millions gross per year. The actual production was
of course less than this maximum capacity.

The imports of matches into India have dec-
lined from an average of 12.7 millions gross valued
at nearly Rs. 1% crores during the period 1919-20
to 1923-24 to 1.9 millions gross valued at Rs.
36 lakhs in 1940-41. The production of matches
in India amounted to 23.13 millions gross in 1940-
41 and 16-52 millions gross in 1941-42.

The small scale industry, however, has gained
nothing by this fall in imports and greater self-
sufficiency because it has continued to face cut-
throat competition froma foreign rival, the Swedish
Match Company, which now has a dominant place
in the Ind’an market. Secondly, as the Southern
India Chamber cf Commerce represented! to the
Government of India, the small scale industry in
addition to a paucity of raw materials and chemicals
has to face the disadvantage of a bigher impact of

1 cf. Capital dated July 2, 1942, p. 14,
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the enhanced excise duty enforced from 1st March
1941, which the large scale industry has to a large
extent escaped by having purchased large quantitics
of the old banderols at lower rates. The small
scale producer has suffered because he was not in a
position to do so.

5. The hand-made paper is manufactured at
more than a dozen places in the U. P. Bombay,
and Hyderabad State. The total number of fami-
lies depending on ‘his work, however, does not
exceed 200. Figures of total production are not
available but in 1940-41 the U. P. produced paper
worth Rs. 30,0co. The main qualities of paper
produced are blotting, writing, duplicating, filte.,
and packing pape.. The cottage industty has been
greatly stimulated by the fall in imports and by the
government reserving for itself 70 per cent of the
mill output because both these factors have led to
an increase in the demand for hand-made paper.
The quality of hand-made paper, however, 1s un-
certain and it is difficult to get uniformity of tex-
ture and colour. The industry suffers from 'ack of
technical skill and the future progress will depend
upon its ability to overcome this shortcoming.

6. A large number of cottage workers are
engaged in making leather goods but no statistics
are available about the total output or the procuc-
tive capacity. A verv rough estimate puts the total
output of shoes at 70 million paits per year. In
spite of the rise in the price of leather and othe:
materials the leather goods industry has been doing
well." The production of army boots alone increas-
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ed from 1} million pairs in 1941 tc 4 million pairs
in 1943. FKarly in 1942 it was realised that if certain
alterations are made in the standards the capacity
for machine-made boots can be increased to about
54 million pairs per year and, in addition, it is pos-
sible to develop capacity in the bazar for the pro-
duction of 3 million pairs of footwear per year.!
In addition to boots the army requires harness, sad-
dlery, and other leather cquipment which was
formerly supplied by the harness and saddlery fac-
tory at Cawnpore. Now due to the war a number
of leather manufacturing circles and branch harness
and saddlery factories have been opened in order to
tap the greatest possible productive capacity for
war work.

7. In the case of rubber-goods industry, which
has made great progress since 1936, though there
are some large scale producers, such as Bata Shoe
Company, Dunlop Rubber Co. (India) Ltd., Fire-
stone Tyre and Rubber Co. (India), Ltd., Indian
Rubber Manufacturers, and the Travancore concern,
there are more than 1oo small scale producers.
This industry manufactures such commodities as
general rubber goods, tyres and tubes, water-proofs,
and foot-wear. These small-scale producers are
mostly located in Bengal and Northern India though
they are found all over. It has been estimated®
that in 1939 the rubber consumption of the
Indian industry amounted to 7,000 tons though by

! cf. Capital dated March 5, 142, p. 324.
2 cf. Capital dated August 20, 1942, p. 271-2
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1942 it increased nearlv three-folds with the conse-
quence that our consumption of rubber now is
slightly higher than the production which in 1942
amounted to neatly 16,500 tons. The war has
very much encouraged the rubber-goods industry
and, what is more, the Government of India have
taken effective steps to rationalise it with a view to
re-grouping the available capacity in such a way as
to increase the production of rubber-goods required
for war purposes. This reorganisation has already
had the effect of curtailing unnccessary production
and is bound to strengthen the industry in its post-
war struggle.

8. In soap manufacturing though there are
some large-scale producers the majority are small-
scale producers scattered all over the country. Tt
has been estimated that in 1941 more than 1000
factorics turned out nearly 75,000 tons of soap of all
kinds valued at Rs. 3 crores.! The industry mostly
manufactures laundry soap though a number of pro-
ducers also make toilet, shaving, and special quali-
ties of soap. This industry has been the most
disorganised of all the small-scale units. There
has been a severe competiticn between the different
small-scale producers, as well as between our small
units and large-scale foreign producers, and unlike
some other industries and very much like the match
industry this competition has not even been elimi-
nated by the war. This is due to the fact that
two of the most powerful British combines have

1¢f. Capital dated April 24, 1941, p. 604.
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started factories in India and continue to offer
severe competition to our soap industry which
is as yet thoroughly disorganised and disunited.
Moreover, though the production of caustic soda
and other chemicals in our country has increased,
this has not given much relief to our soap industry
because due to the war the price of these chemicals
as well as that of packing materials has increased
much more than the price of soap.

The All-India Soap Makers’ Association,
which was formed in 1934, made various recom-
mendations with a view to reorganise the industry.
It recommended that in all big centres of distribu-
tion where raw materials can be procured eco-
nomically and in abundance, soap boiling should
be undertaken on a large scale and all the units
should be interested in this venture. This scheme,
it was pointed out, would ensure economical pur-
chase of raw materials in bulk, proper test and con-
trol of raw materials. and uniform quality of the
basic material which the component units could
purchase at cost and finish in their own factories.
This would also ensure the recovery of glycerine
which is wasted if the small scale units boil their
ownsoap. Moreover, this scheme would save lock-
ing up of capital by the small scale unitsin maintain-
ing their boiling apparatus which cannot be worked
at full capacity. Secondly, the Association suggested
that the producers should confine themselves to a
few standard qualities by eliminating some of the
vatious brands now produced. This would reduce
the costs of production. Finally, they recom-
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mended a sales pool which would remove price
cutting and uneconomic competition.?  Unfortu-
nately none of these suggestions has been put into
practice and the chactic conditions in the industry
continue. No one can doubt that in the post war
period our soap industry, more than any others, will
have to face severe competition and it is only
through immediate rationalisation that the future
can, to some extent, be safeguarded.

9. The above industries do not exhaust the
list of small scale producets because in India 2 very
large number of trades are carried on a small scale.
It is not even possible to mention all the small scale
industries which include engineering and machine
shops, cutlery, lock, and cigarette manufacturers,
oil and perfume makers, tailoring and embroidery
shops, biscuit, bread, and butter producers, paint
and enamel industries, and printing presses. It
may, however, be pointed out that the tailoting,
cutlety, and cigarette manufacturing industries have
derived especial advantage because of war orders.
In the Punjab alone the cutlery industry is now sup-
plying 1,00,000 table knives, 25,000 clasp knives,
and 25,000 assorted knives pet month in two of the
districts. It is considered that this output can
easily be increased by 25 per cent. Efforts are now
being made to induce separate family concerns to
specialise in the production of particular patterns.
Besides Punijab a large manufacturing capacity has
been located in Hyderabad (Deccan) and it is esti-

1 Cf. Indian Finance Year Book, 1940, p. 165-7.
7



98 INDIA BUILDS HER WAR ECONOMY

mated! that manufacturers there can undertake
production of 5 lakhs of each of the following:
spoons, forks, table knives and clasp knives. The
total potential capacity of these two soutces of
supply thus amounts to over 42 lakhs of articles
per year and besides these, substantial sources of
supply exist in the U.P., Bombay, and Bengal.
Similarly, nearly a dozen government clothing
factories now supply military garments. The
monthly output has increased from 2 lakh garments
in September 1939 to 8 million garments early in
1943. 'These clothing factories do the cutting and
engage tailors for doing the stiching and
buttoning on a contract basis, thereby encouraging
the tailoring industry.

IMMEDIATE PrROBLEMS *

Although the small scale and cottage industties
have been very widespread and have teen encourag-
ed by the war they have not received the attention
which they deserved. This is especially true of re-
search and technical training. In some cases the
quality of goods produced by these industries has
not at all been satisfactory,and often all the units
produced are not quite alike. In the case of hand-
loom blankets, for example, the military standards
had to be relaxed in order to admit the output of
stnall scale producers. As we have already noticed
the quality, colour, and texture of hand-made
paper is not always uniform. Many other similar

! Cf. Capital datd March s, 1942, p. 324.
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examples could be cited. The cause of this defect
is two-fold.  The artisan is not properly trained
and he is not able to take advantage of scientific
progress. Moreover, there does not exist suffi-
cient provision for systematic rescarch which should
tell him how best to utilise his raw materials. There
is an urgent need for intensive technical training
and research if the small scale producer is to stand
on his own legs. But both these require funds and
individual producers cannot make provision for
them. It is, therefore, necessary that some outside
agency should undertake this work on behalf of
these industries.

It is essential that some one should guide the
small scale producer about the changing tastes of
the consumer, the best alternative raw materials,
and the most economical way of production. It
is only as a result of systematic research that camou-
flage nets were manufactuted.in the Madras Presi-
dency from sisal hemp, the quality and designs of
bandloom products in the U. P. have improved, the
new and better type of furnace has been constructed
for the small scale glass industry. But at least in
the present state of these industries the margin of
profits does not permit self-help. Moreover, there
is much initial ground to be covered and, for all we
know, research on behalf of these industries may
prove costly and may bear fruit only after long and
strenuous work. The only practical solution, there-
fore, is that the government should undertake this
responsibility. The Board of Scientific and Indus-
trial Research constituted by the Government of
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India which has been doing splendid work should
be charged with special responsibility for the sma'l
scale and cottage industries The departments
of industry in the different provinces have also been
helping, though orly to a limited extent, in matters
of research and technical training. TIn the U. P,
for example, the Forest Research Institute at Dehtn
Dun and the Harcourt' Butler Technological Insti-
tute at Cawnpore have undertaken research with a
view to reduce the costs of production and improve
the quality of handmade paper. Provision is also
made at Kalpi and Muttra for training the artisans
with a view to revive the industry. Reseatch has
been undertaken at the Benares Hindu University
on behalf of the small scale glass industry. Similar
efforts have been made in the other provinces and
some Indian states but in order to make this help
effective it would be necessary to intensify and
systematise it.

The small scale producer also faces serious diffi-
culties about the purchase of raw materials, sale
of the finished commodity, finance, and maintaining
the quality of his output. It has been suggested
that these faults can, to a large extent, be eliminated
if the small scale producers atre orgamsed on a co-
operative basis, Moreover, it should be possible
for the provincial co-operative departments to come
to the aid of these producers. The cutlety manu-
facturers in the Punjab, woollen and cotton blanket
makers in the N.-W. F. Province and the U. P.,
and the camouflage net makers in the U. P.
have been helped on the co-operative basis. The
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co-operative departments supplied the raw materials,
gave technical advice and financial help, supervised
the work in the process of manufacturing, and help-
ed in selling the finished commodity to the Supply
Department, This expetience has been valuable
and it should be possible to render this help
in a more systematic manner and on a wider
scale.

Finally, as we noticed, most of the small scale
and cottage industries suffered from overproduction
and cut-throat competition but now due to the war,
except probably in'the case of matches and soap,
this competition is suspended but this will notat all
be the case in the post-war period. Over-
production may face all these industries and they
may have to meet severe competition from foreign
as well as from large scale producers in this coun-
try. It is, therefore, essential that in order to safe-
guard their future interests these industries should
rationalise themselves. 'This will be partly on the
lines adopted by the government in the case of rub-
ber industry and partly on the lines suggested by the
All-India Soap Makers” Association. The local
co-operative societies, into which all the producers
of a commodity in a particular locality will be ot-
ganised, will be members of a central Association.
The Association will decide the price and compe-
tition pelicies and will co-ordinate the work of the
co-operative societies. It will also run a sales or-
ganisation which will find the best market for the
output of these industries. The co-operative so-
ciety will do the work of local supervision and will
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make it possible for the Association to exetcise
effective control on the producers. In this lies the
future safety of this industry.



CHAPTER IV

STOCK 'EXCHANGE ACTIVITY

The Stock Exchanges! play a vital part in the
industrial development of a country. In the first
place, these exchanges provide a channel through
which industry and government can tap the savings
of the people on a 'ong term basis. It is true thata
large number of industrial enterprises never make
an appeal to the stock exchanges and many might
have functioned for years before they issue shares,
but a vast majority of large scale producing units
draw a substantial portion of their funds from these
organised markets. Secondly, people ate encourag-
ed to invest their savings in shares and stocks partly
because of limited liability and partly because of the
facility of converting their holdings into cash at
any time without much difficultv. The stock ex-
changes provide this latter convenience. This
function naturally assumes great importance during
a wat because the element of risk is increased and

_ 1There are six stock exchanges in India—two at Bombay
and one each at Calcutta, Madras, Lahote and Cawnpore,
out of which those at Bombay and Calcutta are the leading
ones. :

Cf. The Author’s article on ‘Indian Capital Markets’ in
the Financial Times (Calcutta) for January 1942, pp. 12-15.
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people are more ready to invest their money if they
feel that they can realisc cash at short notice. Final-
ly, the stock exchanges are very sensitive to chang-
ing political, social and cultural conditicns. The
changing values on these markets also reveal the
trends in the economic prospects of various indus-
trial units. Hence the industrialist, the investor, so
also the stvdent of economics, can feel the pulse of
the naticn by watching the trend of changing values
on the stock exchanges.

The Indfan stock exchanges ate open to adverse
criticism regarding their organisation and func-
tioping but the experience of three years, 1940 to
1942, reveals the capacity of these markets to ad-
just themselves to changing conditions. We ex-
pected, relying on our expetience in the past that
occasional military reverses, which are a necessary
feature of every major struggle will induc. a heavy
fall in the value of industrial shares, that as time
passed the value of industrial shares will rise to
unprecedented levels, and further we expected a fall
in the price of government paper and fixed interest
bearing securities. This should have happened if,
as the war progressed, the (Jong petiod) rate of
intetest and industrial profits (dividends) kept on
increasing and the latter increased at a relatively
higher rate than the former. In this case the capi-
talised value of fixed interest bearing securities
would fall and that of industrial shares would rise.
But these expectations have not come true. In the
first place, the Reserve Bank of India has maintained
the cheap money policy and the Bank rate has not
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been allowed to rise above 3 per cent. The other
rates in the markets have 2lso been low, thus re-
moving one essentjal feature of the picture which
we had visualised. Secondly, the levy of Excess
Profits Tax, the danger of lapanese attack, and other
difficult’es connected with the import of machinery
and essential raw materials prevented an inordi-
nate rise in ‘divisible’ profits. Finally, the stock
exchange authortities have been vigilant and quick
to act. This has exercised an healthy influence
on the speculators though sometimes they got the
upper hand. Consequently, the Indian stock ex-
changes have withstood the shock of war much
better than was expected. .

1940. The active’ conditions expetienced in
the shate matkets during the last four months of
1939 continued in January, 1940 and in the Bombay
marke. at the énd of the first week the Tata Defer*
reds touched Rs. 2,390, Tata Ordinar es Rs. 436,
and Bombay Dyeings Rs. 1,212-8-0, There was an
all round rise of prices but the break came in the
middle of the month and by 3oth January, the Tata
Deferreds slumped to Rs. 1,845, Tata Ordinaties
to Rs. 345, and Bombay Dyeings to Rs. 880  This
was due to many factcrs. In the first place, the
boom conditions which had developed in the clos-
ing months of 1939, had already spent themselves
out. Weak sellers were unloading their holdings
to realise whatever profits they could. Secondly,
the commodity prices were declining and the pros-
pective fall in profits damped the stock exchange
enthusiasm. Finally, the prospects of excess pro-
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fits tax and a general uncertainty about new taxa-
tion had a depressing effect on the market. Tn the
next nine months, except for a temporaty bcom
in the middle of February, anda tremendous set-
back in the third week of May, the market behaved
erratically depending on the news of war. The set-
back in May, 1940, was due to the fall of France and
the great reverses which the Allies then suffered.
The Indian investors became nervous and the
Stock Exchange authorities had to take special
measures to control the trouble. It was only in
the middle of Novembert, that activity again increas-
ed and the Tata Deferreds touched Rs. 1,880, Tata
Ordinaries Rss370, and Bombay Dyeings Rs. 1020.
This buoyancy was due to two causes: the opti-
mism of Wall Street pulled up the Indian share
market and the prospects of profits in our country
also improved, but the prices were not maintained.
There was a set-back eatly in December and the
vear 1940, closed dull but steady.

1941. The dull conditions continued in Janu-
ary, 1941. In the first week of February, there
was an improvement in prices. In the Bombay
market, the Tata Deferreds improved to Rs.
1,938 12-0, the Tata Ordinaries to Rs. 379, and
Bombay Dyeings to Rs. 1039-2-0. In Calcutta the
Dunlop Rubbers increased to Rs. 41-8-0, though
that was partly due to higher dividends declared at
that time. The price of Indian Irons and Steel
Corporations also increased but the improvement
could not be maintained. It faded out by the
middle of the month and the prices of Indian Irons
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fell back to Rs. 30-6 and of the steel corporations to
Rs. 18-7. On the whole it might be said that, ex-
cept for the prices of gilt-edged and some pre-
ference shates, the first two months of 1941 were
dull. It was due to the uncertainty of the war situa-
tion, especially in the far east, and the uncertainty
caused by the impending budget.

In the first two weeks of Match, there was an
improvement in prices due partly to better advice
from the western centres and partly to speculative
activity, especially in the Calcutta market. But
once again the improvement proved temporaty.
The conditions became depressed by the middle
of April and in the last week Indian irons slumped
to Rs. 26-8, stecl corporations to Rs. 16-4, Bengal
coals to Rs. 340, Indian cables to Rs. 19, Dunlops
to Rs. 36-10 and in the Bombay market the Tata
Deferreds declined to Rs. 1780, Tata Ordinaties to
Rs. 361, Bombay Dyeings to Rs. 1027-8. The
depression in April and May was due to various
causes. The war news had a disturbing effect on
the market. Tt was further intensified by labour
troubles and communal disturbances, especially in
Bombay. The week sellers unloaded their holdings
on the market and in general thete was a disinclina-
tion to increase commitments. The prices on the
Bombay stock exchange suffered more than those at
Calcutta but both the markets wete depressed. Con-
ditions began to improve towatds the end of June,
and a sustained prosperity was maintained from
July to November except for temporary set-backs.
The real break in prices, which had achieved great



108 INDIA BUILDS HER WAR ECONOMY

heights, came on 8th December, 1941, as a result
of Japan declaring war on England and the
U. S. A

B, the third week of November, 1941, the
prices of Indian irons had increased to Rs. 36-12,
steel cotporations to Rs. 22 6, Bengal coals to
Rs. 415, Dunlops to Rs. 46-2 and in the Bombay
market, Tata Deferreds increased to Rs. 2335,
Tata Ordinaries to Rs. 431, and Bombay Dyeings
to Rs. 1450. These boom conditions bave been
due to three teasons. In the first place, the war
demand by this time increased the prosperity of
outr tea, paper, cotton textile, and iron and steel
indusrries. Commodity prices and profits increased
and this was duly reflected in rising share prices.
Secondly, the Russian resistance to German
aggression and the increasing help given to the
allies by the U. S. A., induced the market to take an
optimistic view. Finally, the advice from the
western markets was encouraging. All  these
influences caused a boom in the Indian capital
market for neatly five and a half months from
June to November, 1941. The year, however,
closed dull, depressed, and inactive because of the
crisis of 8th, December, 1941.

1942. The Japanese entry into the war caused
a severe crisis on the Irdian stock exchanges and
week sellers liquidated their holdings. Prices
had a steep fall and there was a panic. The stock
exchange authorities, as in the past, took prompt
action. The committee of the Calcutta stock
exchange met on December 8th, 1941, 2nd ir
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an emergent meeting passed the following tesolu-
tions:

(1) Members are permitted to do ready business only
in Government securities (2) any member found dealing
under the rates stated below with regard to the shares men-
tioned herein may be fined up to Rs. §,000. Indian Irons
Rs. 32, Howarahs Rs. 56-8, Steel Corporations Rs. 19-4,
Burma Corporations Rs. 3-12, Indian Coppers Rs. 2. (3)
The hall must be closed and cleared by 4-30 p. m. Anybody
found wotking after 4-30 p.m. in the hall will be ﬁned
Rs. 250.  (4) Quotations will be marked upto 4-15 p. m.”

The Bombay Stock Exchange governing
board also passed a resolution ﬁx‘ng two sets of
minjimum prices one for cash dealings and another
for January, (1942) settlement for 28 securities,
and applied for government sanction. Some of
the prices are given below:

January Settlement Cash Dealings

(In Rs.) (In Rs.)
Bombay Dyeings .. 1,150 1,100
Central India (ordy. ) 350 330
Kohinoor .. 470 445
Tata Otrdinaries . 300 285
Tata Deferreds .. 1,600 1,525

The Bombay Government refused to give the
necessary permission unless they were assured
that (1) the outstanding business on forward ac-
count was either squared up or transferred to cash
basis within two or three months and (2) forward
trading remained totally suspended for the duration
of the war.  The stock exchange authorities resis-
ted these terms but after some negotiations an
agreement was reached and the government gave
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its sanction to the minimum prices. Morcover,
with the sanction of the government the stock
exchange authorities extended the time of pay-
ment against delivery of 28 scrips from the January
settlement to the February settlement and the sell-
ing out rule in respect of all unsettled contracts
was suspended. The method of carrying over
outstanding business on forward account from
month to month was adopted to make settlement
of accounts easy and ultimately forward trading
was entirely prohibited from the middle of October,
1942, thus the only forward stock exchange market
in our country ceased to exist.

The minimum prices, both in Bombay and
Calcutta, proved impossible to enforce. Instead
of helplng business they definitely hindered it and
in most cases transactions were pushed through
much below the fixed rates. The following table
clearly reveals that the fixed prices were completely
out of touch with reality and therefore, it became
necessaty in the Calcutta market, to revise them in
a downwards direction.

CALCUTTA STOCK BXCHANGE

Minimum Opening New  mini-
Rates Fixedin Rates on 4th mum prices
December February fixed from
1941 1942 16th Febtruary
(In Rs.) (In Rs.) 1942
Indian Irons .. 32-0 24-14 20-8
Steel Corporations 19-4 T 15-4 13-4
Burma Corpora-
tions .. .. 3-12 2-4 2-0

Indian Coppers .. 2-0 1-13 1-10
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But even the revised and lower prices did not
long remain realistic and trading was done in
complete disregard of these prices. In the Bom-
bay market also the minimum prices remained
ineffective and in response to many requests the
minimum prices were withdrawn from March
27th, 1942.

The depressed conditions of December con-
tinued in the first four months of 1942. There
was very little activity and the lowest war time
prices were touched for many scrips. The degree
of panic and nervousness was greater than in the
crisis of May, 1940. This was due to the fact that
there was the danger of an actual air raid on the
stock exchange cities and the industrial towns of
India. The brokers ard jobbers were making ready
to leave Calcutta and Bombay. The investors be
came genuinely afraid about the capital value of
their holdings. Shares were unloaded on the
market in complete distegard of prices. This
naturally caused a panic.

It was not before May that the outlook in the
Bombay stock exchange improved while Calcutta
recorded an improvement onlv in June. The
improvement was only slight and short-lived
but it was very reassuring as it broke the long spell
of inactivity. The revival was due to better news
from Russia, growing power of the U.S. A.,
and absence of the much expected Japanese
invasion. The cotton textile industry was becom-
ing genuinely more active and the possibility of
increased profits had a stimulating effect on cotton
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shares. Bombay Dyeings after opening at Rs. 1055,
(May 1942) advanced to Rs. 1,110, Central India
moved to Rs. 340, and Colaba firmed up to Rs. 173.
In the steel section Tata Ordinaries opened at
Rs. 257, and advanced to Rs. 286 while Tata De-
ferreds advanced from Rs. 1,310 to Rs. 1,450.

Conditions remained dull from the end of
June to the middle of September and the chief
cause of this dullness, in addition to the war news,
was the internal political upheaval. Even though
the Bombay, Calcutta and Madras stock exchanges
were open throughout, there was not much activity
and prices were depressed.

In Calcutta stock exchange there was 2 rise in
prices and increased buying activity towards the
end of September, which also continued in Octo-
ber, 1942. This activity was of an speculative
nature because none of the factors, such as the
possibility of invasion, enemy air raids, and intet-
nal political situation, which were responsible for
the depression of prices had as yet been relieved.
In Bombay conditions continued to be as usual
and the market remained dull.

It was only towards the end of November
1942 that genuine prosperity came to the stock
exchanges. The fog by this time was completely
lifted and plenty of demand for sctips was forth-
coming from the up-country centtes. Prices in-
creased, both at Calcutta and Bombay, though in
the case of Calcutta the November boom came
almost in continuation of the speculative activity
of September and October. The Cotton textiles
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led the market but by the end of the year almost a
craze had developed for the shares of cement,
cotton textle, tea, sugar, and plantation compa-
nies and iron and steel shares also did not lag much
bebind. There are many causes for this boom.
la the first place, the threat of Japanese invasion
became only a theoretical possibility and the
prolonged inactivity of the Japanese military
machinery convinced the investors that there is
nothing much to fear. Secondly, because of the
brave resistance of the Russians and greater help
from the U.S. A., the chances of British victory
improved. The industrialists and the investors
felt a sense of safety and confidence and these
naturally banished all panic. Finally, as from the
middle of 1942, the industrial tempo of the country
increased. The allies probably realised that it is
necessary to make India one of the chief sources
of supply in order to win the war. The demand
for industrial products increased and the Supply
Department also placed larger orders. Many of
our industries including cotton textiles, paper, tea,
iron and steel have been working at high pressure.
Prices and profits have both increased and this
has been reflected in inflated share prices. The
revival of confidence has further been assisted by
the floatation of a numbet of new industrial com-
panies and banks since September, 1942.
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CoNCLUSIONS

The Indian stock exchanges have shown a
great vitality in the face of serious crisis. ‘This
happened twice: in the third week of May, 1940
and the second week of December, 1941. The
stock exchange authorities took prompt action.
The first method of meeting the crisis was to close
the stock exchanges for a few days so that .he shock
may be absotbed. The method was, however,
used only in 1940, as it was not found necessaty to
close the stock exchanges in December, 1941. The
Calcutta stock exchange was closed 75 minutes
before the usual time on May 20th, v940, and
remained closed till the first week ot July, 1940.
The Bombay stock exchange was closed for 24
hours on May 22nd, 1940, but on the insistence
of the Bombay Government it was reopened for
cash transactions though forward dealings (except
on a cash basis) were not permitted till the middle
of September, 1940, when forward dealings in all
scrips were allowed.

A second step was taken and minimum prices
were fixed for a varicety of scrips in the Bombay 2nd
Calcutta stock exchanges both in May, 1940 and
December, 1941. The object of fixing the minimum
prices is to safeguard against weak sellers because
an undue fall in the price of shares is not in the
interests of cither the investors or the ioint stock
companies. But in actual operation the minimum
prices gave rise to two serious difficulties. In
the first place, it was our exnerience both in Bom-
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bay and Calcutta that the actual prevailing prices
would not rise above the minimum; in other words
the minimum also tends to be the maximum and
the actual rate. This keeps the market depressed
and therefore it became necessary to withdraw
the minimum prices as soon as possible.  Secondly,
in 194q apart from the difficulty mentioned above
the minimum prices were fairly successful in
stabilising the conditions but in December 1941
the minimum prices completely failed in the sense
that they were freely ignored and transactions
were done much below the minimum prices under
the very nose of the stock exchange authorities
and 'n the face of heavy p.nalty. The chief
cause of this difference was the intensity of panic.
In 1940 the market was deptessed but the brokers
and investors did not fcel any danger to their
personal  selves. In 1941 they were anxious
to run away to safety as soon as possible and felt a
serious denger to the capital value of their hold-
ings. In consequence every one was anxious to
realise whatever he could. Because the minimum
prices proved ineffective they were withdrawn as
we have already seen.

Finally, the stock exchange authorities did
every thing in their power to “make transactions
smooth and to safeguard the interests of the in-
vestors. Both in May, 1940, and December, 1941,
but more especially at the later date, the stock
exchange authorities found it necessary to exer-
cise thcir reserve powers. Restrictions were im-
posed on shott zelling, the hour. of business were
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rigidly enforced, cxtensions were granted in the
date of scttlement. By means of these devices the
Indian stock exchanges made heroic efforts to
stem the crisis and they had a large measure of
success, though sometimes the sitnation got out

of hand.



CHAPTER V

FORFIGN TRADE

Jndia’s foreign trade has undergone <ome
changes but has not suffered by the war as much
as should have been cxvected. As Table I clearly
shows both the imports and exports have increas-
ed, except in 1940-1941, when they recorded a fall
as compared to the previous year. Due‘to certain
specig! causes the exports and impozts also declined
in 1942-43. Moreover, the rise in exports has
been greater than that in imports thus leading to
an increasingly favourable merchandise ba'ance of
trade which increased from Rs. 16.87 crores in
1938-39, to Rs. 79.90 crores in 1941-42, and
Rs. 84.21 crores in 1942-43, and this balance for
twelve months ending December, 1942, amounts
to Rs. 100.8 crotes, which figure is quite unprece-
dented in the history of India’s trade. Further, it
should be noted that these figures do not include
impotts and expotts on government account which
will further increase the balance of trade in India’s
favour because the government hos exported
more goods than it has imported.
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TaBLE I
INDIA’S FOREIGN TRADE
tIn Crore of rupees)

. 1938-39 1939-40 1940-41 1941-42 1942-43

Exports (includ-
ing re-cxports) 169.20 213.57 198.71 252.91 194.55
Imports .. 152.33 165.29 156.97 173.01 110.34
Merchandise ba- ———r— — oo
lance of trade 16.87 48.28 41.74 79.90  84.21

It is worth notice in this connection that in
the last war (1914-18) the favourable balance of
trade also increased but due to a different combi-
nation of factots. As a resu't of the first impact
of the last war, both the exports and imports dec-
lined while this time both have increased though
the exports have increased more than the imports.
In the last war the exports subsequently revived
while the imports kept on declining and tbis
increased the favourable balance of trade while
in the present war the favourable balance of trade
has mounted because the exports have increased
faster than the imports.

Taste II
EXPORTS (INCLUDING RE-EXPORTS)
(In lakhs of rupees)

To 1938-39 1939-40 1940-41 1941-42
U.K. .. . .. 58,25 75,35 64,92 77,01
Ceylon e e 5,36 . 6,74 7,31 9,77
Burma .. .. .. 11,10 13,47 16,23 11,73

S. Africa.. .. . 1,53 3,09 3,03 6,66
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Canada
Australia

New Zcaland '.

Total of British Empire

U.S.S.R.
Germany
Netherland
Belgium
France ..
Ttaly
Turkey . .
Egypt ..
Arabia
Iraq

Iran

China
Japan .
U. S, A,

1938-39 1939-40 1940-41 1941-42

2,14 2,14 3,17 6,47
2,98 5,50 7534 11,45
43 73 L3o 1,00

90,28 119,54 110,61 148,85

38 2 12 71
8,70 2,98 32
4,44 2,56 32
4,48 3,21 46 ..
6,23 8,15 4555 9
2,64 2,08 .. ..
40 27 18 48
1,26 1,78 2,87 5,97
1,22 1,35 1,04 2,16
67 89 92 3,25
85 94 57 1,34

2,50 8,51 9,96 2,15
14,82 14,16 9,00 4,59
14,29 27,08 25,90 46,40

Total of Foreign countries 78,94 94,03  70,2¢ 88,37

TasLe II1

IMPORTS INTO INDIA
(In lakhs of rupees)

From

U. K. ..
Ceylon

Burma

S. Africa
Canada
Australia ..
New Zealand

Tota) of British Empire

1938-39 1939-40 1940-41 194I-42

46,49 41,61 35,94 36,65
1,18 1,46 2,19 3,39
24,35 31,38 28,62 29,47
35 6o 78 1,24

92 137 2,97 669
2,41 2,39 2,48 4,96
16 13 1,18 41

88,57 93,11 89,91 105,65
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1938-39 1939-40 1940-41 I94I-42

Norway, Sweden and

Denmark .. 2,19 2,51 6o 24
France, Belgium and

Nethetlands .. 6,75 5,44 2,04
Germany .. .. 12,96 6,69 9
Italy .. .. .. 2,69 2,05 54 ..
Switzerland .. .. 1,60 1,83 1,24 1,73
Atrabia and I1aq .. 93 1,02 85 1,35
Iran .. .. 3,49 3,12 3,40 6,04
Egypt .. .. 2,19 2,84 2,75 4,69
China .. .. .. 1,73 2,62 2,85 2,83
Japan .. .. .. 15,47F 19,28 21,54 11,79
U. S. A. .. .. 9,78 14,86 27,01 34,60
Total of foreign countries 63,80, 72,17 67,06 67,65

TasLe IV
EXPORTS (EXCLUDING RE-EXPORTS)
(In crore of rupees)
Year Total Manufactured Goods = Raw Materials

Value Percentage

1938-39 .. 162.79 47.61 29.259%,
1939-40 .. 203.92 75.83 37.109,
1940-41 .. 186.90 81.07 43.30Y%
1941-42 .. 237.22 109.26 46.109,

IMPORTS

1938-39 .. 152.33 92.75 Go.9%
1939-40 .. 165.29 91.81 55.5%
1940-41 .. 156.97 89.51 §7.0%
1941-42 .. 173.30 93.68 $54.1%

ExprorTs

Value Percentage

73-29

-99
61.86
65.33

33.18
36.13
42.10
50.05

45.
42.1
33.1
27.5

21.
21.
26.
28.

°%
%
%o
5%

Exports from India have risen all these yeats
This rise in exports

except in 1940-41 and 1942-43.
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has been due to the pressure of war and in some
cases we have been the best source of supplies for
the Allies. Secondly, Great Britain bad to face the
difficulty of paying in foreign currency for the sup-
plies it obtained from the U.S.A, South American
conntties, and the continent of Europe. Even the
Dominions of S. Africa, Canada, and Australia did
not accept a// of the payment in the shape of sterling.
In the case of India this difficulty d°d not besct the
British Government and payments were made in
sterling which, as we study in the next chaptet,
accumu'ated fo the credit of the Government of
India. These sterling funds bave caused consi-
derable worry to the Government of India who
have somchow to dispose them off, but the ease
of paying in sterling made India an attractive source
of supplies. Finally. the U.S.A., the Dominions,
and the non-belligerent Furopean countries have
turned more and more to India for making up the
deficiency caused by a decline of imports from the
enemy countries. Indian industrialists naturally
felt happy at this development because they were
quite worried by the fall of exports to the enemy
countries.

1939-40. Expotts (excluding re-exports), as
compared to the previous year, increased by
Rs. 41.13 crores. The exports of manufactured
goods increased by Rs. 28.22 crores and that of
raw materials by Rs. 12.69 crores, while the
exports of foodstuffs remained almost constant.
The most spectacular increase took place in the
exports of raw and manufactuted jute which
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advanced by Rs. 28.9 crores. This happened
because in the eatly phase of the war, the demand
for sandbags was very large as the belligerents
were busy building stocks as fast as they could.
The exports of raw and manufactured cotton, tea,
and leather also increased.

The export trade with the continent of Furope
suffered the greatest shock and Japan had not vet
entered the war. It was estimated that our export
trade with the continent of Furove suffered to the
extent of nearly Rs. 20 crores but this was more
than made up by an increased offtake of other
countries. The exports to the Empire countries
increased from Rs. 9o} crores to Rs. 119} crores
and that to the foreign countries increased from
Rs. 79 crotes to Rs 94 crores  Our exports to the
U. K. and the U.S.A. recorded a substantial
increase.  Among the Empire countries the
exports to Australia increased by Rs. 2} crores,
to Burina by Rs. 2} crores. to Canada by Rs. 2
crores, to S. Africa by Rs. 1} crores, and to Ceylon
by Rs. 1} crores. Among the non-empire countries,
apart from the U.S.A., the only remarkable increase
took place in cur exports to China which advanced
by nearly Rs. 6 crores. Factors which increased
our exports to Egypt, Arabia, Iian, Traq, and
Turkey in 1942, had not yet come into exis-
tence.

The tendency for the proportion of manufac-
tured goods to increase and that of raw materials
to fall which was noticeable in the export trade
of India duting the pre-war years continued in

\
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1939-40. In this year, manufactured goods
amounted to more than 37 per cent (Table 1V) of
total expotts as compared to 29} per cent in the
previous year and the exports of raw materials
amounted to 42 per cent as compared to 45 per
cent in 1938-39.

1940-41. This is the first full war year as last
yeat’s figures cover war conditions only for
six months. The exports (excluding re-exports)
declined by Rs. 17.02 crores, as compared to the
past year. This happened because, though the
exports of foodstuffs increased by Rs. 2 crores, and
that of the manufactured goods by neaty Rs. 5%
crores, the exports of raw materials declined by
Rs. 24 crores.

Decline or Rise
(crore of Rs.)

Jute, raw .. . .. .. .. -=11.99
Jute, manufactures .. .. .. vee —3.31
Cotton, raw .. .. . .. —6.58
Cotton, manufactures .. .. .. 47.91
Oil cakes .. . .. .. .. —1.19
Hides, raw .. .. . . .. —o0.98
Wool .. .. .. .. .. —1.58
Oil seeds .. .. . .. .. —I1.84
Groundnuts .. . .. .. .. —3.12
Leather, Hides and Skms .. .. e. —I1.71

The exports of raw and manufactured jute dec-
reased partly because of the difficultes of trans-
port and partly because by this time most of the
countries had built sufficient stocks. The expotts
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of raw cotton depended mostly on Japan and the
U.K. The United Kingdom was having its hands
full with the war and Japan was marking time
because the Indo-Japanese agreement was not
renewed. Japan was also building stocks of cotton
from other markets and was trying to reduce
purchase from India on a permanent basis in reta-
liation to the kicks it had received in the Indian
market. ‘The exports of groundnuts decreased
as an increase in the offtake of the UK. from
108,000 tons to 214,000 tons did not compensate
for an almost complete elimination of the Euro-
pean market. Groundnuts failed to capture the
U.S.A. market.

The exports of manufactured goods as a
propottion of total exports increased to 43}
per cent and that of raw materials declined to
neatly 33 per cent, thus maintaining the tendency
which we have already noticed.

The exports to the UK. declined by neatly
Rs. 10 crores, which is mostly accounted for by
a fall in the exports of raw and manufactured jute,
raw cotton and wool, raw hides and skins. The
exports to Canada also declined by neatly a crore
of rupees, the exports of both jute and tea having
declined. The exports to S. Africa remained
almost ccnstant while those to Australia, Burma,
Ceylon, and New Zealand increased. Among
the foreign countries only Egypt and China took
mote goods from us than :in the past year. Or
th. whole, 1940-41 was an unfavourable year for
our export trade.
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1041-42. In this vear the exports increased
and even exceeded the figures of 1929-40. The
decline noticed in the previous year was at an end.
What is still more, the exports increased more than
the imports thus leading to a still higher favour-
able balance of trade. The exports of foodstuffs
increased by nearly Rs. 16} crores, of raw material$
by Rs. 31 crores, and those of manufartured goods
by more than Rs. 28 crotes.

Rise or Fall
(crore of Rs.)

Cotton yard and manufactutes. .
Raw Cotton

Jute manufactures

Raw jute

Grain, Pulses and Floul

Spices

Tobacco

Tea ..

Raw rubber .. .. .. .. —

e

‘
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}

~
O