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SUMMARY OF RECOMMENDATIONS.

Reference.

» £ To examine with reference to all the interests: coneeried-the

Tariff policy of the Government of India, ineluding the question of
- the desirability of adopting the principle of Imperial Pleferenoc,
and to make reeommendatmns ”?

Preliminary Conclusions.

That the industrial development of India has not been eom-
mensurate with the size of the country, its population, and its natural
resources, and that a considerable development of Indian industiies
would be very much to the advantage of the eountry as a whole.
(Chapter IV).

Principal Recommendations.

1. (a¢) That the Government of India adopt 'a policy of
Protection -to be applied with discrimination along the
lines indicated in this Report.  (Chapter V),

(b) That diserimination  be exercised in the selection of
industries for protection, and in the degree of proteetion
afforded, so as.to make the inevitable burden on the com-
munity as light as is consistent with the due development
of - industries. (Chapter vI).

“(e) That the Tariff Board (see below) in dealing with clalms
for protection satisfy itself :—
(i) That the industry possesses natural advantages ;
(it) That without the help of protection it is not likely
to develop at all, or not so rapidly as ig desn'able
: and
(#tt) That it will eventually be able to face world com-
petition without protection. (Chapter VII).

(d) That raw materials and machinery be ordinarily admitted
frec of duty, and that semi-manufactured goods unsed in
Indian industries be taxed as lightly as possible, (Chap-
ter VII).
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(e) That industries essential for purposes of National Defence,
and for the development of which conditions in India are
not unfavourable, be adegunately protected 1f necessary. .
(Chapter VII). : o
(f) That no export duties be ordinarily imposed exeept for
purely révenue purposes, and then only at very low rates
(Chapter XT) ; but that when it is considered necessary
to restriet the export of food graing, the-restriction be
effected by temporary export duties and not by prohl‘m-
tion. (Chapter XII). ~

2. That a permanent Tariff Board be created whose duties will
be, inter alia, to investigate the claims of particular industries to-
protection, to watch the operation of the Tariff, and generally to
advise Government and the Legislature in carrying out the policy
indicated above., (Chapter XVII),

3. (@) That no general system of Tmperial Preferénce be intro-

duced ; but
(b) That the question of adopting a policy of preferential
duties on a limited number of commodities be referréd
to the Indian Legislature after preliminary. examination
. of the several cases by the Tariff Board. ’
(c) 'That, if the above policy be adopted, its application be
governed by. the following principles
(7) That no preference be granted on any article W1thout
the approval of the Legislature.
(it) That no preference given in any way diminish the
protection required by Indian industries.
(#%1) That preference do mnot involve on balance any
appreciable economic loss to India. :
(@) That any preferences which it may be found possible to
give to the United Kingdom be granted as a freg gift.
(¢) That in the case of other parts of the Empire preference
be granted only by agreements mutually advantageous.
“(Chapter XIIT). ’

4, That the existing Cotton Execise Duty in view of its past
history and " associations be unreservedly condemned, and that
Government and the Legislature start again with a ‘“clean slate,”’
regulating their exeise policy solely in the interests of India
(Chapter X). ‘

-
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Subsidiary Recommendations.

B, That the proviso to Seetion 20 of the Sea Customs Aet be
-repealed, and that Customs Duty be ordinarily levied on goods
belonging to Government (paragraphs 285-288).

.8, That difficulties in the shape of shipping rebates (paragraph
132), or unfair advantages like dumping (paragraphs 133-139),
‘depreciated exchanges (paragraph 140), bounty-fed imports from
abroad (paragraph 141), be investigated and, where possible,
- Temoved. ‘ z

7. That industrial development be promoted by giving a more
industrial bias to primary eduecation (paragraph 122), and providing -
opportunities for fraining apprentices (paragraphs 123-124); and
organisations for increasing the mobility of labour (paragraph 125).

8. That no obstacles be raised to the free inflow of foreign
eapital, but that Government monopolies or - concessions be granted
~only to companies ineorporated and registered in India with rupee
~eapital, such companies.to have a reasonable proportion of Indisn
Directors, ‘and -to afford facilities for training Indian apprentices.
(Chapter XV).

_ 9. That the Tariff be not ordinarily employed for retaliation, or
as a means of aggression (paragraphs 280-284).

; 10. That the Tariff be elaborated with a view to remove ambigui-
ties, and that the system of specific duties and tariff valuations be
cautionsly -extended - (paragraphs 266-278).



CHAPTER I
Introductory.

The appointment of the Indian Fiseal Commission may be
Hverts leading to the appoint- regarded as the outecome of a longstandmﬂ'
ment of the Commission. . and insistent demand of the publie in India
for a reyision of the tariff policy. That demand found prominent
expressmn in the debate on a resolution moved on the 21st March
1916 in the Imperial Legislative Council by the Hon’ble Sir Ibrahim
Rahimtoola, in reply to which the Govern-

<The resolution - on . IR . .
appointment of the Industrial -ment of Indla announced the. constitution
Commission. and  terms of reference: of the Iudian
Industrial Commission. The non-official members of the Counecil
urged the importance of referring to the proposed Commission the
guestion of protection of industries by means of the tariff, and the
necessity of securing fiseal autonomy for India, so that the country
‘might adopt the policy which appeared to be most in accordance with
its interests. The Government of India, however, were. unable to
meét - the request put forward. Sir William Clark explained that
the constitutional issue® was ‘ a topie®outside of our purview, and
oune on which we are not entitled to express an opinion,”’ while the
question of -protection in India was not one that could be considered
during the war and apart from the determination of the fiscal rela-
tions of the Empire within itself and with the outer world, which
at that time it was intended to deal with as a whole after the war,
Congequently the constitutional ‘issue and the fiseal policy of the
- Government of India were excluded from the terms of veference fo

the Indian Industrial Commission.

2. The importance of the issue of fiscal policy received fresh

The Montago-Chelmsford  €1phasis from the authors of the Report on

Report. Indian  Constitutional ~ Reforms. They
remarked-—

‘“ Connected intimately with the matiter of industries is the
guestion -of the Indian tariff. This subject was excluded
from the deliberations of the Indusirial Commission now
sitting because it was not desirable at that juncture to

‘B

[
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raise any question of the modification of India’s fiscal
policy ; but its exclusion was none- the less the object of -

" gome legitimate criticism in India. The changes which

we propose in the Government of India will still leave
the settlement of .India’s tariff in the hands of a Govern-
ment amenable to Parliament and the Secretary of State;’
but inasmuch as the tariff reacts on many matters which
will henceforth come more and more under Indian cen-
trol, we think it well that we should put forward for the
information: of His Majesty’s Government the views of
educated Indians upon this subject. We have no imme-
diate proposals to make ; we are anxious merely that any
decisions which may hereaﬁ er be taken should be taken
with full appreciation of educated Indian opinion. -

¢ The theoretical free trader, we believe, hardly exists in India .

at present. As was shown by the debates in the Indian
Legislative Council in Mareh 1913, ecducated Indian
opinion ardently desires a tariff. It rightly wishes to
find another substantial base than that of the land for
Indian revenues, and it turns to a tariff to provide one.
Desiring industries which will give him Indian-made
clothes to wear and Indian-made articles to use, the edu-
cated Indian looks to the example of other countries which
have relied on tariffs, and seizes on the admission of even
free traders that for the nourishment of nascent industries
a tariff is permissible. We do~ not know whether he
pauses to refleet that .these industries will be largely
financed by foreign capital attracted by the tariff,
although we have evidence that he has not learned to

~appreciate the advantages of foreign capital. But what-

ever economic fallacy underlies his reasoning, these are
bis firm beliefs ; and though he may be willing to eoncede
the possibility that he is wrong, he will not readily con-
cede that it is our business to decide the matter for him.

He believes that as long as we continue to decide for him
we shall decide in the interests of England and not
according to his wishes ; and he points to the debate in
the House of Commons on the differentiation of the cotton
excise in support of his contention. So long as the people
who refuse India protection are interested in manufactures

~ with which India might compete, Indian opinion cannot
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bring itself to believe that the refusal is disinterested or
dictated by care for the best interests of India.”

3. An important stage in the development of the policy of fiseal
Recommendation  about 2ULONOIMY Was marked by the deliberations
figcal autonomy by the Joint ©Of the dJoint Seleet Committee on the
Seloct Committee. Government of India Bill, which presented
its report on the 17th November 1919. The Indian witnesses who
appeared before the Committee urged ~with great emphasis the
necessity of a declaration on this subject, and dealing with clause
35 of the Bill the Committee made the following important recom-
mendation —

“ This examination of the general proposition leads inevit-
ably to the consideration of one special case of non-inter-
vention. Nothing is more likely te endanger the good
relations between India and Great Britain than.a belief
that India’s fiscal policy is dictated from Whitehall in
the interests of the trade of Great Britain. That such a
belief exists at the moment there ecan be no doubt. That
there ought to be no room for it in the future is equally
clear. India’s position in the Imperial Conference opened
the door tfo negotiation between India and the rest of
the Empire, but negotiation without power to legislate is
likely to remain ineffective. A satisfactory solution of
the question can only be guaranteed by the grant of
liberty to the Government of India to devise thoge tariff
arrangements which seem best fitted to India’s needs as
an integral portion of the British-Bmpire. It cannot be
guaranteed by -statute without limiting the ultimate power
of Parliament to control the administration of India, and
without limiting the power of veto which rests in the
Crown ; and neither~of these limitations finds a place in
any of the statutes in the British Empire. It can only
therefore be assured by an acknowledgment of a conven-
tion. "Whatever be the right fiscal policy for India, for
the needs of her consumers as well as for her manufac-
turers, it is quite clear that she should have the same
Liberty to consider her - interests -as (Great Britain,
Australia, New Zealand, Canada and South Africa. Inthe
opinion of the Committee, therefore, the Secretary of
State should as far as possible avoid interference on this
subject when the Government of India and its Legislature
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are in -agreément, and they think that his intervention,
when it does take place, should be limited-to safeguarding
the international obligations of the Tmpire or any fiscal
arrangements within the Empire to which His Majesty’s
Government is a party.”’

4. On the 23rd February 1921 a resolution was moved by the -
. Hon’ble Mr. Talubhai Samaldas in the
The principle of fiscal .
autonomy for India accepted Council of State, and after amendment was
by the British Government.  pagged in the following form :i—

‘“ This Council recommends to the Governor (eneral in
Council that His Majesty’s Government be addressed
through the Secretary of State with a prayer that the -
Government of India be granted full fiscal autonomy
subject to the provisions of the Government of India
Act.”

This resolution was forwarded by the Government of India to
the Secretary of State with the request that it should be laid before
His Majesty'’s Government. Meanwhile the Secretary of State
in reply to a deputation from Lamneashire on the Indian import
duties on cotton goods on the 23rd-March 1921 endorsed the
prineiple laid down by the Joint Committee. He said : ‘‘ After that
Report by an authoritative Committee of both Ilouses and Lord
Curzon’s promise in the Fouse of Lords, it was absolutely impossible
for me to interfere with the right which T believe was wisely given
and which T am determined to maintain—to give to the Government
of India the right to consider the interests of India first, just as we,
without any complaint from any other parts of the Empire, and
the other parts of the Empire without any complaint from us, have
‘always chosen the tariff arrangements which they think best fitted -
for their needs, thinking of their own ecitizens first.”” This speech
was followed up by a despatch dated the 30th June 1921, written
with reference to the resolution passed by the Council -of State on
the 23rd February 1921, in which the Secretary of State said that
he had, on behalf of His Majesty’s Government, accepted the
principle recommended by the Joint Committee in their report on
clause 33 of the Govegrnment of India Bill.

5. In the meantime the discussions in regard to trade relations
Necessity of examining  Within the Empire which the war brought
the tariff poliey. into prominence threw into  relief once
more the gquestion of adopting a policy of protection for Indis.

"
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Tn February 1920 a resolution was moved.in the Imperial Legislative
Council by Sir George Barnes on behalf of the Government, of India
that a Committee of the Council should be appointed ““ to examine
the trade statistics and to consider and report whether or not it is
advisable to apply to the Indian Customs Tariff a system of
preference in favour of goods of Empire origin.”” In the eourse
of the debate a feeling was expressed. that the guestion of Imperial
Preference could not be considered apart from the general question

- of the fiseal policy to be adopted by India. An amendment to the

- resolution was accepted adding to the terms of reference to the

Committee “‘ the best method of considering the future fiseal
policy of India.” ' In accordance with the resolution a Committee
wag constituted which examined the figures laid hefore it by the
Government. In March 1920 the Committee reported its provisional
conelusions on- the subject of Tmperial Preference ;- and with
regard to the best method of considering the future fiscal policy
of India it wrote : ‘‘ We think that this can only be effectively
enquired into- by means of a Commission with. power to take
evidence in various parts of the country from ‘all the interests
concerned, from importers’ and exporters, producers and manufaec-
turers, and from persons entltled to speak on ‘behalf of - the
consumers.’

6. On the 1st March 1921 tie question was once more raised
Appoinsment, - composition publi.ely by_ Mr. J amnad'as ]?Warkadas, wha
and terms of reference of the: enquired in ‘the = Legislative = Assembly
Commisaion, whether in accordance with the recommenda-
tions of the Committee of the Imperial . Legislative Couneil the
Government of India proposed to appgint a Fiscal Commission,
and what were its terms of reference. In reply to this guestion the
Government of India announced that a Fiscal Commission, which it
was hoped would start work in the following cold weather, would be
appointed, and stated the terms of reference. Omn the Tth October
1921 a Resolution was issued stating that the Government of Tndia
with the approval of His Majesty’s Secretary of State had decided
to appoint a Fiseal Commission composed: as follows :—

President.

The Hon/'ble Sr Tsramtv Ramivroona, Kt., C.1.E.
Member of the Executive Council, Bombay.
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“*Vice-President.

Mr. J. M. Krynzs, M;A., ¢.B.,
Fellow of King’s College, Cambridge.’
Members,”
Mr. T. V. Smsmagrr Avvar, M.ILLA,,
(retired Judge, High Court), Madras. .
Mr. GEANSEHYAMDASS Birra, M.L.C.,
of Messrs. Birla Brothers, Limited, Caicutta.
Mr, J. C. CovaJser, B.A., LL.B,,
Professor of Keonomies, Presidency College, Calentta,
The Hon’ble S Maneckssr Byramise Dapasmoy, XKt., C.1.E.,
‘ Bar-at-law, Nagpur.
Mr. Jamnapas Dwargapas, MLLLA. .
' Bombay.
The Hon’ble Sir Epcar Houserrow, Kt., C.B.E.,
Burma Chamber of Commerce.
Mr. R, A. ManTt, C.8.1,; 1.C.S.
Mr, Narorram MoRARIEE,
off Messrs. Morarjee Goenldas and Company, Bombay.
Mr. C. W. Ruoprs, C.B.1., M.IL.A,, ,
of Messrs, Hoare, Miller and Company, Limited, Caleutta,
Sk MonTacgu Wees, Kt., C.LE., C.B.E., M.I.A,,
of Messrs., Forbes, Forbes, Campbell and Company, Limited,
, Karachi. ,
Secretary ~Mr. H, G, Haw, 1.C.8.

Assistant Secretary.—Mr. E. F. RogErs.

The terms of reference to the Commission were ‘¢ to examins
with reference to all the interests concerned the Tariff policy of the
Government of India, including the guestion of the desirability of
adopting the principle of Imperial Preference, and to make recom-
_ mendasiong,” . '



INTRODUCTORY 7

7. All the members of the Cominission with the exception of
r. Keynes were resident in  India. ~Mr. Keynes’ engagements
made it impossible for him to visit India for more than a brief period,
but it was hoped that he would be able to arrive about the beginning
of February and remain until the completion of the report. Un-

fortunately as the programme of work developed it becamne clear .

‘that at the most Mr. Keynes would be able to hear only a small
portion of the evidence and would be forced to return to England
before the Commission had come to its conclusions. . His duties in
copnection with the Genoa Conference made it impossible for him to
extend his stay in India, and finally at the end of January we learnt
to our regret that owing to this eombination of = e¢ircumstances
Mr. Keynes would be unable to join the Commission and that we

should-be deprived of the assistance of so eminent a colleague. As

at this time the -Commission had heard the greater part of the
evidence, it was decided that Mr. Keynes’ place should remain
unfilled.- : '

8. The President visited Simla in the autumn of 1921, and in
-consultation with those members of the
Commission who were available- at the
time a questionnaire for witnesses was framed and issued on the
8th™ October 1921. The questionnaire is reproduced in Appendix
A. " Various associations - and individuals - were ~invited -either
direetly by the Commission or through Local Governments to
farward “in writing their replies to the questionnaire. At the game
time  the' fullest publicity was given to the questionnaire, and a
general invitation was issued ‘to any associations or individuals not

Procedure and tour.

g0 -invited to represent their views.

+9. The Commniission assembled in Bombay on the 10th November

“1921 for preliminary . diseussions and commenced its tour from

Bombay on the 24th November. It visited in turn Karachi, Lahore,
Delhi and Cawnpore taking evidence at each of these places. ~After
Christmas it reassembled at Calcutta and thereafter proceeded to

‘Rangoon, Madras and Bombay. At the eonclusion of the Bombay

evidence on the 3rd March the Commission dispersed for three weeks

in order to enable the Members of the Counecil of ‘Stat’é and the-

: 'Leg1s1at1ve Assembly to attend the budget session in Delhi. The

L

~Commission reassembled in Delhi on the 27th March 1922, where it
had the advantage of hearing the views put forward on behalf of a

. number of Indian States and held an informal discussion with a

\
\
\

\
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Member of the Railway Board. The Commission then proceeded %o
Simla arriving on the 3lst Mareh and spent the month of April in
discussing its conclusions. The task of drafting the réport was
then taken up, and after further discussion the report was signed
on the 6th July 1922, '

10. We received in response to our invitation a great volume of
evidence. Written statements were received
from 281 witnesses, and out of these 142
were orally examined. We wish to express our acknowledgments for
the evidence received, which represented in mmany cases. a- great
expenditure of time and thought, and to state how much we owe to
the faets and the suggestions put before us by the witnesses, and the
discussions which we were able to have with them in the course
of the oral examination. The evidenee represented the most
varied interests. We examined the Chambers of Commerce, associa-
tions interested in trade and industry of all kinds, individnal
traders and industrialists, Government, officials who gave us in some
cases the views of Liocal Governments, professors of economies,
colleetors of customs and, so far as we could obtain them, represen-
tatives of the agrieultural classes. The major part of the evidence
was derived from the industrial and trading interests and from those
who viewed the subjeet from a general theoretical standpoint. The
agriculturist is not always articulate and he usually does not possess
gufficient education to be able to put forward his point of view,
even if he has one, effectively on questions of such intricacy. We
took, however, special pains to obtain views which might be con-
sidered representative of the  agricultural interests, and in the
Punjab in particular we received some valuable evidenece of this
nature. The consumer, regarded merely as a consumer, though his
interests are very. closely concerned in the result of the enquiry,
could hardly be said to have been represented in the evidence given
before us. But just because we realised that he was not in a position
to represent his ease himself, we have given the most careful and’
anxious consideration to what we conceive to be his interests.

11, We wish to express our thanks to those Local Governments
and Government officials who made
arrangements for our accommodation, and
to the railway and postal authorities who did much to add to
the comveniences of our tour. We wish to express our acknowledg-
ments also to those Government departments which rendered: valu-
able assistance to us by supplying statistical and other information. ~

The evidende.

Acknowledgments.
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12. Our labours have been greatly lightened by the ability dis-
Services of the Secretary and P1ayed by our Secretary, Mr. H. G. Haig,
Assigtant Secretary. I.C.S.; and by the keen. interest in the work
which he has shown throunhouta He prepared many valuable notes
on the subjects which came under-our review. - He has been of great
assistance to us in the preparation of our Report, and we were for-
tunate in having his servides placed at our disposal by Government.
We have also much pleasure in recording our appreciation of the
good work done by Mr. E. F. Rogers, the Assistant Secretary.

C
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- CHAPTER 11,
The History of the Tariff in India.

13. Customs duties on articles imported by sea have been known
The tariff in the Moghal 1 India  for centuries, though, until
Bmpire. recent years, the rates have been low.
In the time of the Moghals the rate did not exceed 5 per cent. ad
valorem. There was also an elaborate system of internal  transit
dgnes, which for many years impeded the trade of India.’ The
break up of the Moghal Empire, by multiplying the number of
independent authorities, increased the complication of these dues, and
in the early days of the East India Company they were recognised
as such an impediment to trade that one of the chief privileges which
the Company sought, and later demanded, was exemption from the
dues ; and one of the greatest scandals in the conduct of the early
servants of thé Company, before it was curbed by Clive and Warren
Hastings, was their insistence on obtaining for their own private
transactions the privileges of exemption attaching to the goods of the
Company.
14. The task of abolishing the inland duties was taken up
The Company’s adminie- SeTiously in 1835 and was completed in 1844.
tration. In the meantime, though the import
duties on goods entering India continued to be levied to some extent
at different rates in different province:, a fairly consistent tariff
had been evolved. Generally speaking the duties on raw produce
were at the rate of 34 per cent. and on manufactured articles at
34 or 5 per cent. ; but until 1848 these duties were doubled in the
case of goods imported in foreign ships. After this date the nation-
ality of the shipping was ignored, but differential duties continued
to be levied up to 1859 in accordance with the nationality of the
goods, the duty on fozewn goods being double the duty on British
goods,
15. In 1859 the necessity of raising more revenue to meet the

charges occasioned by the Mutiny led
The tariff aft the Muti
o or the MUY 10 a revision and enhancement ' of - the

}



THE HISTORY OF THE TARIFF IN INDIA 11

tarift. The differential duties on British and foreign goods were
abolished. The general rate of duty which had been 5 per cent.
was raised to 10 per cent., the duty on eotton yarn at the same time
being raised from 3% to 5 per cent. An experiment was made by
selecting certain articles of luxury for a special rate of 20 per: cenut.
This, however, proved unremunerative and was abolished in the
next year. In 1862 the duty on cotton piece-goods was reduced to
5.per cent. and that on yarn to 8% per ceut.. In 1864 the general
rate of duty was lowered from 10 to 73 per cent. All these redue-
tions reflected the accepted policy of trying to revert to the rates
in force before the Mutiny, and the 1mp10veme11t in the finances
. which was gradually making this possible.

16. The next important step, however, was delayed for some
The abolition of the geno- Years, and when it came the cotton duties
ral customs duties. _ controversy had already begun to cast
its ill-omened shadow over the tariff policy of India. When
in 1875 the Government of India found themsélves in’ possession of
a. surplus, they utilised it partly in the abolition of a number of.
export duties and partly in reducing the general rate of import duty
from T4 to 5 per cent., leaving the duties of 5 per cent. on cotton
piece-goods and of 3% per cent. on cotton yarn untouched. This
action was disapproved by the Home Government, and as a result of
“the strong agitation conducted by the Lancashire cotton trade, the
Government of India were directed to abolish the ecotton duties as
soor as their finances permitted. The partial abolition of the cotton
duties in 1878 and 1879 led on in 1882 to the abandonment not only
of ‘the remaining: cotton duties, but of the whole of the general
customs duties, the  Government of India concluding that the duties
still existing caused an amount of friction, serutiny and interference
with trade quite incommensurate with the net revenue they pro-
duced. From 1882 to 1894 no import duties were levied in India
with the exception of the duties on arms and aminunition which were
retained for administrative purposes, the duties on liquors, opium
and salt which were complementary to the excise policy, and a duty
of 4 anna per gallon on petroleum which was imposed for revenue
purposes in the year 1888.

17. Reference has been made above to the existence of export
duties. These ‘indeed were an integral

feature of the early tariff policy and
were Ievied "Denerally at a rate of 3 pel cent. ad valorem

BExport duties. .
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The main exemptions in 1859 were. cotton-wool (i.e., raw cotton);
sugar, tobaceo and raw silk.  Export duties were at this time levied
at the rate of 2 annas per maund on grain, Rs. 3 per maund on
indigo, 4 per cent. ad valorem on lae, and 8 per cent. on all other
articles. 'Fhough the rates were low and the duties were levied solely
for purposes of revenue, the principle was regarded as unsound. from
the point of view of economics, and a consistent policy of abblition
was pursued. Some important additions were made to the list of
execmptions in 1860, notably tea, coffee, wool, jute and raw hides
and skins, but a heavy duty was imposed on saltpetre. Tn 1867
the export duty schedule was reduced from 97 items to 9, one of the
duties abolished being that on saltpetre. In 1873 the duty on wheat
was. taken off, and in 1875 the list was reduced to three:articles,
indigo, lac and rice. The two former were freed in 1880, but the
duty of 3 annas per maund on rice survived from finanecial consider-
ations the abolition of the general import dufies in 1882, and has
continued at the same rate to the present day. ;
18. In 1894 the fall in the sterling value of the rupee rendered

Reimposition of cusboms fresh taxation necessary, and customs duties
dutics nccompanied by the were reimposed. DBut while the duties were,
cotton excise, again levied at a general rate of 5 per cent.,
with railway materials and machinery left free, and only 1 per cent.
on iron and steel, the Sceretary of State deelined to allow any duty
to be placed on the chief article of import, vic., eotton goods. The
revenue situation, however, made it impossible to maintain this
exclusion of cotton goods from the tarviff, and in December 1894 an
import duty of 5 per cent. was placed on cotton picee-goods and yarn,
accompanied by an excise duty of 5 per cent. on Indian yarn of
counts above 20s. The excisc ou yarn did not give satisfaction to
the Lanecashire cotton industry, and accordingly in 1896 the duty on
cotton picee-goods was lowered to 8% per cent., an exeise duty at the
same rate was placed on all Indian mill woven cloth, and cotton yarn
was admitted free of duty. .

19, The tariff as reimposed in 1894 remained in its main
General character of the C3Sentials  unaltered  till . the war. In

/ tariff before the war, general it consisted of a low uniform rate
of duty imposed on mncarly all imports. Tts object was purely
revenue, but where the levying of even the low Tate of 5 per cent.
was thought likely to impede the development of the country, as in
the ease of railway materials, machinery and iron and steel, gpecial
exceptions were made. On the other haund liquors and tobacceo were
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gingled out as eapable of vielding a good reveaue at. comparatively
high.rates of taxation without any injury to the country. ™ '
20. In 1916 the financial burden imposed by the war necessitated
‘ ' an  enhancement - of  the = tariff. The
Roqont entisaosiients: general rate . was raised from - 5 to
7% per cent. There was a considerable curtailment of exemptiops.'
Machinery, other than that for cotton mills, and railway material
were now taxed at 2} per cent., and the duty on iron and steel was
. raised from 1-to 2% per cent. Sugar, in consideration of the large
imports and the consequent large revenue which it was likely to pro-
duce, was subjected to a duty of 10 per cent., and considerable in-
creases were made in the duties on liguors and tobaeco. The cotton
duty ‘and excise still remained at 8% per cent. In the following year,
largely as a result of the contribution of £100 million made by India
towards the prosecution of the war, still further revenue had to be
found. ‘The cotton duty was therefore raised to the general level
of T4 per cent., the excise remaining unchanged at 3% per cent.
: 21, In 1921 the Government was faced with an unprecedented
- defieit and further large ehanges were made in the tariff, which were
ﬂdesigned to produce an additional vevenue of 8 erores of rupees.
The general rate of duty, including the duty on cotton piece-gowds,
was raised from 7% per eent. to 11 per cent., the excise remaining as
before at 34 per cent.  The special exemption, however, which in
view of the excise the cotton mills had enjoyed in respect of imports
of Machinery and stores, was withdrawn. The duties on liguors and
tobaceo were enhanced once more, the duly on sugar was raised from
10 to 15 per cent., and a high specific duty was placed on matches.
~Finally certain articles in the nature of luxuries, such as motor cars,
silk pieee-goods and watches, were singled out for taxation at the
rate of 20 per cent.

22. But the financial embarrassments of the Government and
their need of more revenue from the customs were not even yet at an
end, and in 1922, while we were still prosecuting our enguiries, it
was found essential to make further far-reaching changes in the
tariff. The general rate of duty was raised from 11 to 15 per cent.,
but the duty on cotton piece-goods remained at 11 per cent., the
- excise also remaining wnechanged at 31 per cent. The duty on
machinery was retained at 2} per cent., but the duty on iron and
steel and railway materials was raised from 24 to 10 per cent, - The
duty on matches was doubled and that on sugar raised from 15 to

. 20 per cent. Cotton yarn, which had sinee 1896 been free, was
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taxed at 5 per cent. The duty on kerosene was raised by one anna
per gallon and an excise duty of one anna per gallon was placed on
kerosene produced in India. The duty on those articles which had
been singled out for the special rate of 20 per cent. in 1921 was now
raised to 30 per cent. Such increases as it was believed that lifuors
could still bear without failing to produce increased revenue were
imposed, but the taxation on tobacco was considered already to
have reached the productive limit.

23. It is obvious that the 1922 tariff has travelled a long way

Character of tho present  +tom the tariff in  force before the war.

tariff. The general rate of duty is no longer
low, and wide breachies have been made in the ‘old principle ‘of
uniformity.  Omitting a limited free list, we have now an import-
ant class taxed at 2} per cent., a second important class at 10 per
eent., and a third at 30 per cent., while such largely eonsumed
commodities as cotton piece-goods, cotton yarn, sugar, petrolewmn
and matches in addition to lquors and tobacco are taxed at special
rates. It is obvious too that econsiderations other than these of
revenue cannot fail to obtrude themselves in the framing of a tariff
containing such high duties and such a great variety of rates.

.24, Another important feature which has emerged in recent years
is the tendency to revert to export duties.
Tt has already been explained how at one
time low export duties were levied on almost all articles of export,
and how a policy of abolishing these duties was steadily pursued,
until only the duty on rvice remained. The financial difficultiey, of
1916 gave rise to two new export duties, one on jute both raw
and manufactured, the other on tea. In 1917 the export duty on
Jute was doubled. In 1919 a prineiple was introduced which was
entirely new to the Indian tariff. Hitherto all export duties had
been levied solely for the sake of revenue. But the export duty
on raw hides and skins imposed in that year was put forward frankly
as a measure of protection for the Indian tanning industry. 1t
also contained another novel principle by providing for a rebate
- of two-thirds of the duty on hides and sking exported to the Dmplre '
and there tanned.

25, A tendency which should be noted in considering the recent

Increasing reliance on the development of the Indian tariff is the
customs revenue. rapidly ‘inereasing revenue derived from .it;

and the increasing _proportion which that revenue bears to the total .
revenue, 'l'he iu}lowm@, table shows thc revenue derived in recent

Now oxport dutios.
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years from import and export duties and the cotion exeise as eom-
pared with the total imperial or central revenues. The figures in
column 6 represent the revenue derived from those heads which at
present- form the eentral revemmes. The revenue from import and
export duties and the cotton excise in 1921-22 was 853 crores of
rupees as against an average for the 5 years preceding the war of
something under 10 erores, while the percentage which these sources
of -income bear to the total central revenues has risen from 14.7 for

the 5 years preceding the war to 31.4 in 1921-22. *
" (lakhs of rupees.)
Percentage
CusToms REVENDE, which the
Total cusboms
Year, revenue | revenue
Import. Exzpors Cotton Grand'  |(Imperial).| bears to the
Duties. Duties, Excine. Total. .« tobal imperial
: . revenua.
1 2 3 4 5 6 7
1900-10 t0 1913-14 794 1,30 48 9,84 | 66,70 147
(average.) :
191314 v 98,36 1,29 5¢ 11,33 67,45 168
1914415 8,07 83 49 9,52 62,86 152
1191516 7,38 79 49 8,81 65,%6 134
1916-17 i 9,90 2,47 45 12,99 83,18 ] 156
191718 " 12,00 2,82 %6 16,55 | 103,04 161
1918190 L., 12,57 3,69 1,38 18,18 114,07 157
191920 . .. 15,43 4,81 1,55 2248 | 117,87 192
1920-21 23,15 4,84 236 31,97+ 116,80 274
1921-22 27,64 4,50 2,22 85,48 118,15 314
o %
= 2
= LIBRARY. I
% - *
5 .

ES
2 5

248438
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CHAPTER 1L
The Economic Position in India.

267 In any survey of India’s present economic position the out-
standing feature must be the predominant
importanee of agrienlture. No less than 224
million people, representing 72 per cent. of the population, were
returned at the census of 1911 as depending for their livelihood on
pasture and agriculture. Whatever may be the developments .on
the industrial side, it is hardly possible to econtemplate a time when
agriculture will cease to bhe, what it always has been in India, the
occupation of the great mass of the people.

Importance of agriculture.

27. 1 we take 1919-20, which is the lagt normal year for which
- figures are available, the following table
The prineipal erops, and 5 . .

the extent to which thoy ave Indicates the comparative importanee as

exported. measured by avea of the prineipal erops of

India, though it should be stated that with the exception of wheat,

cotton and jute the figurces generally exclude the eultivation in Indian
States .

Rice - . .. .. - 79.4 millions of acres.
‘Wheat .. .. .. 299 -
Cotton .. _ .. .. 233 '
Jawar .. - o224 »
Oilseeds .. .. .. 14.8 ”
Bajra L. .. .. 145 "
Gram e . .. 126 .
Barley .. - .. 74 5
Maize .. .. .. b& ’
Jute .. s .. 28 ”
Sugarcane .. .. .o 20 ’

Of the food grains there is in mnormal times a - considerable-

export both of ‘riece and wheat, though the proportion of the érop

exported  does not amount to more than about 7 per cent. in the -

case of rice and 10 per cent. in the case of wheat. 'Barley is also
exported to an appreciable extent. Of the cotton erop on an average
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in recent years the amount exported is not far short of half of the
total production, and in many years it has exceeded half. The pro-
portion of -oilseeds exported varies considerably with the differemt
seeds. Linseed, for instance, is grown mainly for export, whereas
the exports of groundnuts, rapeseed and sesamum probably do -not
exceed about 20 per cent. of the total produetion. In the aggregate,
however, the exports. of oilseeds form a large item in India’s foreign
trade. The exports of raw jute, though on the whole diminishing

" with the growth of the jute industry, still represent g large volums,

g

amounting to somewhat less than half of the total crop.

28. All authorities agree that Indian agriculture fails to obtain
“the yields of which the country is eapable
) and that, in the words of the Indian Indus-
trial Commission, ‘‘ there is a vast field for improvement in the
efficiency of the methods.”” A striking example to which attention
has recently been directed is that of sugar. It is stated by the
Indian Sugar Commitiee that India’s outturn of actual sugar: per
acre is less than one-third that of Cuba, one-sixth of Java and one-
seventh of Hawaii. Similarly the yield of rice, of wheat and of
cotton in India is poor compared with the standards of the more
advanced countries.

29. On the agricultural side therefore we have a production
huge indeed- in total wvolume, but still capable with improved
methods of great increase. This produetion provides all the food
grains consumed in the country, and in normal years leaves a
moderate surplus for export. It yields a very large crop of cotton,
about half of which is worked wup in the country, while half is
exported. It provides the jute supply of the whole world, of which
the proportion worked up in the country is inereasing every year.
It gives a large crop of oilseeds, which not only satisfies the whole
demand of India, but leaves a large and valuable surplus for export.
It furnishes some 40 per cent. of the tea supplied to the world’s
markets, and finally it provides the whole of the raw sugar consumed
in the country, which is roughly seven times as great as the quantity
of refined sugar imported.

-80. On the industrial side India has two great textile industries
on modern lines, cotton and jute. In 1919,
which is the latest year for which
statistics are available, there were 277 cotton spinning and weaving '
mills employing 306,310 persons, in addition to 140,786 employed
in 1,940 cotton ginning, cleaying and pressing mills, The jute

D

Agricultu:ra,l production.

- Indian industries,
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industry possessed 76 mills employing 276,079 persons, besides 211
jute presses in which 33,316 persons were employed. Next after.
these two great industries come the railway workshops with 126,134
employees, and rice mills with 48,563. Engineering workshops,
tanneries, tile factories, iron and steel works, mineral oil and many
other industries employ appreciable numbers, but out of a total of
industrial workers for all India which is returned at 1,367,186 the
cotton and. jute mills together with the gins and presses and the
railway workshops aceount for mo less than 882,625. The above
figures relate to what are known as large industrial establishments
and take no acecount of the important industry of coal mining, which
in 1919 employed 203,752 persons, nor of the numerous village or
cottage industries, of which far the most important is that of hand-

loom weaving, Wh1ch is believed to provide omployment for over
2 million workers,

31. To sum up the industrial position, we find in the cotton and
jute mills two important industries of
modern type, a considerable diffusion of
mechanical engineering represented by the railway workshops and
the private engineering works which are now springing up, the
beginnings of an iron and steel industry, and a number of minor
industries, none of which has yet reached the stage of being a
serious economic factor in the country. In addition there is a large
production of mineral oil, and there is the important industry of
coal mining on the future of which the industrial development of
the country largely depends. Finally, seattered throughout the
country, unorganized and handicapped by methods of marketing
and finanee that hardly permit them to rise above the lowest
economie level, is a vast army of handloom weavers. ;

32, Turpipg from the existing facts to the conditions for a
further development of industries, it appears
that the coal resources, though not on the
whole of high quality are sufficient in guantity, that hydro-electric
- gchemes are likely to play an important and increasing part in the
provision of power for industries, and that there are certain possibi--
lities of utilising Indian oil fuel. The power situation may there-
fore be regarded as satisfactory.
33. As regards labour, there is an agricultural population which,
as we shall explain in the next chapter, is
, in many parts of the country in excess of

The industrial position.

Power resources.

Laboux.
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- eaiSes, which are partly to be found in deficienicies of hotising in
industrial centres, and partly in the hereditary conservatism of the
people, ~exhibits at present some reluctance to adopt thg life of
tndustrial labour. 'As a result it is found that labour for industries
is sometimes scarce and generally migratory. Further, the labour
supply recruited from this source is necessarily unskilled, and there
. is a great dearth of skilled labour to which we refer in Chapter VIII,
34. As regards the supply of raw materials India stands
in a. favourable position, as is shown by
- the fact that she habitually = exports large
gnantities.  She also provides for the products of many industries
a large home market, ¢apable of absorbing an output enormously in
excess of that which her factories at present produce. The system
of transport is fairly developed in most of the provinces, and though
the condition of the railways has in consequence of the war fallen
far below a reasonable standard, funds are now being provided
which ‘should ‘enable the railways within a few years to give the
facilities which industrial development demands. IFinally, the diffi-
culty of finding ‘Indian capital, which some years ago seemed to
impose a definite limit on the expansion of Indian industries, seems
to be vanishing gradually under the influence of new ideas bred of
education, new banking facilities and a new enthusiasm foy the
employment of eapital in industries.

35. The foreign trade of India has expanded almost without a
check for the last 50 years, and is now of
hieh  value and importance. The. average
total value of imports and exports of merchandise in the quinquen-
ninm 1864-5 to 1868-9 was 87,56 lakhs of rupees.- The corresponding
figure for the quinquennium 1909-10 to°1913-14 was 375,90, In
1918-14, the vear bhefore the war, the value was 440,32 ;:in 1919-20
it was 534,76 ; and in 1920-21 it had risen to 591,94, In 1921-22
however there was a set back, the value being only 510,05. In con-
sidering the post-war figures it is necessary to take account of the
enormous rise in prices, producing & corresponding inflation.in the
value of the foreign trade. In actual volume both the imports and
exports of merchandise in 1920-21 were less than those of 1913-14.
36. The normal distribution of this trade has shown a large
surplus of exports over imports of mer-
chandise, reduced by steady net imports of
treastire, but leaving in the end a very considerable excess value of
exports, which enables India to discharge her overseas obligation in

General conditions,

Foreign trade.

Balance of trade.



20 ' CHAPTER 11

the matter of interest on debt and the home charges. The following
table exhibits the position in this respect for 5 years before the war,
5 years during the war and the first post-war year, 1919-20

‘5‘% . w o
(In lakhs of Rupees.)
: Average, Average,
[ 1909-10 ta. 1914-15 4o 1919-2Q,
1913-14, 1918-19.
Net exports of merchandise (mcludmn‘ Gov-

ernmeont stores) ... - 72,56 66,58 111,06
Net imports of treasure 38,88 SL77 .| 64,56
Excess of exports . ™ 33,68 - 34,81 46,50

This normal course was abruptly upset in 1920-21, when instead
of an excess of exports amounting to 30 or 40 crores, there was an
excess of imports of no less than' 89 crores. In 1921-22 the excess
of imports was still as high as 44 evores, but theve are recent indi-
cations ¢f a return to normal conditions.

, 87. The following table indicates the nature of the import and
Anslysis of imports and  €XDOTE trade of India,

exp orts. ) -
(In lakhs of Rupees.)
Average of | Average of |, ; : )
five pre-war|{ five war .
— years years . | 1919-20. | 1920-21. { 1921-22,
1909-10 to 19[44 15 to
1913-14, 1918-19.
IMronrTs.
Foretgn Merchandise : =
1. Food, drink and tobaaeco... 21,85 26,39 41,13 85,97 50,63
II. Raw materials and pro- 10,03 9,52 17,37 17,11 22,01
duce and articles mainly
unmanufactured. SR
III. Articles, wholly or mainly 111,80 108,56 145,35 274,97 189,47
manufactored.
Iv. Miisc;lla,naous and nnclassi- 2,17 ' 13,331 4,12 7,95 4,32
ed. :
Government stores ... 5,82 11,45 13,73 | 11,54 14:07
Total 151,67 T 159,25 221,70 847,14 280,50
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(In lakhs of Rupees.)
Average of | Average of
fivepre-wari five war
e . years years 1919-20. - | 1920-21. | '1921-22,
191 9-10 to | 1914-15 to
‘ 1918-14. 1918-19,
ExXPORTS.
Tndian Mereharidise mm
1. Food, drink and tobacco.., 62,97 59,57 42,23 43,67 58,51
IL. Raw materials and pro- 102,53 84,961 159,83 | 103,48 . 109,73
duee and articles mainly :
unmanufactured, -
111 Articles * wholly “or mainly 51,88 69,40 103,25 86,91 61,67
manufactured. :
SIV Miﬁsc&allaneous and unclassi- 2,12 2,04 3,7 4,29 4,64
ed. .
Government gfores ... 11 1.72 5.96 959 3,21
T otal 219,61 | 217.80 | 1498 | 247,89 | 232,76
Grand- Total . (excluding 871,28 377,14 536,68 595,03 513,26
re-cxports).

38. The figures show that ordinarily between 70 and 80 per cent.
of the imports are included in the class of articles wholly or mainly
manufactured, the only large head of import outside this class being
sugar, which comes under the heading ‘¢ food, drink and tobaceo.’’
Expoits on the other hand are more evenly distributed, raw
materials- such as cotton, jute, oilseeds, hides and skins, represent-
ing between 40 and 50 per cent. of the total, manufactures (mainly
jute and cotton) over 30 per eemt. and food, drink and tobaceo, the
principal items being grain and tea, about 20 per cent. The chief
manufaetures imported by India are cotlon goods including yarn
which represent about 30 per cent. of the total imports, iron and
steel 8 per cent., machinery 6 to 7 per cent., railway plant 4 per cent.
and hardware 3 per cent. Detailed figures showing the value of the
different classes of imports and exports are given in Appendices
B and C.

39. The distribution of the Indian trade among the various
countries  of the world is of considerable
interest: In the 5 years immediately pre-
ceding the war 69.8 per cent. of Indian imports came from the
Empire (of which 62.8 came from the United Kingdom) while

Distribution of foreign
trade.

x
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30.2 per cent. came from foreign countries, chiefly Germany, Java,
the United States, Japan and Austria Hungary. Of the exports only
419 per cent. went to the Empire, the United Kingdom taking
25.1 per cent. The remaining 58.1 per cent. went to foreign count-
ries, and though no one ecountry took even half what the United
Kingdom took, there were substantial exports to Germany, Japan,
the United States, France and Belgium. In 1921-22 when trade was
beginning to settle down once more after the drastic disturbaneces
of the war, the position as between the Empire and foreign countries
was not very different to what it had been before the war. The
imports from the Empire had fallen from 69.8 to 66.6 per cent,
imports from foreign countries rising correspondingly from 30.2 to
33.4 per cent. The distribution among the foreign countries however
had changed very appreciably. The large German imports had,
fallen away to a comparatively small figure, while the United States
and Japan had both assumed a very important position. Java conti-
nued to be one of the chief among the foreign countries from whieh -
Indian imports arve derived. With regard to exports the British
Empive took 87.3 per cent. instead of 41.9, and. the share of the
United Kingdom had fallen from 25 to 19.7 per cent. Among
foreign countries Japan and the United States stood first, followed
by Gérmany. The percentages are given in detail in Appendix D.

40. The general conclusion is that the United Kingdom still
stands easily first among the countries supplying goods to India.
She also takes more Indian exports than any other single country,
though the proportion seems to be diminishing. The two next most
important countries in the matter of trade relations are the United
States and Japan, while the imports from Java and the exports to
Germany are not inconsiderable.
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CHAPTER 1V. -
The Importance of Industrial Development.‘

41. We have in.the preceding chapter given some account of
Inadequate industrial dove- 10dia’s present economic  position. ’We
lopment in India. have pointed out the enormous proportion
of the population dependent upon agriculture. -We have indicated
also the growth of the important industries of cotton, jute and coal.
A few of the witnesses who have appeared before us seemed 1o be
satisfied with the progress in industrial development which India
has made and is making. It is possible for those who live in one of
the industrial centres of India to hold such views. But we feel
that it is not possible to endorse them when we extend our range of -
vision to India as a whole: Industrial progress there has been, but
on a limited scale, and in comparison with other countries it has
“been slow. We hold that the industrial development of India has
1ot been commensurate. with the size of the country, its population
and its natural resources, and we aceept the conelusion drawn by the
Indian -Industrial Commission, which at the close of an enquiry
extending over two years summed up the position as follows :—
““The industrial system is vnevenly, and in most cases inadequatelyy
developed ; and the capitalists of the country, with a few mnotable
exceptions, have till now left to other nations the work and the profit
of manufacturing her valuable raw materials, or have allowed them
to remain unutilised.’’ ' ‘

42. We proceed to consider the particular advantages which an
Advantages of develop- increased development of industries in

_ ment of industries. India may be likely to bring. In speaking
of a development of industries we must be understood throughout to
mean the development of industries which are economically sound,
of which, in a country of such great natural resources, there should
be no lack. The establishment of such industries will beyond all
doubt increase the production of wealth and enrich the country
generally. It will also help to redress that excessive dependence on
agriculturé, the effect of which is summarised in a sentence in the
Report on Indian Constitutional Reforms: * The economics of a
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country which depends to so great an extent as India on agriculture
must be unstable.’’ ,

43. But there are also advantages which require” more careful
Dovolopment of capital analysis. In the first place it is generally

- Tesouxces. believed that appreciable capital resourees

are at present wasted in India, and successful industrialisation may
bring these resources into use. It is true that the practice of hoard-
ing, the extent of which is sometimes exaggerated, and that
of investing savings in ornaments, which is beyond dlspute may yield
but slowly. Yet they are likely to yield more rapidly in the face
of a strong demand for industrial ecapital than under any- other
conditions. Further, there can be little. doubt that the ;Jomt stock

system which prevails in industry tends to attract small driblets |

of capital which would otherwise lie unuysed. There is a further con-
sideration of some importance in this connection. The development
of industries will facilitate the accumulation of- capital in a form in
which it is readily available for use. Industries place dividends in
‘the hands of those who are more likely to use them for fresh invest-
ment. Further, the profits of industries are as a rule not distributed
in full in the shape of dividends. Reserve funds are kept, which
create new capital automiatically. Apart from’any question, there-
fore, whether the profits of industries or the profits of agriculture
are greater, it may safely be asserted that the profits of industries
are more llkdy to go to the creation of fresh capital than are the
seattered profits of fmuculture

44. It might be arrvucd that the attraction of capital to 1ndus-
tries which we anticipate will have a harmful effect on agriculture
by diminishing the amount of agricultural capital. We do not
think that any such result is likely. So far as agriculturists at
present lock up their capital in the purchase of ornaments or
invest it in Government paper, the employment of this money in
successful industries would produce more profit, which could, if
necessary, be devoted to agriculture, while at the same time no
capital which is being actually employed for agricultural purposes
is withdrawn. On the other hand we see no reason to believe
that the capital employed in agriculture, so far as it is provided, as
it largely is, through mortgages on land, is likely to suffer any
diminution, so strong is the sentiment in favour of investment in
Jand. We may safely conclude therefore that the development
of industries will attract into use as capital a certain amount of
money now lying idle, and that it will stimulate accumulations of
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new capital. Nor must. the possibility of attracting foreign capital
- be forgotten. These are very substantial advantages in a country,
_the development of which in every direction is retarded by insuffi-
ciency of capital : ‘ : ;
45. Another sphere in which industrial development will

" More advantageons employ- Produce —generaily —favourable results is
<ot et of labotd. that -of employment of labour. Labour in
‘Tndia presents ‘some paradoxzical aspects.  In many parts.of the
country it is still true; as noted by the Indian Famine Commission in
1880, that ‘“ the numbers who have no other employment than agri-
culture are greatly in excess of what is really required for the
thorough cultivation of the land.”” To this extént there is a clear
waste of man power, and we should expect to find a surplus popula-
~.tion seeking employment. And to some degree this expectation is
realised. There are certain areas, notably Madras and Bihar, from
which large numbers emigrate to centres of employment whether
within or without India. -~ And yet the general complaint of Indian
industrialists is of a labour supply barely sufficient for their needs,
while a surplus population still remains on the land. The eéxplana-
~tion cof - this economie. paradox may be found in two sets of condis
tions, one artificial, the other natural. The development of industries

- has been confined to a few centres in India, and the housing facilities
for the labouring classes in those centres have not kept pace with
the needs of the population. In the cotton mill industry the
difficulty of obtaining labour both in-Bombay and K Ahmedabad may
be attributed largely to lack of housing accommodation and of favour-
able social conditions. In the coal industry of Bengal the inade-
quacy of the labour supply could also be remedied by better housing
acecommodation. . These conditions diseourage the inflow of labour 4o
industrial centres, and account partly for the fact that considerable -
numbers of Indian labourers prefer emigrating from India to taking
‘work in the country. These actificial impediments to a free supply,

of labour are -obviously such as can be removed, and in more thag =~

one place the mnecessary remedies are being applied. Difficulties of
labour supply therefore due to such causes cannot be vegarded as
more than temporary. But there are other factors founded in the
nature of the population which tend at present to limit the supp}y
of industrial labour. 'These are the conservatism of the agrieultural
classes, their intense attachment to their own homes and the tradi-
tional village life, and their dislike of regular hours of work and
industrial conditions generally. We do not however think that these
tendencies will long resist the powerful forees working in the other

&
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direction. The present obstacles therefore which stand between the
surplus agricultural population and industrial employment appear
to us to be due to causes of steadily diminishing effectiveéness. We
believe that an adéquate supply of labour for industrial develop-
ment will be forthecoming, and that this flow of labour from villages
into industries, resulting in a more economic employment of the
labour supply of the country, must increase the country’s wealth

'46. The more economic employment of labour leads to an
increase in the ouftput of national wealth,
and this enables a higher remuneration to
be given to labour. The real wage of the industrial labourer is, as
we should naturally have expected, far higher than that of the
agricultural labourer, and the extension of industries will mean
that a growing proportion of the population will enjoy increased
resources. The good wages earned in industries will also have some
~ effect on cconomic conditions in the villages. It is found for

ingtance in those parts of the country from which industrial labour
is drawn that, while some members of a family go to work in the
factories. and others stay in the village, the family as a whole
retains its conneetion with the village, and a considerable part of
the wages earned in the factories goes to improve the economic
condition of the family in the village. In some areas also it may be
anticipated that agricultural wages will rise as a result of any con-
siderable cxtension of industries. They will certainly rise in sym-
pathy with industrial wages in distriets adjoining industrial centres,
and in districts where paucity of labour exists already the new
demand for labour created by industries will tend to: raise agri-
cultural wages.

Inoreage in wages.

{, 47. Many of our witnesses' have asserted ‘that industrial
Effect of industrial deve- development will solve the problem  of -
() on ai,‘;?;ﬁ‘f?g;;l condi- 2gricultural poverty and provide a remedy

tions ; for the periodical scourge of famine. We
have explained above that the wages earned in industries will
have some effect on economie conditions in the villages, and this
will endow the people with greater staying power. Any increase
in wealth will have this effect, and noticeable as it is in the Bombay
districts, where the additional wealth is derived from industries,
it is also noticeable in the Punjab, where the source of thé inereased
wealth has been agriculture. Weo have also indicated the probable
effect of industries in drawing surplus population from the land.

But here again we must not be understood to attribute to this faetor
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any overwhelming importance. We need only point out that aceord-
ing to the census figures for 1911 the number of persons returned
wnder the heading of ordinary cultivators, farm servants and field
labourers and growers o special products was 210 million, of whom
46 per cent., or some 96 million, were actual workers, whereas those
employed in large industrial establishments in India in 1919 were
on the average only 1,367,000. We may take it therefore that the
industrial workers are equivalent to not much more than 1 per cent.
of the agricultural workers. Even if the development of industries
" in the near future is very rapid, the population withdrawn from the
land will be but a small proportion. .

48, The.general causes we have indicated above will provide the
agriculturist in eertain areas with increased resources and thus help
him in his fight against famine. But industrial development cannot
in any more direct way ‘mitigate the effects of famine, or to speak
more accurately, of ‘a failure of the rains. Tt has to be remembered
that a widespread failure of the rains is an economic disaster which
reduces the output of wealth of the nation. The general purchasing
power is therefore reduced ; and owing to the rise-in the price of
grain it is mainly concentrated on the purchase of food. It follows
thatat such a time the demand for the products of industries is
diminished. - It can therefore be understood how vain is the hope
that the agricultural labour thrown out of work by a failure of the
rains will find employment.in industries, and that industries can be
used as famine relief works. It is more probable that at sueh a time
industries would be forced to consider the necessity of dispensing
with some of the labour zormally employed than that they. would
be able to take on additional labour. - And in any case the bulk of the
agricultural labour available would not be suitable for immediate
employment in factories. Cottage industries too are at such times
of little support, and indeed it is usually found that the handloom
weavers are among the first to need assistance in days of famine. T¢
- is necessary therefore to recognise that industrial development alone
- will not solve the problem of famine. The real remedy for-famines
lies in the development of irrigation, and the extension of scientific
~methods of agriculture, to which industrial devélopment by raising
the general économic level of the country is only supplementary.

49. A secondary, though very important, vesult of the wealth
created by industries will be -its efféct on
e the public revenues. India stands at the
tl%reshold possibly of great developments, but in whatever diree-
tion she essays a step in advance, whether it be in polities, in

(i) on the public revenues 3
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eduaaﬁ.on, in samtatlon in agrieulture, she finds progress impeded
by weant of funds. NOW so far_as industrial development increases -
the national wealth, it will of course also increase the taxable
vesources of the'country and bring increased revenue to the State.
But. industrial development also produces wealth in a form in which
it is likely to yield a relatively high revenue. Agrieultural wealth is
taxable only through the land revenue, which expands but slowly.
The . proﬁts of industries on the other hand are taxed mainly through
the income-tax, and also after distribution to individuals contribute
largely to the customs, and both these are sources of revenue which
respond immediately to increased wealth. It therefore seems reason-
able to suppose that industrial development will exercise a favour- -
able influence on the public revenues. :

50. Finally one of the most important results that may be antici- -
(1) on tho national pated from a development of industries
character. -+ in India is one that cannot be measured
in-terms of money. A -country industrially undeveloped . tends
to suffer from a certain intellectual - deadness. The outlets = for
diversity of talent are few. Those who might have shone in a wider
sphere have their energies and ambitions ecramped in the mould of*
uniformity.’ It is hardly too much to say that a certain measure
of industrial life and opportunity is an essential condition for
building up a vigorous national character. And with regard to
India the effect on the national character is likely to be particularly
.marked and particularly beneficial. Tt has long been felt that
education in India has not been producing a type of mind with g
sufficiently practical grasp of affairs, and industrial training is
caleulated to provide the corrective required.

51. So far we have considered the advantages which industries
Theory that indugtrial de- 8T€ likely to bring tq _Infiia. We do not,
velopment will reduce the however, wish to minimise any possible
f05d supply. - disadvantages. And here we may refer to
the view that was put before us by several witnesses, that industrial
development might be dangerous to agriculture. To them the
future of India presented itself mainly as a problem of securing
a sufficient food supply for its enormous population. They argued
that ~any artificial development of industries would attract
population from the land to the towns, and that the population
remaining on the land would as a consequenge of its reduced
numbers produce less food, just at a time when the development
of industries would be tending, apart from the transfer of
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popula,tmn from agriculture to industries, to create an increase
in the demand for foodstuffs. This argument, it seems to us,
résty on two unjustifiable assumptions. In the first place, it is
agsumed “that the transfer of population from agriculture to
industries will be ‘large in-relation to the total agricultural popu-
lation. We have already stated that we believe on the contrary
it must be small.. In the second place, it is assumed that a
diminished population on the land must mean a diminished
production.  ‘But this is eertamly not the case when, as we believe,
the agrieultural populatlon i$ in many places in excess of what is
really required for the thorough cultivation of the land. Nor
dgain 18 it fair to assume-that Indian agriculture must remain for
ever in a-primitive stage, and that larger yields will not be obtained
with less labour than at present. We consider therefore that the
anticipated danger to the food supplies of India arising from the
diversion of labour from agrieulture to industries is unreal.

52. Industrialisation will, however, bring new, and real prob-
Possible conseanonces of lems, arising from = the aggregation = of
ageregations of population in population in ‘large towns, and these will
towns. involve mnew expenditure. The adminis-
- trative control of a population of 100,000 in a town is a more
© _elaborate and expensive business than the control of the same
- numbers scattered through a countryside. Law and order are
“preserved less easily, the neglect of sanitary rules brings a severer
penalty, the necessity for education is more urgent.  Poverty and
unemployment may-assume forms hitherto uhknown in India, and
may demand new machinery to cope with them. These are possi-
bilities which :should not be ignored. But so far as they will
“involve additional expenditure, they may be set off against the

TP AP

additional revenus which indusiries w 4l bring.

. 53. With reference to the kind of problems indicated above we
‘Such aggregations o be think that any factors which might mini-
<7 discouraged. mise excessive aggregations of population
- in-a few areas deserve encouragement. The older industrial nations
- have realised through bitter experience the disadvantages which
result from these conditions, and there is a movement now to try to
remedy them. It might be possible for India, coming late into the.
field, to profit by this experience, and we would prefer to see, so far
as it is economieally possible, industrial establishments springing up
in towns of moderate size all over the country. It is worth remem-
bering that the natural feelings and habits of the people will favour
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“such a tendency, which would enable the labourers to maintain closer
touch with their old village homes. One factor which may have
a considerable bearing on the lines of development is the question of
railway rates. We deal with these more fully elsewhere.. At this
point we ‘would only say that some witnesses have stated that the
great econcentration of industries at the ports is due in part to favour-
able railway rates obtainable to and from the ports. We are not in
a position to say how far this has been a decisive factor, but we think
it most important that the development of industries at suitable
smaller centres throughout the country should not be hampered by
any diserimination in railway rates,

54, We have considered generally the advantages and the possi-
ble disadvantages which would attach to a
considerable development of Indian indus-
tries. We have no hesitation in holding that such a development
would be very much to the advantage of the country as-a whole,
ereating new sources of wealth, encouraging the accumulation of
capital, enlarging ‘the public revenues, providing more profitable em-
ployment for labour, reducing the excessive dependence of the
country on the unstable profits of agriculture and finally stimulating
the national life and developing the mational character.

Conclugion.

«
M
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CHAPTER V.

The Choice between Free Trade and Protection.

55. The main subject on which we have been asked to report
The taxiff policy recom- 1S the tariff policy of the Government of
mended. India. This means in effect that we have
 to decide whether a policy of free trade should be continued or
whether industrial development, the importance of which we have
explained in the preceding chapter, should be stimulated by a
protective tariff. We think it convenient to state at once the
coneclusion -on this point at which after the most careful con-
sideration we have arrived. We recommend in the best interests
of India the adoption of a policy of protection to be applied with
discrimination along the lines indicated in this report. In this
-chapter we shall give the reasons which have led us to recommend
the adoption of a policy of protection rather than one of free
trade, and. .in-the two succeeding chapters we shall explain why
we hold that the policy of protection must be applied with diseri-
~mination, and will cutline the punclples in accordance with thch
discrimination should in-our opinion he applied.

56. We have mentioned in Chapter I the longstanding and
Strong feeling'in favonr  inSiStent demand of the public for a
of protection. revision  of the tariff policy, and in the
course of our tour, during which we heard evidence at all the chief
centres in India, we received abundant proof of the wide extent
of that demand. Not only the industrialists, who might be
expected to benefit directly from a policy of protection, but
traders and other . eclasses  of the community whose immediate
interests might seem likely to suffer showed themselves prepondera-
tingly in favour of protection. The evidence which was placed
before us: on behalf of Indian States was also to the same effect.
We found a general conviction that the interests of the country
required a policy of protection, and in face of that a disinclina-
tion even to consider whether the individual wonld or would not
be injured.
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57. This desire for a policy of protection has in many cases
been strongly reinforced by a considera-
tion of India’s past. Travellers relate
that before the advent of Huropeans India was a country of
great wealth. The riches of the courts of the Moghals, the beauty
and quality of certain of India’s manufactures, in particular of
her cotton goods, and the lucrative trade that attracted western
adventurers to this country, are matters of common knowledge.
These writers, however, seldom glance at the economic conditions
in which the great mass of the people lived. Patriotie Indians
to-day looking round on the present condition of their country
‘see that the old fame and relative importance of India’s manu-
factures have diminished, whilst great masses of their country-
men are still poor and many are insufficiently fed and clothed.
Contrasting this state of affairs with the treasures of the Moghals
and the world reputation of the Dacea musling and other Indian
manufactures, and searching for the cause of this great change,
many think that it is to be found in the policy of free trade, which
they believe to have been imposed on India not in her own interests,
but in the interests of the British manufacturers. They see that
other countries such as Japan have developed their manufactures
to- a remarkable degree under a system of protection, and they
believe that Indians are fully capable of doing the same. They
think that, if India were allowed freedom to decide her policy in
her own interests, she would regain her economic prosperity.
The feeling that this path to riches is barred by an outside power,
and the suspicion that that outside power is actuated by selfish
motives  tend to stimulate the belief in the great results that
would accrue from the adoption of a policy of proteetion. All
these ideas are further reinforced by the mew spirit of mnational
pride, a spirit which in all countries tends to the encouragement
of protectionist feeling by demanding so far as possible that the
nation should manufacture what the nation uses.
58. The protectionist feeling in India to which we have
Example of other ~ Teferred is strengthened by 4 considera-
countries. tion of the tariff systems prevailing
ggrferally throughout the world and the relatively backward eon-
dition of I_ndian industries under a policy of free trade. With
the_exceptlon of ‘the United Kingdom all the great industrial
nations of thg world shelter their industries behind a protective
wall, and elaim to owe their prosperity #o the tariff protection

Its causes.
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which they enjoy. The general movement in Europe fowards
free trade, which appeared to be setting in with the conclusion
of the famous commercial treaty between England and France
in 1860, lasted only for a few years, and was followed by a strong
reaction, never perhaps stronger than in recent years, fowards
protection,  Tn. 1879 Germany definitely adopted a poliecy of pro-
tection, from which she has never departed, and under which she
had made up to the outbreak of the war astonishing industrial
progress. - In 1881 France turned her back on the free trade tenden-
cies which had never really met with popular approval. In 1899
- Japan, freed from the trammels of the treaty restrictions, utilised
her autonomy to establish a protective tariff, which was eonsider-
ably intensified in 1911. The United States, industrially one of
the foremost countries in the world, has had ever since the time
of the Civil War a very high protective tariff, and at the present
woment appears to contemplate vaising it still higheér. The
British- Dominions too have without exception wutilised the right
of framing their tariff policies in their own interests to protect
their industries by high duiies. »

59. India ecan thus point to numerous precedents for the
adoption of a policy of protection. Even
in the case of England it-may be noted
that her industrial foundations, like those of all other countries,
were laid under a system of high protection. The Lancashire
cotton industry in its infancy was protected by an import duty
which, according to the evidence of Professor Hamilton, stood for
a number of years at about 65 per cent. ad valorem. The English
textile manufactures were further protected by a legal prohibi-
tion of the use of various competing foreign cloths. It is true
that the great industrial developimnent took place as the result
of the mechanical imventions which revolutionised industry at
the close of the 18th century, and that the part which the tariff
hore at this stage was insignificant, - Nevertheless the fact remains
that it was not until English industries had attained a marked
pre-eminence that the tariff was felt to be a hindrance to industrial
development. Moreover the movement towards free trade was
largely directed, in its earlier stages at any rate, by antagonism
to the protection not of industrial, but of agricultural, interests.

Conditions in England.

60. The conditions in England for three quarters of a century
have bheen unlike those in most countries, and partienlarly unlike
those in India. England’s economie life depends on the export

*
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o:E manyfactured articles, the raw materials for which are largely
fiaported. 'The maintenance of this vital export trade is obviously
likely to be fostered by a policy based on free trade prineiples.
In India on the contrary there is an abundant supply of raw
materials and 4 very large home market supplied in great part
by foreign manufactures, whilst the export of Indian manufactures,
though offering possibilities of considerable development, is
comparatively small. But even in the special conditions of
England doubts have been frequently raised as to the wisdom of
too rigid an adherence to the free trade doctrine, and sinee the
war departures from it have actually been made, as illustrated
by (a) the duty of 33§ per ecent, on motor cars (which has a
protective -effect), (b) the Safeguarding of Industries Act, and
{¢) the recent removal of the execise duty on sugar to encourage
the nascent sugar beet industry.

61. We do not wish however to rest the case for protection
Public santimont com in Indisa on the sentiment of the Indian
sidered. people or the example of other countries.

'We have considered most carefully the cconomic arguments, and
we hope to show that the policy which we advocate will stand
this crucial test. But at the same time we have set forth frankly
what we conceive to be the main bases of Indian protectionist
feeling, because, though we do not advocate the adoption of a
taviff policy on other than the reasoned grounds which follow, we
feel that it is important to realise that behind our reasoned
advocacy is a strong public sentiment, and that while we shall
treat a question of such moment to the future of India from the

strictly economie point of view, it has also a political aspeet which
is at least worthy of notice.

. 62, In considering the issu€ between free trade and protectmn
The propositions of it is necessary in the first place to.examine
free trade. the theoretical basis of the subject and to set
forth what we understand to be the principles which are generally
accepted by modern economic authorities on these difficult questions.
The old free trade doctrine of the classical economists may be said
to have rested on two propositions. It was assumed, firstly, that the
capital and labour of a country, if left unfettered by any kind of
Government regulation or restriction, would naturally be applied
to those industries which would yield the greatest economic return.
The eapital and labour of a.country both being limited in quantity,
it is evidently of the utmost importance that they should be applied
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in the manner which will yield the best economic results, and it was
held that the free interplay of economic forces would best determine
the direction of the capital anddabour of a country into those indust-
ries in which it has a comparative advantage over other countries,
The second proposition was that the best economic results, both fox
the world as a whole and for individual countries, wounld be obtained
by each country applying its capital and labour to those industries
in which it had the greatest comparative advantage, and then ex-
changing the products of those industries for articles which it was
not able to produce so cheaply itself. This is the principle of the
international division of labour.

63. Both these propositions have a prima facic validity which i
not seriously contested. But they state
only tendencies, and, tendencies may be
gverridden by special circumstances. We are thus led to an ex-
amination of the generally recognised qualifications of these pro-
positions,

64. In the first place there may clearly be eases in- which the
free interplay of economic forces will not secure the best utilisation
of the capital and labour resources of a country. In the Bompeti-
tive . struggle -an initial advantage may proveé to be a permanent
advautage. A fully developed industry in one country may be able
under conditions of unfettered competition to hinder the develop-
ment of the same industry in another country possessing equal or
“even greater natural advantages.  In these ciretmstances the latter
country may never, or oiﬂy after long delay, succeed in applying its
labour and: capital to the best advantage of which they ave capable,
owing to the initial difficulties in making a start. These consider-
ations were stated many years ago with admirable 1u01d1ty by John
Stuart Mill,  who wrote, ‘‘ The superiority of one country over
another in a branch of production offen arises only from having
begun it sooner. There may be no inherent advantage on one part
or disadvantage on the other, but only a present superiority of
acquired skill and experience. A country whieh has this skill and
experience yet to acquire may in other respeects be better adapted to
the production than those which were earlier in the field.””

65. The argument as stated above applies primarily to par-
ticular industries which are handicapped at the start by the competi-
tmn of fully developed rivals, and could be used 1rrespectwe of the
stage of industrial development attamed by the country in Whlch
the new industry finds itself. But the a1gument hag been applied

Their qualifications.
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with special force to industrially new countries in competition with
those in which industries have long been established. The classical
expression of this argument is to be found in the works of List, whose
economic theorics have exereised sueh a profound influence on the
policy of the great protectionist countries. It is summed up by a
modern English economist, Professor Pigou, who, in dealing with
List’s arguments, writes ag follows :—
| ¢ The main element of productive power, whose development
involves a long process, is a population trained in the
general atmosphere of industrial pursuits. If a countyry
is entirely agricultural and has no important class of
artisans or factory workers, the skill required for starting
any partieular kind of mill will be very difficult to get,
¢ Masters;, foremen and workmen must frst be either
trained up at home or procured from abroad, and the
profitableness of the business has not been sufficiently
tested to give capitalists confidence in its sue-
cess.”*  Tor a long time, therefore, it is improbable
that any works which may be started will be able to com-~
pete on equal terms with cstablished foreign rivals—and
that in spite of the fact that the industry in question
may- be one for which the country hag great natural ad-
vantages. On  the- other hand, in a country which is
already largely industrial, the initial difficulty involved
in starting a new industry is likely to be much stighter.
For mueh less time is vequived to obiain from among a
people already accustomed to many varicties of factory
work, hands capable of carrying on a new varicty of it.
Yurther, in an industrial community, those other im-
portant elements of productive power, organised. systems
~of transport and of credit, which, in an agriealtural
country, may need themselves to be built up before manu-
factures can be profitably established, are presumably
already in existence.”’

66. The prima facie advantages too of the international division
of labour are-subject to eertain -qualifications. It may be ‘that in
some circumstances the greatest amount of wealth would be secured
by a degree of specialisation which could not be regarded as con-
ducing to the general interests of the country. In other words there
are objects of state poliey different from, and more important than,

-"the iere acquisition of wealth. A country might produce the great.
est amount of wealth by devoting itself wholly to agriculture, and

*Ligt’s °* National System of Political Beonamy.”
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yet such a one-sided development, in virtue of its effect on the
national character and institutions, might not be in the wider inter-
ests of the country as a whole. Similarly considerations of national
- defence may set legitimate bounds to the extension of the principle
of international division of labour. :

67. 8o far we have indicated what we take to be the eir-
Ciroumstances in which ~ ctmstances in which economic theory might
protection is justifiable.  justify ~departures from the principle of
free exchange of ecommodities between nations. It is admitted that
in all such cases restrictions on free exchange involve some immediate
‘economic loss. We turn once more to the economists for their
verdict. as to the eircumstances in which such loss may justifiably be
incurred. In the passage already referred to John Stuart Mill
says, ‘‘ The only case in which, on mere prineiples of politieal eco-
nomy, protecting duties can be defersible, is when they are imposed
temporarily (especially in a young and rvising nation) in hopes of
naturalising a foreign industry, in itself perfectly suitable
to the cirecumstances of the country. ........ .... A protecting
duty, continued for a reasounable time, will sometimes be the least
inconvenient mode in which the nation can tax itself for the support
of such an experiment.’” List expresses himself more emphatically,
* The pation must sacrifice and give up a measure of material pros-
penty in order to gain culture, skill and powers of -united produe
‘mon ; it must sacrifice some present advantages in order to insure to
Jtself future ones.”” There is one idea eommon to both writers—a
«present loss for a future gain. The gain we have already indicated.
“We now turn to consider what constitutes the loss.

68. The burden-of protection arises from the inerease in prices.
Tho busden of probostion I§'is obyious_ that an import duty_tcnds 1o
arising . from . increaged Taise the price not only of the imported
prices, article, but also of the competing locally
produced article. Cases are analysed by the economists in which
for special reasons or for temporary periods the normal result does
not follow, or follows only partially. But broadly speaking there
is no dispute as to the tendency of import duties to raise the prices
of the articles taxed. Further, when import duties are placed on
a wide range of articles, there is a tendency for the general level
of prices in the country to be raised ; the rise is not confined
to the particular articles taxed. Tor this phenomenon there are
various causes. In the first: place the import duties tend to check
the volume of imports, with the result that a iavourable balance
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of trade is created. This favourable balance is settled mainly by
the import of the precious metals, and so far as these find their
_way into the currency, thereby increasing its amount, the general
level of prices tends to rise. In India this argument must be
applied with caution, for the precious metals when imported are
largely used for other purposes, and comparatively small quantities
are likely to go to swell the volume of the curremcy. A less
theoretical argument is that the inereased cost caused by import
duties enters generally into the eost of production of all artieles
manufactured in the country and into the cost of transportation.
Duties on cotton cloth or on sugar, for instance, may raise the
expenditure of the employees of an industry ; to meet such
increased expenditure higher wages are required ; higher wages
mean higher cost of production, and this in turn means that the
product requires to be sold at a higher price. Instances might
easily be multiplied. It may, we think, be taken as the view
accepted by economists that a general increase in import duties
tends to produce a general rige in prices in a country, aund not
merely a rise in the price of imported articles and such locally
produced articles as directly compete with them.

69. It is not our intention to suggest that the burden on the
Gradusl Gminution of the  COMSUMer arising from protective duties is
burden. necessarily permanent. On the contrary,

if the industries to be protected are selected with due diserimina-
tion, the burden should gradually diminish and eventually ccase
altogether. But the process of diminution is not likely to be rapid,
or to commence immediately. So long as foreign imports continue
to enter in appreciable quantities, the price of the goods must in
general be regulated by the price of the foreign imports, that is
to say, the consumer will be paying the full foreign price plus the
import duty. As the home industry develops in efficiency and
reduces its cost of pxoductlon, there will be at first no reduction in
prices, but the decrease in the cost of production will merely go to
swell the profits of the home industry. This will lead to the more
rapid development of the home industry and will hasten the time
when it is able to supply the home market almost in full. Ag foreign
imports dwindle to small proportions, prices will become regulated
more and more by internal competition, and the consumer will then
begin to derive the benefit from the increased efficiency of the loeal
industry, and may in the end obtain the goods as cheaply as if he
were free to import them without a*duty. If the mdustry is ome
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for which the country possesses marked natural advantages, he may
even obtain them more cheaply.

70. We. have indicated both the present loss and the future
Application  of  general gain whiech a policy of prot(.action might in
theories to Indian condi-* general he expected to bring.” We now
fians. come to the practical problem, which is to
determine whether the circumstances of India are such that a
stimulation of her industrial development by means of protective
duties  will bring in the end a gain to the country as a whole
greater than the immediate loss,

71. In Chapter IV we have stated our opinion that the
Causes of industrial back- ~industrial development of India has not
wardness - menbioned by the been commensurate with the size of the
Industrial Commission. ; . o . .
eountry, its population and its natural
resourees.  In-considering how these conditions can best be remedied
it is necessary to attempt to diagnose the causes from which they have
arisen.  The Industrial Commission mentioned various factors as
having operated to retard industrial development, for instance the
natural conservatism of the people, the inefficiency of labour, . the
absence of . industrial and technical education, the lack of business
enterprise, the shyness of capital for new undertakings, and the want
of proper organization for utilising such capital as is available,

72. Some of these factors might suggest the idea that Indians
Industrial aptitude in the Were lacking in certain gqualities necessary
past. for success in industrial pursuits, and that

therefore one of the foundations for a profitable application of
protection, namely a people fitted to make good use of it, was
absent. We do not think that this idea i1s supported by ~past
experience.. If we take history as a guide to the fotnre, we see
that there have been times when the manufactures of the country
attained a high degree of excellence and were well known beyond
its borders. As the Industrial Commission explained, India was at
one time famous ‘¢ for the high artistic skill of her craftsmen,”’
and it was not until the industrial revolution of the 18th century
that she began to fall behind in the industrial sphere and that in
the words of the Industrial Commission “¢ the erroneous idea that
tropical countries, with their naturally fertile lands and trying
climate, were suited to the production of raw materials rather than
to manufactures ’’ developed. The cotton manufactures of India
which were exported in large quantities throughout Asia and
Europe, the skill in shipbuilding which was at one time freely
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utilised by the Rast Tndia Company, the working of iron which in
the old days had been bronght to a considerable piteh of excellence,
the manufacture of steel sword blades commanding a great reputa-
tion in foreign countries, the exports of silk textiles and sugar, all
prove that Indians exhibited a natural aptitude for industrial work,
and that the present relative backwardness in this respect should
not be regarded as indicating any obstacle to a wide development
of industries in the future.

73. Further, the ‘unevenness of development to which the .

Differences in natnral Industr_ial Commission  drew attention

aptitudo diminishing.  appears to be due in part to a striking
difference in natural aptitude for industries, which can be traced
in different communities in Tndia. For centuries the people of
Western India have shown a marked instinet for commeree
and from commerce they have moved naturally to industries, so
that at the present time they divide with the European eommunity
the industrial leadership of India. But the people of Bengal,
Madras. and Burma have in general neglected industrial pursuits,
and if industries have established themselves within their borders,
have left their development to others. It would take us beyond our
provinee io attempt to trace these tendencies to their origin,
whether it may be found in a fertile soil providing. a livelihood in
return for little labour, or in a social system which exalts the less
material side of life, in cconomie conditions which produce a class
of middlemen living parasitically on the profits of the land, or in
historical traditiens which attract the most enterprising classes to
administration. Whatever the causes of this neglect in the past,
we feel that in many parts of the ecountry a change has come over
the spirit of the people, and that what is lacking now is more often
the opportunity than the will. We think, therefore, that so far
as the comparatively slow development of industries in India has
been due to lack of natural aptitude or interest, this factor will
become progressively of less importance, and that a time has come
when India is prepared to take advantage of any stimulus applied
to her industries.

74. The question which we have to determine is whether the
Tndusbrial development re- 11dUstrial development at whieh we aim .
quires to be stimulated by can be attained without the stimulus- of
protective duties. protective duties, and if mnot, whether
the advantage to the country arising f'rom this induastrial develop-
ment will’ outvvel,frh the burden which prot ective dutles will impose:
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The Industrial -Commission, which was debarred from- considering
‘questions of tariff policy, made a number of important recom-
mendations for the development of Indian industries, involving
the abandonment of a laissez faire policy. But we hold that these
measures by themselves will not produce that marked impetus for
which the time and conditiéns are now ripe. Hdueation can be
. improved, banking facilities can be extended, technical assistance
" c¢an be offered to industries, but what is mainly wanted is a policy,
that will inspire confidence and encourage enterprise, and we:do
not’ think that the recommendations ‘of the Industrial Commission
provide this. Professor Pigou at the cloge -of the passage which
we have already quoted draws the following weighty conclusion :
A4 From these considerations it follows that the case for Protection
with a view to building wup productive power is strong in any,
agmcultural country which seems to possess natural advantages
. for-manufacturing. In such a country the immediate loss, arising
‘from the -check to the exchange of native produce. for foreign
manufactures may well be outweighed by the gain from 'the
‘greater rapidity with which the home manufacturing power is
developed. ~The ¢ crutches to teach the new manufactures to walk,’
as Colbert called protective duties, may teach them  this so
much earlier than they would have learnt it, if left to them-
selves, that the cost  of the ecrutches is. more than repaid.”’
The words might almost have been written with direct reference
to the conditions of India, and the case for protection in India can
hardly be stated betier. India iz an agricultural. country which
possesses undoubted natural advantages for manufacturing. She
produces an abundance of raw materials, she has an ample potential
supply of cheap labour and adequate sources of power.; and the
establishment of two great manufacturing industries shows that
she is capable of turning these natural advantages to use. We
have been told by many witnesses that the chief obstacle to a more.
rapid development of industries in India is a certain want of con-
fidence among the owners of ecapital. The praetical protection
afforded by the war had a stimulating effect on many Indian
industries. But this protection, and such incidental protection as is
- yielded by high revenue duties, lacks the assurance of permanence,
and fails to give the sense of security which arises from the
deltberate adoption of a policy of protection. -This peint of view
was  perhaps expressed most clearly by Mr. Shakespeam giving
evidence- on behalf of the Indian Sugar Producers’ Association,
&



42 CHAPTER ¥

He said, ‘“ My personal view is that it is the principle of the thing
which we, as an industry, would like to see far more than an
astual duty of 15, 20 or 25 per ecent.  If the principle of protecting
the industry is accepted, that is what is going to be of value to us
in developing the industry.”” Again Captain E. V. Sassoon, one
of the leading Bombay industrialists, after stating that Indian
capital was “‘shy of anything new in the way of industrial
enterprise *’ said, “ what is wanted iz confidence, and a policy of
protection would help to secure that at once,”’
75. We have now shown that India will derive very great
The gain protection will advantages {rom industrial development,
bring. that the conditions for a rapid advance are
suitable, and that without the stimulus of protective duties the
advance will not be sufficiently rapid. All these considerations
lead us to the comclusion that protection will bring a very material
gain to the country.
76. A further congideration pointing to the gsame conclusion
Nocossity of deriving a high Wil be found in the present tariff position
reveruo from the taritf,  jn India. We have referred in. Chapter II
to the inercasing proportion which customs revenue bears to the
total Tmperial revenues, and we have now to congider whether this
tendeney is likely to be permanent. We received a considerable
amount of cvidence regarding the rvespective merits of direet and
indireet taxation. We do not propose to recapitulate the well-worn
arguments of the cconomists on this subject, but we are bound to
take note of the fact that the general sentiment of Tndian witnesses
- was_strongly opposed to diveet taxation, and that the collection: of
ineome-tax in India presents peeuliar diffieulties. Direct taxes in
India are confined praetically to income-tax and land revenue.
With the latter, which is a provineial receipt, we are not concerned.
The income- tax rates have been raised largely sinee 1915-16, and the
yield has risen from 3 to about 20 erorves of rupees. High taxes on
income are undoubtedly a ‘handicap to industrial developmeént, and
there are many who hold that the rates ruling at the present moment
are distinetly too high for the interests of industries and the general
prosperity of the country. The witnesses whom we -examined on
this point were almost unanimous in the opinion that direct taxation
has reached its limit under present conditions, and in view of the
general feeling in the couniry we do not thlnk that any wmaterial
- inerease in this form of taxation is feasible. If, therefore, any
further increase in taxation becomes necessary, it will have ﬁo take
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the form of indirect taxation. If on-the other hand a decrease in
taxation became possible, we think that it should take the form of a
pari passu reduction in direet and indirect taxation. In view of
these conclusions we cannot anticipate for many years fo come any
appreciable reduction in the revenue which it is necessary to derive
from the customs. This, means that import duties must continue
high, and that, whether intended or not, protection will be given.

77. But a high revenue tariff such as that now in foree in
A high revonue tariff inevit- 11dia s open to great objection. A revenue
ablyleads to protection. - tariff - based on free trade principles‘is one
that is imposed on goods that cannot be produced in the country ;
or, if this condition cannot be observed, it must be kept at a very
low rate on goods produced in the country, or countervailing excises
must be imposed, so that no protection is afforded to.local industries.
Until the year 1916 the Indian tariff might be said to have fulfilled
these conditions. But sinee 1916 the tariff has become less and less
congistent - with purely free trade prineciples. It gives protection,
‘but it gives it in the least convenient and the least beneficial way.
The protection is not caleulated on the needs of the industry, nor
does it carry any assurance of a permanent policy. It is casual and
haphazard. - Moreover, it may actually impede industrial develop-
ment by taxing raw materials and semi-manufactured avticles. It
appears to us therefore that the necessity for raising a large revenue
from customs duties and the obvious inexpediency of ignoring the
effect of those duties on the industries of the country must inevitably
lead India to the adoption of a policy of protection, as they led
Germary in 1879.

78. We turn now to the loss that must be set against the gain
The loss proteotion will ~ t0 India from protection to which we have
involve. referred in paragraph 75. The most
important. item -is. the burden of increased prices that protective
duties will impose on the people. We have explained the nature of
this burden in paragraph 68 above, and we proceed to consider
whether it will be so great as to outweigh the advantages which we
anticipate from the adoption of a protective policy.

79. As import duties have a tendency in some degree 0 extend

The probable burden on ~ their influenee beyond the particular com-
the poorer elasses. modities on which they are imposed, it is
necessary to treat with caution the argument that some article is not
consumed by the poorer classes and that therefore a protective dnty
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on it ean do them no harm. .'A further limitation of this argument
1s to be found in the fact that there are frequently partial substi-
tutes for imported articles, which are manufactured and consumed
locally, and that any cause which raises the price of the imported
article raises the price also of the locally produced substitutes. An
obvious ingtance of such a case is seen in cotton cloth. - Ixperience,
as well as theoretieal reasoning, shows that the price of Indian manu-
Factured cloth is influenced by the price of imported cloth, even when
the two classes are not in direct competition. In estimating there-
fore the extent to which the poorer classes will be affected by pro- -
tection, it is not safe merely to ask what proportion of their income
is spent on imported goods. We have received various estimates on .
this point, and all agree that the actual quantity of imported goods
purchased by the magses of India is small. But this is no final
ceriterion of the degree to which protection will affect them, though
there is no veason to suppose that, under the system we recommend,

the indirect burden will be considerable. .
80. There are however two classes of the population whose
Effoot of proboction interests as affected by protection it is

{1) on the agricultural particularly important to consider, the
classes; agricultural and middle classes. Agricul-

ture is, and must remain, the foundation of the economic
life of India, and this not merely beeause it furnishes the liveli-
hood of three-quarters of the population. Indian industries ecannot
flourish without a prosperous Indian agriculture. Agriculture is
largely the provider of the raw materials for industry, and the
Indian amuultm.nst will .offer the main market for the products
of TIndian industries.  Any form of protection therefore which
would seriously affect the interests of agriculture would go far
to defeat its own object. We have already explained in what
ways we think that industrial development may be of advantage
to the agricultural community, in some cases through a sympathetic
vise in wages, in others through the wages of industrial workers
being made available for expenditure in the villages, in others
through a reduection in the number dependent on the produce
of the land. But while a policy of protection of industries may not
injure the agricultural wage’earner, who may be able to secure a
rise in wages equal to, and in some cases greater than, the rise in the
cost of living, there can be little doubt that the agricultural produecer,
the man who either works the land himself or employs hired labour,
mus’c suffer to some extent. Protection must mean fo him a »hlgher
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cost of production, arising partly from the higher cost of the imple-

ments that he uses, partly from the hlgher wages that he will have
- to ‘pay and partly flOm the general rise in the cost of living. As a
. set off against this higher cost of production it is probable that in
the neighbourhood of industrial centres the demand for agricultural
produce will raise the price. Bul in general one of two reésults seems
likely ‘to follow. Wither the agricultural producer will not receive
~for his produce an increased price which will fully compensate him
for ‘the increased cost of production, in which case agricultural

interests would suffer and there would be a tendency for marginal

. land to go out of cultivation ; or the price of agrieultural produce
will be raised generally to cover the inereased cost of production with

L .injurious effects on the mass of the population. Provided however

. protection is applied with diserimination, we do not think that the
burden imposed, either on the agricultural producer or, through a
rise ‘in-the prices of agriculturai produce, on the consumer in
general; need be sufficient to make us hesitate rewardmm the net
advantages of the policy we recommend. \
81. With regard’to the middle classes, by whlch we mean mamly
the professional, clerical and petty trading
classes, there is no doubt that they will be
more adversely affected than any others by a policy of protection.
The middle classes have a certain standard of living -which entails
expenditure on imported goods. Their cost of living will undonbt-
edly rise. The possibilities of equivalent, or at any rate timely,
expansion in- their incomes, however, are limited. It is probable
therefore that for some period they will feel the effeets of protection
‘more than any other class of the population. But in virtue of their
education they, more than other classes, are in a position to estimate
the value to the country as a whole of the developments which we
believe our policy will produce, and so far as we have been able to
judge from those witnesses who have given evidence before wus, the
middle classes are prepared to merge what might be regarded as
their own immediate interests in the wider interests of the country.
82. In estimating the burden of protection we have to anticipate
Indiscriminate protection € arguments given in the next chapter, in
not contemplated. which we show that any type of indiseri- *
minate protection would entail a sacrifice out of proportion to the
“results. We explain in that chapter the limitations that we propose
with a view v restricting the immediate loss as far as possible withount
redueing the gain that is to be anticipated from protection, If

(4i) on the middle elasses.
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these limitations are observed, we consider that the burden will be
one which it is reasonable to ask the country to bear in order to secure
the great benefits anticipated.

83. Before coming to our final conclusion we must refer to
Certain, o certain disadvantages which are inherent
ortain disadvantages of :

protection taken . into in any system of protection, namely, the
account. risk of encouraging inefficient methods of
production, the danger of political corruption and the possibility
of combinations of manufacturers. We have borne these points in
mind in formulating our scheme of protection and in devising the
constitution of the Tariff Board. We explain in detail in Chapter VI
to what extent we think these dangers will be mitigated by our
proposals, and it is enocugh to say here that we do not consider
them sufficiently serious to affect our main conelusion.

84. We have now set forth, as impartially as possible, the argu-
ments for and against the adoption of a
policy of protection in India. In Chap-
ter IV we have shown the great benefits that will acerue to India
from industrial development, and in the present chapter we have
explained the necessity of the stimulus of protection to secure rapid
progress in this direction. We have also shown that the necessity of
a high ecustoms revenue is inevitably leading India towards
proteetion. On the other side we have shown that the
immediate loss to be apprehended from protection, and the
dangers inherent in it, will be mitigated by the system of
diserimination which we recommend and by the constant
supervigion of our proposed Tariff Board. We have carefully con-
sidered the weight of the arguments on both sides, and apart from
the strong Indian sentiment in favour of protection; to which we
have referred above, we are satisfied, on economie grounds, that the
temporary loss involved will be more than made good by the ultimate
gain, and that the balance of advantage is heavily on the side of the
recommendation. made in the opening paragraph of this echapter,
viz., the adoption of a policy of protection to be applied with diseri-
mination along the lines indicated in this report.

The balance of advantage.
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CHAPTER VL

Some Disadvantages of Protection and the Need for
Discrimination.

85. We referred in the preceding chapter to the disadvantages
Danger of political corrup- inherent in_any scheme of protection, and
tion. we now propose to examine. the extfent to
which they apply to the particular conditions of India. The most
“important of these is the danger of fostering the growth of political
corruption, - The interests at stake in the determination of a rate
of duty are frequently large. In some countries important finanecial
interests find it profitable to offer to legislators inducements which
are not necessarily of an obvious or erude nature, or to spend money
on getting their own nominees into the legislative bodies which have
the deeision of matters vitally affecting their prospects. We are of
opinion, however, that conditions in India are less favourable to
sueh- developments than they are in many countries. The variety
of the interests represented in the legislative bodies and the strength
of the representation of the agricultural and landed classes make it
improbable that the industrial point of view could secure undue
prominence, while under the existing system of high -revenue
duties, - which is epen  to the  same - dangers, there have
been no traces in the Indian Legislature of any undesirable develop-
ments of this nature. Moreover, we think that the system which we
propose, whereby the enquiry into the eonditions of each industry
will ‘be conducted by an impartial body with the utmost publicity,
and the conclusions arrived at and the reasons for them will be
known to the public when the case of the industry comes before the
Legi.slz.z‘mre, will reduee the opportunities for political corruption to
2 mmimum. ' B
86. ‘Another undesirable feature which the history of protec-
Combinations of manu-  t101ist countries diseloses is the tendency
facturers. towards combinations of manufacturers for
the purpose of exploiting the domestic consumer. A protectionist
o system certainly gives. the opportunity for undesirable formg of
combinatiop. In a free trade country uo combination of manufac-
turers is able to keep the price of a commodity above the world price.
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If all the manufacturers of a particular country agree.d not to sell
below a certain price which was above the world price, the only

effect would be that their home market would be captured by foreign -

manufacturers selling at the world price. The case of protectionist

countries is, however, different. Here we have a tariff wall, afford- -

ing, when the foreign manufacturer has been partly or wholly
excluded, a certain latitude of price to the home manufacturers.
If the latter do not combine, the home price will be regulated by the
ordinary conditions of internal competition. But by means of com-
binations it is possible for the home manufacturers to keep the price
distinetly above the true compotitive level without inviting foreign
competition. It is, we think, no aceident that the two countries in
which understandings, agreements or combinations of manufacturers,
have been developed to the highest point, namely the United States
and Germany, are the two leading protectionist countries of ‘the
world. But should any such combinations arise in India which
appear to be to the detriment of the Indian consumer, we do mnot
think it would be difficult to find a remedy. The matter should be
investigated by the Tariff Board which we propose should be estab-

lished, and if the Board reports that the combination is in effect .

injurious to the interests of the Indian consumer, and the Legisla-
ture aceepts the view, the proteetion given to the industry could be

lowered or withdrawn, or possibly special legislation could be in-

troduced to deal with the matter.

§7. The third disadvantage to which we referred in Chapter V,
Tnefficient methods of  V%%., that of encouraging inefficient methods
production, of produection will also to some extent be
mitigated by the supervision of the Tariff Board, but it will be mainly
obviated by the exercise of diserimination in the selection of iﬁdust-
ries for protection. We therefore proceed to elaborate the reasons

why in the previous chapter we have advocated diserimination in th
appiication of protection. ‘

88. The fundamental principle that guides us may be stated

The principle of “digerimi- -Quite shortly. It is that the temporary sae-
nation rifice, which even the wmost successful pro-

tection must entail, should be restriceted to the minimum necessary
to attain the object aimed at. The principle, when stated, is self-
evident, but we lay stress upen it, partly because it sometimes

escapes attention, with the result that enthusiasm for the end ‘makes

it appear that. there is something essentially desirable in the means ;

partly beeause our degision in favour of protection is based on the
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view that the gain to the country will outweigh the loss, and this
will only be true provided mo unnecessary or useless burdens are
imposed ; and partly because India, owing to the poverty of the mass
of the people, is a country in which it is specially important that the

~ principle should be emphasised. We reject therefore all proposals
which would found Indian protection on an indiscriminate high rate -
of duties. -Any such system would protect industries unsuitable as
_well as suitable, and would impose on the consumer a burden in many
eases wholly gratuitous.

89. The burden on the consumer may be viewed in two aspects,
Didotisiinabion will the extent and the:duration, and in both
- {4) vestrict the rige of pricess  tne -importance of diserimination in redue-
ing the burden to a minimum is clear. With regard to the extent of
the burden, namely the rise in prices, we have already shown that the
fewer the artieles on which inercased duties are imposed, the smaller
will be, not only the direct effect arising from the cost of these
articles and their substitutes, but also the indirect effect through a
rise in the general level of prices. We need not recapitulate the
importance to the great mass of the people and to the interests of
agriculture of restricting the rise of priees to a minimum. —This
can only be achieved by exercising a wise dlscnmmatmn in the
i selec’clon of mdustues for protection.

90. From the pomt of view of the duration of the burden also- -
(ii) curbail the period of it 18 clear that diserimination is of the first
the burden importanee.  If protection ig - extended - to
unsmtable industries, they will never reach the stage at which the
~shield -of protection can be discarded, and will remain a permanent
burden on the community. The duration of the bhurden will also
be extended if proteetion operates to prolong inefficient methods of
production.- " As an instance of this possibility we may refer to ‘the
views of the Indian  Sugar Committee of 1920. - After a detailed
- enquiry into the conditions of the sugar industry they came to the
conclusion that, at the time at which they wrote, the degree of protec-
tion, direct or indirect, enjoyed by the mdustry was sufficient; and
they added :—“We fear that any. increase in the duty might result
- insbolstering up an inefficient industry to the detriment of the con-
_sumer ; and that, seeure behind a high protective wall, factories
~in India might make no effort to reach the standard of those, in
. other sugar producing countries, notably in Java, where the mdustry
--has been able to dispense with any protection, subsidy, or assistance
from Government.’” The importance of efficient methods was
: : 5
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“brought out in our examination of Mr. Bhakespedl at Cawnpore. He
said that it would be a greater advantage to the sugar industry to
have a small cess ¢n imported sugar devoted to carrying out the
recotamendations of the Sugar Committee than to have the assistance
of a high protective duty. We.do not wish to express any opinion as
to the need of the sugar industry for protection under present con-
ditions. “We merely refer to the case as an illustration of one of the
factors which may operate to prolong the burden on the consumer
and which emphasmes the need for diserimination.

91. When we turn to the interests of industries themselves we

(iii) serve the best interests 2TViVE at the same conelusion, that protee-
of industries tion must be applled with diserimination.

There would be a real danger to the industrial progress of the country
if any attempt were made by high or indiscriminate protective
duties to force the pace too rapidly. If unnecessarily high duties
were imposed, a large number of concerns would be started ; there
would be a boom, followed by the inevitable sequence of over-produc-
tion and collapse. The development of industries would be pushed
beyond the limit of what is economically safe, and the resultant
eollapse would shake that very confidence of eapital which it is one
of the main objects of our recommendations to build up. Further,
if protection were applied not only to an excessive extent, but in an’
indiseriminate manner, the uneconomic industries which would come
mto existence would be likely to unsettle labour in  established
industries, and to attraet it from economic to uneconomie employ-
ment. That the danger here indicated is not chimerical was
demonstrated in more than one direction during the period of the
war, when the reduetion or cessation of imports created conditions
analogous to those produced by high protective duties. From
another point of view the true interests of industries would be ill-
served by a system of indiscriminate protection. India appears to
be favourably situated to develep an export trade in manufactured
goods, but sueh a trade can hardly be developed unless the cost of

living, and therefore the cost of production, remains comparatlvely
low.

92. The probable effect of protection on the balance of trade of

(iv) minimise the effect on * 10dia is mot a subjeet on which it is safe
the balance of trade. to dogmatise. The immediate effect would
naturally be to diminish imports, decreased demand following on
increased cost. There will also be factors tending to a diminution of
exports. Any general rise in prices in India ust dlscom age exports
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by making their cost to the foreign purchaser dearer, and apart fron
any rise in internal prices a reduction of imports will tend to raise
exchange and thus to diminish exports. Again protection will lead
to an increased local consumptlon of raw materials previously ex«
ported. - On thé other hand there is the posslbﬂ]’rv that the develop-
ment of Tndian industries will produce an inereased export of manu-
factured = articles. :On the ~whole from a consideration of these
various tendencies it may be eoncluded that the immediate effect of
protection will be some diminution both in imports and exports;, but
it is impossible to say whether the balance of trade would be altered.
The present currency system in India depends on thé maintenance
of a favourable balance of trade. The less disturbance there is in
the import and export trade, the smaller is the danger of upsetting

the balance, and thus we have one more argument for not embarkmw
on andiseriminate  protection,

93. Our conclusions therefore are that in the interests of the
Summary of avguments for COTNSUMETS -generally, and part%qularly of
applying profeotion with dis-  the masses of the people, in the interests of -
‘erimination, .= . . :
- agriculture, in. - the interests of  steady
industrial progress, and for the maintenance ofa favourable
balance of ‘trade, the policy of protection which we recommend
should be applied with diserimination, so as to make the inevitable
burden on the community as light as is consistent with theé due
development of industries, and to avoid ahrupt disturbances of
industrial and commercial conditions. -
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CHAPTER VIIL.

Outlines of the Scheme of Protectlom

94 ‘We have given our réasons for recommendmg the adoptmn

of a policy of protection for India. and
off:,,g?ﬁf tg,f;;ﬁ‘,é“ﬁfmgf},” for holding that that policy should

tective duties, to be clearly e applied with diserimination.’’ We
distinguished.

now come to a deseription of the outlines, -

of the qcheme of protection, as we conceive it. - 'We have to start with
the existing conditions as we find them. These consist of a general
rate of customs duties of 15 per cent. ad wvalorem with numerous
exceptions both above and below the general rate, the downward =
exceptions having their origin usually in a desire to aveid injuring
the interests of industries or the community in general, the upward -
exceptions arising from the desire to obtain additional revenue. We
do not contemplate working on a clean slate or drawing up-any
theoretically scientific tariff. The tariff, as we cnvisage it, will be
4 ecombination of revenue and protective duties. The existing tariff
will form the basis of the revenue duties and will become progres-
sively modified as the duties on particular commodities are succes-
sively determined on protectionist principles. Bven when this process,
however, is complete, there will Femain a large residuum of purely
revenue duties, and these it should be open fo the Government. to
vary from time to iime on purely revenue considerations, On the
other hand a dufy that has been fixed on protectionist prineiples
should not be varied éxcept in accordance with those principles.: In
practice we do not anticipate that this important distinction is likely
to give rise to any serious inconvenience, for a protective duty, so
far as it is effective, becomes of less and less importance as-a means
of securing revenue. For instance, in Germany in the year 1912,
62 per cent. of the total customs receipts was derived from -duties
on food, drink and tobacéo’, 19.4 per cent. from raw materials and
rartly manufactured gooas and only 16.5 per cent. from ﬁnished
goods.

95. It is possﬂ}le indeed that the necess1t1es of revenue may
foree the Government - to put a higher import. duty on certain
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protected goods than is required for pur poses of protection. We deal
with such a contingency in a later chapter, when we recommend that
any such excess revenue should be raised by means of an excise
duty plus an additional import duty. The additional duties
would be purely for revenue purposes and would be dealt with
on strictly revenue principles. This particular contingency there-
fore does mnot affect the validity of our main prineciple that ¢he
tariff ‘should consist partly of duties imposed on revenue econsidera-
‘tions and partly of duties imposed on protectionist considera-
“tions, and that there should be no ambiguity as to which set
-of considerations governs any particular duty. We may illustrate

" the position by taking & hypothetical example. There is at

present - a revenue duty of 25 per cent. on vefined sugar. The
. sugar manufacturers have asked for a protective duty of 334 per
cent. We express no opinion ourselves on the merits of the
ease, but merely take it for purpoeses of illustration. Tt might
be found that no protection was requirved. The duty would then
be regulated simply in accordanee with the revenue neeessities
of the Government. Or it might be found that protection of 334
ner -cent: was necessary.  Tn that case the duty would be raised to
that level, and wonld not be lowered until it was decided that a
lower rate of protection wonld suffice, Or it might be found ‘that
the industry required protection at the rate of 15 per cent. only.
In that case 15 per cent. would bhe fixed as the protective rate, and
if the Government were forced to raise additional revenue from
refined sugar, this wonld take the form of an excise duty plus an
additional import duty, both being determined solely by the revenue
necessities of ‘the Government.

96. It will be obvious that the successful working of any such

Tariff Board an integral Scheme of protection as we  contemplate

part of the scheme.  nogiylates the existence of a thoroughly
competent and impartial organisation, or Tariff Board, which
shall make enquiries into the condition of industries and recom-
mend whether protection should or should not be-extended to them,
and if extended, what the rate of protection should be:  'We received
a considerable amount of evidence in the eourse of our tour from
industries which put forward claims for protection, but we feel
that we have not safficient material to. enable us to come fo any
definite finding on such claims. The enquiries needed must be
conducted by a smaller body, they must be mueh more detailed,
and they must embrace all aspects of the case and admit of
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representations from all interests affected. We give in a later ‘
chapter our - detailed proposals regarding the. constitution and
functions of the Tariff Board. At this point we merely wish to
make it clear that the existence of such a Board is presupposed
in all the details of our policy, and that whenever an industry

wishes to establish a claim to protection, it must put its case before
the*Tariff Board.

97. Tn dealing with all claims to protection the Tariff Board
Gonoral conditions to be should in the first instance satisfy itself

#atisfied by industries before  that the following three conditions are
protection ean be granted, fulfitted =

(1) The industry must be one possessing natural advantages,
such as an abundant supply of raw material, cheap
power, a sufficient supply of labour, or a large home
market. . Such advantages will be, of different relative
importance in different industries, but they shonld
all. be weighed and their relative imaportance assessed.
The successful industries of the world possess certain
comparative advantages to which they owe their
success. No industry which does not possess some
comparative advantages will be able to. compete with
them on equal terms, and thevefore . the matural
advantages possessed by an Indian industry should be
analysed carefully, in order to ensure as far as possible
that no industry is protected which will become a per-
manent burden on the community,

(2) The industry must be one which without the help of pro-
tection either is not likely to develop at all or is not likely
to develop so rapidly as is desirable in the interests
of the country. “This is an obvious corollary from the
prmclples which have led us to recommend protection.
The main object of protection is either to develop
industries which otherwise would not be developed or"
to develop them with greater rapidity.

(3) The industry must be one which will eventually be able
to face world competition without protection. In
forming an estimate of the probabilities of this condition
being fulfilled the natural advantages referred to in -
condition (1) will of course be considered carefully.
The importance of this condition is obvious. The pro-
teetion we contemiplate is a temporary protection to
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be given to industries Whmh will eventually be able to
stand alone.

98. There are certain subsxdzaxy conditions which, though nof
" Additional factors streng-  &° in the case of the three conditions stated
thening a case for protec- above essential . elements in an  ordinary
tion, : claim for protection, should nevertheless
be regarded as factors favourable to the grant of proteetion. It
is ‘evident that an industry in which the advantages of large scale
roductlon can be achieved, 4.¢., in which inereasing output would
nean increasing economy of production is, other things being equal,
a particularly favourable subject -for protection. Another class
of industry which should be regarded with a favourable eye. is.
that in which there'is a probabﬂity that in course of time the 'whole
needs.of the country could be supplied by the heme production.
In the ecase of . such an industry the burden on the consumer
determines aut'omatically As soon. as the foreign imports cease
1o come in, the price ceases to be regulated by the foreign price
plus the import duty. It is regulated by the intermal com-
petition ; and even though the duty may remain in the customs
schedule, it becomes. practically inoperative, and merely fixes a
maximum limit to the height to which home prices may rise—a
limit whieh is never likely to come into effective operation umless
the home producers form a monopolistic combine or the home
industry passes through a period of exceptional distress. It does
not of course follow that, if an industry is never likely to supply
more-than a certain proportion of the country’s requirements, it

would not be a fit subject for protection. Provided that it fulfils :

condition (3) and is eventually able to face world competition wi
out. proteetmn, it will be possible to take off the _protectiv
- Wlthout in u_ry to the mdustry, and the burden on t

czf g é,hd removmg dutles, even When they are
-d; 11; i’ probable that sueh an mdustry WIH

m;)unously the interests of dt
We received evxdence at Cale; ,‘

;ﬁagom_sm,u The ananufaeture of Wood piﬂp fro:m ha

-
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i just being started in India. The manufacturers are apprehensive
of the competition of imporied wood pulp and asked for the im-
position of a protective duty on wood pulp. The Indian paper -
‘manufacturers, however, who use imported wood pulp and for
whose benefit it is at present admitted free of ‘duty, naturally
objeet to a proposal which would raise the cost of their raw
material and therefore put them in a less favourable position to
compete with imported paper. 1f it is suggested that this difficulty
might be overcome hy giving special compensatory protection
to paper; a third interest claims to be heard, and Indian printers -
" and publishers complam that if the cost of paper is raised they
will ‘be handicapped in competition with imported books wiich are
admitied free. In all such cases the most cssential requireinent is
that the wtmost publicity sbould be given to the enquiry of the Tariff
Board, so that all interests concerned may have full opportunity of -
representing their point of view. When the Tariff Board is in
possession of all the facts, we can only suggest as a principle for its
guidance that an industry should receive protection, even if it ad-
versely affects the development of other industries, provided thig
-vesults in a nef economic advantage to the country. .
. 100. We have mnot found it possible to lay down for the
 Stages of dovolopmont b guidanee of the Tarift Board any* definite
which protection, may bo principles in regard to the stage of develop-
vequired. ment. at which proteetion could  most
usefully be aceorded to an industry.  We consider that an industry
~might receive protection at any stage provided our condition (2)
is fulfilled; wis., that it is an industry which without the help. of
. protection either is mot likely to develop at all or is not likely to
~develop so rapidly as is desirable. Condition (2) is naturally most
likely to be fulfilled in the case of industries which are relatively
weak ‘and undeveloped and are therefore temporarily unable to
meet the competition of more highly developed foreign industries,
or mdustmes which are haundicapped by the temporary neceSSIty"',
“of importing expenswe foreign labour or directiom, or which suffer
from labour which is inefficient, because untramed These ' dis-

advantages are most likely to be found in industries which are,,:; \

‘ eomparatively young, but an industry may also stand in needr of

- protection as a result of some temporary deterioration or atmphy,w S
‘and even a strong and prosperous - industry = may . derive great

benefit by the rapid development of some new branch induced by -

protect:on. ‘A classic example of th1s s the - extrgordmary deveIOp.[ -
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ment of the tin plate mdustry in the United E»tates under the
influence of the duty imposed in 1890.

101. But while we feel that we cannot indicate-with any degree
of definiteness the stages at which tariu®
Tarift . protection not as a vl o e
rule to be granted to new ~ protection. can best be applied to existing
industrics, industrics, we consider that in the case of
new industries a more definite principle can be laid down. If appli-
cations for tariff assistance are entertained on behalf of industries
which have not-yet come into existence, and the Tariff Board has to
cousider ‘not facts but. the anticipations of the promoters, it will
be a task of great diffieculty to make a selection with any. reasonable
assurance of sueccess. The danger of loss to the community by ex-
tending tariff protection to such industrigs will be great. Moreover,
if protection is extended to an industry before it has begun to
produce, or while it 1s produeing a very small proportion of the
needs of the country, a great and unnecessary burden will be imposed
¢ the ‘consumer. - To protect by import duties an industry whiéh
supplies only one per cent. of ihe requirements of the country is
an- extravagance.  Further, in the absence of any reliable data in
regard to the cost of productivn it would be a matter of grest
d:fficulty to determine a reasonable rate of proteetion,-

102, Not only in our view ave there strong objections as a rule
to granting tariff protection to new industries, but the grant of such
protection is really unmnecessary. We anticipate that the finaneial’
neeessities of the Government will ensure the retention of a general
level of revenue duties which will give a new industry as mneh
tariff assistance as it would require at the start. After the industry
has developed to some extent and shiown its possibilities, it might
then approach the Tariff Board. If, however, any further ‘State
assistance appears to be required in Lllb initial stages, we think that
it should as a rule take the form of bounties or siich. other forms of
assistanee as are recommended by the Indian Industrial Commission.
We do not mean to say that never under any circumstances should
tariff protection be granted to a new industry, but we have no doubt
that in ordinary eases other forms of assistance are far preferable,
In short we ondorqe the policy advocated by the Hon’ble Lala
Hgrkishen Lal, ‘“ Nurse the baby, protect the child and free ‘the
adult. ’ ’

103. The most diffieult task of the Tariff Board will be to deter-

Detormination of the take  Mune tho riate of protection required by
protection, an industry. This must be a matter of

1
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judgment based on the fullest knowledge of the faets. The rate
proposed must evidently be adequate to the purpose in view, and will
‘therefore depend in part on whether the Board eontemplates merely
the gradual establishment of the industfy on sound lines or a period
-of " rapid development Tn exceptional cases a higher rate of
protection,  though imposinrr a greater burden on' the consumer,
may attain its objeet in a shorter time, and may therefore prove
to be a smaller total burden than a low rate continued over a
long period. But this is a pom‘r which can only be determined
with reference to the conditions of each particular industry.

104, In arriving at its decision we should expect the Tariff
Board to take account of the relative cost of production in India
and in foreign countries, but this factor in itéelf would not supply
the answer to the proper rate of protection, for a high cost of .
production in India may be due in part to immediately remediabla
causes, and it would be most inexpedient to recommend a rate
which might stereotype inefficiency. The relative cost of pro-
duction will also be some guide to the Board as to whether au
mdustry fulfils the primary conditions laid down for protection.
If the difference in cost of production in India and other countries
is large, there is a primae fecie presumption that India does noi
possess the necessary natural advantages for the industry.

105. The question of locality may give rise to some diffieult
Consideration of the loca- DToblems. Tt may happen that the claim of
tion of industries, an industry to a particular rate of protec-

‘tion is based in part on difficulties arising from unsuitable location.
Such considerations should not be allowed to increase the rate of
protection. An initial mistake of the industrialist should not be
perpetuated at the cost of the community ; nor would protection
in such a case be of any advantage to the particular industrialist.
Under the shelter of the protection given new concerns would
set up in more favourable localities, and in the ensuing competition
the original concern would be unable to survive. Difficulties may
arise, however, not from any mistakes in location, but simply in con-
sequence of the great distances in India. An industry may be
located in a most suitable position. It may however be at such a
distance from certain parts of the country adjoining the seaboard.
that it is unable to compete in those parts with goods imported
by sea. Cases of this nature will no doubt be taken into consider-
a.tlon by the Tariff Board, but it would not in our opinion be

right to endeavour to secure for an industry such protection as
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will enable it ‘to compete in every possible market in India; if
this involves giving protection appreciably higher than is required
for the success of the industry in the greater part of the country.

106. Hitherto we have dealt merely awith the general principles
Industries  essential for Whieh"should be. appligd in ﬁhe grant Pf
national defence or of special protection to - suitable -industries. But in
military value. diseussing the theoretical groundwork of
protection. we pointed out that the prineiple of international
division of labour may be limited by considerations of national
defence, in other words that there may be industries the protection
of which cannot be justifiel on an ordinary economic basis, but
which yet may require protection on the broad ground of national
safety. The Great War has brought these considerations into
prominence ; they can hardly be overlooked by a generation which
has seen for fitself the wide area of the material foundations
on which - success in- war is built wp. Indeed there is . some
danger that this factor may receive exaggerated emphasis. It is
hardly possible for any country to be completely self-contained in
all the requisites for imodern warfare. The extent to which India
should endeavour to make herself independent of oufside resources
must be governed by practical considerations. Nevertheless we have
no hesitation in affirming the principle that any industry which
is essential for purposes of national defence, and for which the
conditions in India are not unfavourable, should, if necessary, be
adequately proteeted, irrespective of the general conditions which
we have laid down for the protection of industries.

107. The selection of the particular industries which might Le
held to come under the above definition is primarily a matter for the
military authorities. There are, however, a number of industries
which, though of wmilitary importance, can hardly be described
as essential for purposes of mnational defence. In such cases
the military value of the industry must be balanced against the
economic” cost of maintaining -it, and the final deecision. must
be based on a sensé of proportion. We have had the advantage
of studying a note prepared by the Director General of Ordnance,
dealing with the military value of certain  industries, and we
think that the following deserve special consideration. In the
first place there is the steel and iron industry. . There can be. no
question of its importance for purposes of national defence, and
there appear to be no natural obstacles to its development in

. India. In this connection we must draw attention to the different
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condilions which prevail in the iron and the steel industries.
The evidence which we have heard suggests that Indian pig iron
can Bold its own without any protection. Steel production on the
other hand involves highly technical processes, which untit Indian
labotr is fully trained entail the importation of expensive foreign
labour. At the same time foreign competition in steel is very
severe, We think therefore that the question of exfending.
protection to the manufacture of stecl should be one of the first
subjects for enquiry by the Tariff Board. Other commoditics which
appear to us to be of sufficient military value to warrant speecial
consideration are leather and leather goods, copper, zine, sulphur,
ammonia, refined glyeerine, mineral jelly (vaseline) and rubber
goods. We must not be understood to say definitely that the pro-
duction of any of these artieles requires Government assistanee,-
or that if Government assistance is required it should neecessarily
take the form of protective duties. On the contrary, in the case of
sneh industries assistance by means of bounties or other devices
of this nature may be found suitable cither in liew of tariff protec-
tion oy in addition to it. Our reeommendations also must be under-
stood as applying only to articles the manufacture of which by
private enterprise is desivable. Cordite for instance would always
be manufactured by Government, and no question of proteetion or
agsistanee would avise.

108, There is another clags of industries to which gpecial
Treatment of basic considerations ~ apply. These ave whas
industries. may be ealled basic industries, by which

we mean industries of which the products ave utilised as raw
materials by numerous other industries in India. From one poing
of view the protection of such industries may be regarded as un-
desirable, seeing that the cffect of protection will be to raise
the cost of the raw material of a number of Indian industries.
For this reason it may often be found that the best way of
assisting a basie industry is by a bounty rather than by a pro-
tective duty. In any case the development of certain basic
industries may be in the interests of the country generally, either
because, like the iron and steel industry, they will stimulate the
establishment of other industries dependent on them, or because,
like some of those industries whieh have been classed as ‘“-key
industries . under the - British Safeguarding of Industries Aect,
their products are of such 1mportance that any interference Wlth‘
the-supply, such as might arlse from a cessation of imports, would
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bring other industries to a standstill. Our general view is that the
decision whether protection should be given to basie industrics
should: rest rather on considerations of nétional economies than on
the economies of the partienlar industry. In addition to iron and
steel, certain chemicals and minerals and lubricating oils might
be regarded as basic industries.

-109. The supply of machinery at the cheapest possible cost has
long been regarded in India as an essentia
condition of industrial progress, and from

1894 when the customs duties were reimposed until 1916 industrial
machinery was admitted free of duty. In 1916 a duty of 2% per cent.
was imposed on industrial machinery other than that for eotton
" spinning and weaving mills, and in 1921 the same rate was imposed
on this latter class. The treatment of machinery raises problems
very similar to those which arise in the case of basic industries. Tor
the development of industries in general the free import of maechinery
is revidently ‘desirable. On the other hand there are obvious ad-
vantages in the encouragement of the manufacture of machinery
in- India. But thig encouragement should not as a rule be given by
import duties. 'These must tend to injure the general industries of
the country by raising the cost of one of the prime constituents of
production. Our conclusion therefore is that when a case is made out
for the encouragement of the manufacture of machinery in India,
such encouragement should be given by means of bounties.. We admit
that there may be exceptions to such a rule. For instance, jute
being a monopoly of India, it is possible that the jute manufacturing
industry might be able to bear an import duty on its machinery; with
a view to develop the manufacture of this machinery in India.
110. As*we have laid down the principle that, in order to avoid
injuring industrial development, import duties should not be- laid
on machinery to encourage-.its manufacture in India, it follows that
we - cannot-approve the principle of taxing machinery for purposes
of revenue. - We fully realise the financial difficulties of the Govern-
ment of India, which led to the imposition of a duty on machinery,
and we admit that the present duty of 2% per eent. does comparatively
Iittle harm. But we feel bound to express our definite view that a
revenue duty on machinery is undesirable in the present state of
the country’s development, and that the existing duty of 27 per
cent. should be abolished as carly as possible. i
111. In discussing machinery we have had in view mainly such
Machinory worked by maxnual machinery as is needed for the development
or animal power, of up-to-date industries and for the improve-

"Treatment of machinery.
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ment of agriculture and dairying, these being the classes of machinery
which have hitherto reccived special treatment. Machinery on.the
other hand (with the exception of agricultural and dairying imple-
ments) whieh is worked by manual or animal power is liable to duty
at 15 per cent. ud valorem, and the question arvises whether this dis-
tinetion is a proper one. We understand that the principle
underlying the distinetion is that power machinery is purchased
out of capital which it is undesirable to tax. While endorsing
this principle we think that it should also be applied to small
scale industries, and that the concession should be extended to
all machinery, even when worked by manual or animal power, .
which is used for industrial purposes. If for instance the import
of handlooms free of duty were a matter of sighificance to the
handloom industry, we consider that the fact that the loom is
worked by hand should not stand in the way of the concession
being granted. We do mot however consider that any special
treatment need be aceorded to machines which are mere labour-
saving devices, such as type-writers and sewing machines.

112. We received in Bombay a widely signed representation
Eloctrical hransmission  1rom the principal users and suppliers of
gear, electrical apparatus, which drew attention
to certain disadvantages under which the clectrical industry was
suffering in regard to customs treatment. 'The main complaint was
that transmission gear was charged at the general tariff rate instead
of at 2% per cent., and that in consequence electrical supply was
placed at a disadvantage in comparison with steam or gas supply,
in which the transmission system is much less elaborate. We
recognise that the present rules do in faet involve some diseri-
mination against clectric supply, which is undesirable, and. we
recommend that, if a definition of sueh transmission gear can be
devised which is not based on the purpose for which the articles
are required, the benefit of the favourable rate should be extended
to such transmission gear. We are however much impressed with
the practical difficulties which arise in attempting to administer
a customs definition based on the purpose for which an article is
to be used, and our recommendation is conditional on the possibility
of a satisfactory definition being framed which will not introduce
considerations of this nature. We wish to make it quite ¢lear that
our recommendation applies only to transmission gear, and not to
electrical apparatus generally, which we do not consider is entitled.
to any special treatment. T
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113. Raw materials required for Indian industries should ordi-

narily be admitted free of duty. By raw
‘ materials we mean materials which have
not undergone more than the most elementary treatment; such as
ginned cotton, wool tops or raw rubber. This is an obvious prinei--
“ple of general acceptance in protectionist countries, but its appli-
cation will involve some changes in the existing Indian tariff. TFor

instance we have had many complaints regarding the import duty

on sulphur, which is a raw material for many industries, and the

Tata Oil Mills Company have complained that their industry . of
extracting oil from eopra in Southern India is handieapped by the
import duty on ecopra. In both these cases there appear to be good
reasons on ordinary protectionist principles for removing the duty.

There may of course be instances in which it -is found necessary to

protect by an import duty the production of some raw material in

India, but such cases should be comparatively rare, seeing that raw
materials are in general bulky in proportion to their value, and there-
fore enjoy a considerable measure of natural protection. Tt is true
that in many countries agricultural produce receives protection, but
fortunately this problem has not yet arisen in India, and the posi-
tion is therefore greatly simplified. In this connection we. note

that there is an import duty of 2% per cent. on food grains. This

duty was imposed in 1916 and appears to us to serve no useful

- purpose. In mnormal times the import of food grains into India is

negligible : in times of ‘s¢areity, when grain is imported in appreci-

able quantities, the duty is suspended by executive order. Tt has

been in suspense now since January 1921, We algo notice that oil-

seeds are subject to the general rate of duty of 15 per ecent. We
would suggest that this duty also might be removed, in accordance

with our general principle that when no duty is required for pro-

tective purposes the raw materials used by any industry in India

should be left free. Difficulties arise only when there is a question

of giving protection to the raw material. TFor instance there might

be some dotuibt as to whether silk worm cocoons shotuld be admitted
free in the interests of the silk weaving industry or should be

protected in the interests of the silk worm rearers.

Raw matorials.

114. There is one important commodity, which may be regarded
as the raw material of nearly all industries,
A and which requires special mention.. = An
abundant and cheap supply of coal is the foundation of future in-
dustrial progress in India, for, though water power provides an alter-

Coal.
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native, it is limited to certain localities owing to the impossibility of
transmitting eleetric power over great distances. Coal is under our
definition a basie industry, and one the development of whieh is of the.
greatest importance to industries in general. There are great de-
posits of coal still unworked in India, for the development of which
capital is required ; but eapital will not be fortheoming until the
eoal industry is placed on a more profitable basis. It may be argued
therefore that assistance to the coal indnstry shounld,be givendn the
general interests of the industries of India, and that for this purpose
a protective duty should be imposed. A revenue duty of 8 anmas
3 ton has heen in foree since 1916, and the Indian Mining Federation,
‘Caleutta, smgeested that this should be raised to Rs. 5 a tor. - This is,
however, one ol those cases in which we are convineed that the pro-
tection of the basic industry or raw material woald not be to the ad-
vantage of the country as a whole. Cheap coal is essential to induas-
tries and we ave not prepared to recommend any measures which will
make coal dearer. Morcover there is reason to believe that the eoal
industry is suffering from a special and temporary disability. Tt is
notorions that the railway facilitics for handling coal have become
entirely inadequate. This serves to restriet the market, and also to
depress the priee for that portion of the market, wiz., railway com-
panies themselves, to which therve is a certainty of being able to make
delivery.  We have no doubt that these conditions have reacted most
unfavourably on the coal industry, that till they are removed ne
measure of proteetion wonld bring prospervity, and that when they
are removed the industry will need no proteetion. The euve theve-
fore lies in a rapid development of railway facilities, as a vesult of
which we believe that output will be inereased and a more favourable
general level of prices will he obtained, though the price of ¢coal to
industries may actually fall. Our general coneclusion is that on
prineiple there should be no import duty on coal, and we rccom-
mend, that the present duty of 8 annas per ton be removed at the
earliest opportunity. , ) ‘
115. In the case of partly manufactured goods the problems of
conflicting interests are more likely to arise
than in the case of primary raw materials, =
The fundamental diffieulty is that a duty imposed on partly manuafac-
tured goods has to be carried on to a greater or less extent into the
daty imposed on any finished articles into whose composition they
enter. If for instanee the finished article in itself requires a pro-
tective duty of 15 per cent., and if a duty is imposed on any materials
yhich arc used in making the finished article, then. the duty of 15

Partly manufactured goods.
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per cent. will have to be 11101eased to compensate for the additional
cost of manufacture caused by the taxation of the partly. finished
goods. It follows therefore that the ideal, from the point of view of
the treatment of the finished goods, Would be to leave the partly
finished goods free.  But it may often happen that the partly finished
‘goods also reguire protection, or possibly the partly finished g,oode
may require protection and the finished goods may not. A cese in
" which:some ad justment of this nature scems to be-ealled for is that of
printing ink, cn which there is a.duty of 24 per cent., while the raw
materials from which it is manafactured in India pay a duty of 15 per
cent. ~ The existing tariff rates clearly operate to the disadvantage of
“this Indian industry. The whole question is essentially a practical
one, and no definite principle ean be laid down. The Tariff Board
may sometimes have to decide which stage of an mdus’my offers
“the best immediate results, and to give the necessary protection
to that stage, either followmg out the results of that protection
and giving whatever consequential protection may be necessary
to other stages or deciding. that the development of the other
stages'is not a matter of immediate practical politics. These coi-
‘siderations bring out clearly the difficulties of dealing with basie
industries by means of import duties. An import duty on a basie
industry may involve compensatory duties being placed on a
number. of produets which in tihemselves may require no pro-
. tection. In such cases, as we have stated alveady, the befter Way
may be to assist industries by bounties.

116. From our general remarks it will be clear that in our view
revehue duties should not be imposed on
partly manufactured articles destined to be
worked up further in- India;, unless a reference is made to theg
Tariff Board in regard to the probabie effect of such duties on the
industries concerned. While we have been sitting however a duty
of. this nature has been imposed on cotton yarn, and we therefore
think it desirable to make a special reference to it. In the early
~days of the Indian tariff cotton yarn was subject to a low duty

which at the time of the general abolition of the customs duties
stood at 3% per cent. When in 1894 the cotton duties were
reimposed it was at first decided that the excise duty to esuntervail
* the import duties should be imposed on yarn and not on piece-goods ;

and aceordingly in that year an import duty and an excise both at
the rate of 5 per cent. were placed on cotton yarn. This system
gave way in 1896 to an excise duty on cotton cloth ; and it was
decided that, as the Indian finished product was to be taxed, the raw

The duty on cotbton yarn.

K
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material, namely yarn, should be freed both from excise and from
import duty. . Accordingly from 1896 until the current year the
import of cotton yarn has been free of duty. In the course of our
tour we received a certain amount of evidence in regard to the
principle of a duty on cotton yarn, some witnesses advocating it
as a measure of protection te the Indian spinning industry, while
others pointed out the ill effects which they anticipated any such
duty would produce on the handloom industry. In the current .
year’s budget, however, the Government of India, impelled by the
necessities of the financial situation, proposed the imposition of a
duty at the rate of 5 per cent. ad valorem on imported eotton
yarn. 'The proposal was accepted and passed by the Legislature.
~'We feel that we are not in a position to pronounce any definite:
opinion regarding the propriety of this duty. But we recommend
strongly that in view. of the faet that the duty has been impesed
without, ag far as we are aware, any detailed enquiry into its
possible effects on the intercsts coneerned, and that in accordance
with our - general principle no duty should be imposed %p a
partly manufactured article like ecotton yarn until the effeet has
been carefully analysed by the Tariff Board, the question of the
continuance of the duty on cotton yarn should be referred at an
early date for investigation and report by the Tariff Board. The
evidence which we received from those interested in the maintenance
of the handloom industry was that the great bulk of imported yarn
is consumed by the handlooms, that the rise in the cost of the eloth
which would result from a duty on yarn was likely to affect the
demand for the product of the handloom, and that it was even
probable that the handloom weavers, owing to their ill-organised
condition, might not be able to pass on the whole of the duty by
raising the price of their cloth, and that therefore the duty would to
some extent have to be paid directly out of their own pockets.
This, it was felt, would constitute a heavy burden on a poor class
with small resources. It was further urged that in the coarser
qualities of goods the handloom weaver is in direct competition
with the Indian power looms, and that a duty on yarn would eon-
fer a clear advantage on the power looms. The weaving mills
for the most part obtain their yarn from their own spinning depart-
ments, and consequently the cost of the yarn which they use will not
be affected by the import duty. The handloom weavers on the other
- hand, having to purchase yarn in the market, will undoubtedly have
to pay a price which takes into account the import duty, whether they
purchase imported or Indian made yarn. The Tariff Board will
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have to examine the validity of these contentions and also the
question whether any duty on ecotton yarn is required for pro-
tective purposes, for though the present duty has been imposed
by the Government purely in order to raise revenue; the advoecates
of the duty regard it with satisfaction as a measure of protection.
117, 'We have now gtated generally the principles in accordance
xe§§§%§f“é’r‘sx§§hﬁi‘i‘v‘f§ ﬂé? may be imposed. But the function of the
D s Sutity thie, O State is mot completed when a duty has
: been imposed.  If protection follows the
- lines. which we contemplate, most of the protected industries will
after a longer or shorter period be in a position to dispenge with
protection altogether, or at any rate to maintain themselves with a
considerably reduced measure of assistance. No one who has studi-
ed the history of protectionist countries can be blind to the fact that
it is far easier to-impose a protective duty than to reduce or abolish
it. - As an industry grows economically, its political influence also
grows, and it is in a position to exert considerable pressure on the
body that has the power to modify the duty. It may be accepted as
the general experience that protective duties are continued for too
long d period and -at unnecessarily high rates. It is true that,
under a system of protection, when the local producers are in a
position to supply the entire loeal demand and are as efficient as
their foreign rivals, the protective duty becomes largely, if not
altogether, inoperative. Bui - this condition may mnot arise for
many years, and in the case of some industries may never arise. We
have to consider therefore what measures can be taken by the State
to regulate, and when they have fulfilled their function to remove,
protective duties. Some witnesses, realising the difficulty of redue-
ing or abolishing a duty in oppousition to the vested interests which
are likely to grow up, suggested that when.a protective duty is im-
posed it should be imposed only for a definite period, at the end
of which it should automatically cease. We fear that a scheme of
this kind would be too drastic. It is not possible for legislators to
foresee the future conditions of an industry. If, for instance, a
time limit of 15 years were placed on the protection given to a
particniar industry, it might happen that within the period of 15
years new conditions arising might make the protection of the
industry as essential at the end of the period as at the beginning.
Protection in such a case would inevitably be extended. But a
time limit which was not always observed would soon lose all its
effectiveness. To avoid such.a contingency the Government would be

with which we hold that protective duties
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tempted to fix a very distant time limit, so distant as to give little
real security to the consumer. And indeed it must be coneeded that
the period required for the cstablishment of an industry will not
ordinarily be short. The eminent American cconomist, Professor
Taussig, who was the first Chairman of the United States Tarifl
Commission, writes : ¢ The length of time to be allowed for the
experiment should not be too brief. Ten years are not enough ;
twenty years may be reasonably extended ; thirty years are not
nezessarily unreasonable.”’ It is hardly to be expected that an
industry would be able to establish itself in India in any shorier
period than is required in so highly developed a country
as the United States, It wounld be necessary, therefore, either
to fix a time limit so remote as to have little practical meaning,
or to fix one whieh might well prove inadequate and would certainly
fail to give the industry sthat feeling of security for the future
which is one of the most important results of a poliey of proteetion.
We feel therefore that the scheme of a time limit is not really
practicable, and that the difficulties which it was designed to obviate
must be faced in some other way. We think that the only method

- by which the State can satisfactorily maintain its control over
protected industries is that the Tariff Board should be charged with
the duty of watching the cffect of the protective duties imposed and
making from time to time such recommendations as it may think fit.
We do not think it is possible to lay on the Board the duty of report-
ing in regard to each industry after any definite stated period. - But
on the other hand it is important that the direetion to watch the
effect of the duties should not be expressed too generally; for in that
case we do not anticipate that any practieal result would ensue.
We recommend therefore that the Tariff Board should be directed
to review periodically the protection given to industries, the period
of review being left to the discretion of the Board, but that it should
be understood clearly that the review when made should take the
form of a definite enquiry-into the condition of the industry and ‘the
desirability of continuing the duty at the existing rate.

118. These resommendations apply primarily -to industries which
are thriving under protection. It is possible however that some
industries to which protection has been extended will not fulfil the
expectations on which protection was granted. The Tariff Board
should be charged with the task of investigating the conditions of
such industries, and if satisfied that protection has not succeeded
and that there is no probability of its succeedmg, 1t should recom-

» mend the W1thdrawal of protection. : :
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119. We have already explained that we contemplate a tariff
Taxation of acticlos not  consisting partly of revenue and partly of
vequiring protection. protective duties ;' and we ‘have now to
consider whether any prineiples can be laid down for regulating
the rates of taxation on articles to which protectionist considera-
tions do not apply. The mere fact of an article not requiring pro-
tection will not justify its being taxed without congideration of the
effect of such taxation on other industries. "We have recommended
for instance that there should be as a rule no duties on raw materials.
Similar considerations apply to the case of semi-manufactured
articles, which do not go straight into consumption but are used in
the process of mamnt 1factm'e of any industry in India. Any taxation
imposed on such articles reacts on the industries which use them,
and-consequently. will either injure those industries or will neces-
sitate the imposition of some compensatory duty. We have already
‘referred to a conspicuons example of sueh a cage-in the duty on
cotton -yarn. From the protectionist point of view it is clearly
desirable that articles of this nature should be admitted at the
Towest possible rate of taxation ; and if the revenue necessities of the
Government force it to contemplate the imposition of taxation on.any
suen article, it should not be imposed until the Tariff Board has
been eonsulted and has given its view as to the desirability of faxa-
tion from the protectionist point of view.

120. When protectionist considerations do not arise, we see no
reason why the Government should not impose revenue taxes in
aceordance. with the recognised prineciples which  govern sneh
taxation. When a large revenue is required it is generally found
that taxation has to be immosed on articles of almost universal
consumption, which may be classed as necessaries, but in general
the necessaries of life showld be taxed as lightly as possible. High
duties may reasonably be levied on luxuries, provided care is
taken that the duties are not pitehed so high as to pass the point
of maximum productivity.

121 When the system which we contemplate is in working order

- Mrentmont of industiion i OV industry which e.ons;ders tha‘? it has
the period intervening before & claim to proteetion will have had its case
2%%@22;32& .estab‘lshment mve':-‘;tlgatgd b;y the Tariff Board, and. pro-
tection will either have been granted or

denied. In consequence any duty which has not definitely been
declared to be a protective duty, or which has not been fixed
with reference to the principles indicated in paragraph 119, will
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he regulated solely in aceordance with the financial needs of the
Government: We reecognise however that there will be a transi-
tion period while the Tariff Board is making its initial enquiries.
It might happen that in this interval the Government wished on
revenue grounds to diminish a duty which the industry concerned
might claim was exercising a protective effect. Should such a case
arise, we have no doubt that the industry would not lack spokesmen
who would request the postponement of the alteration of the duty
until the Tariff Board had reported on the amount of protection, if
any, required ; and we urge that, in considering any such case,
the general principles of -our recommendations should be borne
in mind, Tt might also happen that some important industry
needed immediate assistance, before the Tariff Board had come into
existence. In such a case we should mnot expect Government to
feel itself debarred from considering the claims of the industry, and,
if satisfied, recommending to the Legislature the grant of the
neeessary help, pending fuller investigation by the Tariff Board.
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CHAPTER VIIL
Supplementary Measures.

122. We have given our reasons for advocating a policy of pro-
A moro indusprial biss in tection in India and we have outlined the
_primary education. prineiples in aecordance with which  that
policy should be applied. But it is clear that the mere imposition
of protective duties, however scientifically contrived, will not
by itself produce that full industrial development which we desive.
The Indian Industrial Commission pointed out that ¢ a factor which
has tended in the past to delay the progress of Indian industrial
development “has ‘been the ignorance and conservatism of the un-
- educated workmen ’’; and we wish to lay stress upon the indisputable
truth of the statement. The quality of Indian labour can only be
raised by ‘an improvement in the education of the labourer, which
will lead to a higher standard of intelligence and a higher standard
of living.  We feel that the type of primary education at present
given in India is not always suitable to the develppment of a more
efficient industrial population. We would suggest that the primary
school eurriculum should include some form of manual training, and
that the educational system should be devoted far more ‘than at
present to the awakening of an interest in mechanical pursuits. If
a more practical and industrial turn can be given to primary. edu-
cation, the difficulty to which we have already referred in regard
to the supply of industrial labour would be likely to diminish. & I'he
difficulty as we have cxplained consists not in any real paucity of
supply, but in the conservatism of the agricultural classes and their
reluctance to seize the opportunities for more profitable employment
which are open to them. A greater familiarity with mechanical pur-
suits induced by early training would go far to remove these pre- -
judices.
123. It is not only in the lower ranks of labour that an improve-
o . ment in guality is necessary. Too lon
‘Tra‘mmg of approntices. .5 India been dependent in the mori
skilled branches of industry on imported labour, and nothing is
more likely to cheapen the cost of production in Indian industries
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than the replacement of imported skilled labour by equally efficient
“Tndian hands. We realise that this may be a matter of some time and
difficulty, though in the cotton industry the process has already
advanced considerably. It has been suggested to us that in order
to expedite the proeess the Government schould make it
obligatory on all industrial concerns in India to give facilities for
technieal training to Indian apprentices,  We fear, howewer, that
the training given under such & system of compulsion would
be of little value, and we believe that economie forces by themselves
are rapidly producing the results which some would endeavour
toseeure by legislation. JTmported labour in India is now so dear
that  industrial concerns are driven, by regard to their own
interests, to endeavour to train up Indian labour to take its place.

124, There is one divection however in which we consider that -
Government could: with advantage take action. We think that
whenever important CGovernment orders are placed with firms
outside India, on¢ of the conditions of the tender should be that
the firms should, 3 required, agrec to afford facilities for technical
training to Indian apprentices sent by the Government of India.
The competition for Indian orders is so great that i practice we
believe few firms would decline to aceept such a condition, and
consequently the adoption of the policy would entail no appreciable
extra expenditure on the State, We observe that a resolution in
this sense was moved in the Liegislative Assembly by Sir Vithaldas
Thackersey on the 23rd September 1921 and was treated
sympathetically by the Government.

125. We have referred to the necessity of increasing the supply
Tnuroased  mobility of ©f suitable labour and have suggested that
labour, better methods of cducation might tend fo
achieve this vesult, We think it is possible also thap the existing
supplies of labour might be made.more mobile by some system of or-
ganisation.  The tea industry already takes special steps to secure
for itself the labour it requires, and we think it is possible that other
industries might with advantage to themselves develop some similar
system. : o

126, There is another subject, and one of a more contentious

The railway vates policy nature, which has an important bea_tringlon"
and its effect on Indian the success of the policy of protection which
Industries, we advocate. It has frequently been urged
that the system on which railway rvates are fixed is injurious
to the interests of industries. It is not inconceivable that a policy,

.
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of protection to industries might to Some extent be nullified by
injudicious railway rates, or it might be found that in consequence
"of such rates the tariff protection required by an industry, and
consequently the penalty on thé general publie, was higher than
it otherwise would be. The Indian Industrial Commission received
much evidende in regard to the alleged handicap imposed on Indian
industries by -the railway rates policy, and devoted a chapter . of
its report to considering this question. Similar evidence was given
before ~the Railway Committee which sat last year, and we have
received complaints from persons interested in industries in many
parts of the country to the effect that the system of railway rates
- «operates to the disadvantage of Indian industry.

127. Broadly speaking the charge is that the rates are so
framed as to encourage traffic to and from the ports at the expense
of internal traffic. This means an encouragement to the export of
raw materials and. to the import of foreign manufactures to the
detriment of Indian industries, which often have to pay what are
described as unfair rates both on their raw materials transported -
from other parts of India and on their manufactured articles
despatched to the various markets. We had the advantage of
discussing the existing policy of railway rates with a member of
the Railway Board supported by representatives of the East Indian
and the North-Western Railways. We were shown that in more
than one instance the rates mentioned to us by  witnesses were
incorrect, and that the facts did not support the allegatjons made.
The official view of thé matter is that the complaints are largely
unfounded and that the railway companies are fully alive to the
importance of encouraging Indian industries. In support of this
view we were referred to a circular issued by the Railway Board to
all railway companies on the 18th May 1915, In this cireular it
was pointed out that the establishment of industries eannot fail
directly or indirectly to inerease the business of the railways, and
that the administrations of railways have it in their power to do
mueh for the encouragement of new industries by the quotation of
favourable rates for the earriage of the raw materials and of the
finished products ; and the railway companies were asked to co-
operate in making a special endeavour to do all that was possible
for the encouragement of indi@enouns industries. The prineiples laid
down in- this circular are heyond dispute. The recommendation
made is ene which we entirely approve. But we feel bound to
point out that this cirenlar was issued in 1915, that the Industrial

L
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Commission reporting in 1918 drew attention to complaints
indicating conditions guite inconsistent with the policy enuneiated
in the cireular, that the Railway Committee in 1921 received similar
complaints and that exactly lhe same complaints were made before
us in 1922. We cannot believe that these ecomplaints are entirely
without foundation. In spite therefore of the sympathetic attitude
of the Railway Board and in spite of the fact that this question has
- already heen dealt with by two Important Commissions within the
last four years, we think it necessary to refer to the matter briefly
in the hope of emphasising points which appear to be aceepted
generally in theory, but do not always seem to be translated into
practice. ,
128. We cannot do better than state our general agreement
Prinoiples which should ith the views of ?he Indie‘m Industri-al
govern the poliey of railway Commission on this question, and in
Taos. particular endorse the following of its
‘recommendations —

(1) ‘“ The governing principle which, we think, should be
followed in railway vating, so far as it affects indus-
tries, is that internal traffic should be rated as nearly
as possible on an equality with traffic of the same
class and over similar distances to and from the ports.”’

The Industrial Commission pointed out that this priveiple
must of course admit of numerous exceptions, but they pressed for
ity aeceptance as far as possible in the case of raw materials con-
veyed to, or manufactured materials conveyed from, Indian manu-
A facturmg centres. We agree with them in thinking that the accept-
ance of the principle would remove most of the existing complaints,
and would tend to have a beneficial effeet on Indian industries.
We specially endorse the recommendation that machinery and
stores destined for industrial use in India should be transported at
the lowest rate possible.

(2) ‘¢ We think that railways should accept the principle which
is followed in some other parts of the world, that a con-
signment travelling over more than one line should be
charged a single sum based on the total distance.”’

If such-a pelicy is feasible, we think that it would tend to
remedy some of the existing disabilities under which internal traffic
suffers. But we cannot ignore the fact to which the Industrial Com-
mission also drew attention that extra cost is incurred by the line
which handles traffic ever only a short distanee, and we are not in a
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_ position tosay whether the solution suggested by the Industrial Com-
mission of granting suitable allowances to the less favoured line
‘when dividing the total payments between the railways concerned
would involve serious practical difficulties.

(3) We recognise with the Industrial Commission the danger of
a pulicy of individual concessions to industries and of treating railway
rates as an indirect method of subsidy by the State. But we think
that within the limitations laid down by the Industrial Commission
it is not unveasonable that special rates should bé granted for a term
of years to new industries, and even to others if they can make out
a proper -case for special treatment. We do not contemplate that the
investigation of such ‘claims to favourable consideration shOuld be
part of the duties of the Tariff Board.

129. We notice that the Railway Committee have made a
proposal which if accepted miay go far to
remove the existing complaints. They pro-
pose that a rates tribunal should be set up which should have-the
power to give a fair judgment as between the trader and the railways.
This would remove the complaint that is sometimes made, that
hitherto the trader has had to appeal to the railway against its own
decision. We thinlk that, if the first recommendation of the Indus-
trial Commission cited in the preceding paragraph is accepted, and
the rates tribunal is established to adjudicate in any eases of special
complaint, the whole system of railway rates will be placed on a
much sounder foundation, and there will be little fear that the rajl-
way policy will adversely affect the development which the tarlff
policy is intended to achieve.

Propesed Rates Tribunal.

130 We received not a little evidencs of the inadequacy of the
Twprovement in aitwsy Tacilities al present provided by the railway,
facilities. companies. This however is a fact in the
existing transportation system of India which is well recognised,
is due to well:kknown eauses and is in proeess of being remedied as
rapidly as money can be provided. We hope therefore that the
development of our policy will not long be impeded by the present
deficiencies of the railways of India.

131, Somewhat parallel to the complaints about railway rates
Lowering of coastal ship- 27¢ the complaints which we have received
ping rates. about coastal shipping rates. The causes

are different, but the results are stated to be the same; namely,
that Indian goods are handicapped in transmission in comparison
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with goeds from foreign countries. Rates have been quoted to us
showing a great disparity between the charges on goods shipped
from one Indian port to another and those on goods conveyed
between Indian and foreign ecountries. Such disparities more
than neutralise the natural protection which an industry might
expect to receive in its own country by reason of the distance of
foreign manufacturing centres. The cause of the high rates in the
Indian coastal trade can, according to their crities, be summed up
in the one word ‘monopoly.’ It is suggested that the existing
monopoly can best be met by the development of an Indian
mereantile marine. As, in conneetion with the resolution muoved
by Sir Sivaswami Ayyar in the Legislative Assembly on the 12th
January 1922, the Government of India have accepted the necessity
of a thorough enquiry into the measures needed for the eneourage-
ment of an Indian mercantile marine, it is unnecessary for us to
do more than express our belicf that a suceessful issue to this policy
should have a favourable effect on coastal freight rates and assist
industrial development.

132. There is however one special feature of the existing system
to which we think it mnecessary to draw
attention. The system of shipping vebates
i3 one of the. strongest buttresses of monopoly. It is clear that an
arrangement whereby a cerfain percentage of the freight paid is
returnable to the shipper at the end of twelve mounths, provided
no cargo is shipped by any outside line, is a powerful weapon for
maintaining a shipping monopoly. Other countries have recently
legislated against this system, and we think that the Government of
India should make a thorough ecnquiry into the desirability of
initiating similar legislation in India.

Shipping rebates,

133. We have discussed the possibility of protection being
Monsures against neutralised owing to the existence of unfair
dumping, railway or shipping rates. But there is
another important .class of conditions whereby the protection
designed for an industry may be diminished or caneelled. Dumping-
has been for many years a subject of complaint among manufacturers
who considered that they were subject, by such methods as the word
is generally understood to convey, to the unfair competition of
forejgn industries. But it was mnot until the consideration of
economic problems after the war was taken up that dumping began
to loom large in the public mind in most countries as a serious
national danger. No une could foresee the nature of the economic
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competition after the war, and there was.a general feeling of

nervousness in  case enemy countries in particular adepted -this

method for re-introducing their industries into the markets of the

world. -The actual course of events has not accorded with the

apprehensions entertained, while the issue of the war was still

undecided, by the Governments which took part in the Paris
Economic Conference. But the ideas at that time engendered gave

ap impulse to the common sentiment, and resulted in a large number

of measures designed to prevent dumping.

134. Dumping is a ,word which in common parlance is
‘ frequently used to cover any kind of severe
as well as unfair competition. But the
practical definition of the term which emerges from a general study
of the legislation directed against it.is the sale of imported mer-
chandise at an F. O. B. price lower than the prevailing market
or wholesale price in the country of production. In-other words,
the dumper sells to the foreign consumer at a lower rate than to
the domestic consumer., ’

Definition of dumping.

. 135, It is necessary to see how such a condition arises and why
i Tt saisos.” it should pay the foreign manufacturer to
) supply the consumers of other countries on

favourable terms,” The most ordindry way in which dumping may
arise is as the result of over-produetion, a sudden fall in demand
leaving a surplus stock to be disposed of. Instead of reducing output
too- drastically it may pay manufacturers to continue producing
quantities somewhat in excess of the real demand, and to get rid of
the surplus at almost any price they can obtain. In this way a
country may find itself supplied with dumped goods owing to what
may be described as accidental over-production. But it is possible
that this process may become more systematic. In a country in
which the home manufacturers have in consequence of a tariff a
monopoly of the home market, and can thus keep up prices there,
and in an industry which benefits by mass production, it may pay
the manufacturers to produce much larger quantities than can be
consumed in the home market, provided the surplus can be dis-
posed of at a price which covers the bare cost of manufacture. In
such cases there may be a systematic process of selling goods abroad
at a price” below that at which they are habitually sold at home.
Finally there may be exceptional cases in which an industry deli-
berately supplies goods at a loss with a view to extinguishing a
foreign industry and thereby securing a monopoly of the foreign
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market, in the cxpeetation that it will recoup its losses by enhanced
prices when its rivals have been driven out of existence.

136. It remains to consider the effect of dumping on the country
which receives the dumped goods. It is
obvious in the first place that, provided the
country wreceiving the goods mneither manufactures nor wishes to
wanufacture goods of a similar kind, it receives no injury, but a -
clear gain, from getting goods at particularly low rates. The injury
that dwmping may do is only to the industries of the country into
which the goods are dumped. It the dumping is purcly casual
arising from some temporary miscaleulation of production in anether
country, the injury done to industries is also temporary and
casual, and is probably not of sufficient significance to demand
speeial protective measures. If the dumping on the other hand is
of & more systematic nature, the injury done to the home industries
is likely to be more sexious. Tt produces a feeling of Insecurity, and
may well demand some special measures. In the third case, where
the dumping is deliberately designed to destroy an industry in
order to sceure a subsequent monopoly, it would be elearly ineumbent
on the State to take measures to prevent the suceess of such a poliey.

Tty effcets.

137, Dumping being defined with reference to the priee of the
Difficulty of proving the goods in a i’()r'eiggn _market, it is naturally a
existencelof dwmping.  matier of considerable diffienlty to prove in
any particular case that dumping is taking place ; and it is not
easy to say whether at the present moment any dumping into India
isin progress.  The Tata Tvon and Steel Company, Limited, gave us
some figures purporting to show that Hnglish steel was baing sold
below the cost of production. The paper industry also complained
that Bnglish and derman paper was being dumped in India, and
there have been aliegations that cement is landed in India at' a cost
which indicates dumping. In none of these cases however can it
be said that dumping has been satisfactorily established, and it is
obvious that proof will always be hard to obtain. Corroboration of
these statements can only. be obtained from reliable agents in foreign
countries, and the expense of maintaining such agents in more than
a few countries would be very considerable. We understand that
the Canadian anti-dumping legislation has been worked with fair
success, because it~ is  comparatively easy for Cavada to obtain
reliable information regarding prices in the United States, which is
the main souree of her imports. But in countries less favourably
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138, The legislation in Canada was the prototype of most of the
Legislation in othor early legislation against dumping. Tts main
connirien. outlines are as follows. Action is restricied
to the case of articles of a class or kind made or produced in Canada.
The question whether goods are dumped is decided by comparing
the price at which they are sold for export with the fair marke
-value of the same goods when sold for home consumption in the
country whenee they are exported. If the export priee ig less than
- the fair market value in the exporting country, a special additional
duty is levied on them on import into Canada equal to the difference
between the two prices. The Act passed by the United States in
1921 differs from the Canadian Act mainly in the fact that no aetion
is taken until the Secretary of the Treasury, after such investigation
as he deems necessary, records a finding to the effect that in the
first place- the importation of a eertain kind of foreign gbods is
injuring or is likely to injure an industry in the United States
or is preventing any industry from being established ; and in the
second place, that such goods are being or are likely to be sold in
the United States at less than their fair value. The British Safe-
gnarding of Industries Act is in one respect similar to the United
States Act, in that the application of the dumping duty is not as in
Canada automatie, but is preceded by an enquiry. The enquiry in
the United Kingdom however is of a more eleaborate nature than
that in the United States.

189. In view of the comparatively few cases in which dumping
Suggested legislation 1 India has been alleged, we do not think

for India. it expedient to recommend the enactment

of a measure against dumping, such as that in force in Canada,
which has general and immediate effect. At the same time the
p(msmmty that action may be required cannot be ignored; more
especially in view of the fact that the recent anti-dumping legisla-
tion passed in so many countries will tend to concentrate such
dumping as may take place on those countries which have not
protected themselves.. We therefore recommend that the Govern-
ment should eonsider the desirability of introducing a measure more
on the lines of that passed in the United States, whereby power
should be taken to impose a dumping duty when, after enquiry by
the Tariff Board, it has been established that dumpmg is taking
place, and that it is injuring er is likely to injure an Indian industry.
The Customs Tariff (Industries Preservation) Act, 1921, passed by
the Commonwealth eof Australia in December 1921, contains a
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provision which we think would be generally sunitable to Indian
conditions. Section 4 (1) and (2) of the Aet runs as follows :—

Y If the Minister is setisfied, after enquiry and report by the
Tariff Board, that goods exported to Australia, which
are of a class or kind produced or manufactured in
Australia, have been or are being sold to an importer
in Australia at an export price which is less than the
fair market value of the goods’at the time of shipment, -
and that detriment may thereby result to an Australian
industry, the Minister may publish a notice in the
Gazette specifying the goods as to which he is so
satisfied.”’ :

““ Upon the publication of the notice there shall be charged,
colleeted and paid to the use of the King for the purposes
of the Commonwealth, on those goods imported into
Australia a special duty (in this section referred to as
' the dumping duty 7).”’

It will of course he understood that the enquiry by the Tariff
Board must be condueted with all possible expedition, so that if
dumping exists the period during which the industry suffers may
be reduced to a minimum,.

140. A kindred problem which has been agitating the publie
Tmpors from countrios in min'd r_'e'cently is -the posisibility and ‘the
which the exchange is desirability of taking special action against
seriously depreciated. the goods of a country whose exchange is
seriously depreciated. Provisions to deal with this danger are
included in the British Safeguarding of Industries Act and in the
Australian Act to which reference has just been made. We realise -
that a depreciated exchange may give rise to serious temporary dis-
turbance of the normal course of competition. But this situation is
likely to be temporary only. When the exchange of a country has
stabilised itself even at a very low figure, the necessary internal
adjustment of prices will take place ; and after a period the low:
rate of exchange will cease to be of any advantage to the ecountry
in its export trade. Here again we do not wish 40 recommend that
any action should be taken without full enguiry by the Tariff Board.
‘We consider that it would be advisable to include in the anti-dumping
legiglation already recommended a clause which will give power. to
the Government to take action, if after enguiry such action appears
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to be necessary, Th@ provision of the 'Australian 'Aet runs as

follows +— ' i

¢ 1f the Minister is satisfied, after enquiry and report by the

Tariff Board, that the exchange value of the currency

of the country of origin orexport of any goods has depre-

ciated, and that by reason of such depreciation goods

have been  or are being sold to.an importer _in Australia at

prices which will be detrimental to an Australian industry,

the Minister may publish a notice in the Gazetie specify-

ing the country as to the exchange value of the currency

of which he is g0 satisfied, and the goods originated in or

~ exported from that country to which, in his opinion, the
pr0v1s1ons of this section should apply.”’

A clause of this nature should prove an ample safeguard for
any dangers that may be anticipated from exports from a country
with a depreciated exchange.

141. If action is to be taken to protéet Indian industries against
Countervailing duties against the action of individuals in foreign coun-
export. bounties. tries resulting ‘in  dumping, or  against
such general conditions as arise inevitably from a tempcrarily
depteciated exchange, it is clear that protection should equally be
afforded against any deliberate aection of a foreign State tending to
gtimulate its exports at the expense of any Indian industry.  But
- ‘this branch of the subjeet is already covered by Aet XIV, of 1899
which was passed in order to deal with the export bounties on sugar.
The Act is worded generally, and provides tliat where any country
pays directly or indirectly. any bounty upon export, the Governor
General in Council may by notification in the Gazette of India
impose an additional duty on importation into India equal te the
niet amount of such bounty. This provision appears to give all the
“security that is required to counteraet -any system of -export
bounties, and provides an opportunity for any industry which feels
that it is. being handicapped by such export bounties to approach
the Government of Tndia with a view to the imposition of counter-
vailing duties.

A
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CHAPTER IX.
The Principles of Excisz Duties.

142. The taxation of locally produced goods is a factor which
must be taken into acconnt in any scheme
* The nature of excise duties
and the = commodities on of protection, because such taxation may
which they are levied. neutralise ‘the ‘protective effect of -import
duties. We proceed therefore to examine the economic principles
which may be held to justify the imposition of excise duties, and the
limitations which ordinarily apply to this form of taxation.

143. Excise duties, or excises as they are sometimes called, may
he defined as taxes levied on commodities produced within the
country and destined for local consumption. Under modern eon-
ditions they are usually levied on commodities in the hands of the
producer or wholesale trader, a drawback being allowed. if the goods
are subsequently exported. Many English writers in the 17th
century advocated a wide extension of this form of taxation, but it
proved unpopular in practice, and the tendeney of modern legislaticn
in the United Kingdom has been to throw the largest possible burden
of excise taxation on alcoholic dginks, and to exempt, as far as
possible, other articles. In most ecivilised eountries  alcohol and
tobacco have been selected as suitable objects for excise duties,
mainly beeause they are luxuries of general consumption aud
consequently yield a large return to the exchequer, and partly because
restrictions on the consumption of these commodities are generally
regarded as bensficial, or at least not harmful..  In the British colomnies
and the United States of America (except during the periods of the
civil- war and the war with Spain in 1898) execise taxation has
generally been confined to these articles. But on the continent of
Furope many countries have applied the excise system to other
commodities, such as sugar and salt, while France employs not only
a comparatively wide range of excise duties, but also a system of State
monopolies, under which the whole profits from the manufacture of
excisable articles, such as tobacco and matches,- are secured to the
State, In Egypt after the establishment of two cotton mills in
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1901 the Government subjected their produet to a consumption tax
of 8 per.cent. as compensation for the loss of customs  revenue.
In Japan cotton eloth is subject to & consumption tax, which econi-
prises both an excise duty on home production and a surcharge on
the customs duty on the imported article. A rebate is allowed if
the cloth is exported. Japan also levies a consumption tax on
" kerosene and an execise duty on sugar. In India excise duties have -
long been levied on alcohol, opium and hemp drugs, and the accepted
policy is to keep the rates at a level which will produece the maximum
of revenue with the minimum of consumption. An excise duty (at
- presenit Rs. 1-4 per maund) is also levied on salt, about half the loeal
outturn being manufactured by Government ; from 1917 a duty
of 6 annas a gallon has been levied on motor spirit ; and in the
current year a duty of one anna per gallon has been imposed on
kevogenc. A history of the excise duty on cotton goods is given. in
the next .chapter.

144. The circumstances of India differ from those of most
European countries, where alcohol is an
article  of general consummption and there-
fore affords a means of obtaining from the masses a large contribution
to the public purse. In this country the regular consumption is
limited to certain classes, which form a comparatively small minority,
and the mass of the people are more nearly affected by the exeises
on salt, cloth and kerosene. -A further difference lies in the faet that
in Europe the excised articles are generally produced mainly within
the eountry and their price is therefore determined by the cost of
‘home. production. . Competing articles imported: from abroad arg
usually subjected to a customs duty countervailing the exeise.
Consequently, the whole of the tax usually tends to fall on the con-
sumer, ‘and it is generally regarded as purely a consumption tax.
In India, although about two-thirds of the cotton cloth consumed is
locally produced, the imports are the main factor determining priees.
This fact has been clearly brought out by Mr. A. C. Coubrough in
the tables and graphs appended to his ‘‘ Notes on: Indian Piece-
Goods Trade.”” In the case of this commodity, thérefore, the excise
duty falls on the producer who is, however, able to meet it from the
enhanced price that he obtaing for his goods owing to the duty on
imported cloth. In the case of kerosene also, where the recently
imposed exeise -duty has been countervailed by a corrvesponding
enhancement of the import duty, it is probable that the cxcise duty
will fall mainly on the producer, or in other words that the

Incidence of excige duties.
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consumer will not have to pay the excise in addition to the enhaneed
import duty.
145. Theoretically, the imposition of equal excise and import
Their economio justifica- GUt1€8 18 & sound method of indireet taxation
tion. "~ in cases where the home industry does not
require protection. It raises prices by a lower amount than a single
duty of either kind calculated to bring in the same revenue, and it .
therefore fulfils the condition laid down by Adam Smith that ‘‘ every
tax ought to be so contrived as to take out and keep out of the pockets

of the people as little as possible over and above what it brings to .

the public treasury of the State.”” To take a practical illustration—
suppose it is mnecessary to obtain a revenue of a crore of Tupees
from an article of which the imports are worth 10 crores and the
local produection is of the same aggregate value. - Assuming that the
local and the imported articles are of identical qualities and that the
demand is inelastic, the sum required could be obtained from an
import duty of 5 per cent. combined with an excise of the same
amount, while the rise in price would be in the neighbourhood of this
floure. If resort were had to an import or an execise duty alone, this
duty would have to be at least as high as 10 per cent. and probably
higher, because it would alter the ratio of imports to local production.
Leaving this latter result out of account, the rise in price would be
at least double the rise in the former case. The consumers would
thus have to pay an exira 2 erores in order to seeure 1 crore to the
Government, while the producers (local in the case of an import duty
and foreign in the case of an excise) would pocket the other crore..
146. Many of the witnesses have shown a disinelination to-lnok
Conditions iu  England at tl'le quest_ion fron} this economic point
make a cotbon excise in- Of view, owing mainly to the ~ general
appropriate. prejudice against the cotton exeise duty,
with which we shall deal in the next chapter. These witnesses point
to *the fact that during the war when the British Government was
in sore straits for money it did not impose any new excise duties,
and they ask how an excise duty on cotton cloth can be justified in
India when no such duty is levied in England. Such arguments
from analogy must be viewed with caution when the circumstances
of the two countries are so different. We have pointed out above
that the British Treasury is able to tax the general populatmn by
means of heavy excise duties on aleohol, and that this excise does
" vot have the same wide incidence in India. We have also pointed
out in paragraph 60 that industrial conditions in England differ
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radically from those in India. The difference is marked in the case
of cotton cloth, of which India consumes more than she produces,
while in England it forms a vital part of ‘the export trade. Siunce
she -adopted  the poliey of free trade the  United Kingdom has
‘imposed no import duty on ecloth and consequently there has been no
‘question of an excise.  When the cotton industry enjoyed protection
in the 18th and early 19th centuries, an exeise duty was not con-
sidered inappropriate. In fact excise duties ‘on cotton cloth were
=actually levied in England for nearly half a century, viz, from the
yvear 1784 till 1831. . As free trade ideas gathered strength, these

- duties. were swept away with the import duties, and; as the

industrial organization of Great Britain developed on modern lines,
the Treasury learnt to rely more on direct taxation as causing less
disturbance to that organization. In India on the other hand,
as we have shown in Chapter V, there is not much scope for further
direct taxation, and the Government has to obtain a considerable

- portion of its revenue from indireet sources. For the above reasons

we do not consider that the example of the United Kingdom in any
way- confliets with the view that we have taken in the preeeding
paragraph as to the economic orthodoxy of excise dutles

14»7 There are, however, practical limitations Wh1ch should be

The Jimitations of excise borne in mind in considering any possible
duties. extension of the range of excise duties.

Such - duties are unsuitable to small or scattered industries, as col-
lection in such cases is unduly costly and apt to be vexatious: More-

ever, the duty, which from the economic point of view may be

regarded as an. addition to the cost of production, is likely to press
raore heavily on a small producer than on a large ocue. - As‘a general
rule, therefore, excises shonld be confined to industries which ure
coneentrated either in large factories or in .small areas affording
facilities for supervision and collection.

148. This limitation does not apply to commodities Whmh are
regarded as injurious to the individual or dangerous to ‘society.
In such cases an exeise duty is a useful means of rediicing consump-
tion, and when the commodities are luxuries such as aleoholie drinks
on which high rates of duty can be levied, they are a specially
saitable subject for taxation. Apart from this soecial or moral.
object excise duties should be imposed solely for revenue purposes.
Customs duties are frequently- used to change the movement of
economic life with a view to benefiting the internal producer, but

- excises ean seldom have this effect and, uuless fully countervailed
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by import duties, are more likely to benefit the producers in other
countries,

149. In order to produce sufficient revenue to justify its imposi-
tion, an excise duty must ordinarily fall on a commodity of general
consumption, and this indicates another limitation, whieh is specially
applicable to India, in that most eommodities of general consump-
tion are of the nature of necessaries rather than luxuries. Taxing .
the necessaries of the poor is an unpopular measure in every country,
' and the existing salt tax has been frequently assailed on this ground,
although its ineidence amounts to barely 3 annas per annum per head
of population. Dogmas are of little use in deciding a practical
problem of this kind. On the one hand the needs of the public
treasury are pressing, on the other the taxable capacity of the masses
is obviously limited ; adjusting the balance is a task for the statesman
rather than the economist, and we can only suggest a general caveat
that excise duties should not press too heavily on the poorer classes.

150. We have already pointed out that exeise duties may be
regarded as an addition to the cost of pros ©
duction, and, unless they are countervailed
by -eorresponding import duties, they may injure the domestic pro-
ducer in two directions. If he is in a position to make the consumer
pay this extra cost by increasing the price of the goods, the demand
for the goods is liable to be rgduced, This result would decrease the
yvield of the tax and set a natural limit to the rate at whieh it eould
profitably be imposed. The contingency is not therefore likely to
cscape the attention of the Government. If, on the other hand, the
producer is unable to get a higher price from the eonsumer; the
tax will operate directly to reduce the former’s profits, and may
do serious injury to an industry that requires profeetion. We
would therefore lay it down as a general principle that an excise
duty should not be allowed to trench on ‘the degree of protection
required for any industry.  ‘When that degree has been determined
by competent authority, any further taxation that it may be deemed
neecessary to impose on the commodities concerned should be se
adjusted as to leave the required protection undisturbed. An excige
duity by itself would tend to render the protection inadequate ; a
simple addition to the import duly would impose an unnecessarily
heavy burden on the consumer ; whereas, as shown in the illustration
given above, a combination of the two would bring the greatest
return to the treasury with the smallest cost +to the taxpayer.
Assuming, therefore, that the case fulfils all the other conditions

Effect on home industries.
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that we have indicated in this chapter as limiting the imposition
of excise duties, we consider that in such a case the extra taxation
required. may suitably take the form of an excise duty plus an addi-
tional import duty. It does not follow that the two should be levied
at the same rate. The latter duty should never be lower than the
former, but might in some cases be higher. Equality is appropriate
- when the locally manufactured goods are of precisely the same quality
as the imported article. But it frequently happens that the local
goods are of different and partly inferior grades, some of which may
compete  with the imported article as substitutes only, just as
margarine and cooking fat compete with butter.. A high duty on an
" article-increases the demand for its substitutes and so tends to raise
their price, but not necessarily by the full amount of the duty. . In .
cases, therefore, where the local produet is wholly or partly inferior,
the add1t10na1 import duty should be higher than the excise duty.
in-some cases also the regulations of the excise department may
involve the producer in loss and hindrance, which the importer

* egcapes owing to the simpler procedure of the eustoms department.

This distinction has been recognised in the United Kingdom hy
pitching the -import duties on heer, spirits and playing cdrds at
a slightly higher level than the execise duties.

151. The limitations suggested above may be briefly summarised

Summary of conclusions. as follows :—

(1) Exeise duties should ordinarily be confined to industries
which are concentrated in large factories or small areas.

{2) They may properly be imposed for the purpose of eheck-
ing the eonsumption of injurious articles and especially
on luxuries coming under this category.

(8) Otherwise they should be imposed for revenue purposes
 only.

(4) While permissible on eommodltles of general consumption,
they should not press too heavily on the poorer classes.

(5) When an industry requires protection, any further neces-
sary taxation on its produects may, if the other conditions
are fulfilled, take the form of an excise duty plus an addi-
tional import duty. The latter should fully countervail
the former and may be pitched at a higher rate,
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CHAPTER X.

. The Indian Cotton Excise.

152. The general principles of excise duties have been discussed
Neoessity for historieal A1 the previous chapter. But the Indian
treatment. - -exeise on cotton goods raises issues “which
cannotf, be decided solely on economie grounds. This tax has from
the first been vegarded in India as a conspicuons example of politieal
domination being used for purposes of economic domination. "The
practical grievance of a fully countervailing duty has within the
last few years disappeared, but there remains a grievance baged on
a sense of past injustice, and for a proper understanding of the
suabjeet and the feelings it inspires, historical rather than economic
{reatment is necessary.

153. Tn tracing the origin of this unfortunate controversy, we
must go back beyond the year when . the
cotton exeise was achually imposed, and
start with the peviod when the great Tancashire cofton trade first
found itself in open confliet with what the Government of India
and the educated eclasses believed to be the true interests of India.
The growth of the Indian cotton mills was viewed with alarm by the
Lancashire industry, which had for many years commanded the’
important Indian market. In January 1874 the Manchester
Chamber of Commerce addressed a memorial to the Seeretary of
State protesting that, in consequence of the Indian cotton duties,
a protected trade was springing up in British India to.the dis-
advantage of both India and Great Britain ; and in July 1875 the
Secretary of State urged the Government of India to remove, at as
early a period as the state of the finances permitted, ‘- this subject of
contention. > In the meantime, however, a ‘crisis had been preci-
pitated by the action of the Government of India in dealing with
the report of the Tariff Committee, which had submitted its recom-
mendations at the beginning of 1875. At this time the general rate
of import duty was 7% per cent., the duty on cotton piece-goods
was 5 per cent. and on yarn 33 per cent. The Government of India,
finding themselves in a position to reduce taxation, lowered the

The controversy of 1875—6.
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geéneral rate from T% to 5 per cent., but left the duties on cotton '
goods untouched. This action was taken without previous reference
to the Home Government, The decision not to utilise any of the sur-
plus in the reduction of the cotton duties was exceedingly
~unwelcome to the authorities in England. In a despatch dated
the 11th November 1875 the Seeretary of State reiterated bis views
on the subjeet of the cotton duties, and directed that provision
should be made for their removal within a fixed term of years.
The " Government of India, replying on the 25th February 1876,
explained onece more their point of view, and strongly deprecated
the imposition of -any new tax in order to facilitate the abolition
of the cotton duties. The Secretary of State, in his despateh of the
31st May 1876, agreed that no fresh taxation should be imposed for
the purpose of abolishing the cotton duties, but laid it down that
the duties must be abolished altogether as soon as the firiances per-
mitted of further reduction of taxation, and enjoined that this
measure should have priority over every other form of fiscal relief
to the Indian tax-payers.

154. An impartial perusal of the correspondence described above
Origin of ho agitation 1§aves on the mind certain definite impres-
the apprehension  of -the slons.  In the first place, the origin of the
fancashire trado forits own  agoitation against-the cotton duties was
_ _ clearly the apprehension of the Lancashire
trade that their interests were being injured.  Had it not been for
this ‘apprehension, we should hardly have found the business men
of Lancashire occupying themselves with what, after all, was mainly
a matter of domestic concern to the Indian Government, and
expressing their anxiety about the cost of the clothing of the
population of India. In the memorial of the Manchester Chamber
of Commerce dated the 31st January 1874 it was stated that the
tax was found to be absolutely prohibitory to the trade in yarn and
cloth of the coarse and low priced sorts, and that the Chamber were
informed that it was proposed to import Egyptian and American raw
cotton into India to manufacture finer yarns and cloth. In a further
communication the Manchester Chamber of Commerce stated that
‘‘ under the protection extended by the levying of duties on imports
to the spinning and weaving of cotton yarn and goods in India, a
large number of new mills are now being projected.”’ \

155, The second point that emerges is that the importance attach-
The importance of the duties €0 DY the Lancashire manufacturers to
exaggerated. these © duties was exaggerated. This was

¥
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made clear more than once by the Secretary of State. In his
despateh of the 15th July 1875, for instanee, he admitted the natuval
advantages of India in regard to the production of the coarser -
cotton fabries, and anticipated that the supply of these would, at no
distant period, pass entirely into the hands of the Indian manufac-
turer. ** In the presence of influences so powerful,’”” he wrote
in reference to the economic advantages of India, ‘ the cffect of
the & per cent. duty is probably insignificant.”” Again, in the
despatech of - the 11th November 187D he said : ‘‘ The Indian
industry is growing in strength by the help of resources which fiscal
Jegislation cannot affect. The abolition or reduction of the duty
will not injure it, though passing apprehensions may- be execited
by such & measure. ”’

156. But this view of the insignificance of the ity was not
aceepted by the manufacturers either in England or in India. *‘ An
importance, however, which I think exaggerated,’” wrote the Seere-
tary of State, ‘‘ has been attached to it > (the duty) °‘ by the
cotton manufacturers, both in England and Bombay, The
former -attribute to it the declining profits of their Indian trade,
and the latter are in their turn alarmed at the possible loss of what
their rivals have taught them to believe is a material condition
of their prosperity.”” Aund again ; “ The gradual transfer of the
Indian trade from the English to the Indian manufacturer, which
appears likely to take place, will be attended with much bitterness
of feeling on the one side, and with keen anxiety for the security of
an unexpected suecess upon the other. The English manufacturer
will press with increasing earnestness for the abandonment of the
duty to which he will impute his losses ; and in proportion to his
urgency the Indian manufacturer will learn to value it.”’

I 1567. The Seecrctary of State thus regarded the duty not as any-
Political dangers arising  tRINg particularly injurious in itself either
«from the controversy. ~  to Hngland or to Imdia, but he was vividly

conscious of the political dangers to which the existence of the

duty gave rise. ‘“ Though the duty will not be permanent, its
prolonged existence cannot fail to have serious effects. During the
agitation which will precede its abolition feelings of animosity on
both sides will be aroused. It will be represented in India, however
mlstakenly, as a direct conflict between Indian and Englmh inter-
ests, in which Parliament is being moved to prefer the’ latter.”’

And again, It places  two manufacturing - communities, upon

whose wcll being the prosperity of the Empive lcugely depends, in
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a position not only of competition, but of pohtlcal hostility to each’
other.”” TLord Salisbury was buL too true a prophet.

158. When, however, the question had once been raised prom-
Duties attacked as incon. iuently by the Laneashire manufacturers, it
sistent with free trade.  wag diffieult for the Secretary of State to
‘do otherwise than condemn the duties. Free trade was the accepted
policy of Great Britain, The duties were attacked on the ground
that they were inconsistent with the policy of free trade. In the
first. of his de%pa’rohm the Secretary of State remarked, ‘¢ Parliament,
when its attention is drawn to the matter, will not allow the only
remnant of proteehon within the direet jurisdiction of the Fnglish
Government to be a protective duty which, so far_as it operatés
at all, is hostile to English manufacturers. > Later he stated that
the duty, on general principle, was liable to objection ¢ as tending to
operate as a protective duty in favour of a native manufacture, It
is; thus ineonsistent with the policy which Parliament, after very
mature deliberation, has sanctioned, and which, on that account,
it is not open to Her Majesty’s Government to allow to be set
aside, without specml cause, in any part of the Empire under their
direct control.’

159. The point of view of the Government of India-was that
Views of the Government  €iective competition between British - and
of Tndia, Indian goods was small, only 4 lakhs worth
of imported goods being in competition with Indian goods, as
against 77 lakhs worth which did not compete. In order, therefore,
that there might be no suspicion of a handicap on the British manu-
facturers in respect of this small portion of their goods, the .Govern-
ment of India were being asked to sacrifice a large revenue which,
as they said, ‘‘ in our opinion confirmed by that of the Tariff Com-
mittee is open to no serious objection, which is levied without any
diffieulty and which is not felt by the people of India.’” In their
final despatch of the 25th February 1876 the Government of India
pointed out that the Secretary of State had mainly pressed upon
them- the desirability of removing the duty for political reascns.
““ Tt is apprehended that discussions will take place in which the con-
flicting interests of England and of India will be urged, that Parlia-
ment will insist upon the repeal of the duties, and that an irritation,
which would be avoided if the duties were. dealt with at once, may
thus be created to the injury of both eountries. We trust that
this anticipation may not be realised, but while we should much
regret that any such feelings should be excited on the part of any
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portion of our fellow countrymen at home, it is our duty to consider
the subjeet with regard to the interests of Tndia ; we do not con-
gtder that the 1emoval of the import duty upon ootton manufactures
is consistent with those interests. -
160. The last word rested with the Home Government, and in
The resclution of the July 1877 the House of Commons passed a
Mouse of Commons, July resolution deelaring ‘“ that in the opinion
1871, of thig Houqe, the duties now levied wpon
eotton manufaetures imported inte India, being proteetive in their
hiture, are contrary to sonnd commerelal poliecy ; and onght to

be repealed without delay, so soon as the financial oondnmn of
‘India will permit.”

161. In accordancé with these directions the Government ofr .

Pirst stops in the ropeal of pmm proceeded in 187 8.and 1879 to exempt
the cotton duties, from daly the coarser kinds of cotton goods,
50 that imports of all those gualities which could at that time bé

manufactured in India were left free. The financial situation,

however, was not favourable for the sacrifice of revenue which
these measures €ntailed, and they were strongly opposed both. in
Inidia and in London. Though action was taken by exeeutive order
under seetion 23 of the Sea Customs Act and not by legislation, the
Viceroy was reduced to the unusual course of overruling the
reajority of his Council, four members of which recorded minutes

of dissent. When the case came before the Secretary of State, the .

Tvdia Council was equally divided, seven members agreeing with
the majority of the Governor-General’s Council, and to secure
approval of the Viceroy’s action the Secretary of State had fo use
Lis casting vote. .
162. The exemptions granted in 1878 dealt a blow to the whole
Complete repeal of the ~ Scheme of general import duties from which
. cotton duties. it could not recover. It was found incon-
" yenient and anomalous to maintain duties on some cotton goods and
not on others. The exemption of the coarser goods thus gave an
impulse to the exemption of all. The inevitable goal,
already indicated by the Secretary of State, was made still more
unmistakable by a second resolution passed by the House of
Commons in April 1879, ¢ that the Indian import duty on cotton
goods, being unjust alike to the Indian consumer and the English pro-
ducer, ought to be abolished ; and this House accepts the recent
reduction in these duties as a step towards their total abelition,
to which Her Majesty’s Government are pledged.” "But it was clear”

.
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that if the cotton duties were to be rvepealed completely, more than
half the total customs revenue would disappear ; and it was doubt-
ful whether it would be possible te maintain a fariff when the chief
article imported from abroad was excluded from its operation. The
- final step was takeén in 1882. In that year not only were the remain-
ing cotton duties repealed, but the whole of the general import
duties were abandoned.

163. In 1894 the depreciation in the saterling value of thg
" Reimposition of customs ~ Tupee had produced a serious evisis in the
Qubies, : Government finances, and it became neces:
sary to raise considerable sums in fresh taxation. It.was decided
that the best method of sécuring the revenue required was to re-
impose customs duties. But the same forces which had in 1878
impelled the Government of India to  the repeal of these duties
rendered the reversal of that policy in 1894 a matter of difficuliy
and controversy. While the duties were reimposed at a general
rate of 5 per cent., the Seeretary of State declined fo allow any duty
to-be placed on cotton goods. The exclusion of cotton goods from
the tariff aroused universal opposition from British and Indian
interests in India. But this halting measure became law by the
Tariff Act of 1894. ’ : :

164. No one could regard this as a final deeision, particularly at
Reimpositi T a time when the Indian exchequer was in
Reimposition of  cotton L.

duties accompanied by an urgent meed of additional - revenue. In
excise on Indiun yarn. May 1894 the Seeretary of State, in a com-
prehensive despateh to the Government of India, defended the posi-
tion which he had taken up with regard to the cotton duties.  He
stated that if eotton duties were to be imposzed in India, they must
be deprived of any protective character. . This could be done either
by exempting from duty those classes of imported goods which com-
peted with Indian manufaetures, or by levying on Indian manufac-
tures which eompeted with imported goods an excise duty. As it
wag ¢lear that the Government of India would be faced with a defieit,
they sought to devise some scheme which would yield the necessary
revenue without departing from the conditions laid down by the
Secretary of State. The solution was found in an excise duty on
such Indian mill-manufactured yarn as might be eonsidered to come
into competition with imported yarn. It was considered that to
tax the yarn from which the Indian products were made was as .
effective a measure as to tax the actual cloth, while an excise on yarn
made it possible to differentiate by means of counts hetween the
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goods which did and which did not compete, and to restrict the tax
to the former., The Government of India, therefore, recommended
to the Secrctary of State that a duty of 5 per cent. should be im-
posed on imported eotton piece-goods and 3% per cent. on imported -
cotton yarn, these being the rates that had been in force in 1875, and
that an exeise duty of 34 per cent. should be imposed on Indian mill-
manufactured yarn of counts above 245, This limit was fixed in
accordance with the eonclusions arrived at by Siy James Westland,
the Finanee Member, in the course of a detailed enguiry into the
degree of competition between British and Indian cotton goods. He
held that all connts of 245, and under were beyond competition from
England ; and that the competition was confined to 6 per cent. of
the Indian manufactures. The execise duty would fall only on this
small portion of the Indian trade, and the mnecessary burden
would thug be diminished to the smallest possible proportions. The
Secretary of State aceepted the proposals with two modifications.
In the first place he stipulated that the import duty and the exeise
on yarn should be at the rate of 5 per cent. and not 3% per cent.
In the secand place he stated that his information was that British
goods competed with Indian goods in counts below 24s., and that
the line should therefore be drawn mnot at 24s. but at 20s. The
Government of India, however, were to be given power to raise the
limit of exemption if further enquiry proved that it had been placed

toolow. The necessary legislation was carried through in December
1894,

165, The new duties had been in foree only for a short time when

The exciso tl.mmfm.ed' strong protests began onee : more ~to- be
from yarn to clobh, raised by the Lancashire cotton industry.
Though many of the arguments used by the British manufacturers
were believed to be overdrawn, it was decided that in some points
they had right on their side. It was probably true that the exemp-
tion of the coarser Indian cotton goods from any taxation created
a difference in price between the coarser and the finer goods which
tended to stimulate the demand for the former. Tt was further
urged that the excise, which was a tax upon yarn, was, when clogely
analysed, lighter than the import duty, which, so far as the British
trade was  concerned, was in the main a tax on cloth. It was
decided that, in order to meet these objections and to leave the
Liancashire manufacturers without any ground for complaint, the
Indian excise should be imposed on cloth and not on yarn. -As it
was practically impessible to distinguish with any accuraey the
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fineness of yarn used in the production of eloth, it was neeessary to
abandon the former principle of exempting the goods which -were
“believed not to compete with Lancashire, and to impose an excise
" duty on all grades of Indian mill-made cloth. The duty, however,
was not applied to the product of the hdndloom, as it would have
been clearly 1mpossxble to collect such an excise. The effect of
placing the excise on cloth instead of on yarn was to subject to
the duty a large amount of Indian eloth the taxation of which was
really in no way called for by the prineiple of avoidance of protee-
. tiom. As some compensation for this hardship it was decided that
" the rate of the import duty and of the excise duty should be Jowered
from 5 per'cent. to 8} per cent. At the same time the import duty
- and excise on yarn were abolished. The proposals met with very

strong ecriticism in India, and the Government of India did not
t'to dlso‘ -that.the measyre mmended

1o

166. So fal as the L.mcashuc interests weve coucemcd the long
and troublesome controversy over the Indian cotton duties appeared
to have closed in complete trinmph, and it was possibly not recognis-
ed by the victors how deeply the action taken by the Home Govern-
ment was resented in Indis; not merely by the mill-owners but by
the general public. The lapse of time did not serve to heal the
wound. On the contrary, the repeal of the cotlon excis® beeame an
article_of pohmcal faith among all “shades 6 6pinion iH-THAIE." The
glrength of this feeliia” was shown By~ the veelition moved by the
Hon’ble Mr, (now Sir Maneckjee) Dadabhoy in the Imperial Legisla-
tive Council on the 9th March 1911 and the practical unanimity With
which the non-official members demaudul that the duty should be
abelished. 5

167. Mg(%ovemmem of Tudia so far prevailed upon the
Luoreass of the import duty Howe Government that Lord Hardinge was ~
without any. increaso -of the authorised to “announce that the questions
éxcise. raised by the cotton duties would be recon-
sidered after the war, while he publicly placed on record the views
of the Government of India that the import duties on cotton fabries .
should. be raised, that the excise duty should for the present remain
at its aetual figure, and that an assurance should be given by His
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Majesty’s Government that the excise duty would be abolished’ as
sgon as financial considerations permitted. But the Ilome Govern-
ment was not prepared in the middle of the war to revive old contro- -
versies by disturbing the equality of the import and excise duties.

igh |

‘ to T ‘ger cent the cott toy 1mport
and “excise duties u,mamcd aJ the old ™ rate of 31 per eent Tn the
following year, however, when stiil further revenue had to be obtain-
ed, the British Government agreed to the proposal that the cotton
duty should be raised while the excise duty remained at its old figure.
The cotton duty was accordingly raised to the general level of %
peF cent,, the excise remaining unfouched At T cent. “In 1921
the Government deficit was on an unprecedented seale. The gBiréral
rate of dutics was raised from 7§ per cent. to 11 per ecent. and the
dirty on cotton goods “alsol Ldl‘:@d o 117 per ety 16 156 1
HATHING a8 buforc at 8 pu ccnt i

168, It 1s clear that the situation was profoundly modified in
1917, and still more in 1921, when a diver-
gence, which now amounts to 7% per cent,,
was permitted between the rate of import duty and the rate of
excise. The representatives of the Bombay Millowners Association
as well as individual millowners in Bombay informed us that this
margin afforded sufficient protection to most branches of the industry,
and a similar view was expressed in the recent debate on the budget .
in the Legislative Assembly, when it was deeided to maintain the
difference of T4 per cent. in the current year.” It might therefore
have been gxpected that the changed conditigns would have been
reflected in a change in Indian views, and that the hostility to the
excise duty, when. it had ceased to be fully countervailing, would have
diminished. But we shall have written thig chapter in vain if we
have not made it clear that the Indian cotton exeise duty cannof be
dealt with purely on economic grounds. The whole question is per-
meated with suspicion and resentment ; and these feelings have been
kept alive by the action taken by the representatives of the Lianca--
shire cotton industry in 1917, in 1921 and again within the last few
moriths, to try to secuve through the Secretary of State a reversion
to the system which their influence had for so many years imposed
upon India. While these representations ‘are being made, while
the poh’tlcal influence of an important industrial body in Great
- Britain is being “directed to the restoration of a system which is
- believed in India to be based on no higher grounds than the selfish- -
ness of business interests, it is impossible that this question should

Foelmg in Tudiz.
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receive impartial consideration. Some Witnesseq, it is true, have
defended the duty on economic grounds in accordance with the
principles stated in the preceding chapter, but the great majority,
both Tndian and European, have demanded its abolition. Prominent
Bombay industrialists however, like Sir Vithaldas Thackersey,
Mr. J. A. Wadia and Mr. Manmohandas Ramji, made it clear that
_ their ¢bjection to the cotton excise duty was one of prineiple, that
they resented the manner in which it was imposed and the purpose
it was intended to serve: The general feeling was perhaps best
“erystallised” by Mr. Parshotamdas Thakurdas, Chairman of the
Indian Merchants’ Chamber and Bureau, who said that with the
duty abolished India can ¢ begin with a clean slate,” and on that
slate she can write what her own economic intérests dictate. It
is useless to ignore the part that sentiment plays in human affairs,
cven in such material matters as taxation. Bacon drew attention to
this characteristic in his essay on ¢ The True Greatness of Kingdoms
and Estates ’ when he wrote that ‘¢ taxes levied by consent of the
estate do abate men’s courage less : as it hath been seen notably in
the excises .of the Low. Countries.”” The charge against the cotton
excise of India is primarily and essentially that it has not been levied
““bysconsent of the estate '’; and the claim is that, till that consent
is freely given, the éxcise should not be levied.

169. We recommend thelefore that the exi
dut ¢

tton exclse

* Action recommended.

destie 1o éthod "of carrying.out this
p‘!‘ﬁ’é’é‘%ﬁ” - hich we have given long and
anxious cons1delat10n The ﬁrst essential step appears to us to be
that the British Government should announce its intention of allow-
ing the Government of India to decide the question in agreement with
the Indian Legislature.  This'would be in accordance with the recom-
mendation of the Joint Select Committee on the Government of India
Bill eited m Chapter 1 of this 1eport If India bad

thi wﬁﬁ’i’e
V8N Whetl this point Has 'W conceded the solution of the question
will not be easy. We recognise the present financial difficalties of
the Government. We realise that the cotton excise duty brings in a

9
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revenue of over 2 erores of rupees a year. We realise also that to
abolish the excise duty while leaving the import duty at its existing
level of 11 per cent. might have the effect of contravening the
principles of taxation which we have evolved in the preceding
chapter, and of sacrificing a source of revenue without affording to
the masses a corresponding reduction in the cost of their clothing.
These considerations should, we hold, be put clearly before the
Indian Legislature. We believe that bot]g the Government and the
country can safely repose their confidence in its judgment and
patriotism, and that when all the factors have been duly weighed and
discussed, the Government. and the Legislature will be able in agree-.
ment to decide whether the excise duty should be abolished forth-
with, or whether it should be continued for a time, and if so, on what
conditions. Our confidence that such an agreement will be reached
is strengthened by the history of this question, which shows that
throughout the controversy the Government of India and Indian
public opinion have been at one.

170. The course of action we propose wonld have the effect of
providing the elean slate which public opinion demands, and would
meet the claim that, without the ‘‘ consent of the estate '’ freely
given, the cotton excise duty should not be levied. When the slate
has been wiped clean it will be for the Government and the Legis-
lature in agreement to decide what new writing, if any, should be
made upon it. The procedure which would enable this decision to
be made would be as follows. The Tariff Board should be directed to
cxamine at the earliest possible moment the claims of the Indian
cotton mill industry to protection. This enquiry forms an indis-
pensable basis for a decision as to the future treatment of the
industry. After consideration of the report of the Tariff Board the
Government and the Legislature will be in a position to decide what
rate of protection, if any, is required by the industry. If the rate
of duty thus determined is sufficient to meet the revenue necessities
of the country, no question of an excise duty will arise.” If on the
other hand the Government hold that their revenue requirements
make it obligatory to levy taxation on cotton cloth in excess of this
amount, it will be necessary for them to formulate proposals in
accordance with the prineiples we have explained, and to lay these
‘proposals before the Legislature. That body will then be in a
position to-decide the real point at issue, which will no longer be a
matter hetween Bombay and Laneashne but between the Indlan
producer and the Indian consumer.
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171. In making our recommendations regarding the cotton excise
Effect on the handloom duty we have not overlooked the fact that
industry of the abolitionof at the present moment the dufy operates
vhe cotbon excise. to some extent as a protection to the hand-
loom industry. We fully realise the importance of the handloom
industry, and we would welcome the grant of assistance to it. But
. there are many other ways besides the indirect method of an-éxeise
~duty on wmill ‘goods; by which the handloom industry may
be encouraged. The organisation of co-operative societies, which
would enable the handloom weavers to buy their raw materials at &
feasonable cost and in sufficient quantity and to dispose of their
products . at a. reasonable price, would help the industry in our
opinion far more than the continuance of the execise duty ; and we
eannot recommend that a duty of this nature should be maintained
merely because of the indirect effect which it may have on the hand-
loom industry. At the same time we feel that the abolition of the
excise duty would make it a matter of special importance that the
handloom industry should not be injured in any avoidable way ;
and in this connection we recommend that the effect of the import
duty recently imposed on cotton yarn should be scrutinised with
the greatest care.’ '
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CHAPTER XI.
Export Duties. T

172. Export duties have found a place in the Indian tariff from
very early days, and though after 1867 they
fell into disfavour, they have been to some
extent revived in recent years. At present there are export duties”
on rice, on raw and manufactured jute, on tea and on raw hides
and skins. . v '
173. An export duty falls on a commodity which is destined for
Tnoidence of an ecxport the world’s markets. It may be consider- -
duty. ed, so far as external trade is concerned,
as raising the cost of production of that commodity. Now -this-
increased cost may raise the price of the commodity in the world’s
market, in which case it falls on the foreign consumer, or the world
price may remain the same, in which case the inereased cost simply
reduces the profits of the home producer. Which of these two
results is the more likely to oceur depends on the extent to which
the world price is fixed by the cost of production in the country
which imposes the export duty, and this in turn depends on the pro-
portion which the supply derived from this country bears to the
total supply in the world market. If the proportion of the world.
market supplied by the ecountry imposing an export duty is small,
that supply will ordinarily have to accommodate itself to the other
+ factors which fix the world price. 'The increase in the cost of pro-
duction which is represented by the export duty will not be passed
on to the foreign consumer, and the export duty will be paid by ihe
home producer. This result tends to become less certain as the pro-
portion of the total market supplied by the country imposing the
export duty increases. But only in the case of an absolute monopoly
for which the demand is stable can it be asserted generally that the
world price will be raised by the full amount of the export duty, -
and that therefore the whole export duty will be paid by the foreigs -
Tendency to fall on the cOnsumer and none of it by the home pro-
home producer. ducer. An absolute monopoly, however, for
which there is a stable demand is of rare occurrence ; and it may,

Export duties in India,’

i
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therefore, be taken as the general rule that some portion, if iot the
whole, of an export duty falls on the home. producer. When an
export duty falls on the home producer, it naturally has a tcndency
to reduce the production of the commodity on which the duty is im-
posed. -~ The generally mguuoub effect of an export -duty on

- the producer is recognised in the constitution of the United States,

which. prohibits absolutely the imposition of export duties. This
provision was inserted at the instance of the agricultural Southern

. States, which wished to provide a complete safeguard against the

gacrifice of their interests to those of the other States.

174 We have referred above to the possibility of an absolute
Monopohes of  varsivg monopoly. It would perhaps be more cor-
degrees of strength, but Tect to say that no monopoly is absolute,
always conditional.” but that all are dependent on certain con-
ch‘aons7 though in some cages the probability of those conditions ceas-
ing to exist is remote. Various stages of monopolistic strength may
be indicated. At the lowest stage would come monopolies which are
hardly more than nominal, ecommodities for which obvious substi-

. tutes exist or alternative sources of supply could easily be developed.

’

Of such a nature are many of the oilseeds of India which are some- -
times  loosely described as constituting a monopoly. For instance,
castor seed, though exported solely from India; eould, it is believed,
be grown. without. difficulty in other parts of the world. = Ground-
nut again, of which India produces nearly one-half of the world’s
exports, is a crop. the production of which could easily be stimulat-
ed to a large extent elsewhere. Or to take the case of inter-
changeability, though mowra seed may be a monopaly of India, it
is probable that a satisfactory substitute could be found if mowra
seed became difficult to obtain. Another somewhat similar instance
is provided by myrabolams. These are produced only in India ;
but they form merely one of a number of possible tanning materials,

~and though no doubt they have their own peculiar excellence, there

is no assurance that, if the price were increased by an export duty,
tanners would not turn to alternative materials. In the case
even of such apparently well-entrenched monopolies as - jute
and lac it must not be forgotten that the monopolies are not
unconditional. In the case of jute, for instance, if the price were
raised considerably, theé reésult would be a tendency to employ more
freely already known substitutes such as paper or cotton materials ;
or there might be a considerable reduction in demand through the
more extended use of second hand sacks ; or encouragement might be
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~given to bulk handling, which would dispense with the use of sacks
altogether ; and in every case there is the danger that an increase
in the price of the monopoly stimulates the search for new
substitutes.

175, Qur general conclusion, thurcforc, is that ordinarily an
Conclusion regarding in- ©XPort duty tends to fall on the home pro-
cidence of export duties. ducer and consequently to discourage pro-

duction, except in the case of a monopoly ; that even monopolies
are endangered by any considerable rise in price ; and that
therefore a heavy export duty even on a monopoly may be paid
in part by the home producer as a preferable alternative to risking
the loss of the monopoly by an attempt to pass on the Whole of the
duty to the consumer.

176. Apart from the question of incidence there is a general

Effect on the balance of Objection to, export duties which in the

trade. case of India deserves special notice. Ex-

port duties tend to diminish exports and thus to produce an adverse

.effect on the balance of trade. If this effect is pronounced it may

cause for a time at least difficulties in regard to the foreign
exchanges.

177. Export duties in India are frequently advocated both for
purposes of protection and revenue. We
proceed in the first place to examine in the
light of the conclusions stated above the policy of proteeting .in-
dustries by the imposition of export duties. It is not denied that an
export duty may form a potent method of protecting an industry. Tt
cither raises the cost of the raw material in foreign countries or
depresses the cost of the raw material at home. In either case the
home manufacturer has the benefit of getting his raw material at a
lower cost than his rivals abroad. The peculiar characteristic of a
protective export duty lies in the fact that the protection operates on
the raw material of the industry, and therefore places the whole
foreign product at a disadvantage, whereas a protective import duty
merely affects such portion of the foreign produet as would ordmarlly .
come to the protected market. ;

'178. This characteristic tends to produce & special feeling Of
Their unpopularity ~ in Tresentment in those countries which make
foreign cotmbries. usc of the raw material on which the export
duty is imposed, particularly in cases in which the imposition of
the export duty raises the price of the raw material in foreign

Protective export duties.
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countries. The following extract from a report by the Economic
Section of the Provisional Economie and Financial Committee of
the League of Nations, dated the 12th September 1921, gives some
idea of the general fecling on the subject.

<« But it is not less incontestable that raw materials produced by
one country being in many cases essential-to the economie
life of other States should not, unless in exeeptional cases,
be the objeet of restrictions or of differential regulations
of such a nature as to injure the production of such States,
or to impose on them a systematic inferiority. It is undesir-
able, particularly, that measures of restriction taken by
producing countries to meet exceptional situations
should be so prolonged or altered as to change their
‘character, and from being acts of precaution or defence
to degenerate into measures of economic aggression.’

179. But the main objection to a protective export duty is not
Tnjury caused to the home 1€ feeling of resentment it may occasion
producer. abroad, so much as the economic loss it
causes at home, It is generally recognised that a protective import
duty imposes a burden on the country. It is sometimes thought that
a proteetive export duty, because it does not injure the consumer,
imposes no burden on the country. The truth is that it imposes a
burden of & much more objectionable character., It taxes production
instead of consumption, :

180. There is a further disadvantage in the device of protection
Tendenoy of protective DY means of export duties. A small export
export duties to be high.. duty may be practically harmless to the pro-
ducer. It is possible that some portion of it, and when the duty is
small this may be a large proportion of the whole, will not fall
directly on the producer. It is when export duties become heavy
that they tend to become unfair and even disastrous to the producer.
Now a protective export duty needs to be fairly heavy if it is to be
effective. The cost of the raw material forms only a part of the cost
ofthe finished article. To produce a given difference in the cost
of the finished article, it is necessary to put a heavier duty on the
raw material than the duty it would be necessary to place on the
finished article. “When export duties are used for protective pur-
poses, therefore, the tendency must always be to impose comparatively
high rates, and such rates will almost invariably be a serious burden
on the producer. ' ' S ' -
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181, It is elear that the considerations pointed out above make
Protective export duties the imposition of a protective export duty
on monopolies. ~in the casce of an arvticle which is not a mono-
poly, and where therefore the burden will fall on' the producer,
entirely indefensible. Tt might however be argued, and it has
~ actually been suggested in the case of lae, that a protective export
duty may be placed on a monopoly without any injury to the pro-
ducer of the Indian raw material and with benefit to the Imdian
industry. Even in such a case, however; we do not recommend the
imposition of an export duty for protective purposes. - As we have
Just explained, a protective duty to be effective: must usually be at a
comparatively high rate ; and we have already dealt with the dangers
arising to any monopoly from the imposition of an export duty at
- a high rate. Kven in the case of monopolies therefore, in which there
is a reasonable probability that the export duty will not fall on the
Indian producer, we cannot recommend that an export duty shomld
be imposed for purposes of protection,

182. We hold therefore that export duties should not be 1mpoqed .
. for the purpose of proteeting ~industries.
mﬁi’gﬁ’;’;t ?;‘rt“’iov:,‘;;“;ldp\ﬂ‘i The question then remains to what extent’
g?::zo gglg’ppﬁedﬂeml princi- they may leg.it.imatdy be imposed 'for. the
purpose of raising revenue. Our main prin-
ciple is that it is not justifiable to penalise the Indian producer by
an export duty, and that consequently such duties should only be
imposed when there is a reasonable probability that the tax will fall
mainly, if not entirely, on the foreigner, and when there is no appre-
ciable danger that the production of the commodity in India will be
affected. T'rom this principle we deduce the rules that export duties
for revenue purposes should be employed sparingly and with great
caution, that they should be imposed only on articles in wifich India

has a monopoly or semi-monopoly, and that in.every case the duties

should be moderate ;

183. Some of our witnesses have minimised the dangers of export
Danger that a trade may be (uties and have suggested that if an export
ruined byan export duty. duty that has been imposed is found to be
1]]]111‘1110‘ an 1ndustr'y it ean then be taken off. In our opinion this
is a superficial view. The great danger of an export duty is that if
once by means of it the market is lost, the tradé may be permanently
ruined. It may never be possible to repair the injury inflicted. An

illnstration of such a result from the tariff
_ history of Tndia is worth recalling. In 1860

.

’];he cago of saltpetre,
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the moderate axport duty of 8 per eent. on saltpetre wad raised to
Rs. 2 a maund (which was roughly equivalent to 20 per cent. ad
valorem), on the ground that saltpetre was a practieal monopoly of
India. Only a year later the Bengal Chamber of Commeree  in
applying for the repeal of the duty stated that ‘‘ under the protee-
tion of the high prices at which saltpetre is in consequence of this
duty 1aid down. in foreigrn markets, the manufacture of artificial
saltpetre . been commenced on a large scale.”” TIn 1862 the Gov-
erniment of Bengal gave it as their opinion that the export duty was
forecing forward artifielally a rival produetion. The Government of
< India; however, remained unconvinced until 1865, when the duty was
reduced to Re. 1 a maund. By 1866 it was generally admitted. that
the trade was in a very precarious condition, and the duty avas.
finally removed altogether in 1867, the export of saltpetre having in
the wmeantime fallen to less than one-third of the quantity exported
before the high duty was put on. ‘Speaking in 1880 Sir John
Strachey said, ‘“ Export duties erijoy the eredit of having ruined the
Tndian trade in saltpetre.. They were taken off when it was too late.

~ 'to repair the mischief.”” The lesson of this duty should not be
forgotten:

184. We have stated generally the prlnclple% Whmh we consider
No  ohjection to sman Spould be applied with regard to export
cessex, duties in India, and we now proceed to con-
sider in the light of those prineciples the existing export duties and
others. which have been suggested to us. "We have not referred to
small cesses, such ‘as thosg on tea and lae, which, while levied on
exports, do not go into thé general revennes, but are devoted solely
to-the improvement of the industries on which they arve placed. Tt
is obvious that, being levied with the econsent. of the producers and
for their beénefit, they eannot be open to the ordinary objéctions which
apply to export diuties.

185, We have had no complaint about the export duty on raw
and manufactured jute. This duty does not
transgress our principles, for it is imposed
for reveniie purposes only, it is imposed on a monopoly and the rate ig
moderats. So long as these conditions remain, we see no objection
to- the continnance of the duty.

Tre duty on jute,

186. Some witnesses have suggested that an export duty should -
Proposed duty on rvaw D¢ ph.m?d on raw eotton, of Wh"l(_i;h very largse‘
“Ottml eondemned. quantities, amounting to something like half

»
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the total Indian production, are exported. The proposal has been
advanced mainly on the ground that such a duty would yield an
appreciable and much needed revenue. But we consider that on the
principles we have laid down the imposition of such a duty is not
admissible, Indian cotton is néither a monopoly nor a semi-monopoly.
Japan at the present moment buys enormous quantities of thé Indian
short staple cotton, but she also uses a large amount of American
long staple cotton. The proportion of Indian to Amgrican cotton
consumed in Japan depends to some extent on the comparative cost.
A rise in the price of Indian cotton would therefore tend to decrease
the Japanese demand. It must also be remembered that the growth
of short staple cotton is being developed both in Korea and China.
Apart therefore from the question of the proportion of short staple
to long staple.gotton consumed in Japan, it would be most dangerous
- to assume that India has a semi-monopoly in the supply of even the
ghort staple cotton. We eonsider that an export duty on cotton

would fall on the eotton producer in India and would have the effect -

of discouraging the production of cotton.

187. An export duty of Rs. 1-8-0 per 100 lbs. was imposed
on tea in 1916 with a view to obtain inereas-
‘ ed revenue which was urgently required.
The financial situation has since then been such that the Government
have never been able to contemplate sacrificing the revenue which
this duty yields. The export duty on tea should be treated in accord-
ance with the general priunciples we have laid down, It has clearly
peen imposed for revenue only, and the rate is moderate. But it
can hardly be said to ecomply with our ghird condition, namely
that the article should be a mongpoly or a semi-monopoly. It is
true that an export duty is imposed in Ceylon at the same rate as
that levied in India, and that in 1919 India and Ceylon between
them provided- 67 per cent. of the tea exports of the world. But
tea is a highly competitive product, and it is clear that India and
Ceylon are not able to impose their terms on the market. The
production of t¢a in Java has increased very rapidly in recent years,
and in the markets in which it meets Indian and Ceylon tea has
been to some extent displaeing them. This tendency is most clearly
marked in -Australia, where Java, which in 1912 supplied only 12
per cent. of the market, supplied in 1919-20  as much as 41

The duty’on tea.

. per cent. In the United Kingdom also in spite of the preference -
granted to Empire teas the proportion of tea imported from Java

remains appreciable. Java tea makes its way in virtue of its
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cheapness. It is therefore inexpedient to handicap Indian tea by an
export duty at however low a rate. We hold therefore that the
export duty on tea should be removed.

188, The one export duty in India which still survives from the
. time when nearly all articles were subjeet to
The duty on rice. such duties is the export duty on rice, which
has stood for many years at the rate of 3 annas per maund,
The duty is certainly moderate, and with the rise in the price of rice
has become increasingly moderate. - It.is imposed solely for revenue
purposes. But here again.as in the case of tea the question arises
whether riee can be regarded as a seml-monopoly India contributes
approximately 50 per eent. of the¢ total rice export of the world,
the only other eountries of serious importanee as rice exporters being
Indo-China and Siam. Both these countries impose export duties on
their rice, and therefore in comparison with them Indian riee cannot
be said to be at any disadvantage. It is probable that, as these three
countries between them provide some 90 per cent. of the rice exports
of the world, and all three impose export duties at somewhat similar
rates, these export duties are passed on to the consumer, and do not
affect to any appreciable extent the producer. - It is noteworthy that
in Burma, which is the source of nearly all the rice exported from the
Indian Empire, no objection at all was raised before us to the con-
tinuance of the export duty; and it appears to be generally believed
in Burma that the duty is so small that it is not felt by.the cultivator,
In these circumstances we consider that there 'is no necessity to re-
commend the abandonment of this longstanding source of revenue.

189. The question of imposing an export duty on wheat for
revenue purposes or as a means of regulat-

Suggested duty on wheat,
ing prices is dealt with in the next chapter,

190 It follows from the prineiples we have laid down ‘that we

The duty on raw hides cannot approve in its existing form the ex-

. and gkins, port duty on raw hides and skins which was

(@) & wrong principle. avowedly imposed for protective purposes.
This first -experiment of the Government of India in protection fol-
lowed, in our view, a wrong method. If the tanning industry re-
quires protection thls should be given by an import, and not by an
export, duty. We are -aware that the experiment was introduced at
a most unfavourable moment, and that the export dufy was not the
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~ that events have illustrated the bad effeets arising from the adoptmn
of a wrong prineciple.

191. We need not lay stress on the fact that there are few indica-
(i) injury caused to the  {i0NS that the duty has- brought o the
producer, tanning industry the benefits which were
anticipated. This poverty of results may be due to the exeeptional
conditions which have prevailed in the tanning industry all over
the world during the last few years. But ‘there can be mo doubt
that the duty has, as we should have expected injured the prod_ucer
and served to aggravate the depression in the export trade. We have. -
received evidence that #he duty has been particularly injurious to- °
the trade in low.guality hides, which as a matter of fact the Indian
tanners do not require. The Indian tanners wish to retain for
themselves the high elass hides, for which, even with the export
duty, there iy some demand abroad., But in order to obtain fhis
advantage, the trade in low quality hides, which depends almost
entirely on export, has been seriously injured. The depression in
price caused by the export duty, added to the natural world depres-
sion in price, has resulted in many cases in making it unprofitable
to collect the inferior hides at all. We have received evidence that
the hides are freguently allowed to rot on the carcasses, and that .
in consequence of the low prices, which have undoubtedly been
aceentuated by the export duty, a souree of wealth, in the aggregate
not’ incousiderable, has actually been destroyed.

192. Tt has been suggested to us that one effect of the export

(i) possible offect on  duty on hides has been by malking the sale
cattle slaughtbor. of hides unprofitable to réduce the number

of cattle slaughtered, and that from this point of view the duty has
bad a heneficial effect on the country generally. Ii is howgver by mno
means clear that the duty has had any effect in reducing the number
of cattle slaughtered. We have already pointed out that the demand
for the high class hides, which are derived from slaughtered animals,
bas been comparatively less atfected, and that the main cause of thg
smaller supply of hides was that the hides 'were not collected from the
cattle which died a natural death. We do not propose to enter into
a discusgion of the contentious subject of cdttle slaughter in India,
or to consider whether the country is really in a position to support
more. cattle than it possesses, and whether it is advantageous to keep
alive a number of cattle which are economically of small value. We -
would only point out generally that the argument regarding the effect
on cattle slaughter was never mentioned when this duty was
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originally unposed that the effect of the duty on the number of eattle
slaughtered is problematical, and that a broad issue of this nature
ca.nnot be decided merely on the consideration of a subsidiary effect.

193. We hold therefore that, so far as the export duty on hides
(iv) possibility  that ", and skins is intended to be protegtive, it
small revenue duty ou skins _cannot be justified. But we received a
mightbe justified. © ecertain amount of evideuce to the effect that
Indian goat skins formed a semi-monopoly. It is possible therefore
that a small revenue duty on sking could be justified in accordance
with our general prineiples. This is a matter which might be en-
" quired into by the Tariff Board. But the duty on hides should be -
abohshed in any case.

194 Many witnesses have advocated the imposition of a protec-
Proposed duty on oilseeds tive eXport duty on oilseeds. The argu-
condemned, ment is that a very large quantity of Indian-
011%eed% is exported, and that by imposing an export duty the crush-
ing of the oilseeds would be carried out in India with economic ad-
vantage 1o the country. This proposal like all other proposals for
protective export duties is meonsistent with our general prineiples.
In the case of oilseeds we consider that such a duty would be parti-
cularly disadvantageous to the country. Certain oilseeds are grown
very largely for the export trade. The Indian demand for the-oil
and the cake would be quite insufficient to absorb the whole product,
if all Indian oilseeds were crushed in the country. At the . same
time there are considerable difficulties in exporting the oil ; and 1tis
unhkely that any appreciable export trade ‘in oil eould be built up.
The main result therefore of imposing a proteetrve export duty on
oilseeds would be that the producer would be sacrificed to an un-
sound economic theory, and th¢t the produetion of a valuable crop
Would be discouraged. J J

i - 195. We have also received proposals that the export of manures
Uss of manurestiot likely Spould either be prohibited, or discouraged
to be promoted by export by the imposition of a heavy export duty.
duties. From this point of view an export duty on
oilsceds has heen advoeated, in order to retain within the country
-the oil cake, which has a high manurial value. - The other manures .
referred to are bone and fish manures. The advoecates of this policy
do not always stop to eonsider what would be the probable result,
It is assumed that if the export of manures is stopped, the manures
which are not exported will be used in India. Dul this assumption
is-one that cannot safely be made. There are at present two main
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" obstacles to the increased use of manure by Indian cultivators. . In
the first place the cultivators are sometimes prejudiced against the
use of a particular kind of manure or have not been educated up to *
an appreciation of its value. In the second pldce, and thiy is
the more important eause, the cultivator is usually not in an econo-
mie position to be able to afford to use artificial manures. It
is difficult to see how the prevention of export of manures will remove -
these two obstacles.  Prejudice or ignorance will give way only to
teaching and experience. On the economsic side it may be argued
that an export duty will reduce the price of oil cake for instance, and
consequently will stimulate its use by the cultivator. But it must
not be forgotten that the reduction in the price of the oil cake wounld
be effected at- the expense of the producer of the oilseeds, and that
therefore this potential user of the manure would be impoverished,
and might not be able to afford to use it even at the reduced price.
Further, if the manure is cheapened to such a -degree as would
be likely to stimulate its conmsumption largely, it is. probable that
production would diminish owing to decreased profits, and even-
tually prices would again be raised. We consider that under pre-
sent conditions any action of this nature would merely waste a
source of wealth in India without ensuring any compeunsating advan-
Swall coss on export of tage. At the same time we fully realise the
mannres might bo imposed. importance of encouraging the wuse of
manures in India, and we think that a small e¢ess might possibly be
placed on the export of manures, on condition that this eess should
not go into the general revenues, but should be devoted to the encour-
agement of the use of manures. We need hardly say that the cess
we contemplate would be at such a low rate that there would be no
possibility of its disconraging in any way the export of manures,

196. Differential export duties are sometimes advocated either
Differential export duties LOT purposes of retaliation or of preference.
generally inadvisable.  In the one case a special penal exp01t duty
would be ‘imposed on exports going to particular countries, in the
other a special favourable rate would be imposed for the beneﬁt of
certain countries. The quotation given above from the report of a
committee of the League of Nations shows that export duties designed
either to injure or to benefit particular countries are apt to give rise
1o a considerable amount of prejudice. The system is obnoxious te -
other countries, mainly perhaps because an export duty attacks the
whole of an®industry, whereas an import duty only affects a portion
of its market. While it may be extremely damaging to be placed at a
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- disadvantage in comparisori with other comntries in a particular
market, it is often possible to find new. markets which will in part at
least compensate. But it is likely to be more seriously damaging te
“be placed at-a disadvantage as compared with other countries in
respect of the cost of the raw material. A system of differential
export daties also gives rise to serious practical diffieulties in adminis-

tration. ~ Tt is difieult to ensure that any country discriminated
against is not able to get supplies of the commodity from countries
against ‘which no discrimination is exereised. -Unless the cost of ‘
rehandling and retransporting happens for special reasons to be
very heavy this would inevitably be done, and the only way in which
it eould be checked would be by a system of export licences which
would be highly inconvenient to the Indian trader. Finally there is
the general objection to any export duty, that it may tend to injure

““the producer. ’

©197. Suggestions have been made both in the case of jute and

Uso in oxceptional- cages Tice -that it might be advisable to imipose

for purposes of retaliation.  differential export duties for purposes. of
retaliation. Tt is contended that, if a foreign country imposes heavy
duties” against the manufactured article while admitting the raw
material free, it is legitimate for India to put a retaliatory export
duty on the raw material, so as to protect its own manufacturing
industry.. It must however be vemembeéred that the action which
is thus taken in' foreign countries is consistent with ordinary
protectionist principles, namely the admission of raw wmaterials
free and the protection of home manufactures. It may be tempt-
ing, in. cases where India possesses a practical monopoly of the
raw material, to try to use this advantage to' prevent foreign
countries building up a manufacturing industry in that raw
material. But it must be remembered that the adoption of
-such a policy is equivalent to the declaration of a tariff war. While
in the particular trade in which action was taken it might be the
case that India was in-a strong position and could not suffer, there
would be & risk that 3ny country thus attacked wounld retaliate on
other imports from India, and that a general tariff war would
ensue.: We need hardly say that we strongly deprecate any policy
which wounld lead to such a result ; and that as a general principle
we would condemn the use of export duties for purposes of retalia-
tion.” At the same time we are not prepared to say that in special
or extreme cases the imposition of such duties should be absolutely
excluded from India’s fiseal poliey, provided they are based
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definitely on defensivie considerations and have no taint of seonomie
aggression,

198, Tt follows from the gemeral principles which we have

Preferontial export duty stated above that we are opposed to th:e
on hide$ and sking con- Use of differential export duties for the
demned. purposé of granting preference. The ex-
isting export ‘duty on hides and skins contains a preferential pro-
vigion. The duty is at the rate of 15 per cent. ad valorem with a
rebate of 10 per cent. on hides and skins tanned within the Empire.
We have no hesitation in condemning this provision, both on the
general grounds of principle and on a consideration of the actual
effect it hag produced. The object of the differentiation was to con-
fine the tanning of Indian hides and skins as far as possible to the
Empire. Whatever may have been the . benefit to British tanners,
we have received evidence that this differentiation has in practice,

as a result of the cumbrous procedure involved, interfered with the -

important entrepit trade in the United Kingdom, and has . thus
hampered the free distribution of the Indian product. Whatever
may be the ultimate decision.regarding the retention of a small

revenue export duty on skins, we recommend that the preferential
provision be abolished at onece. -
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CHAPTER XIL
| Restrictions on the Export of Food Grains.

199. A mumber of witnesses have advocated the imposition. of
Contention  bhat Tndiwe €XPOTE duties or other methods of restrie-
production’ of food is insufi- tion on the export of food grains, in order
clent for her population, to conserve the food supply of the country.
An attempt is usoally made to support by statistics the: assertion
that India’s production of food is insufficient to feed her population.
Calculations are made of the total food production in India ; an aver-
age ration is assumed which is suitable to provide the whole popula-
tion with- what is regarded as a sufficiency of food, and it is then
shown that the food produetion of India is not adequate to provide the
required ration. But the subjeet is not really susceptible of treatment
“in' this manner, in view of the conjeetural nature of nearly all the
statistical bases. The statistics of outturn are admittedly only esti-
mates, and the degree of aceuracy varies largely in accordance with
the agency by means of which the estimates are made. - Moreover the
available statistics do not cover the whole of India, nor do they
inelude alli-food erops. As to the ration assumed, this must:be
dargely a matter of personal predilection.

200. But in any case this line of argument leads to no useful

The rea problem is one of conclusions. It ~is  not asserted  that
poverty and prices. people who have money to buy food

are unable to procure it. It is not really the insufficiency of the
total food supply so much as the fact that certain classes of the
population are too poor to buy all the food they require, which is
urged by these erities. That the mass of the population of India
is-poor is a proposition that would be denied by no one. The
degree of poverty, however, cannot be established by the statisticsal
caleulations to which we have referred. This can be aseertained
only by detailed investigation of economid conditions, and it
is worth noting that the most elaborate investigation of this natuore,
which is to be found in ** The E¢onomic Life of a Bengal District *’ by

b
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the late Mr. J. C. Jack, is far from establishing the more sweeping
assertions of general want that are made. However that may be,
the mere prohibition of export of food grains will not in itself
bring food to the people who need it. 'The problem for those who
seek to attack the evils of poverty through controlling the export
of food grains is one of prices. Nothing can be achieved exeept
bty lowering the price of food. :

201, We have to see therefore what would be the effect on India
Bifect coutbaral i generally of an artificial reduction in the
torests of artificial depros. price of food grains, If the poliey is
sion of the price of food gnecessful, it is clear that it would involve
grains. . o . . .

a considerable diminution in the resources
of the agrieulturists. Tt was assumed by Mr. K. L. Datta in his
“ Report on the enquiry into the rise of prices in-India,”” that two-
thirds of the supply of food grains is econsumed by the agriculturists
and one-third is sold. The fotal average erop of wheat at present
is 9,300,000.tons, of which on this assumption. 3,100,000 tons would
be sold.- If the priee of wheat were artificially depressed by Rs..2
a maund, the money loss to be shared among the cultivators, land-
lords, middlemen and money lenders connected with agriculture
would be something over 16 crores of rupees annually. Whatever
might be the advantages of such action, it is certain that it would
infliet a blow upon agriculture. In fact we understand that fears
have recently been expressed by wheat growers in the Punjab that -
they may be deprived of their legitimate profits by the continuance
of the present prohibition on the export of wheat. It is moreover
generally agreed that improvements in agricultural production ave
urgently required in India. These improvements must, it would
seem, originate with the more prosperous cultivators who are possess-
ed of more capital and more intelligence than the rest.. High prices
of agricultural produce probably benefit the prosperous cultivators
more than any other class. It would therefore seem probable
that any attempt to lower the price of agrieultural produce would,
by reducing the resources of the more prosperous classes, ténd to
delay that improvement in agriculture which is so much desired.

202. But it is more probable that the attempt to lower the price
Probable - substitutien  of  Of food graing artificially would fail,  Any °
_ether orops.. depression of the price of food graing
would naturally lead to the substitution for them of crops such as
cotton, jute and oilseeds ; and the effect of this attempt to cheapen
the food supply would merely be to diminish the production of food.
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The situation weuld be aggravated by the very measures designed
to-alleviate it. ‘

203. Under present conditions-India has in a normal year a’
Tmportance of the export- Surplus both of rice and wheat which is
able surplus. available for export.  For this purpose it-is
immaterial to argue that, if the whole population. of India® were
properly ~fed, there would be no surplus. The faet remains
that at existing prices the efficient demand of India is satisfied,
and there remains a surplus available fer export. Were- the
export market not open, the surplus would not be produced. Now
the existence of this exportable surplus constitutes a most important
factor in’ the problem of food supply for a country like India
which - suffers from periodical local failures of the ecrops. If
India is to grow enough food to feed herself in bad years, there
must be a econsiderable surplus in good years. But no surplus will
be grown unless a profitable outlet for it is provided. It follows
therefore that a policy of free export in nomal years is the most
advantageous for the food supply of India.

204. The path of progress and even of safefy lies in the direction
Increased production the ©Of stimulating the production of food grains
true remedy. in India. In the last 8 years the produe-
tion of wheat has three times fallen below what may be regarded
as the normal consumption of India, and once it only just equalled
it. - A situation like this cannot be remedied by any measures which
tend to restrict the free production of wheat. On the contrary
attention should be concentrated on the widest possible extension
of cultivation ; and we consider it most important that Govern-
ment should give every encouragement, by promoting schemes
of irrigation, to bring about this result. The improvement: of
India’s food supply depends on the successful completion of such
schemes as the Sukkur Barrage, or on better methods of agriculture,
and not on shortsighted attempts to control the free disposal
No  rostriction on the OF th.e food pro@ueed, We hold' therefore
g grains in = that in normal times any restriction on the
\?ﬁmﬁ&’mm
duties or by any other means is contrary to the true interests of the
-country.

205. The two important food crops exported from India are rice

‘No export daty to bo im- 20 whegt. We have recommended'l}l the
posed on wheat even for casc of rice the continuance of the existing
revenue purposes. small revenue duty. This recommendation,



114 CHAPTER XII

it must be understood, is made solely in the interests of revenue,
and has no connection at all with any proposals for retaining rice
in the country. It has however been suggested that, just as rice
may bear a small vevenue duty, so a small revenue duty might be
imposed on wheat. Tha two. cases however are by no means
parallel. We have argued that rice for export may be regarded
as a semi-monopoly of India. No such claim could possibly be
made in the case of wheat. The exports of Indian wheat to the
Urited Kingdom, which is the main market, though in the years
immediately before the war amounting to about 15 per c¢ent. of
the total imports of the United Kingdom, have dwindled in more
recent vears fo only 4 per cent. Under these conditions an export
duty ot wheat would undoubtedly fall on the producer. We can-
not therefore recommend that any export duty on wheat should
be imposed for revenue purposes.

206. Whether any action, and if so what, should be taken when

Abnormal condibions, abnormal eonditions prevail in regard to

() failure of rains. food supplies or prices is a more difficult
problem. There are two distinet cases to be considered. The first
is. when there is a shortage of erops in India owing to a failure of
the rains. As soon as the shortage becomes apparent prices usually
rise rapidly to a point at which it no longer pays to export, that is
{0 say, prices rise above the world level and export is automatically
stopped. When this point is rcached the prohibition of export
becomes superfluons. Such prohibition will only be of practical use
if the Government can foresee the shortage in time to stop the export
of a substantial amount of grain before the rise in prices has come
into effective operation, that is to say, if the Government can judge
the situation more accurately and earlier than the trade. This
however is not the ordinary experience. In fact as a rule Govern-

ment relies largely on the advice of the trade as to the probable
eourse of eveuts,

207. The second case to be considered is when, though supplies
in India are ample, there is a marked short-
age of supplies in other markets, resulting
in very high world prices. These conditions arose during the war
in the case of wheat, and later in the case of rice also, the world
prices of both these grains having risen to heights to which the
Government thought it unsafe to allow Indian prices to follow. The
situation was met by various restrictions on export and on inter-
proviveial movements of food grams, but these restrlctmns gave rise

’(7;7}) high world priceg;
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to innumerable difficulties and the task of regulating internal prices
is not one to be lightly undertaken by Government.
208. We recognise that serious disadvantages attach to any
Desirability for Govern- m@:thod of treatment of these abm'rglal con-
‘ment action. in epite of dis- ditions. Some competent authorities hold
advantages. : that in these cireumstances a policy of non-
interference is the safest. Before the war Government used not to
interfere ; and it has been represented that the present.demand for
interference by (Government is due to ideas which grew up during
the war, and which arose out of purely abnormal conditions. We
recognise that the cireumstances in recent years have been entirely
abnormal ; and we may reasonably hope that normal conditions will
gradually be established. But though we may hope that the necessity
- for taking any special action will arise but seldom, we think that
there may be occasions when aetion is called for.  Nor is it possible
altogether to ignore the traditional deggand of Indian public opinion
that one of the primary duties of the Government is to safeguard food
supplies-in times of scareity.

209. We have to consider therefore the possible methods by which
Government might meet such abnormal
conditions. At first sight it would seem
that the most effective action would be to prohibit absolutely
the ‘export of food grains. In the event of an actual shortage of
food graing in India we have alrcady pointed out that the action
of .prices will automatically put a stop to all exports, and. the
measure of prohibition, though it might be reassuring to the popular
mind, would in reality, unless it came at a very early stage, be
superfluous. At a time for instance when India is importing
Australian wheat, ‘as ‘she has been doing recently, the prohibition
of export of Indian wheat is really a superfluous precaution.
When, however, there are ample supplies in India and the object
is to prevent them being drained away by a strong demand from
foreign countries, prohibition undoubtedly would be an effective
weapon. But whether it would have the desired effect of keeping
down prices in India is a more doubtful question. It has heen found
by actual experience that Government restrictions are apt to encour-
age speculation. Prohibition does not always force stocks on to the
market, as it may induce speculators to held up large quantities of
grain with a view eventually to export at a profit. It is therefore
not at all certain that the anticipated effect on: Indian prlces Would
be reahsed , v

Prohibition ef export.
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210, Prohibition therefore by itself does not appear to us to be
likely to beé satisfactory or effective. It
would probably have to be aceompanied by
measures to prevent' the hoarding of grain. But such measures
would present great difficultics and might lead to grave corruption
and discontent. - During the war Government todk power to ascer-
1ain the amount of hoarded stocks and to commandeer them when
“unreasonably withheld from the market, but these powers were
rarely exercised and were of doubtful efficacy, and we cannot recom-
mend such interference with internal trade as a mormal feature of
the administration. Tt should be regarded rather as & dangerous
weapon the use of which could only be justified in very e\{ceptlonal
circumstances such as those arising out of the war.

Government control.

211. Furthermore when there is a large surplus it is impossible
to maintain absolute prohibition without serious injury to the
country. The Burma rice teade affords an apt illustration of this
situation. In 1920 owing to a widespread failure of crops in Siam
and Indo-China the world price of rice had rigen so high that the
Government were foreed to take special steps to prevent & similar
rise In internal prices in India. At the same time Burma had, as
usual, a large surplus available for export, and it was necessary to
provide an outlet for it in the interests both of the Burman cultivator
and of the rice conswmers in Ceylon and other countries dependent
on supplies from Burma. In these ecircumstances the Government
decided to take practical control of the whole export trade in rice,
and they succeeded in keeping down internmal prices while at the
“same time  securing very large profits, exceeding 9 crores - of
rupees, from the export trade. This appropriation of the profits of
agriculture and trade was an exceptional expedient adopted during
the aftermath of war, and we can hardly contemplate the repetition
of it in normal times. Yet some such interference with trade is a
necessary concomitant of partial prohibition. If a limited amount
of grain is to be exported, some machinery must be devised, such as a
system of licences, for distributing this amount among exporters,
and some form of Government control must be exercised. We hold
that the objections to such control outweigh any possible advan-
-tages, and for this and the other reasons given above we reject the
alternative of prohibition of export.

212. The only weapon therefore which remains for Government

Tempovary oxport duby +he to use in abnormal times is an export duty H
least objectionable measure. and after very careful consideration we
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have come to the conclusion that a temporary export duty would
be the least objectionable method of dealing with the situation.
We recognise that some of the objections whieh, have been urged
against prohibition will apply to this course also, but we think they
apply in a lesser 'degree. Speculative hoarding may be encouraged
by an export duty, but the speculators will not be able to count on
such large profits-on its removal as they céan in the case of prohibi-
tion, because the duty could be reduced gradually, thus promoting
a gradual resumption of exports and avoiding violent fluetuations
in prices. ' The main advantage, however, is that an export duty, if
rightly pitehed, will automatically check exports, and the necessity
for any supplementary ‘measures of arbitrary econtrol will be
obviated.. When therefore the prices of foodstuffs in Tndia show a
tendency to rise to-dangerous heights, either in consequence of crop
failure in India or abnorihal prices abroad, we recommend that a
temporary export duty should be imposed gufficiently high to check
or prevent exports and thus to keep Indian prices at a reasonable
level,

213. We recognise that any such action is open to the eriticism
Some lose of profit to the that the agriculturist alone is thus prevented
agriculburist must be faced.  from taking the fullest advantage of condi-

‘tions favourable to high profits in his business. But the needs of
the people are paramount. We are also very doubtful whether in
such conditions the bulk of the profit is not secured by the middle-
man. The gain to the people is therefore likely to be much greater
than the loss of profit to the agriculturist. ’
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CHAPTER XIIIL
Imperial Preference.

(7) Higrory AND MEANING.

214. The question of Imperial Preference in the British Empire
first took practical shape in 1897, when
Canada, partly in pursuance of a more
liberal tariff policy, reduced her duties on British goods. Owing
to the existence of certain commercial treaties the benefits intended
for Great Britain had to be conferred temporarily on some other
countries, but the hampering treaties were denounced in 1898, and
from that time the preference, which was fixed at one-fourth of
the duty, was confined to the United Kingdom and such British
colonies as gave Canada favourable treatment. In 1900 the pre-
ference was raised to one-third. ‘ :

The first stop.

215. The subjeet of Tmperial Preference ecame before the Colonial . -

Tmperisl Freforence  ho- C()nfore%cc of 1902,- and on this occasion

comes a policy. the prineiple was for the first time author-

itatively recognised as one of general application. The resolution
passed by the Conference was as follows — o

‘“1. That this Conference recognises that the principle of
preferential trade between the United Kingdom and His
Majesty’s Dominions beyond the seas would stimulate
and facilitate mutual commerecial intercourse, and would,
by promoting the development of the resources and
industries of the several parts, strengthen the Empire.

2. That this Conference recognises that, in the present ecir-
cumstanees of the Colonies, it is not practicable to adopt
a general system of free trade as between the mother
country and the British Dominions beyond the seas.

3. That with a view, however, to promoting the increase of
trade within the Empire, it is desirable that those
Colonies. which have not already adopted such a poliey
should, as far as their circumstances permit, give
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substantial preferential treatment to the products and
manufactures of the United Kingdom.

4. That the Prime Ministers of the Colonies respectfully urge
on His Majesty’s Government the expediency of grant-
ing-in the United Kingdom preferential treatment to
the produets and manufactures of the Colonies, either
by exemption from or reduction of duties now or here-
after imposed.

5. That the Prime Ministers present at the Conference under-
take to submit 1o their respective’ Governments at- the
eartiest opportunity the principle of the resolution, and
1o request them to take such measures as may - be
neécegsary to give effect to it.”’

Phe prieiples. of Tmpe- 216. The points of chief 1mp0rtance which
riul Preference, emerge from this reselution are :—
(1) that the stimulation of commercial intereourse between
the different parts of the Empire was in the interests
‘of the Empire ;

(2) that the policy of preference would develop the resources '
of the several parts of the Empire and thus strengthen
the whole ; '

(8) that there was no question of the Dominions abating their
protectionist policy, amd no idea of establishing free
trade within the Empire ;

(4) that the preference given should be wholly vohmtai‘y, and
should not go beyond what the ecircumstances of each
, utiit might reasonably permit ; ;
(5) that the United Kingdom should, if possible, grant certain
preferences in return.

217. In pursuance of this resolution preferential duties were
introduced by, New Zealand and South
Afriea in 1903 and by Australia in 1907,
but the United Kingdom decisively rejected the policy of taxation
of food, through which alone any effective response could have
been-made to the preferences granted by the Dominions. At the
Colonial Conference of 1907 the ‘question was once more raised
prominently. - The representatives of the Dominions showed the
. importance they attached to the development of the system and to
some response on the part of the United Kingdom, but the British

3

A~

Its extension.
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Government explained without disguise that in their opinion the
circumstances of the United Kingdom made this impossible. The
resolutions of 1902 were reaffirmed with a reservation by the Dritish
Government that they could not assent that it was necessary or
expedient to alter the fiscal system. of the United Kingdom.

; 218, In the meantime the Government of India had been consult-

The position of India 1o ©0 in 1903 on the question of Impe:fial Pre-
rélation to Imperial Prefer- fevence from the standpoint of the interests
etoe. : of India. After reviewing the position of
India, the nature of her trade and tariff, and her commercial rela-
tions with the Kmpire and other countries, their .general conclusion
was that from an economie standpoint India had something, but not
perhaps very much, to offer to the Empire, that she had very little
to gain in return, and that she had a great deal to lose or to risk.

219, Up to the time of the war therefore the position was that
the self-governing Dominions all gave pre-
ferences at such rates as they considered-
advisable to certain products of the United Kingdom, and in some
cases to the products of other parts of the Lmpire ; that India
and the majority of-the Crown Colonies had not adopted the
principle ; and that the British Government had definitely stated
that it did not see its way to grant preference in the United
Kingdom. ‘The preferences granted by the Dominions were intended
primarily for the benefit of the United Kingdom, but New Zealand
extended her concessions to the whole Empire, and Canada has
voluntarily granted 'her preferinces to New Zealand, India and
most of the Crown Colonies. Canada has also entered into special
agreements with the West Indies. Australia and South Africa
adopted the principle of coufining their preferences primarily to
the United Kingdom and only extending them to other parts of
«the Empire as the result of negotiations. South Africa has
negotiated agreements with Canada, New Zealand and Australia;
Australia has made an agreement ounly with South Africa, but it
is stated that negotiations for an agreement with New Zealand are at
present in progress. In Canada, Australia and New Zealand the
preferential duties are wusually about two-thirds  of the full
‘duly, though the fraction varies considerably both above and
below this figure. The South African preference is a small one
and is usually only a rebate of 3 per cent. ad valorem. In a
number of cases when the general duty is only 3 per cent. British
goods are admitted free, and in the other Dominions in the same

The general position.
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way British goods are sometimes admitted free, when the general
duty is at a low rate. It must be remembered that in no case do
the Dominions allow these preferences to interfere with the degree
of protection which they consider necessary for their own industries.

220. The war gave & great impetus to the policy of consolidating
the Empire, and in the light of the ideas
engendered by the war the question of
Imperial Preference began to be re-examined. The Economic
Conference at Paris in 1916 passed a resolution recommending
the Allies to take the necessary steps without delay to: render
themselves independent of the enemy countries as regards the
raw materials and manufactured articles essential to the develop-
ment of their economic activities.. This resolution raised the whole
question of the organization of the Empire as an independent
economic unit, and it was proposed to convene a conference of
the Dominions and India to eonsider the commercial policy to be
adopted after the war. Ideas at this time were perhaps coloured
unduly by war eonditions, and more stress seerns to have been laid
on the desirability of making the Empire self-contained in the
matter of food supplies, raw materials and manufactures, and
evolving a unified policy, than on the mere development of the
interchange of products between the various parts.

The effects of the war,

921. The projected conference was never held in the form Whmh :

| Further proforonces. The WOS apparently econtemplated. But ~thgi

United Kivgdom adopts the Imperial War Conference, 1917, passe
policy. following resolution :—

S *“The time has arrived when all- posmble eneouragement ,
should be given to the development of Imperial vesources,
“and especlally to making the Empire independent of other
countries in respect of food supplies, raw materials, and
essential  industries. With these objects in- v:eW thla
Conference ‘expresses itself in favour of +— -

‘ (1) The principle that each part of the Empn-e havin _d’ue
: ‘regard to the interests of our Allies, shall give
specially - favourable treatment and facilities to the
produce and manufactures of other p&’rt's ef e
pire.

(2) Arrangements by whzch mtendmg emlgrants from. the
United Kingdom may be induced to settle m countr e
under the British flag.” :
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222. The movement towards a strengthening of the links of
Empire found expression in independent action taken by many. of
the members. The most aportant ¢vent was the adoption by
the ‘United Kingdom in 1919 of the policy of  preference, thus
reversing the attitude taken in 1907. It had always been
recognised that preferences given by the United Kingdom, unless
accompanied by considerable departures in fiseal poliey, would
not have any great practical effeet. But in 1919 the United
Kingdom without altering its gencral tariff policy granted to the
whole Empire preferential rates, which were usaally five-sixths or
two-thirds of the full rate, on nearly all articles on which import
duties were levied. At the same time many of the Crown Colonies
took up the question of Imperial Preference, some of them have
ulready introduced preferential rates, while it is believed that
others have them under consideration. Australia and New Zealand
have also within the last two years revised and increased their
preferences,

223. It was not possible for India to ignore a general movement:

of this- nature, and from 1917 onwards
the question of Imperial Preference has in
one form or another been before the Government of India. We
have alreddy explained how the resolution moved by Sir George
Barnes in I*ebxuary 1920 in the IJmperial Legislative Couneil
for the appointment of a committee to report * whether or not
it is advisable to apply to the Indian Customs Tariff a system of
preference in favour of goods of Empire origin,”” led dn'ectly
to the enqguiry which we have been conducting.

1ndia examines the polioy.

(#7) EconoMic PRINCIPLES,

224. As a preliminary to considering the adoption of a poliey ot
Feonomic effact of profer- lmperial Preference by India it is 1mportant
-ential duties, to obtain a clear idea of the economic effects

of preferential duties, Preference means that goods from one or
more favoured countries pay duty at a rate lower than the general
rate. . Whether the preferential rate is a real reduction in duty
or whether ‘the general rate has been arrived at by making an
addition to what is considered the minimum duty, which thus
becomes the preferential rate, is, in ¢onsidering the economic effect,
immaterial. For our present purpose the preference may be
treated as a reduction of duty in comparison with the rate imposed
¢n foreign countries in general. The effect of such a reduction is

I
I
I
I
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clearly expressed in the following passage from the Report on
Reciprocity and Commercial Treaties prepared by the United States
Tariff Commission in 1918 — :

“ As regards economic effeet, reductions of duty under the eon-
césaional method have different consequences under vary-
ing conditions of supply as regards the article affected.

Where a reduction of duty affects only a fraction of the’

imports of a particular article, and the major portion
of the imports of that article is still left subjeet to the
main, or non-concessional duty, the result is not only a
loss of revenue to the Treasury, because of - the lower
rates of ‘duty, but absence of any gain to eonsumers. The
reduction of duty redounds only to the advantage of the
foreign producer. This situation was exemplified by our
experience with Hawaii, as detailed in this report, under
the reciprocity treaty of 1875. That experience was not
indeed part of a general concessional poliey ; but it, riever-
theless, supplies an example of the working of a limited
concession. - If, on the other hand, virtually the entire
immported supply of a given artiele is admitted at the
lowered concessional rates, the effect is that-of a general
reduction of duty. Such a result ensued, at least in the
more recent  years of the operation of the reeciprocity
‘treaty with Cuba, as a consequence of our concession of
a reduced duty upon Cuban sugar.  As shown in the dis-
cussion” of Cuban relations, this concession resulted in a
‘gain to the Cuban sugar producer during the first years
after. the reciprocity arrangement went into effect, bunt
had come to redound, during the years immediately pre-
ceding the HBuropeap war, mainly to the advantage of
the domestic consumer.”’

225. We take 1t that this passage expresses aceurately the econo-
Effect depends on bho re- mic effect ‘of a preferential duty. So-long as
lative importance of the & substantial quantity of the commodity. con-
sources of supply. tinues to be imported from countries to
which the preferential rate is not extended, the price of the com-
modity will ‘be regulated by the higher duty. "Phe consumer will
thus pay the higher price on the whole supply, and the difference
between the two rates of duty will be equivalent to a bounty to the
manufacturer in the country rveceiving the preferemce. When on
the other hand the eountry receiving the preference supplies prae-
tically the whole market, then the price to the consumer will be
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regulated by the lower vate. The bounty to the foreign manufac-
turer will cease, and the consumer will get the benefit of the lower
rate. The .question therefore whether the eonsumer is or is not
penalised for the benefit of the foreign manufacturer depends on the
relative importance of the sources of supply. If the portion of the
market supplied by the favoured eountry is large, the burden on the
consumer will be small, or possibly there will be no burden at all.
So long, however, as the supply from the favoured eountry is small
relative to the total supply, the consumer will suffer.

226. It may be thought that, unless the consumer suffers, -the
i . .. foreign manunfacturer cannot: benefit ; that
Conditions under which the . - B
forcign = manufacturer may 1% to say, unless the foreign manufacturer is
benefit without the dowestic  ahle to annex for himself some of the differ-
v ence between the two rates of duty, he
will - mot be vreeeiving any benefit. - This however is not: a
fair statement of the case. To take an illustration, we may assume
that the favoured country is, before the grant of preference, supply-
ing three-quarters of the market. -After the prefercuce is given, the
price to the consumer for a time may. be regulated by the higher rate
of duty, and the manufacturers of the favoured country will receive,
as has been already explained, a honus of the difference between the
two rates. The effect of this bonus is to- stimulate the trade.of the
manufacturers of the country receiving the preference, and in a short
time they may secure for themselves the whole market, driving out
altogether the non-preferred manufacturers. - The price to ‘the eon-
sumer will then be regulated by the lower or preferential rate of
duty, and the favoured manufacturers will find that the price falls
to the true competitive level. But they have not thereby lost the
whole benefit of the preference. Their gain is represented by the -
additional guarter of the market whieh they have secured for them-
selves at the expense of their non-preferred rivals. - Thus they bene-
fit even when the consumer has ceased to suffer.

227. It will be appavent from the considerations stated above
Analogy bebwoon  argu- thfz!; _the arguments  in favour of prefer-
ments for proferemce and for ential duties #re very similar to those in
protection. favour of protective duties. In both cases
the consumer is invited to suffer a temporary loss. TIn both cases he
is given the hope that when the policy succeeds the loss will ter-
minate. In the one case, however, the advantage for which he is
invited to suffer his tempora1y losb will acerue to the industries of
his own country ; whereas in the case of preference it will ‘acerue to
the industries of the country to which preference is given. '
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228, The analogy may be traced farther. It ig an essential part
of the seheme of protection which we have advoeated that protection
should be given only to such industries ag may be regarded ag possess-
ing a comparative advantage, and which ave therefore likely with
the aid of the protection given to be able eventually to supply the
needs of the country: as cheaply as foreign industries. The same
prineiple should be applied in the grant of preference. If a prefer-
ence is given to an inefficient industry or to an industry which with
the preference is not likely to be able to supply eventually the whole
market, the preference will econstitute a permanent burden on the
aonsumer; and will therefore from an economic point of view be un-
jusiifiable, '

229.-The economic effect of a preferential duty has two aspeets.
Hitherto we have been considering the duty
merely as it affects the consumer. - "But the
duty may also affect the Government revenue. If the preferential
vate is a true reduction from the general rate, it is clear that the
evuntry granting the prefevential rate is saerificing revenue. = As we
have indicated above;, however, preferential rates are frequently not
real reductions. - Prefevence often takes the form of raising the duties
against the non-favoured countries instead of lowering them for the
benefit of the favoured countries. In such cases it may be argued
1hat the State sacrifices no rovenue, Indeed it may receive in view
of the higher rates imposed on the non-favoured countries a slightly
" higher revenue. But for the true economic effect we have 1o look
below the surface.  The best tax from the economic point of view is
that which brings to the public exchequer all the money extracted
from the pocket of the tax-payer. An import duty operates to raise
the price of the whole of the commodity sold in the country, whether
imported: or produced locally. Consequently the best economic im-
port duty is one-imposed on a commodity none of which is produced
within the country. . In this case the whole extra price paid by the
consumer is levied in the form of import duty and reaches the publie
exchequer. - The smaller the amount imported. as compared with the
‘amount: produced locally, the smaller is the revenue in proportion to
the fax on the consumer. It is to meet these eonditions that those
countries which regulate their tariffs purely for purposes of revenue
impose excise duties on the home production of goods on which import
duties are imposed. KExactly the same considerations arise in the
case of preferential duties. We may for purposes of this argument
concentrate our attention solely on the goods imported, and may
ignore the home production, if any. It is clear that, if a single rate

The ravente aspect.
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of duty is imposed, the State will secure as revenue the whole:
amount paid by the consumer. But if two rates are imposed and
the consumer pays a price based on the higher of these two rates,
the State doeg not seeure as revenue the full amount taken from
the pocket of the congumer. The tax therefore to this extent ig
not sound ecoriomically, and this unsound economic effect may
be represented by saying that the Government loses revenue—not
possibly actudl revenue, but relative to the amount which it should
reeeive in virtue of the burden whiel it is placing on the consumer.

230. A preferential duty, when it takes the form of raising the
Home {ndustrios may sup- Pabe against non-preferred countries, may
port preforomce, if it in- gometimes receive the support of the home
orones profection. industry because it increases the proteetion
whieh that industry enjoys. But this is by no means a sound argu-
“‘ment for granting such preference, It must be. assumed under our
scéheme that the indnstry is already enjoying the protection which it
needs. Tf, then, this protection is inereaséd by means of a prefer-
ential duty, the result merely is that the consumer is being penalised
to an unreasonable and unnecessary cxtent, and that the industry is
receiving a larger measure of protection than it requires.

231. There is one indireet effect of preferential treatment which
Possible advantage o tho is perhaps worth mention. The effect of
country which grants a pre- DPreference will be to stimulate imports from
ference in the market of the tho country which reeeives favourable treat-
country which receives it. . .
ment. If the preferences are important, this
will tend to build up direet shipping connections between the two
countries, and as a consequence will give the exporters of the country
granting the preference some advantage in the market of the country
recelving the preference. In other words, if imports are attracted
from a partieular country, there will be a tendenecy for exports to be
attracted to that country. Thus to some extent it may be the case
that the grant of a preference may bring some indirect compeonsating
advantage to the country which grants it, provided its expurts are
competing with the exports of other-countries in the market of the
country to which the preference is granted.

" (i) THE ECONOMIC LIMITATIONS OF PREFERENCE IN . INDIA,

282, We have explained in general what we coneceive to be the
Sotiroes and destination of ROTMal economie - effects of = preferential
Tndian fmports and exports.  duties, both on the producer in the country
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receiving the prefefence, and on the consumer in the country giving
it.. 'We now have to consider the probable results of a policy ef
_preference in India, in view of the special features of her economic
position.  This aspect of the -question was examined -with great
eare by the Government of Liord Curzon, and their conclusions were
stated in their despatch to the Secretary of State dated the 22nd
October 1903.  In its general features the analysis of the situation
then made holds good. The Governmeni of India  in 1903
found - that about” three-fourths of +the total imports —into
India came from the British Empire. Indian exports on the other
shand - went preponderatingly to foreign countries. The- situation
still is in broad outline the same, though such change as has taken
place has been to the disadvantage of the British Empire. The
ficures given in Appendix D show. that the imports from -the
British Empire, which were estimated at about 75 per cent. in 1903,
averaged in the five years immediately preceding the war only
69.8 per cent., and in 1921-22 stood at 66.6 per cent. The percent- .
age of India’s exports going to the British Empire has followed a
similar course of gradual diminution. In 1903 approximately 47 per
cent. of Indian exports went to the British Empire, including exports
to © Hongkong and the Straits Settlements, which were, however,
destined very largely for China and Japan. The corresponding
~figures for the five years preceding the war show a percentage of
419 and in 1920-21 of 43, which in 1921-22 fell abruptly to 37.3.
Turning to exports from India to the United Kingdom, these
represented in 1903 about 25 per eent. of the total exports, in the
five years preceding the war the average percentage was the same,
in 1920-21 it stood at 21.9 per cent. and in 1921-22 it had fallen to
19.7. Conditions have not completely readjusted themselves after
the war, but the figures seem to indicate, for exports as for imports,
some degree of relative decline of the importance of the British
Empire in the trade of India. The present position is that India
receives about two-thirds of her total imports from the British
Empire and sends to the British Empire, after deducting exports to
Hongkong and the Straits Settlements which are destined for China
and Japan, something over one-third of her exports.
233. We have shown in Chapter III that between 70 and 80 per
Tndian oxports nob of a cent. of the imports into India come under
kind to. benefit appreciably * the class of articles wholly or mainly manu-
from preference. factured. On the other hand the exports
of manufactures from India amount to only some 30 per cent. of the
total exports, the remainder consisting to the extent of 40 to 50
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per cent. of raw materials, and the balance of articles classified
under the head of ‘¢ food, drink and tobaceo.”” Broadly speaking
therefore India may be said to import manufactures  and to export
raw materials and foodstuffs. This fact is of great significance in
considering the probable results of a system of preference. The
economice advantage derived from a preference tends to be more
important in the case of manufactured goods than in the case of raw
materials, Manufactures nearly always meet with keen competition
in foreign markets, and therefore a preference on manufactures is
nearly always of value. The position in regard to raw materials is
different. In the first place they are usually admitted free into
foreign markets, so that the possibility of a preference does. not
arise ; in the second place it is an obvious fact that to a large extent
they find their markets ready made, whereas the market for manu-
- factures has to be developed and calefully nursed. Wlth a’ com-
paratively small degree of competition to meet, it is clear that raw
materialg stand very much less in need of preference than do manu-
factures, and that the gain to them by preference is likely to be
c¢orrespondingly smaller. With regard to foodstuffs the general
tendeney in most countries is to admit them free, and the possibilities
nf preference are limited.

234. These general considerations are corroborated by an examin-
Indian oxports receivin ation of Indian exports and the possible
proference = in the United advantage they could derive from a system
Kingdom, ‘of preference. Lord Curzon’s Government
in 1908 considered the possible commoRities to which preference
might be extended by the United Kingdom, and found that few, if
any, were likely to receive any appreciable benefit. We are now able
to deal with the matter on a more practical basis, for, as we have
explained above, the United Kingdom granted to the whole Empire
in 1919 such preferences as were found to be congistent with her
tariff policy. The only preferences of interest to India are those
on tea, tobacco and coffee. In each of these cases the preference
took the form of a reduction of one-sixth of the duty. The pre-
aerence was a genuine reduction from the general rate of duty,
and was not created by maintaining the existing rate for British
produets and enhancing it for forewn products. The amount of the
preference was reasonable. The United Kingdom clearly went as far
as could be expected consistently with a regard for her own interests.
We have to see what benefit within those limitations has been con-
ferred on Indian producersg

N
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235. In the case of tea the value of the preference granted to
India is discounted by the fact that her
chief competitor, Ceylon, enjoys an equal
preference. ‘Between them these two countries provided SQ per cen't.
o° the tea entered for home consumption in the United Kingdom in
the year 1913, and in 1920 they provided 90 per cent. ‘When such_ a
large percentage of the total supply is entitled to the preferentu_:nl
rate, it may be assumed in accordance with the general economic
prineiples which we have stated above that the price to the British
consumer  will be regulated by the preferential, and not by the
general, rate of duty. No direct bonus therefore is likely to-aecrue
to the Empire producers of tea from the British preference. The
advantage which they may be expected to derive consists in the
increased demand which the reduction in price may cause, and in the
" possibility of securing for themselves the remaining 10 per cent. of
the .~ British = market. But in this particnlar case it is not
entirely clear that the capture of the remaining 10 per cent. of the
British market will be of any great advantage to the Empire tea
producers. - When the question of introdueing preferential rates in
the United Kingdom tariff was under consideration in 1919, the
Indian Tea Association expressed some doubt as to the value to them
of the suggested preference. They thought that it would have the
effect of driving Java and inferior China tea out of the English market
altogether, that the result-would be that these teas would compete
keenly in American and other foreign markets with British tea, and
that the British tea exporters might possibly lose those markets and
would therefore gain nothing by the preference. These views, how-
ever, are-not those now held by the Indian Tea Association. In 1919
the Association made a speecial request that India should be granted
preference in the Canadian market where Java tea was obtaining a
serious hold, a request which was granted by the Canadian Govern-
ment ; and it expressed itself to us as believing in the advantage of
preference to the tea trade, and as anticipating good results if a pre-
f(?rence were granted by Australia. We do not therefor¢ endorse the
views expressed before the grant of the preference on tea in the
United Kingdom as to its possible inutility. But we do think that the
preference on Indian tea is only of indirect advantage to the Indian
?ea producers by way of a possible extension of their market, and that
it does not operate to increase their profits per pound of tea sold.

Tea.

236. The Indian coffee planiers are probably in a better position
Coffce to benefit by the British preference than
‘ the tea planters, and they have consistently,
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supported the concession. The proportion which the Indian supply
of coffee bears to the total supply in the United Kingdom is compara-
tively small, and it is possible therefore that the Indian coffee
planters receive something in the nature of a direct bonus. The
Indian coffee trade is however small compared to the tea trade,
and it is not clear whether there is any large scope for inereased
production in India.
237. In the case of tobacco, which howcver also oceupies but a
Tobaseo minor position among Indian exports, it
) would seem likely at first sight that the
preference would be of substantial advantage to the trade. But,
as was pointed out in 1908, the system of levying the duty in the
United Kingdom creates a diserimination against Indian -tobacco.
The duty on tobaceo in England is charged by weight and not by
value. Consequently the cheaper article is taxed more severely in
proportion to its value than the more expensive, and the cheap
Indian tobacco pays a duty which is particularly heavy. XEven with -
the preference Indian tobacco remains at a disadvantage in the.
English market. This is a case in which a higher degree of prefer-
ence or a change in the system of assessing the duty might be expect-
ed to give a real stimulus to the Indian trade.
2388. The above examination of the existing preferences granted
Actual and  possiblo” gain to Indian products in the United‘I’iingdom
to India from preforence is bears out our general proposition that
mmall. Indian cxports on the whole are not of a
nature capable of benefiting to any great extent by preferential rates,
particularly such as can be granted in the United Kingdom. @ We
freely. recognise that, except perhaps in the case of tobacco, the
British. Government has done what it can within its existing tariff
system. DBut only one of the major exports of India receives a pre-
ference, and even if the tariff policy of Great Britain were to be modi-
fied, as was proposed in 1904, with a view to extending the field of
preference, we do not think that the gain to India would be great.

239. On the other hand it-would no doubt be possible for India

India canmot gramt exten- L0 CODfer substantial advantages on British

ng;?ous?zgge:gnhc&z elfw1thoufi products by the grant of preferences in her

market. The mnature of -the -British

imports, which are nearly all manufactures, makes this clear.  But

“we do not think that India could grant anything of great value

without imposing a serious burden on herself. and it would not be
reasonable for India to incur such a burden.
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240. Before dealing with what we take to be the real objectiorfl to

; the grant of any extensive system of pretfer-
m&?{? mdifg?fﬁ:}ﬁm §§§§2§2?§§ ences by India, we wish to mention two
nob justified. points in respect of which apprehension is
generally expressed by Indian witnesses, but which do not seem to
us ‘to justify an adverse verdict from the economic point of view.
In the first place many witnesses have expressed the fear that a
policy of preference would be equivalent to weakening thie policy
of proteetion, that the grant of preference to British manufacturcs
in the Indian market would mean that Indian industries would not
receive the full protection which they require for their develop-
ment. ‘We need hardly say that, if such were the probable conse-
quences of a policy of preference, we should, as strongly and un-
reservedly .as the witnesses to whom we have referred, pronounce
our ‘condemnation. But we have explained above that Imperial
Preference involves no question of abatement of a protectionist policy,
and implies no idea of free trade within the Empire.. The Domi-
nions, which have freely granted preferences to the United Kingdom,
“have all adepted a pronounced protectionist policy, and they have in
every case taken care that the preferences granted by them to the
United Kingdom it no way interfered with the protection which they
- considered their own industries required. We wish to make it per-
feetly clear that it is essential that, if any preference is granted by
India, it should not be allowed in any way to diminish the full pro-
tection. which it may be decided any Indian industry requires.

- 241, The second apprehension of economic loss which we do not
Apprehensions - of loss C()?]Side? to be justified is that foreign coan-
throngh retaliation by foreign tries will take retaliatory measures against
couutries exaggerated. India, if India execludes them partially from
her markets by a system of preference.. This was an argument to
which Lord Curzon’s Government in 1903 attached great importance.
They realised tlie strength of India’s position as an exporter of
raw materials - whieh foreign countries were interested in obtaining
at the cheapest rates. But they could not exclude the possibility
that in the case of some countries and in the case of certain. articles
India might be open to attack. The position was re-examined by
the. Government of India in 1917, ‘and they came to the conclusion
that the. dangers apprebhended by Lord: Curzon’s Government on
this account were not serious. They thought that the strength of
India’s position as a supplier of raw materials, many of which were
. monopolies or partial monopolies, had been under-estimated, and
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that the Indian export trade was not likely to be seriously prejudiced
by any retaliatory action taken by foreign countries. The position
was examined onee more by the Committee of the Imperial Legis-
lative Counecil which was appointed in 1920 to consider the subjeet
of Imperial Preference. Their conclusion on this point is stated
in the following words :— ‘

““We first considered the question whether the application to
the Indian Customs Tariff of a system of preference in
favour of goods of Empire origin would be likely to
involve any danger of retaliation by countries outside the
Empire in respeet of our export trade. So far as we are
able to judge, we are unanimously of opinion that in view
of the demand for our raw materials, there is no danger
to be feared on this score, and that the apprehensions of
Liord Curzon’s (Government in respect of this particular
aspect of the question would in - present circumstances
be unreal.”’

242, The consideration which we have begn able to give to the
matter leads us to the same conclusions as were reached by the
Government of India=in 1917 and the Committee of the Imperial
Legislative Council in 1920. 'While it is impossible to say that no
country would take retaliatory measures against India in the
event of the adoption of a policy of preference, we do mot think
that any country is likely to be able to embark on such action with
any prospeet of economic advantage to itself.

243. We have dealt with two aspeets of this question in regard to
Bosl  eoofiomic Toas to which we believe.tha.t popular opinion is
India from preferescewould Mistaken in anticipating economic loss to
be the increased cost to' the Tndia from the adoption of a policy of pre-
consumeor, . .
ference. But we have shown, in analysing
the effect of preferential rates, that they are likely in many instances
to penalise the consumer in the country granting the preferenee, and
it is in this respeet that we anticipate that any considerable appli- ..
cation of a policy of preference would cause distinet economic loss
to India. The great mass of the people in India, it must be remem-
bered, are poor. We have throughout our enquiry borne this con-
sideration in mind. Qur general recommendations have been framed
with a view to confining the saecrifice which must be demanded of
the Indian consumer within the narrowest possible limits, It
~would not be consistent with our general view of the situation to ask
the Indian consumer to bear an appreciable burden.for the benefit
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of British manufacturers. Such burden as appears to us inevitable
in the pursuit of a policy of more rapid industrial development the
Tndian consumer must be asked to bear, But he should not be called
upon to bear an additional burden on top of this for the furtherance.
of interests which are not prlmarlly Indlan

244, Tn this connection a suggestmn has been made that prefer.
Disadivantage of - granting ence should never be given in the case of an
preference on .an article pro- industyy which is protected in India." This
tected in India. ' suggestion is not dictated by any fear that
the preference might weaken the protection granted to the Indian
industry, but by the consideration that the protection of the Indian
- industry already imposSes a burden on the Indian eonsumer, and
that therefore it is not desirable that a further ‘burden should be
imposed on him by a preferential rate, which would undoubtedly
take the form of raising the general rate above the level which is
required for purposes of protection. We do not think that it would
be reasonable to lay down any absolute rule to this effect, but we
~consider that in selecting articles for preference the extent of the
burden already imposed on the consumer in respect of. those
particular articles should not be ignored.

245, In our view it is clear that if preference is to. be-given it
Conditions in which the TUSE be confined to comparatively few com-
grant . of proferonce might Modities  and cannot take the form of a
be justifinble. © .general  preferential  tariff. - The com-
modities selected must be as far as possible 1hose in which British
manufacturers already hold an important part of the market, and
in-which the grant of preference is likely to develop rapidly the
portion of the market which they will command, so that the burden
on the consumer, if any, will be removed at an early date. We have
to recognise however that there may be few industries which fulfil
the requirements we have laid down. A British industry which is
thoroughly efficient and already commands a large part of the
Indian market is not perhaps likely to stand in need of the impetus
that preference would give. The industries which would be likely
to-place their faith in preference are precisely those which are less
efficient, and the grant of preference to them might impose a per-
manent -burden on the Indian consumer. Nevertheless we recognise
that there may be cases, particularly arising out of special and
temporary conditions, in which India might be in a position to give

assistanee to British industries without appreelable economic losy o
herself.
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246. Looking broadly at the competition of foreign countries in
Nature of foreign competi- the Indian market, we see that out of 34 per
tion in the Indian market.  eent. of imports derived from countries

outside the British Empire about 18 per cent. in 1920-21 and 13 per
cent. in 1921-22 eame from the United States and Japan. After these
two comes Java, the imports from which, however, consist of sugar,
and therefore do not compete with imports from the United Kingdom.
The most serious general competitors of British mannfacturers there-
fore at- the present moment are America and Japan. German
competition in the matter of dyes is an important factor ; and both
Germany and Belgium are competitors of whom account must be
taken in the imports of iron and steel. Tt must also be remembered
that before the war German imports into India exceeded those of
any other foreign country, and that there are signs that Germany is
eradually working up this trade again. Japanese competition  is
mainly confined to cotton yarn and pieee-goods.  The United States
sends large quantities of iron and steel, machinery, hardware and
cutlery, instruments, apparatus and appliances, motor cars and
tobaeco, which may be considered in varying degrees to be in com-
petition with British imports. These are the main heads wunder
which we might expeet British manufacturers to anticipate advantage
to themselves from the grant of preferences in the Indian market.

247. We have received a certain number’ of applications from
Roquests of Britishmaou- Dritish  manufacturing interests for the
facturers for preforence.  orant of preferepce. Representations have

been made in respeet of dyes, motor cars, electrical apparatus,
tobaeco, drugs and rubber tyres, while a general appeal was received
from the British Empire Producers Organisatibn impressing upon
us the importance of the adoption of the principle of Imperial Pre- .
ference. We are not in a position to make any definite recommend-
ations in regard to the merits of these various applications. But we

think it desirable to point out certain aspects of some of them which
have come under our consideration.

248. The application which is probably of the most importance
Dyes. and which has been most earnestly pressed

on our attention is that on behalf of Britigh

dyes. It was pointed out that the manufacture of dyes has been
recognised in the United Kingdom as an industry of imperial im-
portance, and that in consequence it has received a very special
measure of protection in the market of the mother country. The
‘considerations, it is urged, which have led the United Kingdom to
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give gpecial treatment to the dye industry should lead other parts
of the Empire to do what they can to assist the development of
British dyes. It is not only that in time of war the Empire should
not be exposed to the risk of finding its supplies of dyestuffs entirely
cut off. The dye industry has a much closer and more direct relation
to the interests, and even the safety, of the Empire in the event of
war. It is recogmised that an efficient dyestuff industry is of the
utmost importance to the national security, as in its absence serious’
difficulty must be experienced in turning out rapidly the explosives
-and chemieals required for war. From this point of view therefore
the establishment of -a large seale dyestuff industry-is of supreme
importance to all parts of the Empire. It is admitted that under
present conditions there is no possibility of starting such an
industry in India. India, therefore, in time of war must be
dependent on the dyestuff industry of the United Kingdom; and from
the point of view of Indian interests it might be thought that some
help could reasonably be extended by India to the British industry.
The Indian market is of great importance, and the British industry
is at present apprehensive that it may lose this market and thereby
suffer a severe blow. The competition is mainly with Germany,
which before the war was unchallenged in the: production of
dyestuffs. It is urged that the German industry, which is a well-
organised monopoly, would be prepared to sell even at a lossin
order to drive the British industry out of the Indian market, and
that in any case the present depreciation of the mark gives the
Germans an enormous temporary advantage in eompetition with the
British product. For these reasons, and because the British industry
is still to some extent in its infancy and has mnot yet reached the
stage of full efficiency, the British companies ask for a preference in
the Indian market.

249. We recognise the strength of the considerations put
forward, but we realise also that there are important arguments on
the other side. We understand that in many cases the British dyes
are not considered equal in quality to the German dyes, and that
therefore by preferring the former India would be imposing a handi-
eap not only of price, but of quality, on her manufacturers. The
competition of the Indian mills with Japan in piece-goods is at the
present time so keen that India might well hesitate to handicap her
own manufacturers by forcing them to wuse dearer and inferior
dyes. 8o far as the Indian market is concerned this handicap might
be neutralised by increasing the duty on imported piece-goods, but
such a course would have the effect of penalising the Indian con.
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sumer. In any case the handicap could not be removed in the case
of competition with Japan in foreign markets. :

250. We have stated as impartially as we can the arguments
which have been used on both sides ; and we feel that in aceordance
with the prineiple we have adopted throughout this report we
cannot go any further and on the limited information available to
us make any definite recommendation. We think that, if the prin-
ciple of Tmperial Preference is adopted, the question of a preference
on. dyes as affecting all interests might be examined by the Tariff
Boeard. 7

251. The case for a preference on British motor ears was put .
before us in writing by the Association of
British Motor Manufacturers Limited, and
orally by the Motor Trades Association in Calcutta. The case of
motor cars is somewhat peculiar. The main source of supply is the
United States which in 1920-21 sent motor cars to the value of
£4,506,399, while the value of cars imported from the United King-
dom was only £2,133,987. The class of cars supplied by the United
States and by the United Kingdom is different. The American cars
make their appeal to the Indian market in virtue of their cheapness,
and the enormous increase in the import of American cars recently
shows that this is a factor which is of the utmost importance in India:
We understand that efforts are being made in the United Kingdom.
to produce cars which would compete with the eheap American cars,
and a preference in the Indian market might give a decided stimulus
to this movement.

252, With regard to machinery we have stated that it is desir- -
able that it should be admitted free.,  But
we would not exclude an examination by the
Tarifft Board as to the effect of imposing a low import duty on
foreign machinery while admitting British machinery: free.

253. The feasibility of a preference on cigarettes might also be
examined. - In 1920-21 the import trade was
divided almost equally between the United
Kingdom and the United States, the latter having a slight advantage.
The figures of recent years show that the imports from the United
States have bheen increasing very largely, and it is possible that a
case for preference might be made out.

264. So far we have shown that in the nature of things any pre-
¥ preference b6 ba rogarded ferepces granted to India are likely to be of - .
a8 a voluntary gift, and not considerably less value than the preferences -
a8 pm-t, of a bargain, Wh‘ich ,Il'fld-ja. might grant tf’v the Empi;'q :

Motor cars.

Machinery. .

Cigarettes.
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and that consequently in any halanee of economic logs or gain
- India would under any general system of preference be a decided
loser. 'We do not however wish to lay too much stress on this aspeet
of ‘the matter. - We realise that Imperial Preference as between
the Dominions and the mother country has not hitherto been a matter
of ‘bargain. The Dominions from the first gave such- preferences
to the ‘mother country as they felt were consistent with-their own
policy and were not injurious to themselves. Though they made. it
clear that they would welcome any response on the part of the United
Kingdom, they did not make the grant of their preferences condi-
tional on such a response. From 1897 to 1919 no response in fact
was made.. When in 1919 Great Britain decided to follow the
example of the Dominions and introduce a preferential system, she
gave freely such preferences as she felt could be granted consistently,
with ‘the interests of her own people and the requirements of her
cwn tariff policy. In the same way, if India is to adopt the prineciple
of Imperial Preference, she must adopt it freely to the extent to
which she feels she can do so without detriment to the paramount
interests of her own people. She receives already certain preferences
from the United Kingdom. She recoguises with gratitude the spirit
in which they are given. She will not wish to look too narrowly to
the actual economie advantage of these preferences, and in turn she
wounld expeet that any preferences which she finds herself in a position
to grant without serious detriment to her own interests should be
received in the same spirit, and should be regarded as a voluntary
gift and not as part of a bargain.

{iw) CoNCLUSIONS:

255. We have been impressed throughout our enquiry by the

* Causes of Indisn hostility 2lmost complete unanimity with which

to preference. Indian witnesses opposed the principle of

. Imperial Preference ; and it is important to explain the causes which
in our view underlie this antagonism.

256. We have already referred to the belief entertained by many

(i) fear that it may diminish itnesses that preference would operate to

protection, weaken the protection granted to Indian

industries. This apprehension can be met by laying down definitely

- the principle that under no circumstances should preference be

allowed to diminish the protection which it may be decided that an
Indian industry requires.
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257. A second argument which has weighed with many witnesses
(4%) burden on Indian con- 19 that preference is equivalent to the grant
‘sumer. of a bounty to the British- manufacturer at
the expense of the Indian consumer, that India is poor while Britain -
is rich, and that it is not reasonable to cxpeet the poor eountry to make
a gift to the rich one. We have explained that in our opinion this
view of the guestion is not unreasonable, and that any general system
of preference would undoubtedly impose an appreciable burden on
the Indian consumer, which we do not think it fair that he should be
called upon to bear. This argument may be met by the assertion of
a second principle, namely, that Imperial Preference should not
involve any appreciable economic loss to India. In -estimating the
economie loss it would be reasonable to take into account any economie
gain which India receives from the preferences granted by the United
Kingdom ; and in case any should be tempted to look too narrowly at
the balance of loss and gain, it is well to remember that India at
present enjoys the protection of the British Navy in return for a
merely nominal contribution.

258. The main cause however of the general hostility displayed

(40) fenr that it will affect DY Indian witnesses to the idea of Tmperial
India’s fiscal autonomy.  Preference is, we think, politieal. It is based

on a feeling of suspicion. There is a fear that if India aceepted the
prineiple of Imperial Preference she would .find that she had parted
with the newly won privilege of fiscal autonomy, that in the name
of Imperial Preference the tariff poliey of India would be directed
not in her own interests but in the interests of other parts of the
Empire, that if India signified her acceptance of the principle the
details would be dictated to her regardless of her own interests and
wishes. We think that these fears are based on a misunderstanding
of the true position. Many regard Imperial Preference as meaning
a unified tariff policy for the whole Empire, dictated, if not by the
mother country, at least by binding resolutions passed at periodical
Imperial Conferences. This is a complete misunderstanding of the
real prineiples which underlie Imperial Preference.  We have shown
above that Imperial Preference implies no. kind of interference in
the tariff policy which the various Dominions have chosen for them-
selves, and no idea of a system of free trade within the Empire.or any
uniform tariff policy. It is true that, as a result of the Paris
Economie Conference of 1916 already referred to, the question of
the organisation of the Empire as an independent economic unit
seemed for a time to be coming into practical consideration. But

-
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the 1deab to which the crisis of the war gave rise did not long survive
its termination, and the policy of Imperial Preference developed on
its- original lines. Each part of the Empire took such steps as it
felt could reasonably be taken consistently with its own interests to
promote inter-imperial trade and the manufactures of the mother
country. This is the medning which We attach to. the policy of
Imperial Preference, and all our recommendations must be read as
referring to such 4 poléy, and not to any idea of a joint tariff policy
for the Empire imposed on the various component parts.

259. " But the doubters think that, whatever may be the policy in

The assurance of  tho regard to the Dominions; India stands in a

British- Government regard-- diffevent relation, and that the principle of

ing fisoal aufonomy. " Tmperial Preierence may be utilised against

india to interfere with her fiscal autonomy. We would remind

them that the principle of permitting India to decide her own fiscal

policy has been stated in the most explicit terms. ~We quote once

‘wore the recomimendation made by the Joint Select Committes on

* the Government of India Bill in their report on clause 33 —

““ Whatever be the right fiscal policy for India, for the needs

: of her consumers as well as for her manufacturers, it is

quite clear that she should have the same liberty to

consider her interests as Great Britain, Australia, New

Zealand, Canada and South Africa. I the opinion of

the Committee, therefore, the Seeretary of State should

as far as possible aveid iitterference on this subjeet

when the Government of India and  its Liegislature are

. in agreement, and they think‘that his intervention, when

it does take place, should be limited to safeguarding the

international obligations- of the Empire or any fiscal

.- arrangements within the Bmpire to which His Majesty’s
Government is a party.”’

In his despatch of the 30th June 1921 the Secretary of State
said that on behalf of His Majesty’s Government he had aceepted
the principle recommended by the Joint Committee in this passage..
Tt is true that some doubt may be aroused by the words *‘ any fiseal
arrangements within the Empire to which His Majesty’s Government
is a party.’”’  But we have explained that Tmperial Preference, as
hitherto practised and as understood by us, cannot involve any dic-
tation by His Majesty’s Goverrment to any portion of the Empive,

- The conventlon Wlnch the Secretazy gf Sta,m

-
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Indian Tegislature will necessarily be adopted. But it does, we
think, give a practical assurance that no fiscal measures which the .
Indian Legislature does not approve will be adopted in Tndia. Any
fear therefore that particular applications of a poliey of preference
can be made contrary to the wishes of the Liegislature appears to us
to be llusory. Nevertheless we would put the matter beyond all
possible doubt by asserting 4s our third principle that no preference
should be granted on any commodity without the explicit approval
of the Indian Legislature.

260. Hitherto we have discussed this guestion purely from the

point of view of India’s interests and -
India’s feelings. But we are not blind, and

we do not believe that Indian opinion will be blind, to the larger

Tmperial aspect. In discussing the advantages that Great Britain

wight derive from a preference in the Indian market we have

nitherto treated that advantage solely from the narrow economic

aspeet, and it has presented itself as an advantage to be derived

by particular industries or particular manufacturers. But ‘even on

the material and strictly economic side the interests involved ave

far wider than thoge of the prosperity of particular industries.

We do not forget that the United Kingdom is the heart of the

Empire, that on its strength depends the strength and cohesion

of the Empire, and that its strength is bound up with the prosperity

of its export trade, which has enabled a small island to' find the
resources which bind together and uphold the great Commonwealth
of Nations kunown as the British Empire. TUnless the United

Kingdom maintains its export trade the heart of the Bmpire will

weaken, and this is a contingency to which no part of the Empire

can be indifferent. Nor again do we forget that the communica-

tions of the Empire are guarded by the British Navy, and that the

burden of maintaining that essential service falls almost entirely on

the people of the United Kingdom.

The Tmperial aspect.

261. 'While however we do mnot ignore the material side of the
policy of Imperial Preference, we believe
) that thg sentiment with which it is associated
is even more important. Imperial Preference is regarded through-
out the Empire as a means of strengthening the ties which bind
together ity scattered wunits. 'Adhesion to the policy of Tmperial -
Preference is thus coming to b& regarded as a test of loyalty to the
Empire, as a proof that the various parts of the Empire look beyond
their own immediatg interests and recognise their position as partg -

The gentiment of Empire.
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. of a greater whole. From this point of view we firmly believe that
* Tndia should not turn her back on the principles which have been
adopted in the greater part of the Empire and are rapidly being
extended to the remainder. We would not have India standing in
a position of moral isolation within the Empire. - The view has been
expressed that in eonsequence of India’s special economic situation,
wiaich we have explained in detail above, and her consequent inabi-
lity to grant preferences which are 11kely to be of serious econcinic
value, such a.gift as she mlght make would be regarded as valueless.
. We are convineed that such a view is wholly mistaken, and that on the
contrary a free gift from India, however small, would be welcomed
~by the United Kingdom as a gesture of friendship and as a proof
-that India realised her position as a member of the Empire.

262, We recognise that the question of Imperial Preference is
 Decision_must rest witt, One which can only be determined in
~the Legislature, aceordance with Indian opinion ; and that
tne Indian view can be best ascertained by reference to-the Couneil
of State and the Legislative Assembly, without whose free consent
no such poliey ean be adepted. We feel confident that the Indian
Legislature will consider the obligations of India in this matter as a
Principles which  should component part _Of _the Empir_e. We ¥1ave '
govern any  application of ~ endeavoured to indiecate certain principles
the policy. which shounld govern the application of-the
voliey, if adopted. We repeat them once more. ~In the first place,
no-preference should be granted on any article without the approval
of the Indian Legislature. Secondly, no preference given should in
any. way -diminish the protection required by Indian industries.
Thirdly, the preference should not involve any. appreciable economic
loss to India after taking into account the economic gain which
. India derives from the preference granted her by the United
ngdom

263. It is evident that the Leglslature can hardly be asked to
Snggested enqmy by Tarie Pronounce an opinion on the policy until it
ard. has some idea of the extent to which its
application is feasible. We would therefore recommend that, as a
preliminary to any consideration of the desirability of India adopt-
ing the policy of Imperial Preference, an examination shonld be made
by the Tariff Board to determine whether there are any commodities
on which preference might be given in accordance with the prmclples
whmh we have laid down, to the benefit of the Fmpxre and w1thout
detriment tg Indian interests.
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964, Hitherto in discussing the question of Tmperial Preference
Policy to be adopted to- we have confined our consideration 1‘.0{ pre- )
wards the Dominions and fovences granted to the mother country. .
Colonies. With regard to other parts of the Empire
we would recommend a different policy. We suggest that to the
United Kingdom should be offered such preferences as India may
find she is able to offer without appreciable injury to: herself.  With
vegard to other parts of the Empire we recommend a policy of reci®
procity such as is already adopted by more than one Dominion for
inter-dominion trade relations ; that is to say, preferences should be
oranted only as the result of agreements which might prove to the
mutual advantage of both parties. In this conneection India would
doubtless not be unmindful of the fact that she already enjoys the
benefit of cortain coneessions grauted by Canada and New Zealand.
The agreements which-we contemplate would. be purely voluntary
there would be no kind of obligation on India to enter into them
unless her own interests appeared to demand it ; and it is evident
that political eonsiderations could not be excluded  in determining
whether it was desirable for-India to enter into an economic #gree-
ment or nof.

265. We think it is necessary that there should be laid down for

The auestion & practical INdia some poliey of the nature outlined
one. above in‘regard to trade relations with other

parts of the Empire. 'We have already mentioned that India receives
preferences from Canada and New Zealand. Wé‘understand that
proposals for reciprocity were received in 1919 from one of the
Dominions. 'We have  recently been informed by the Canadian
Government Trade Commissioner to India that a prefereree on motor
cars granted to Canada would stimulate the present tendency for
the well known makes of American cars destined for the Indian
market to be made in, Canada, and would be regarded as a graceful
reciprocal act on the part of India. It seems probable that this
benefit could be conferred on Canada without any appreciable loss
te India. We have also received strong representations from .the
Government of Mauritius and the Mauritius Chambers of Commerce
and Agriculture requesting that preference may be given to Mauritius:
sugar in the Indian market. We realise
that, judged by ordinary economiec princi-
ples, the case for- a preference on Mauritius sugar is not streng.
The proportion of Mauritius sugar to the total imports of sugar into
India is small, and there appears to be little probability that Mauritius.

Mauriting sngar.
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will ever be able to supply the whole Indian market. Nor does it
seem that Mauritius, though willing to grant India reciproeal benefits,
would be able to offer anything which would be of material advantage.
" At the same time it has been urged that the majority of the population
of Mauritius is Indian, that Mauritius sugar is grown entirely by
- Indian labour and that a large proportion of it is owned by Indian
oproprietors. A ease like this is, we consider, suitable for examina-
tion. by the Tariff Board ; and the Legislature should then decide

-after balancing the advantages and disadvantages whether it would
be to the interests of India to enter into a reciprocal agreement with

Mauritius. ; ‘ o



146 ‘ OHATTER XIV

CHAPTER XIV,
The Form and Application of the Tariff.

266. Customs duties take as a rule one of two forms. They
Spocific and = ad valorem 8rC either specific, that is to say, the dui.:)’
duties. is expressed as a deﬁnite sum to be pald
for a definite weight or measure of the commodity, or ad valorem,
in which case the duty is expressed as a percentage of the value
of the commodity. Tariffs in their earlier stages have usually
been based on ad valorem duties, but in most of the more advaneed
countries except the United States ad walorem duties have been,
wherever possible, superseded by specific. duties.

267. The great advantage of a specific duty is the ease and
certainty with which it is eollected. The

tages. customs officials have to perform a task
(4) adminisbrative. which is hardly more than mechanical.
There is little possibility of dispute between the eustoms authorities
and the importers, and little opportunity for fraud. ~ In these
respects the system of ad valorem duties is obviously less degirable.
In the case of an ad valorem duty the primary difficulty is to ascer-
tain fairly the value of the goods to be assessed. In India under
section 30 of the Sea Customs Act the value for purposes of customs
assessment is based on the current local wholesale value if ascertain-
able, and otherwise on landed cost. In other ecountries it is more
usual to base the value upon the foreign selling price adding freight
and other charges. Both systems have their inconveniences. - The
Indian system places a heavy responsibility on the appraisers. The
alternative system lends itself to the presentation of fraudulent in-.
voices, which it is difficult to check without an elaborate and expen-

Advantagos and disadvan-

sive consular service. When duties are at a low rate the disadvant- -

ages of the ad valorem system are less marked ; but with high duties
the assessment of the value of the goods becomes a matter of serious
pecuniary importance. The honest importer is likely to dispute more
keenly the valuation, while the less scrupulons may be tempted to
gavade_ the duty by false declarations, or may endeavour to obtain a
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favourable assessment by corrupt methods. With large sums.of
‘money -involved, the responsibility placed upon the customs oﬁiqxa!s
becomes very heavy. IFrom the admimstrative point of view there is

ﬁc duties are preferable to ad valorem —

268, The system of ad wlorem duties moreover involves certain
(%) the interest of the disadvantages to the importer. A rise im
o7 importer, the price of an article imported means a
“ecorresponding rise in the duty payable, and it is possible that the
importer, having contracted to sell at a particular rate, may find
that the increased duty payable over and above what he had
calculated turns his anticipated profit infto a loss. This gives a
somewhat undesirable - character of speculation to import trans-
actions. In the case of a specific duty on the other hand the
importer ean calculate beforehand exactly the amount of duty that
“will be payable, and his calculation of this item cannot be ups&,t
~:by any change in prices.

269. On the other hand, specific duties have obvious disadvant-
(##3) sba,blhty of vate and 2ges. When prices are ﬂuetudting con-
absence of ambiguity. 51delab1y a specific duty results in continual
changes in the rate of duty When prices fall the specific duty is
“relatively high ; when prlces rise it is relatively low. Again a speci-
fie duty eonvey.: as a rulg to the general publie, and even to a majo-
rity of the Liegislature, a very imperfect idea of the rate of duty and
the actual burden which is being imposed ; and in the discussion of
“such duties in the Liegislature a marked advanta ge is enjoyed by men
with expert knowledge, who are precisely those who are likely to be
personally interested in the duty. A system of specific duties uu-
doubtedly tends to accommodate itself more casily io the production
of effects not really intended by the legislating body.

270. So far as the Government revenue is concerned the «d
' valorem system is probably more advan-
- tageous. - It prov1des for an automatie
increase in the revenue when prices rise, while the specific duty
provides against a fall in the Government revenue when prices
fall. On the whole it appears more desirable that the revenue"
should increase automatically as the needs of the Government are
increased by higher prices, than that the Government revenue
‘should be maintained unaltered when owing to a fall in prices the
expenses of Government are d1m1n1shed .

(#v) Government revenue,
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271. Finally from the point of view of protection the system of

(v) adequacy of probee- SDecCific duties gives no assurance that the

, tion, intentions of the State will be carried out.
If the general level of prices rises to a marked degree, the full
protection designed by the Legislature may not be afforded. If
~on the other hand the general level of prices falls, the protectmn'
may prove excessive. ‘

272. Hitherto we have dlscussed the question as between speclhc
Natural limitations onthe and ad valorem duties as if the choice were
imposition of specific duties. jn all cases free. But it is evident that

this is not so. A specific duty cannot be imposed unless there is
either little variation in the quality of the article concerned or it
is possible to define the different qualities with considerable
accuracy. Unless these conditions are fulfilled a specific duty is -
obviously most unfair, as it results in charging a uniform amount

on articles of very different value. It is evident therefore that

any considerable extension of specific duties involves a corres- -
ponding elaboration of the definitions in the tariff. Tor instance,

it has been suggested that a system of specific -duties should be

applied to cotton piece-goods. At present these form  énly one

item in the tariff schedule, and are not further defined. But if

specific duties were applied, it would be necessary to draw up a-
number of different headings and to enter into minute definitions.

Further, it is clear that certain articles would never be suseeptible

of treatment by means of specific duties. Sueh things as machinery

or certain kinds of apparel have a rvange of value per unit &0 wide,

that it would evidently be out of the questwn to put a uniform

amount of duty on all units.

278, The Indian tariff at present is based for the most part on
ad volorem duties. But certain important
articles such as salt, kerosene oil, liguors and
matches are subject to specific duties, and other important classes
notably sugar, metals, silk, chemicals and dyes are assessed by meéans
of a special combination of specific and ad walorgm duties kuown
as tariff valuation. The principle of a tariff valuation is that the
‘Government from time to time determines the value of the article

Tariff valuations,

for purposes of assessment, and thereby vrelieves the customs

officials from this part of their task, The sanetioned ad volorem.

rate is then applied to the conventional value fixed for the-artiele, . . -

The tariff valuation is thus equivalent to a system of specific duties
adjusted from fime to time to meet fluctuations in prices, the basis
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of “the  duty remaining a uniform ad valorem rate. This system
te a large extent combines the advantages of both speeific and
“ad valorem duties. The collection is as simple as the collection
- .0f a specific. duty. The importer also-is able to calculate ahead
approximately what duty he will have to pay. If the adjustments
are:made at frequent intervals the intentions of the Legislatuie in
regard to the rate of duty will not be defeated by fluctuations in
price, and the public will know the exact rate at which the duty is
being levied..

274. The ordinary practice in India has been to fix new tariff
- Altornative principles for ~valuations once a year. The valuations
fixing a tanif vaination, gre based upon considerations both .of
current rates and future prospects, the object being as far as
possible to fix a valuation which shall not differ widely from the
actual value during the peliod for which the valuation is in.force.
The valuation is therefore in the nature of an estimate or guess,
gnd- it sometimes happens: that prices do not follow ibe course
anticipated, with the result that the tariff valuation differs-con-
siderably from the actual market-value.. In such cirecumtances
traders ot infrequently complain. But there is another method
which hds been followed in the case of sugar. IHere no -attempt
-1s"made to-estimate the probable course of events. The valuation
is, an automatic proeess. The valuation for each year is based
on the average values of sugar for the twelve months preceding.
There is mo. pretence that the valuation sheuld correspond to the
actual value for the period for which it is in force. A frankly
conventional value is fixed. But this system has the advantage
that the human factor is eliminated, and that merchants are able
Tho automatio valuation to -calculate ahead approximately what the
preferred. ~ valuation will be. A system of this natuve,
based pos31bly on the priceg of the preceding three years instead of
' quly one year, seems to us to have much to commend it., It would
“of ‘course be necessary for Government to publish monthly the
prices which -would afterwards form the basis for the valuation ;
and we realise that this might be a somewhat elaborate business
if ‘the system were widely extended. -But we think that a scheme
of this. nature goes so far in the direction of combining the
advantages and minimising the disadvantages of the specific. and
ad valorem systems that the Tariff Board might be directed to
_examing the feasibility and desivability of the extended use of a
system-based on these principles.
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275. It has been suggested that the tariff valuation system just
The effest of aubomabio deseribed nmot  only has .the obvious :
tariff valuations on protecs acdvantages to which attention has been
tive duties. directed, but in a protective tariff operates
to the advantage both of the producer and of the consumer. We give
in Appendix E a table showing the effect of tariff valuations on this
basis as compared with ad valorem duties under various possible com- -
binations of prices. It is clear that when prices are low the tariff
valuation gives a heavier.actual duty than the ad valorem system ;
when prices are high it gives a lighter duty. It has been argued
that this result is to the benefit both of the consumer and the
producer. When prices are low, the consumer can afford to pay
a little more in the shape of duty ; when prices are high, it is a’
relief to him to pay a little less duty. From the point of view of
the ‘manufacturer, when prices are low it means that - there is
depression in the industry ; it is probable that there is depression
elsewhere, and that foreign countries will be prepared to sell their
products at a very low figure in the Indian market. At such
times the Indian producer requires a higher degree of protection,
and this iy what the tavifl valuation system will give him.  On
the other hand when prices are high, the industry both in. India
and clsewhere is doing well ; the demand is in excess of the
supply, and therefore the Indlan producer is likely to require
proportionately less protection,

276. Our gencral conclusion is that, while the Indian tariff must
Spocific dutios aud taril contuin as at present ad wvalorem and
V‘tl% mo?s to bo cxtended Spéeific duties and tariff valuations, the .
cautlousty. system of specific duties and tariff valua.
tions might be extended eautloubly, wherever examination by the

Tariff Board shows that this is likely to be in the general
interests. |

2177. Any_ considerable extension of specific duties or tariff valua-
Neoessity for olaboration tio_ns will inevitably lead, as we have .
& to c;; 12133 :zrgflfo'iguiﬁeg pointed out above, to an elaboration of the

© ~tariff, In any case we think that elabora-
tion is desirable. We hive been glven to-understand that in many
cases the present wide eategomes give rise to difficulties of inter-
pretation. mbiguities arise from a - particular article coming
partially under one head and partially under another. Such
ambiguities can only bé removed by a more detailed description of
articles, and we think that the elaboration of the tariff on thesg
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lmes W111 render the administration of the eustoms simpler both
for the staff and for importers.

9278, Protection too tends inevitably to an eclaboration of the

G )t enablo. Brotection to tariff. o long as the . object of the
‘be %gw(:m :V‘lthpdlscnmma- tariff iy merely  to Talse revenue, . any
$ion. . considerable differentiation between articles
~of the same general description is unneecessary. But as soon as the
tariff is framed on protectionist principles and duties are fixed with
~reference to the needs of Indian industries and the degree of com-
petmon from abroad, it is inevitable that certain articles of
a neneral class will require more, and certain articles will require
less, protection. This vesult ean only be achieved by distinguish-
ing between them, and therefore multiplying the number of different
items in the tariff. . An examination of the tariffs of protectionist
“countries proves coneclusively the truth of these observations.
~From this- point of view also therefore we must contemplate 2
considerable elaboration of the existing tariff deseriptions and &

considerable inerease in the number of items,

279. We take the opportunity of emphasising here a point fo
 Definitions nob to be based WHich we have already drawn attention
. on:intended use, in" - eonnection  with the treatment of

~electrical transmission gear, namely that the definitions of articles
in the tariff should not be based on the intentions of the importers

. and the use to which the articles are to be put. The customs

cofficers” must be given a clear definition which is capable of
dmmediate identification. If  once considerations of intention
enter, it becomes difficult for the eustoms officers to make a preli-
minary decision as to what the intentions may be, and it becomes
necessary to verify subsequently - by vexatious enquiries whether
the presumed intentions have been carried out.

- 280. It is noticeable that most of the protectionist countries have
adopted some form of double tariff, The
commonest form is the general and conven-
honal tariff which arises in the following way. A general tdriff is
passed by the Legislature. Commercial treaties are then negotiated
with varions countries, providing for mutual tariff concessions.  The
concessions granted to one eountry as the result of such a treaty are
" usually by the most favoured nation clause extended to all other
cotintries. ~ As the result, therefore, of a series of treaties a second
or conventional tariff is developed which embodies all the coneessions
granted as the result of these commercial treaties. A second form

"’" =i -Double tariffs. . 7
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of the double tariff is known-as the maximum and minimum rystem,
In this case the Legislature frames two tariffs, one at a higher and the
other at a lower rate, known as the maximum and the minimum,
Negotiations are then enterved into with other eountries, and when
satisfactory concessions are reeeived from them they  are admitted
to the benefit of the minimum tariff, either generally or in respect
of particular items. The system differs from the one desceribed above
mainly -in the fact that the concessional rates are laid down by the

Legislature and are not left to be determined by dlplomatm negoti-
ations with each country.

281. We have no hesitation in saying that neither of these
systems is in the least suitable to. Indian
conditions. Tt has to be remembered that -
~ countries which export manufactures largely ave faced with special.
“difficulties in the way of hostile tariffs, and they are driven fo the
necessity of meeting those diffieulties by making speeial arrange-
ments, such as those which issue in these systems of double tariffs,
But India is mainly an exporter of raw materials ; her exporis ave
not faced by hostile tariff walls, and she is not yet thervefore under
the neecessity of pushing her exports by means of speeial negotiations
‘or the grant of reciprocal concessions. On general grounds it is
obviously desirable to avoid this system of double tariffs if possible.
We are reccommending a more or less scientifie determination of the
amount of protection required by each industry. A double tariff
would upset this principle of granting adequate protection, It would
mean that one of the two tariffs was excessive or.inadequate. India’s
policy should be to impose the duties which her own actual eonditions
demand, and not to frame her duties with reference to any other
considerations. The objections which we have just pointed out apply
of course to a preferential tariff, and we have already indicated them
in discussing the principle of Imperial Preference.” We have given
our view that India should not adopt a general preferential system ;
and any preferences that may be granted on particular articles” will

not be equivalent to the construetlon of a double tariff of the nature
we are here discussing. :

Unguitable to India,

282, At the same time, while we are convinced that it is neither a
Pensl dutios might bo ‘matter of necessity nor of advantage to
employed in eases of neces- India to attempt to obtain speeial concessions
sity. for herself by means . of  negotiations, still
less to embark on any kind of aggressive commercial policy, we admit
that cases might arise in which Indian exports are treated unfairly -
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by othér ecountries, or unfair disetimination is practised against
them: Tn such cases it i important that India should not be defence-
less. The weapon which-we. recommaend, should such a c¢ontin-
“geney unfortunately arise, is the imposition of special penal rates
against any country from which such unfair treatment is experi-
Ceneed. As we have already explained in dealing with export duties,
we would not exclude in such a case the use of penal export duties as
well- as-penal import duaties. But great care would have to be exer-
cised in applying such penal duties to see that India did not suffer
.more than the eotntry against which the weapon was directed. For
instance, if a penal rvate of duty is imposed on an article in which the
‘penalised country holds a commanding posmon in the Indian market,
‘the result will inevitably be that the price will be raised to the Indian
*consumer.  If the penalty is to be immediately effective, and is not
to injure the Indian consumer, it must be applied to articles the im-
port of which from the ‘penalised country is eomparatively small, so
that there is every prospect that the effect of the penalty will be to
.~ drive it out of the Indian market altogether,
283. We realise that the procedure for imposing any such penal
“Procedure for imposing  Tates might-be cumbrous. The negotiations
penal duties, which would precede any such action woulds -
have to be conducted through the British Government, and it would
be necessary for the British Government to maintain a right of inter-
ference in case the action which India wished to take were likely
. to affect the larger interests of the Empire. -
284. We do not wish to leave the impression that in mentioning
Tnjurions offocts of tarige.  tRe Possible necessity of imposing penal rates
. wars, we are -in favour of such action except in
case of extreme necessity, or are not fully conscious of the undesirable
results of ‘tariff wars.. Tt iz seldom that a tariff war has done any-
thing but harm to both the countries which have entered on it. - Even
retaliatory measures which  achieve their end are not without
their disadvantages. They disturb the rate of duty which is con-
sidered necessary for an industry, and if they are not immediately
successful, vested inferests may grow up undev shelter of a duty
‘which from the point of view of Tndla 18 excessive, and it may be
difficult, even when the neecessity for retaliation has ceased, to lower
the dutv to. the real ecomomic level. We cannot sum up tho policy
which we recommend for other than Imperial irade relations more
olearly than in the words used by the United States Tariff Com-
mission in its Report on Reeiprocity and Commercial Treaties : ‘“The
United States should ask no special favours and should grant no

X
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special faveurs. Tt should exercise its powers and should impose -
its penalties not for the purpose of seeuring diserimination in its
favour but to prevent diserimination to its disadvantage.’’ If
India observes these principles we do not anticipate that she will
be driven to take any retaliatory action except in very rare cases.
285. Under the existing law no customs duties are levied on goods

Customs duty should e belm_x;:in_aj to t}xe Government, Wg 'hfave
charged on goods belonging received a counsiderable amount of eriticism
to Guvernment. of this provision, Government is the prin-
cipal buyer of goods from abroad, and it is evident that, if Govern-
ment stores come in free of impert duty, Indian manufactures will,
in a wide field of competitivn, not receive the protection designed
for them. It is true that this point has been realised hy the
Governmeni and that it has been laid down that in comparing the
prices-of Tndian and imported goods the cost of import duty should be
added to the imported geods. This however is™ merely a  paper
transaction, and we found a general feeling among industrialists
that this safegnard was not one ~that ecould be relied on fully.
‘We share these views. The safeguard prescribed by the Government
may easily be. overlooked by individual officers. If on the other
hand duty is actually colleected on Government imports, there ecan
be no possibility that this item in the cost of imported stores will
remain nnnoticed. We recommend, therefore, that in the interests
of Indian industries duty should be charged on goods belonging to
the Government, and that the proviso to section 20 of the Sea Customs
Act should be repealed.

286, This general recommendation must be understood as subject
L to  one obvious = qualification. There are
BExcépt in the case of . . : .
a.rtlclgs not likely to be certain articles such as guns, rifles, ete.,
manufactured in India by ((hich ¢ ] 1 i vidi
private entarprise. \\hldl‘ could not p‘osslbly b.e I.nade‘ in India
by private enterprise, and it is evident that
no purpose wounld be served by going throngh the cumbrous and un-
neeessary process of assessing duty on such articles, In these eases
examination ov assessment by the customs officials would be a mere
waste of time and money. We recommend, thereforeé, that all articles
of this nature, namely, such as are not likely to be manufactured in
India by prwate enterprise should be exempted by speexal notifica-

tion under the Sea Customs Aet.
(287. We are aware that certain objections have been taken to
Objections to this proposal LHC system of paying.duty- on Government
- nob of great importance.  imports which we advocate. But we do not
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think that these objections are of sufficient importance to outweigh

the advantages which Indian industries are likely to derive from the

adoption of the proposal. It has been pointed out, for instance,

that charging duty on Government stores will mean a large inerease

it the figures both on the revenue and the expenditure side of the

Government accounts. We realise that this may be held to involve

certain  disudvantages, but we de not think that they are of serious

importance. It is also no doubt true that, unless special arrange-

nmients arc.made, the change would have some adverse financial effect

on Local Governments, inasmueh as import duty would be paid by

them while the revenue would accrue. to the Central Government.

This however is a matter of detail, in regard to which it would be

otit of place for 11s to make any recommendations. A third objection

of more iniportance has been raised. The adoption of the rule which

we propose. will mean that duty will for the first time be paid on’
-railway material imported by State railways worked by the State.
‘Clonsequently the cost of running these railways will be increased,

and this, it is suggested, wmight necessitate an inereage of freight

rates and fares. ” We do not however anticipate that any such result

need necessarily follow. We must point out in the first ‘place that

the duty is already paid on material imported by conipany worked

railways, and to charge duty on Government imports would merely

put the State worked railways on a level with the company worked

railways.” Further the finanecial poesition of Government is in no way

impaired by charging duty on Government stores. Even if the
State railways make -less profit and the State revenues are in this

respect diminished, the Government receives an enhanced revenue
from the customs duty paid. The finanecial position of the Govern-

ment of India looked at as a whole is in no way affected.

288. But while we see no objection to duty being charged on the
Tmport duty on railway ~ Plant and rolling stock of State railways
materiale. worked by the State, just as it is charged

on the plant and rolling stock, of other railways, we must not neces-
sarily be understood to endorse the suitability of the existing rate of
duty on these articles. In the budget for the eurrent year it was
proposed that the duty both on machinery and on railway plant and
rolling: stock should be raised from 2% to 10 per cent. - These two
classes had hitherto for reasons of practical convenience always
received similar treatment. On grounds which we entirely approve
the Legislature declifed to raise the duty on machinery from 2i
to 10 per cefit. ; but the proposed inerease on railway material was
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passed without discussion. The proper relationship of the duties on
machinery, on railway materials, and on iron and steel (which is also
now liable to duty at 10 per cent.) is a question of some complication,
which we think will have to be examined
. by the Tariff Board. We ounly wish to draw
attention to two points. The first is that, as the bulk of the profits

(%) revenue offect.

on railways acerues to the State, the taxation of railway material

has.a very much smaller practical effect on the revenue than appears
at first sight, and that a high duty may be of comparatively little
importance from the point of view of
o revenue. The second point is that, while
a high .duty will give protection and thereby encourage the mauu-
facture of railway material in India, an object with which we have
every sympathy, it is by 1no means certain that a protective duty is
.the hest means of encouraging such manufacture. - The principles
which should govern the encouragement of manufaeture of railway
material are not unlike those which we have laid down for machinery.
In the case of machinery we pointed out the undesirability of
encouraging manufacture, in India by the device of raising the
cost to the purchasers of machinery in India, and we recom-
wended that wherever a good case was madc out for the encourage-
ment of the manufacture of machinery in India such encouragement
should be given by means of bounties. A cheap railway service
is of nearly as great importance to industries as cheap machinery,
and it would be diffieult to justify a high duty on railway materials,
if it were likely to raise the cost of the rallway service, merely in
‘order to protect the manufacture of Trailway material in India.
Moreover we doubt whether other methods of encouraging such
manufacture would not be found at any rate equally efficacious,  We
examined in Caleutta the representative of the Indian Standard
Wagon Company, Limited, and he admitted that perhaps the point
of most importance to the work of this company was a steady stream
of orders; and that if Government would give a contract for a period
of years on a sliding seale of prices the company would receive very
substantial encouragement. < 'We doubt, therefore, whether it will he
found either necessary or advisable to maintain a high rate of duty
on railway material merely in consideration of its protective effect. -

(i%) protective effect.
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CHAPTER XV.
Foreign Capital.

989. (apital plays a prominent part in any scheme of

Tho wse of farcign baplm industrialisation, and i}l view of our recom-

to develop India regarded Inendations the question of India finding
with suspicion. adequate capital requires examination.
In this connection many witnesses who gave evidence before us

~ regarded the possibility of an inflow of foreign capital as an evil
to be opposed by special restrictions. The argument as stated
in its most reasonable form is as follows :—Protection involves a
sacrifice on the pavt of India. India is not prepared to ineur that
sacrifice in order that other countries may reap the benefit, - If the
capital for the new industries which will be started in India under
_a’system of protection is Indian, the profits of those industries will
go to Indians. If on the other hand to any considerable extent the

" capital attracted to Indian industries is foreign, the advan-
tages . of ~the Indian  consumer’s sacrifice will go “to  the
“foreigner..  This  argument derives its plausibility from . the
faet that it . does mnot state the case fully. - If it were
true that employment of foreign ecapital would merely henefit
the foreign-capitalist and would not benefit India, no one would
hesitate to condemn the use of foreign capital. But when the
matter is really exammed there can be no doubt that, though the
foreign capitalist may get his profit, the main advantage from ‘the
employment of foreign capital remains with the country in which
it ig -employed. In the case of India this is particularly clear.
In the earlier part of this report we have mentioned that
Eoonowic  sdvantages of India suffers notoriously from a lack of
the use of foreign capital.  capital, and that for her rapid development
more capital is urgently requued If therefore in addition to her
own resources of capital she is able to attract capital from abroad,
lier development will be accelerated. The same point may be
expressed in g slightly- different way. FProtection entails a sacrifice
on the part of the consumer. OQur ohject ghould be to make that
pacrifice as-short as possible. . The sacrifice is complete when the
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new industries have fully developed. Therefore it is of the first

importance that the development of new industrics shonld proceed

as rapidly as possible. ‘The more capital Is employed in the develop-

ment of industries, the more rapid will that development be, and
therefore the shorter will be the period of the burden on the

consumer. Moreover, apart from the intrinsic benefits of increased
supplies of capital, the foreigner who brings his capital to India

supplies India with many things of which at her present stage she

stands greatly in need. It is on the whole the foreign capitalist
who imports into the country the technical knowledge and the

organisation which are necdéd to give an Impetus to “industrial

development. It is to him that we must look largely wat first

for the introduction of new industries and for instruetion in the

economies of mass produetion. = By admitting foreign capital
freely India admits the most up-to-date methods and the newest.
_ideas, and she benefits by adopting thoge methods and assimilating

those ideas. If she tried to execlude th&x, the poliey of industrial-
isation which we contemplate could with difficulty be brought

to a really suceessful piteh. We hold therefore that from the
~ economic point of view all the advantages which we anticipate
from a policy of inercased industrialisation would be accentuated
by the free utilisation of forveign capital and foreign resourees.

290. Some witnesses have admitted this, and yet have declared
Cauios of distrust of that they do not wish foreign capital to be
foreign - capital. admitted except under definite restrictions.
What then is the cause of this negleet of an apparent eeonomie
advantage ? The reasons for the distrust of foreign ecapital,
accentuated as they are undoubtedly at the present moment by the
political atmosphere, appear to us to be mainly two. It is alleged
that the vested interests of foreign capital tend to be antagonistic
to political progress, and that if as a result of protection foreign
capital flows freely into the country and mnon-Indian industrial
interesty strengthen themselves, their power will be thrown definitely
into the scale against the political aspirations of India.  Secondly, it
1g alleged that foreign capitalists take no trouble to train up Tndians,
and do not give them a reasonable chance of rising to positions of
responsibility, with the result that enterprises under foreion eontrol
produce far less benefit in increased employment and training of
Indians than theoretically they should produce. We do not’
propose to diseuss the accuraey of these asgertions which are
“obviously incapable of definite proof. There appears to us to be
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a growine tendency, due to economic causes, for foreign eapitel

to identify itself with the interests of India, and we helieve that

the training of Indians for posts of greater responsibility will -
proceed apace without recourse to the donbifunl expedients that

have been suggested:- to us. On the other hand, any attempt. on

the part of foreign mnationals or trusts to obtain industrial and

political eontrol in India would if necessary have to be resisted

“by legislation.

291. As we have received a large amount of evidence bearing
Ll ) . on this point, we think it desirable to refer
hoboolal ;‘;%;‘};ﬁg“?mwﬁ;‘i}l briefly to the restrictions which have been
Indian - joink " sbock indus- proposed for -application to- non-Ihdian
trial or shiping companies. joint stoek industrial or shipping - com-
panies. It has been suggested that all such companies should be
registered in India with rupee capital and that the Board of Direct-
ors should be located in India. It is perhaps not generally realised
that the law at present provides that any company trading in India
must be registered in India. The real object aimed at in this pro--
posal i8-that the head office of the conecern should be in India. It is
- evident that a provision of this nature, coupled with the insistence on
the "Board of Directors being located in India, would tend: to
identify the company more closely with India, and to that extent
would be an advantage.  Rupee capital would econfer a further ad-
. vantage in that it would faecilitate investment by Indians and there-
“fore-help to keep the profits 6f the concern in the country. We realise
~that these objects are in themselves desirable. But we feel that
the practical esult of attempting to secure them by legislation
~ would be that such business concerns as did not wish to ecomply
with these conditions would be encouraged to carry on as privace
companies instead of forming themselves into joint stoék ecom-
paries, ‘and this we should regard as an unfortunate vesult.
YUnder present conditions the heavy income tax in the United
Kingdom provides a strong inducement to sterling companies to
-eome ‘out to -India and adopt rupee capital ; and we think it
preferable to leave this process to develop itself on natural lines
rather than to try to force the pace by compulsion. Suggestions
have algso been freely made by a large number of witnesses that
it should be provided by law that a certain percentage of the
share. capital should be held by Tndians, or at least that Indians
shouldsbe given a fair chance to subscribe to such companies on
- their initiation. We hold that any attempt to reserve by statute
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a proportion of the ecapital for Indians would not only dis-
courage the investment of foreign capital, but would also injure
the interests of the Indian shareholders. . Such reservation ecould
only be secured by practically preventing the transfer to Europeans
of shares held by Indians, whilst permitting the free ‘sale of
shares held by Europeans. Two markets for the shares would
thus be created, a limited one for Indians and an unlimited one
for Ruropeans, the former consequently being unable to realise
full. market value for their holdings. Witnesses who have put
before us these suggestions have been unable to indicate any way
out of the dilemma. Tt has also been suggested that Indian share-
holders should be given the right to clect their own directors. in
proportion to their holdings in the company. We need only point
out that the existing constitution of ecompanies is purely democratic
and provides in our opinion fully for the adeqnate representation
of shareholders. - The proposal to which we have referred amounts
to a claim. for communal representation in industries. The
prineiple of communal representation is admitted to be unfortunate
in politics ; it would be likely to be fatal in business, and would
merely accentuate racial feeling. We have in another place dealf
with the- proposal that it should be made ecompulsory on all
Vindugtrial firms to train Tndian apprentices at the expense of
@Fovernment. The objection which we have there stated tfo any
stich general provision applies with equal or even greater foree
to any suggestion that suech an obhgatlon should be laid on non-
Indian firms alone.

292, We think, however, that where Government grants any-
. . ] thing in the nature of a monopoly or a con-
Stipulations which should S R . : .
o made in the case of Ccession, where public money is given to a
gﬂ%"emm@nt concesdions, company in the form of any kind of subsidy
’ 6t botinty, or where a licence is granted to
act as’a public utility company, it i$ reasonable that Government
should make certain stipulations, Where the Indian Government is
granting concessions or where the Indian taxpayers’ money is being
devoted. to the stimulation of an enferprise, it is reasonable that
special stress should be laid on the Indian character of the companies
thus favoured. TIn all such eases we think it would be reasonable to
insist that companies enjoyincr such concessions should be incor-
porated and registered in India with rupee capital, that there gshould
be ‘a reasonable proportion of Indian directors on the board and
reasonable faeilities shonld be offered for the training of Indian
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. ‘which we think it desirable to avoid,~and even if this conside
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apprentices at Government expense. We notice that this policy has
been gendrally accepted by the Government of India. During the
debate in the Liegislative Assembly on the 2nd March 1922 on the

_resolution moved by Sir Vithaldas Thackersey reecommending that

measures-should be taken to provide that as large an amount as
possible of the 150-erores set aside for the rehabilitation of railways
-during the next five years should be spent in India, Mr. Chatterjee

on behalf of Government stated : ¢ The settled policy of the Govern.

ment of India, as I think we have mentioned more than once in this
Asgembly, is° that no concession should be given to any firms in
regard. to industries in India, unless such firms have a rupee capital,
unless ‘such - firms have a proportion, at any rate, of Indian
directors, and unless such firms allow facilities for Indian appren-
tiees to be trained in their works. This has been mentioned more
than onee, and I can only repeat this declaration.’’

293, 'With the exceptmn of such special cases in which Govern-

No further differentiation ment is granting conecessions, we feel that
advisable, it is undesirable to attempt to differentiate
between foreign and Indian capitalists. The eeconomic advantages
of attracting foreign capital far outweigh any objection that may
be taken to the fact that the profits of the industry to a eertain
extent leave the country. It must be remembered that no one
would advocate a policy of protection merely in order to:enrich
capitalists. Capitalists are enriched, but this is merely a matter

¥ incidental to the main object, which is the development and enrich-

ment of the whole ecountry. Whether the immediate profit goes
to a foreign or an Indian capitalist, the main and ultimate end,
namely the enrichment of the country, will be attained. At the
same time we are entirely conscious, not less from the economic
than from the political point of view, of the importance wof
foreign eapital  identifying itself with the life and with the
interests of the country in which it is being employed. As we
have already stated, we think that present economic tendencies
point towards such a development. We would leave these natural

T causey to produce their effects, and would not favour any artifieial

attempt to promote them by legislative enactment. The ‘restrie-
tions. proposed  amount to an interference -with private rlgbf@if

tion were ignored, we do not beheve that it wonld be powb 6

to frame any legislation on these lines which could not easzly be
. eyaded by a foreigner acting through the intermediary of an

Lrgei T
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Indian nominee. Standing on the threshold of great industrial
possibilities, we feel that our recommendations will be in vain if
the free flow of capital is to be impeded by the crection of artificial
barriers. We have shown clgewhere that capital in India is  shy,
especially in regard to new industrial enterprises. Nor is the
Indian investor satisfied with ths low rates of interest at which
in normal times money ean be borrowed in Hurope. This fact
is illustrated by the recent issue on the Liondon market on hehaif
of one of India’s largest industrial enterprises, the Tata Tron and
Steel Company, of a debenture loan of two million sterling.
India also needs foreign capital for various works of public ntility.
She is committed to a large programme of future borrowings.  In
mddition to the 150 crorés mentioned in the preceding paragraph
there is almost unlimited scope for the employment of eapital in
railway extensions, irrigation and hydro-electrie works, harbour
and municipal developments and other productive sources of re-
venue. It is essential that such capital should be borrowed in the
cheapest market and on the most favourable terms. If, however,
legislation is enacted putting obstacles in the way of tho erploy-
ment of foreign capital, India’s credit abroad will be injured, and
the British investor also will become shy. The result will be that
Tndia will not be able to obtain the money that she requires both
for public and private purposes, or will only be able to obtain it at
materially higher rates.
294. We do not know to what extent the views put befare us
Presont  foolings  mob by thess witnesses are generally held but
likely to be permenent.  we regard this opp0s1t10n to foreign capital
as a passing phase due to other than economic causes. We believe
that the present feelings of tension will die out, if they are not kept
alive by irritating racial diseriminations, for the trend of thought in
India is towards the ideal of equal opportunities and rights for all
within the Empire, There is room both for Indian and Brmsh in
the vast field of mdustrlal development and we Dbelieve that Wlthout
any Ieglsla.’uve eompulmon it Wﬂl be found that the two eommun1t1es
will co-operate increasingly to the advantage of the country as a
whole.
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CHAPTER XVL
Indiap Statgs ;nd the Ta.riff.

295, When our questionnaire was issued copies of it were
Tndian States concernedjn  Circulated to Indian States. It was felt
the tariff policy. that  they . were closely concerned . in
the ‘tariff. policy which might be adopted by the Government
of India, for, enclosed as they are within the limits of the Indian
customs cirele, their interests both as consumers and as producers
are identical with those of the population of British India.” In
addition to a few separate communications, we received a joint
memorandum representing the views of no less than 82 Indian
States, and we had the advantage of examining at Delhi
Mr. Manubhal N. Mehta, Minister of the Baroda State, in connection
with this joint memorandum '

296, We regret- that we have been umnable to deal with the
Allosation of  oustoms matter which ap_peared‘ to the States w. he
revenue sio mthm our pur- of the most immediate and  practical
ThOw, - importance. It was strongly urged in the
joint memorandum that the time had come, now that the incoie
from customs had risen to such a high figure, to. consider the claim
of the States to reeeive some share of that income. We held,
hovveve:, that the terms of cur reference did not cover an enquiry
into- this  complicated subjeet, which would raise guestions of
treaty obhgatlons and  of contributions from the States for the
defence of India as a whole. Our duty is merely to recommend the
best tariff pohey for Indm, and not to attempt to deeld\, how the
proceeds of the customs revenue should be d1V1ded a '
297. Leavmg aside this question, we found that the views of
Tndian States favour diseri- ~the States coincided 0«enerally with ilie
minating protection. views which have been expressed fo us

in other parts of India. It is true that in one pari of the
Joint mamorandum it was said that, if the States were unable to
wecure any satisfaction of their claim to a share in the customs
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revenue, it might be to their advantage to keep that revenue as
low as possible and therefore to advocate a system of free trade.
But it was made clear in a later passage, and by our oral examina-
tion of Mr. Mehta, that the real view of the States was that for
themselves as for the rest of India a policy -of -diseriminating
protection was the most suitable. Their final coneclusjon on this
point is stated in  the following words: ¢ that discriminating
protection must be resorted to for the good of the country.”’
298. We have considered whether the interests of the States
- and their subjects will be fully safeguarded
poow. tho  inkerests bl under the scheme of protection which we
guarded. have outlined. It appearsto us that in their
) (2) consumers. . .

. capacity as consumers they ~will have
exactly the same safeguard as the inhabitants of British India.
‘The security of the consumer does not consist so much in any
right of representation to the Tariff Board (though it is obvious
that the subjects of Indian States should have exactly the same
right as the subjeets of British India) as in the constitution of the
Tariff Board itself.. We do not anticipate that the consumer will
in most cases raise an ‘effective voice against any proposal for
protection. But we are proposing the establishment of a Tariff
Board of unimpeachable integrity and impartiality, upon which
will be laid the duty of sifting with the utmost care the: claims
of industries to-protection, and ingisting that the necessity. of
protection should be fully proved. In this consists the security
of the consumer, and the consumer in the Indian States will enjoy
}]iat security in exactly the same way as the consumer in British
ndia. :

299. So far as industries in Indian States are concerned, they
will be able to join in the representations
made by the same industries in British
India. It is, however, conceivable that in certain cases the main
interest of an industry may be centred in an Indian State. We
~were.informed, for instance, that the Mysore State had a predomi-
nant interest in the sandalwood oil industry, and it seems probable
that the production of raw silk is a matter of more importance
to the States of Mysore and Kashmir than to any other parts of
India. In such cases the industry concerned should have exactly
the same opportunities for representing its case before the Tariff
Board as industries in British India, and we are sure that these
representations would reeeive from the Tariff Doard the samg

(#%) producera.
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careful attention as the representations made by industries located
~in- Britigsh India. : :

300. We have assumed in the above rémarks that the industries
concerned would be private industries, and would represent their
‘ease in the same way as private industries in British India. But
‘We are aware that many States take a . special interest . in the
pioneering of industries ; and it might happen that the States
themselves would wish to put forward a case for protection. Tn
such- an event we suggest that the State should represent the
matter to the Government of India, and that the Government
of India should then ensure that the fullest consideration was
given to it by the Tariff Board.

301, Suggestions have been made that the States might receive
- Representation on Tariff ~ Special representation on the Tariff Board.
Board. impracticable: This, however, - is inconsistent with  the
organisation which we propose for that institution. We reject
all suggestions that the Tariff Board should take on a repre-
sentative character, that it should be formed of representatives
from .provinces - or representatives = of - particular interests or
bodies. Any such constitution we consider would be entirely
unsuitable. - The qualifications whiech we contemplate for the
members of the Tariff Board are personal qualifications, and mnot
the representation of any special interests. It is evident there-
fore that it would be 1mp0551b1e to propose that Indian States,

any more than particular provinces, should receive representation
on the Tariff Board.
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CHAPTER XVIL
The Tariff Board.

302. We have made it clear throughout our report that the

Tho Tariff Board mast be suee_essful working of the scheme of pro-
a permament body of high tection we have recommended depends on
standing. the existence of a thoroughly competent.
and impartial Tariff Board. The Board must be one which will
command the confidence of the country, and must be above suspi-
cion of any subservience to particular interests. It is evident that
the Board must be a permanent body. Consistent decisions and
continuity of policy are of primary importance, and these cannot be
secured except from a permaneut board. We therefore rule out
at once any idea of such an organisation as has been set up in the
United Kingdom to deal with enquiries under the Safeguarding of
Industries Act. There the Board of Trade refers particular -
enquiries to a committee consisting of five persons selected by the -
President of the Board from a permanent panel appointed by him
mainly of men of commercial or industrial experience. No.
arrangement of this kind would give the continuity which is essen-
tial to the Tariff Board we contemplate. '

303. It will be evident from our previous treatment of the’
Tariff Board not to bako subject that the Tariff Boffu:d should have .
decisions, but to make rew N0 power to take final decisions. “In every
commendabions. case the final decision will rest with the
Government and the Legislature. The province of the Tariff Board
will be to make detailed enquiries into the claims for protection
referred to it, and to express its conelusions in the form of detailed
and definite - recommendations. There ig
one point in connection with the enquiries
and reports of the Tariff Board on which too great stress canmot be
laid. This is the need for the utmost publicity. Publicity will
ensure full consideration being given to all interests sfflected.
Publicity will also inspire confidence and remove the possibility
of suspicion that recommendations are based on anything hut the
public interests. The case for and againgt protection of eacly

Importance of publicity.
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industry should be stated with perfect frankness and lueidity, so
that the public may be in a position to form its own judgment.
Nothing else is so likely to minimise the dangers of political corrup-
tion to which we have already referred. We :do not.mean neces-
sarily that the whole investigation conducted by the Tariff Board
should be held in public. But we. feel it is essential that the fact
that enquiry is taking place should be widely known, that all poss-
ible interests should have every opportunity for representmg their
point of view, that & formal enquiry should be held in publie, and
that the Government should publish the results of the enquiry
promptly, whether it agrees with the conclusions of the Board or not.
In cases in which the Government, contemplates acting on the recom-
mendatlon of tbe Tal‘lﬁ Board the necessary legislation should be
“introduced with as little loss of time as poss1ble

'304. We realise that the publicity which we contemplate carries
Dia advanmge of public with it certain dlsadvantages Tt has been
" diseussion’ "~ of . proposed the practice in Indla,hltherto to preserve the
ghangos in the tariff canmot ptmost secrecy in regard to contemplated

changes in the tariff rates, and the advant-
ages. of ﬂus course are obvious. ~ As soon as the probability of a
change in the rate of duty bécomes known, traders will take steps
‘to séfeguard their own interests. If it is anticipated that the
- rate of duty will be rvaised, importers will try to bring in large
" quantities of the commodity before the heavier duty is ~imposed.
In the case of an ordinary revenue duty the effect of this is merely
_to diminish the Government revenue. In the case of a protective
duty, however;, the effect of large aceumulations of 1mports just
before the imposition- of the protective duty is to- . handicap tem-
porarily the industry which it has been decided to protect, and to
postpone for a period, until the aceumulated imports have been
disposed-of, the full advantages of the designed protection. We do
not think, however, it is possible to avoid this disadvantage, and it
is one which is faced generally in protectionist countries. Any
general revision of duties in protectionist countries is preceded by
a long public discassion, and we are clearly of opinion that it is
impossible to avoid in India such public discussigns of changes in
the tariff contemplated for purposes of protection. Tt is in our
view far more important to ensure that the change when it takes
place should be-in the interests of the country, than to provide‘that
it should be earried out without any prev1ou<; knowledve by the
pubhc.
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305. We have indieated in the eourse of our report a number of
Functions of the Tarif functions which we consider should be
Board. entrusted to the Tariff Board. We do not

think it necessary to make any definite recommendation as to which,
if any, of these funections should be performed by the Board on its
own initiative and which only on the instructions of the Government.

306. The ordinary functions which we suggest should devolve

upon the Board are as follows —

(1) To investigate the eclaims of particular industries to' pro-
tection, and, if satisfied that protection is required, to
recommend the rate of protective duty, or any alternative
measures of assistance such as the grant of bounties.

(2) To watch the effect of protective duties or other meagures

of assistance on industries ; to review periodically the -
results of such protection on each industry, and to make

recommendations when necessary for the modification or
withdrawal of protection.

(3) To investigate the relations between the rates of duty on
raw materials, partly finished products and finished pro-
duets ; to make recommendations for adjustments in these
rates, and to suggest solutions for conflicts of interest
between different industries.

(4) To report which industries need assistance on the ground
that they are essential for purposes of national defence,

and in what manner such assistance ean most con- -

vemently be given.

(5) To enquire into allegations that dumping is taking place to
the detriment of any Indian industry, or that any Indian
industry is being injured by competition resulting from
the depreciated exchange of any foreign country or from

export bounties, and to make recommendations for any.

action necessary.

(6) To consider the effects of excise duties on Indian industries.

(7) To report on what ecommodities revenue export duties can
safely be levied and at what rates.

(8) To consider the effects of ad valorem and specific duties and
tariff valuations on various artieles, and to - make recom-
mendations for any changes that may be desirable."

(9) To consider to which articles preferential rates of import
duty in favour of the United Kingdom might be extended
a,nd what the prefelentml rates should be,

i
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(10) To report on proposals for preferentia]f agreemeunts with
any of the British Dominions or Colomgs.
(11)-To investigate questions in eomnection with the treatmept
L of Indian products by foreign countries and the advigs
- ability of taking any retaliatory action in spe.cial.cases.
~(12)- To investigate any complaints regarding combinations of
‘ manufacturers to the detriment of the Indian consumer
" and to make recommendations for any necessary action.
(18) To watch generally the effects of the tariff policy on the
cost of living.
(14) To study the tariff systems of other countries.

307. So far as we have been able to ascertain there are in
Similar  Bosrds in  the existence only two ‘bodies with. funections
United States and Australia, - simnilar to those which we recommend for
ond their functions. the Tariff Board. The first of these bodies
in time as in importance is the United States Tariff Commission ap-
pointed in 1916, which consists of six members. This Commission per-
forms generally the functions which we would assign to the Indian
Tariff Board, though we do not think that it plays such a definite part
in investigating the claims of particular industries to protection and
recommending the rates of proteetion, if any,; required as e propose
to assign to the Indian Tarift Board. The second body is the Tariff
Board of threc members which has been constituted in Australia
within the last few months.. We observe that both the American and
Australian: Boards have certain functions in connection with the
administration of the customs laws. In the case of the United States
Tariff Commisgion, for instance, one of the. duties laid down is_to
investigate the administration of the customs laws. We understand
that in Atistralia it is proposed to go further and to refer to the
Board any disputes arising out of the interpretation of the customs
tariff or the classification of articles in the tariff. We do not think it
desirable to assign funections of this nature to the Indian Tariff Board.
“We would prefer to have it kept free of all administrative duties. Tt
should, in our opinion, be purely an investigating and advisory body,
and should neither adjudicate in customs disputes nor be in any way
responsible for:the administration of the customs laws. We observe
that the United States Tariff Cowmmission has power to investigate
preferential transportation rates. We have, however, given it as our
opinion in an earlier part of this report that claims for preferential
railway rates which may be made by industries should not be
¢xamined by the Tariff Board.
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308. The question of the composition of the Tariff Board is one
Compositi ¢ th of vital importance. As we have ex-
ompo%oﬁa.o ° plained, the United States Tariff Coxomis-

(8) nuamber. sion' consists of six members and the
Australian Tariff Board of three. We are of opinion that, in view
of the very important funections which we have laid down above, the

Tariff Board which we contemplate should certainly not have less
than three members.

309. The members of the United States Tariff Commission appeax
to be men of wide general attainments. The
first Chairman was the distinguished econo-
mist, Professor Taussig. The present Chairman is also a well known
professor of political economy. The other members appear to be
for the most part men who have distinguished themselves in law or
in politics. The Australian Tariff Board, on the ether hand, is consti-
tuted on different principles. The Chairman is the Deputy Comp-
troller of Customs, and of the two members one is connected with
various industrial companies and the other has commereial interests.
It is stated that the Chairman will represent the interests of the
Government and the consumers, and the two members will represent
the interests respectively of the manufacturers and of the importers.
We have no hesitation in declaring that a Board representing defi-
nite interests is entirely unsultable to the funetions which we con-
template for the Indian Tarif® Board. The various interests,
whether of manufacturers or traders or consumers, will have the
opportunity of placing their special views before the Tariff Board
during its enquiries, and will further have the chance of pressing
their claims in the Legislature before a final decision is taken.

\What is required from the Tariff Board is a perfectly impartial
' consideration and review of the various interests, and we therefore
think it essential that the Board should not be constituted in any
way to represent the interests which will appeal to it for judgment.
The prineiple should be accepted that the best men available are to .
be engaged, selection depending rather on general qualifications than :
on specialised or expert knowledge. It is essential that all the mem-
bers should be men of ability, of integrity and of impartiality,
~and other desirable qualifications are a knowledge of economies and
a practical acquaintance with business affairs. We are aware that -
we are putting our qualifications ligh, but we do so deliberately, as
we feel that on the degree of efficiency attained by the Board the
success of the policy which we advecate in this report will largely

(%) qualifications.
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depend. The cost will undoubtedly be high, but this amply
- justified by the importance of the task assigned to the members.
The getual seale of remuneration will not be easy to decide, but in
view of the responsibilities that they will have to carry, and of the
diffieulty of securing men of the type required, it appears to us that
no -seale lower than that at present in force for Judges of High
Courts in India would meet the case. It must be remembered in this
connection that the Board will have to make recommendations the
effects of which can only be counted in crores of rupees, and it is
in relation to such fignres as these that their remuneration must be
considered. The Board will have to be provided with an adequate
and competent office staff, but we do not anticipate that a highly
paid “Secretary will be required, if the Members of the Board
possess the qualifications which we have recommended.
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CHAPTER XVIIL

Conclusion.

810. We have come to the end of the task laid upon ws, but
No  ronl Inatagonism bo- before concludir{g we pause for a momer{_t to
twoen the inferests of Indin glance at the wider problem of the relations
and of Britain, between India and Britain. We are aware
that the fecling for free trade in the United Kingdom is strong, and
that our pronouncement in favour of a system of protection for India
will seem to many mistaken. We would ask them fo remember
~that the best policy for one cotintry is not necessarily the best policy
for another, and that what we have recommended for India has
been recommended after a very ecaveful consideration of her spe-
clal cireumstances. We are further aware that to many it will
seem that the polivy which we advocate for India must be detri-
mental to British interests. We do not however believe  that
there is any such essential conflict of material interests between the
two countries. Tnereased prosperity in India must mean inereased
demand for British manufactures. India for many years 16 come
is likely to concentrate on the simpler forms of manufactured goods;
and these are precisely those in whieh the United Kingdom has the-
smallest interest, The industrial history of the United Kingdom,
as we see it, exhibits a constant progress to the more elaborate and
finished manufactures, as other nations, industrially less advaneed,
succeed in making for themsclves the less elaborate forms. The
comparative advantage of the United Kingdom lies undoubtedly
in her ability to produce high class and well finished goods, and in
this direction we believe that India will prove a customer with ever
inereasing wants. The standard of living in India at present is
low. The poverty of the people confines them to the satisfaction
of the most elementary wants. Growing prosperity will bring
a wider range of needs, and these will inevitably be translated into
a more extenmve demand for British goods.

311. Tven in the case of the cotton trade, where British manu.-
Not even in the cotbon facturers have been particularly appre-
trade. hensive of the results of Tndian compehtmn;
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we helieve that the conflict of interests is muich smaller than is usual-
ly supposed. The Indian cotton mills have great natural advantages
for the pr oduction of the lower counts of yarn and the coarser qualis
. ties of pieee-goods, but-in the finer qualmes the advantage rests with
Liancashire. ~ Both conntries iecognise wherein their comparative
advantage lies, and as a result the actual area of competition between
the Indian and the Liancashire mills iy, and for 50 years has been,
comparatively small. In 1876 the Government of India
that only 4 lakhs worth of importsd goods were in comper
Indian goods, as against 77 lakhs worth which did not compete.
1894 Sir James Westland after a detailed enquiry estimated that
the eompetition between British and Tndian cotton goods was Con-
fined to 6 per cent. of the Todian manufactuves. Tlis - Majesty's
Senior Trade Commissioner in Indid and Ceylon in his latest 1(\0011
estimates on the basis of certain percentages worked out in India a
Tew years agzo-that 26 per cent. of the imports of piece-goods: from
Liancashire are in ecompetition with Indian goods, but he adds, “ My
“own_impression is that this is an overestimate.”’ The general
belief in Tndia s that Indian cotton goods have more to fear from
the :competition of Japan than from that of Lancashire. - The
position may perhaps be illustrated best by the following figures
which show that, in spite of the striking growth of the Indian cotton
mill-indnstry, British imports of cotton goods continue to increase.
Tn 1878-79 thers were 12,983 power looms in Tndia ; in 1920-21 there
~wvere 118,400. - Nevertheless the value of imports of cotton piece-
goods which was 1,394 lakhs in 1878-79 had risen to 8,378 lakhs in
'1920-21. And even if we take a pre-war year so as to eliminate the
factor of the recent rise in prices, we find that in 1918-14 the value .
ol imports was 5,817 lakhs at a time when there were 96,688 power
looms in India. We think these figures show that even in respect
of cotton goods the inereased prosperity of Tndis, though aceom-
panied by & great extension of Indian cotton mille, has meant an
mereased demand for the produets of Liancashire ; and with regard
to. the future we may quote once more His Majesty’s Senior Trade
Commissioner in India, who writing in 1921 about the effect of the
increased import duties said : ““ My personal opinion is that, on
balance, our trade with India will continue to increase. The trade
we lose in eoarse grey goods will he more than made up by increased
shipments of the finer cloths, due to the steady advance in the
prosperity of the country.””

312. We believe therefore that the conflict of interests- between
?he British and the Indian cotton trade is in popular opinion greatly
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exaggerated, while British manufacturers generally stand to gain
by the increased prosperity of India far more than they stand to lose
by the development of competing Indian industries. We are econ-
vineed that in this matter the path of liberality is the path of wisdom,
and that a more prosperous India will mean a more prosperous
Britain. »

313. But in any case our duty has been to consider the policy

best suited to the interests of India, and our

justification will lie in ‘the effects of that

policy on India. We have tried to take a comprehensive view, to.
include within our survey all the interests in this great land and to

remember that there are other sources of wealth to a country besides

indugtries. But bearing in mind the undeveloped potentialities of

India we have recommended a policy which we believe will stimulate

her development not i one direction only, but in all, and wil} prove

to be of lasting advantage to the country as a whole.

The aim of the policy.

*IBRAHIM RAHIMTOOLA, President,

*T. V. SESHAGIRI AYYAR,
*@. D. BIRLA.
J. C. COYAJER.
M. B. DADABHOY,,
*JAMNADAS DWARKADAS,
E. HOLBERTON,
R. A. MANT.
*NAROTTAM MORARJER.
C. W. RHODES.
M. de P. WEBB,
H. G. HAIG, Secretary.

6th July 1922.

*Subject to Minute of Dissent, pages }75-3}&,‘{ .
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MINUTE OF DISSENT.
CHAPTER 1.

' The reasons which have moved us to write a dissenting minute
may be stated in a few words :

(¢) The main recommendation has been hedged in by con-
ditions and provisos which are calculated to impair
its utility.

(b) In places, the language employed is half-hearted and
- apologetic.

~(e¢) We are unable to agree with the views of our colleagues
on Excise, Forewn Capital, Tmperial Preference and
the constitution of the Tariff Board.

2. Our first objection is to the statement in the Report that
“ we recommend a policy of protection to be applied with dis
erimination along the lines of the Report.” To formulate a policy
<in these words 1% open: to objection because

{2) " In-the first place it mixes up policy with procedure.
© (#) In the second place, by emphasising the method of
earrying out the poliey, the vital issue of the problem
is “obscured. : ‘

~(#8): In-the third place, it ignores the fact that every
- eountry applies Protection with diserimination suited

to its own condztlons
(w) Foulthly, in our opinion, the outlook of our colleagues
is different from ours. We do not, therefore, feel
justified in subseribing to the view that Protection
- should be applied with diserimination ‘¢ along the

lines of the Report.”’

In our opmmn, there should be an unquahﬁed pronomlce

the ﬁseal polzcy best suited for Indla 'is Protectzon g

. 3. The mamfold’“ advantages Whlch a pohcy of mt,
aMsation will’ secure to India are undlsﬁuted and our 1
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¢ We have considered generally the advantages and the
poss.ble disadvantages which would attach to a considerable
development of Indian industries. We have no hesitation in
holding that sueh a development would be very mueh to the
advantagé of the country as a whole, creating new sourees

of wealth, encouraging the accumulation of capital, enlarging: ..

the public revenues, prowdmw more profitable ~employment
for labour, reducing the excessive dependence of the country
on the unstabla profits of agrieulture, and finally stimulating
the national life and developing the national charaecter.”’

4, We would, however, place before the country the goal to

be aimed at, namely, that India should attain a position of one
of the foremost industrial nations in the world, that instead -of
being a large importer of manufactured goods and exporter mainly
of raw materials, she should so develop her industries as to cnable
her within @ reasonable period of -time, in addition to supplying
her own mneeds, to export her surplus manufactured  goods.
With the natural advantages which India possesses it is by no

means diffienlt to reach this eoal at an ecarly date. India -hag.

g abundant supply of raw materials, a plentiful supply of labour,
adequate capital and a large home market. All the requisites for
industrial growth and de\‘mlopmcnt are thug present much more

5o than in meay countries which have, without such advantages,

attalned a commanding position in the industrial world. There
appears to be no reason why India should not reach a similar,
if no‘c a higher, position. This goal can only be reached by a
whole-hearted co-operation of iba State -and -of the people.

As pointed out in paragraph 58 of the Report, the tarift systems

prevailing generally throughout the world are based on the
principle of protection. The State and the people co-operate -and
the result is great economie prosperity. Until recently, the Govern-
" ment of India svere unable to frame a tariff policy which would

have been in the besi interests of India. That position has now

changed. In the first chapler of the Report it has been pointed
out how India has now attained fisecal autonomy. The. Govern-
ment of India is, therefore, free to adopt, in co-operation with the
Indian Legislature, such measures as may appear to them necessary
for promoting the industrial development of India and the con-
-sequent economic prospemty of this country. The appointment
‘of this Commission is the regult of such freedom conceded to the
Govefnment of India under the Reform Scheme,
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. We are unanimous in recommending that a pohc v. of pro-
teetmn should be adopted. Our disagreement arises from the
faet that the policy of protection recommended by our colleagues
is qualified by the words *‘ to be applied with diserimination along
the lines of the Report.”” We do not know of any other country
in-the world, including the British Dominions, which have o0
qualified the poliey of protection. While it is perfectly relevant

for the Commission to indicate the lines on which protection may
be worked in the initial stages, the recommendation of the policy
should be clear and unequivocal. While our colleagues recommend
% g policy of protection to be applied with discrimination along
the lines of the Report,”” our recommendation is that a ‘‘ poliey
of protection '’ should be adopted in the best interests of India.
This policy has not only the unmanimous support of “the -people
" of India, but is on the same lines ag it prevails in all other pro-
tectionist countries of the world.

6. While we agree that the policy of protection should be
applied- with diserimination, we do not think that any qualifica-
tions -or- limitations should be made a condition precedent to its
-adoption. - We recognise that in the efforts to attain a prominent
position ‘in the industrial- world, India will have to pay a price.
The - economic well-being of India which we aim at in the tariff
policy which we recommend ecannot be obtained without making
a sacrifice, It is for this reason that we agree that the policy
should be applied with diserimination. The diserimination with

which we agree is intended to minimise such sacrifice as far as

possible consistently with reaching the goal which we are putting

" before the country. We do net subseribe to the copdition that

such d1scr1mmatmn Should be € alonw the lmes of the Report ”

......

B produce adequate results. We share the concern show
Report for the interests of the consumers, and we ag

£ ‘V‘;pohey should be a,pphed in such a manner as t‘ok reduc‘; :
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necessary to ‘make it elear that while the policy of protection
should endure till the goal is reached, diserimination must vary
aceoiding to the eircumstances for the time being and should not
be applied rigidly along the lines indicated in the Report. We
may point out here that while we want India to rise to a
commanding position in the matter of her industrial development
under the policy of protection, our colleagues anticipate as a
. result of the qualified policy which they recommicnd that ° India
for many years to come iy likely to concentrate on the simpler
forms of manufactured goods >’ (paragraph 310). A policy which
is likely only to lead to this result for many years to come is not
and cannot be acceptable to the people of India. In all protec-

tionist countries, the Government and the Legislature as repre-.

senting the people regulate the application of the policy of pro-
tection in a manner most suitable to local conditions and circam-
stances, and there appears to us no reason why the discretion of
thé Government of India and the Indian Legislature should be
fettered . any way. "The records of the Provineial and Central
Liegislatures  conclusively show . that non-official mewmbers huve
vied with one another in pressing on the attention of Governwent
the interests of the masses. We can, therefore, confidently leave
the interests “of the consumers in the hands of the non-official
members of the Indian Legislature who ave representative of large
and varied interests. We would, therefore, recommend that the
application of the policy of protection should be regulated from
time to time by such discrimination as may be considered necessary
by the Government of India and the Indian Legislature.

7. While recognising the necessity of eaution in the applica-
tion of the principle of protection in the interests of the masses,
we do not think it would be right to hedge the policy in such a
manner as to lead to inadequate results. We may, therefore,
‘emphasise the fact that we desire immediate effect to be given
to the pohey recommended by us in order to achieve the object

in view as early as possﬂ)le. India’s dependence upon agricultire.

has found her in §erious ecomomic difficulties. Through - the
operation of World causes, the cost’ of living has enormously

inereased durmg Tecent times and there is a great amount of misery

prevailing in the Jand. The revenue needs of the country have
enormously inereased and taxation has been raised to an unbear-
_able level. Tt is, therefore, essentially necessary’that immediate
ste‘gs should bt takeﬁ to. adop‘t an inténse policy of mdustmahsa-
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tion to ensure the creation of nmew sources of wealth, encourage- ‘
ment for the aceumulation of new capital, enlaroemom of public
revenues: and providing more profitable employment for labour.

8. 'We regret that our colleagues should ‘have thought it neces- ‘

sary to justify the fiscal poliecy hitherto pursued ; there is consider-

ablé difference of opinion as to its wisdom or saitability.  We are not,

thervefore, prepared to aecept that portion of the Report dealing with ‘

- the subject.. We would, however, point out that:all the necessary

vequisites Tor hidustrialisation have existed in India for a long time ‘ ‘
and if a policy. of protection had been adopted, say at least a gene-

ration ago, if the same freedom to regulate her fiscal policy had béen ‘

coneeded to India as was concdeded to the Self-Governing Deminions;:

India would have made by this time great progress in the divection ‘

of - industrislisation and would net have been found in the state of

60 nomu baglwardness in which we now find her. - , ‘

o

9. The Tudustrial Commission has placed on record the policy
pursued in India in the j"ollnwmﬂF words. : ‘

“ T'he commercial instinets of ‘the Hast India Company had
from its earliest days in this country led it to make various ' ‘
attempts to improve those Indian industries from which its-export
trade wag largely drawn, as for . example, by organising and ‘
financing the manufacture of cotton "and silk’ piece-goods and
silk-varn, althongh this policy met with oppesition from. vested
interests in England, which were at one time sufficiently powet-
ful to. insist that it should be suspended and that the Company
should instead eoncentrate on-the export from India of the raw
niaterial necessary for manufactures in England. - The effect of
this traditional policy continued for some time after the Company
had ceased to be a trading body and even after it had been
replaced by the dirget rule of the Cfown, and doubtless moulded
such subsequent efforts as were made in the same direetion”by
Government.. But as laissez-faire views gradually gained “in-
creasing acceptance ‘both in Enﬂ’land and in India, these
spmmodm efﬁ'ortq beoame less fre :

a very nnporfeet provmon of technieal and industrial ed ba""on
and the co]]eetxon and dissemination of commerewl and ik ustmal :
~information.’ ‘

10. As admitted in the Report, in view of her. past a@hw ments
ln jia’s capacity to be an industrial country cannot be doubted
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The Industrial Commission found that ¢ the industrial system is
unevenly and in most eases inadequately developed and the eapitalists
of the country with a few notable exceptions have till now left to
other countries the work of and the profit from manufacturing her
valuable raw materials or have allowed them to remain unutilized.’
If the Indastrial Comission had not been debarrved from consitler-
ing the question of Indian fscal policy, we ventuve to think that
they wonld have come to the same eonclugion as is held by the people
of India that this result was dne to'the policy of free trade imposed
upon India. 1f a policy due to
¢ vested interests in  England which were at one time
sufficiently powerful to insist that............ the "(Bast India)
Company should concentrate on the export of raw materisls -
necessary for manufactures in England 77 (Industrial Commis-.
sion - Report},

bhad not bsen adopted; the Indian artizans, whose skill was recog-
nised throughont the world, could have easily adapied ‘themselves
to conditions produced by the advent of machinery, and the economic
history of India would. have been differently written. We believe,
that the industrial backwardness of India is inr 1ro way due to any
inherent. defeets amongst the people of India but that it was artifi- .
cially ereated by a continuous process of stifling, by means of a forced
tariff policy, the inborn industrial geniug of the people.  In para-
graph 57, doubts have been cast on the view of the Indian people
that India was a eountry of great wealth whiech attracted foreign
invasions and drew to its shores adventurous spivits from Furopean
countries. - We wonld fain have left the past alone as no useful
purpose can be served by raking up historical faets which can have
10 dirveet bearving on the tariff poliey which is best suited to” the
conditions of India. We are, however, constrained to refer to the
position in view of the remarks which our colleagues have considered
it necessary to make for arriving at a eonclusion on.the- subject.
The works of eininent writers such as Meadows Taylor, Lecky, Romesh.
Chandra Dutt, Wilson and Professors Hamilton and Jadunath
Sirear show how great India’s economic and industrial position was

in the past. A few extracts from these authors will be found in the
Appendix, : :
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CHAPTER IL
 Excise Policy.
1] We must i”kecord our dissent from the policy recommended

by our colleagues in vegard to excise duties. It may be pointed ont
that towards the close of the Middle Ages internal duties formed

-4 substantial part of revenue resources ; but even in those days,

they were regarded as an obnoxious method of taxation. The more
enlightened policy of the modern age has gradually swept away
all internal duties which hampered trade and industry and excise
on all articles exceptling those which are injurions to public health

“and on a few luxuries. Our colleagues have in paragraph 143

veferred to the excise policy of various countries from whiech it is

“evident that in mogt civilized countries such duties are restricted

e

to aleohol and tobacco, They state :— ,

¢ Tn the British Colonies and the United States of Ameriea
~excize taxation has gradually been confined to these articles.
But on the continent of Eurcpe many countries have applied
the excise system to other commodities, such as sugar and

. salt, while Franee employs not only a comparatively wide range

_.of excise duties, but also a system of State monopolies under
which the whole profits from the manufacture of excisable
‘articles, such as tobacco and matehes, are seeured to the State.
In Beypt after the establishment of two cotton mills in 1901
the Government subjected their produet to a consumption fax
of 8 per cent. as compensation for the loss of customs revenue.
~In Japan eotton eloth is subject to a consumption tax which
comprises -hoth an exeise duty on home production and a sur-
~charge on the customs duty on the imported articles. . A rebate
isallowed if -the eloth is exported.. Japan also levies.a con-
sumption tax on kerosene and an excise duty on sugar.’’

- 12. 'We will state at once that in our view excise duties should
be restrieted to such. articles as alecohol and tobacco which are
regarded as injurious to public health or to public morality and
the consumption of which- it-is“desirable to theck and to a few
Iuzuriess This is the policy which is at present adopted by the

United States of America and the British Colonies, It has the
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support of Professor Plehn who argues that excise is a justifiable
source of revenue when it is levied on articles such as wines,
tobacco, etc., whose consumption it is desirable to check in khe
interests of the community and that if more vevenue is required
it may be justifiable to impoge excise on articles of luxury produced
in the ecuntry. ‘

13. As regards the instances of Furopean countries quoted by
our eolleagues, wviz., excise on sugar and salt, 1t may beé pointed out
that sugar may well be regarded as a Juxury and the question of duty
on salt which India also levies has led to considerable differences
of opinion and cannot, ﬁleref‘ore, be regarded as a precedent for
a general excise policy. ~ The ease of Franee and Japan is different.
France bag adopted a policy of State Monopolies under whiech the
whole profit  from  the manufacture of articles " is  secured
to the State. A policy of this kind which a State works as a mono-
poly cannot be vegarded as a guide for a. correct policy on- excise
matters. The consumwption tax on cloth manufactured in Japan
caunot be held to provide any precedent for the purpose of a similar
policy in India. 'I'his tax is levied in Japan with the specifie objeet
of encouraging the export of cloth and to economise home con-
sumption.  Such a policy may be justifiable in Japan because she
has developed her industries under a system of high protection
and 13 able to marutarture for the purposes of export.. This con-
dition does not apply to India which is hardly able to supply 50
per cent. of her own requirements. We have dealt with the exeise
dnty on sngar which we reeard as coming within the category-of
luxury. We arve not aware of the facts in regard to the excise duty
levied by Japan on kevosene, but one instance in one country can-
not justify the laying down of an exeigse policy for India.- The.
best principle to follow appears 1o be that of the British Dominions
and this supports the view we are recommending. ~ The only other
case which remains to be dealt with is that of Egypt. - It is stated
that ‘‘ in Bgypt after the establishment of two eotton mills in 1901
the ‘Government subjected their product to a consumption. tax of
8 per cent. as compensation for the loss of customs Yevenue.”’ -
We wish our eolleagues had not guoted the case of Kgypt. In
view of the political control which England exercised over Egypt
and the history of cotton exeise duty in India embodied in. Chap-
ter 10 of the Report, the conclusion appears irresistible that the-.

“excise duty on ¢Otton piéce-goods in Egypt was due more %o .
Lancashire influence than to any idea of compensation fot the loss
of customs revenue.
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14. Our eoﬂeagues recommend the imposition of excise duties
on certain. principles noted in paragraph 151 of the Report. The
reasons why we do not gree with them have been stated. We may
emphasise the fact that excise duties hamper industries and lead
to undue interference with local manufacture, and it is for this,.

~amongst other reasons; that excise duties are restricted in almost
all civilized countries to the articles the consumption of which |it
iy necessary to chevk in the publie intevest and to a few luxuries,

15. We may puint out that during the period of the war every
belligerdit country was hard pressed to obtain revenue from every
,poss'ible souree.  In spite of such over-powering needs for revenue
-to carry on the war, none of them resorted to excise duties of the
kind whieh our eo‘leagues have recommended as a general policy
to.~be. adopted in India. ~An cffort is made to meet this
pomt in paragraph 146 of the Report, jbut we do not regard it
as i any way comﬂnclng “The United States of America has gone
dry and still no excise duties of the kind recommended have been
imposed. - Even if a large portion of the people of India abstains
from indulging in into‘;ie ating drinks, as is implied in the state-
ment in the report ‘“ we have pointed out above that the British
'1‘redsury is-able to tax the general populdtlon by means of heavy
excise duties on alcohol, and that this excise does not have the
-.same wide ineidence in India,”’ it can hardly be regarded as ahy
reason for: imposing -excise duties on the lines recommended.
cannot be contended that the nceds of the Indian exchequer can
possibly ‘compare with the needs of the belligerent countries during
‘the.war, and it must be ‘cbvious that when nonelof them resorted
to this form of taxation, it cannot be justified in India as a general
policy.  Tn this connection, we would invite attention to the case
of England herself, England raised revenue several times larger
than the amount she collected before the war. She imposed a duty
. of 333 percent, on imported motor cars but did not put any counter-
~vailing execise duty on locally manufactured cars. HEngland  has
been a free-trade country and the principles of that policy coupled
“awith-the over-powering needs for revenue would have justified the

imposition of countervailing excise duties on locally manufactured
cars. The fact, however, remains that she did not put any excise
~ duty on cars manufactured in England. This instanee alone is,
~In our opinion, sufliciently conclusive to show that the excise policy
‘recommended by our colieagues in regard to local manufactures
cannot hé justified.
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16. We share with our colleagues the concern for the interests
of the consumers in regard to the application of a poliey of protec-
tion. We should like, however, to ask how this concern is consistent
with the exeise policy which they have recommended. They pro-
pose that—

““when an industry requires protection, cmy further -
~ necessary taxation on its produects may, if .other conditions
are fulfilled, take the form of an excise duty plus an additional
import duty The latter should fully countervaﬂ the ‘former
and may be pitched at a little higher rate.’

One of the conditions referred to is that ¢ excise dutlw should
ordinarily be confined to industries which are concentrated in
large factories or small areas.”” Coupled with this- condition is
the recommendation in pardgeaph 170, viz., ““if, on the other hand,
Government hold that their revenue requirements make it obligatory
to levy taxation on eotton cloth in exeess of this amount, it will be "
necessary for them to formulate proposals in accorddnce with the
principles we have explained, and to lay these proposals before the
Legislature.”” The effeet of these recommendations with regard
to an execise duty on cotton piece-goods is-as follows :—

17. Asswining that the Tariff Board decides that a pxotectwe
duty of 10 per eent. is required for the textile industry. and  the
revenuc requirements of Governiment make it obligatory to levy
exeise taxation on cotton cloth to the iextent of 5.per . cent.: the
import duty will have to be raised to approximately 17 per cent.
The price of cloth will thus rise to - a parity of 17 per cent. The
economic condition of India is admitted to be such that a ldarge
- part of the population iy under-clothed and under-fed. It is a
well known fact that prices of cotton piece-goods have considers
ably risen during recent years and the effect of it on-this 'article
of mnecessity may be judged from the speech of our -eolleague,
Mr. C. W. Rhodes in the Legislative Assembly. He pointed ont
that the average consumption of cloth in India before the war was
18 yards per head, while in 1920-21 it had gone down to 10 yards.
The consumers in lndia will have to bear the necessary burdén in
the wider interests of the country, as a result ‘of the protective
- policy which the Commission has recommended. To suggest that"
further burdens should be imposed upon them by increased import
duties for the purpose of countervailing excise duties is hardly
eonswtent with the interests of the consumers, many of whom have
to be content with insufficient clothing.
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18. Our colleagiies have referred to the power which the Central
Legislature exercises under the Reforms and have stated that the
question of cotton excise duties should be left to the decision of
Government and the Legislature. We have already recorded our
confidence in the Cenfral Legislatnre in regulating the policy of
- protection and we would have unhesitatingly accepted their recom.
mendation if the policy of excise duties, as recommended by our
colledgues, was sound in-principle. The exercise of. diseretion ig
only possible in ‘matters which are sound in principle. - We have
shown that the excise policy as recommended by our colleagues is
unsound in “prineiple, and the question of the diseretion of the
Legislature cannot therefore arise. As, however, the constitutional
question has been raised by our colleagues, it is mecessary to nofe
what ‘the aetual position is.” In all countries enjoying responsible
government the Legislature iz - wholly elected - and . the - executive
-government is responsible to the Legislature. During the transi-
tional period the position in India is different. The Government is
not responsible to the Legislature, and that body is not wholly elected.
““The. budget estimates are prepared by the Executive -Government
~and important items are non-votable. Hven in regard to the. items
~whieh are subject to the vote of the Legislature the power of rein-
“stat,emﬁent vests in the (Governor-General. The constitution of the
Legislature also requires examination. There are 143 members in
the Legislative Assembly. - Assuming that every member is present—
experience has shown that this has not been so in praetice—47 non-""
official members. ean with the help of the official vote out-vote 71
non-official members.. Tt must be obvions therefore that the resulf
_ of a‘vote in the Lemslahve Assembly, unless there is a clear magorlty
of non-official members, cannot be regarded as representing the views
- of the country. If the policy of excise duties, as recommended by
our colleagues, was sound in principle and the vote of the non-official
. members of the Assembly had a binding effect we would have no
hesitation in accepting the recommendation to leave the decision to
such vote. We however hold that excise duties beyond the limita-
s~ indicated by us are not sound in principle. We therefore .
crate our conclusmn that. exelse duties i in Indla should be restnct- ,
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CHAPTER 111,
Cotton Excise.

19. We have nothing to add to the history of the cotton excise
duties contained in the Report, but we do not agree with the conelu-
gion arvived at.  Onr eolleagues provide for a possibility of excise
dutics being lovied on eotton piece goods and other articles of local
manufacture which is opposed to the policy generally adopted by the -
civilized ‘world and is contrary to the conclusion which we have
come to in regard to the gencral poliey of excise duties.

20. The Indian point of view is conclusively shown by the evi-
dence of witnesses who appeared. before us. Tt is that the people of
India are opposed to the levy of cotton execise duties either to counter-
vail the import duty. or for revenue purposes. Questions were asked
by members of the Commission as to whether they would agree to
the imposition of an excise duty on cotton picee goods for revenue
. purposes, and the answer was mostly an emphatic negative.- The
debates in the Indian T.egislatures have proved beyond doubt that
the gentiment of the people of India iz opposed to this form of taxa-
tion. It has been admitted in the report that excise duty on cotton
piece goods is no longer fully ecountervailing and that in spite of
this fact ‘“ the great majority (of witnesses) both Indian (md
European have demanded its abolition.”’

21 ‘We have pointed out in the previous chapter what in our
opinion should be the poliey in regard to excise duties and we believe
that correctly represents the Indian view. We cannot understand
v Why our eolleagues have recommended that—

““ the British Government should announce its mtentlon
- of allowing the Government of India to decide the ques’cmn,
in agreement with the Indlan Legislature,”
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This reecommendation ecasts a doubi upon the fiscal freedom which
India has already attained. The recommendation made by our
colleagues is in contradiction of the history embodied in Chapter L
of the Report showing how India has now become fiscally free. In
paragraph 4 of the Report, reference is made to the Despateh of the
Secretary of State dated the 30th June 1921 in which he says that
he has accepted-on behalf of His Magjesty’s Govermmend the principle
recommended by the Joint Committee in their Report on clause 33
of ‘the “Government of India Bill. India-is, therefore, entitled -to
regulate ber customs tariffs as is most suitable to herself and it
appears to us highly prejudicial to the interests of this eountry for
a Commission like this to suggest that any such announcement is neces-
sary before action can be taken in the matter of cotton excise duties.

, 22, Our colleagues proceed to point out the financial difficulties

of the Government of India. We concede that such difficulties do
exist, but it is necessary to point out that the eotton exeise duty was
N6t imposed for revenue purposes, that it was levied purely to pro-
pitiate Lancashire ‘and that the amount of revenue received. has
substantially inereased duving recent years in consequence of higher
prices of piece goods as the result of war conditions. It may be of
interest to note that the average annual revenue from cotton excige
duty for five years preceding the war was ounly Rs. 48,44100. 1In
other parts of the Report; recommendations have been made to abelish
certain duties which were levied expressly for revenue purposes, and
the following statement shows the effect of such Lccommendamons on
the revenues-of the Government of India

Abolition of export duty ou tea Lo « 60 lakhs.
Abolition of import duty ou machinery - .. .. 105 lakhs.
Abolition of import duty on raw materials . 61 lakhs,

Abolition of import duty on coal . ve w0 lakhs:
Abolition of import duty on hides and sking . 62 lakhs.

293 lakhs.

A -further recommendation is that semi-manufactired goods used in
Indian industries should be taxed as lightly as possible. The esti-
mated .income from articles wholly or mainly manufactured is
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. 4,77,00,000 which wﬂl if the lccomnmndauou is accepted be
leduced by an amount which ecan hardly be negligible.

Various recommendations have been made to grant bounties and
subsidies. All new industries to be established under a policy of
protection are recommended as a rule to this form of State assistance.
It is forther stated that ‘it is of the first importance that the deve-
lopment of new industries should proceed as rapidly as possible.”’
Tt will therefore be necessary to find adequate funds to meet this
liability.

24. Tt will be observed that revenue considerations have not
deterred our colleagues from recommending the abolition and reduc-
tion of those duties which have been specifically imposed for revenue
purposes, nor have they prevented them from recommending pay-
ment of bounties and subsidies. It is only when the question  of
abolishing the cotton excise duty is coneerned, that~ their keen
solicitude for Government revenues manifests itself. It has already
been pointed out that cotton exeise duty is not levied for revenue
purposes, that there is an overwhelming feeling amongst the Indian
public to abolish this duty and that the Government of India have
already declared their intention of removing it. In the interests of
India’s national gelf-respect, it is, in -our opinion, essential that this
duty should be abolished at once. Our colleagues point out that the
abolition of this duty will open up the question of maintaining the
import duty on cotton piece goods at 11 per cent. They quote the
opinions of two or three Mill Owners that the protective duty of
7% per cent. is sufficient, ignoring the views of the bulk of the cotton
manufacturers who appeared before the Commission. We venture to
point out that the Commission cannot acecpt any views of this kind
to base their recommendations on. It has been unanimously decided
that the Commission is not in a position to determine what amount of
pwtectivc duty is necessary in regard to any article and the duty of
enquiring into and making recommendations on the subject has been
left to the Tariff Board. The whole case for excise duties has been
based on the revenue requirements of the Government of India.
It appears to us that the real remedy to put Imperial finance on a
sound basis is to take immediate measures to fill the reservoir of .
India’s national wealth from which State revenue can be eagily
drawn. The best way to replenish the reservoir is to stimulate
industrial development by a policy of protection. We may quote inn
this connection the case of the United States of America and Japan.
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* The following statement furnishes the growth of state revenues in

those countries.

CUN1TED STATES OF AMERICA, Jarsas.
Year. Duties collected. Year. Duties. collected.
_ Millions of dolars, Thousards of Yen.
1870 1915 1916 33522
1875 . 1646 1917 33019
1880 1827 1018 61:696
1885 : 1781 1919 69:435
£ 1890 226+3 : 1920 74:414
1895 1296 '
1900 9294
T1905 2871
1910 3263
1920 ' 308¢
1921 2750
1922 - . 33000

The above figures speak for themselves. In our opinion, there-
fore, the real remedy is to improve the economic condition of India
by promoting its industrial advancement and not by lmposmw
excise duties on local manufactures.

25, The revenue - duties-——and 11 per cent. on textiles is a
revenue duty—have been imposed without reference to their pro-

tective effect and such duties have been levied irrespeetive of their
effect. onlocal manufactured goods. A duty of 15 per eént. is

imposed- on_ artieles wholly or mainly manufactured, 25 per cent,
on sugar and 30 per cent. on silk piece goods. Though sugar may
well be regarded as an article of Tuxury and on whieh excise duties
are levied in. some. countries and silk piece goods are eclassified
amongst articles of luxury, no excise duty is levied on any of these
articles. It is diffieult to understand why our colleagues have

" shown in view of all these facts so mueh concern about cotton excise

duty which was admittedly imposed not for revenue purposes butb
for other well known reasons.

26. As already pomtcd out, the Blltlsh Grovernmen’c has not
imposed any excise duty on such an artiele of luxury as motor :

- ears when she levied go high a duty as 83§ per eent. ou their import.

It the Goyernment of India desire to maintain an import duty of 11
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per cent. on textiles for the same reasons as they levy import duties
on other articles they may retain it at that figure. If they consider
‘that they can reduce it to 73 per cent. or any other figure, they are

perfecily free to do so ; but we hold the eniphatic view that for
ma,mtammg India’s self-respect it is necessary to abolish the cotton
exeise duty.

27. Our colleagues subseribe to the suggestion of a clean slate.

If that is so, then the conclusion is inevitable that the cotton execise
duty must go. This is the unanimous sentiment of the people of
India and should, we think, be given effect to immediately.
Whether anything should be written on the slate again after it
has been ‘wiped clean must depend upon the policy of excise duties
laid down for this ecountry and in regard to which we have express-
ed our views in the previous chapter:

28. There is one aspect of the question to which special atten-

tion should be drawn. When, in consequence of the first gift of -

£100 millions which Todia contributed for the prosecution of the
war, India was allowed to raise the import. duty on cotton textiles

to 74 per cent. without raising the excise duty on -cotton piece "

goods manufactured in India, a storm of protest was raised by the

Lancashire interest in Parliament which led to much embitterment -

of feeling in India. Again, in 1921, the meeds of revenue became

insistent probably owing to the loss sustained by fhe policy of'

Reverse Couneils and the import duty on eotton textiles was raised
to 11 per cent. The agitation which was carried on in England is

b2

well known. The Report records the faets in the following .

words — ‘ «

‘“The whole question is permeated with suspicion and
resentment ; and these feelings have been kept alive by the
action taken by the representatives of the Lancashire cotton
industry in 1917, in 1921 and again within the last few months,

the system Whleh their influence had for so many years 1mposed
upon India. ”’

29. We should like to invite attention to the political effects in -

India of such agitation by Lancaghire representatives. It ig, in-

our opinion; essentially mecessary - that eo1d141 relations should
subsist between India and England. The imposition of cotton
excise duties is one of the principal causes of estrangement between
the two countries. Far-sighted statesmanship demands that this

cause should be removed. The Indian sentiment on the guestion
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is decisive. The evidence placed hefore us conclusively proved
this. ¥t would be unwise to déal with the question by resorting
to expedients which will not be acceptable to the Indian people.

The best mode of promoting eordial relations and better under-

standing between the people of the two .countries is boldly to face
the problem and in a spirit of political sagaecity to abolish the
cotton excise duty at once. It is needless to point out that unless
- this course is adopted, Lancashive will not cease to agitate on the
subject and such agitation will be a eonstant source of ill-feeling
between the two countries.
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CHAPTER IV.

| Imperial Preference. -

30. We recognise that -Tmperial Preference is a means of
strengthening the ties amongst a Commonwealth of Free Nations,
The exchange ;jof trade amenities, not in a spirit of bargain, but
a8 a free gift, has the effect of cementing the bond @mongst free

nations forming a Commonwealth. © It may be pointed out in this

connection that the Dominions conceded the principle of prefer-
ence after they had attained full Yesponsible government ‘¢ consistent
with their own interests and mot injurious to themselves,’’ Great
Britain followed dn 1919 .and ‘¢ introduced a preferential system.
She gave frecly such preferences as she felt could be granted con-
sistently with the interests of her own people and the requirements
of “her own fiscal policy.’’ Great Britain and the Dominions are:
able fo regulate the policy of Ymperial Preference on these lines
because they are politically and fiseally free. The principle of
Imperial Preference implies the uneontrolled power of initiating,
granting, varying and withdrvawing prefercnce from-time to time
consistently with cach country’s interest and:on-lines which are
not injurious to itself. ITndia must therefore possess the sameg
supreme powers as are enjoyed by the Dominions before Ymperial
Preference ean become for her a matter of practical polities. India

. has not yet- reached Dominion status. She is in a transitional

stage. ; her Government is not responsible to her Tiegislature but to
the British. Parliament, Any acceptance in practice of the prin-
ciple of Imperial Preference would make her liable to measures of
preference at a time when she is not entitled to determine them by
the vote of a- wholly eleeted Tiegislature with her Government res-
ponsible to such Legislature as is the case in all the Dominions.

31. Tt is an admitted fact that the Dominions have regulated pre- |

in regard to the grant of preference to Indian tea has been on the
game “lines. We do' not wish to enter into the controversy as to
whether redueed import duty on Indian tea is real preference or not.

In 1915 a resolution was moved in Parliament asking for a rédue-
i wiaport duty on Indian tea. The mover clearly -disclaimed "
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any ided of basing it on Imperial Preference, but urged the reddction
on the ground that as the Indian tea was consumed by the poorer
classes, it would be a relief to them. Mr. Lloyd George, who was
then the Charicellor of the Exchequer, opposed the résolution on the
- ground that it would be construed as preference and might lead to
retaliation by China which was a large buyer of Lancashire goods.
The point to- which we wish ta draw speeial attention is that while a
preference of 2d4. per pound was granted. in 1920-21, the budget esti-
mates for 1921-22 reduced it to 14 d. 'We mention this in order to
confirm the principle underlying Imperial Preference that the country
granting it has full power of initiating, granting, varying and with-
drawing preference as it suits the interests of its own péople. - Such
~ power India does mot possess at present. It does not enjoy the
powers which a member of the Commonwealth possessing Dominion
status does.  The logical coneclusion, therefore, is that India cannot
‘aceept.-the “principle of Tmperial Preference until she has attained
~responsible government; and is able to regulate her fiscal policy by
- .the vote of a wholly elected legislature.

32. The Report summarises the present economic condition of
India, and the conclusion arrived at is embodied in paragraph 257.
“After recording the fact that most of the witnesses expressed them.
- .gelves against the prineiple of Tmperial Preference, it states that
““ a second argument which has weighed with many witnesses is
that preference is equivalent to the grant of a bhounty to the
British manufacturer at the expense of the Indian consumer,
- that India is poor while Britain is rich, and that it is not
- reasonable to expeet the poor country to make a gift to the rich
~one. . 'We have explained that in our opinion thiz view of the

question is not unreasonable, and that any general system of.
preference would undoubtedly impose an additional burden on
~the Indian consumer, which we do not think it fair that he
should be called upon to bear. This argument might be met
by the assertion of a second prineciple, namely, that Imperial
Preference should not involve any appreciable loss to India.’’

) 33. India cannot be called upon at present to suffer any econo-
mie loss as she is poor and as the consumers will have to bear a cer-
tain amount of burden in the larger interests of the country under
a pqlicy of protection which we are recommending..: If this policy
is given effect to immediately, it is likely to become fruitful within
!;he next: few years and the economic condition of the people will
nmproves .India by that time will have attained responsible govern-
ment, which has been promised to her ; then as a Self-Governing

20
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Member of the Commonwealth she Wﬂl we feel condeﬁnt, be ready to
adopt a policy of Imperial Preference.

84. Paragraph 255 of the Report records the fact of the

¢ almost complete unanimity with whieh = Indian Wltnes&es
opposed the prineiple of Imperial Preference,”’

One of the principal reasons for this opposition is, in our opinion,

the faet that India is not free, i.c., does not enjoy Dominion status

in the Empire. The Hon'ble Lala Harkishen Lal pointed this out

in ‘his’ evidence. e expressed himself in favour of the prineiple

of Imperial Preference on the distinet condition that the political
status of India should be the same as that of the other partners in

the. Empire. Caplain Sassoon also favoured the principle but con-.
ditionally upon the right of India to withdraw such preferences
when her interests required her to do so. It will be obvious that

Indian sentiment is practically unanimous against Imperial Prefer-

ence in view of India’s present political status in the Empire. The
conclusion is therefore inevitable that this question can only become a
matter of practical politics when the promised goal of responsible
government is reached.

35, Tt may well be argued that while subseribing to the prinei-
ple of Imperial Preference our coneclusion leads to:the postpone-
ment of its application to the time when India attains her full status
in the Commonwealth. This is practically the unanimous view of
the people of India. We are, however, of opinion that the Indian
view would be favourably mehncd to accept the immediate appli-
cation of the principle provided conditions are created to plaee
Tndia at once on the same footing as the Self-Governing Dominions.
in this matter. It may be pointed out that in 1918 when the Govern-
ment of India proposed a further gift of about £45 millions to Great
Britain for the prosecution of the war, they left the decision to the
vote of the non-official members of the Imperial Legislative Couneil.
It is therefore possible even under the political status which India
now enjoys to so arrange matters as to bring about in practice the
position whieh the Dommmns occupy. We will therefore recom-
mend that the power of Initiating, granting, varying and withdraw-
‘ing Imperial Preference in regard to every article should vest by
legislation or other equally effective means in the non-official members
of the Legislative Assembly. They will thus be empowered by non-

official vote to regulate the policy of Imperial Preference with perfect
‘freedom on the same lines as those enjoyed by the Self- Govermng
Dominions,
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36. In paragraph 225 of the Report, it is stated
“ when the country receiving the preference supplies prac-
tically the whole market, then the price to the consumer will be
regulated by the Jower rate The bounty to the foreign manu-
facturer ‘Wﬂl cease and the consumer will get the benefit of the
" lower rate.’ ‘
In paragraph 226 it is stated that
¢ after the prefereneeg is given, the price to the consumer for a
time may be regulated by the higher rate of duty and the manu-
facturers. of the favoured country will receive, as has  been
already explained, a bonus of the difference between the two
rates. The effect of this bonus is to stimulate the trade of the
manufacturers -of the countiy receiving the preference and in
& short time they may sceure for themselves the whole market,
driving out altogether the non-preferred manufaeturers. The:
“price to the consumer will then be regulated by the lower or
preferential rate of duty, and the favoured mamufac‘mrers will
find the price falls-to the true competitive level.  But they have
unot thereby lost the whole benefit of the preference. Their gain
is represented by the additional guarter of the market which
they have secured for themselves at the expense of their non-
preferred rivals. Thus they benefit even when the consumer
* has ceased to suffer.”’ B 5
37. 1t is contended that when the w holp Sdppi:y arrives from the
preferred country the consumer will cease to suffer. - This is contin-
“gent upon there being in the preferred country sufficient internal
competition to regulate the price on a competitive basis. In dealing
with the policy of protection attention has been drawn to the danger
of a possible cornbination of manufaciurers for the purpose of exploit-
ing the domestic consumer.- It is further stated (paragraph 86)
that a proiectionist system = certainly gives an opportunity for
undesirable forms of combination.

““In a free trade country mo combinaticn of manufac-
turers is able to keep the price of a eommodity above the
world price. If all the manufacturers of a particular country
agreed not to sell below a certain price the only effect would
be that their home market would be captured by the foreign
manufacturers selling "at the world price, The case of- the
protectionist countries. is different.” Here we have a. tarif
wall affording, when the foreign manufacturers have been
partly or wholly excluded, a certain latitude of price to the
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home manufacturers. If the latter do not combine, the home
price will be regulated by the ordinary conditions of internal
competition. But by means of combinations, it is possible
for the home manufacturers to keep the price distinetly
above the true competitive level without inviting 'foreign
competition.”’

The Report points out various remedies to be applied in the
event of such a cgmbination materialising in India. Under Indian
conditions such combinations are a remote contingency but in
advanced countries they are far more possible.. Applying  this
analogy to preferred countries the Indian consumer is likely to
guffer heavily when by meauns of preference the competitive foreign
manufacturers have been excluded and the prices are maintained
at a high level. The case of the monopoly in *‘ shipping '’ -is
a clear ingtance in point, The Imdian people have to pay com-
paratively higher rates of freight because competfition has been
eliminated and a practical monopoly has been ercated. . Combina-
tions of manufacturers in India would be easily known and the
Indian Government can devise adequate measures to counteract
their evil effects on the consumer. When, however, competitive
foreign manufacturers have ¥Heen eliminated and the whole Indian
market.becomes the monopoly of the manufacturers of ‘a preferved
country, the consumers may be penalised to a heavy extent and
the Government of India may be powerless to take immediate
and cffective measures to counteract the evil. The remedy would
of course be to withdraw preference, but the foreign manufacturers
having lost the important Indian markef may have reduced: pro-
duction and may not find themselves in a position to re-enter -the
market to the benefit of the Indian consumer. There is there-
fore clear danger in the grant of preference and the-loss to the
consumer in India may mot prove to be temporary as stated in
paragraph 227.

"88.- In paragraph 231, attention is drawn to a possible advantage
to India in the matter of her export trade. It is stated that

‘¢ if the preferences are important, this will tend to build
up direct shipping connections between the two countries, and
as a consequence will give the exporters of the country granting
the ‘preforence some advantage in the market of the country
receiving the preference. In  other  words, if  imports are
attracted from a particular country, they will be a tendeney for
exports to be attragted to that country.”” o

)
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We are not satisfied whether in view of the actual trade between
India aind England any such advantage will acerue. There is a
danger -that sueh & policy may penalise the Indian producer, by
redueing the number of buyers, competition amongst whom main-
tains a standard of world prices for Indian produce. It may alsoe
be remarked that there is a very strong feeling amongst the Indian
“people -in favour of an Indian mercantile marine. Reference has

been made in the Report in paragraph 131 to this feeling and recently
it found expression in the Central Legislature. Nothing should in
our ‘opinion. be done which will have the effect of retarding the
establishment- of - a4 mercantile marine in India, or of making ity
success - doubtful.

39. We regret that our  colleagues should have pleaded for
Imperial” Preference on the ground amongst: others of maintaining
the British Navy. We feel that the question of naval defence of
the Empire stands on an entirely different footing, and ought not
to have been brought forward in this conuection. Tt might have the
effect of reviving a political eontroversy which is best avoided at the
present juneture.  In our opinion the question stands on Imperial
sentiment alone and should be examined from that point. of. view.
The defence. of the Empire depends upon various other -standpoints,
and the . maintenance of the -Indian army -which hag served the

- interests of ‘the Empire in the various parts of the world will have
a pronsunced bearing on the issue. As the question has been raised
we will content ourselves by reémarking that the economic prosperity

- which we anticipate as the resuit of extensive industrialisation will in

course of time enable India to maintain in Indian waters a navy
sufficient for the defence of India, officered and manned by Ind;anb

It will also prove a valuable Imperlal asset.

40. Having drawn attention to the possibilities which a pohejy
of Imperial Preference may lead to, we leave the matter with full
confidence in ile hands of the non-ofﬁcial members of the Legislative
Assembly in'the convietion that as representatives of the people of
India and 1u11y conversant with Indian sentiment  they will give
effect to it in a manner consistent with Indian mterest in all its
aspects. « !

41. We wish to make it perfectly clear that we have dealt Wlth
the question of Imperial Prefercnce as between England and India
and not as affecting the British Dominions and Colonies. We are
unanimous in thinking that a different policy should be adopted in
regard to trade relations with other parts of the Dritish Empire.
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Our colleagues recommend in paragraph 264 that :
‘‘ Mitherto, in discussing the question of Imperial Prefer-
ence Wwe  have confined our consideration to 'preterences
granted to the mother country. With regard to other parts
of the Empire, we would recommend a different policy. We
suggest that to the United Kingdom- should be offered such
preferences as India may find she  is able to offer without
appreciable injury to herself. With regard to other parts of
the Empire, we recommend a policy of reciprocity such as is
already adopted by more than one Dominion for inter-Dominion
trade relations ; that is to say, preferences should be granted
only as the result of agreements which might prove to the mutual
advantage of both parties. In this econnection, India would
doubtless not be unmindful of the fact that she already enjoys
the beucfit of certain concessions granted by Canada and New
Zealand. The agreements which ve contemplate would be purely
voluntary ; there would be no kind of obligation on India to
. enter into them unless her own interests appeared to demand it ;
and it is cvident that political considerations could not be
-excluded in determining whether it was desirable for India to
enter into an economie agreement or not.”’
In the next paragraph 265, it is stated that :
““ We think it is necessary that there should be laid down
Tor India some policy of the nature outlined above in regard to
trade relations with other parts of the Kmpire. We have
already mentioned that India. veceives preferences from Canada
and New Zealand. We understand that propesals for reecipro-
city were received in 1919 from one of the Dominions. We have
been recently informed by the Canadian Government Trade’
Commissioner to India that a preference on motor cars granted
to Canada would stimulate the present tendency for the well-
known malkes of American cars destined for the Indian market
to be made in Canada and would be regarded as a graceful
reciprocal act on the part of India. It seems probable that this

benefit could be conferred on Canada without any appreciable -

loss to India.””

42, We cannot agree to any trade agreements being entered into
with any Dominion ‘which diseriminates against the people. of this
country. We believe we are voicing the unanimous epinion of the
people of India when we say that no agreements based even on
reciprocity in trade matters should be entered into with any Dominion
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which has on its statute book any anti-Asiatic legislation applying
~ to the Indian people. Our colleagues point out the fact that Canada
and New Zealand have conferred certain” preferences on India.. To
the Indian people ‘their self-respect is of far more importance than
any. economic advantage which any Dominion mav choose to confer
by ‘means of preferential treatment. We may confidently state that
“the people of India would much prefer the withdrawal of sueh prefer-
ence as they would not care t6 be economically indebted to any
Dominion which does not treat them as egual members of the British
Empire having equal rights of citizenghip.

43. We are not-opposed to negotiations being opened for trade
agreemienty on -a reciprocal basis, but the condition precedent must
be the reeognition of the richt of Indians to equality of status. The
first: prineiple of Imperial solidarity must, in our opinicn, be equal
treatment of all nations forming part of the Empire. The facts as
regards the treatment meted out to Indians are too well known to
be meéntioned here. We will therefore content ourselves with re-
cording our emphatic view which we think raflects the feeling of the
whole  couritry that no trade agreement should be entered into with
any -Dominion unless it agrees to treat the Indian people on a footing
of -equality and to repeal all anti-Asiatic legislation in so far as it
applies to the people of this country.

.. We will now summarise our conelusions in regard to Imperial
Preference : :

(1) 'We are in favour of the principle of Imperial Prefercnce

ou the distinet condition that India should in.this

pitter ‘be put on the same footing of freedom as is
enjoyed by the Sell-Governing Dominions, and that the
non-official members of the Legislative Assembly should
be-given power by legislation or other equally: effective
means to initiate, gmnt vary and withdraw preference
as may be necessary in the interest of India in all its
aspects.

(it) That the condition precedent to any agreement with a
British Dominion in trade matters on the basis of reci-
proeity should be the recognition of the right of the
indian people to a status of complete equality and the
repeal of all anti-Asiatic laws so far as they apply to
the people of India,
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CHAPTER V.

Foreign Capital.

45. The only exception which our colleagues make in recom-
mending free and unconditional introduction of foreign capital
after the pohcy of proteetion is adopted and a tariff wall is erected
is contained in paragraph 292 which reads as follows +—

‘“ We think, however, that where Government grants any-
thing in the nature of a monopoly or concession, where public
money is given to a company in the form of any kind of subsidy
or bounty, or where a license is granted to act as a public ntility
company, it is reasonable thaf Government should make certain
stipulations. Where the Indian Government is granting con-
cessions or  where the  Indian  tax-payers’ money is- being
devoted to the stimulation of an enterprise, it is reasonable
that special stress should be laid on the Indian character of the
companies thus favoured. In all such cases we think it would
be reasonable to insist that companies enjoying such coneces-
sions should be incorporated and registered in India . with
rupee capital, that there should be a reasonable proportion of
Indian Direetors on the Board and rcasonable faecilities should
be off(\rod for the training of Fndmn apprentices at Government
expense. ’ . ‘

46. We are unable to appreciate the distincetion drawn between
companies getting Government concessions and companies esta-
blishing themselves behind the tariff wall erected under a poliey
of protection. We can understand such a distinetion under a poliey
of free trade. The Government of India have, as pointed out in the
Report, laid down the following policy under free trade
conditions :- -

“‘ The settled policy of the Government of India is that
~no concession should be given to any firms. in regard to in-
dustries in India unless such firms have a rupee capital, unless
such firms have a proportion, at any rate, of Indian Directors,
and unless such firms allow facilities for Indian appreptices to
be trained in their works,”’ ‘
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47. The distinction to be drawn on the question under a policy
of free trade and that of protection is obvious. In the former case
the grant of coneession is a favour justifying the laying down of |
_special conditions. This was done by the Government of India.

~ Under a policy of protection, the right to establish an industrial |
enterprise behind the tariff wall is a concession in itself. There |
is really no distinction between Government granting subsidies or
bounties out of money collected by them by way. of taxation and ‘
allowing an industry to tax the people direetly by means of higher
prices resulting from protective duties. In both cases, it is the ‘
people of India who Lave to pay the price either as tax-payers or
as consumers.. Industrial concerns benefit either directly from
Government subsidies or bounties. or indireetly by highervpriees !
due to protective duties. If the imposition of conditions is justifi-
able in the one ecase, it is equally justifiable in the other. Our
conclision therefore is that every company desiring to establish ‘
an industry after. the policy of protection has been adopted in
India should be subject to the same conditions which are recommend- |
ed by our colleagues, »iz, that all such companies should be incor- |
porated and register ed in Indla with rupee capital, that there should
be a reasonable proportion of Indian Directors on the Board and

that reasonable facilities should be given for the training of Indian |
apprentices.

P 48. There are special reasons why all industrial ‘ecompanies

should be mcorporafea and remstwed in India with a rupee capital.
In this connection, we should like to quote Sir Fredemck Nicholson.
He says i—-

: ‘“T beg to record my strong opinion that in the matter of
Indian industries, we are bound to consider Indian interests
firstly, secondly, and thirdly . . . T mean by firstly, that
the local raw products should be utilized, by secondly, ‘that

industrids should be introduced, and by thirdly, that the proﬁts

- of sueh mdustrles should remain in the country.’ e
Our colleaguee ‘have stated in paragraph 2,93 that in then' 0* nion
“vhether the 1mmed1ate proﬁt goes to a forelgn or an'

ntry wﬂl be attamed 21 We may "point out the
rlymg this argument. The enrichment of thé coun
words of Sir Fredemok Nichol '

P03
,fthe *éountrv Natzonal wealt

- g
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49, Tt appears to us that there is some confusion in the treat-
ment of considerations relating to capital contained in the Report.
Tioan capital and ordinary capital are mixed up. It is only in
regard to this latter form of invesiment that there ean be room for
difference of opinion, and the balance of advantage has o be as--
certained. Our colleagues point out the advantages of a rapid
development of industries as conducing to the relief of consumers.
‘We are unanimous in thinking that in the interests not only of the
copsumers but of the economic advancement of the country, it is
essentially mnecessary that industrialisation should proeceed aft a
rapid pace. It is because we apprehend that the progress will
be slow that we have demurred to the stringent conditions which
our colleagues have attached to the policy of protection and the
qualifications with' whieh they have circumseribed it. We will,
therefore, state at once that we would raise no objection to foreign
capital in India obtaining the benefit of the protective policy provid-

ed suitable conditions are laid down to safe-guard the essential
interests of India.

50. We must not be understood as subseribing to the reasoning
adopted by our colleagues in agreeing to the introduction  of
foreign capital in India behind the tariff wall. We ghould like to
draw attention to the following extract from paragraph 28% of the
Report =——

““ Moreover, apart from the mtrmsm benefits of increased
supply of capital, the foreigner who brings his eapital to India
supplies India with many things of which at her present stage

“she stands greatly in meed. It is on the whole the foreign
eapitalist who imports into the country the technical knowledge
and the organisation which are meeded to give an impetus to
industrial development. It is to him that we must look largely
at first for the introduétion of new industries and-for instrue-
tion in the eeonomies of mass produetion.” .

‘We regret that our colleagues should have thought fit to depreuatex
the capacity of Indians in the matter of industrial enterprise. The
history of such industrial development as has been possible under
free trade conditions shows that Indians have freely imported
‘technical skill from abroad pending the training of Indian appreén-
tices, and have conelusively shown their capacity to organise and
develop large scale industries.. The lack of capitalto whieh xepeat:
ed veferences have been made is due more to the risks involved

—~
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in estdbhshmg new industries under free trade pxmcmles than to<
actual inadequacy of capital. This was, in our opinion, clearly
proved by the industrial activities which resulted from the indirect
protection afforded by war couditions. The enormous amonnfs
which the Government of India have been able to borrew in India
for State purposes is another proof that adequate capital is avaﬂable
in India for investment in safe and sound channels ensuring a
reasonable return. A poliey of protection will give the necessary
confidence and we hold the view that reasonably -adequate eapltal
will be available under such a policy. In support of this view we
may quote from the evidence of Mr. Shakespear of Cawnpore who
stated that once confidence was created, by adopting a policy of pro-
tection, the diffieulty in obtaining capital would largely ‘disappear.
It:is because we desire that industrialisation shounld proceed very

rapidly that we are prepared t0 accept the advent of forelgn eapital
to accelerate the pace.

51.- We will at once proeeed to state the condltlonq which we
think should be laid down in regard to foreign enterprise with

. reference to manufacturing industries in India :

(1) Such companies should be incorporated and registered
~1n “India in rupee capital.
(2) There should be a reasonable proportion of Tndian
) Directors on the Board.
(3) ‘Reasonable facilities should be offered for the tra,lmng of -
Indian apprentices.

52, As a matter of fact, there is no d1ﬂ’erence of opinion . as
regards the conditions mentioried. The- Government of India have
themselves laid down these conditions under a free trade policy in
regard to all companies which get eoncessions. Our colleagues have
also made vecommendations on the same lines, if any concessions
sueh as bounties and subsidies are granted. There is in our opinion
no distinetion between direct eoncessions and the right to. establish
industries within the tariff wall. In the one case the Government tax
the people while in the other Government permit the consumers to be
exploited by means of higher prices due to protective duties. Apart
from these considerations, there are in our opinion strong reasons
why incorporation and registration in rupee capital should be insisted
upon.  When a policy of protection is adopted, it becpmes essential
that the Government of India should have in the interests of the con-
sumers -full -information and complete control over industries estab-
lished,in this country. In fact, ‘‘ it is reasonable that special stress
should be laid on the Indian eharacter of the companies thus
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formed.”’  The rate of protection has to be determined from time {0
time and it appears to us essential that in the interests of the people
of India Government should have all the materials necessary to pro-
tect the interests of the people. We may be permitted to point out -
that this condition can by no means be regarded as onerous. India has
been working ‘all these years nnder o policy of free trade. - Bvery -
foreiguer was therefore free to establish industries in India. Many

foreign firms have availed themselves of this privilege and have

established a large number of manufacturing industries. The pro-

portion of companics ineorporated clsewhere and working in India

s comparatively very small and there can therefore be no hardship

if under a policy of protection it is laid down that cach company

which starts manuvfacture in India. shall be  ineorporated aid

registered in this country.

53. There is one aspeet of the question to which attention must
be drawn. If our colleague’s recommendation is accepted it will.
be open to every foreigner to establish manufacturing industries in
India by means of companies incorporated in their own ecountries
and in their own currency. This danger did not exist under. a
policy of free trade, but it is bound to materialise when the benefit
of protective duties becomes available. We may have under such’
cireumstancees companies incorporated elsewhere, say in America in
dollars, in France in franes, in Italy in liras, in Germany in marks,
in Japan in yens and in China in dollars, ete. It will be also possi-
ble for these companies to obtain their whole capital in their own
countries and thus ecarry away the entire profit of manufacturing
industries established behind the tariff wall. The consumer will
have paid a higher price, due to protective duties, and the entire .
manufacturing profit will have gone out of the country. We cannot
obviously understand how under such conditions ‘¢ the main and
ultimate end wiz., the enrichment of the country will be attained.’’
(Paragraph 293). We would venture to assert that India cannot
possibly be expected to adopt a policy which is likely to lead to such
a result,

54. 8ir Frederick Nicholson’s third condition is that the pro-
fits of ‘Indian industries should remain in the country. ~We are
aceepting for the present the policy of foreign capital for the rapid
develepment of industries, but the safeguards of inecorporation in
India and rupee capital are essentially necessary to provide for the
opportunity of investment of Indian capital and the retention- of
industrial profits at least to that extent in this country. Companies:
incorporated in foreign countries and in the ecurrency of such
countries would not provide suck facilities for investment. We would
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specially invite attention to the desirability of drawing middle class
capital {o industries. Unless the companies are incorporated in India
in rupee capital the opportunity for such investment will hardly
arise. Tt is ‘not reasonable to expect the people of India, specially
the middle classes, to take the risk of exchange by investment in com-
panies incorporated in foreign countries in their currency even if
any. such investment is possible.  We believe there will be no dif-
férence -of opinion on the point that Indian capital should have full
scope for investment in Indian industries and that foreign capital
should merely supplement it to accelerate the pace and to provide the
early relief of the burden on the consumer. We do not apprehend
any danger of ‘the kind: indicated in the report, viz., that such a
policy “will lead to the formation of private companies. There is in
our opinion very little likelihood of individual firms providing the
whole capital themselves by registering private companies. If how-
-ever such-a contingeney. arises it éan only mean that the profit of
the. enterprise is expected to -be so substantial that the promoters
désire to keep the whole of it to themselves and carry it away to their
own: countries. If such a danger materialises and foreign firms
resort to such expedients, we think that the Government of India
should by means of legislation or otherwise take steps to put a stop
t0.it. - No foreign eountry should be allowed to monopolise the pro-
fits due to the policy of proteetion in India and at the cost of the
Indian consumers.

55. The condition about a reasonable proportion = of - Indian
. Directors is the logical outcome of the policy laid down by the
- Government of India and supported by our colleagues, It is true
“that joint stock companies are placed by statute on a demperatic
basis and there is an element of racial consideration in the question.
“We: may, however, point out that in aetual practice the result "ig
different and that the Government of India have themselves con-
sidered’ it-necessary to impose such a condition.

56. Our third condition is also the same as has been laid down by
the Government of India and aceepted by our colleagues. We recog-
nise that ecireumstances are favouring the training of Indian
apprentices and that in the interests of economic working of the
industries, the managing agents are inclined to train and employ
Indians in prefererice’ to more costly foreign labour. In- these eir-
cumstances, our  recommendation would be that the Government of
India should take power by legislation to bring about the training of
Indian apprentices in such cases as they may in their discretion con-
sider necessary. This legislation should apply to all factories in
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India whether under Indian or foreign management. If the tendency
to which a reference is made in the report develops and the Indian
apprentices are being trained on economic grounds there will be no
oceasion to exercise the powers so obtained. We have to remember
that the question applies to all foreign countries establishing manu-
facturing industries in India and there may be an occasion in the
interests of . the pcople of Tndia to put into foree the provisions of
sueh legislation. : '
57. There is an economic aspect of the employment of foreign
skilled labour which needs. attention. The Tariff Board has been
asked to take into consideration the cost of production in other
countriesand in India and to determine with other relevant factors
the rate of protection which should be granted to a given industry.
The cost of labour does not form an insignificant factor in the deter-
mination of the cost of proeduction, and consequently the rate of pro-
teetion.  If foreign skilled labour is employed the rate of protection
will be higher and the eonséquence will be a greater loss  to the con-
sumers. In many cases
skilled labour at the outset and the consumer will have to bear the
necessary loss. But it is essential that such loss should be minimised
as early as possible. The scheme of training Indian apprentices to
take the place of foreign skilled labour has, therefore, the double

advantage of providing further avenues of employment for trained
Indians and of minimising the Ioss to the consumer.
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CHAPTER VI.

The Tariff Board.

58 We are unanimous in thinking that the many important

.. funections which are required to be performed necessitate the consti-
tution of a Tariff Board. ‘‘ The Board must be one which will com-

- mand the confidence of the country, and must be above suspicion-of
any . subgervience to particular interests.”’ While agreeing with this
general proposition, we think it iz necessary 1o seeure a judicial
decision amongst the conflicting interests and to have the consumers

- represented upon. it. In our view, the Board should consist of three
~members. and. the Chairman should be a trained lawyer oecupying
the status of a High Court Judge. A Judge of a High Court has to

~ adjudicate on important and complicated problems of litigation and
- his impartiality cannot be questioned. We are unanimous in think-
ing ‘that ‘“ it is essential that the fact that enguiry is taking place
should ‘be widely known, that all possible interests should have every
opportunity for repxesentlng their point of view, that a formal

~+ ‘enquiry should be held in pubhe and that the Government should

~publish the results of the enquiry promptly.”” It will be apparent
‘that at an enquiry at which all possible interests have to be
examined and a well balanced decision is to be given, the most
“qualified person to do so would be a man who has been trained
-+ Both by practice in the Courts and by experience on the Bench
cof va--High Court. We would therefore recommend that . the
‘Chairman of the Tariff Board should be an officer possegsing these

. ql.aliﬁeations
59 Ag regards the two other members we must examine the
, i constituting their

respective Boards. ‘‘ The members of the United States Tariff
Commission appealed to be for the most part men of wide general
»attainments.’”. Members other than the -Chairman appear to be
for the most part men who have distinguished themselves in law or
in polities.”” - We may quote from the Aet creating a Tariff Com-
mission in the United States of America, Section 700 :
"""" [ That a Commission is hereby ereated and established to be
knqwu as the United States Tarift Commission (hereafter in the
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title referred to as the Commission) which shall be composed of

six members who shall be appointed by the President by and with

the advice of the Senate.”’
We think it is desirable to adopt the same principle for - select-
ing the two other members. They should be elected by the non-
official members of the Legislative Assembly, who represent wide
electorates tluoucrhout the eountry arid may well be relied upon to
choose

““ men of ability, of integrity and of impartiality.”’
The principle recommended by wus is similar to the one adopted by
the United States of America. The best way of making appoint-
ments *‘ by and with the adviee '’ of the Legislature is to allow
them to elect such members. We have recommended that the Chair-
man - should be a trained lawyer. The two other members, if our
recommendation is adopted, will be distinguished men who may be
éxpected, while representing the interests of the consumers, to be
capable of taking broad views in the larger interests of the country.
It appears to us necessary that the Tariff Board should be so consti-
tuted as to give general satisfaction to the people of India and should
be able to command for their decisions the general support of the
country. The interests of trade, commerce and industry. should also
have a voice in the determination of the issues submitted to it. - 'We
do mnot think that such interests should find representation on the
Tariff Board. The plan most suited to Indian eonditions is the com-
bination of the American and Australian models. Our recommeda-
tions would therefore be that :

60. The Board should consist of three members and two asses-
sors :
(4) The Chairman should be a trained lawyer who has hadk

experience for a reasonable time on one of the High
Courts in India.

(%) The other two members should be elected By the non-
official . members of the Indian Legislature'; and

(7t) Two assessors representing trade, commeree and industry

by election by the leading Chambers and Mercantile
Associations in India.

The repryeqentatives of the Chambers and Mercantile Associa-
tions should serve as assessors and should only be called at the discre-
tion of the Board when in their oplmon the presence of such assessors
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will be helpful to the Board in the mvestwa,tmn of any particular ques-
- tion, -

: 61. Great stress has been laid on a contmmty of policy. We do ‘
not think that the adoption .of our scheme for the constitution of the
Board will in any way militate against it. The Chairman and the
. permanent staff will secure all the econtinuity that is necessary.
While the additional advantage of the adoption of our scheme will
be that it will command the confidence of all shades of public opinion.

28
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- Conclusion.

62. We cannot understand why our ecolleagues have been
apologetic in justifving the Commission’s recommendation in favour
of a policy of pro’reohon Tndia has attained fiseal freedom and the
polxcy which is unanimously supported by the Tndian people must
he the policy whish should he adopted for this country. Tt is a
mere commonplace to say that a rich India is a tower of strength
to the Empire, while an economically weak India is a source of
weakness. In our opinion, Tudia would have been of far greater
help to Bngland during the war if a policy of protection had been
adopted at least a generation ago and intense industrialisation had
been made possible. Tt was a sho1t<;1ghted policy to have kept a
country inhabited by one-fifth of the human race in a state of
chronié poverty by making it almost entirely dependent on agrieul-
ture.” Indian publicists of eminence, with the full support of Indian
public opinion, have insistently demanded a different fiseal poliey
for a long time past. Tn the words of the Report, ‘‘ the appoint-
ment of the Indian Tiseal Commission may be regarded as the.
outeome of a longstanding and insistent demand of the public in
India for a vevision of the tariff policy.”” If this demand had not
been resisted, the ceonomic growth and well-being of the people of
India would have been seenrved. This would undoubtedly “have
been to her great advantage and would also have been beneficial
to the Hmpire. India has now attained fiscal freedom and we
earnestly trust that the -Government of India, in co-operation with
the Indian T.egislature, will hasten to give effect to the policy of .

‘ mdustrmhsatlon which we recommend so that she may grow to her
full economic stature within a reasonable period of time.

63. We have to make these observations in view of the state-
ment made by our colleagues, viz., that *‘ India for many years o
come 1 likely to concentrate on the simpler forms of moanufactured
goods and these are precisely those in which the-United Kingdom has
the smallest interest.”” We earnestly trust that no such limitations
will be placed in the path of India’s industrial development, We
have already pointed out that we disagree with  our colleagues
regarding their proposals to hedge in the policy of protection. We
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hope this hasg not heen done with the object of keeping ‘‘ India to
concentrate her industries on the manufacture of s1mpler forms
of goods.”” That would be no real response to the unanimous view
of the Indian peopie; on the other hand, it would cause great dis-
appointment in the country. We may point out that although the
consensus of the Indian view, as expressed by the witnesses who
appeared before us, was against the introduction of foreign capital
for industrial development in India, we have agreed to recommend it
on-the tevms mentioned. for the reasons advanced in the Report,
mz, . i b R e
€ If therefore in addition to her own capital ghe is able
to attract capital from abroad, her development will be acceler-
ated * * * DProtection entails ' a saerifice on ' the pary
of the conmsumer. . Our object should be to make that sacrifice
“as short as possible. "The sacrifice i complete when the new
industries have fully developed. Therefore it is of ‘the first
importance that the development of new industries shoiild pro-
ceed as rapidly as possible. The more capital is employed in
the development of industries, the more rapid will that
development be and therefore the shorter will be the period of

the burden on. the consumers,”’
Indian opinion is unanimous and insistent on the subjeet and desires
an intense ‘effort  at industrialization. The Indian people ex-
peet by means of protection and whole-hearted co-operation of the
State to reach a commanding position in the industrial world within
a reasonably short period of time. They will not be satisfied by a
. policy which is likely to malke them concentrate their efforts for
many years to come on the manufacture of simpler forms of goods.
A policy which is likely to lead to this result will not appeal to the
people of India and the Commission would have boen consiituted to
little purpose, if the result of its labour Jis not llkely to be-more

fruitful.

64. The economic problem of India must at least now be
examined “in-a spirit of broad-minded statesmanship. India in-
babited by a fifth of the human race can be of tremendous value,
economic and political, both to herself and to the Bmpire, if developq
ment proceeds on lines best suited to her own conditions. If in the
- process of her attaining her full stature, there is any rigk to the
- immediate interests of the British manufacturers, that risk must

‘be faced: We think that the risk is remote, not beeause India is
likely 0 concentrate *‘ on the simpler form of maxn '
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because by an intense effort at industrialization, she will grow
rapidly prosperous and her requirements of manufactured goods
will largely inerease. The growing prosperity which will result
from the rapid development of industries will create increased
demand for manufactured articles, both for those which she can
manufacture herself and those which she must import, and the
trade relations between the two countries will be put on a sound
economiec basis, mutually beneficial to both.’

IBRAHIM RAHIMTULLA. *

T. V. SESHAGIRI AYYAR.

G. D. BIRLA.

JAMNADAS DWARKADAS.

NAROTTAM MORARJEE.
5th Seplember 1932.
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Professor Hamilton points out that before ‘the' coming of the
Fortuguese into India, three well vecognised routes; two by sea and
one by land were mapped out by Indian traders for carrying on
their export trade. The first was by sea to the Arabian coast at
-Aden, and thence to Cairo and Alexandria ; the second was by sea to
the Persian Gulf and thence by land to Alleppo and on to the
Levantine ports ; the third lay overland by Kandahar to the cities
~ of Persia and Turkey. A flourishing trade was earried on through

the agencey of the Tndian mercantile marine with Greece, Rome and
Venice in the earlier periods and with Holland and England later on.

My, Taylor in-his History of India has this striking passage :

e ““ The arrival in the port of London of Indian produee in
Indian built ships ereated a sensation among the monopolists
which eould not be exceeded if a hostile fleet had appeared ou
the Thames. The ship-builders of.the port of London took ihe
lead in raising the cry of alarm. ‘They declared that their
business was in danger and that the families of all the ship-
wrights in England were certain to be reduced to starvation,’”’

b et |

Professor Jadunath Sirvear enumerates a long list. of manufac-
tured articles for which Iudia was fawmons. The Moghul Emperors
cucouragéd this production by the girant of subsidies; ete. Dacca
muslin is particularly referred to by all writers.

Lecky says : “‘ The woollen and silk manufacturers (of England)
were beuou::]y alarmed. This led to the passing of the Acts of Parlia-
ment in 1700 and 1721 absolutely prohibiting, with a very few
specified excepiions, the employment of printed or dyed calicoes in
England either in dress or in furniture and the use of printed or
dyed goods of which cotton formed any part.
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Romesh Chandra Dutt says :

‘¢ A deliberate endeavour was now made to use the political
power obtained by the East Indis Company to discourage the
manufacturers in India. In their letter to Bengal dated 17th
Mareh 1769, the Company desired that the manufacture of raw
silk should be encouraged in Bengal and that the manufacture
of silk fabries should be discouraged.  They also recommended

- that the silk winders should be forced to work in‘the Company’s

factories and prohibited from working in their own homes.”’

The Indian point of view was clearly stated by Wilson in these

terms

““ Had India been independent she would have retaliated,
would have imposed prohibitive duties upon the British goods
and would thus have preserved her own . productive industry
from annihilation. This  aet of self-defence was not per-
mitted her. She was at the merey of the stranger. British
zoods were forced upon her without paying any duty and the
foreign manufacturer employed the arm of political injustice -
to keep down and ultimately strangle the competitor with whom
he conld not have contended on equal terms. '
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‘ ,Llst of questmns for wztnesses gwmg wr:tten ewdence or |
'  Indian Fiscal commissmn. ‘ ‘

ExXprLANATORY NOTE.

The following questions have been framed with a view o
'mdmatmg the main aspeets of the enguiry to be undertaken by the -
Fiscal Commission; so far as the President and those Members of
the Clommission whom he has been able to consult can at present
judge of them. Sections A. and B. are intended to cover the general
- problems which will arise for consideration in determining the future
direction of fiscal policy and in deciding whether India should adopt
a_poliey of JImperial Preference. The remaining sections contain
questions designed to elicit not only the opinions but the definite ex-
' .perience of those engaged in the various branches of industry and

“commeree, In the case of answers to these questions the Commission
~will maturally attach special importance to conclusions Testing ona
c:ohd foundation of faets and figures.

. It is not intended that those who are engaged in industry and
commerce should confine themselves to the special sections' dealing
with their particular business. On the coutrary, there are mainy
questions in Seetions A. and B. which reguire for their adequate
consideration an intimate acquaintance with business conditions, and
:itis hoped. that those who have-such spec1al knowledge will give the
Commission the benefit of their general views on the 1mportant and
difficult problems that arise.

8. As explained above, the questions are designed to cover the
whole field of the enquiry, so far as it can be outlined at this stage.
Tt is not therefore expected that each witness should attempt to
answer all the questions, If a witness wishes to give his views on
any points relevant to the enquiry which have not been ineluded in ~
the questionnaire, it would be convenient that such points should he
dealt with in a supplementary statement,
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4, The Commission is inviting either directly or through Lox-‘al]
Governments various associations and individuals to forward. in
writing their rephes to the questionnaire. The Commission will also
be glad to receive replies from any associatigns or individuals not
- 80 invited who may wish to represent their views. Copies of the
questionnaire can be obtained from the Secretary, Indian Plseal
Commission, Simla,.on application. ‘

5. The Commission assembles in the first half ot‘ November and the
early receipt of written replies to the questions would greatly facili-
tate its work. After perusal of the replies the Commission will
select certain witnesses for oral examination. To give adequate time
_for this, it is requested that replies may be despatched so as to arrive
at least three weeks hefore the date on which the witness is likely
to be examined. The provisional programme of the tour of the Com-
mission indicating the appr oximate dates on which oral ev1dence will
be taken at each centre is as follows -

Agsemble Bombay emly in November 1921, No evidence will be taken at
: Bomlny at this tiwe, :

Depart er . Bombay ... 24th November, - : "’

Arrive ... . v Karachi oo 28th Novqmbér. 7 ’

Depart ... e » ... 2nd December.

Awive .. .. Iahorve vee  3rd December.

Depart .., v " ... 9th December. )

Arvive o we  Delhi voo 10th Deecmber?) Delhi avidence will be
, taken at this time

Depart .. P o 15th Decembm'} and not.in March,

Arrive ... . Cwnpore «i»  16th December,

Pepart ... T » o 21st December,

Reassomble « . Caleutta oo Bth January 1922

Depart ... v » vio  20th January,

Artive .., . Rangoon o 2%d January,

Depart .., s v " e 27th Janunary.

Arrive: .. we  Madras +o. ~ 30th January,

Depart ... o L5 7th February.

Reassemble ws DBombay i.‘, w20tk February.

Depart ... o .. Gth Maréh,

Arrive ... e Delbi wo  8th March. :
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QUESTIONS FOR WITNESSES.

A . —GENERAL,

The existing Indian import tariff is based primarily on revenue
considerations.” But it has been modified with -a view to admitiing
~free -or at the favourable rate of 2% per cent. articles the cheap
import of which was considered deﬁrable in the interests of: the
country. Thiis eeértain raw materials, manures, agricultural imple-
ments; . dairy “appliances and - cotton ‘yarn are admitted free.
Machinery, iron and steel and railway plant and rolling stock pay
only 2% per cent. ad volorem. The general rate, under which come
the bulk of imports, is 11 per cent. ad valorem, while certain articles
such as motor cars, jewellery and silk goods have been specially
subjected from revenue considerations to a duty of 20 per cent.
Sugar is eharged at a special rate of 15 per cent. and high “duties
are imposed for revenue purposes on tobacco and liquors. ~An excise
duty at the rate of 3} per cent. is levied on all woven cotton goods
manufactured in power mills in British India.

Export duties: imposed for revenue purposes are at present levied
on raw -and manufactured jute, rice and tea. In 1919 an export
duty was also imposed on raw hides and skins, with a rebate of 2
of the duty on hides and skins exported. to any part of the Fmpire.
The object of the duty was partly to foster the Indian tanuning
industry and partly to maintain a key industry within the Empire

1.. Do you generally favour:a policy of free trade or protection ?
‘ If the former, have you .any. objection to
the imposition of customs duties for the
“purpese of obtaining revenue ? ~ *

2. Do you consider that a tariff provides a more or a less suitable
form of taxation for India than direct taxation ? If fresh taxation
_were neecessary would you prefer an increase in eustoms to an inerease.
in direct taxation ?

A Revenue Tariff,

3. It you accept the principle of imposing a tariff for revenue
purposes would you suggest any change in the list of articles taxed
or in the rate of taxation ¢ -

4. Do you consider that the tariff should continue to be based on'
existing prineiples 9. If so, please explain your views as to the
advantages of this policy.

‘ ¢
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" 5. What effect do you conmder the existing tariff policy has had
on Indian’industries in the past, and what effects on Indian industries
would you anticipate from a eontinuance of this policy in the future %

6. When a duty is imposed on an article imported from abroad
do you approve in theory or-in praetice of imposing an excise duty
on the same article manufactired in India ¢

7. If you favour the imposition of excise duties is it on the ground
that no protection of any kind should be afforded to the home
manufacturer as against the foreign manufacturer ?

8. Can such duties be imposed without raising the price to the
consumer ?

9. Do you consider that the tariff should be framed primarily with
the object of fostering Indian industries 4

4 Brotective Tmm If seo, please explain the advantages

anticipated.

10. Do you look forward to India becoming in time independent
of other countries in regard to all her requirements of manufactured
goods, or do you consider that there are certain manufactured goods
for which she is always likely to be dependent on other countries ?
If you hold the latter view can you furnish a list of ar tmles for which
India will have to depend on other countries ¢

11. Would you, for the purpose of developing Indian industries,
favour the imposition of protective duties on all imported manu-
factures or only on some ?

12. If you favour the protection of some industries only, which
would you seleet for protection and on what prineiples ¢

18. Do you consider it desirable to establish new industries by
protection ? . If so, on what prineiples would you select them ¢

14, Would you confine protection to industries which are likely
after a period to be able to face foreign competition without such .
assistance, or would you eontemplate the establishment of industries
which would be likely to require continuous assistance 1

15. Would you grant special protection against foreign goods
favoured by such measures as dumping, bounties, subsidies or trans-
port concessions ? If so, what means would you suggest for ascertain-

ing the exdet faets and What measures would you advocate to afford
the necessary protection ¢
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16. What is your attitude towards hand industries and in partieular
““towards .the cotton handloom industry ? Do you wish them to be
maintained or not ?

17.-Is there any danger in India of protection leading to combina-
tion among the protected manufacturers in order to maintain a quasi-
monopoly price ¥ If so, what safeguards would, you suggest to
counteract the efféet of such a’ eombination ¢

18, Do you think that, if a protective policy is adopted, it is likely
that British: or foreign industrial firms will endeavour to. establish
themselves in India in order to get the benefit of the protective tariff ?
If so, what would be your attitude towards such a movement ¢

~19. In countries under a protective system it sometimes happens
that producers of raw material ask for protection,” while manu-
facturers who use the raw material oppose them, wishing to get their .
raw material as cheaply as possible. In the same way a demand of
the spinning industry for protection is sometimes opposed by the
weaving industry whose inferest lies in cheap yarn. Do you think
that conflicts of interest of this nature would be likely to arise in
India and that if they did arise there Would be any diffieulty in

adjusting them ? '

20, ‘When an import duty is imposed do you consider that ordinarily
Effect of Protection on prices th€ Wwhole or any part of i.t is. passed on to
and on the consumer. .. the consumer in a rise of price ?

21. If a protective duty causes a rise in price, is that rise likely to
be permanent or not ¢

-22. Would you be Wllling to accept an increase in price. to the
Indian consumer for the sake of developing Indian industries 7

23. In considering the above question would you have regard to
the point whether the protected article was a necessary of life 2. If
50, what articles would you class ag necessaries ? :

24. If you hold that an increase in the tariff rates would tend to
inerease the cost of living in India do you think the increased cost
Would_ be eovered wholly or in part by a rise in Wages or salary
for.

(a) the industrial wage earner,
(b) the agricultural wage earner,
(c) the middle classes,
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25, What effeet do you consider a poliecy of proteetion would have
Effect of Profection on 00 the foreign trade of India and on the
Foreign Trade, general commercial position and prospects of

the country % ’

26. Do you consider ghat the existence of a tariff which could be.
used as an instrument for bargaining with

Use of Tariff for bargaining. .
: ‘? " other countries would be advantageous to

India ¢
27. If so, would you recommend the adoption of general and special

tauﬁs, the speeial being applied to countrles from which India
receives favourable treatment ¢

28. 1f the tariff is to be used in thlb way, would it be necessary to e

make it more detailed than it is at present ?

29, If a policy of protection were adopted would you recommend

Organization for investi- A0 kmd of pexmanex1t org"angtmn f_or
fltmw the olaims of indue- invostigating the claims of various industries
ries to protection from time to time and for the
periodical readjustment of tariff rates ? .

30. What is your view of the proper funetion of cxport duties ?
Do you think that they should be imposed.
only for the purpose of raising revenue or do
you think that they may be utilised for other purposes also ?

Bxport duties,

31. What do you consider generally is the effect of export duties on
the export trade ? Can they in certain circumstances be imposcd
without injury to the trade ? If so, in the case of what trades in
India could this be done, and to what extent %

32. Would you consider it advisable to impose an export duty ona
raw material in order to encourage its retention in India either for
puarposes of manufacture or for any other purpose ? If so, please
examine instances in which you would recommend such action and
consider whether it would have any effect on the producers of the
raw material and the amount they would produce.

83. Do you consider that it would be of advantage to India to
impose an export duty on foodstuffs with a view to controlling their
export and thereby lowering Indian prices and the cost of living ¢
What effect do you econsider such action would be likely to have on
the agrieultural interests and on the quantity of foodstuffs producpd
in India ¢
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34. Would you consider it advisable to impose an export duty on
a raw material in retaliation for an import duty imposed by a foreign
country on the manufactured article ? If so, please examine cases
in- which you would recommend such action.

B. ——IMPERIAL PREFPERENCE.

At present reduced duties are levied by Canada, Australia, South
Africa and New Zealand on a number of articles imported from the
United Kingdom. In Canada, Australia and New Zealand the pre-
ferential duties are usually about 2 of the full duty, though the fraction
varies considerably both above and below this figure. The South
African preference is 'a small one and is usually only a rebate of
3 per cent. ad valorem. ‘

. The United Kingdom has recently established preferential .rates
which are granted to the whole Empire on nearly all articles on which
import duties are levied in the United Kingdom. The preferentlal
rate is as a rule either or 2 of the full rate.

A number of the smaller colonies grant preferential rates to the
United Kingdom, and there are also various agreements between
different parts of the Empire for mutual preference.

The countries which at present levy a lower rate of duty on eertain
. goods imported from India as compared with the general duty levied
on imports from foreign countries are the United ngdom, Canada
and New Zealand.

The articles of interest to India on which such lower du‘mes are
levied-in the United Kingdom are tea, coffee and tobaceo. -These are
all charged § of the full rate. In the case of Canada the only Indian
imports of any account are tea, jute cloth and raw hides. There is
no duty on raw hides or jute cloth. On Indian tca the rate is 7 cents
per 1b, as against the rate of 10 cents on tea imported from countries
outside the Hmpire. New Zealand imports from India a- small
quantity of tea which pays 3d. per 1lb. as against the rate of 5d.
charged on tea imported from -outside the Empire, and a small
quantity of candles which are charged 14d. per lb. instead of 2id.
Other imports from India into New Zealand are for the most part
either free or receive no special treatment.

35. Are you on general grounds favourable to the idea of Imperial
Preference ? If so, do you think that India would be justified in

risking any appzeclable economic loss for the sake of Imperial
Preference %
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36. Wéuld you differentiate between the policy to be adopted to-
wards the United Kingdom and towards other parts of the Empire 1 «

37. Do you anticipate any material loss or gain to India from a
system of Imperial Preference ? In particular, do you apprehend
any likelihood of retaliation by foreign countries against India ?

38. If you are in favour of preference, can you give a list of
articles imported into India and exported from India to which the

policy of preference might be applied ? What would you conSIdu
a reasonable average rate of preference ?

89. What principles would you apply in seleeting articles to which
preference might be given on import into India 7 Would you give
preference in the case of goods which India hopes in time to manu-
facture mainly or entirely for herself, or only in the case of geods
for which India is likely to have to depend on other countries ¢

40. If preference were given by raising the import duties on goods
coming from foreign countries, the existing rates being maintained
for British goods, do you anticipate that this would raise the price
to the consumer or not ?

41. Do you think that a system of Tmperial Preference is likely
to increase or diminish the total volume of Indian imports or exports,
or.to alter appreciably the proportion between them and thus affect
the balance of trade ?

42. Do you consider that the partial or complete diversion of trade
from foreign eountries which might result from Imperial Preference
would have any effect on India’s general trade position ?

C.~—MANUFACTURES.

43, Are you interested in any industry and if so in what capacity ?
44, Do you consider that there are matural advantages -for the
industry in India ¢ If so, please enumerate them.

45, Do you consider that the industry is essential to the natmnal
securify or of substantial importance to the economie prosperity of
India ?

46, What is the state of organization and equipment of the industry
in India as compared with that in other countries ?

47. On what markets does the industry depend for the sale of itg
output ? i
48. What foreign competition (including for this purpose compe-
tition from the United Kingdom or other parts of the Empirp) does
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the industry have to meet—
(a) in the Indian market
(b) elsewhere ?

Does this competition extend to all or only to partieul ar clagses
of goods, and does it vary with different classes of goods ?

49. Apart from questions of organization and equipment ave theve
any special circumstances, natural or artificial, which give the com-
peting eountry an advantage ?

50. Do you think that the industry needs protection-? If so, what
rate of duty do you consider it is necessary to impose ¢ Please give
in detail the facts and figures ou which you base your coriclusions,

51. Do you think it likely that if protectmn is granted, the industry
will ‘eventially reach a level of development which would enable it to
fage foreign competition without the aid of protection, or do you
think the industry will always remain to a greater or less degree in
need of protection 7

52. Does the industry ever suffer from dumping ? If so, do you
wish -to suggest any remedy ?

53 Is competition from other countries accentuated by dem G‘Sb(,d
exchanges in those countries ?

54. If so, is this phenomenon likely to be temporary ?

55. Do you consider that any remedy is required ? If 0, what
would you suggest ?

56. Has the industry 1ece1ved any benefit from the successive
enhancements of the tariff beginning in 1916 2 Can you deseribe
the effects, ‘so far as yet apparent ?
=57, Do you think the industry has suffered in any way from export
duties ¥ 1f s0, please give in detail the facts and figures from swhich
this conelusmn is drawn.

58. Is the finished product of the industry used as the raw material
for any other industry ¢ If so, to what extent ?

59. Does the industry use as its raw material the finished product
of any other industry which is established or is likely to be
established in India ¢

60. Would you prefer a system under which all industries would
receive a more or: less uniform protection, or one under which indus-
tries receive varying amounts of protection m accordance with their
needs ?
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D.—ExporT TRADE,

N.B.—These questions are inftended not only for actual exporters, but
also for those who produee for export.

61. - What articles do you export and to what countries ?

62. Are you interested in any of the artieles on whieh export duties
are levied ? If so, what do you consider has been the effect of these
duties ¢ ' '

63. Do you recommend the inerease, reduction or abolition of any
of the existing export duties ¢

64. Ts the Indian export trade in any way hampered by high
import duties imposed in certain countries ? If so, do you eonsider
any action feasible or desirable ¢

65. Do you ‘think the export of any articles in which you dea]
would be stimulated by a preferential rate granted by the United
Kingdom or any of the Dominions or Colonies ¢ If so, what would
you consider the minimum rate of preference for each article which
would exercise an appreciable effect ?

86. Do you consider that the lower duties at present levied on
certain imports from India into the United Kingdom or Canada or
New Zealand, as compared with the general duty levied on imports
from countries outside the Empire, have had or are likely to have
any beneficial effects on the Indian {rade in those articles ?

67. Do you think that any foveign country whose trade might suffer
by a system of Imperial Preference would be able, without injury
to itself, or would be likely even at the cost of injury to itself, to
penalise the Indian export trade to that country ¢ If so, what are
the Indian exports that might suffer ?

68. If owing to a system of Imperial Preference the imports from
certain foreign countries diminished, do you consider that this would
tend to have any effect on the volume of Ind1a11 exports to those

" countries ?

69. If so, would there be an alternative outlet for these exports,
without economic disadvantage, within the British Empire or in other
foreign countries ? ‘

E.—ImporT TrRADE.

70. What articles do you import and from what countries ?

71. Have 'you observed any effects on your trade in particular
articles from the year 1916 up to date, which can be ascriked in
part or in whole to.the changes in the rates of import duty ¢ '
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72. Do you conmdm that an appreciable increase in the present
“tariff rates would seriously diminish the volume of imports ? Can
you give instances of any important commodities in which such a
“result is likely 1o occur ?

73. What would you expect to be the eﬂfect on the import trade
of ‘a preference given to British goods—

(a) if the preference were given by maintaining the existing rate
for foreign goods and reducing it for British goods ;

(b) if the preference were given by maintaining the existing
rate for Dritish goods and enhaneing it for foreign goods ;

and - s

(e) if the preference were given by a combination of (4¢) and
(B), i.e., raising the rate for foreign goods and reducing
it for Brl’mh goods ?

74.-1If Imperial Preference were introduced would you recommend
that the same preference on the same goods should be granted to all
. eonstituent parts of the Empire, or would you treat each part of the
Empire separately, taking into dccount the question of what recipm-

“cal benefits India would receive ?

75. Do you think it likely that a system of Tmperial Preference
would  diminish- or increase the total import of any eclass of goods,
or would it merely tend to alter the proportion in which that Lotal
ig derived from foreign and British eountries ?

76.. Would any undesirable results follow from diverting the
source of Indian imports from foreign to British countries ?

77. Tf-you are favourable to Imperial Preference, to what articles
would you be prepared to extend a preference if imported from the
- Empire or particular parts of the Empire, and what would you sug-
eest as the amount of that preference ?

78. Do you approve of the system of ad valorem customs du‘ueq,
or would you prefer that the duty should be specific; i.e., a fixed
-charge for a given weight or measure ¢ If you prefer the latter
system, what are your views .on the neeess.1ty of read,)ustmg the

duties from time to time ?
F.-—Reram TrADE.

79. ‘What are the principal imported goods in Whieh you deal ?

80. To what extent can changes in the retail prices of imported
goods from 1916 onwards be attmbuted to the inereases in the import

2@
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‘duties during that period ¥ Can you give details of any such
changes in retail prices with which you are familiar ¢

81, In the cage of any important classes of imports can you give
any fignres showing to what extent demand diminishes as prices rise ?

82. Have the inereases in the tariff since 1916 affected your trade
in any way ? ;

83. What would you expeet to be the effect on your trade if imports
from the United Kingdom or from the whole Empire were taxed

at existing rates, while the duty on imports from foreign countries
was raised ?
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, APPENDIX B. ~

Value (in lakhs of rupees) of Imports, Private Merchan-
dise, according to  four main classes and sub-
divisions thereof.

227

Average of | Average of
five pre- five
—— war years | war years | 1919-20. | 1020-21. | 1921-23.
1909-10 to | 1914-15'to :
1913-14. 1918-19.
I,--FooD, DRINK AND
ToBAOCCO,
Sugar . 18,18 14,70 22,99 18,50 27,50
“Grain, pulse-and Hour ~20 53 3,09 5 © 9,34
Provisions and oilman’s stores 2,05 2,15 2,91 38,61 2,71
Liquors “.i: 1,'72 2,04 2,91 4,21 8,87
Other food and drink 84 1,89 2,32 2,44 1,90
Fhices 1,55 1,97 2,27 1,01 1,93 -
Tobacco 71 1,32 2,02 2,96 1,65
Frults and vegetables 1,08 1,10 1,90 1,68 1,68
Tea s 22 47 54 40 56
Fish (excluding canned fish) ,,, 81 20 i9 21 19
~ Total Class I 2185 26,58 41,13 35,97 50,63
IL.—Raw - MATERIALS.  AND ‘
PRODUCE:- AND -~ ARTICLES
MAINLY UNMANUFACTURED,
Oils L . 3,95 4,24 9,44 8,76 7,56
Silk 1,17 1,10 1,77 1,63 1,32
Seads 8 58 1,26 52 17
‘Wood and:-timber 71 85 125 1,08 86
Gums, vesing and lac 26 23 72 48 41
Cotton .. i 1,02 44 68 1,69 3,45
Tallow, stearine, and wax .. 17 18 24 49 21
Hides and skins, raw 14 16 20 10 10
Coal, coke and patent fiel 81 30 13 30 585
Meftallic ores and scrap iron’ or 4 3 8 18 9
steel for remanufacture.
Wool 16 18 7 7 9
Textile materialy, -other than 6 17 6 13 12
cotton, silk and ‘wool (raw).
Miscellaneous 1,47 1,05 1,47 1,68 1,79 »
Total Class 1T 10,08 9,52 1787 | 1711 23,0
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APPENDIX B—econtd.

Average of

Average of

five pre-war | five war
- years ears 1919-20. | 1920-21.: | 1921-22.
1509-16 to | 181418 o
1913-14. 1918-19.
11l —ArTICLES WHOLLY OR
Marnty MANUFACCURED,
Yuorns and textile {fabricg— .
etton 52,18 52,48 59,08 1,02,12 56,93
8ilk 2,77 2,82 5,92 5,59 2,99
Wool 3,08 1,82 1,60 5,58 1,23
Haberdaghery and millinory 1,37 1,02 97 3,02 63
Others 50 85 1,52 2,06 65
Motalg—ivon and steel, and 11,16 9,59 16,29 81,24 21,16
manufactures thereof.
Machinery of all kinds, includ- 5,80 5,77 9,58 24,09 35,49
ing belting for machinery
Cutlery, hardware, implemoents 5,02 4,87 715 16,16 11,94
(exoept machine tools), and
instraments. .
Metals, other than iron and 4,59 2,78 6,40 9,35 5,05
steel and manufactures .
thereof, . :
Ra.itlwim{y plant and  volling- 6,11 1,42 4,59 14,13 18,91
atock,
Carriages and carts, including 1,56 3,48 4,54 14,08 8,54
oycles and motor cars.
Chemicals, drugs and medicines 2,13 3,43 3,74 5,16 3,78
Dyes and colours 2,07 2,09 3,28 5,7 4,49
Papor, pagteboard and station- 1,85 2,67 3,13 9,12 3,25
ery.
Glageware and earthonware ... 2,16 1,76 2,74 4,28 3,00
Apparel 2,03 1,85 1,97 4,32 1,28
Hides and sking, tanned ov 45 36 54 1,29 66
dressed, and leather.
Furniture, - cabinetware and 80 33 46 96 54
manufactures of wood,
Arms, . ammunition and mili- 34 33 37 64 70
tary stores.
Migcellaneous 6,34 8,87 11,54 16,12 13,29
Total Class III 1,11,80 1,08,56 1,45,85 | 2,74,98 1,89,47
| IV-~MIECELLANEOUS . AND 2,16 3,38 4,12 7,55 432
UNCLASSIFIND, : :
’%; Grand Total . 1,45,85 1,47,80 | -2,07,97 | 3,85,60 | 2,66,43
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APPENDIX C. ,
Value (in lakhs of rupees) of Exports, Private Merchan-
dise, according to four main classes and sub-
divisions thereof.

: Average of | Average of
five pre-war | five war

— years years 1919-29, | 1920-21, | 1921-22,
1909-10 to | 1914-15 to
1913-14. 1918-19.
L-Foop;, - DRINK, AND-
TOBACCO.
Grain, pulge and flour 45,82 87,42 15,15 25,65 29,99
Tea = 13,07 17,55 20,56 12,15 18,22
Spices. ... 86 1,03 1,57 83 1,01
Tobaceo 37 56 93 75 7
Provisions and oilman’s sbores 46 60 62 747 ¥l
Fruits and vegetables .- 47 57 63 60 63
Sugar... 16 22 C b4 95 25
Fish (excluding canned fish)... 39 43 51 56 60
- kLiquors . 1 s
Other food and. drink (coffee 1,38 1,19 1,78 1,43 1,39
and salt). — : -~
Total, Clags I 62,97 59,87 42,23 43,67 53,51
L IL—RAW MATERIALS AND T S
" PRODUCE AND ' ARTICLES
MAINLY UNMANUFTAC-
TORED,
-Lotbon ... 33,28 33,63 58,65 41,63 1 - 53,97
Jute ... T e 29,20 12,80 24,70 16,36 14,05
Seeds w. 04,37 12,17 £6,27 16,83 17,41
Hides and gkins, raw 10,32 9,88 23,41 5,25 5,98
Wool ... 2,68 3,90° 4,01 2,26 2,54
Oils ®.. 92 1.87 392 1,78 1,02
Gums, resing, and lac . 2,29 2.66 7,42 7,68 7,94
Metallic ores and scrap iron or 1,15 1,91 1,50 2,47 1,70
steel for re-manufacture,
R 78 L18| - 1,89 86 89
Textile materials, -other- than 43 45 1,40 90 82
cotton, jubte, wool, and hemp.
Wood and timber 98 69 1,42 1,24 59
Coal, coke, 'and patent fuel ., 76 48 83 1,50 16
Tallow, stearine, and wax ... 9 8 9 11 9
Migcellaneous =~ ... 2,28 3,25 5,01 4,56 3,11
Total Class IT - 1,02,58 - 8496 1,59,83 | 1,03,48 | 1,09,78
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APPENDIX C-—contd.

Average of | Average of
five pre-war | - five war . -
—— yoars years 1919-20: | 1920-2!, | 1921-22,
1909-10 to . | 1914-15 to
1918-14. 1918-19.
Il —~ARTIOLES WHOLLY OR
MAINLY MANUFACTURED.
Yarns and textile fabricg—
Jute 20,25 40,19 50,02 52,99 30,00
Cotton 11,41 1,78 27,41 18,27 15,65
Wool 26 21 8% 84 7L
Silk 7 6 6 5 8
Others 1 2 3 2 5
Hides and gkins, tanned or 4,30 7,19 12,71 3,80 4,03
dressed, and leather. }
Chemicals, drugs and medi- 10,53 3,37 3,04 3,79 2,86
cines,
Dyes and colours ... 1,18 2,42 2,66 1,11 1,33
Motals other than iron and 23 47 58 1,19 1,28
steol - and  manufactures
thercof,
Metals, ivon and stecl and 34 Bt 47 99 56
manufactures thereot,
Apparel 18 i2 27 3 31
Cutlery, havdware, implemonts 6 4 8 10 9
(oxcept machine tools) and
ingtruments. .
Paper, pasteboard, and station- 1 2 4 2 8
ery.
Furniture, cabinetware, and 7 4 12 9 12
manufactures of wood.
Railway plant and rolling- 1 2 3 11 7
stock, B
Glagsware and earthenware ... 2 1 3 2 2
Machinery of all kinds, includ- 1 2
ing belting for machinery.
Carriages and carts, including 1 ver
cycles and motor cars,
Miseellaneous 3,00 3,12 5,01 4,10 4,50
Total Class IIT .. | . 5188 69,40 | 1,0825| 8601 | 6167
IV ~MISCELLANEOUS  AND 2,12 2,04 3.7 4,29 - 4,64
UNCLASSIFIED, LT
Total e 2,18,50 2,15,97 3,09,02 2,38,30 2,29,55‘
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the total trade in merchandise only.
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APPENDIX E,

Table showing the effect of Tariff Valuations as com.
pared with ad valorem Duties
taken as the average of the prices of the three
preceding years. '

if the wvaluation is

Prices ave considered to vary during the three years from Re. 1to -
Re. 3 and the duty is taken as 20 per cent for nase of calculation,

I the prices

IF THE PRESENT
PRICE 15 1.

Ir THE PRESENT
PRICE ¥8°2,

Ir THE PRESENT
PRICH I8 3.

Then
for the three the .
Yoars are average Cost | Cost plus|  Coast | Cost plus| Cost | Contplus
respectively | will be plus ad tovift plus ad toriff plug-ad tanff
walorem | valuation | valorem | valuation | valovem | valuation
duty. duty. dnty. duty. duty, dity.
L, 1L1 } 12 12 24 93 & 32
1L,1,20r1,2, 133 12 1°2066 24 2:266 36 3266
lor2 1,1,
1,2,20r2 1, 1'66 12 1834 24 2:334 6 3834
200291
orl, 3, 1or
1,1, 8 o 3,
k] . i
1,2,80r1, 3, 2 12 14 94 24 36 24
20r 2,1,8 :
or-2, 2, 2
or2, 3,1 or
3,2,10r8,
1,2
1,3,30r23, 233 12 1466 24 2465 36 9466
2 0r22 38
or 3,2, 2or
3,3,1 0r3,
1, 8.
3,8,20r8, 2, 2:666 12 1534 24 2:534 6 b3
3or 23 3
3,8,8 1L 3 12 16 24 26 36 86

When the present price is low, the consumer pays a higher duty and
the manufacturer gets a greater protection,
high, the consumer pays a lower percentage duty and the manufactorer
gets a lower percentage protection . ‘ *

When the present price is
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INDEX.

(The references are to paragraph nwnbérs).

ACKNOWLEDGMENTS, " of ovid-
ence, 105 " of assistance,:11 ;- of
gorviees of Secretary and Assistant
Secretary, 12, -

Ad “valorem -duties, - definition  of,
266 ; - mot  favoured  in  most
advanced ~ countries, 266 ; dis-
advantages. of, 267-8 ; “advantage-
ous-from point of view of Govern-
ment vevenue, 270 ; Indian tariff
‘baged for most part on, 273.

“Agricultiire, evidence representative
of,-10; importance of, 26, 80
population ~employed - in, 26, 47,
51.; 7 production of Indian, -27-9;
excessive’ - dependence - on, 42 ;

~eapital employed in, 44 ; indireet .

benefits to, from industrial deve-
lopment, -47-8 ;- improvement of,
is’ veal. remedy for famines, 48;
industrial  development . mot a

-sdanger to, 5l -protection -of, 59,
1185 “effeet of industrial protec-
tion on, 80 ;- effect on, of artificial
depression of price of food grains,
201-2;, 213. ‘ ‘

Ammonia, ‘107,

Apprentices, technical training of
Indian, by~ industrial eoncerns
in India, 123, 290-1; by foreign

~Hirms, 124 ; by companies enjoy-
ing Government concessions, 292,

Australia, tariff legislation in, 139,
140 ;. exports of ~tea .to, 187;
imports  of wheat from,; 209 ;
imperial preference in; 217, 219,
222 ; preference on.tea im, would
be  advantageous, - 235; Tariff
Board in; 307-9.

BALANCE of trade, see *“Foreign
trade.’ :

Belgium, trade with, 39, 246.

Bounties; to new industries, 102
to industries essential for national
defence . or. of 'special  military

value, 107; to basic ‘industries,
108 ; for manufacture of machin-
ery, 109 ; to partly manufactured
goods, 115,

Burma, rice trade, 188, 211.

CANADA, anti-dumping legislation
in,; 137-9; imperial preference in,
214, 219, 26457 -preference
granted by, to Indian. tea; 235;
preference on motor: cars would
_be advantageous to, 265,

Capital, industrial development will
attract foreign, 2, 44; 289, 2034 ;
difficulty . of finding Indian,
‘decreasing, 84 ; -resources will- be
improved by industrial develop-
ment, 43-4;  industrial develop-
ment not likely to diminish agri-
cultural, 44 ; shyness of, 71,74,
91, 293 ; use of foreign, regarded
with suspicion, 289, 290, 294,
oeconomic advantages of using
foreign, <289, < 203-4 ; . restrictions
on foreign, 201-2°; rupee, 291-2.

Cattle -slaughter, 192,

Cement, alleged dumping of, 137,
Cesses, on imported sugar, 90'; on
exports of tea and lac, 184 ; on
export of manures, 195. :
Ceylon, export duty on tea in, 187 ;
rice consumers in, 211 ; receives
preference on tea, 235.
Cigarettes, preference on, 253,

Coal, industry, 30-1; resources, 32 ;
protection of, not recommended,
114 ; import duty om, 114.

Coffee, preference on, 234, 230.

Combinations of manufacturers,. 83,
86, 306.

Jonference, - Paris Heonomie, 138,
220, 258 ; Colonial, 1902, 215;
Colonial, 1907, 217 ;  Imperial
War, 1917, 221,

L
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Conflicts “of interost, 99, 108, 113,

Congumption taxes, 143-4.

Copper, 107.

Copra, import duty on, 113,

Cotton, = production #nd export of,
27-29, 88; export duty on, 17,
186y exports to Japan of, 186,

Cotton duties, abolition of,: 16,
158-162 ;  veimposition. of, 18,
164-5,

Cotton mill industry, 30, 116, 123,
153-170, 811,

Cotton piecegoods, import duty on,
15-6, 18, 20-2, 153, 161-2, 1645,
167 ;  excise duty om, 18, 20-2,
25, 144, 146, 102, 165-171 ; imports
of, 38, 246, 311 ; ecompetition
between Indian, Lancashire and
Japanese, 246, 311,

Cotton yarn, import dnfy on, 15-6,
18, 22, 116, 171 ; excise duby on,
18, 116, 164-5; imports from
Japan of, 246.

Customs duties, in the Moghal
Ewpire, 18 ; enhanced after the
mutiny, 15; abolished in 1882,
16, 162 ; roimposed in 1894, 18,
163 ;  recent cenhaneements in,
20-2; character of present, 83 ;
a8 a source of revenue, 2, 35,
76-7, 94-5; differential, on goods
imported in foreign ships, 14 ;
preferential, on British goods, 14,
247-253 ; on goods belonging to
Government, 285-8; on cotton
piecegoods, 15-6, 18, 20-2, 153,
161-2, 164-5, 167 ; on cotton yarn,
15-6, 18, 22, 116, 171 ; on iron
and. steel, 18-20, 22, 288 ; on
kerosene, 16, 22, 144 ; on liquors,
19-22'; on luxuries, 15, 21-2, 120 ;
on machinery, 18-22, 109-111, 288 ;
on matches, 21-2 ;' on motor cars,
21-2 ;5 on railway materials, 18-20,
22, 288 ;. on sugar, 20-2; on
tobacco, ” 19-21; see also ¢ Ad
2alorem duties,” ¢ Specific duties;’
¢ Tariff valuations.’

DISCRIMINATION, protection to
be applied with, 55, 69,80, 82, 84,
87, 93, 297 ; the principle of, 88 ;
will vestrict rise of prices, 89 ;

INDEX

will curtail period of burden, 903
will serve best interegts of indus-
tries, 91;  will - eause -minimum
disturbanee- to balance of trade;
092,

Division "of lahour,  prineiple of
international, 62, 66,

Dumping, - fear of, 138 ; definition
of, 134 ;* causes of, 135; effects .
of, 186; gdiffieulty of  proving
exigtence of, 1873 legislation
against, in other countries, 137-9 ;-
suggested logislation -againgt, in
India, 139,

Dyes, imports from Germany . of;

. 246, 248-9; preference om, 248-
250.

EDUCATION, necoesgity for a -moro
industrial bias in primary, 122,

Electrical transmission gear, 118

Engineering; mechanieal, 80-1,

Exchange, effect of proteetion” on,
92 ; imports from countries with
depreciated, 140 ; cffect of export
duties on, 176,

Tixcise duty(ies), nature of, 143 ;
as means. of raising revenue, 95,
148, 145, 148151 ;  in - other
countrics, 143 ; incidence of, 144 ;
ocoromic justification  of, 15 ;
limitations of, 147-9; effect of,
on home indugtries, 159 ; ¢p edtton
piecegoods, 18, 20-2, 25, 144, 146; -
152, 165-171 ; on -eotfon. yarn,
18, 116, 164-5; on kerosene, 22,
143-4 ; on sugar in England, 60
on aleohol, opium and hemp drugs,
148 ; -on motor 'spirit, 143 ;- on
salt, 143-4, 149 ; on cotbon eloth
“in the United Kingdom, 146;
effect on handloom’ industry -of
abolition. of the cotton, 171,

Txport . ~duty(ies), ~ an. integral
feature of early tariff poliey, 17,
172 ; reversion to;, 247; ~ineidence
of, 173, 175 ; on @ monopolics,
178-5, 181-2, 197 ; prohibition of,
in United States, 173 ;. effect of,
on balance- of trade, 176 effect
of, on home. producer, 179 ; pro--
tective, 24, 177-182, .190, 194;
danger of, 183 ; preferentinl, 24,
196, 198; objections to- differ-- -
ential, 196; for purposes of

§
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retalistion, 196-7, 282 ; on tea, fealing for, in -the  United
17,.:24, 172, 187; .on raw. hides Kingdom, 310.

and skins, 17, 24,172, 190-3, 198 ; GERMANY, trade with, 89, 40, 246 §

on xice, 17, 24, 172, 138, 197, 205 ; rotection im, 58, 77, 86 customs
on jute, 17’ 24’ 172’ 174’ 185, 397 ; gec.eipts in; Q’M: ;’ im’port’s of -dyes
on saltpetre; 17, 183:; -on lae¢, 174, from, 246, 948-0, T . !
1817 ‘on'- ecottom, ‘186 ;. on oil- 5 ’ ’

seeds, 174, 194-5 ; on myrabolams, Glycerine, refined, 107.
174°;. on manures, 195 ; on wheat, Government - concessions; stipulations
189, 205 5 ~on ‘food grains, 199-213. t6o be made in case of, 294
Exports; of ‘principal erops, 27, 29, Government - stores; eustoms duties
233 ;- of manufactured goods, 38, on, 285-8. : .
60, 91,233, 281 ;" protection will HANDLOOM; industry; 30-1;
tend: to.reduce, 92 ;. bounties on, weavers’  poverty, 48, 1163
141 ;- effect of Imperial Preference import duty om, 111; duty-on
- on, 233-8. cotton yarn as affeeting, industry,
FAMINES, industrial® devoiopment 116, 171 ; competition of, with
cannot direetly mitigate effects of, power . looms, -116; . effect . om,
485 real remedy ~for, lies in mdustry of abolition —of. cotton
“improvement of agriculture; 48. excise duty, 171; - methods of
Fiscal autonomy; necessity of, urged, assisting, - industry, -171.
1,8, 4 recommendation abhout, Hides and. skins, raw, exports.of,
by “Joint. Select Committee “on 38; export dubty om, 24, 173,
Government .of India Bill, 3, 169, 190-3,°198.
259; principle of, acecepted by Hydro-electric schemes, 32, 114,
British Government, 4, 259 ; in IMPERIAL Preference; exammatlon
12§1at10n to Imperlal Preference, " of; in India, 5, 218, 223, 232, 234,
§-9 9"\ 2; by means of export dutles,
Fliscal Commission, appointmeant of, 24, 196, 198 ; - resolution. of
6 ;- composition -of, 6 terms of Colonial Conference 1902 regard-
reference of, 6 ; questionndire of, ing, 215; the prineiples- of, 216,:
8; tour of, 9. 258 ; as a free gift, 216, 219, 254,
Food - graing, production of, 27, 29, 261; by negotiation, 219, 2045 ;
199, 2024 ; - export . of, 27, 0) no mtelference with PIOteGulC:)ll a9
38, 199-213 ; import duty on, 113 ; vesult of, 219, 240, 244, 256;
price of, 200-2, 206-213; pro- economie effect of,_ . 21&;231;
hibition of export of, 206, 200 ; benefit to country receiving, 2257,
“export duty on, 212. 245 ; effect on prices in couniry

. granting, 225-8, 230, 235, 243-5,

FPAL » < . ‘“ o N = . N
Foreign eapital, see ¢ Qgpitsl.? 257 ; analogy between -argaments

Foreign trade, expansion of, 35 for protection and for, -227-8;
balance of, 36, 92, 176; mnature | as affecting the revenue, 229 3,
of, 37-8, 233, 246; distribution of, Indian exports mot likely to
39-40, 232, benefit appreciably from, 233-8 :

general system of, Would involve
serious loss to Indm, 239, :243-5,
254, 287 ; vetaliation by fo1e1gn
eountries - as result of, 241-2;

Yrance, trade with; 393 protection
in; 38 ; -excise dutles in, 143 ;
. state monopohcs in, 143.

Free Tlade, believed. respousible: for advantage of, to the TUnited
India’s poverty, 57-8 ; conditions Kingdom, 239, 245-263 ; roquests
in England which favour, 59, 60 ; of British manufacturers . for,
the 'propositions of, 62-6 ; pu‘sbut 247-253 ; canges of Indian
Indian tariff not conmstﬂm; with, hostility to,  255-9; ~ principics
77 ; © cotton duties held “to  be which should govern application

111(._99516}6!1‘: with, 158 ; strong of policy of, 266-7, 259, 2625 in
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relation to fiscal autonomy, £58-9 ;

the Tmperial aspect of,  260- 1,
examination of, by Tariﬂ" Board,
263 ; policy of, towards Colonies
and Dominions, 264 ; in .Canada,
214, 219, 264-5 ;- in Australia, 2317,
219, 222 ; in New Zealand, 217,
219, 222, 264-5 ; in South Afriea,
217,219 ; .in the United Kingdom,
217, 219, 222, 234-8, 254; 'in
Crown = Colonies, - 219, 222; ~on
hides and skins, 24, 198 ; on tea,
234-5; on ecoffee, 234, 236: on
tobacco, 234, 237-8, 253 ; on dyes,
248-250 ; on motor ears, 251, 269

on machinery, 252 ; on su(reu, 60

Imports, of manufactured goods,
87-8, 127, 233, 310-2 ; protection
will tend to dnmmsh 92.

Indian Smh“s, evidence of, 9, 295-7
congeriied in the tariff poh( v, ut)u,
£98-300 ; claim of, to receivs share
of customs revenue, 296 ;. favour
diseriminating proteetion, 207 ;
representation of, on Tariff Board
impracticable, 301.

Industrial Commission, tariff pelicy
not - considered by, 1, 74 reso-
lution on appointment of, 1 ; con-
clusions of, regarding industrizl
development, 41 ; causes  of
industrial backwardness mention-
ed by, 71; recommendations of,
not by themselves sufficient, 74 ;
recommendations  of, vogarding
railway rates, 126-9.

Industrial development, will attract
foreign. capital, 2; 44, 289,
position of, in India, 31; inade-
quate, in India, 41 ; advantages
of, in India, 42-50, 54 ; cffect of,
on capital resourees, 43-4 ; cffect
of, on c¢conomie employmwt of
labour, 45 5 effect of, on wages,
46 ;- effect of;, on ugricultura]
conditions, 47-8, 51; in relation
to famines, 48; effect of, on the
public revenues, 49 ; effect of, on
national character, 50 ; aggrega-
tions 'of population in towns as o
result of, 52-3; aptitude for,
71-3'; ‘requires to be stimulated
by protective dutics, 74.

Industrial workers, numbers of, 30.

INDEX

Industries, Indian, - 80-1; iew,
101-2 5 - location- of, 105 ; ‘essential
for national defence or of special .
military value, 106-7 ; basie, 108,
114-5,

Inefficient  methods, risk of, 83, 87 ;
in sugar industry; 90. .-

Iron and gteel,. ‘import . duty on,
18-20, 22, 288 ; industry,  80-1,
107-8 ; - imports of, " 38, 2467
importance of, for ‘mational de-
fence, 107 ;  different . conditions
prevailing in the; -industries, 107 ;-
alleged - dumping of English' stecl,
137.

JAPAN, trade with, 39, 40, 246 ;
protection  in, 57-87; congumption
taxes im, 143 ; . excise. duties in,
143 ; oxpmts of Indian eotton to,
186 imports -of cotton yarn and
piuco(*ood from, 2463 (.‘Olllpd:l*
tion with, 246, 249, 311,

Java, trade with, 89, 40
2583 ; sugar, 28, 90, 246.

Joint Scleet Committee, on Govern-
went of India Bill, 3, 4, 169, 259.

Jute, Tuw, 27, 29, 387 eéxport of,
manulactures, 88 5 export duty on,
17, 84, 172, 174, 185, 197,

Jute mill industry, 30, 109,

KEROSENE, import duty on, 16,
22, 144 ; cxeige duty. on, 22, 143-4.

LABOUR, supply of, for industries,
30, 33, 4b; 74,-91,.97 5 deficiencies
in-housing . of industrial, 33,745 ;
surplug  agricaltural, = 33, 455
skilled, 83, 123-4 ; emigration of,
45 ; wages of, 46 ; importation of
foreign, 107, 123 ; edunecation of,
122 ; orncmlsatmnq for inereasing
the mobﬂlty of, 125

Lae, export ~duaty “om, 174, 181 ;
export coss on, 184,

tea; 189,

Lancashire cotton industry, opposi-
ion of, to. Indian cotton duties,
16, - 158-162 5  insistence . of, on
Indian - cotton excise, 18, 163-8 ;
proteeted . in- its - infangy, 595
competition of, -with. Indian cotton
industry, 159, 311-2:

Leather, 107 ; se¢- ‘also ¢ Tanning
Industry.’ S e :
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‘List, Friedrich, 65, 67.

MACHINERY,: import . duty . on,
18-292,:109-111; ‘288 ; “imports _ of,
38, 246.; free -import of indus-
trialy . desirable, 108:111°  ‘en-
couragement of manufacture. of,
by« -bounties, = 109 ; ~ worked by
manual oY animal " power, 1117
preference ‘on, 252,

Manufactured .. goods,  imports  of,
37-8, 127,.233, -310-2 ;. exports of,
38, 60, 91, 233, 281

Manures, export--duty-on, 195 ; ox-
port ‘cess -om, 195, .

Marine, Indian mercantile, 131,
Matches, import-.duty -om, 21-2°; a
state” monopoly in France; 143.
Tauritiug, preference on, sugar, 265.

Mill,  John  Stuart, 64, 67.

“Mineral-“jelly ' (vaseline), 107.

Mouopolies, state, 143"; export duties
om, =173-5, - 181-2, 197 ; always
conditional, 174.

Montagu-Chelmsford  Report, 2, 42.

Motor _cars, import .duty on, 212
“duty in United ‘Kingdom'on, 60 ;
imports of; 246 ; - preference on,
251, 265..

NATIONAL . defence, - industries
essential. for, 66, 106-7 ; import-
ance of dye industry for, 248.

OIL,. -mineral;” 30-2; - lubricating,
108, Seec alsg ¢ Kerosene.’

Oilseeds, production and  export  of,
- 27,.:29, 88y dmport duty on, 113 ;
export - duty on, 174, 194-5,

PAPER, " manufacture of, 99
alleged - dumping ~of, 137,

Partly  manufactured ~ goods, = 99,
115.6, :119.

Pigou, Professor -A, C., 65, 74.

" Political corruption, danger of, 83,
8s.

Prices, effect of protection on, 63-9,
79-81, 89, 90, 98 ; rise of, restrict:
ed by diserimination, 89.

Printers, interests —of, 99.

Printing, -ink; - 115,

Protection, adeption of a poliey of,
55-84.; ‘public feeling in favour
of, 56-61 ; in “other countries, 58;
in England, 59,60 ; circumstances
in which, justifiable, 67 effect of,
on  prices, 68-9-79-81, 89, 90, 98 ;
will give. confidence to capital, 74;
will  stimnlate ‘industrial - develop-
ment, 74°; high - revenue  tariff
leads ‘to, 77 ; gain produced by,
75, 84 ; logs arising from, 78-81;
cffect of, on agricultural classes,
80; effect of, on middle classes,
81 ; effect of, on balance of trade,
92 ; conditions to. be. satisfied by
industries elaiming), 97 5 flactors
strengthening a  case - for, 98 ;
difficulty  of reducing:rate of, 98,
1175 'stages = of -development at
which, may be required, 100-2';
rate of, 103:5 ; location of indus-
tries as affeeting, 105 ; time limif
for, mot practicable, 117 ; -reduc-
tion  and = withdrawal - of, 117-8 ;
grant of, before establishment of
Tariff - Board, 1213 by means of
export duties, 177-182; effect of
Imperial Preference on, 219, 230,
240, 244 256, 281.

RATLWAYS, need for improvement
in, 34, 114, 130 ; effect of, on
conl industry, 114.

Railway Board, views of, on railway
rates, 9, 127,

Railway Committee, 127, 129.

Railway materials, import. duty on,
18-20, 22, 287-8 ; imports of, 88
protection: of, 288,

Ruidway - rates, concentration of in-
dustries. at. ports ‘encouraged - by,
53 effect of, policy on industries,
126-7 ; - principles  which should
govern  policy of, 128 ; - Rates
Tribunal to decide, 129.

Raw materials, .ample - supply of,
34, 74, 97 ; should ordinarily be
admitted free of duty, 113, 119.

Retaliation, by means' of export
duties, 196-7-; by foreign countries
improbable, 241-2 ; by means of -
penal duties, 282-3 ; disadvan-
tages of, 284,

Revenue, tariff as a’ source of, 3,
25, 76-7, 94-5 ; effect of industrial
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development .on, 49 ; high, tariff
leads to. protection, 77 ; excise
duties as a source of, 95, 143, 145,
148-151 ; principles. for levy of,
duties; 119, 120 ; export duties as
a source of, 182, 185-9, 193, 205 ;
Tmperial Preference as affecting,
229 ; elfcet on, of ad walorem-and
speeifie ‘duties, 270 ; effect om, of
taxing railway iaterials, 288 ;
claim of Indian States to reeeive
share of customs, 206.

Riee, export duty on, 17, 24, 172,
188, 197, 205 ; produetion of,
27-8 ; oxportable surplus of, 203,

211 ; restrictions ~“on “export-of,
207, 211,
. Rubber, goods, 107 ; raw, 113.
SATEGUARDING of = Industrics

Act, 60, 108, 188, 140, 302,

Salt, 143-4, 149,

Saltpetre, export duty om, 17, 183,

Sundalwood oil, 299,

Sea Cugtoms Act, 161, 267, 285-6.

Sewing maehines, 111.

Shipping, ~ complaints  regarding
coastul, rates, 131 ; rebates, 132,

Silk, 21, 113, 299.

Specific duties, definition of, 2066 ;
favourod im most advanced couzn-
trics, 266 ; advantages of, 267-8 ;
disadvantages of, 269-272 ; articles
subject to, 273 ; system of, to be
extended cautiously, 276.

Steel, see ¢ Iron and steel.’

Sugar, production of, 27-9; Java,
28, 90, 246 ; import of, 38 ; beet
industry in  Bngland, 60 ; indus-
try in India, 90 ; excise duties on,
143 ;' Mayriting, 265.

Hugar Committee, 28, 90. )

Sulphur, of military .. value, 107 ;
import -duty on, 113, ‘

TANNING industry, protection of,

24, 191, 198.; see also ¢ Leather.’

Tariff, high revenue, leads to pro-
tection, 773 form of, which will.

be ecreated by adoption of protec-
tion, 94-5 ; definitions in the, not
to be based on intended use, 112,
279 ; necessity for elaboration of,

INDEX

272, 277-8 ; double, system, 280-1 3
public discussion of echanges in,
304 ; see also. ¢ Customs: duties.’

Tarift Board, will minimise. danger

of -political - corruption, 83, 85 ; to
investmgate combinations of manu-
facturers, * 83, - 86 ; -will mitigate
risk -of . encouraging inefficient
methods, 83, 87 ; an intagral part
of scheme of protection, 96, 208,
302 ; " will investigate claims to
protection, 96, 303, 306, 309 ;
points in regard to - industries - to
he considered by, . 97-108 5  to
enquire into mnecessity of protect-
ing steel, 107 ;.. to . investigate
effect of ~duty —on-cofton.. yarn, -
116 ; to review periodically pro-

tection given to' industries, 117-8
to be consulted regarding taxation
of raw materials and partly manu-
factured goods, 119 ; railway rates
not a matter - for, 128, 307 ; -to
enguire into existence of dumping,
139,806 ; to enguire about imports
from’ countries with - depreciated

exchange, 140, 306 ; to examine
the claims of the . cotton mill
industry to ~proteetion, 170 ; to

enquive into possibility of revenue
export duty om raw gking, 193; to
enquire into commodities on. which
preference. might be given, - 250,
263, 265 ; to examine desirability
of extended wuse of . tariff vdlu-:
ations, 274 ; to examine relation-

ship of duties on machinery, rail-

way materials and iron and- stecl,

288 ; to .congider : representations .
from Indian = States, 298-300 ;

representation. of - - Indian & States

on, impracticable, 301 ;  constitu-

tion of, 301, 302, 308-9 ; functions

of, 803, 305-6; publicity ~ of

enquiries’ and yeports of, 303-4.

Tariff policy, revision of, demanded

by public, 1, 2, 56 ; exclusion of,
from terms of reference to Indus-
trial - Commission, -1, 2, 74
neeessity of examining, 2, 3, 5 ;
belief that India’s, dictated in
interests of trade of Great Britain,
2, 8, 87 ; in-days of FEast India
Company, 14 ; after the mutiny,

.15  gencral  character  of, Dbefgre

the war, 19.; character’ of,present,
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23 ; -Indian- States concerned in,
295 298-300," :

',Tanﬁ' valuatxons, principles - of,
9734 - advantages  of, - 2734 5
effect of on . protective - duties,
27675 eystem of,” to’ be extended
cautiously, 276.

Taussig, Professor ¥.-W., 117, 309.

" Taxation, Indian opinion opposed to. -

direet, 76 ; material increase in
dlrect, not feasﬂale, 76, - 146.

Tea, export duty on, 24, 187 ; ex-
ports -of, 29, 38, 187, 235 H export
‘egss on, 184; Ceylon, ‘187, 235 ;
Java, 187, 235 ; Tmperial Prefer-
erce in United Kingdom on, 234-5;
preference. on, granteéd in Canada,
235 ;- preference ' on, in Australia
would be advantageous, 235, -

Tobsceo,  a. state - monopoly. in
France, 143 ; Imperial Preference
in . United Kingdom  on, 234,
2378 ;. imports ‘of, 246; prefer-
enece in Indian market om, 258.

Typewriters, 111

UNITED Kingdom, trade with, 39,
40 5 -industrial  conditions in, B9,
60 ;5 protection in, 59, 60.; import-
ance of export trade of 60 260 ;
anti-dumping 1egislatian i'n, 138

excige duties in, 143, 146 ; export
of wheat 0,205 ; Imperial Profer-
‘ehce in, 217, 219 '292,.934:8, 954 5

articles on which preference might
be: ‘advantageous'  to, - 247-253 ;

strong - feeling for free trade m,
310 ;  comparative - advantage of,
in manufactures, 310 ;. no real
antagonism between  interests  of
India and of, 310. -

United States, trade with, 39, 40,
246 ; protection in, §8, 86, 100,
J17 3 Tariff Commlssmn 117,
1224, 284, 307-9 autl-uumpm"f
legis]ation in, 13835 excise
duties in; 148 prohibition of ex-
port duties. iny 178 import of
motor cars from, 251, 265 ; import
of cigarettes ‘from,  253.

WAGES, . industrial - development
will “inerease, 46 3 earned in faec-
tories affect “economic - conditions
in villages, 46, 80. :

Wheat, production of, 27-8 ; export
duty on, 189, 205 ; restrictions on:
export -of, 201, 207 ; " exportable.
surplus  of,  203-5.

Wood pulp, manufaeture of, 99.

Wool ‘tops, 113, . ' .

ZING, . 107. :




