
Ihananjayarao Gadgillibnuy 

lIum mim~mummmm Dl ml 
GlPE-PUNE-000392 



NOTE. 
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SUMMARY 01.' RECO)J'MENPATtONS 

SUMMARY OF RECOMMENDATIONS. 

Reference. 
II To examine with reference to all the tnterests concerned the 

Tariff policy of the Government of India, including the question or 
the desirability of adopting the principle of Imperial Preferenl!c, 
and to mak~ recommendations." 

Preliminary Conclusions. 
That the industrial dl'vplopmpllt of India has not been com­

flumsurate with the size of the country, its population, and its nahll'al 
re~l)urces, and that a considerable development of Indian industrics 
would be very much to the advantage of the country ,as a whole. 
(r-hapter IV). 

Principal Recommendations. 
1. (a) That the Government of India adopt a policy of 

Protection to be applied with discrimination along the 
lines ind.icated in this Report. (Chapter V). 

(b) That discrimination be exercised in the selection of 
industries for protection, and in the degree of protectio.ll 
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 claims 
for prott'ction satisfy itself:- . 
(i) Tliat the industry possesses natural advantages; 
(ii) That without the help of protection it is not likely 

to develop at all, or not so rapidly as is desirable; 
and 

(iii) 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 used in 
Indian industries be taxed as lightly as possible. (Cbap .. 
~er VII). 



lvi ~:UMMA1tY OF 'RECOMMENDATIONR 

(6) That in'dustries essential for purposes of National Defence, 
and for the development of which conditions in- India are . 
not unfavourable, be adequately protected if necessary •. 
(Chapter VII),. 

(f) That no export duties be ordinarily imposed except for 
purely revenue purposes, and then only. at very low rates 
(Chapter XU ; but that when it is considered necessary 
to restrict the export of food grains, the restriction be 
effected by temporary export duties and not by prohibi. 
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 
jnoicated above. (Chapter XVII). . . 

3. (a) That no general system of Imp~rial Preference be intro- ' 
duced; but . 

(b) That the question of adopting a policy of preferential 
duties on a limited number of commodities be refel'red 
to the Indian Legislature after preliminary examination 
of the several cases by the Tariff Board. 

(c) l'hat, if the above policy be adopted, its application be 
governed by the following principles :-
(i) That no preference be granted on any article without 

the approval of the Legislature. 
(ii) That no preference given in any way diminish the 

protection required by Indian industries. 
(iii) That preference do not involve on balance any 

appreciable economic loss to India. . 
(d) That any preferences which it may be found possible to 

give to the United Kingdom be granted as a free gift. -
(e) That in the case of other parts of the Empire prefe1'ence 

be granted only by agreements mutually advantageous. 
(Chapter XIII). 

4. That the- existing Cotton Excise Duty in view of its past 
history and aesociations be unreservedly condemned, and that 
Government a!'d the Legislature start again with a " clean slate," 
regulating their· excise policy solely in the int~rests of India 
(Cha:pttSr xy.-- ,-"''' ,,- -



'1UVV.lltT OF JlECOVlltxD!TIOXI xvii 

Subsidiary Recommendations. 
5. That the proviso to Section 20 of the Sea Customs Act be 

repealed, and that Customs Duty be ordinanly levied on goods 
belonging to Government (paragraphs 285-288). 

6. 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 illvestigated and, where possible, 
removed. 

7. That industrial development be promoted by giving a morA 
indn~trial bias to primary education (paragraph 122), and providing 
oilportunities for training _ apprentices (paragraphs 123-124) ,and 
organisations for increasing the mobility of labour (paragraph 125). 

S. That no obstacles be raised to the free inflow of fordgn 
capital, but that Government monopolies or concessions be granted 
only to companies incorporated and registered in India with n:pec 
capital, such companies to have a reasonable proportion of Indi.:.n 
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 elabo'rated with a view to remove ambigui­
ties, and that the system of specific duties and tariff yaluations be 
cautiously extended (paragraphs 266-278). 



CHAPtER i. 

Introductory. 

1'he appointment of the Indian Fiscal Commission may be 
Eventaleading totheappoillt- regarded as the outcome of a longstanding 

ment of the Commiuion. and insistent demand of the public in India 
for a revision of the tariff policy. That demand found prominent 
expression 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 re80lutioll on the 

.. ppointmeat ofthelndnatrial ment of India announ<:ed the constitution 
Commi88ioll. and terms of reference of the Indian 
Industrial Commission. The non-official members of the Council 
urged the importance of referring to the proposed Commission the 
question of protection of industries by means of the tariff, and the 
necessity of securing fiscal autonomy for India, so that the country 
might adopt the policy which appeared to be most ill accordance with 
its interests. The Government of India, however, were unable to 
meet the request put forward. Sir William Clark explained that 
the constitutional issue was " a topic outside of our purview, and 
one on which we are not entitled to e.xpress an opinion," while the 
question of protection in India was not one that could be considered 
during the war and apart from tlle 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. 
Consequently the constitutional issue and the fi,;cal policy of ilie 
Government of India were excluded from the terms of reference to 
the Indian Industrial Commission. 

2. The importance of the issue of fiscal policy received fresh 
The Montagu-Chelmsford emphasis from the authors of the Report on 

Report. .Indian Constitutional Reforms. They 
remarked-

" Connected intimately with the matter of industries. is the 
question of the Indian tariff. This subject was excluded 
from the deliberations of the Indwtrial Commission fOW 
sitting because it was not desirable at that juncture to 

. -' - -- , 
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raise. any question of the modification of . India 's Dscal 
policy ; but its exclusion was none the less the object of 
some legitimate criticism iI\ 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 aathe tariff reacts, on "many matters which 
will henceforth come more and more under Indian 'con­
trol, we think it welnhat we should put forward for the 
information of -His Majesty's Go,tirnment the views of 
educated rndians U:pon''this subject. We have no imme­
diate proposals to make ; we are anxious merely that any 
decisions which may hereafter be taken should be taken 
'With full appreciation of educated Indian opinion. 

;he theoreticalfree traqer, we believe, hardly exists in India 
at present. As .was shown by the debates in th~ Indian 
l,Jegislative Council in March, 1913, educated Ind,ian 
opinio;n ardently desires a tariff. It rightly wishes to 
find another substantjal 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, theedu­
cated Indian looks to the example of other countries which 
have relied on tariffs, and seizes on the admission of ~ven 
free traders that for the nQurishment of nascent industries 
a t\1riff is permissible. , We do not know whether he 

'pauses to reflect that. these industries will be largely 
fuianced by foreign capital attracted by the tariff, 
although we have evidence that he has not learned to 
appreciate tlie advantages- of foreign capital. But what­
ever economic fallacy underlies his reasoning, these are 
his 'firm 'beliefs; and though 'he may be willing to concede 
the possibility that he is wrong, he will not readily con­
cede that it is our busin~ss to decide the matter for him. 
He believes tliat as long as we continue to decide for him 
we shall deCide in the' interests of England and not 
aocording-to his wishes; and he points to the debate in 
the House pf Commons on the differ,entiation of the cotton 
excise in support of his contention. So long as the people 
:who refuse India protection are int~rested in manufactqres 
':with Whi~h 'Jlldia might c()mpete,_ Indian ~pinion c~nn!>.t 
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bring itself to believe that the refusal is disinterested or 
dictated by care for the best inter~sts of India." 

3. An important stage in the development of the policy of fiscal 
autonomy was marked by the deliberations 

Recommend"tion "bout 
610,,1 autonomy by the Joint of the . Joint Select. Committee on the 
Select 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 
3:) of the Bill the Committee made the following important recom­
mendation :-

" This examination of the geneul proposition leads inevit-
. ably to the eonsideration of one special ease of non-inter­
vention. Nothing is more likely to endanger nre 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 it 
belief exists at the moment there can 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 to 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 those. tariff 
arrangements which seem best fitted to India's needs as 
an integral portion of the British Empire. It cannot be 
guaranteed by statutc 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-v 
tion. Whatever be the right fiscal policy for India, for 
the needs of her COnSl.lmerS 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., In the 
opinion of the Committee, therefore, the Secretary of 
State should ,<'lS far as possible avoid interference on this 
subject when the Government of India and its Legislature 
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are in agr~ment, and they think that hiS intervention, 
when

l 
it does take place, should be limited to safeguarding 

the international obligations of the -Empire or any fiscal 
arrangements within the Empire to which His Majesty's 
Government is a party." 

4: On the 23rd February 1921 a resolution was moved by the 
The principle ~f ~~6ii'b!e ·-:Mr. Lalubhai Samaldas in the 

Rutonomy for India accepted Council of State, and after amendment was 
by the British Government. passed in the following form :_ 

"This Council recommends to the Governor General in 
Council that His Majesty's Government be addressed 
through the Secretary of State with a prayer that the 
Government of India be granted full 'fiscal autonomy 
subject to the provisiops 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. Meanwhi~e the Secretary of State 
in reply to a deputation from Lancashire on the Indian import 
duties on cot~on goods on the 23rd March 1921 endorsed the 
pri,nciple laid down by the Joint Committee. He said: " After that 
Report by an authoritative Committee of both Houses and Lord 
Curzon's promise.in the House of Lords, it was absolutely impossible 
for me to interfere with. the right which I believe was wisely given 
and which I am determined to maintain-to give to the Government 
of Ii'idia 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 
alway~ chosen the tariff arrangements which they thinlf:: best fitted 
for their needs, thinkipg of th~ir own citiiens first." This. speech 
was followed up by a dl;:lspatch 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 Gov.ernmen!, accepted the 
principle reco~ended by the Joint Committee in their report on 
clause -33 of the Gov~ent of India Bill. . 

5. In the meantime the discussions Ui. regard to trade relations 
Necessity of examining within. the Empire which the war brought 

the tariff polioy. ,into prominence threw into relief once 
illore the que!ltion of (ldopting a policy of protection for India. 

I' 
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In February 1920 a resolution was moved in the Imperial LegislatiYe 
Council by Sir George Barncs 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 course 
of the debate a feeling was expressed that the question of Imperial 
Preference could not be considered apart from the g.eneral question 
of the fiscal policy to be adopt I'd 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 fiscal 
policy of India." In accordance with the resolution a Committee 
was constituted which examined the figures laid before it by the 
Government. In Marcii 19:20 the Committee reported its provisional 
conclusions on the subject of Imperial 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 
t'nquired into by means of a Commission with power to take 
evidence in various parts (.r the country from all the interests 
concerned., from importers and exporters. producers and manufac­
turers, and from persons entitled to speak on behalf of th\! 
consumers." 

6. On the 1st Ma'reh 1921 tile -question was once more raised 
Appointment composition publicly by Mr. Jamnadas Dwarkadas. who 

and te!""~ of I'<'fereDll8 of tho enquired in the Legislative Assembly 
C .... IWSSlon. whether in accordance with the recommenda­
tions of the Committee of tht'! Imperial Legislative Council the 
Government of India proposed to appgint a Fiscal Commission, 
and what were its terms of reference. In reply to this question the 
Government of India alllounced 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. On the zili Octob!!L 
1921 a Resolution was issued stating that the Government of India 
Wlillthe approvalorHls¥aresty's Secretary of State had decided 
to appoint a Fiscal Commission composed as follows :-

President. 

T~e lIon 1Ile Sm IBRAillu RAlmrrOOLA, Kt., C.I.R 
~rember_ of the ;Executive Council, ~~mb!lY-
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V~ce-President; 

¥r. J. M. KEYNE&, M.A., C.B., 
Fellow .of King's College, Cambridge. 

Members. 

Mr. T. V. SEsFiAGIRI Ayyh, M.L.A., . 
(retired Judge, High Court), Madras. 

Mr. GnANSHYAMDASS BIltLA, l\f.t.C., 
of :rtlessrs. l3irla Brothers, Limited, Calcutta. 

Mr. J. p. COYAJEE, B.A.,·-LL.B., 
Professor of Economics, Presidency College, ealcu! tao 

The lIon 'ble SIR MANECKJEE BYRAMJEE DADABHOY, Kt., C.I~E., 
Bar-at-Iaw, Nagpur. 

':Mr. JAMNADAS DWARKADAS, M;.L.A., 
Bombay. 

The Hon 'ble SIR 'EDGAR-UOLBERTON, Kt., C.B.E., 
Burma Chamber of Commerce. 

Mr. R. A. MANT, C.S.I., I.C.~. 

Mr. NA.ROTTAM MORARJEEl, 

I 

of Messrs. Morarjee Goculdas'andCompany, Bombay, 

Mr. C. W. RHODES, C.B.E., M.IJ.A., 
of Messrs. Hoare, Miller and _ qompany, Limited, Galcutta. 

$m MONTAGU WEBB, Kt., C.I.E.,' C.B.E., M.L.A., 
of Messrs. Forbes, Forbes, Campbell and Company, Limit~d, 

Karachi. 

Secretary.-'JJ!.r. H.. G. HAIG, I.C.S. 

Assistant Secretary.-Mr. E. F. ROGERS. 

The terms of reference to the Commission were .. to examino 
with reference to all the "interests concerned the Tariff policy of the 
Government of India, including the question of the .desirability of 
adopting the principle of Imperial Preference, and to make recom-
menda tions. " . --
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7. All the members of the Commission with' the exception of 
Mr. 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 begiwling 
of February and remain until the completion of the report. Un­
fortunately as the programme of work deveioped it became clear 
that at the most Mr. Keynes would be able to hear only a small 
pf}rtion of the evidence and would be forced to return to 'England 
before the Commission had come to its conclusions. His duties in 
cOllnection with the Genoa Confc'r~nCfl 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 combination of circumstances 
Mr. Keynes would be unable to join the Commission and that we 
~hl)uld be deprived of the assistance of so eminent a colleague. As 
ut this time the Commission had heard the greater part of the 
eddence, it was dccidcd that Mr. Keynes' place should rcmain 
unfilled. 

8. The PresidC11t visited Simla in the autumn of 1921, ann in 
consultation with those members of the 

Prooodure aud tour. 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 
directly by the Commission or through Local Governments to 
fnl'\vard in writing their replies to the questionnaire. At the ~ame 
time the fullest publicity was given to the questionnaire, and a 
general invitation was issued to any associations or individuals not 
so invited to repr~sent their views. 

9. The Commission assembled in Bombay on the 10th November 
1921 for preliminary. discussions and commenced' its tour from 

1nlmbay on the "21th 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 
Hangoon, Madras and Bombay. At th~ conclusion of the Bombay 
evidence on the 3rd March the Commission dispersed for three weeks 
in order to enable the Members of the Council of State and the 
JJegislative Asscmbly to attend the budget session in Delhi. The 
Commission reassembled in Delhi on the 27th March 1922, where it 
had the advantage of hearing the views put fonvard on behalf of a 
number of ~ndian States and h~ld an inf()rmal dis~ussi!>n· with a 
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. Member of the R!ilway Board. The Commissi~n then proceeded io 
-Simla ,arl'ivingon the 31st March and spent the mQnth of April in 
diseussing its conchfsions. The task of drafting the report. 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 

• Tbe evidenoe. 
evidence. Written statements were received 
from 281 witnesses, and out of these 142 

were orally examined. We Wish· t9 .exp~ess our acknowledgments for 
the evidence received, which rtlpresentedin many cases a great 
expenditure of time and -thought, and to state how much we owe to 
the facts and the suggestions put before us by the witnesses, ane;! the 
discussions .:which we were able to ha~e with thelli in the ,course 
qf the oral . examination. The ~vidence represented the most 
.varied interests. We examined the Chambers of Commerce, associa­
tio.ns interested in trade and industry of all kinds, individual 
traders and industrialists, Government officials who gave·us in some 
cases the views of LocaL Governments, professors of' economics, 
collectors of customs and, so far as we cQuld obtain them, represe~­
tl'ltives of the agricultural classes. The major part of the ~ evidence 
was derived from the industrial and trading· interests and from those 
who viewed the subject from a general theoretical standpoint. 'fhe 
agriculturist is not always articulate and he usually does not possess 
fufficient edlJ-cation to be able to put forward his point of ~iew, 
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 evidence of this 
nature. The consumer, regarded merely as a ~onsumer, though, his 
interests are ·very closely concerned in the result of the enquiry, 
could hardly be said to have been represented in the evidence g;'ven 
before-us. But just because we realised that he was not in a position 
to represent his' case himself, we have given the most careful and 
anxio~ cons~deration to what we conceive to be his interests. 

11: yv e wisli t~ express our thanks to. those Local Governments 
and Government officials who made 

Aoknowledgments. arrangement!! for our accommodation, and 
to the railway and postal authorities who <1;id much to add to 
the cOlB.veniences of our tour. We wish to express our acknowledg. 
ments also to those Government departments which rendered valu­
able as,sistance tQ ~ by supplying ~t~t.istical ~d other ~ormation. 
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12. Our labours have been greatly lightened by the ability dis­
SorvioesofthoSoeretaT1 ~nd played by our Secretary, Mr. H. G. Haig, 

AssiBt.lnt SecretAT1. J.C.S., and by the keen interest in the work 
which he haR shown throughout. lIe prepared many valuable notes 
on the subjects which came under our review. He has been of great 
aSRistance to us in the preparation of our Report, and we were for­
tunate in having his services placed at our disposal by Government. 
We have also much pleasure in recording our appreciation .of the 
good work done },y Mr. E. F. Rogers, the Assistant Secretary. 
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CIlAPTER II. . 

The History of the Tariff in India. 
I 

13. Customs duties on articles Imported by sea have been known 
The tariff in the Mocphal in India for centuries, though, unt.il 

Empire. a recent years, the rates have been low. 
In the time of the Moghals the rate did not exceed 5 per cellt. a(Z 
valn~ There Was also an elaborate system of inte~al transit 
clnes, which for many years impeded the trade of India. Th\l. 
break up of the Moghal Empire, by multiplying the number of 
ill dependent authorities, increased the complication of these dues, and 
in the early days of the East InJia Company tliey were recogni'led 
Ilf! such an impediment to trade that one of the chief privi1('~e8 which 
the Company sought, alid later demanded, was exe~ption from the 
dq~s ; and one of the greatest scandals in the cO~l(luct of the early 
servants of the Company, b.efore it was curbed by Clive and Warren 
Hastings, was their insistence OJ} 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 takcn up 
The Companfa adminis. seriously in 1835 and ,yas completed in 1844. 

tratlon. In the meantime, though' the import 
.duties on goods entering India continued to be levied to some exteilt 
~t _different 'rates in different provincet,' a fairly consistent tariff 
had-.been .evofved. Generally speaking the duties on,raw prodllco 
were at the rate of 3! per cent. and on manufactured articles at 
3! or 5 per cent. ; but until 1848 these duties were doubled in the 
cll-se of goods .imported in foreign ships. After this date the natioll­
ality of the shipping was ignored, but differential duties continued 
to lJe levied up to 1859 in accordance with the nationality of t}-.e 
goods, the duty on foreign goods being double the duty on British 
goods. 

15. In 1859 the necessity of raising more revenue to meet the 

Th 't 'dJ ft th 'U t' eharges occasioned by the Mutiny led 
e anll a er e.w.u In,.. + • • 1 Db f h 

. t(J a reVISIon ant e a.ucement 0 t e 
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tariff. The differential duties on British and foreign goods were 
.Jholi.~J,,'d. Tbe general rate of duty which had been 5 per cent. 
was rai8ed to 10 per cent., the duty 011 cotton yarn at the same time 
b"ing raised from 31 to 5 per cent. An experiment was made by 
t;clecting cprta ill art ides of luxury 1'(\1" a special rate of ~O pef C~·lt. 
'rbis, howC\"e,', proYed unremunel",ltivc and was abolished in the 
next year. III lS6:! the duty on cotton piece-goods was reduced to 
5 per cent. and that on yarn to 3t per cent. In 1864 the general 
rnto of duty was lowered from 10 to 7t per cent. All these redue- . 
tions reflected the accepted policy of trying to revert to the rates 
in force before the Mutiny, and the improvement in th~ finances 
which was ql"Udually making this possible. 

16. The next impo}·tant step, however, was delayed for some 
Tho abolition of tho gono- years, and when it came the cotton duties 

ral O\l8toms 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 themselves in possession of 
a surplus, they utilised it partly in the abolition of a number of 
export duties aud partly in reducing the general rate of import duty 
from 71 to 5 pel' cent., leaving the duties of 5 per cent. on COUOIl 

pi,~ee·goods allLl of 3~ pel' cent. on cotton yai'n untouched. This 
/lotion 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 cotton duties as 
~oon as their finances pel"lliitted. Thc partial abolition of the cotton 
duties ill 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 Govel'llment of India concluding that the duties 
still existing causcd an amount of friction, scrutiny and interference 
with trade quite incommensurate with the net revenue .they pro­
\luced. From 1882 to 1891 110 import d,uties were levied in India 
with the exception of the duties on arms and ammunition which were 
retained for administrative purpoics, tlJ.e duties on liquors, opium 
and salt which wei'e complementary to the excise policy, and a duty 
of I anna per gallon on petroleum which was imposed for revenue 
purposes in the year 1888. _. . 

17. Reference has been made aboTe to the exis~nee of exPort 

Expo~t dutios, 
duties. These indeed were an integral 
feature of the early tariff policy and 

were levied generally at a rate of 3 per cent. ad t'alorem 
QI! pr!!~tieally all exp~rts, eertail! sp~cified articl~s ~nly J:>~ing ex~mpt. 
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The mlliIL~~ptions in 1859 were cotton-wool (i.e., I raw cotton), 
suga;'-- tobacco and raw silk. Export duties were at this time levied 
"at the rate o'f 2 annas per maund on grain, Rs.3 per maund on 
indigo" 4 per cent. ad valorem on lac, and 3 per cent. on all othcr 
articles. Though 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 abolition 
was pursued. Some important additions were made to the list of 
exemptions in 1860, notably tea,-coffee~ wool, jute and raw hides 
and skins, but a heavy duty was imposed on saltpetre. In 1861 
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, an£l in 1875 the list was reduced to three articles, 
indigo, ,lac and ri~e. The two former were !r~ed in 1880, but the 
'd1.1ty of 3 -annas per maund on 'rice survived from financial consider­
ations tlie abolition of the general import duties in 1882, and has 
continued at the same rate to, the present day. 

18. In 1894 the fall ~I! t!J.~ filterling Yl!l1!I!-i>Lthe rupee rendered 

R'· 'tj f t "'B--- fresh taxation necessary, and customs duties 
eimpOSI on 0 CUB om, " 

dutieB accompanied by the were relmposfid. But while the dutIes were 
co~ton excise. again levied at a general rate < of 5 per £ent., 
with railway materials and machinery left free, and only 1 per cent. 
O!l iron and steel, the Secretary of State declined to allowany duty 
to.. be placed on the chief article of import, viz., cotton goods. - The 
revenue, situation, however, made' it impossible to maintain this 
exclusion of cotton goods from the tariff, and in December 1894 an 
import duty of 5 per cent. was placed on cotton piece-goods and yarn, 
accompanied by an. excise duty of 5 per cent. on Indian yarn of 
counts above ,208. The excise on yarn did not give satIsfiiCtion to 
the Lancashire cotton industry, and accordingly in 1896 the duty on 
cotton piece-goods was lowered to 31 per cent., an excise.,duty at the, 
same r..ate was placed on all ~ndian mill woven cl9th, and cotton yarn' 
was admitted free of duty. .. 

• 
19. The tariff as reimposed in 1894 remained in its main 

General cha1;Bcter of the essentials unaltered till the war. In 
tariff before the war. general it consisted or a low uniform rate 

of duty imposed on nearly all imports. Its 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 ul 
the case of railway materials, machinery and iron and steel, special 
~xceptioll~ w~r~ m~de. On th~ ~thez: hand liqu<?rs ~~~ t0P.~~~2 1V£r~ 
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fiingled out as capable of yielding a good revenue at comparatively 
l1igh rates of taxation without any injury to the country. 

20. In 1916 the financial burden imposed by the war necessitated 

Recent enhancements. 
an enhancement of the tariff. The 
gcneral rate was raised from _5 to 

7! pCl' cent. There was a considerable cu~ailment of exemptions. 
Machinery, other than that for cotton mills, and railway material 
were now taxed at 2-1 pcr cent.; and the duty on iron and steel was 
raised from 1 to 2~ per cellt. Sugar, in consideration of the large 
imports and the consequcnt large revenue which it was likely to pro­
ducc, lvas subjcctcd to. a duty of 10 pCI' ccnt., and considerablc in­
creascs wcrc madc in the·dutics on liquors and tobacco. The cotton 
duty and excisc fStill"rcmaincd at 31 per ccnt. In thc following year, 
largely as a result of the cOJ,ltribution of £100 million made by India 
towards thc prosecution of. the war, still furthcr revenue lmd to b'l 
found. The cotton duty was therefore raiscd to the general level 
of 7} pcr cent., thc excise remainillg unchanged at 3-1 per cent. 

21. In 1921 the Government was faced with an unprecedented 
deficit and further large changes were made in the tariff, which wcre 
dcsigned to produce an additional revenue of 8 crores of rupees. 
The general rate of duty, including the duty on cotton piece-goods, 
was raised from 7 ~ per cent. to 11 per cent., the exci.se remaining as 
before at 31 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 liquors and 
tobacco were enhanced once more, the duty 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, 
.. ilk piece-goods and watches, were singled out for taxation at the 
rate of 20 per cent. 

!!:!. 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 enquiries, it 
wa~ 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 remaiuing unchanged at 3~ per cent. The dut; on 
machine~'y was retained at ~1 per cent., but the duty on iron and 
steel and railway materiaL'! was raised from 2! to 10 pee cent. The 
duty on matches was doubled and that on sugar raised from 15 to 
25 per cent. Cotton yarn,· which had since 1896 been free was 

- ~ -- - -- - - ,-



taxed at 5 per cent. The duty on k~rosene 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 
l)een singled out for the special rate of 20 per cent. in 1921 was nl)w 
l'clised to 30 per cent. Such increases as it was believed that liquors 
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 the present from the tariff in force before the war. 

tariff. The general rate of duty is no longer 
ll)w, -and wide breaches have been made in the old principle of 
uniformity. Omitting a limited free list, we ~ave now an import­
ant class taxed at 21 pel' cent., a second important class at 10 per 
cent., and a third at 30 per cent., while such largely consumed 
commodities as cotton piece-goods, cotton .yarn, sugar, petroleum 
and matches in addition to liquors and tobacco are- taxed at special 
rates. It is obvious too that considerations other than those 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. 

New eXl,lort duties. H has already been explained .how at one 
time 12.w_~J!:p-ort 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 rice remained. The financial difficulties of 
1916 gave rise to two ne,v export duties, one on jute both raw 
and manufactured, the other on tea. In 1917 the export duty on 
jute was doubled. ~n 1919 a prInciple was introduced which wa~ 
entirely new to the Indiim tariff. Hitherto all export duties had 
been levied solely for the sake of revenue. But the export duty. 
011 raw hides and skins imposed in that year was put forward frankly 
as a meas~~~t ~roJe!:ltionf,?~_j;he. lndiaJ,Lj/!-lllling industry. It 
also contained another novel principle by providing for a rebate 
of two-thirds otth!lduty on hides and skins exported to the Empire 
and there-tanned. -- " ." 

25. A tendency which should be noted in considering the recent 
Inoreasing relianoe on the development of the Indian tariff is the 

oustoms.revenue. rapidly increasing revenue d"erived from it, 
and the increasing proportion ,vhich that revenue beaz:s to the total 
r~Yil!!Ue. The fQllQ~j!lg tl!hle /:lhows th~ revep.ue geriv~g ~ :rll<1e!!~ 
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years frum import and export uuties and the cotton excise as com­
pared with the total imperial or central revenues. The figures in 
column 6 reprl'sent the revenue derived from those heads which at 
present form tlw eentrlJ.l revenues. The revenue from import and 
export duties and the cotton excise in 1921-22 was 35! crores of 
rupees ai> again~t an aY('rage for the 5 years preceding the war of 
something under 10 crore8, while the percentage which these sources 
of income bear to the totul central revenues hu~ risen from 14.7 for 
the 5 years preeerling the war to 31.4 in 1921·22. 

(lakhs of r1!pees.) 

CU8TOMS RI!:V,NUl!l. 
Percentage 
which the 

Total customs 
Ye .. r. Tevenue revenue 

Import. Expo11i Cotton Grand (Imperial). bears to the 
Duties. liutic8. Exoise. Total. total imperia 

revenue. , 
1 2 3 4 5 6 7 

lOO!)·10to 1913.14 7,9i- 1,30 
(o.verage,) 

48 9,84 66,70 14'7 

1913-14 ... P,38 1,29 5' 11,33 67,45 16'8 

191H5 ... f,07 83 49 9.52 Oil,SO 15'2 

1915-18 .. , 7,38 79 49 8,81 65,"6 13'4 

. 
19IG·I" ... 9,90 2,47 45 12,99 83,18 15'0 

1911,18 .. 12,00 1',32 76 16,liS 103,64 16'1 
, 

1918·19 .. , 12,57 3,69 1,38 18,18 114,07 1S'7 

1919,20 .. ' 15,41 4,81 1,55 23,48 117,3'/ 19'2 

1920·21 ... 23,15 4,84 2,36 31,97 116,80 27'40 

19:11·22 ... ~7,fl4 4.50 2,22 85,48 113,15 31'4 
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CHAPTER III. 

The Economic Position in India. 

26. In any survey of India's present economic position the out· 
. . standing feature must be the predominant 

Importanoe ofagnculture. importance of agriculture. No less than 224: 
million people, representing _7~_ per cent. of the population, were 
returned at the census of 1911 as· depending for their livelihood 011 

pasture and agriculture. Whatever may be the developments on 
the industrial side, it is hardly possible to contemplate a time when 
agriculture will cease to be, what It always has been in India, the 
occupation of the great mass 0:6 the people. 

27. If we take 1919-20, which is the last normal year for which 

Th •• _. d figures are available, the following table 
e prmOlp'" crops, au . . • • 

the ell tent to whioh they are mdICates the comparatIve Importance as 
ellPort~d: measured by area of the pI~incipal crops of 
India, though it should be stated that with the exception of wheat, 
cotton and jute the figures generally exclude the cultivation in Indian 
States: 

Rice .. ; 79.4 millions of acres. 
Wheat • . .29.9 " 
Cotton .. 23.3 " 
J awar 22.4 " 
Oilseeds 14.8" 
Bajra 14.5 " 
Gram 12.6 ." 
Barley 7.4 " 
Maize 6.6 " 
Jute •. ' 2.8" 
Sugarcane 2.7" 

Of the food grai~ there is in normal times a considerable 
export both of rice and wheat, though the proportion of the crop 
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 exte.nt. Of the cotton crop on an average 
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in recent years the amount exported is n~t far short of. half9f .the 
total production, and in many years it has excecded half. TII-e pro­
portion of oilsceds exported varies con&i.derably with the different 
seede. Linseed, for instance, is grown mainly for export, whereas 
the exports of groundnuts, rapeseed and sesamlPU prohably do not 
exceed about 20 per cent. of the total production. In the aggregate, 
however, the exports of oilseeds form a large item in India's foreign 
trade. The exporb of raw jute, though on tho whole diminishing 
with the growth of the jute industry, still represe,nt a l/l-rge YQI)!ID~, 
amounting to somewhat.le~s than half of the total crop. 

28. All authoritie~ ~gree ~h~t Ingian agriculture fails to obtain 
t.ne yields of which the country is capabl~ 

Agricultural production. and that, in the words of the Indian Indus-
, rial Commillsion, " 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 Committee 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 IIawaii. 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 "ol\Une~ but still capable with improved 
method&. of great increase. This production provides all the food 
grams consumcd in the country, and in normal years lea:ves a 
mod~ratil surplus' for export. It yields a very large crop of cotton, 
abont half of which is worked up in the country, while half is 
exported. It provides the jute supply of the ~hol~world, of which 
the proportion worked up in the country is increasing 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 consuined 
in the country, which is roughly seven tim.es as great as the quantity: 
of refined sugar import~d. - -- - " .. .. 

30. On the industrial side India has two great textile industries 

Indian industries. 
on modern lines, cotton and jute. In 1919, 
which is the latest year for which 

statistics are available, thE:re were 277 cotton spinning and weaving 
mills employing 306,310 persons, in addition to 140,786 employed 
ill 11940 c!)tton ginning, clel,lning and pre~sing milli!. ~he j1J,t~ 
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industry possessed 76 mills .e~ploying 276,079 persons, besides 211 
jute presses in which 33,316 persons were employed. Next a~ter 
~these two great industries come the railway workshops with 126,134 
employees, and rice mills with 48,563. Engineering workshops, 

:tanneries, We factories, iron and steel works, mineral oil and many 
other industries employ appreciable num1!ers, but out of a total of 
industrial workers for all India which is returned at 1,367,136 the 
.cotton and jute mills together with the. gins and presses and the 
railway workshops account for no less than 882,625. The above 
figures relate townat are known as large industrial establishments 
and take no account of th,e important industry of coal miniug, which 
in 1919 employed 203,752 persons, nor of the numerous village or 
I!ottage industries, of which far the most important is that of hand­
loom weaving, which is believed to provide employment for over 
2 million wor\ers. 

31. To sum up the industrial position, we find in the cotton and 
jute mills two important industries of 

The industrial position. modern type, a considerable diffusion of 
mechanical engineering represented by the railway workshops and 
,the prilfate engineering works which are now spWging uP,. the 
beginnings of an iron and'steel industry, and a number of mmor 
industries, none of which has yet reachecj 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 developme~t of 
the countq largely depends. Finally, scattered throughout the 
country, unorganized and handicapped by methods of marketing 
and finance that hardly permit them to rise above the lowest 
~c~omic level, is a vast army of handloom weavers. - . 

~2; ~ur~g fr,9m the existing facts to the conditions for a 

Power resources. 
further development of industries, it appears 
that the coal resources, though not on the 

whole of high quality are suflicientin quantity, that hydro-electric 
schemes are likely to play an important and increasing part in the 
provision 9f power for industries, and that there arc certain possibi. 
lities of utilising Indi~~ oil fuel. The pow~~ ~itu~tio~ may th~r~· 
fQre be regarded as satIsfwctory.. . . 

33. As regards labour, there is an agricultural popul!ltion which.} 

Labour. 
as we shall explain in the next chapter, is 
in many parts of the country in ~xceS8 of 

th~ ~wnJ.>~rs !!lquir~d £Q~ ~fIi(li~nt c~tivatiQn, p!!,t Q",ing -!~ sp~~i!!l 
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causes, whieh are partly to be found in deficiencies of liousing. in: 
industrial centres, and partly in the hereditary conservatism of the 
people, exhibits at present some reluctance -to adopt the life of 
indu.c;triallabour. As a result it is found that labour for industries 
is sometimes scaree and general'y migratory. Further, the labour 
supply rccruited frem this SOlR"ee is necessari'y unskilled, and there 
is a great dearth o~ skilled labour to which we refer in Chapter VIII. 

34. As regards the supply of raw 'materials India stands 

General conditions. 
in a favourable position, as is shown by 
the' fact that she habitually exports large 

q1lantities. She also provides for the products of many industries 
a large home market, capable of absorbing an output enormously in 
excess of that which her factories at present produce. The system 
of tran8port ,is fairly developed in most of the proyinces, and though 
the condition of the railways has in consequence of the war fallen 
far below a reasonable standard, fWlds are now being provided 
,,:hieh should enable the railways within a few years to give the 
facilities which industrial development demandS. Finally, 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 for the 
employmel)t of capital. in industries. 

35. The foreign trade of India lias expanded almost witlLout a 

Foreign trade. 
check for the last' 50 years, and is now of 
high value and importance. The average 

total "alue of imports and exports of merchandise in the quinquen­
nium 1864-5 to 1868-9 was 87,56 lakhs of rupees. The corresponding 
figure for thc quinquennium 1909-10 to 1913-14 was 375,90. In 
1913-14, the year before 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 bactt,' the value being only 510,05. In con~ 
siderillg the post-war figures it is necessary to take account of the 
enormous rise in prices, producing a corresponding inflation in thei 
value of the foreign trade. In actual volume both the imports and' 
exports of merchandise in 1920-21 were less than lhose of 1913-14. 

36. The normal distribution of this trade has shown a large 

Balance of trade. 
surplus of exports over imports of mer­
chandise, reduced by steady net imports of 

treasure, but leaving in the end a very considerable excess value of 
exports, whicli enables India to discharge her overseas obligation in 
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the matter of iriter~st on debt and the home charges. .Thefollowing 
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 :-

(In lakhs of Rupees.) 

Average, Average, - 1909-10 to . 191-4-15 to 1919-20. . ' 1913-14- 1918·19. , , 

Net exports of merchandise (including Gov-
ernment stores) ... ... . . .. 72,56 66,58 

. 
111,06 

Net imports of trEasure, ... ... 38,88 31.77 64,56 , 
Etccess of exports ... . ... . .. 33,68 34,81 46.50 

-'l'his normal ~ours~ was 'abruptly upset in 1920-21, when instead 
of an excess of exports amounting to 30 or 40 crores, there was an 
~x~ess of illl.Ports of no, less than 89. crores. In 1921-22 the excess 
'of imports was still as high as 44 crores, but there are recent indi­
cations of a return to normal conditions. 

37. The following table indi~ates the nature of the import and 
Analysis of imports and export' trade of India. 

, exports. 

'(In lakhs of Rupees.) 

Average of Average of 
five pre-,war five war - years yean 1919-20. 1920-21. 1921-22. 
1909-10 to ' 1914-15 to 

1913-14- 1918-19'-

;txl'OBTS., 
-

F.reign MSI'chandis8:-

I. Food, drink and tohaeco, .. 21,85 , ~6,39 
.. 

41,13 85,~7 50,63 

iL Raw materials and pro- 10,03 9,52 17,37 17,11 22,01 
duce and articles mainly 
unmanufactured. 

III. Artioles wholly or mainly 
manufa.ctured. 

1~I,80 108,56 145,35 274,97 189,47 

IV. Misoellaneousand unclaasi- 2,17 13,33 
tied. 

4,U 7,55 4,3! 

Govornment stores ... '" 5,82 11,45 13,73 11.M 14,07 ------'F0tal 
'" 151,67 159,25 221,70 347,U 280,50 

- " .- -
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(In lakhs of Rupees.) 

Average of Average of 
live pre-war five war 

1921·22. - yearA years 1919-20. 1920-21. 
19.9·10 to 1914·15 to 
1913·14. 1918·19. 

EltPOBTS. 

rue/ian Mel'cnane/j'8 1-

J. Food, drink and tobacco ... 62,97 59,57 42,23 43,67 53,51 ,-
II. &w matel'iala and Vro- 102,53 84,961 159,83 1('3,43 109,73 

duce and articles mmnly 
uumanufactured. 

Ill. Articles wbol~ or mainly 
mnnufacture . -

51,~ 60,40 103,25 86,91 61,67 

IV. lIIi.oell~l1eolla and un91llssi· 
fied. 

2,12 2,04 3,71 U9 4,6<i 

a.)ver..mont stores ... ". 11 1.72 596 9,E9 3,21 ---- --.------
Total ... 219,61 217,89 314,98 247,89 ~32;7o ._---------

Granll Total 
re-exports) • 

(excluding 371,28 377,14 r.~G,(iS 595,03 (;13,2G 

38. The figures show that ordinarily between 70 and 80 per cent. 
of the imports are ineluded in the class of articles wholly or mainly 
manufactured, the only large head of import outside this class beillg 
sugar, which comes under the heading " food, drink and tobacco." 
EXpOl·tS oil the other hand are more evenly distributed, raw 
mlltel'ials such as cotton, jute, oilseeds, hides and skins, represent­
ing between 40 and 50 per cent. of tne total, manufactures (mainly. 
jute and cotton) over 30 per cent., and food, drink: and tobacco, the: 
principal items being grain and tea, about 20 per cent. The chief' 
manufactures imported by India are cotton 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 
Band C. 

39. 'rhe distribution of the Indian trade among the various 
Distribntion of forei~ countries of the world is of considerable 

trade.. interest. In the 5 years immediately pre-
ceding' the war (in.8 per cent. of Indian imports came from the 
Empire (of wliich.62.8 came from the United Kingdom) while 
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30.2 per cent. came from foreign countries, 'chiefly Germany, Java, 

~
United States, J.apa, nand AU,stria Hungary .. Of the exports only 

41.9 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 country took even. hhlf what the United 
Kingdom took, there were substantial exports to Germany, Japan, 
the United States, France and Belgium. In 1921~22 when trade waR 
beginning to settle down once more after the drastic disturbances 
of the war, the position as between the Empire and foreign countries 
WaS not veXY different' to what it had been before the war. The 
impor1s -from the Empire' had' 1a11en from '69.8 to 66.6 per cent., 
imports 'from foreign countries rising' correspondingly from 30.2 to 
,33.4 pcr cent. The distribution among the foreign countries however 
had changed very appreciahlY.--rj:'he'uirge German imports ha,<\ 
fallen away to a comparatively small figure, while the United Statel'l 
and Japan had both assumed a very Important position. Java conti. 
nued to·be one of the chief among the. foreign countries from ,:which 
Indian imports are derived. With regard to exports the British 
Empire took 37.3 per cent. instead of 41.9, and the share of the 
United Kingdom had fallen from 25.1 to 19.7 per cent. Among 
'foreign countries Japan and the United States stood first, followed 
by 'Germany. The percentages are given in detail in Appendix D. 

40. The general cop.clusion is that the United Kingdom still 
stands easily fir~t 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 relationl'l are the United 
States and Japan; while the impo'rts from Java and th~ exports'to 
Germany are not inconsiderabie. ' 
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CHAPTER IV. 

The Importance of Industrial Development. 

41. We have in the preceding chapter given some accoWlt of 

I d t " d ," I dovo India's preseu't economic position.. 'Ve 
01\ eqll' 81'1 \lSlIrla .. • 

lopmcnt inln'lil\" have pointed out the enormous proportIon 
of the population dependent upon agl"iculture. 'Ve have indicated 
ulso the growth of the impol"tant ill(mstries of eotto~l, jute and coal. 
A few of the witnesses who have appeared before us seemed to be 
satit,fied with the progress HI industrial development which India 
has made and is makin~. It is possible for those who live in one of 
the indush"ial ceutres of India to hold such views. But we feel 
that it is not pos-;ible to eutlot-se them when we extend our range of 
vision to India liS a ":hole" Industrial progt"ess there has been, but 
on a limited scale, and in comparison with othet" countries it has 
been slow. We hold that the industrial deyelopmeut of India has 
1I0t been commensurate with the size of the country, its population 
lIud its natm'al reSOUl"CeS, and we accept the conclusion drawn by the 
Indian Industrial Conullis)';Oli, which at the close of an enquiry 
extending over two years summed up the position as follows :­
II The industrial system is unevenly, and in most cases inadequately, 
developed; and the capitalists of the couutry, with a few notable 
t'xcl'ptions, have till now left to other nations the work and the profit 
of manufacturlllg her valuable l"aW matl'rials, oor have allowed them 
to remain unutilised"" 

42. We proceed to consider the
O 

particular advantages which an 
Adv8ntages of developo increased development of industries in 

ment of industries. India may be likely to bring. In speaking 
of a development of indl1stries we must be understood throughout to 
lUcan the development of industries which are economically sOWld, 
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 COWl try 
gen.erally. It will also help to redress that excessive dependence on 
agnculture, the effect of which is summarised in a sentence in the 
Report QI! Ill~:liall CQllstit!ltiollal Reforms: !' The economics of a -- .... ---- ~-- .. -
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country which depe~ds to so great an extent Il.s !ndil.\ on agriculturl! 
must be :u,nst!!ble." 

I 43. Hut there are also advantages which require more ca-reful 
Development of capita.l analysis.. In the first place it is generally 

resources. believed that appreciable .capital resources 
are at pres~nt wasted in India, and successfui industrialis~tion may 
bring these resources into use. It is true that the practice of ho~rd­
ing, . the extent ot .which is sometimes exaggerated, and that 
of investing savings 14 ornaments, 'Which is beyond dispute, may yield 
but slowly. Yet they are lik~ly to yield more rapidly in th~ face 
of a strong .demand for' industrial capital than under any other 
conditions. Further, there can be little doubt that the joint stock 
system which prevails in industry tends to attract small driblets 
of capital which ;woUld otherwise lie unus~d. There is a further con­
sideration of some importance in this connection. The development 
of -industries will facilitate the accumu!ation of capital in a form in 
which it is readily available fer use. Industries plac~ dividends in 
the hands of those who are more likely to use them for fresh invest­
ment. Further, the profits of industriel are as a rUle not distributed 
in full in the shape of dividends. "Ueserve funds 'are kept, which 
create new capital automatically. Apart from any question, ther~. 
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 likely to. go .to the creation .of fresh capital than' are the 
scattered profit~ of agrlculture.... • 

44. It might be argued that the attraction of capital to indus­
tries which we anti~ipatewill have a harmful effec.t on agriculture 
by diminishing the amount of agricUltural capital. .. We do not 
think tha.t any such -result is likely. So far as agiicUlturists at 
present lock: up their capital in the purchase of Ol'D.aments o~ 
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 
land. 'We may safely conclude' therefore that the development 

. of industries will attract into use as capital a certain amount of 
¥1Q!!~y P-QW IYi!tg ~gl.e, a~ !ha~ ~~ W~ !>tim~a~.e'a,cc~~ation~ Q~ 
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new capital. Nor mUst the possil,lility of Ilttracting foreign capital 
, be forgottcn. 'J.'hese 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 
Morea<ivanta eouaemploy- produce generally favourable results !B 

mont of labOllf. that of employment of labour. Labour m 
India presents so~e paradoxical 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 ilmployment than agri· 
culture are greatly in excess of what is really required for the 
thorough cultivlrtion of the land." To this extent 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 complain~ of lndian 
industrialists is of a labour supply barely sufficient for their needs, 
while a surplus population still remains on the land. The ~xplana­
tion of this economic paradox may be found in two sets of condi- ' 
tions, one artificial, the othcr 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 paee with 
the needs of the population. In the cotton mill industry the 
difficulty of obtaining labour both in Bombay and 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 rcmedied by better housing 
accommodation. These conditions discourage the inflow of labour to 
industrial centres, and account partly for the, fact that considerable 
numbers of Indian labourers prefer emigrating from India to taking 
work in the count;y. These artificial impediments to" a free supply, 
of labour are obvIOUSly such as can be removed, and in more than 
one place the llecessary remedies are being applied. Difficulties of 
labour supply therefore due to such causes cannot be regarded as 
more than temporary. But there are other factors founded in the 
nat,ure of ,the population which tend at present to lilllit the :mpply 
of mdustrIaI labour. These are the conservatism of the aO'ricultural 
classes, their inten::;e attachment to their own homes and "the tradi­
tional ,'illage life, and their dislike of re"'ular hours of work and, 
industrial conditions generally. 'W~ do not however think that these 
tendencies :will long resist the powerful f~rces working in ~he other 

:a 
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dir~ction. The present obstacles therefore which stand' between the 
surplus agricultural population and iridustrial employment appear 
to us to be due to' causes of steadily diminishing effectiveness. We 
believe that an adequate supply of labour for industrial develop· 
tr:J.ent will be ~orthcomin.g, and that thiS flow of labour from villages 
into industries, resulting in a more economic employment of the 

. labour supply of th~ country, must increase the country's wealth. 

46. 'The more economic employment of labour leads to an 
. .increase in the output of national wealth, 

Inorease in wages. and this enables a higher remuneration ~o 
be given to labour. The real wage of the industrial labourer is, as 
wE! shoiild naturally have' expected, far higher than that of the 
agr:ichltural 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 economic conditions in the villages. It is found for 
instance in those parts of the coUntry from ,which industrial labour 
is drawn that, while some members of a family go to work in th~ 
factories and. others-stay in the \Tillage, the family as a whole 
retains its cpnnection with the village, and a, considerable part of 
the, wages earned in the factories ~oes 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 cop~ 
siderable extension of' industries. They will certainly rise in sym­
pathy with industrial wages in districts adjoining industrial centres, 
and' in ,districts where paucity of labour exists already the new 
demand for labour created by iiidustries will. tend to raise' agri-
cult,Ural :wages. ' -

t 47. Many of our' witnesses have asserted th~t industrial 
Effec~ of industrial deve- "development will solve ,the problem of 
(o) on a.:;r~t~ condi- agricultural poverty and .provide a remedy 

tiona; for the periodical scourge of famine. We 
have explltined above that the wages earned in industries will 
have some effect on economic' conditions in the villages, and this 
:Will endow the people witli greater staying power. .Any increase 
in wealth will have .this effect, 'and noticeable as it is in the BOPlbay 
districts, where the additional wealth is derived from industries, 
it is also noticeable in the Punjab, where the source of the increased 
wealth has been agriculture. yv e have also' indicated the probable 
effect ,of industr~s in drawing surplus population from the land. 

But Jter:e pga~ we must ~ot pe y.nderstood to attribute to this factor 
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any overwhelming importance. - We need only point ~ut that accord· 
ing to the eensus figures for 1911 the number of persons returned 
under the heading of ordinary cultivators, farm servants and field 
labourllrs and growers 0:( special prod,ucts was 210 million, of whom 
46 per cent., or Bome 96 million, were actual workers, whereas those 
employed in large industrial establishments in India in 1919 wllre 
on the average only 1,367,OOO~ 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 th~ 
agriculturist in certain areas with increased resources and thns help 
him in his fight against famine. But industrial development cannot 
in any more. direct way mitigate the effects of famine, 01' to speak 
more accurately, of a failure of the rains. It has to be remembered 
that a widespread failure of the rains is an economic disaster whieh 
reduces the output of w!lalth 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 
that at such a time the demand for the products of industries is 
diminished. . It can therefore be understood how vain is the hOlle 
that the agricultural labour throwIi Ollt 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 such a time 
industries would be forcca to ·consider the necessity of dispensing 
with some of the labour normally 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 
emplopnent 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. It 
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 development by raising 
the general economic level of the cOlmtry is only supplementary. 

49. A secondary, though very important, result of the wealth 

( ") th bli created by industries will be its effect on " on e pu 0 revenues'. • , the public revenues. India stands at the 
threshold possibly of great developments, but in whatever direc. 
~ion she essays a step in adyan,ce, whetlie~ ~t be in polit!cs,· PI 



education, in:, slinitation, ib. agriculture, she finds progress impeded 
by.want of :funds. Now so far as industrial development increases 
the J,fational wealth, it wifi ot course also i~~ease tIie taxable 
resources 9f the country apd bring increased revenue to the State. 
:nUtliidustrial development also produces wealth in a form in which 
it. is ,likely to yield a relatively high revenue. Agricultural wealth is 
taxable only through the land revenue, which expands but slowly. 
The profits of industries on the other hand are taxed )llainly through 
the income-tax, ~nd also after distribution to individuals contribute 
largely'to the customs, and both these are sources of revenue which 
.respond immediately to, in,creased wealth. It thereforc seems reason­
able' to ~uppose that industrial developmen~ will exercise afavonr­
able influence on the publici revenues. 

50. Finally ohe of the most important results that' may be antiei-
-(iii) oil th~ ~tional pated from a, development of industrie9 

character. in Indja is one that cannot be measured 
in terins of money. A country industrially undeveloped. tcnd::! 
to suffer-from- a certain intellectual deadness. The outlets for 
'diyersity of talent are few. Those who might have shone in a wider 
!;phel'e have their energies and ambitions cramped-in the mould of 
unifol·inity. It is nar-diy--too much to say that ·acertain measure 
of industrial life and opportunity is an essential condition for 
building up a vigorous national characteT. And with regard to 
India'the effect on the national character is likely -to be particularly 
marked and particularly beneficial. It· has lopg 'been felt that 
ed.ucation in India has not been producing 11 type of mind with a 
sufficiently practical gras~ ,-of 'affairs, and indu~trial training is 
calculated to provjde ,the c.orr~ctiveTe<1uited. 

51. So far'we have considered the ",advantages which industries 
Theory fll Ii . d strial de- are likely to bring to India. ,We do not, 

velopment ~ll\:duce the however, wish 'to minimise. any possible 
food supply. " disaavant~ges. And ,here we may refer to 
the view that was put before us by several witnesses, that industrial 
development might be dangerous to agficulture. To them the' 
future of, India presehted itseH maii).ly as a problem of securing 
a ~lUfficient food supply for its' enormous population. They argued 
that any~, artifi,cial develoPlhent o~ industrIes wonld attract 
popUlation from the land to 'the towns, and that the population 
remaining ott thE) land. would . as a consequen.ce of its reduced 
numbers produce l(:ls~ food, Just at a time when the development 
of 4ldustrieswoUld 'be tending, apart £rol!l the transfer of 
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population from agriculture to industries, to create an increase 
in the demand fOl' foodstuffs. This argument, it seems to us, 
rests on two urijustifiable assumptions. In the first plaee, it is 
assumed that the tranHfer 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 eontrary 
it must be small, In the second place, it is assumed that a 
diminished population on the .land must mean a diminished 
production. nut this is certainly not the case when, as we believe, 
the agricultural population is in many places in excess of what is 
really required for the· thorough cultivation of the land. Nor 
again is it fair: t(LaSSUme that Indian agriculture must remain for 
ever in a pal;litive stage, and that larger yields will not be obtained 
,,,ith 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 agriculture to industries is unreal. 

52. Industrialisation will, however; bring new and real prob-

P 'bl f lems, arising - from the' aggregation of 
0881 e consequeuces 0 ,. • • 

aggregations of population in populatIon III large towns, and thelle wIll 
townl. involve new 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 hi~herto unknown 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 
additional revenue '''hich industries will bring. 

53, With reference to the kind of. probiems indicated above we 
Such Rsregationa to be th~nk that ~ny faetors ~hich might mini-4 

. 8cournged. 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 
?S it is eeonomically possible, industrial establishments springing up 
ill towns of moderate size all over the country. It 'is worth remem­
pering that the n!!turaJ feelings and habits of the people will f!1vo~r 
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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 ha,ve 
a considerable bearing on the lines of development is the question o~ 
ra~way rates. We- deal with these -more fully elsewhere. At this 
point we would only say tliatsome witnesses have stated that the. 
great concentration of industries at the Jilorts is due in part to favour­
able railw~y rates obtainable to and from the ports. We are not in 
a position to say how far this has b~en a decisive factor, but we thinK 
it most important .tnat the development .of industries at suitable 
smaller centres throughout the country should not be hampered by 
any discrimination in railway rates. 

t54. We have considered generally the advantages and the possi-

C 1
···• ble disadvantages which 'would attach to a 

ODe UB10D. 'd bl ~ 1 f Indi . d conSl era e U.eve opment 0 an lD us-
tries. We have no hesitation in holding that such a development 
would be very much to the advantage of the country as a whole, 
creating -new sources of 'wealth, encouraging the accumulation of 
capital, enlarging the public revenues, 'providing more profitable em­
ployment . for labour, reducing the excessive dependence of the 
country on the unstable profits..()f agriculture and finally' stimulating 
the national life ana developing the national character. . . 
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CHAPTER V. 

The Choice between Free Trade and Protection. 

-55. The main subject Qn which we have been asked to report 
The tarilf polio,. reoom- is the tariff policy .of the Government of 

mende,l. India. This means III effect that we have 
to decide whether a policy of free trade should be continued or 
whether indus~rial 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 

. conclusion 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 a\ong the lines indicated in this report. In this 
chapter we shall,.give the reasons whi<!h have led us to recommend 
the adoption of a policy of protection rather than one of free 
trade, and in the twa. succeeding chapters we shall explain why 
we hold that the policy of protection must be applied with discri­
mination, and will outline the principles in accor~ance with which 
discrimination shoulq in our opinion be 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 direetly from a policy of protection, but 
traders and other classes of tlie community whose immediate 
interests might seem likely to -suffer showed tbemselves p~epo!ldera­
tingly in favour of protection. Tlie evidence' whieh wa$.plaeed 
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 would or would not pe injut:e~. --_. -- . -- - - . - .- ----- . -- - -- . -.. -



57. This desire for a: policy of protection has in many cases 

Its causes. 
been strongly reinforced by a considera­
tion of India's past. Travellers relate 

that before the advent of Europeans India was a country of 
great wealth. The riches of the courts of the Moghals, the beauty 
an!! ,quality of certain of India's manufactures, in particular of 
her cotton ~oods, and 'the lucrative trade that attracted western 
adventurers to this coUntry, are matters of common knowledge. 
Tb,ese writers, however, seld~!llglance at the economic conditiol!s 
in which the great ,mass of the' people lived. Patriotic 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 mas~es .of their country­
men are .still poor' and many are insufficiently fed, and clothed. 
Contra~ting thig- state of affairs with the treasures of the Moghals 
and tne world reputation of the Dacca muslins and other Indian 
mimufactures, and searching {or the cause of this great change, 
many think that it is to be found in the policy of free trade, which 
they believe t6 'have been imposed on India not in her own interests, 
but in t1).e -interests of the British manufacturers. They see that 

. other countries such as Ja~n ;have developed,their manufactures 
to a remarkable degree unaera system of protection, and they 
believe'that Indians' are fully capable of doing the same. They 
thinkrthat;.if India were allowed freedom tcr decide her policy in 
hel'own interests, she would regain lier economic prosperity. 
The feeling that this path to riches is barred ,by an outside power, 
aJ;l,d the suspicion that that outside power' is' actuated by selfish 
motives tend to stimulate the belief in the . treat results that 
would· accrue from th'e adoption ola policy of protection. .All 
these jd,easare ·furtlier 'reinforced by' the new spirit of national 
pride}' a spirit. which in all co~tries tends to the encouragement 
of pr.otectionist feeling by ..demanding so, far as. possible that the 

. nation~should manufacture what the' nation uses. 
. 58. The ''Protectionist feeling .in India to whicli we have 

~xo.mple of other • referred, is f:itrengthened bf a considera-
~ #'~untrieB.... tion . of' ,tl).e tariff systems prevailing 

generally throughout,the 'wodd and the relatively backward con­
dition of Indian industries under a policy of free trade.Witli 
the exception, . ..of the' United Klngdomall the great industrial 
nations of' the world, sneltel' their industries behind a protective 
:wall, an~ .c~aim, ~~ QW~ ~h~h: pr,Qspez:ity t~ th~ ~~Z:~ff pr..Qt~ct~on 
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which they enjoy. The general movement in Europe towards 
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 str.onger than in recent years, towards 
p'rotection. In 1879 Germany definitely adopted a policy of pro­
tection, from which she lias never departed, and Under which she 
had made up to the outbreak of the war, astonishing industrial 
progress. In 1881 France turned her back oli the free trade tenden:. 
eies 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 consider­
ably intensified in 1911. The United States, industrially one of 
tile foremost countries in the world,. has had ever since the time 
of the Civil War a very high protective. tariff, and at the present 
moment appears td contemplate raising it still higher. The 
nritish Dominions too have without exception utilised the right 
of framing their tariff policies in ,their own, interests to protect 
their industries by high duties. 

59. India: can thus point to numerous preeedents for the 
, adoption of a policy of protection. Even 
Conditione in England. in the case of England it may be noted 

that Iier industrial foundations, like those' of all other countries, 
were laid under a system. of high protection. The 'Lancashire 
cotton industry in itll 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 l~gal prohibi­
tion of the use of various competing foreign eloths: It is true 
that the great industrial development took place as the result 
fit the 'mec~~ani.cal inventions which revolutionised industry at 
the close ot the 18th century, and that the part wh~ch t4e ta,riff 
hore at this stage was insignificant. Nevertheless the fact remains 
t.hat it was not until English industries liad 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 ~~..?f industrial, but of agricultural, interests. 

60. ThE' conditionil in England for three quarter!! of a century 
have bE'en unlike -those in most countriE'il, and particularly \1,nlike 
those in Inilia. England's economic life depends on the export 

\ 
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pi: maxiqfacture'd articles; the raw materials for which are largely 
imported. The maintenance of this vital export trade is obviously 
likely tQ. be fostered by a policy based on free trade principles. 
In India on the contrary there is an abundant supply· of raw 
materials and a very large home market supplied in great part 
b.y foreign manufactures, whilst the e)fport of Indian manufactures, 
~hough 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 ~igid an adherence to the free trade doctrine, and since the 
war departures from it have actually been made, as illustrated 
by- (a) the duty of 33t per cent. on motor .ca~ (which has 8 

pr~otective -effect), (b) the Safeguarding of Industries Act, and 
(c) the recent remoyal of t1).e excise duty on sugar to encourngoe 
the nas~ent sugar beet industry. 

61. 'We do not -wish however to rest the case 'for protection. 
'Public IOlltiment con- in India on the sentiment of the Indian' 

sidered. people- or the example of other countries. 
We have considered most carefully' the economic arguments, and 
we hope to show that -the policy which we advocate will stand· 
tllis c1,'ucial test. But at the same time we have set forth frankly 
what' we conceive to be the main bases of Indian protectionist 
feeling, beMilse, tliough we do not aavocate the aaoption of a 
tariff policy on otlier than the reasoned 'grounds whi~h follow, we 
!~el that it is important to realisE!" that behind our reas6ned 
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 economic point of viewi,-it has also a political aspect which 
!is .at least worthy of notice. 

. §2. In ¢6lisidering the issu~ between free trade and protection 
• - The propoBitiona of it is necessary- in the first place to examiM 

f~ee tr!W.o.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. 
~he old free trade doctrine of tIle classical economists may be said 
to have rested on two propositions; It was assumed, firstly, that the 
capital and labour ofa country, if left unfettered bi-any kind of 
,Government regulation or restriction, would naturally be applied 
to those industries which would yield the greatest economic return. 
,The ·capital and labour of a country both being limited in quantity, 
U i~ ~vid~ntly of the utmost importance that they should be apvlied 
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in the manner which will yield the best economic Tesuits, ~d it Was 
held that the free illterplayof economic forces would best determine 
the direction of the capital and labour of a country into those indust, 
ries in which it has' a comparative advantage 'over other cOUlltries~ 
The second proposition was that the best economic results, bolh for. 
the world as a whQle and for individual countries, would be obtained 
by each country' applying its capital and labour to those indu~tries 
in which it had the greatest comparative advantage, and 1.hen ex:· 
ehau"ing the products of those industries for articles which it was 
I10t :ble to IH'oduce so cheaply itself. This is the principle of th~ 
international division of labour. 

63. Both these propositions have a pr·ima Iu.cie validity whicn is 
not seriously contested. But they state 

Tlluir qll .. lifi""tioa8. only tendencies;. anq. tendencies may bt' 
ovc1'l'idden by special circumstances. '.v e are thus led to an ex:­
amination of the generally recognised qualifications of these pro. 
p<'si tions. 

64. In the first place there may clearly be cases in which th~ 
free interplay of economic forces will not secur~ the best utilisation 
of tho capital and labour resources of a country. III the competi· 
tive struggle an initial advantage may prove to be a permanent 
advantage. A fulli developed industry in one country may be able 
under conditions of unfettered competition to hinder the dev.elop­
ment of the same industry in another coUntry possessing equal or 
eveu greater natural advantages. In these cireumstances the latter 
country may never, or ouly after long delay, succeed in applying its 
labour and capital to the best advantage of which they are capable, 
owing to the iniWll difficulties in making a start These consider­
ations were stated many years ago with admirable' lucidity by J om 
Stuart Mill, who wrote," The superiority of one 'Country ovet: 
another in a branch of production often arises only from having 
begun it sooner. There may be no inhel'ent advantage ~n one part 
or disadvantage on the other, out only a present superiority of 
acquired skill and experience. A c01l!!tfY which has this skill and 
experience ygt to acquire lIlay in other respects be better adapted to 
the production than those which were earlier in the field." -

-~ - - ~- - . '- . - - _. - I 

65. The argument as stated above applies primarily to P3r-
t~eular industries which a.re handicapped at the start by thecompeti­
tion of fl~ly dev~loped TlvaIs, and could be used irrespective of th~ 
stage of ~dustTla.1 dev~lopment attaine.4 by ~he !lo~ry' !!! ~hi.cli 
th~ n~~ 199!!S.trY, !4!~s it§~lf. Bu~ ~h~ !!,rg1.!lIlent !J.!1~ ~een appli~(,l 
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with special torce to industrially new 'Countries in competition with 
those in which indnstries have long been established. The classical 
expression of this argument is ,to be found in the works 6f List, whose 
economic theories have exercised such a profound influence on the 
policy of the great protecijonist countries. It is summed up by a 
llloder~ English economist, ProfelSsor Pigou, who, in dealing with 
List's arguments, writes as follows :-

., The main elelJlenj; of productive power, whose development 
, involves a -long process, 'is a population ~rained in the 
. generai atmosphere of industrial'pursuits. If a country 

is entirely agricultural and has no important class of 
artisans or factory workers, the skill required for starting 
any' particular kind of lllill will be very difficult to ge~. 
• Masters, forem~n and workmen must first be eitlier 
trained up at llome or procured from abroad, and. the 
profit.ableness of the business has not been sufficiently 
tested to give capitalists confidence in its suc­
cess. '. For a long time, therefore, it is improbable 
that any works which may be started will be able to com­
'pete on equal terms with established foreign rivals-and 
that -in spite of the fact that the industrY in question 
may be one for which the C01llltry has great natural ad­
vantages. On the other hand, in a coUntry wlllch is 
already largely, in.dustrial, the initial difficulty involved 
in starting a new industry is likely to be much slighter. , 
For much less time is required to obtain from among a 

'

people already Ilccustomed 10 many varieties of factory 
work, hands capable of carrying .on a new variety of it. 
Further, in_ an industrial community, those other im-
portant ~lements of productive power, . organised systems 
of, transport and -"'()f credit, which, in an agricultural 
country, may need themselves to be built up before manu­
factures can be profitably establish~d, !!r~ presum;lbly 
alJ'eady -in existence.'~ . . 

66. The prima fac~e advantages too of the international division 
of labour are subject to certam qualifications. It may be that in 
some circumstances- the greatest amount of wealth would be secured 
~y 'a degree of specialisation which could not be regarded as con­
ducing to the glmeral interests of the ,country. In other words there 
are objects of.s~~~olicy 'different from, and more important than, 
the mere acqUIsItIon o~ wealth. A country might produce the great· 
est amount of wealth by devotin!! itself wholly to aO'riculture and ..... D, , 

'List's .. National ~lstem of l'olitical BcoD.Qm::' 



yet such a one-sided development, in virtue of its effect on the 
national character and institutions, might not be in the wider inter­
eiSts of the country as a whole. Similarly considerations of national 
defence may set legitimate bounds to, the extension of th~ prin!liplCl 
of international division of labour. 

67. So far wg have ".indicated what we' take to be the cir­
Circumstances in whioh cumstances in which economic theory might 
pruteotion iejultifiable. justify departures' from the principle of 

free exchange of commodities between nations. It is admitted that 
in all such casee restrictions on free exchange involve some immediate 
economic loss. We turn' once more to the economists for their 
verdict as to the circumstances in which such loss may justifiably bq 
incurred. In the passage already referred tQ John Stuart Mill 
says, " The only case in which, on mere principles of political eco­
nomy, protecting duties can be defensible, is when they are imposed 
temporarily (especially in a young and rising nation) in hopes of 
naturalising a foreign industry, in itself perfectly suitable 
to the circumstances of the country. ........ . . .. A protecting 
duty, continued for a reasonable time, will sometimes be the least 
inconvenient mode in which the nation can tax itself for the support 
(If such an exp~riment." List expresses himself more emphatically, 
.. The nation must sa~ifice and give up a measure of material pros­
perity in order to gain culture, skill. and powers of united Pl'oduc. 
tion ; it must sacrifice some present advantages in order to insure to 
itself future ones." There is one idea common to both writers-a 
present loss for a future gain. The gain we have already indicated. 
We now turn to consid~r what constitutes the loss. 

68, The burden of protection. arises from the increase hi prices. 

Th I. rd f t t' Ii is obvious that an import duty tends to 
.. e uU en 0 pro eo Ion • h . . 

1lol'l"lDg from inoreased rlLlse t e prICe not only of the Imported 
prioel. article, but also of the competing locally 
proquced' 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. For this phenomenon" there are 
various causes. In the first place the import duties tend to check 
lh~ Y2.1!!me 2.~ !mp()ris, wW! !h~ ~~l!i! !ha! ~ !aY2.ura~l~ ~~lan9! 
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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 o~ prices tends to rise: ~ India this argum.ent must . be 
applied witb. caution, for the precious metals when lIIlported are 
largelyuseQfor-other, purposes, and comparatively small quantities 
arelikeIY tQ' go to swell the volume of the currency. A less 

ftheoretical argm:nent is that the increas~d cost caused by import 
~ duties enters generally into the cost of production of all articles 
'manufactured in the country: and into the cO!'t of transportation. 
Duties on cotton cloth or on sugar, for instance, may raise the 
expend.iture of the employees of an- indu..o;try; 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 gener~l rise in prices in a country, and not 
merely a rise in the price of imported articles and such locally 
ptoduced articles as directly compete with them. . 

. 69. It is not our intention t~ suggest that the burden tln the 
Gradual diminution of the consumer arising from protective duties is 

bprden. necessarily perm~ncnt. On the contrary, 
if the industries to be protected are selected with due discrimina· 
tion, the burden should gradually diminish and eventually cease 
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 thc price of the foreign imports, that is 
to say, the co~umer will be paying the full foreign price plus the 
import duty. As the home industry develops in _ efficiency' and 
reduces its cost of ptoduction, 'there will be at first no reductio~ iIi 
pric~s;but the decrease in the cost of production will merely go. t~ 
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. As foreig!i 

_ imports dwindle to small proportions, prices will become regulated 
more'and more by internal competition, and the consumer will'then 
begin to der~ve the benefit from the increased efficiency of the local 
industry, and may in the end obtain the .goods all cheaply as if he 
were free ~o imp~rt '~h~IIl w!~hQ!l~ !l! duty. !! !h~ ~!!:dustry !~ .Q!!:~ 
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for whip-It the country possesses marked natural ad,-antages, he may 
e\'en obtain tham more cheaply. 

70. We have indicatcd both the present loss and the future 
• I' t· r I gain which a policy of protection might in 
II PP lOa. Ion 0 generA. . • 

theoriea to Indian condi- general he expected to brmg. We now 
tlO1l8. come to the practical problem; which is to 
aetermine whether the circumstances of India are such t.hat n 
stimulation of her industrial development by means of -protectilc 
duljes will bring in the end a gain to the country as a whole 
g~uter than the immediate loss. 

71. In Chapter IV we have stated our oplliion that the 
Cn".es of indnRtrini baok- industrial development of India has not 

wllr,lne •• mcntionA,1 by tho been commensurate with the size of the 
In,llIltriul COlllllJiR.ion. . I t' d't t I enuntry, It~ popn a IOn an 1 s na ura 
resourcrs. In con~iderin:r how these conditions can best be remedied 
it is necessary to attempt to diagnose the causes fro~ 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, th~ 
abscnce of industrial and technical education, the lack of busincss 
enterprise, tho shyncss of capital for new undertakings, and thc want 
of proper organization for utilising such capital as is availablc. 

72. Some of these factors might suggest the idea that Indians 
Industrial aptitude in tho werc lacking in certain qualities necessary 

p ... t. for success in industrial pursuits, and that 
t11ert'fol'\l ono of the foundations for a profitable applicaticolD of 
protection, namely a people fitted to make good nse of it, wa~ 
ab!':rnt.. We do not think that this idea is supported by past' 
foxp!'rience. If we tnke history as a guide to the future, wc sec 
that there have been times when the manufactures of the country 
attained a high degree of excellence and were well known bllyond 
;ts 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 beg'nn to fall behind in the industrial sphcre 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" develo:ped. The cotton manufactures of India 
which were exportcd in large quantities throughout Asia and 
Europe, the skill in shipbuildin~ which, was at one time freely 
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utilised by the East ~ndia Co~panY.:, the working of iron which in 
the old days had been brought to a considerable pitch of'llxcellence, 
tlie'manufacture of steel sword bladcs commanding a great reputa­
tion in foreign countries, th'e ,exports of silk textiles and sugar, all 
J1tove 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 o},stacle to a wide development 
of industries in the future. 

73. Further, the unevenness of development to which the 
Differences in n~ural Industrial Commission drew attention. 
aptitude diminishing, appears to be due in part to a striking 

difference in natural aptitude for industries, which can be traced 
in different communitips in' India. For centuries the people of 
Western India have shown a marked instinct for commerce; 
and from commerce they have moved naturally to industries, 80 

that at the present time they divide with the European community 
the industrial leadership of India. But tlie people of Bengal, 
Madras and Burma hav!' in general neglected industrial pursuits, 
and if industries have established. themselves within their borders, 
have left their development to others. It would talie us beyond our 
·province to 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 economic conditions which produce a class 
of middlemen living parasitically on the profits of the land, or in 
historical tradition!'! 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 country a chang~ has come over 
tlie spirit of the people, and that what is lacking now is more often 

. tlie opportunity than the will. We think, therefore, that 80 far 
,as the comparatively,slo,v development of industries in India haa 
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 tlie 
Inau8~ria.l denlopment reo industrial development at which we aim 

quire. to be stimulated by can be' attained without the stimulUs of 
proteotin dutle.. protective duties, and if not, whetlier 
the advantage to the country arising from this industrial develop­
·tnent wiU o~tweigh the burdpn which protective dllties will impose, 
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The Industrial Commission, which w~s debarred from cons~dering 
questions of tariff policy, made a number of important recom­
mendations for the developmen,t of Indian industries, involving 
the abandonment of a laissez taire' policy. But we hold that these 
measures by theIWIelves will not produce that marked impetus for 
which the time and conditions are now ripe. Education can be 
im'proved, banking facilities can be extended, technical assistance 
can 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 close of the passage which 
we have already quoted draws the following weighty conclusion: 
" From these considerations it follows that the case for ~rotection 
with a view to building up productive power is strong in any, 

i agricultural 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 
I much earlier than they would have learnt it, if left to them­

selves, that the cost of the crutches 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 better. India is 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.L-Wei 
have been told by many witnesses that the chief obstacle to a mor~ 
rapid development of industries in rndia is a certain want of cont 
fidence among the owners of capitan The practical protection\ 
afforded by the war had a stimulating effect on many Indian 
industries. But this protection, and such incidf'ntal 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 
deliberate adoption of a policy of protection. This point of view 
was perhaps expressed mO,st clearly by Mr. Shakespcar givjng 
evidence $l~ behalf pf the Indian Sugar Producers' Association. 



'He sai.d "}1y personal view is that it is the principle of the ~hip.g 
which ~e a~ an industry, would- like to see far . more than an 
a.~tual duty of 15, 20 or 25 per cent. If the principle of protecting 
,tus industry is accept~d, that is .wnat is going to be of value to us 
in developing the industry," Again Captain E. V. Sasso on, ~ne 
of the leading Bombay industrialists, after stating that IndIan 
capital was "shy of anything new in the way of industrial 
eiJ.terpri~e " said, " what is wanted ill, confidence, and a policy of 
protectil):tI. would help to secure that at once." 

. 75. We have now shown that India will derive very grea.t 
'n>e gain protection will advantages from industrial development, 

bring. that the conditions for a rapid advance arc 
suitable, and that without the stimulus of protective duties the 
advance will notb~sufficiently rapid. All these considerations 
lead us to the conclusion that protection will bring a very material 
gain to the country. 

. 76. A further consideration pointing to tIre same conclusion 
. Neoessity of\leriving a big!!. will be found in the present tariff position 

revenue fro~ the tariff. in India. We have referred in Chapter II 
to the increasing proportion which customs revenue bears to the 
total Imperial revenues, and we have now to consider whether this 
timdency is likely to be pe.rmanent. We. received a considerable 

.·amount of evidcll<;!l regarding the respective merits of .direct and 
indirect taxation. We do not propose to recapitulate the well-worn 
arguments of t4e economists on this. subject, but we ar~bound to 
take note of the fact that the general sentiment of Indian 'witnesses_ 
was strongly opposed to direct taxation, and that the eoUection of 
income-tax in India presents peculiar difficulties. Dir"ct t~xes in 
India are confined practically to income-tax and lanC(.·revenue. 
·With· the latter, which is a provincial receipt, 'we are_ hot ·concerned. 
'The income-tax rates have been raised largely since 1915:16, and the 
'yield has risen from ~ to abou.t 20 crores of rupees. High taxes on 
'income are undoubtedly a handicap to industrial development, and 
there are many who hold that the rates ruling at the present moment 
are distinctly too high for the interests of industries and thEr general 
-prospel'ity of the country. The witnesses "-whom we examined on 
-this point were almost unanimous in the opinion that direct taxation 
has reached its limit undel' present conditions, and in view of the 
.~eneral feeling in the country we do' not think that ~ J!lJ.J.terial 
:~~r~~se ~ ~n~_tlJ..ls . for}Q.9LJaxatio~ j~_ feasible. • If, therefore, any 
·1urtl:.er increat;e in taxation becomes necessary, it will have to take 
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the form of indirect taxation. If on the other hand a decrease in 
taxation became pO!isible, we think that it should take the form of a. 
pari passu reduction in direct ,and' indirect taxation. In view of 
these conclusions we cannot anticipate for many years to 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 hot, protection will be given. 

77. But a high revenue tariff such as that now in force in 
j hi h revonue tariff inevit- J ndia is open to great objection. _ A revenue 

abY, lead8 to proteotion. tariff based on free trade principles il'l one 
that is imposed on goodl'l that cannot 'be produced in the country; 
or, if this condition cannot be observed, it must bc kept at a "ery 
low rate on ~oods produced in the country, or countervailin~ excises 
must be imposed, so that no protection is afforded to local industries. 
Until the year 1!J16 the Indian tariff might be said to have fulfilled 
these conditions. But since 1916 the tariff has become less and less 
consistent with purely free trade principles. It gives protection, 
but it gives it in the least convenient and the least -beneficjal way. 
The protection is not calculated ~n 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 articles. It 
appears to us therefore that the nccessity 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 
Germany in 1879 . 

. -78. We turn now to the loss that must be set against the gain 
The 1088 proteotion will to India from protection to which we l!ave 

involvo. referred in paragraph 75. The most 
important item is the burden of increased prices that protective 
duties will impose 011 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 to extend 
The prollable burden on - their influence beyond the particular com-

the poorer 0lasse8. modi ties on which they are ~mposed, it is 
necessary to treat with caution the argument that some article. is not 
\lQDsumed br the poorer classes and that therefore a protectiye Ilntr 
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on it can do them no harm. 'A further limitation of this nrgument 
is to be found in the fact that there are frequently partial substi­
tutes for imported articles, which are manufactured and consumed 
locally, and that .Jl.ny cause which raises the pric~ of the imported 
article raises the price also of the locally produced substitutes. An 
obvious instance of such a case is seen in cottori cloth. Experience, 
as well as theoretigal 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
tec#on, 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 tha.t the actual quantity of imported goods 

. purchased by the masses. of India is small. But this is no final 
criterion of the degree to which protection will affect them, though 
there is no reason to suppose that, under the system we recommend, 
the indirect burden will be considerable. ' 

80. There are l!owever two classes of the population whose 
Eff:ct of protection interests as affected by protection it is 

(i). on tho agricultural. particularly important to consider, the 
olasses l agricultural and middle classes. Agricul r 

ture is, and must remain, the f9undation of the economic 
life of India, and this not merely because it furnishes the Ii,veH­
hood of three-quarters of the population. Indian industries cannot 
flourish withoR! a prospet:ous Indian agriculture. Agriculture is 
largely the provider of the· raw materials for industry, and the 
Indian agriculturist will offer the main market for the products 
of Indian 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 thorough a sympathetic 
rise in wages; in others through the wages of industrial workers 
being made available for expenditure in the villages, in others 
through a reduction in the nuniber 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 b~little doubt that the agricultural producer, 
the man who either works the land himself or employs hired labour, 
mlplt ~tFIef tp-sRme ex~~t. Pn)tec~()~ mlfSt fIle~ll te ~ A JU~her 
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eost of production, arising partly from the higher eost of the imple­
ments that he uses, partly from the higher wages thatthe will have 
to pay and partly from 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. But in general one of tW~3esults seems 
likely to follow. Either the agricultural prod\lcer 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 agricultural produce 
will be raised generally to cover the increased cost of production with 
injurious effects on the mass of the population. Provided however 
protection is applied with discriminabon, we do not think that the 
burden imposed, either on the agricultural producer or, through a 
rise in the prices of agriculturai pro,duce, on the consumer in 
general, need be sufficient to make us hesitate regarding the net 
advantages of the policy we recommend. 

81. With regard to the middle classes, by which we mean mainly 
the pro~essional, clerical and petty. trading 

(ii) on the middle classes. 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 standar~ of living which ,entails 
expenditure on imported goods. Their cost of living will undoubt­
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. effects of protection 
more than any other class of the populuion. But in virtue of their 
e,dllcation they, more tlIan other classe~, 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 us, the 
middle classes are prepared to merge what might be regl£rded as 
their own immediate interests in the wider interests of the country. 

82. In estimating the burden of protection we have to anticipate 
• Indisoriminate protection the arguments given in the next chapter, in 

not contemplated. which we show that any type of indiscri-
minate protection would entail a sacrifice out of proportion to the 
results. We -explain in that chapter the-UuIltations that we propose 
:with a view tv restricting the immediate-loss as far as possible without 
reducing the gain that is to be anticipated from protection. If . ..~ . . .... . '. .... . '" ., 
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these limitations are observed, we consider that the burden will be 
one which it is reasonable to ask the country tb bear in order t~ ~~ure 
the great benefits anticipated. . 

83. :Before coming to our final conclusion we must refer to 

C t · eli d t f certain disadvantages which are inherent er am sa van ages 0 • ' • 
proteotion taken into In any system of protectlon, namely, the 
account. , risk of encouraging inefficient methods of 

I 
production, the danger of political corruption and the possibility 
of combinations or manufacturers. We have borne these points in 
mind in formulating our scheme of protection and in devising the 
constitution of the Ta:liff Board. We explain in detail in Chapter VI 
to what extent we'think these dangers will be mitigated by our 
proposals, and it is enough to say here that we do not consider 
them ~ufficiently seriou,!!! to affecto~r main conclusion. -

84. We have now set forth, as impartially as possible, the argl1-
. ments for and against the adoption of a 
The balance of advantage. I: f t 't' , I d' I Ch .' po ICy 0 pro ec Ion III n lao n ap-

ter IV we have shown the great benefits that will accrue to India 
from industrial developmeI).t, 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 customs revenue is inevitably leading India towards 
protection. On the other side we have shown. that the 
immediate loss to be ~pprehended from protection, and the 
daI).gers inherent in it, will be mitigated by the system ot 
discrimination which we 'recommend and by the constant 
supervision of Our proposed Tariff Board. 'We have carefully con­
sidered the weight of the arguments on both sides, arid apart from 
the strong Indian sentiment in favour of p\"otection, to which we 
have re~erred above, we are satisfied, on economic 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 chapter, 
viz., the adoption of a policy of protection to be applied with discri­
mination along the lines indicated in this report •. 
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CHAPTER VI. 

Some Disadvantages of Protection and the Need for 
Discrimination. 

85: We referred in the' preceding chapter to the disadvantages 

D f l 't'."l inherent in any scheme of protection, and unger 0 po 1 1_ oorrnp- , 
, tion, we now propose to examme the extent to 

which they apply to the particular conditions of India, The most 
important of these is the danger of fostering thi:lJ"rowth of political 
corruption_, The interests at stake in the determination of a rate 
of duty are frequently large, In some countries important financial 
interests find it profitable to offer to legislators inducements which 
lire not necessarily of an obvious or crude nature, or to spend money 
on getting their own nominees into the legislative bodies which ,have 
tiie decision of matters vitally affecting their prospects, We are of 
{\pinion, however, that conditions in India are less favourable to 
i'uch developments than they are in many countries. The variety 
(If thc interests represcntcd in the legislative bodies and the strength 
'of the representation of thc agricultural and landed classes ma)!:e it 
improbable tha't the industrial point of view could secure undue 
prominence, while under the existing system of high revenue 
duties, which is open to the same dangers, there have 
been no traces in the Indian Legislature of any undesirable develop­
mel,1ts o~ this' nature. Moreover, we think that .the system which we 
propose, whereby the enquiry into. the conditions 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~l~ture, will r~duce the opportunities for political corruption to 
a mlllimum. 

86. Another undesirable feature wh~ch the ,history of protec­
Combinations of manu. tionist countries discloses is the tendencY: 

faoture.ra. towards combinations of manufacturers fol" 
the purpose of exploiting the domestic consumer. A protectionist' 
system certainly gives the opportunity for undesirable forms of 
~ombinatioD. In a free trade country no combination of manufac­
turers is /lble to keep the price of a cOp1modity above the world pri~e,. 
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If all the manufacturers of a particular country' agreed not to seU 
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 seIling 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 heen 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 
ordiJ;J.ary conditions of internal competition. But by means of com­
biuations it i8 possible for the home manufacturers to keep the price 
distinctly above the true competitive level without inviting foreign 
cOl~petition. It is,' we think, flo accident that the two countries in 
which understandings, agreements Or combinations of manufacturer ... 
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 not 
!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 accepts the view, the' protection given to the industry could be 
lowered or withdrawn, or possibly special legislation could be in­
troduced to deal with, the matter. .. 

87. The third disadvantage to which we referred in Chapter V; 
Inefficient methods of viz., that of encouraging inefficient methods 

production. of production will also to some extent be 
:ndtigated by the.supervision of the Tariff Board, but it will be mainly 
obviated by the exercise of discrimination in the selection of indust­
ries for protection. We therefore proceed to elaborate the reasons 
'Why in the previous chapter we have advocated discrimination in the 
ap1?li<:ation of protection. 

88. The fundamental principle that guides us may be stated 
'The principle of discrimi- q}rite shortly. lIt is that the temporary sac· 

, nation '. l.'ifice, which even the most successful pro­
~tection must entail, should be restrict~d to the minimum necessary 
to attain the object aimed at. Th(" principle; when stated, is self­
evident, but we lay stres8 upr.n. it, partly becaUse it sometimes 
eSC.lpes attention, with the result that enthusiasm for the end makes 
it appear that there is somethir.g essentially desirable in the means ; 
partly llecause 9ur d~cision j~ f~vour of . prot~ction, 'is based on, thq 
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viel" that the gain to the country will outweigh the loss, and this 
"monly be true. proyided no. mmecessary or useless burdens are 
impol!ed ; and partly becam;u India, owing to the poverty of the mass 
of the people, is a country in which it is specially important that the 
pl'jnciple should bc emphasised. We reject therefore all proposals 
which would found Indian prutectioll on an inwilcrimillatc high rate 
of duties. Any such system would protect industries unsuitable as 
well as Buitable, and would irupo;;c 011 the COilsumcr a bu ... d~n in many' 
casus wholly gratuitous. 

89. The burden on the consumer may be viewed in two aspects, 
DiBorimination will tlie extent and jhe duratjoll.. and in both 

(i) restriot the rise of prioe'; tHe importance of discrimination in reduc­
iug 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 
fcwer the articles on which incrcased 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 rscapitulate the 
importance to the great mass of the people and to the interests·of 
agriculture of restricting the rise of priccs to a minimum. This 
can only be achieved by exercising a wise discrimination in the 
selection of industries for p!'otection.' . . 

90. From .the point of view of the duration- of thc burdcn also 
(ii) curtail the period of it is clear that discrimination is of the first 

th~ butdon importance. If protection is extended to 
unsuitable industries, t.lley will never reach the stage at which the 
shield 01 protection can be discarded, and will remain a permanent 
burden on the cQmmunity. The duration of the burden will also 
be extendcd if protection operates to prolong inefficient methods 6f 
pl'odllction. As an instance' of this possibility wEl may refer to the 
"iews of the Indian Sugar Committee of 1920, After a detailed 
~nq\liry into the conditions of the sugar industry they came to the 
conclusion that, at the time at which they wrote, the dcgree of protec­
tion, direct or indircct, enjoyed by the industry was sufficient, and 
they addcd :-"We fear that l!ny increase in the duty might result 
in bolstcring up an inefficient industry to the detriment of the con­
sumer; and that, secure 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 industry 
has been able to dispense with any protection,. subsidy, or assistance 
from Government." The importance of efficient methods was 
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brought out ,in our examination of Mr. Shakespear at Cawnpore. He 
said, that it would be a greater advantage to the sugar industry to 
have a small cess on imported sugar devoted to carrying out the 
recommendations 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 protectio:Q. 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 emphasises the need for discrimination. 

91. When we turn to the interests of industries themselves we 
(iii) /lerve th~ best interests arrive at the sam~ conc~usion,. th~t . pro~ec-

of ,industries tion must be applIed . wlth dlscrlmmatlon. 
JXhere would be ~ real danger to. the industrial progress of the country; 
if any attempt were made by high or indiscriminate protective 
du~ies 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 _e,conomically safe, and the resultant 
collapse would- shake that very con:fid~nce of capital which it is one 
of ' the main obj~cts of OUr recommendations to build up. Further, 
if protection were applied not only to an excessive extent, but in an 
indiscriminate manner, the uneconomic industries which would come 
into existence would be likely to unsettle labour in established 

-industries, and to attract it from econom~c to uneconomic employ­
ment. That the danger here indicated is not chimerical was 
demonstrated, in more than one direction during the period tlf the 
;lvar, when the reduction 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 
pe favourably situated to develop an ~xport trade in manufactured 
goods, but such a. trade can hardly be developed unless the cost of 
living, and therefore the cost of production, remains comparatively 
low. . , 

V' 92. The probable effect of protection on the balance of trade of 
(iv)'minimise the etreet on India is not a subject on which it is safe 

the b&l&noe of lIr,,~e. to dogmatise. The immediate effect would 
~aturally be to diminis~ imports, decreased demand following on 
mcreased cost. There will also be factors tending to a diminution of 
exports. A:IJ.y gen~r~ ;rise in prices in !ndia must discourage exports 
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by making their cost to the foreign purchaser dearer, and aput fron: 
any rise in internal prices a reduction of imports will tend to raise 
e:rchange and thus to diminish exports. Again protection will lead 
to an increased local consumption of raw materials previously ex~ 
ported. On the other hand there is the possibility that the develop­
ment of Indian industries will produce an increased export of manu­
factured articles. On the whole from a consideration of these 
v!lrious tendencies it may be concluded that the immediate effect of 
proteetion will be some diminution both in imports and exports, but 
it is impossible 10 say whether the balance of trade would be altered. 
'fhe present currency system in India depends on the maintenance 
or a favourable balance of trade. The less disturbance there is in 
the import and export trade, the smaller is the danger of npsetting 
the balance, and thus we have one more argument for not embarking 
('n indiscriminate protection. 

93. Our conelusions therefore are that in the interests of the 
~nmm"TY ~f argument.. for consumers I!'enerally, and particularly of 

appl~in!l'.protection with dis· the ma~scs of the people, in the interests of 
crlmlDatlOU. a~riculture, in the interests of steady 
industrial pro~ress. and for the maintenance of a favourable 
balance of trade, the. policy of protection which we recommend 
should Qe applied with discrimination, so as to make the inevitable 
burden on the community as light as is consistent With the due 
~evelop.rnent of industries, and to avoid abrupt disturbances of 
mdustrial and commercial c~nditions. 
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CHAPTER VII. 

Outlines of the Scheme of Protection. 

~t. We han gil-en our reasons for,recommending the adoption 
Tb 'If to sid '(W'U)' of n' poliey of proteetion for India and 

or N~e. ~tT or pro! for holding that that poliey should 
~~" dub ...... to be elearll be applied with di$erimination. We 
Ilis~shed. d •. f th tlin now ('Ome to a eserlption 0 e ou e9 
of the St'heme of proteetion, as we ('Oneein it. We have to start with 
the existing conditions as we find them. These consist of a general 
rate of rustoms duties of 15 per cent. ad t'alorem with numerous 
exceptions both abo'\"e and below the general rate, the downward 
exceptions haTing their origin usually in a desire to avoid injuring 
the interests of industries or the community in general, the upward 
ueeptions ariSing from the desire to obtain additional reyenue. We 
QO not contemplate working on a clean slate or drawing up any 
theoretically scientific tariff. The tariff, as we enyisage it,.-will be 
a eombination of reyenue and protectin duties. The existing tariff 
will form the basis or the re'\"en1!e duties and will become progreso 
sinly modified as the duties on particular commodities are sncces· 
sinls determined on protectionist principles. Enn when tllis proees5, 
howe'\"er, is complete, there will remain a la~e rt'sidunm of purely 
re'\"enue duties,' and these it should be open to the Goyemment to 
'\"aty from time to time on purely reyenue considerations. On the 
other hand a Qnty that has been fixed on protectionist principles 
should not be nriea except in accordance with those principles. In 

. practice Wf: QO not anticipate that this important distinction is likelr 
to give rise to any serious inconvenience, for a protectin duty, 60 

I far as it is effective, becomes of l~ and It''ss importance as a means 
(,f securing re'\"eD.ue. For instance, in Germany in the year 1912, 
62 per cent. of the total customs receipt!! was dt'rived from. dutie& 
on food, drink and tobacco, 19.4 per cent. from raw materials and 
raTtly manufactured goods and only 16.5 per eent. from finished 
gooas. 

95. It is possible indffil that 
foree the Go~ernm!,nt to put a 

the necessities of rennue mn 
lligher import dutv on eertai~ 

~ , , 
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protected goods than is required for purposes of protection. We deal 
with such a contingency in a later chapter, when we recommend that 
am' such excess revenue should be raised by means ,of an excise 
du"ty p7u. an additional import duty. The additional dut~e~ 
would be purely for revenue purposes and would be dealt WIth 
on strictly revenue principles. This particular contingency there­
fore docs not affect the validity of our main principle that the 
tariff should consist partly of duties imposed on revenueconsidera­
tions and partly of duties imposed on protectionist considera­
tion!!, and that there should be no ambiguity as to which set 

'of considerations governs any particular dutf. w'e may illustrate 
the position by taking a hypothetical example. . There is at 
present a revenue 'duty of 25 per cent. on refined sugar. The 
Rugar manufacturers have asked for a protective duty of 33 * per 
cent. We express no opinion ourselves on the merits of the 
case, but merely take it for purposes of illustration. It might 
be found that no protection was required. The duty would then 
be regulated simply in accordance with the revenue necessities 
of the Government. Or it might be found that protection of 33 k 
lll'r cent. was necessary. In that case the duty would be raised to 
1111.t level, and would not be lowered until it was decided that a 
lower rate of protection would suffice. Or it might be found that 
the industry required protection at the rate of 15 per cent. only. 
In that caRe 15 per cent. wo.uld be fixed as the protective rate, and 
if the Govcrnment were forced to raise additional revenue from 
refined sugar, this would take the form of an excise duty plus an 
additional import duty, both being determined solely by the revenue 
nccessities of the Government. 

96. It will be obvious that the successful working of any such 
Tariff BOIlrd an Integral scheme of protection as we contemplate 

·part of the loheme. postulates the histence of a thoroughly 
competent and impartial organisation, or Tariff Board, which 
"hall 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 c·msiderable amount of evidence in the course 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 to any 
definite flndinl! on such claims. The enquiries needed must be 
('onducted by a smaller body, they must, be much more detailed, 
"nrl ther must embrace all aspects o( the case and admit of 
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representations. fron). all interests. affect.ed. We. give. in • a later 
chapter our detailed proposals regardmg the constItutIon and 
functions of the Tariff Board. At this point we merely wish to 
make it clear tnat the existence of such a Board is presupposed 
in all the 'details of our policy, and that whenev-er an industry 
wishes to establish a claim to protection, it must put its case b~fore 
the Tariff Board. 

97. In dealing with all claims to protection the Tariff Board 

G 1 <lit
' t' b should in the first instance satisfy itself .enera con Ions 0 e· • . • • 

latisfied by industries before that the followmg three conditIons are 
protection can be grautod• fulfilled :_ 

" (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 
marJret. Such ad vantages .:will be of different relative 
importance in different jndustries, but they should 
all be weighed . and their relative importance 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 therefore the natural 
advantages possessed-by 'an Indian industry should be 
analysed carefully. in' ord.erto ensure as far as ·possible 
that no industry is prote.cted which will become a per­
manent burden on the community. 

'V (2) The industry must be one whlch without the help of pro­
tection either is not likely to 'develop at all or is not likely 
to 1evelop so rapidly as is desirable' in . the interests 
of the country. This is an obvious corollary from the 
'principles whiclf have led us to recommend protection. 
The main object of protection is eith(JT to develop 
industries which otherwise would not be developed or 
to 'develop them with greater rapidity. 

'v -(3) The industryrimst be one which will eventually be able 
to face world competition without protllction. 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 ca~efully. 
The importance of this condition is obvious. The pro­
tection we contemplate is a temporary protection tQ 
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be given to industries which will eventually be able to 
stand· alone. 

98. There are certain subsidiary conditions which, though not 
Additionalilactorl streng- - as in the cas~ of the three ~onditions s~ated 

thening " case for I'rotco- above essentIal elements ill an ordmary 
tion. claim for protection, should nevertheless 
be regarded as factors favourable to the grant of protection. Vt 
is evident that an industry in which the advantages of large scale 
production can be achieved, i.e., in which increasing output would 
mean incr~asing 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 probability that in course of time the whole 
nceds of the country could be supplied by the home production. 
In the case of such an ind~stry the burden on the consumer 
determines automatically. .As soon as the foreign imports cease 
to come in, the price ceases to be regulated by th~ foreign price 
plus the import duty.) It is regulated by the internal 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 which is never likely to come into effective operation unless 
the home producers form a monopolistic combine or the home 
llidustry 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 c'untry'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 with­
out protection, it will be 'possible to take off the protective duty 
:without injury to the industry, and the burden on the consumer 
will be removed. But we cannot shut our eyes to the fact that 
in ptotectionist countries considerable difficulty is experienced in 
reducing and removing duties, even when they are no longer 
required, and it is probable that such an ~dustry will impose on 

• the :whole a greater burden on the consumer than its conditions really 
requir~. . 

99. It is possible that the protection of some industry may affect 
Conflicts of.interest between injuriously the interests of other industries. 

industries· We received evidence at Calcutta for instance 
:which appeared to plac~ three interdependent industries in a relation 
!o>f, tlome an~8m. The manufactur~ of w~d pulp fr()m bambc!2 
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is just being started in India. ,The manufacturers are ap.prchelll~ive 
of the competition of imported' 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 
object to a . proposal which would raise the cost of their raw 
mat.erial and therefore put them in a less favourable position to 
compete with imported .paper. If it is suggested that this difficulty 
might ~be overcome by giving special compensatory protection 
to paper, a third interest claims to be heard, and Indian printers 
and. publishers complain that if. the cost of paper is raised they 
will be handicapped in competition with imported books which arc 
p~dmitted free. In all sllch ca~es -the most essential requiL'emeut is 
that t.he llbJ1lJst publicity 'sbmld be giv~n to the enquiry of the 'l'aria: 
Board, so- that all interests concerned may have full opportunity of 
represent.ing their point of view. \JVhen the Tariff Board is in 
possession of all the facts, we can only suggest as a principle for its 

, guidanc(} that an industry should receive protection, even if it ad· 
versely affects the development of other industries, provided this 

. results in a net economic 'advantage to the country. . 
100. We have not found it possible to lay down for the 

Stages 'of development at gu~d~ncc ~f the Tariff Board any definite 
whic~ protection may be prInClples In regard to the stage of develop. 
reqUIred. ment at which protection could most 
usefully be accorded to an industry. We considet .that an industry 
might receive protectioJ at any stage provided our condition (2) 
is fulfilled, via" that it is an industry which without the help of 
protection either is not likely to develop at all·or is not likely to 
develop so rapidly as is desirable. Condition (2) is naturally most 
likely to be fulfilled in the case of industries which are relatively 
weak·· and unde\Teloped and are therefore temporarily unable to 

. meet 'the competition of more highly developed foreign industries, 
01' industries which are handicapped by the temporary necessity 
of importing expensive foreign labour or direction, or which 8uffer 
from labour which is inefficient, because untrained. These dis.· 
advantages are most likely to' be found in industries which are 
comparatively ypling, but al] industry may also stand in need of 
protection as a result of some temporary deterioration or atrophy, 
and·' even a strong and prosperous industry may derive great 
benefit by the rapid development of some new branch induced by 
prot~ctiQn. A. classic example of this is the extr~ordina17 d~v~lop'. 
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DIent of the tin plate industry in the United States under Hie 
influenre of the duty imposed in 1890. 

101. But while we feel that Wt cannot indicate with any degree 

T 
". ti _. of definittness the stages at which tariff 

&rll' "rotH OIl n"" .. a • b" b li d ." ",Ie to be granted to new protcebon can est e app e to ensting 
iDJoetriea. industrirft, we consider that in the case 01 
Jlew industries a more definite principle can be laid down. If appli­
rations for tarifi' assistance are entertained on behalf of industries 
whirh han' not yet come into existence, and the Tariff Board has to 
f'ollsi.ll'r not facts but the anticipations of the promoters, it will 
I,~ a task (If ~reat di~culty to make a selection with any reasonable 
8l>.'iUraIH"e of sucres!';. The danger of loss to the community by ex­
t(·1I.1ill~ tariff protection 10 such industries will be great. Moreover, 
if prote:!tion is' extended to an industry before it has begun to 1 
)lroduee, or while it is produeing a yery small proportion of the 
needs of the rountry, a great and unnecessary burden will be imposed: . 
0'1 the consumer. To protect by import duties au industry which. 
liupplies only OIle per cent. of the requirements of the country is 
an extraya~ance. FurtIler, in the absence of any reliable data in 
r ... ~nrd to the cost of producti •• tl it would be a matter of great 
d:fficulty to detl'rmine a reasonaMe. rate of protection. 

102. Xot only in our yiew a~'c there strong objl'etions as a rula 
to granting tariff protection to'new industries, but the grant of such 
prot('ction is really unnecessary. We anticipate that the financial 
ncc('ssities of the Gonrnment will ensure the retention of a generru. 
IrYl'1 of revenue duties which w~ giye a new industry as much 
tariff assistance as it would require at the start. After the industry 
has dl'yeloped to some extent and shown its possibilities, it might 
then approach the Tariff Board. If, however, any further State 
Il~sistanre appears to be required in the initial stages, we think that 
it should as a rule take the form of bounties or such other forms of 
as.si~tancc as are recommended by the Indian Industrial ColDlllission. 
,,-e do not m('an to say that never under any circumstances should 
tariff protection be granted to a new industry, but we hue no doubt 
that in ordinary cases other forms of assistance are far preferable. 
J n short we endorse the policy advocated by the Hon 'hIe Lala 
TJ3rkishen LaI, "Nurse the baby, protect the child and free the 
adult. " 

103. The most difficult task of the Tariff Board will be to deter­
D~terminetion of. the ISle mine the rate of protection required by 

proteclio1l. ~n industry. This must be a matter of 
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judgment based on the fullest knowledg~. of the facts. The rate­
proposed must evidently be adequate to the purpose in view, and will 
therefore depend in part on whether the Board contemplates m~rely 
the gradual establishment of the industry on sound lines or a period 
of rap~ddevelopment_ In excrptional cases a higher rate of 
protection, though imposing a greater burden on the consumt:i', 
lYlay attain its object in a shorter time, and may therefore prove 
to be a smaller total burden than a low rate continued over IL 

long period. But this is a point which can. Qnly be determinel 
with reference to the conditions of each particular industry. 

104. In arriving at its decision we sho1.Jld expect the Tariff 
Board to take account of the relative cost o£ production in Indh 
and in foreign countries, but this factor i,n itself would not supply 
the answer to the proper rate of protection, for a high eost of 
production in India may be due in partio immediately remediable 
causes, and it would be most inexpedient to recommend a rate 
which might stereotype inefficiency. The relative cost of pro­
duction willal~o be some guide to the Boat;d as to whether a'1 

:industryfulfils the primary conditions laid down for protection. 
If. the difference in cost of production in India and other countries 
is large, there is a prima facie presumption that India does not 
possess the necessary natural advantages for the industry. 

105, The question of locality may give rise to some difficult 
Consideration ofthe 10CB- problems. It may happen that the claim of 

tion of industries. an' industry to a particular rate of protec-
tion is based in part .on difficult~s arising from unsuitable location. 
Such considerations should not' be allowed to increase the rate of 
protection. An initial mistake of the industrialist should 110t ue 
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 fav6urable localities, and in the ensuing competition 
the original concern would be unable to survive. Difficulties may 
arise, however, not ftOJl!. 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. 1t may however be at such a 
distance fromcettain 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
~tion b;y the Tariff Board, but' it would not in our opinion be 
rlgbt to,~ndeavour to seCure for an industry such protectien as 
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will enable it to compete iIi every possible market in India, if 
thill involves giving protecti{Jn appreciably higher than is required 
for the sueecss of the industry in the greater part of the· country. 

lOG. llithcrto we have dealt merely with the general principles 

Ind t · t' 1 r which should be applied in the grant of 
UB nCB CBBen la or.. • bl . d . B . 

lII,tional defence or of specia.l protectIOll to sUlta e III ustnes. ut In 
military va.lue. tliscus:-;ing the theoret,ical groundwork of 
protection we pointed nut that the principle of international 
Ilivision of labour may be 'limited by considerations of' national 
defence, in other words that there may be industries the protection 
of which cannot be justified on an ordinary economic basis, but 
~"hich yet may require protection on the broad ground of national 
liafcty. The Great War has brought these considerations into 
promincnce ; they can hardly be overlooked bS a generation which 
has seen for itsclf the widc area of the material foundations 
on which success in war is built up. Indeed there is some 
danger that this factor may rcceive exaggerated emphasis. It is 
hardly possible fo1'" any country to be completely self-contained in 
all the requisites for modern warfare. The extent to which India 
should endeavour to make herself independent of outside resources 
must be governed by practical considerations. Nevertheless we have I 
no hesitation in affirming the princi~le 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 protected, irrespective of the general conditions which 
we have laid down for the .protection of industries. 

107. The selection of the particular industries which might t.e 
held to come under the above definition is primarily a matter for the 
military authoritiel There are, however, a number of industries 
which, though of military importance, can hardly be described 
as essential for purposes of national defence. In such' case!;! 
the military value of the industry must be balanced against the 
l'conolllic cost of maintaining it, and the final decision mnst 
be based on a sense of proportion. We have had' the advantage 
of studying a note prepared by the ·Director General of Ordnance, 
dealing with the military value of ccr~ain. industries, and we 
think that the following deserve special consideration. In thl) 
fi~5t place there is the steel and iron industry. There can be no 
question .of it~ importance for pnrposes of national defence, and 
there appear to be no natural obstacles to its development in 
!rLdi~. !Il: this ~~nn~~tioI! w~ m~ilt ~a,w I!ttegtiog tc! th~ ~..!r~l!t 
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conditions which prevail in the iron and the steel industries. 
The evidence which we have heard suggests that Indian pig iron 
c~n hold its own without any protection. Steel production 0:Q. 1 he 
other ha.nd involves hlghly, technieal processe~, which until Indil\ll 
labol'.r is fully trained entl),il the importation of expensive foreign 
labour. At the same time foreign competition in steel is very 
severe. We think therefore that the. question of extending 
protection to .the manufacture of steel should be one of the first 
subjects for enquiry by the Tariff Board. Other commodities which . 
appear to us to -be of sufficient military value to warrant special 
consideration are leather and leather goods, <!opper, zinc, sulphur, 
ammonia, refined glycerine, mineral' jelly (vaseline) and ~ubbe~ 
goods. We must not be understood to say definitely that the pro· 
duction of any of these articles requires Government assistance, 
or that if Government assistance is required it should necessarily 

!
take the form of protective duties. On the contrary, in the ease of 
snch industries assistance by means of bounties or other d~ices 

. of this nature may be found suitable either in lieu of tariff protec­
i tion or iIi Mditicin to' it. Our recommendations also must qe undcr-

stood as applying only to articles the manuf-acture of which by 
private enterprise is desirable. Cordite for instance would always 
. be .manufactured by Government, and no question of protection or 
assistance would arise. . 

108. There . is another class of industries to which special 
Treatment of basio considerations apply. These are what 

industries. may he called .basic industries, by whkh 
we mean industries of which the products are utilised as ra-.v 
materials by numerous other industries :iIi India. From one point 
of view theprQtection of such industries may ~ regarded as un­
desirable, seeing that . thecffect of protection will be to raise 
the cost of the raw material of a number of Indian industriea. 
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 4t 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 iIidustrfes which have been classed as "key 
industries" under the British' Safeguarding of Industries Act, 
their products are of such importance that any interference with 
the ~JlPply, !i\1.~h ,as ;m.igh~ ,ari~e ~~m ~ cessation of imports, woul<! 
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bring other industries to a standstill. Our general view is that the 
decision whether protection should be given to basic industries! 
should rest rather on conl;iucl'atiollli of national economics than on i 
the economics of the particular industry. In addition to iron allU 
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 essential 

Trea.tment of ma.ohinery. 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 cotton 
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. For 
the development of industries in general the free import of machinery 
is evidently desirable. On the' other hand there are obvious ad­
vantages in the encouragement of the manufacture of machinery 
in India. But this 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 therafore is that when a case is made out) 
for the encouragement of the manufacture of machinery in India, 
such encouragement should be given by mean~ of bounties. 'Ve admit 
that there may be exceptions to such a rule. For instance, jute I 
being a monopoly of India, it is possible that the jute manufacturrng 
industry might be able to bear an import duty on its machinery, with 
a view to develop the manufacture of this machinery in IllLliu. 

110 . .As we have laid down the principle that, in order to avoid 
injuring industrial devcIopment, 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 In~ia, which led to the imposition of a duty on machinery, 
a.nd we admlt that the present duty of 2! per cent. does comparatively 
little 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 2! per 
c:ent. should be abolished as early as possible. 

111. In discussing machinery we have had in view mainly such 
Ma.ohinery worked by ma.nua.l machinery as is needed for the development 

orllll1mal powv. of up-to-dat~ ind~es ~~ t.Q1': ~~ improve-
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ment of agriculture and dairying, these being the ciasses of machinerY 
which have 4itherto received special treatment. Machinery on the 
other hand ,(with the exc~ption of agricultural and dairying imple­
ments) which is worked by manual or animal power is liable to duty 
at 15 per cent. ad valorellJ., illld the question arises whether this dis­
tinction is a proper ane. We understand that.. the principle 

1 underlying the distinction is that power machinery is purchased 
'out of capital which· it is undesirJl.ble to tax. While endorsing 
i this principle we think that it should also be applied to small 
scale industries, and that the co:tlCession should be extended to 
all machinery, even when worked by manual or animal power, 
which is used for industrial purposes. If for instance th~ mwort. 
of l!andlooms free of duty were a. matter of significance '6 ~e' 
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 not however consider that any special 
treatJ;Ilent need be accorded to machines which are mere labow-­
saving devices, such as type-writers and sewing machines. 

112.W e re~eived in Bombay a wiqely signed representation 
Electrical transmission from the principal users and ,!uppliers of 

gear. electrical apparatus, which drew attention 
to certain disadvantages under which the electrical- industry was 
suffedng 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 fact involve some discri­
mination against ele~tric supply, which is undesirable, and we 
recommend tnat, if a definition of such transmission gear can be 
devised which· is not based on the purpose for which the articles 

, are required, the beD,efit of the favourable rate should be extended 
to 'sl1ch transmission gear. We are however muc~ impressed witli 
the practical difficulties which arise. in attempting to administer 
a customs definition based on the purpose for which an article is 
to be used,andour recommendation is conditional on the possibility 
of a satisfactory definition being framed which will not introduce 
considerations of this nature. 'Ve wish to make it quite clear that 
Q.ur recommendation app~es only to transmiSsion gear, and not to 
electrical apparatus generally, which we do not consider is entitled 
to aUl, s:peci!ll tre~tIl1e!lt. 
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113. Raw matllrials required for Indian industries should ordi­

RIIW matorials. 
narily be admitted free of duty. By raw 
materials we m('an materials which have 

not undergone more than the most elcmentary treatment, such as 
ginned cotton, wool tops or raw rubber. This is an obvious prinei­
pIe of general acceptance in protectionist .countries, . but its appli­
cation will involve some chaJlges in the existing Indian tariff. For 
instance we have had many cOUlplaints regarding the import duty 
on sulphur, which is a raw material for many industries, and the 
Tata Oil Mills Company have eomplained that their industry of 
extracting oil from eopra in Southern India is handieapped by the 
impcu·t duty on copra. In both these eases there appear to be good 
rellsons on ordinary protectionist principles for removing the duty. 
There may of course be instances in which it is found neeessary 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. It is true 
that in many eountries 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 21 per cent. on f~od _~rains. This 
duty was imposed in 1916 aud appears to us to serve no useful 
purpose. In normal times the import of food grains into India is 
negligible: in times of scarcity, when grain is imported in appreci­
able quantities, the duty is suspended by executive order. It has 
been in suspense now since January 1921. We also notice that oil­
seeds are subjeet to the general rate of duty of 15 per cent. We 
would suggest that this duty alRo might be removed; in aecordance i' 
with our general principle that when no duty is required for pro- \ 
t('cti"e purpos('s the raw materials used by. any industry in India l 
should he left fl·ee. Difficulties arise only when there is a question 
of giving protection to the raw material. For instance there might 
be some doubt as to whC'ther silk worm cocoons should be admitted 
free in the interests of the silk weaving industry or should be 
protccted in the interests of the silk worm, ;rearers. 

114. There is one important commodity, which may b.e regarded 

Coal. 
as the raw material of nearly all industries, 
and which requires speeial mention. An 

abundant and cheap supply of coal is the foundation of future in­
dustrial progress ill India .. for, though water power provides an alter-
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native, it is limited to certain localities owing to the impossibility of 
transmitting .electric power over great di'ltances. Coal is under our 
definition a basic industry, and one the devclopment of which is of the 
greatest importance to industries in gencral. There are great dc~ 
posits of coal still unwor~ed in India, for the development of which 
capital is required; but. capital will not be forthcoming until the 
coal industry is placed on a more profitable basis. It may be argued 
therefore that assistance to the coal industry should be given in the 
general interest,s of the industries of India, and that for this purpose 
a protective duty should be imposed. . A revenue duty of 8 annas 
a tan has been in force since 1916, and the Indian Mining Federation, 
Calcutta, f;ngge~tedthat this.shoul~. be raised to R~. 5 a ton .. This iS

J 

I
however, one c:[ those cases III WhICh we are convlDced that the J)fO- • 

tection of the basic industry or raw material would not be to the 'ad­
vantagc of the country as a whole. Cheap coal is essential to indus­
'tries and we are not prepared to recommend any measures which will 
make coal dearer. Moreover there is reason to believe tnat the coal 
industry is suffering from a special and temporary disability. It is 
notorious that the railway facilities for handling coal have become 
entirely· inadequate. This serves to restrict the market,. and also to 
deprcss the price for that portion of the market, viz., railway (l('m­
panies themselves, to which there is a certainty of being able to make 
delivery. We have'Ilo doubt that these conditions have reacted most 
unfavourably on the coal industry, that till they are removed no 
measure. of protection would bring prosperity, and that when they 
are removed the industry Will need no protection. The cure there­

ffore lies in a rapid development of railway facilities, as a result of 
:; which we believe that output will be increased and a more favourable 
:igeneral level of prices will be obtained, though the price of coal to 
: industries may actually fall. Our general conclusion is that on 
: 'principle there should be no import duty on coal, and we recom-
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 

P rtl f tur d 
conflictiDg interests are more likely to arise 

n y manu no e goods. h" - h f' t . 1 . . t an III t e case 0 prImary raw ma erIa s. 
The fundamcntal difficulty is that a duty imposed on partly manufac­
tured goods -has to -be' carried on to a greater or less extent into the 
duty iinposed on any finished articles into whose composition they 
enter. If- for instance the finished article in itself requires a pro­
tective duty of 15 -per cent.,' and if a duty is imposed on any materials 
whicl). are useq in making the finished article? then the dut! of ~5 
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per cent. will have to be increalScd to compensate for the addi?ollld 
co~t of mailUfadure caused by the taxatioll of the partlyfimshed 
goods. It f(lJ!ows therefore that the ideal, from the point of view of 
the treatmeut of the finished goods, would be ,to leave the partly 
filli>lt~ll gOOU!! 1l'ee. But it may often happen that the partly flnislwd 
goods a1'10 require ;protection, or possibly the partly finished goodfl 
may l'cquil'e- protection and the finished goods may not. A ense iu 
which some ndju!>tment of this nature seems to })e called for is that of 
pl'intillg ink, 011 "hieh there';8 a duty of 21 per cent., whil(! the raw 
nlatcrials hom which it is manufactured in India pay a duty of 15 pbr 
cent. The existing tariff rates clearly operate ,to the disadvantage of 
this Indian industry. The whole question is essentially a practical 
one, ahd no definite,principle can' be laid down. The Tariff Board 
may sometimes have to decide which stage of an industry offers 
the best immediate results, and to give the necessary protection 
to that stage, either followhlg 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 
sta~es iij not a matt~r of imInediate practical politics. These COli­

lSiderations bring out clearly the difficulties of dealing with basic 
industries by means of import duties. An impo,rt duty on a basic ( 
industry may in~olve 'compensatory duties being placed on a i 
number of products which in themselves may require no pro:. \' 
tection. In such cases, as we have stated already, the better way 
may be to assist industries by bOUJlties. ,. I 

116. From our general remarks it will be clear that in our view 
revenue duties should :pot be imposed on 

Tho duty on ootton Yntn. partly manufactured articles destined to Le 
wOl"ked up further in India, ~less a reference is mad~ to th~ 
Tlil-iti Board ill regard to the probable 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 ,vas at til'st decided that the e~cise duty to countervail 
the import duties should be imposed on yarn and not on piece-goods ; 
.. nd accordingly 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 
~ecided ~hat, as the India~ finished PI:O~qct :w.!!:~!~ bl! ~!X!l~ 1h~;r.!1! 

J[ 
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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 
~port .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 to 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 situatio:ri, proposed the imposition of a 
duty at the rate of 5 per cent. ad valorem on imported cotton 
yarn. The pr~posal was accept!ld and passed by the Legislature. 
We feel that we.are not ill a position to pronounce any definite 
opInion regarding the propriety of this duty. But we recommend. 
Rtrongly that in view of thc fact that the duty has been impC'sed 
without, as far as we are aware, any detailed enquiry.into its 
llossible effects on the intere!'ts concerned, . and t!tat in ac('ordance 
with our general principle no duty should be imposed on a 
paltly manufactured article like cotton yarn until the effect has 
been carefully analysed by the Tariff Board, the question of the 
continuance of the duty on ~otton yarn should be referred at an 

.' early date for investigation .and rcport by the Tariff Board. The 
evidence which we received from those interested in the maintenance' 
of the handloom indust'ry was that the great bulk of imported yarn 
is consumed by the handlooms, that the 'pse' in the cost of the cloth 
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 wnoleof 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 con­
fer a clear advantage on the power looms. The weaving mills 
for the most part obtain their yarn froll1 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 liuty, whether they 
pur.l,l.has~ impQr~e~.,9r l!l~ian m~~ yarIl' The Tariff Board, will 
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have to examine the validity of these contentions and also the 
question whether any duty on cotton yarn is required for pro­
tective purposes, for though the present duty has been !lllPO!'cd 
by the Government purely in order to raise revenue, the advocates 
of the duty regard it with satisfaction as a measure of protel!tivu. 

111. We have now stated generally the principles in accordance 

ProoRutiona to Socure tho 
retluotion or withdrawal of 
prot~oth)n, wh~n the cir­
enm.t"nces ju.tify thi •• 

with which we hold that protective duties 
may be imposed. But the function of the 
State is not completed when a duty has 
been imposed. If protection follows the 

lincs which we contcmplate, most of the protected industries will 
after a longer or shorter period be in a position to dispense with 
protection altogether, or at any rate to maintain themselves with a 
considerably reduced measure of assistance. No one who has stud i­
etl the history of protectionist countries can be blind to the fact that 
it is far easier to impose a proteeth-e duty than to reduce or abolish 
it. ~\s an industry grows cconomically, 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 a period and at unnecessarily high rates. It is t"rue that, 
under n system of protection, when the local producers are in a 
position to supply the entire local demand and are as efficient as 
their foreign rivals, th!' protective duty becomes largely, if not 
altogeth!'r, inoperative. Bt;t this condition may not arise for 
many years, and in the case of SOI1le industries may never arise. We 
have to consid!'r therefore what measur!'s can be taken by the State 
to regulat!', aud when they have fulfilled th!'ir function to remove, 
))}'otective duties. Some witnesses, realising the difficulty of reduc­
ing or abolishing a duty in oppositiqn to the vested interests which 
:J.rc likely to grow up, sUg'g'!'sted that when a protective duty is im­
posed it should he imposed only for a definite p-eriod, 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 
forl'~ee the future conditions o.f an industry. If, for instance, a 
time limit of 15 years were placed on the protection given to a 
partil'uilll.· industry, it might happen that within the period of 15 
years new conditions arising might make the protection of the 
industry as es~ential at the end of the period 8S at the beginning. 
Protection in Imch a ease would inevitably be extended. But a 
time limit which was not alwayc; observed would soon lose all its 
effectiveness. To ayoid such a contingency the Government would !>e 
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tempted to fix a verf distant time. limit, so'distant as to give little 
real security to the consumer. And indeed it must be conceded that 
the period required for the establishment of an industry will not 
ordinarily be short. The emment American economIst, Professer 
.Taussig, who was the first Chairman of the United States Tariff 
COJninir.sion, writes: "The length of time to be allowed for t.ho. 
experiment should not be too brief. Ten years are not enough; 
twenty years may be reasonably exte:Q.ded; thirty years a I'P. not 
tle~essarily unreasonabie." It is hardly to, be expected that 1111 

induF.try would be a1>le to establish itself in India in any shorter 
period than. li,;. required in so highly developed a country 
as the ·United States. It would be necessary, therefore, either 
to fix a time limit so remote as to have little practical meaning, ' 
or to fix one which might well prove inadequate and would certainly 
fail to give the industry that feeling of security for the future 
which is one of the .most important results of a policy of protection. 
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 cal'l satisfactorily maintain its. control over 
protected "industries is that the Tariff Board should be charged with 

, the duty of watching the effect 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 iJidustry after any definite stated period. But 
on the other hand it is important that the direction to watch the 
effect ot the duties should not be expressed too generally, for in that 
case we do not anticipate that any practical 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 
b" UIlderstQod clearly that the review when made should take the 
form of a def;inite enquiry into the condition of the industry and the 
desirability of continuing the duty· at th~ existing rate. 

118. These reoommendations appJy primarily to industries Wl1ich 
are thriving under protection. It is possible however that some 
industdesto -which protection has peen 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 succeeding, it should recom­
Plen!! tbe withdr~wal of pro~ection, 
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119. We have already explained, that we contemplate a hIijf 
Taxation ot artioles not consisting partly of revenue and padly of 

requiring protection. protective duties; and we have now to 
consider wnether any principles can be laid down 1=or regulating 
the rates of taxation on articles to which protectionist considera­
trons do not apply. The mere fact of an article not requiring pro­
tection will not justify its being taxed without consideration 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 manufacture 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 conspicuous example of such a case 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 
lowest possible rate of taxation; and if the revenue necessities of the 
Government force it to contemplate the imposition of taxation on any 
j;ucn article, it should not be imposed until the Tariff Board hM 
been eonsulted and has given its view as to the desirability of taxa­
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 
accordance with the recognised principles which govern such 
taxation. When a large reY(;Due i!; required it is generally f(Jund 
that taxation has to be imposed on articles of almost universal 
consumption, which may be classed as necessaries, but in g(,lleral 
the necessaries of life should b'e taxed as IIghtlyas possible. High 
duties may reasonably be levied on ItLxUries, provided carC19 
taken that the duties are not pitched so hlgh as to pass the point 
of maximum productivity; 

121. When the system which we contemplate is in working order 

Treatment of industries in 
the period intervening before 
the oomplete establishment 
'of the sy.tem. 

ewry industry which considers that it has 
a claim to protection will have had its case 
invef>tigated by 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 
wjth reference to the principles indicated i~ paragraph 119, will 
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ho regulated solely in accordance with the fi~ancial need.'1 of the 
Government. We recognise however -that there will be a transi­
tiun period while the Ta:r:iff Boar"d is making its initial cl'<!uiries. 
It might happen that in this interval the Government wi;;hed on 
revenue grounds to diminish a duty which the industry concerne-d 
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 OIi the amoun(of protection, if 
-any, required; and we urge that, in considering any such C~lSi~. 
the general principles of our rccommendations should be borne 
jn mind. It might also happen that some important industry 
needed immediate assistance, before the Tariff Board had come into 
existence. In such a case we ~ho"\lld not expect Government to 
feel itself debarred from considering the claims of the industry, and, 
if satisfied, recommending to the Legislature the grant of the 
necessary help, pep.ding fuller investigation by the Tariff Board. 
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CHAPTER VIII. 

Supplemenlal'y Measures. 

122. We have given our reasons for advocating a policy of pro­
A moro induBtrial billS in tection ill India and we have outliueu ihe 

prilUllry eduoation. principles in accordance 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 desire. 
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 . alway~ suitable to the development of a more 
elTIeient industrial population. We would suggest that the primary 
school curriculum should include some form of manual training, and 
til at 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 regaru 
to the supply of induslrial labour would be likely to diminish. '!'he 
difficulty as we have explained 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
ment in quality is necessary. Too long 

TraiDing of apprenQces. 
has India been dependent in the more 

skilled branches of industry on imported labour, and nothing is 
more likely to cheapen. the cost of prQduction. ~ Indian industries 
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than the replacemen~ of imported skilled labour by equally efficient 
Indian 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 precess the Government should make it 
obligatory on all industrial concerns in India to give facilities f!l.r 

-technical training to Indian ap~rentices. 'Ve fear, however, that 
t.he training given under such a system of eompulsion would 
be of little value, and we belleve that economic forces by themselves 
are rapidly producing the results which some would endeavour 
to secure by legislation. Imported labour in India is now SI) dl'ar 
that industrial concerns are driven ... by . regard to their own 
iuterests, to. endeavour to train 'up Indian labour to take its place. 

- 124. There is one direction however in which we consider that 
Government could with advantage take action. W!l think that 
~henever important Government orders are placed with firms 
outside India, one of the conditions of the tender should be that 
the firms should, jf required, agree to afford facilities for technical 
training to Indian apprentices sent by the Government of 'India. 
The competition for Indian orders is so great that iIi. practice we 
believe few firms' would decline to accept such a condition, and 
consequently the adoption of the policy would 'entail no appreciable 
. extra expenditure on the State. 'Ve observe that a resolution in 
this sense was moved in the IJegislative Assembly by Sir Vithaldas 
Thackersey on the 23rd September 1921 and was treated 
sympa~heti.!lally by the Government. 

125. We have referred to the necessity of increasing the supply 
In0reasod r,nobility of of suitable labour and have suggested that 

labour. better methods of education might tend to 
achieve t.his result. yv e think it is possible' also that the existing 
supplies of labour might be made more mobile by some system, of 01'­

g!lnisation. 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. . . 

\ 126. Th'ere is another subject, and one of Ii more contentious 
The rail~ay rates policy natur~, which has an important bearing on 

!,ndit~ ,elfect 011' Indian the success of the policy of protection which 
.Industries. . we advocate. It has frequently been urged 
that the system' on' which railway rates are fixed is injurious 
to th~inter~sts of lndustri~s; ~t is p.~t~con~~iv~l>l~ th§t ~ P<l.li~l 
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of protection to indm;trie!'l might to Rome 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 
consequcntly the penalty on thc general public, was higher than 
it otherwise would be. The Indian Industrial Commission received 
much evidence 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 fl'om persons interested in industries in many 
parts of the country to the effect that the '-Ystem of railway rates 
opcrates to the disadvantage of Indian industry. 

127. Broadly speaking the charge is that the rates are so 
framed 3S 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 manufactul'e~ to the 
detriment of Indian industries, which often ha\'e 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 marl{('ts. We had the advantage of 
discussing the existing policy of railway rates with a member of 
the Railway Donrd supported by representatives of the East Indian 
lind the North-Western Railways. We were shown that in more 
than one instllnce the rates mcntioned to us by witnesses were 
incorrect, and that the facts did not support the allegations made. I 
The official view of the matter is that the complaints are largely 
unfounded and that the raHway companies are fully alive to the 
importance of encouraging Indian industries. In support of this 
view we were rcferred to a circular issued by the Railway Board to 
all railway companies on the 18th May 1915. In this circular it 
WIIS pointed out that the establishment of indastl'ies cannot fail 
directly or indirectly to increase the business of the railways, lind 
that the administrations of railways have it in their power to do 
much for the encouragement of new industries by the quotation of 
favourahle rates for the carriage of the raw materials and of the 
finished products; and the railway companies were asked to co­
{.perate in maldng a Rpceial endeavour to do all that wa;J pos~~ihle 
for the encouragement of indi~enous industries. The principles laid 
down in this circular are beyond dispute. The recommendation 
made is &ne which we entirely approve. But we feel bound to 
point out that this circular was issued in 1915, that the Industrial 
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Commission reporting in 1918 drew attention to complaints 
indicating conditions quite inconsistent with the policy enunciated 
in the circular, that the Ra.ilway Committee in 1921 received similar 
complaints and that exactly the same complaints were made before 
us in 1922. We -cannot believe that these complaints are entirel,. 
without foundation. In spite therefore of the sympathetic attitude 
of the Railway Board and in spite of the fact that this question has 
already been dealt' w.ith by two important 'Commissions within the 
last four years, we think it necessary to refer to the matter briefly 
in the hope <?f emphasising points which appear to be accepted 
generally in thcory, 1¥lt do not always seem to be translated into 
practice. 

128. We cannot do better than state our general agreement 
Priuoiples which should with the views of the Indian Industrial 

govern the policy of railway Commission on this question, and in 
ratel. particular endorse the following of its 
recommendations :.-

(1) "The governing principle which, we think, should be 
followed in railway rating, so far as it affects indus-

I tries, is-- that int'.lrnal traffic should be rated as nearly 
as possible on an equality with traffic of the same 

I class and over similar distances to and from the ports." 
The Industrial Commission pointed out that this principle 

must of course admit of numerous exceptions, but they pressed for 
, its acceptance as far as possible in the case of raw materials con­
veyed to, -or manufactured materials conveyed from, Indian manu­
facturing 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 effect on Indian industries. 
We specially endorse the recommendation that machinery and 
:5tores destined for industrial use in India should be transported at 
the lowest rate possibl~ . -

(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 pfllicy 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 hand1es traffic over only a short distance, and we are not in a 
,~. . ~-~.- . - , 
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position to Sll~ 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 concel'!led 
would involve serious practical difficulties. 

(3) We recognise with the Industrial Commission the ~anger of. 
a pulicy of individual concessions to industries and of treating railway 
rates all an indirect method of subsidy by the State. But we think 
that within the limitations laid down by the Industrial Commission 
it is not unreasonable that §llecial rates should be granted for a term 
of years to llew industries, and even to others if they can make out 
a propcr casc for special treatment. We do not contemplate that the 
invcstigation of such claims to favourable consideration should be 
part of thc duties of the Tariff Board. 

129. We notice that the Railway Committee have made a 
pl'Oposal which if accepted may go far to 

Prop.led Ratel Tribunal. • • remove the eXlstmg 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 railway:!. 
'fhi" ,vonld remove thc complaint that is sometimes made, that 
hitherto the trader has had to appeal to the raiJway against its own 
decision. 'Ye think that, if the fir::;t recommendation of the Indus­
trial Commission cited in the preceding paragraph is accepted, and 
the ratcs tribunal is established to adjudicate in any cases of special 
complaint, the whole system of railway rates will be placed on a 
much sounder foundation, and there will be littl~ fear that the mil· 
way policy will adverscly affect the development which th~ tari1f 
policy is intended to achieve. 

130. We received not a little evidence of the inadequacy of thel 
Improvement io re.ihray facilities at present -provided by the railway 

faoilitie.. companies. This however is a fact in thei 
existing transportation system of India which is well recognisedJ 
is due to well-known causes and is in process of being remedied as 'I 

rapidly as money can be provided. We hope therefore -that the' 
development of our policy will not long be impeded by the preseBt 
deficiencies of the 'railways of India. 

131. Somewhat patallel to the complaint~ about railway rates 
Lowerlns: of coastal lhip- are the complaints which we have reet.ived 

plDg l'1\tes. about coastal shipping rates. The ca\lsea 
are different, but the results are stated to be the same, namely, 
that ln9.ian goods are handicapped in transmiSflion iD. compan,so1'l 
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with goods from fQreigncountries. Uates hnYe been quoted to u, 
,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 countries. 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. l1'he cause of the high rates in the 
Indian coastal trade can, according to their 'Critics; be summed up 
in the. one word ' monopoly.' It is suggested that tlie existing 
monopoly can best be Jl\.et by the development of an Indian 
,mereantile marine:-} As, in ('o~nection with tl!2 resolution moved 
~y Sir Sivaswami ltyyar in the Legislative Asseinbly on the 12tb 
January 1922, the Government of IndiaJJ.ave accepted the necessity 
of a thorough enquiry.into the measures needed for the encourage­
ment of an Indian mercantile marine, it is unnectlssary for us to 
do more lhan express our belief that a successful issue to this policy 
should have a favourable effect on coastal freight rates and assist 
industrial development. 

132. '.Chere is however one special feature of the existing system 

i 
' . to which we think it, necessary to draw 

Sh pplllg rebat.ell. tt t' Th t f hi' b tc • a en IOn. e sys em 0 s ppmg re a s 
is one of the strongest buttresses of ·monopoly. I It is clear that an 
:lrrangement whereby a certain percentage of 'ilie freight paid is 
returnable to the shipper at the end of twelve months, provided 
no cargo is shipped by any outsi~ line, is- a powerful weapon for 
maintaining a shipping monopol~ Other countries have recently, 
legislated against this sYl?tem, and we think that the Government of 
India should make a thorough enquiry into the desirability of 
initiating similar legislation in India. 

133. We have discussed the possibility of protection being 
Measures agaiBst neutralised owing to the ~xistence of unfair 

dumping. railway or shipping rates. But thero is 
another important class of conditions whereby the protection 
designed for an industry may be diminished or cancelled. )j?umping 
has been for many years a subject of complaint aIllong manufacturers 
who considered that they were subject, by such m~thods as the word 
is generally und~rstood to 'convey, to the' unfair competitio.a of 
for~ign" ,industries. But it' was not until th~ consideration of, 
economic, problems after the 'war was taken up that dumping began 
to loom large in thel public mind in most countries as a serious 
»~ljQ~,!~ dall'ke~. N~ ~ne coulq ~O}~~~E! the !,lature ~~ ~he economic 
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competition after the war, and there was a general feeling .of 
nervousnes8 in case enemy countrie8 in particular adoptell this 
method for re-introducing their mdustrie8 into the markets of the 
world. The actual course of events has not accorded with the 
apprehensions entertained, while the issue of the war wa:; still 
undecided, by the Governments whicIi took part in the Paris 
Economic Conference. But the ideas at that time engendered gave 
an 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 
D II • • d i frequently used to cover any kind of severe 

e mtion of ump ng. as well as unfair competition. But the j. 
practical definition of the ferm which emerges from a general study 
of the legislation directed • against it is the sale of imported mer­
chandise at ~n 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 consumex) 

135. It is necessary to see how such a condition arises and why 
• it should pay the foreign manufacturer to 

Its causcs, I h f h . supp Y t e consumers 0 ot er countries on 
favourable terms.\.. The most ordinary way in which dumping may 
arise is as the result of over-production, a sudden fall in demand 
leaving a surplus stock to be disposed ofJ Instead ~f reducing output 
too drastically it may pay manufacturers to continue prodllciIlJ 

. (j,uantities somewhat in excess of the real demand, and to get rid of 
the surplu8 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 th~re, 
and in an industry which benefits by mass production,\ it may pay 
the manufacturers to produce much larger quantities blan can be 
consumed ill. the home market, provid~d the surplus can be dis­
posed of at a price which covers the bare cost of manufacture:1 In 
such cases there may be a systematic process of selling goods a~road 
at a price below that at which they are habitually sold at home. 

) I."inlilly ther~ may be exceptional cases in which an industry deli­
·t...o~rat~ly 8upplie8 good8 at a loss with a view to extinguishing a 

gQr~igg ~~~trY. ~~ th~r~by s_~cm:i!lg ~. ~Q~PQly' Q~ th~ fQ~igg 
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market, in" the expectation that it will recoup its losses by enhanced 
priccs when its rivalS have been driven out of existenc~ 

136. It remains to consid~r the effect of dumping on the country 

Its effects. 
which receives the dumped goode. It is 
obvious in the first ,place that, provided the 

country receiving the goods neither manufactures nor wishes to 
manufacture goods of a similar kind, it receives no injury, but a 
clear gain, from getting .goods at particularly low rates. LThe injury 
that dumping may do is only to the industries of the country into 
whieh the goods are dumpe~ If the dumping is purely casual 
arising from some temporary mIscalculation of productio~ in an&tbcr 
eountry, the injury done to industries is. also temporary and 
casual, and is probably not of sufficient significance to demand 
special protective measures.l If the dumpillg on the other hand "is 
of a moresystematie naturCfl the injury done to the home industries 
is likely to be more serious. It produces a feeling of insecurity, and 
may well demand some special measures. lIn the third case, where 
the dumping is deliberately designed to destroy an industry in 
order to secure a subsequent monopoly, it would be clearly incumbent 
on the State to take measures to prevent the sueeess of such a policyJ 

137. Dumping being defined with reference to the price of the 
Difficulty of proving the goods in a foreign market, it is naturally a 

existence:.of dumping. matter of considerable difficulty to prove in 
I any particular case that dumping is taking place; and it is not 
i easy to say whether at the present moment.any dumping into India 
is in progress. The 'fata Iron and Steel Company, Limited, gave us 
some figures purporting to show that English steel was baing sold 
below the cost of production. The paper industry also complained 
th3t English and German paper wa, being dumped in India, und 
there have been allegations that cement is landed in India at a cost 
which indicates dumping. In none of these cases h~wever 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 oLmaintaining such agents in more than 
a few countries would bc very considerable. We understand that 
the Canadian anti-dumping legislation has been worked with fair 
success, because it is comparatively easy for Canada to obtaiB 
reliable information regarding prices in the United States, which is 
the main source of her imports. But in countries less favourably 
si~~teil th~ c.~~~tiQIl Qf iDIorm~ti~ll, WQ!lld b.e mQre. mm~ul~; 
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138. The legiRlation in Canada was the prototype of most of the' 
Leglalation in other early legislation against d~ping. Its main 

eeunirie.. outlines are as follows. Action is r!lstricteu 
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 market 
value of the same goods when sold for home consumption in tll& 
country whence they are exported. If the export price is 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 differeuc~ 
between the two prices. The Act passed by the United States in 
1921 differs from the Cauadian Act mainly in the fact that no action 
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 certain kind of foreign goods is 
injuring or is likely to injure an industry in the United States 
or i8 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
guarding of Industries Act is in one respect similar to the United 
State~ Act, in that the application of the dumping duty is not as in 
Canada automatic, but is preceded by an enqui.ry. The enquiry in 
the United Kingdom however is of a more deaborate nature than 
that in the Unite(l States. - -

139. In view of the comparatively few cases in which dumping 
Suggested logislt.tion in India has been alleged,lwe do not think 

for IndiB. it expedient to recommend the enactment 
of It measure fig-amst dnmping~ such as that in force in Canada, 
which has genEral and immedIate effect. W the same time the 
possibility that action may be required cannot be ignored~ more 
especially in vicw' of the fact that the recent anti-dumping itlgisla­
tion passed in so many countries will tend to concentrato such 
dumping as may take place on those countries which nave not 
protected themselves. We therefore recommend that the Govern­
mcnt should consider 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 heen established that dumping is taking 
place, and that it is injuring or is likely to injure an Indian industry. 
The Customs Tariff (Industries Prl'servation) Act, 1921, passed by 
the Commonwealth ef Australia in December 1921, eontains ~ 
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provision which we think would be generally suitable to -Indian 
conditions. Section 4 (1) and (2) of the Act runs as follows :-

I< If the Minister is satisfied, after enquiry and repQrt by the 
Tariff Board, that goods exported to Australia, which. 
are of a class or kind produced or manufactured in 
~ustralia, have been ot: ar~ 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 Mjnister 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, 
collected 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 

0' the dumping duty')." 

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

140. A kindred problem which has been agitating the public 

I , ..... --- c tri • mind recently is the possibility and the 
mpe'-.a lrom ouu es 1U , 'I' . f k' . l ' . 

wh~ch the ~xohange is desIrabIIty 0 ta mg specla actIon agaInst 
Bel'Ieusly 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 A,ct to which reference has just been made. We realise 

\that a depreciated exchange may give rise to serious temporary dis­
Iturbance of the normal course. of competition. But this sitUation is 
liJrely to be temporary only. When the exchange of a country b8~ 
stabilised itself even at a very low figure, the nece~sary 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 country 
in its export trade, Here again we do not wish to recommend that 
any action should be taken without full enquiry by the Tariff Board. 
We consider that it woDld be advisable to include in the anti-dnmpin~ 
legislation already recommended a clause which will give power to 
th~ Governme:Q.~ to t;tl\:e action, if after enquiry su()h !1cti()Il appea~ 
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to be neeessary. Th~ provision of tho ~ustralian :Act runs .s 
follows :-

" If the Minister is [.3tisfied, after enquiry and report by th~ 
Tari1f Board, that the exclumge value of the currency: 
of the country of origin or export of any ~ootls has depre­
ciated, and that by reason of such depreciation goods 
have been or are being sold to an importer in Australia. at 
prices w~ich will be detrim~ntal to an Australian industry, 
the Minister may publish a notice in thc Gazette specify­
ing thc country as to the exchange valuc of the currency 
of which he is so satisfied, and the goods originated in or 
exported from that country to which, in his opinion, the 
provisions 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. U action is to be takeu to protect Indian industries against 
Countervailing dutiel agaiust the action of individuals in foreign coun-

upo,", bounties. tries resulting in dumping, or against 
sueh general conditions as arise inevitably from a tempcrarily 
depreciated exchange, it is clear that protection should equally be 
atrorded against any deliberate action of a foreign State tending to 
stimulate its exports at the expense of any Indian industrj. But 
this branch of the subject is already covered by Act XIV of 1899 
which was passed in order to deal with the export oounties on sugar. 
The Act is worded generally, and provides that where any country 
pays directly or indirectly any bounty upon export, th~ (lovernor 
Ueneral in Council may by notification in the Gazette of India 
impose an additional duty on importation into India equal to the 
net amount of such bounty. This provision appears to give all the 

osecurity that is required to counteract any system of export 
bounties, ant!' provjdes an opportunity for any industry which feels 
that it is being handicapped by such export bounties to approach 
the Government of India with a view to the imposition of counter­
niling duties. 



CHAPTER IX. 

The Principles of Excise Duties. 

142. The taxation of locally produced goods is a factor which 

Th t 
. f • d t' must be taken into account in any scheme e nn ure 0 eXctse u les. . 

and the commoditiell on of protectIon, because such taxatIon may 
which they are levied. neutralise the protective effect of impol~t 
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. • 

I
, :143 .. Excise duties, 0: excises as they. ~re sometimes ca~e~, may 

be defined as taxes leVIed on commoditIes produced li'lthin the 
,'country and destined for local consumption. Under modem COll­
(iitiolls they are usually .levied on coIIimodities in the hands of the. 
producer or wholesale trader, a drawback being allowed if the. goods 
Ilre subsequently exported. Many English writers in the 17th 
century advocated a wide exten~ion of this form of taxation, but it 
'Proved unpopular in practice, and the' tendency of modem legislation 
in the United Kingdom has beeri to throw the'largest possible burden 
Qf, excise taxation on alcoholic .drinks, and to exempt, .'as fal" 1\8 

possible; other articles. In most civilised cOlIDtries' alcohol and 
tobacco have been' selected as' suitable objects 'fOF . excise dutieR, 
mainly because they are luxuries of general ·consumption and 
consequently yield a large return to the exchequer,~arid partly because 
restrictions on theconsu:tnption of these commodities' ar" generally. 
regarded as benefichil, or at least not harmful. Iri the British coll)uies 
an,d the United States of America (except d,uring·the periods of the 
C!ivilwar and the war with Spain in 1898) excise taxation bas 
generally been confined to these articles. But on the continent of 
Europe 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 sys4lm of State 
monopolies, under which the whole profits froin the manufacture of 
excisable articles, such, as tobacco and matches, are secured to the 
St~te, In Egypt af~r the establishment if two c~tton inills In 
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1901 the Goverumeut 8ubjcctcd theie product to a consumption tax 
of 8 per cent. 88 compensation for the loss of customs revenue. 
In Japan cotton cloth is subject to a consumption tax, which COID­

pri~es both an excise duty on home production and a surcharge on 
the customs duty on the imported article. A rebate is allowed if 
thc cloth is exported. Japan also levies a consumption tax on 
kerosene and an excise duty on sugar. In India excise duties have 
IOJlg been levied on alcohol, opium and hemp drugs, and the accepte~ 
Jlolicy is to keep the rates at a level which will produce the maximumj 
01 reVCJlue with the minimum of consumption. An excise duty (at 
prcsent Us. 1-4 per maund) is also levied on salt, about half· the local 
()utturn being manufactured by Government; from 1917 a duty 
of 6 annas a gallon has been levied on motor spirit ; and in the 
('UlTent year a duty of one anna per gallon has been imposed on 
kerosene. .A history of th~ 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 

IOCldenoe of eXCla8 dutiee. • ti'cl f a1 t' d th ar e 0 gener conswnp Ion an ere-
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 coinparatively small minority, 
and the mass of the people are more nearly affected by the excise! 
on saIt, cloth and kerosene. A furtner difference lies in the fact that 
in Europe the excised articles are generally produced mainly within 
tho country and their price is therefore determined by the cost of 
lLome production. Competing articles imparted from abroad are 
usually aubjected to a customs duty countervailing the excise. 
Consequently, the whole of the tax usually tends to fall on the con­
sumer, and i't is generally regarded as purely a consumption taL 
In India, although about two-thirds of the cotton cloth consumed is 
locally produced, the imports ar~ the main factor determining prices. 
This fact has been clearly brought out by Mr. A. C. COllP!'2.ugh in 
the tables and graphs appended to his "No.t.es...J>Jl..J.udi(\n .. ~i~c~: 
Goods Trade." In the case of this commodity, therefore, the exci:::e 
duty falls on the prod.ucer who is, however, able to meet it from the 
enhanced price that he obtains for his goods owing to the duty on 
imported cloth. In the case of kerosene also, where the rec~nt1y 
imposed excise duty has been countervailed by a corresponding 
enhancement of the import duty, it is probable that the excise duty 
will f!U mainly on the prodllCer, or in other words that the 
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consumer will not have to pay the e~cise in -addition to' the enhancc~ 
import duty. . 

145 •. Theoretically, the imposition of equal. excise and import 
Their ecoDomio justifiea- duties is a.sound method of indirect taxation 

tiOD. / m. cases where the home industry does 110t 
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 II every 
tax ought to be so contrived as to take out and keep out of the pockets 
of the p~ople as little as possible over and above what it brings to 
the pub!ic treasury of the State." To take a practical illustration­
suppose it is necessary to obtain a revenue of a crore of rupees 
from ,an article of which the imports are worth 10 crores and the 
local production is of the same aggregate value.' Assuming that the 
local and the imported articles are' of identical qmilities 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 

- figure; 1f resort were had to an import or an excise 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 ease. The consumers would 
thus have to pay an extra 2 crores in order to secure 1 crore to the 
Governnient, while the producers (local in the case of an import duty 
and foreign in the cas~ of an excise) would pocket the other crore. -

146. Many of the ewitnesses have shown a disinclination to look 

C d't' in E 1 d at the' question from this economic point 
OIl, 1 IODS. ng an . f' , '1' I 

make a. cotton excise in-' 0 VIeW, owmg mam y to the genera 
appropriate. prejudice against the- cotton excise duty, 
:with which we shall deal in th~ 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 auty is levied in England. Such arguments 
from analogy must be viewed with caution when the circumstance:! 
of the two -countries are so different. We have pointed out aboye 
that the Briti~h T;easury is abl; to tax the general population by 
means of heayy ex~_e duties on alcohol, and that this excise does 
~.pt have the same wide incidence in India. We have also point~d 
out in P.~!ilg~Pl! 60 that indust!~l ~QnditioDl! m England ~er 
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radically from thosc in India. Thc difference is marked in the casc 
of cotton cloth, of which India con8ume8 more than she produces, 
while in England it forms a vital part of the export trade. Sillcc 
"he adopted the policy of free trade the United Kingdom hall 
imp08ed no import duty on cloth and consequently there has becn no 
question of an excise. When the cotton industry enjoyed protection 
in the 18th and early 19th centuries, an excise duty was not con­
tiJered inappropriate. In 'fact excise duties on cotton cloth \VC!"I! 

actually lcvied in England for nearly half a century, 'viz., from the 
year WL1ilL~. As free trade ideas gathered strength, these 
dutics werc swept away with the import duties, and, u. the 
iudustrial organization of Great Britain developed on modern lincs, 
the Treasury .learnt to rely morc on direct taxation as causing less 
disturbance to that organization. In IBdia on the othcr hand, 
us we have shown in Chapter V, therejs.n.ot much scope for further 
direct taxation, and the GoverruDeD:t has to obtain a COll8iderabl~ 
ll-Oitionof"fts revenue from indirect sources. For the above reasons 
we do not consider that the ~xample of the United Kingdom in any 
way conflicts with the vicw that we have taken in the preceding 
paragraph as to the economic orthodoxy of excise dutie8. 

147. There are, however, practical limitations which 8hould be 
The limitatiolUl of excise borne in mind in considering any possible 

duties. extension of the rangc of excise duties. 
Such duties are uDsuitablc to small or scattered industries, as col­
lcction in such cases is unduly costly and apt to bc vexatious. More­
('YCl', th~ duty, which from the economic point of view may be 
l'c~arded as an addition to the cost of production, is likely to pre,)8 
Morc heavily on a small producer than on a large onc. As a general 
Iule, therefore, excises should be confined to industries which are 
concentrated' either in large factories or in small areas' affordillg 
fucilities for supervision and collcction. 

148. This limitation does not apply to commodities which are 
regarded as injurious to the individual or dangerous to society.' 
In such cases' an excise duty is a useful means of reducing consump­
tion, and when the CODlmodities are luxuries such as alcoholic drinks 
on which high rates of duty can be levied, they are a specially 
suitable subject for taxation. Apart fro~ this social or moral 
object ~xcise duties should be imposed solely for revenue purposes. 
CustOIll8 duties arc frequently used fo-'c~ge the movement of 
economic life with a view to benefiting the internal producer, but 
~!cis~s. ~a,n !,~ld~m hay!! this ~if~t ~d, u!:!1~~ f~y ~~tery~ed: 
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by import duties, arc more likely to benefit ,the producers in othp.r 
countries. 

_ 149. In order to produce sufficient revenue'to justify its imposl~ 
tion, an excise duty must ordinarily fall on a COIDmodity of generai 
consumption, and this indicates another limitation, which is specially 
applicable t~ India, in that most commodities of general consump­
tion are of the nature of necessaries rather than luxuries.. Taxing 
the necessaries~f the poor is an unpopular measure in every country, 
and the existing salt tax has been frequently assailed on this ground, 
although its inciden<?e 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 generai caveat 
that excise duties should not press too heavily on the poorer classes. 

- 150. We have already pointed out that excise duties may ht' 

E h
' dust ' regarded as an addition to the cost of pro-· 

Ifect on omo IIJ. flOS.. d t' d un! th· 'I 1 . uc lon, an, ess ey: are counterval C( 

by corresponding import duties, they may injure the domestic pro-. 
ducer in two directions, If he is in a position to make the consumer 

r pay this extra cost by increasing the price of the goods, the demand 
for tne goods is liable to be reduced. This result would decrease the 
yield of the tax. and set a natural limit to' the rate at which it could 
profitably be imposed. The contingency is not therefore likely to 
escape the attention of th~ Government. If, on the other hand, the 
producer is unable to get a higher price from the. consumer,· the 
tax will operate directly t() reduce th~ former's profits, and may 
do serious injury to an industry that requires protection. We 
would therefore lay it down ·as a general pr~cipl~ that an excise 
duty should not be allowed to trench on the .degree of. protection 

. 1'equired for any industry, When that degree has been determined 
by competent authQrity, any further taxation that it may he deemc(l 
n~cessary to impose, on the . commodities concerned should be eo 
atljusted as to leave the requirea protection undisturbed. An cxcise 
duty by itself would tend to, render the prot!!.ction inadequate ; a 
simple addition to the import duty 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 ~ith the smallest cost to the taxpayer, 
i\s!l.lppipg, th~r~f2r~, th~t th~ ~!!es~ f~~ !!ell th.!l ~th~!: ~£l!<l!tiQIlS 
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that we have indicated in this chapter a8 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 ~at the local 
goods are of different and partly inferior grades, some of which may 
compete with . the imported article as substitutes only, just 8S 

margarine and cooking fat compete with butter. A high duty on an 
article increases the demand for its substitutes and so tends to rai~e 
their price, but not necessarily by the full amount of the duty. In 

. eases, therefore, where the local product is wholly or partly i'nferior, 
the additional import duty should be higher than the excise d'lty. 
In some cases also the regulations of the excise department may 
involve the producer in loss and hindrance, which the importer 
f'8CapeS owing to the simpler procedure of the customs aepartment. 
This distinction has been recognised in the United Kingdom lly 
pitching the import duties on beer, spirits and playing cards at 
a slightly higher level than the excise duties. 
V 151. The limitations suggested above may be briefly summarised 

Snmmary of conclnsions. as follows :-

(1) Excise duties should ordinarily be confined to industries 
which are concentrated in large factories or small area'l. 

(2) They may propcrly be imposed for the purpose or check­
ing the consumption of injurious articles and especially 
on luxuries I'Omillg under this category. 

(3) Otherwise they should be imposed for revenue purpost's 
< only. 

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

(ri) When an industry requires protection, any further neces­
sary ta:ution on its products may, if the other conditiol}s 
are fulfilled, take the form of an excise duty plus an add i­
tiqnal import duty. The latter should fully countervail 
tbe former and may be pitched at n higher rate. 



CHAPTER X. 

The Indian Cotton Excise. 

152. The general principles of excise duties have been discussed 
Necessity for historical in the previous chapter. But the Indian 

treatment. excisc on cotton goods . raises issues which 
cannot be decided solely on economic grounds. -This tax has frCtJ!l 
the first been regarded in India as a 'conspicuous example of politic!!.l 
dominatlon being us~d for purposes of economic domination. Th~ 
practical grievancc of a fully countervailing duty has within the 
bst few years disappeared, b!1t there remains a grievance based on 

. a sense of past injustice, and. for a propcr understanding of tho 
s:.lbject and the feelings it inspires, historical rather than econ()mic 
.treatment is necessary. . 

153. In tracing the origin of this unfortunate controversy, W3 

must go back beyond the year when the 
The controversy of 1875-,-6. • ll'" d . cotton eXCIse was aetua Y Impose..., an 

start with the period when the great Lancashire cotton trade first 
found itself in open conflict with what the Goyernment of India 
and the educated clasSes believed to be the true interests of India. 
The growth of the Indian cotton 'mills was viewed with alarm by the 
Lancashire ind}lstry, which h!!.d for many years commanded the 
important Indian market. In.. January 1874 the Manchester 
Chamber of Commerce addressed a m~morial. to the Secretary of 
State protesting that, in consequence of the Indian cotton duties, 
"Ii protected 'trade was springing IIp in British India. to the dis­
advantage of both India and Great Britain; and in July 1875 the 
Sccretary of State urged the Government of India to remove, at.as 
early a period as the state of t.he finances permitted, ~, this subject of 
contention. ' I In the meantime, hC?wever, a crisis had been preci­
pitated-by the action of the Government of India i,n dealing with 
the report· of the Tariff Committee, which had submitted ~ts recom­
mendations at the beginning of 1875. At this time the general rate 
of import d{!ty was 7! per cent., the duty on cotton piece-goous 
.was 5 per. cent. and on yarn 31 per cent, The Government of India, 
~~g ~hemselves in a posHion to !edllCe taxation, lowered the 
,1. :. . , . 
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general ·rate from 71 to 5 per cent.; but left the duties pn cotton 
goods untouched. This action was taken without previous referepce 
to the Home Government. The d~cision not to utilise !IDy of the .. ur- \ 
plus in the reduction of the cotton duties :was exceedingly 
unwelcome to the authorities in England. In a ~espatch dated 
the 11th November 1875 the Secretary of State reiterated his views 
on the subject of the cotton duties, and directed that provision 
should be made for their removal within a fi.x:ed term of years. 
The Government of India, replying on the 25th February 1876, 
explained once more their point of view, and strongly deprecated 
the imposition of any new tax in order to facilitate the abomio~ 
of the cotton duties. The Secretary of State, in his despatch of th~ 
31st May 1876, agreed that no fresht_axationshould be impose~ fot: 
the purpose of abolishing the cotton duties, but laid it down that 
the duties must be abolished altogether as soon as the finances per~ 
mitted of further recfiictio-nor-taxatTon, and enjoined that this 
measure should have Pti.ority over every other form of fisca.l relief 
to the Indian tax-payers. 

154. An impartial perusal of the correspondence d~scribed abo\'c 

O 
.. r h 't t' leaves on ,the mind certain definite impres-

nglo 0 t e agl a 100 , • , 
the ap~rehen8ioo of the SlOns; In the first place, th~ !)flgm of the 
~aooashire trade for its owo agitation against the cotton duties was 
Interests. , - , 

clearly the apprehenslon of the Lancashm~ 
trade that their interests were being injured. Had it not been fo~ 

l tbis apprehension, we should hardly have found the business men 
of Lancashire occupying themselves with ·what, after all, was mainly 
a matter of domestic c~ncern to the ;rudian (lovgrnmeJlt, 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 th~ 
tax was found to be absolutely l!rohibitory to the trade in yarn and 
cloth of the coarse and low priced sorts~ that the Chamber wel'e 
informed that it was proposed to import Egyptian and Americal! raw 
cotton into India to manufacture finer yarns an<J cloth. In a furthet: 
communication the Manchester Chamber of Commerce stated· that 
" UJlder the protection extended by the levying of duties on import~ 
to the spinning and weaving of cotton yarn and goods iJ! ~l!.dla, .a 
large num!!et: Q~ !!ew.: mills are l!Q~ !>eing proje(lted." 

155. ~h~ ~cQnd point that em. erges is tha,t the importance attach- ) 
Th, importance of the duties ed by the Lancashlre manufacturers_ to 

nargerat,d. these duties W!lS exaggerate!i. This w!§ 
B 
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l;uade clear more than once by the Secretary of State. In his 
d~spatch of the 15th'July 1875, for instance, he admitted the natural 
advantages of India in regard to the production of the coarser 
cotton fabrics, and anticipated that the supply of these would; at ))0 

distant period, pass entirely into the hands of the Indian manufac­
turer. ., Izi ,the ,presence of influences so ~owerful," he wrote 
in reference Jo the economic advantages of India, " the effcct of 
the 5 per cent. duty is probably insignificant." Agai.J.l, in the 
despatch of th~ 11th November 1875 he said: "The Indian 

, industry is growing in strength by the help of resources which fiscal 
\ legislation caImot -affect. The abolition or reduction of the duty 
I will not injure it, ~hough passing apprehensions may be excited 
} by such a measure. " 

156. But this view of the insignificance of the duty was not 
accepted by the manufacturers either in England or in India. ". Au 
importance, however, which I think exaggerated," wrote the Secre­
tary of State, "has been attaclied 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."LAnd 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 iheone side, and with keen anxiety for the security of, 
an unexpected success upon ~he other] The English manufacturer 
will press ·with increasing earnestness for the abandonment of the 

. duty to which_he will impute his losses; and ~roportion to his 
J!rgency the Indian manufacturer will learn to value-if;"'" . 

157. The Secretary of State thus regarded the duty not as any­
Poiitical dangersa.rising thing particularly iri~urious in itself ~i~hcr 

from the controversy. to England or to IndIa, \E..ut he was VIVld~y 
conscious of the political dangers to which the existence of thc 
duty ga1Te ris~ " Though the duty will not be permanent, its 
prolonged existence cannot, fail to have serious eff~cts. During the 
agitation which :will precede its abolition feelings of a~mosity on 
both sidcswill,be aroused; It will be represented in India, howevc~ 
mistaketily, as a direct conflict between Indian and English inter­
ests in which Parliament is being moved to prefer th~ latter." 

1/ J~nd again,'" It phiccs two manufacturing communities, urlon 
I.JNho~e well;being the prospel'ity of the Empire larg~ly depeuds, in 
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11 po~ition. not only of competition, but of political hostility to each 
other." Lord Salisbury was but too truc a prophet. 

158. When, however, the question had once bcen raiscd prom- \ 
))oth.s .. Hacked 3S incou' incntly by the Lancashire lllUllufactul'£>l'<;, it i 

.18tent with free trade. was ilifficult for the Secretary o~ State to i 
do otherwise than condemn the duties. Free trade was the accepted ~ 
policy of Great Britain. ~he duties were attacked on the ground; 
that tllf')" w~I'e inconsistf>nt with the poliey or free trade. In the' 
fi,'st of hiro; de~patehp~ t1w Reeretal'y of State remarked, " Parliament, 
when its attention is drawn to the matter, will not allow the only 
reJllllilJlLO.f protection within thc. direct iurisdiction of the English . 
GovernmenttObe--a --protective duty -which,so -rar as it operates 
at all, is hostile to English manufacturers." Later he stated that 
the duty, on gcneral principle, was liable to objection" as tending to 
operate as a protective duty in favour of a native manufacture. It 
is thus inconsistent with the policy which Parliament, after very 
mature deliberation, has sanctioned, and which, on that account, 
it is not open to TIer Majesty's Government to allow to be set 
&side, without special 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 tIle Government effective competition between. British and 

of IDllb. Indian goods was small, only 4 lakhs worth 
of imported goods being in competition with Indian gooas, as 
against 77 lakhs worth which did liot compete. In order, therefore, 
that there might be no suspicion of a hanaieap 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 
difficulty and which is not felt by the people of India. " In their 
final despatch of the 25th February 1876 the Government of India 
point£'d out that the Secretary of State had mainly pressed upon 
th£'1ll the desirability of removing the duty_ for political reasons. 
" It is apprehended that discnssions will take place in which the con­
tlictin~ interests of England and of India will be urged, that Parlia­
D1£'nt will insist upon tlle 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 . countries. We trust that 
this anticipation may not be realised, but while we should much 
regret that any such feelings shoulrl 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 subject with regard to the interests of india; we do not con­
sider that the removal of the import duty upon cotton manufactures 
js consistent. with those interests. '! 

160. The last word rested with the Home Government and in 
The re:;:-tion' of the 7uiY 1877 the HOUse of Commons ~assed a 

HOUle of CommoDS, July resolution declaring " that in the opinion 
1877. . . . of this House, the duties now levipd upon 
'cotton manufactures imported into India, b'eing protective in their 
nature, are. co~trary to sound cOIl'lmercial policy; and ought to 
be repealed WIthout delay, so soon as the financial condition of 
Iridia will permit." 

161. ;rn accordanc~ with these directions the Government of 
First steps in the repeal o. India proceeded in 1878 and 1879 to exempt 

. the cotton duties. from duty the coarser kinds of cotton goods, 
se:> that imports of all those qualities which could at that time be 

)
ma~ufactured in India were left free. The financial situation, 
however, was not favourable for the sacrifice of revenue which 
thesll measures ~ntailed, and they were strongly opposed both in 
Intlia- and in London .. Though action was taken by executive order 
under section 23 of the Sea Customs Act and not by legislation, the 
:Viceroy was .reduced to the l'uiusual course of overruling the 
:rr.ajority of .his Council, four members of which recorded minutes 
of dissent. Wh_en t~e case came before the Secretary of State, the 
Il'dia Council was equally divided, seven members agreeing with 
the majority of the G~etnor-General's Council, and to secure 
approval of the :VIceroy's action the Secretary of State had to use 
his casting :v~te. 

162. ~he exemptions granted in 1878 dealt a blow to the whole 
Complete repeal of the scheme of general import duties from which 

cotton duties. it coul~ not recover. It was found incon-
y~nient and anomalous to maintain duties on some cotton goods and 
not on others. The exemptio~~r,~ds 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 
good~, being J!!ljus~ 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 st'ep towards their total abolition, 
to which Her Majesty's Government are pledged." But it was clear 
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that if the cotton duties were to be repealed completely, more th~ 
half the total customs revenue wo'uld disappear; and it was doubt· 
ful whether it would be possible to maintain a tariff when the chief 
article imported from abroad was excluded from its operation. The 
final step was taken in 1882. LIn that year not only were the remain· , 
ing cotton duties repealed, but the whole of the general import~' 
duties were abandoned.7 

163. In 1894 the depreciation hi the sterling value of th~ 

Reimpolition of DustomB rupee had produced a serious crisis in the 
duties. Government finances, and it became neres, 

sary to raise considerable sums in fresh taxation. It was decided \ 
that the best method of securing 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 difficulty 
and controversy. While the duties were reimposed at a general 
rate of 5 per cent., the Secretary of State deelined to allow any duty 
to. be placed on cotton goods. . The excruslOn of cotton goods from 
the tariff aroused universal opposition from British and Indian 
interests in Jndia. But this halting measur~ became law by the 
Tariff Act of 1894. 

164. No one could regard this as a final decision, particularly at 

R I 't' f tt a time when the Indian exchequer was in e mpo.l1 Ion 0 co on . . 
dutie. accompanied by an urgent need of addltlOnal reyenue. In 
~xoiBe on Indhn yarn. May 1894 the Secretary of State, in a com. 
prehensive despatch to the Government of India, defended the posi­
tion which he had taken up with regard to the cotton duties. He 
stated that if cotton duties were' to be imposed in India, they must 
be de~y~c.!..QLan.LP.!.~~~!!~e.ch.aracter. This could be done ()ither 

I by exempting from duty those classes of imported goods which com­
peted with Indian manufactures, or by levying on Indian manufac-

'v tures which competed with imported goods an excise duty. As it 
was clear that the Government of India wou:ld be faced with a deficit, 
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 considered 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 between the 
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goods which did and which did not compete, and to restrict the tat 
to the formcr. The Governmcnt of India, therefore, recommended 
to the Secretary of State that a duty of 5 per cent. should be im­
posed on imported cotton piece-goods and 3i per cent. on imported 
cotton yarn, these being the rates that had been in force in 1875, and 
that an ~xcise duty of 3i per cent. should be imposed on Indian mill­
inanufactured yarn of eonnts above 248. This limit was fixed in 
accordance with the cqnclusions arrived at by Sir Jamfs Wpstland, 
the Finapce Member, in the course of a detailed enquiry into the 
degree of competition betw.een British and Indian cotton goods. lie 
held that all counts of 24s. and under were beyond 'competition' from 
England; and that the competition was confined to 6 per cent. of 
the Indian .manufactures. . The excise duty would fall.only on this 
small portion of the Indian trade, and the necessary .burden 
would thus be. diminished to the smallest possible propo~tions. The 
Secretary. of State accepted the proposals with two modifications. 

, In the first place he stipulated that the import duty and the exdse 
on yarn should be at the rate of 5 per cent. and not 31 pcr cent. 
In th,e second place he stated that his information was that British 

- goods competed with Indian goods in counts below 248., and that 
the line should therefore 'be drawn not at 24s. but ~t 208. '.l.'he 
Goverrunent of India, 'however, were to be given power to ral~e the 
limit of e~emption if further enquiry proved that it had been placed 
too low. The necessary legislation was carried through in Decembel' 
1894. . 

165. The new duties had been in force only for a short time when 
The excise transfe11:ed strong protests began once more to be 

from yarn to cloth, raised by the Lancashire cotton industry. 
T~ough many of the arguinentsused by the British manufacturers 
were believed to be overdrawn, it was decided that in jlome 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 dema;;'d- for the former; It was further 
urged that the excise, which was a tax upon yarn,was, when closely 
analysed, lighter -i.hInl the import duty, which, so far as the Britjsh 
trade' wi!S concerned, was in the main a tax on doth. It was 
.decided that,' in order' to meet these objections and to leave the 
Lancashire manufacturers without any ground for complaint, the 
Indian excise should be impo,sed on cloth and not on yarn. All jt 
was practically impossible ,to distinguish with any accuracy the 



TOE lNDUN oorroN BXCJSE 95 

fineness of yarn ust-d in the production of cloth, it was necessary to 
abandon the former principle of ~elllptillg the goods which were 
believed not to compete with ,Lancashire, and to impose an exciHe 
duty on all gradct! of Indian mill-made cloth. The duty, bowenr, 
was not applied to the product of the hanilloom, as it would have 
becn clearly impossible to collcct-sucli-all-cxClSC. The effect of 
placing the excise on cloth instead of on yarn was to subject to 
the duty a large amount of Indian cloth the taxation of which was 
really in no way called for by the principle of avoidance of protee] 

. tion. As some compensation for this hardship it was decided tha 
the rate of the import duty and of the excise duty should be lowered 
from 5 per cent. to 31 per .cent. At the'same time the import duty 
and excise on yarn were abolished. The proposals met with vel'Y 
strong criticism in India, and the Uovernlll,ent of India did not 
attempt to disguise the fact that the measure was not recommended 
hy thcm on its own merits, but was put forward in accordance with 
the decision of the Home Government. In spite of protests the 
measure was passed in 1896, and the excise duty of 3t per cent. on 
Indian mill-made cotton cloth which was then imposed relllaiu3 in 
force to the present day. 

166. So far as the Lancashire interests were concerned, the Ion!; 
und troublesome controversy over the Indian cotton dutics appeared 
to have closed in complete triumph, and it was possibly not recognis­
ed by the victors how deeply the action taken by the llome Govern­
lllent wus resented in Iudia, not merely by the mill-owners tut by 
the general public. The lapse of time did not serve to heal the 
wound. On the contrary, the repeal of the cotton excise became an 
article of political faith among all shades of opinion in India, The 
slrelJgth of this feeling was shown ~-1~e_ resolution moved by th~ 
IIon'ble Mr. (now Sir Maneck,iee) Dadabhoy in the Imperial Legisla­
.tive Council on the 9th March 1911 and the practical unanimity with 
which thc llon-ofiicial members demanded that the duty should bc 
<lbolished. 

167. In 1916 the Government 9f India so far prevailed upon the 
Inorol\80 of tho import duty Homc .UOn:l.'lIlllent that Lord Hardinge was 

wit~out any inorease of the authol'l:>l'u to 3lUlOlllll'e that the questions 
eXOIBO. I'aised 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 fabrics 
t;hould be raised, that the e~eise duty should for -the present remain 
at its actual figme, amI that un ~SSU1'allce shouhl ~e given by !Lis 
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Majesty's Govermp.ent that the excise duty would be abolished as 
soon as financial considerations-permitted. But the Home Govern· 
ment was not prepared in the middle of the .war to' revive old contro· 

· versies by disturbing the equality of the import ana excise duties. 
I Consequently though under the stress of war expenditure the general 

rate of the tariff was raised from 5 to 7} per cent., the cotton import· 
-and e~ise duties remained at the old rate of 3} per cent. In the 

)... following year, howeve-r, when still 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 rema.ined at its old figure. 
The cotton duty was accordingly raised to the general level of 7} 

') per cent., the excise remaining untouched at 3} per cent. In 1921 
the Government deficit was on an unprecedented scale. The general 
rate of duties was raised from 7} per cent. to 11 pel' cent., and the 
duty on cotton goods was ·also raised to 11 per cent., the excise reo 
maining as before at 31 per cent. 

168. It is clear that the situation was profoundly modified in 

Feeling in Iodi:lc 
1917, and still more in 1921, when a' diver· 
gence, which now amounts to 7i per cent., 

.W!:lS p~rmitted between the rate o~ impprt duty and the rate"f 
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 decided to maintain the 
difference of 7} per ce.nt. in the current year. It might therefore 
have been expected that the ~~<LconcljtigIl!tw~ul<l hl!y~.~~en 
reflected in a change in Indian views, and that the hostility to the 
excise duty, when it haaceased to be fully c<?untervailing, would have 
diminished. i But we. shall have written this chapter in vain if we 
have not made it clear that the Indian cotton excise duty cannot b" 
dealt with purely on economic grounds.~ The whole question is per· 
meated with suspicion and resentment'J)lnd these feclings have been 
kept aliv~ by the action taken .by the representatives of the Lanca-

· shire cotton industry in 1917, in 1921 and again within the last few 
months, to try to secure through the Secretary of State a reversion 

,to the system which their influence had for so many years imposed 
· upon India. While these representation!l are being made, while 
.the political influence of an important industrial body in Oreat 
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· 
~s~ .Q~!!u!liness int~rests, it. is impossible that' this question shoul<\ 

- . 
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receive impartial consideration. Some witnesses, it iq true, have 
defended the duty on economic grounds in accordance with the 
principles stated in the precedi'ng chapter, but the great majority, 
both Indian 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 objection to the cotton excise duty was one of principle, that 
they resented the manner in which it was imposed and the purpose 
it was intended to serve. The general feeling was perhaps best 
crystallised 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 interests 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 bee~Jevied 
" by consent of the estate"; and the claim is that, tilT ihaf consent 
is freely given, the excise should not be levied. 

169. We recommend therefore that the existing cotton excise 

Action recommendod. 
duty shlluld, in view of its past history and 
associations, be unreservedly condemned, 

and that the GovE'rnment of India should frankly express their 
desire to " clean the slate." The bCj;t method of carrying out this' 
process is a difficult question, to which we have given long' and 
anxious consideration. \.j'he 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 Legislatrire.l This would be in accordance with the recom­
mendation of the Jo~Select Committee on the Government of India 
Bill cited in Chapter I of this report. If India had possessed in 
1878 and in 1894 the measure of fiscal liberty which has now been 
conceded to her, the controversy which we have recorded could not 
have ariqen, for the contest was not between the Government of 
India and the Legislature, but between the Government of India with 
the whole country behind them and the Home Government. But 
even when this point has been conceded the solution of the question 
",ill not be easy. We recognise the present financial difficulties of 
~e Government. We realise that the cotton excised1!1¥ brings in ~ 
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revenue of over 2 crQres of rupees a year. 'V c 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 oJ: 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 both the Government and the 
country can safely repose their confidence in its judgment and 
I.atriotism, 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,.Dr whether it should be coutinued 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. Thc course of action we propose would have the effect. of 
providing the clean slate which public opinion demands, and would 
meet the. claim that, without the " consent of the estate" freely 
given,- the cotton enise duty should not be levied. When tYleslate 
11as 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 whic'h would enable this decision to 
be made would -be as follows. The Tariff Board should be directed to 
examine at the earliest possible moment the claims of the Indian 
cotton mill industry to proteetion. 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 necessit'ie~ 
of the country, no question of an excise duty will arise. If on the 
other hand the Government hold that the~r revenue requirement~ 
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 principles we have explained, and to lay these 
proposals before ~h~Legislature. That body will then be in a 
position to decide the real point at issue, which will no longer be a 
~atter between BOni?ay and Lancashire, but between the ~di~q 
proqucer 1l~4 the ~ndif.!.~ con!'!um.er: -
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171. In making our rccommclldatiom~ l'egardiug the cotton excise 
Effeot OD the handloom duty wc .havc not ovcrlooked thc fact that 

industry of the abolition of at thc prcsent moment ·thc duty operates 
the cottnn ('Soile. to some extent as a protection to the hand-
loom industry . We fully realise the importance -oithe handloom 
industry, and we would welcome thc grant of assistance to it. But 
there arc many other ways besides the indirect method of an excise 
duty on mill goods, by which the handloom industry may 
be encouraged. . The organisation of co-operative sQcieties, which 
would enable the handloom weavers to buy -their Ta; materials at a 
rcasonable cost and in sufficient quantity and to dispose of theIr 
products at a reasonable price, would help the industry in our 
opinion far morc than the continuance of the excise duty; and we 
cannot recommend that a duty of this nature should bc maintained 
merely because of the indirect effect which it may havc on the hand­
loo,1ll industry. At the samc time we feel that thc 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; 
Il!ld. in this connection we recommend that thc efrect of the import 
duty recently imposed on cotton yarn should be scrutinised with 
the grc{l.tcst care. 
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CHAPTER XI. 

Export Duties. 

172. Export duties have found a place in the Indian tarifI from 
very early days, and though after 1867 they 

Export duties in India.' 
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, <>n tea and on raw hides 
and skins. 

173. An export duty falls on a commodity which is destined for 
Incidence of an expott the world's markets. It may be consider-

dnty, ed, so far as external trade is concerned, 
as raising the cost of production of that commodity. Now ,this 
increased cost may 1:'ai~~ the ..E.!,ice of the commodity in the world's 
market, in which case it falls on the foreign consumer, or the world 
pI'ice may remain the 'same, in which case the increased cost simp1y 
reduces the profits of the home producer. Which of these two 
reSults is the more likely to occur depends on the extent to which 
the world price is fixed by th~~o.stQl.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 country imposing an export duty is small, 
that supply will ordin~rily 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 th~ foreig~ consumer, and the export duty will be paid by the 
home producer. This result tends to become less certain as the pro­
llortion of the total market' supplied by the country imposing the 
expor~ 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 foreign 

Tendency to fall on the consumer and none of it by the home pro-
home producer. . duc~r. ~ absolute I!l~opoly, howe~or 

~hi£h ~;Il~r~ j§ !! ~tabl~ deIIl!!~ !~ ~.f r!!r~ ~~~!!rr~~~ ; !!n~ It ~y, 
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therefore, be taken as the general rule that some portion, if not the 
whole, of an export duty falls on the home producer. When an 
export duty falls on the home producer, it naturally has a tendency 
to reduce the production of the commodity on which the duty is im­
posed. The generally injurious effect of an export duty on 
the producer is recognised in the constitutj~)1l, o~ __ theJ!l1ited States, 
which prohibits absolutely the imposition of export duties. ThiS 
provision was inserted at the instance of the agricultural "Southern 
f::itates, which wished to provide a complete safeguard against the 
sacrifice Df their interests-to lnOseorilie-otllerstafes.~ 

. 
174. We have referred above to the possibility of an absolute 

'I 1" f "mo,.opoly. It would perhaps be more cor-
D onopo 108 0 TBrYlDg • 

dogres8 of strength, but rect to say that no monopoly 18 absolute, 
&h ... y. oonditional. but that all are dependent on certain con-
ditions, though in some eases 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, commodities 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, 
east~seed, though exported solely from India, could, 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 th~production of which could easily be stimulat­
ed to a large extent elsewhere. Or to take the case of inter­
changeability, though mowra se_ed may be a monopoly 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 m.aterials. In the case 
even of such apparently well-entrenched monopolies as 'jute 
and la~ it must not be forgotten that the monopolies are- not 
unconditional. In the case of jute, for instance, if the price were 
raised considcrably, the result 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 
!ll~r~ ~xte!l~e~ use of see9!!d h~n~ s~cJfs ; ~~ ~eour~g~l1ltln~ ~Zh~ ~~ 
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given to bulk hallilling', which, would dispen:;e with the Use of sacks 
altogether; and in, every case there is the danger that an increase 
lin the price of the monopoly stimulates the search for new 
\substitutes. 

175. Our general conclusion, therefore, is that ordinarily ,an 
Couclusion regarding in- export duty tends to fall on the home pro­
cidence of export dnties. cIucer and consequently to discourage pro-

duction, except in th~ 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 Plonopoly may be paid 
in part ~by the home producer as a preferable alternative to risking 
the loss of the monopoly by an attemp~to pass on the whole of the 
duty to the consumer_ 

176. Apart from the question of incidence there is a gener~l 
Hrect on the balaJloe 'of objootion to export duties which in the 

trade. case of India deserves special notice. Ex-
pert duties tend to diminish exports and thus to produce an advcr:;e 
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 

Protective export dnties. proceed in the first place to examine in the 
light -of the conclusions stated above the policy of protecting in­
dustries by the imposition of exPort duties. It is not denied that an 
export duty may form ~tent method of protecting an industry. It 
either raises the cost of the raw material ill '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 product as would ordinarily 
come to the protected market. 

178. This characteristic tends to produce a special feeling of 
TheIr unpopularity _ in resentment in those countries which make 

foreign oountries. use of the raw material on which the export 
du.ty is imposed, pariicularly in cases in which the imposition of 
th~ export duty raises the price of the raw mater!al ~,f~rei~ 
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(.ountrieR. The following cxtract from a 'report 1Iy the EconomiJ 
SC'Jtion of thc Provisional Economic and Financial Committce of 
the Lcague of Nations, dated the 12th September 1921, gives fomc 
idea of the gencral fceling on thc subjcct. 

" But it is not less incontestable that raw materials produc~d by 
one country being in many cases essential to the. economic 
life of othcr States should not, unless in exceptional cases, 
be the objcct 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 theil' 
character, allilfiom 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 
Injury oaused to the home the feelin/! of resentment it may occasion 

prodncer. ahroau. so much as the economic loss it 
CRnses at home. It is f!enerally recognised that a protectivc import 
fiuty impoiles a burden on the country. It is sometimes thought that 
a nrotective cxport duty, bccause it docs not injurc the consumer, 
imposes no bilrden on the country. The truth is that it imposes a 
burden of a mnch more objectionablc character. It taxes production 
instead· of consumption. 

180. There is a further disadvantage in the device of protection 
Tende~~y of protective by m('ails of export duties. A small cxport 

export duties tv 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 produccr. It is when export duties become h,eavy 
that they tel1d to become unfair and even disastrotls to the ~r. 
Now a protective export duty needs to be fairly heavy if it is to be 
effectiye. The cost of the raw material forms only a part of the cost 
of the 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 t}lan the duty it would be necessary 'to p1ace- ~ii·the 
finishcd article. When export duties are used for protective pur­
poses, thercfore, the tendency must always be to impose comparatively 
high rates, and such rat!'s will almost invariably be a serious burden 
01) the producer: ... 
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-181. It is clea~ that ·the considerations pointed out above make 
Protective export duties the imposition of a protective export duty 

on monopolies. in the case of an article which is not a mono-
poly, and where therefore the burden will fall on the producer, 
entirely indefensible. It might however be argued, and it has 
actually been suggested in the case of~ 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 Indian 
industry. Even in such a caRe, 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 :qlOnopoly from the imposition of an export duty at 

! 
a high rate. Even in th.e c.ase 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 should 
be imposed for purposes of protection. 

, 182. We hold therefore that export duties sho~d not be imposed 

h b 
for the purpose of protecting industries. 

Export dutiess ould e • h . h 
imposed for revenue pur- The questlon t en remams to w at extent 

'poaes only. ~eneral prinei- they may legitimately be imposed for the 
pies to be apphed. f .. O. '. purpose,o raIsmg revenue. ur mam prm-

. 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. From this principle we deduce the rules that export duties 
~orrevenu,~ ~QS.es should be employed sparingly and with great 
-caution, that they. should be imposed only onarticles in which Iudia 
has Ii m~nopoly or semi-mo~oly, and that in every case the duties 
should b~ moderate. j I 

183. Some of our witIlesses have minimised the, dangers of export 
Danger that a trade may be duties and have suggested that if an export 
mined b:yau export duty. duty that has been imposed is found to be 

injuring .aJ,l industry it can 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 trade may bejlermJm,ently 
ruined. It may n~ver bepQSSn;Ie to repair the injury inflicted. An 

illustration of such a result from the tariff 
'f~e easo 9£ ~altpet~e. 

, I history of TIj.diq. is worth reca11ing. In 18~Q 
, .,.' ,". . "." 
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the moderate ('xport duty of 3 per cent. on saltpetre was raised to 
Rs. 2 a maund (which was roughly equivalent to 20 per cent. ad 
tJalorem) , on the ground that 8~ltpetre was a practical monopoly of 
India. Only a year later the Bengal Chamber of Commerce hi 
applying for the repeal of the duty stated that " under the protel".­
tion of the high prices at which saltpetre is in consequence of this 
duty laid down in foreign markets, the manufacture of artificial 
saltpetre has been commenced on a large scale." In 186~ the Gov. 
ernment of Bengal gave it a8 their opinion that the export duty was 
forcing forward artificially a ri"al JlToduction. The Government of 
maia, however, .remainedunconvinced until 1865. when the duty was 
redueed to Re. 1 a maund. By 1866 it was generally admitted that 
the trade was in a very precarious condition, and the duty was 
finally removed altogether in 1867, the export of saltpetre having in 
the meantime fallen to less than onc-third of the quantity exported 
before the high duty was put· on. Speaking in 1880 Sir. John 
Strachey said, II Export duties enjoy the credit of having ruined the) 
Indian trade in saltpetre. They were taken off .when it was too late 
to repair the mischief.'~ The lesson of thi~ duty should not be \ 
forgotten. 

184. We have stated generally the principles which we consider 
No objection to amll!l should be applied with regard to export 

ce."es. duties in India . .IInd we now proceed to eon· 
sider in the light of those principles the existing export duties and 
others which have been suggested to us. We have not referred to 
BlUall resses, sucll as thos~ on tea and .lac, which, while leYirn on 
exports, do not go into the general revcnues, but are devoted solely 
to the improvement otthe-industrieson which they are placed. It· 
is obvious that, being levied with the consent of the producers aud 
fQr their benefit, they cannot be open-to the ordinary objections which 
apply to export dutillS. 

185. We have had no complaint about the export duty on raw 

Th duty on jute. 
and manufactured jute. This duty does not 
transgress our principles, for it is imposed 

for revenue purposes only, it is imposed on a monopoly and the rate is, 
moderate. So long as these conditions remain, we see no objection 
to the continuance of the duty. 

186. Some witnesses have suggested that an export duty should 
Propoaed duty on raw be placed on raw rotton, of which very large 

cotton cond~mned. quantities. amounting to something like half 
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the total Indian production, are exported. The proposal has been 
advanced mainly QD. 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 neither.a monopoly nor a semi-monopoly. 
Japan at the prescnt moment buys enormous quantities of the Indian 
short staple cotton, but she aIm uses a large amount of American 
long staple cotton. The proportion of Indian to American 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 cotton consumed in Japan, it would be toost dangerous 
to assume that India has a semi-monopoly in the supply of even the 
short staple cotton. We consider that an export duty on -cotton 
would fall on the cotton producer in India' and would have tbe effect 
of discouraging the.,production of cotton. 

187. An export duty of Rs. 1-8-0 per 100 lbs. was imposed 

The duty on toa. 
on tea in 1916 with a view to obtain increas­
ed revenue which 'Was urgently required. 

The :financial situation has since then been such that the Government 
have never been_ able to cgptemplate sacrificing the revenue which 
this <1,uty yields. The export duty OIl tea should be treated in -accord­
ance with the general principles we have laid down. It has clearly 
iJeen imposed for ~evenueonly, and. the rate is moderate. But it 
can hardly be said, to comply with our third condition, namely 
that the article should be a monopoly or a semi-monopoly. It is 

. true thatan 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 tr<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 displal'ing them. This tendency is most clearly 
marked in Australt't, where Java, which in 1912 supplied only 12 
pell cent. of the market, supplied in 1919-20 as much as 41 
per cent. In the United Kingdom also in spite of the preference 
granted to Empire teas the proportion of tea imported from Java 
r~lJ1ains apvreciable: Java tea . ~akes ~~'\Val_i~ vir~1:!e of ~ts 
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cheapness. It is therefore inexpedient to handicap Indian t~a by ali 
export duty at however low a rate. We hold therefore that the 
export duty on tea should Ee~ ~e_moved. 

188. The one export duty in India which still survives from the 

The duty on rioe. 
time when neady all articles were subject to 
mch 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 rice can be regarded as a semi-monopoly. India contributes 
approximately 50 per cent. of th~ total rice export of the world, 
the only other countries of serious importance as rice exporters being 
Indo-China and Siam. Both these countries impose export duties on 
their rice, and therefore in comparison with them Indian rice cannot 
be said to be at any disadvantage. It is probable that, as these three: 
countdes between them provide some 90 per cent. of the rice exports; 
of the 'World, and all three impos~ export duties at somewhat similar! 
rates, these export duties are passed on to· the consumer, and do noti 
affect:' to any appreciable extent the producer. It is noteworthy that' 
in Burma, which is the source of nearly all th~ rice ~xported from the 
Indian Empire, no objection at all was raised before us to the con­
tinuance of t4e export duty; und it appears to be generally believed 
in Burma that the duty is so small that it is not felt by the ·cult1vator. 
~n these circumstances we consider that tIiere is no~ necessity to re­
pommend the abandonment of this longstanding source of revenue. 

189. The questi~n of imposing an export duty on wheat for 
revenue purposes or as a means of reguJat­

Suggestod duty on wheat .. 
ing prices is dealt ~ith in· the next chapter. 

190. It follows from the principles we have laid down that we 
The duly on ra: hides cannot approve in its existing form the ex-

. and akina: • port duty on raw hides and skins which was 
(-) a wrong prinOiple. 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 protectiQ)~!~~~.§how.JLb~-Ziyen.jJy_a~n imI'9rt, and not by an 
export, duty. , We are aware that the experiment was introduced at 
a mOBt unfavourable moment, and that the export duty was not the 
main~ause of the depression that has overtaken the e~ort trade. 
J3u~ ~m: Q.bjec~ioD ~.Q th~ !tuty ~ based OD pr4!~ipl~. ~d W!l !hi!!Jt 
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that events have illustrated the' bad effects arising from the adoption 
of a wrong principle. -

191. 'We need not lay stress on the fact that there are few indica­
(Vi) hljury c~u8ed to the 'tions that the duty has brought to the 

producer. tanning industry the benefits which were 
.anticipated. This poverty of results may be due to' the exceptional 
'conditions which have prevailed in the tanning industry all over 
the world during the' last few years... But there can be no doubt 
that the duty has, ali we shoUld have expected, injured the producer 
and'served to aggravate the depression in the export tradQ. We have 
'received evidence that -the duty has been particularly injurious to 
the trade in low quality hides, which as a matter or facnhe IruTIan 
tanners do not require. The Indian tanners 'wish to retain for 
themselves the high class hides, for which,e~en with the export 
duty, .there is some demand abroad. But in order to obtainJhis 
\advanta~e, the trade in 16W quality hides, which depends almost 
entirely on export, has been seriously injured: Th~ depression in 
price caused by the export duty, added to the natural world depres­
sion in price, has resuUed in many cases in making it unprofitable 
to collect the inferior hides at all. We have received evidenct:. th~t 
the hides are frequently allowed to rot on the carcasses, and that 

I in co!:).sequence of the low prices, whi'ch have undoubtedly been 

I accentuated by the export duty, a source of wealth, in the aggregate 
110t inconsiderable, has actually been destroyed. ~ 

192. It has been suggested to us that one effect of the export 
{iii) possible effect on duty on hides has been by making the sale 
·cn.tt~ slaughter. of .hides unprofitable to reduce 'the number 

of cattle slaughtered, and that from this point of view the duty has 
bad'a beneficial effect on the country generally. It is~hQw~ver by no 
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, 
has been comparatively less 'affected, and that the main cause of th~ 

( 
fitnaller 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 discussion of the 'contentious subject of cattle- slaughter in India, 
or to comdder 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 efiect 
oil. ~l!ttl~ slaught~r .!~~_~~v~L_m~nii~~d wh~n this duty was 



iXl'ORt DUTil!! 109 

originaU, imposed, that the effect of the duty on the number of cattle 
slaughtered is problematical, and that a broad issue of this nature 
~l!no~be_ decided merely on the consideration of a subsidiary effect. 

193. We hold theref9re that, so far as the ~xport duty on hides 

(' l 'b'l't tb t and skins is intended to be protective, it 
... POISI II Y a. • • • • 

Im.l revenne dnty on Bkina .cannot be Justified. But we recelved a 
might be justified. certain amount of evidence to the effect that 
Indian goat skins formed a setp.i-mollQPoly. It is possible therefore 
that a iimaIIreveuue auty-o~skID.8 'could be justified in accordance 
with our general principles. This is a matter which might be en­
quired into by the Tariff Bo!!rd. B~t the duty on hides should be 
abolished in any case. 

194. Many witnesses have advocated the imposition of a protec­
Proposed dnty ou oilsecdB tive export duty on oilseeds. The argu-

condemned. ment is that a very large quantity of Indian 
oilseeds is exporteCl, and that by imposing an export duty the crush­
ing of the oilseeds would be carried out in India with economic ad­
vantage to the country. This proposal like all other proposals for 
protective export dutiee is inconsistent with OUl' general principles. 
In the case of oilseeds we consider that such a duty woul!! be parti­
cularly disadvantageous to the country. Certain oilseeds are grown 
very largely for the export trade. Th~ Indian demand for the oil 
and the cake would be quite insuffic\ent to absOl'b the whole product, 
if all Indian oilseeds were crushed in the country. At the same 
time there are considerable difficulfles in exporting the oil ; and it is 
unlikely that any appreciable expor?trade in oil could b~ built up. 
The main result therefore of imposing a protective export duty on 
oilseeds would be that the producer would be sacrificed to_an-Wl­
sound economic theory,' and that the pl'oduction of a val~able crop 
wo!ll~_!~ dis(lollraged. • 

195. We have also received proposals that the export of manures 
.' UIO of ma.nUl8S not likely should either be prohibitgd, or discouraged 
to ,be promoted by export by the imposition of a heavy export duty. 
dutlel. From this point of view an export duty on 
oilseeds has ~gen advo(l!!ted, in, ordeI: t(! ret!lin, :within the countrY, 
the oil cake, which has a high manurial value. The other manures 
referred to are bone and fish manures. The advocates of this policy 
do not always' stop to consider what would be the probable result. 
It is assumed that if the export of manures is stopp~d, the manUl'es 
which are not exported will be used in India. But this assumption 
is one thatc~ot ~afely _1!<L1U~de. There al'e ,!!t pl'esent two Dll!in 
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obstacles. to the increased use of manure by Indian cultivators. 1n 
I the first place the cultivators are sometimes pr~judiced against the 
:use of a particular kind of manure or have not been educated up to 
an appreciation of its value. In the second place, and this is' 
~the more important cause, the cllltiV'ator isusuaIly not in an econo­
mic 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 eco~omic side it -IIlay be argued 
that an export duty will redqce the price of oil cake for instance, and 
consequently will-stimulate its use by the cUltivator. But it must 
not be forgotten that thll reduction in the price of the oil cake would 
be effected at the expense of the producer of. the oilseeds, and that 
therefore this potential user qf the manure would be impoverished; 
and might not be able to afford to use it· even at the reduced price. 
FurtheI', if the manure is Che.iwened. to such a degr.ee as' would 
be likely to stimulate its consumption largely, it is probable that 
:production"~u!<! ..Q~inish 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· 
~ource of wealth in India without ensuring any compensating advan-

SmlLll cess on expor~ of tag~. At the same time we fully realise the 
ma.nures might be imposed, importancc of encouraging the use of 

mapures in India, and we think that a small cess might possibly be 
placed on the export of manures, on condition that this cess should 
~~~nto _the ge~~!al_r,!ven~ but shj)ul~_~'y9Jed tQ_the...wcour­
~gement of the use of manures. We need hardly say that the cess 
we contemplate would be at suen a low rate that there would be no 
p~ssibility' of its discouraging .in ~ny way the export ~f manures.-. 

-196. Differential export duties are sometimes. advocated either 
Dilferentia.l export duties for purposes of retaliation or of preference. 
- geuer .. ll, ina.dvisa.ble: In the one case a spe~ial penal ~~t duty 

:woUld be imposed on exports going to particular countries, in the.' 
other a special-favourable rate would be imposed- for the benefit of 
~ertairi countries.'fiiequotlitTon-given above from the report of-a 
~ommittee of the League of Nations shows that export duties designed­
either to injure or to benefit particular countries are apt to give rise 

. to _a considerable amount of prejudice. The system is obnoxious t~ 
other countries; mainly perhaps because an export duty attacks the 
:Whole of an industry, whereas an import duty 9nly affects a portion 

! Qf its.mark~t. :Whil~ it may b~f ~l:tr~m~ly damaging tQ b~ plac!)d ~t § 
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disadvantage in comparison ~th other countrie~ in a particular 
market, it is often llossible to find nAW mArkets which will in part at 
least compens!lte. But it is likely to be more seriously damaging to ! 
be placed at a disadvantage as compared with other countries in 
respect of the cost. of the raw material. A system of differential, 
export dllties also ~ives rise to serious practical difficulties in adminis.­
tration. It is difficult to ensure that any country discriminated 
against is not able to get supplies of the commodity from countries 
against '.vhich no discrimination is exercised. 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 could be checked would be by a system of eX..P.9!.Ui~!l~_es which 
would be highly inconvenient to the Indian trader, Finally there is 
the general objection to any export duty, that it Diay tend to injure 
the producer. . 

• .J 

197. Suggestions,have been made both in the case of jute and 
Use In oxoeptidn~l naSOB rice that it might be advisable to impose 
for purposes ofrotoJia.tioo~ differential export duties for pnrpORes of 

retaliation. It is contended that. if a foreign country imposes heavy 
dutieR ag-ainst the manufactured article while .admitting· the raw 
material free, it is legitimate for India W put a retaliatory export 
duty on t.he raw material, so as to protllct its own manufacturing 
industry. It must however be remembered that the action which 
is thus taken in foreign countries )$ consistent with ordinary 
protectionist principles, namely the admission-or-raw-materials 
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 whicli action was taken it might be the 
case that India was in a strong position and could not suffer, there 
would be a risk that any country thus attacked would retaliate on 
other imports-from India, and that a general taiif! war ,,~ould 
ensue, We need hardly say that we strongly deprecate any policy 
whicn would 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 tll-esame time we are not prepared to say that in special 
or extreme cases the imposition of such duties should be absolutelY 
ucl\lded from India's fiscal policr, provid~d they are based 
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definitely on defensive considerations and have no taint of economio 
aggression. ~~ --, .- ----

198. It follows from the. general principles which we liave 

P f t 'a.t rt d ty stated above that we are opposed to the 
re eren 1 expo U f dOff ' I d' f h on hideS and skin.· con· use 0 1 erentIa export utIes or t e 

demned, purpose of granting preference, The.' ex­
isting export duty on hides and skins contains a preferential pro­
vision, The duty is at the rate of 15 per cent. ad valorem with a 
rebate~er cent, on hides and skins tanned within the Empire. 
Wenave no hesitation in condemninK. .. ..!his provision, both on the 
general gtoUnds of principle and on a. consideration of the actual 
effect it has produced, The object of the di.1ferentiation was to con- . 
fine the tanning of Indian hides and skins as far as possible tOtlle 
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 i:gvolved, interfered with the 
important entrepot trade in the United Kingdom, and has thus 
hampered the f.ree 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 pref~rential 
provision be _abolished at once. ---
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CHAPTER XII. 

Restrictions on the Export of Food Crains. 

199. A number of witnesses have advocated the imposition of 
Contention that India's export duties or other methods of reshic. 

produotion of food is insuOi· tion on the export of food grains, in order 
oient for her population. to conserve the food supply of the country. 
An attempt is usually made to support by statistics the assertion 
that India's production of food is in!!_l!!Dcient 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 if! regarded as a 8ufficiency of food, and it is then 
Rhown that the food production of India is not adequate to provide the 
requir<>d ration. But the subject is not really susceptible of treatment! 
in thifl manner, in view of the conjectlJral nature of nearly all the 
statistical bases .. The statistics of ouiturn are admittedly only esti. 
mates, and the degree of accuracy varies largely ill 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 
include all food crops. As to the ration assumed, this must be , 
largely II matter of pet:so~a!J)~ediieetion. . 

200. But in any case this line of argument leads to no Uleful 
The rea prohlem is one of conclusions. It is not asserted that 

, poverty and prices. people who hllve money to buy food 
are unaIlle 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 thesecrltlcs. That the mass of the population of India 
is poor is a proposition that would be denied by no one. The 

• df'gree of poverty, however, cannot be established by the, statistical 
calculations to which we have referred. This -can be ascertained 
only by deta'ned investigation of eeonomiG conditions, and it 
is worth ll(lting that the most elaborate investig$tion of this nature, 
which is to be fOllnd in" The Economic Life of a'Bengal District,,, by 
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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 fo'Od gl!ains 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 p:t:ices. Nothing can be achieved except 
by lowering the p!ic~~f,Jood. 

2.01. We have to see therefore what would be the effect on India 
. " . generally of an artificial' reduction in the 

Effect on agricultural in- ". f f d . If h Ii . 
, f,erests of artificial depres- prICe 0 00 grams. t e po cy '.IS 

Ilion ,qf th,1l price of ~ood successful, it is clear that it would involve 
graiDII, a considerable diminution in the resources 
of. t~e agricuit~rists. It was ..assumed by Mr. K. L. Datta' in ~is 
" Report on the enquiry into the rise of prices in India,'! that two­
thirds of the supply of food grains is consumed by the agricplturists 
and one-third is sold. The total average crop of wheat at present 
is,9,3.o.o,.o.o.o tons, of whjch on this assumption 3,1.0.0,.0.0.0 tons would 
be sold. If the price of wheat were artificially dep:t:essed by Rs. 2 
a maund, the money loss to be shared among the cultivators, land­
lords, middlemen and money lenders connected with agriculture 
wO'llicl be something over 16 crores of rupees annually. Whatever 
might be t1;1e advantages of such action,' it is certain that it would 
inflict a blow upon agriooltur6. In fact we understand that fears 
have Tecently been expressed by' wheat growers in 'the Punjab that 
they' may be deprived of their legitimate profits by the continuance 

I of tbe present prohibition on the export of wheat. It. is moreover 
. generally agreed, that improvements in agricultural production are 
: urgently required in India. 'These improvements must, it would 
" seem, originate with the more prosperous cultivators who are possess­
I. edo' more capital' and more intelligence than the rest. High.. prices 

l
ot agricUltural produce probably ben.efit the p. rosperous cultivators, 
more. than any othe,r' class. It would therefore seem probable 
that any attempt to lower. the price of agricultural produce would, 
by reducing the resources of the more prosperous classes, tend to 
delay that 'improvement in agriculture which is so much desired . 

. 2.02.. But it .is more probable that the attempt to lower the- price 
Probabie ~ubstituti"n of of food. grains artificially would fail. . Any 

other crops. depression of the price of food grains 
woUld naturallj lead~lo tliesubstitution for them of crops such as 
cottop, jute and ojISeeds ;\and the effect of this attempt to cheapen 
1Jle f90~ sUPPo/ would merel;v, be to diprlnish the production of foo~, 
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The situation would bc aggravated by the very measures designedl 
to alleviate it. . 

203. Under present conditions India has in a normal year a 
Importance of the export- surplus both of rice and wheat which is 

able surplus. available for export. For this purpose it is 
immaterial to arguc' that, if the whole population of India were 
properly fed, there would be no surplus. The fact remains 
that at existing prices the efficient demand of India is satisfied, 
and there remains a surplus availablc fer export. Were the 
e\p0rt market not open,- the surplus would not be produced. Now 
the existenec 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 crops. If 
India is to grow enoJ!gh food to feed herself in bad years, there 
must be a considerable 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 safety lies in the direction 
Inoreased produotion tho of stimulating the productio~ of food grains 

true remedy. ill India. In the last 8 years the produc-
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 Barrag!" or on better methods of agriculture, 
and not on shortsighted attempts to control the free disposal 

... r t' ti tho of the food produced. We hold therefore' 

.. '0 68 riO on on h' 1 . . . 
ezport of food groine in t at m norma tunes any restrIctIon on the. 
normal timaa. export of food grains whether by export: 
duties or by any other means is contrary to the true interests of th.~ 
country • 

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

No export duty to bo iDlO 
poeed on wheat even for 
reveuue purposes. 

and wheat. We have recommended in the 
case of rice the continuance of the existing 
smallrevellue duty. This recommendation, 
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it must be understood, hI made solely in the interests ot revenue, 
and has no connection at all with any proposals for retaining rice 
in the country. It has lroww-er been suggested that, just -as rice 
may bear a smail rev.enue duty, so a small revenue'duty might be 
imposed on wheat. The two cases however are by no means 
parallel. We have argued that rice fQr export may be regarded 
as a semi-monopoly of India. ~..Q ~uch claim could ..possibly be 
made in the case of wheat. -The exports of Indian wheat to the 
United' Kingdom, which is the main market, though in the years 
immediately before the war ainounting to about 15 per cent. of 
the tp.tal imports of the United Kingdom, have dwindled in m9l:e 
recent ~-ears to only 4 per cent. Under these. conditions an export 
duty on wheat' wOuid undeubtedly fall on the producer. We can· 
not therefore recommend that any Qxport duty on wheat should 
be imposed for revenue purposes. 

206. Wli'ether any action, and if so What, should be taken when 
Abnorma.l conditions. abnormal conditions prevail in regard to 
(i) failure of ra.ins. food supplies or prices is a more difficult 

problem. There are two distinct cases to be considered. The first 
is when there is a shortage of crops in India owing to a failure of 
thE.' rains. As soon as the shortage becomes apparent prices usually 
rise rapidly to Ii. point at which it no longer pays to export, that is 
to say, prices rise. above the world level and expor,t is automatically 
stopped. When this point is reached the prohibition of export 
becomes. superfluous; Such prohibition will only be of practical use 
if the Government can foresee the shortage in time to stop the export 
of ~ substantial amgunt of grain before the rise in prices has come 
into effective operation, that is to say, if the Government can judge 
the ~~1!...P.!Q.re accurately and earlier th_an th~ trade. This 
however is 'l1ot the ordiQ.ary experience. In fact as a rule Govern­
ment reiil's largely on the advice of the trade as to the probable 
course of events. 

207. The~econd case to be considered is when: though supplies 
in India are -ample, there isa marked short­

(H) high world pricea. 
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 thoughtit.unsafe to alloW Indian prices to follow. The 
situation was met by various restrictions on export and on inter­
p~y~~i!l !DQv~m~~t~ Q~ f9_0.cI gra~s, ~!l! ~hese ;r.:estz:ict~o~ g~ve r~~ 
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to innumet'able difficulties and the task of regulating internal prices 
is not one to be lightly undcrtakcIl by Government. 
- 208. We recognise that serious disadvantages attach to any 

D i b'!'t f G method of treatment of these abnormal eon-eR ra 1 1 Y or OVOI'D- " • • 
mont action ill.pita of diR- dlhons. Some competent authorltIes hold 
advalltageB, that in these circumstances a policy of nO}l-, 
interference is the safest. Before the war Governmentused-not to 
interfere ,;and it has been rl!presented that the present demana 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 circumstances 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 sel<lQm, we think that 
there may be occasions when actiOn is-c8.lledror. Nor is it possible 
altogether to ignore the traditional demand of Indian public opinion 

, that one of the primary duties o~ the Government is to safeguard food 
supplies in times of scarcity. -- - -- - -

209. We have to consider therefore the possible methods by which 
Government might meet such abnormal 
conditions. At first sight it would seem 

t hat the most effective action would be to prohibit abs.9Jt1tely 
the export of food" grains. In the event of an actual shortage of 
food, grains in India we have alr.cady pointed out that the action 
of' prices will automatically pnt a stop to all exports, and the 
me'lsure of prohibition, though it might be reassuring to the popular 
mind, would in reality, unless it· came at a very early stagc, 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 arc 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 isimoredoubtfUl que~t has been 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 hold up large quantities of 
grain with a view eventually to export at a profit. It is therefore 
not at all c,ertain that the anticipated effect on Jndian prices would 
~ere~1ised. 

Pr9hibitioll of oxport. 
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210. Prohibition therefore by itself does 'not' appear to us to be 

Government control. 
likely' to be satisfactory or -efIective. .It 
would probably have ~ ~ccompanied br. 

mE\asures to prevent the hoarding of grain. But such measures 
wouldpres;tmt great difficulties and might lead to grave corruption 
and discontent. During the war -GoverItment took power to ascer­
tain the amount of' hoarded stocks and to commandeer the~ when 
unr~asonably withheld from the ttlarket, but· these powers were 
ra!~lX,e_x~rcis,e<!J1Il(l,-'W~re, O~_~~1!.l:>.tful efficacy, and we cannot recom­
mend suclilnterferertce with internal trade as a normal feature of 
the administration. It shm.lld be regarded rather as a. dangerous 
·weapon the use of which could only be justified in very exceptional 
circumstances such as those arising out of. the war. 

211. Furthermore when there is.a large surplus it is impossible 
to. maintain absolute prohibition without serious injury to the 
country. The Burina rice trade 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 risen so high thllt the 
Go'\ternment were forced t.o take special steps to prevent a 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 outle~ for. it in the interests both' of the Burman cultivator 
and of the rice consumers in Ceylon and other countries dependent 
on supplies from Burma. In these circumstances the Gov-arnment 
decided to take practical control of the whole export trade in rice, 
and they succeeded in keeping dOwn 'internal' 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.Ifa 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 ~e form'of Government control must be exercised. 'We hold 

. that the objections tQ sucn com-ror outweigh any 'possible advan­
tages, and for this and tJie other reasons given above we reject the 
alternati,:~ <1! E!.Qltip~J~xport. 

212. The only weapon 'therefore which remains for Government 
Temporaryoxportduty the' to tlse in abnormal times is an export duty;, 
leMb ubjeotionable meMure. and after very careful cOI.J.Sidet~tio~ :W~ 
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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 th~ objections which have been urged 
against prohibitioll wHLapplyJQ tilt!! course also, but we think they 
apply fiiaTe:'!scr '(icgrcc. Speculative hoarding may be encouraged 
by an export duty, but the speculators will 1I0t be able to count on 
such large profits on its removal as they· can i.n the case of prohibi­
tion, because the duty could be reduced graduaJIy, thus promoting 
a gradual resumption of exports· and avoiding violent fluctuations 
in prices. The main advantage, however, is that an export duty, if 
rightly pitched, will automatically check exports, and the· necessity 
for any supplementary measures of arbitrary control will be 
obviated. When therefore the prices of foodstuffs in India show a 
tendency to rise to dangerous heights, either in consequence of crop' 
failure in Iildia or--abnormalprices abroaa;"-we recommend that a 
temporary export duty should be imposed sufficiently high to check 
or prevent exports and thus to keep Indian prices at a reasonable 
level. 

213. 'Ve recognise that any such actio;1 is opell to the critici . .,m 
Some !ose of profit to the that the agriculturist alone is thus prevent~d 
agrio11lturiAt must be faced. from takillO' the fullest advanta"'e of condi-__ ~ _______ ~.__ _ _ _ ." 0 

tions favourable to high profits in his business. But the needs of 
the people arc paramount. We are also very doubtful whether in 
such conditions the bulk of the prQfit is not seenred by the middle­
man. The gain to the people is therefore IlkeTyrolic- much greater' 
than the loss of profit to the agriculturist. 
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CHAPTER XIII. 

Imperiai Preference. 

(i) lIISTORY, AND MEANING. 

214. The question of Imperial Preference in the British Empire 
Tho first 8t~P' first took ~ctical shape in 1~, when 

Canada, partly in pursuance of a ,more 
liberal tariff policy, reduced her duties on British goeds. Owing 
to tke existence of certain commercial treaties the benefits intended 
f9r 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-
fe'rence was raised to one-t1ti!:d. . .-- . 

215. The subject of Imperial Preference came before the Colonial 
'Imperial' .Freference be- Conference of 1902, and on this occasion 

comes a policy. the principle 'was for the first time author-
itatively recognised as one of general application. The resolution 
passed by the Conference was as follows :-

" 1. That this Conferenc~ recognises that the p~incipie of 
preferential trade between the United Kingdom and His 
Majesty's Dominions' beyond the seas would stimulate 
and facilitatemU'flia1 commercial 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 cir­
cumstances of the Colonies, it i~ 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 yiewf however, to promoting the incr6i-se of. 
. trade within; the _EmpirEl, it is desirable that those 

Colonies which have not already adopted such a polley 
all-ould, as far as the~r _ ci~cumstance8 permit, ~ive 
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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 products 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 to thejr respective Governments at the 
earliest opportunity the principle of the resolution, 'and 
to request them to take such measures as may be 
necessary to give effect to it." 

The pr:noiplos of Impo- 216. The points of chief importance which 
n,\ Prefo't6Doo.emerge from this resolution 'are :-

(1) that the stimulati~n of commercial intercourse between 
the different parts of the Empire was in the interests 
of the Empire ; 

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

(3) that ~here was no question of the Dominions abating their 
protectionist policy, and no idea of establishing free 
trade within the Empire ; 

(4) that the preference given should be wholly voluntary, and 
should not go beyond what the circumstances of each 
unit might reasonably permit ; 

(5) that the United Kingdom should, if possible, grant certain 
. preferences in return. 

217. In pursuance of this resolution preferential duties wet'e 

Ita ext6118ion. 
introducel~ by New Zealand and South 
Africa iu 1~(l3 and ·by Australia in 1907, 

·but the United Kingdom decisively rejecYIC"J the policy of taxation 
of food, through which alone any effective response eonld haw 
been made to the preferences granted by the Dominions .. At the 
Qolollial_Conference -of 1907 the question was once more rais£'rl 

~:Q1!!inen~lr. The' rep-res'enfati,~es of the'norriinlons'''showed the 
importance they attached to the dev£'lopment ()f the system and to 
40me response on the part of the United Kingdom, b\\t the British , 
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-Governm.ent explained without disguise that in their opinion the 
('ircums.tances of :the United Kingdom made this impossible. Tho 
resolutioris of 1902 were reaffirmed with a reservation by the British 

f Government that they could not assent that it was necessary or 
I, 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 in ed in 1903 on the questio~ of Impe~ial Pre­

relation to Imperial Prefer- ference from the standpomt of the mterests 
enoe. of' India. After reviewing the position of 
India, the nature of her trade and tariff, and her commercial rela­
tionswith the Empire and other countries, their general conclusion 
:was that from an economic standpoint India had sometJIingJ but not 
perhaps very much, to offer to the Empire, that she had verilltlIe 
to gain,in return, and that she had a great deal to lose or to risk. 

219. ;Up to the tlln~ of the war therefore the position was that 

The general position. 
the self-governing Dominions all gave pre· 
ferences at such rates as they considered 

'ldvisable to certain products of the United Kingdom, and in somo 
cast's to the products of other parts of the Empire ; that India 
and ,the majority of the Crown Co!op.i~s 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 

'Kiitgdo:in. The preferences grantedby,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 Iher prefertnces to New Zealand;-lD.dia 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 confining their preferences-primlirlly to 
the United Kingdom and. only extending them to other parts of 
the Empire as the result of negotiations. South Africa haa 
~negotiated agreements with Canada, New Zealand and Australia. 
,Australia has made an agreement only- with South Africa, but it 
is stated that negotiations for an agreement with New Zealand are at 
present in progr~ss. In Canada, Australia and New Zealand the 
preferential duties are usually, about two-thirds of the full 
,duty, th9ugh the fraction varies considerably- both above and 
below this figure. The South African preference is a small one 
~d 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 
~<!~~s area<1m itteci free, a~c! ~ the other p'~mi!!:i~:r!~ ~ t4e ~aIq.e 
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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 waf gave a great impetus to the policy of consolidating 
the Empire, and in the light of the ideas 

The effecta of the wllr. engendered .by the war the question of 
Imperial Preference began to be re-examined. The Economic 
ConfE.'J'ence at Paris in 1916 passed a resolution recommending 
.the Allies to take the tlecessary steps without delay to· render 
themselves independent of the enemy countries as regards tho 
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 I!s an independent 
economic unit, and it was proposed to convene a conference of 
the Dominions and India to consider the commercial policy to be 
adopted after the war. Ideas at this time were perhaps coloured· 
unduly by war conditions, and more stress seems 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. 

221. The projected conference was never held in the form which 
. was "itpparently contemplated. But the Further preferences. The 

United Kingdom IIdoptathe Imperial War Conference, 1917, passed tho 
pollCT. following resolution :--

.. The time has arrived when all possible encouragement 
should be given to the development of Imperial resources, 
and especially to making the Empire independent of other 
countries in respect of food supplies, raw materials, and 
essential industries. With these objects in view: this 
Conference expresses itself in fayour of :-

(1) The principle that each part of the Empire, having due 
regard to the interests of our Allies, shall give 
specially favourable treatment and facilities to th~ 
produce and manufactures e>f «>.ther Pl!rts e>f th~ ~Di­
pirL· • 

(2) Arrangements by which intending emigrants from the­
United Kingdom may be iBduc&d to settle in countries 
und~r th~ British llag."- - --- ---
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, 222. Tae, movem.ent . towards a streI4:thening of the links: of 
Empire found expression in independent action taken by many of 
the members. The most impo.rtant event was the adoption by 
the. lJDited Kingdom in 1919 of the policy of preference, thus 
~e;Ye1si.ng the. a~ti,tqd& ~a.ken, in. 1907: It ha.d. always been 
~~~Qqnjl3f)d that. I,>J."Elferenees. given. by the United Kingdom, unless 
lJ~coJJ;lpa.nied by cqnsi<terable . departul,"es in fiscal policy, would 
noJ;, hQ.vEl; .anY grtl~1t Ji>raqt~c.al eifeqt. But in 1,~19 the UJ;lited 
:{{Wg4.o;I;ll, withol!,t alterwg its general tariff policy gr,ante~ to, the. 
who.le E~pi.l"e preferElnti~.l r.~.tes, which. were usually' five-sixthi ~ 
_t1}[<?~t.!I~~'d..§ of the ~u;u.. J;'ate,o;n near,ly aU aIit~cles on WIiIch.import 
d.u.tiEliit wel.'e.levied. At the sam.e tiII),e many of thEl Crow.n. Colonies. 
t.oQ~ u~ the qu,estion of Imperial Preference, some of them. have. 
lilr~.dy- i.O,trod;uced pJ,'El£eJ;'~llt.ia\ rates, while it, i~ beli.eved thllt 
qthllt:s lJ,1};Ve, theI)'}. un4el.' consid~ratioJ;l. Australia and Ncw Zcala.nd.. 
llfJtve, . aJ.s.Oi w.iW:tl. thE) l~~ tWQ years, J;'evis.ed and increased their 

. I1r.!l.~e~e,nce.~. . '. 

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

1 d
' , ,,0£ this ·nature, and from 1911 onwards 

n 1& exam1nes ~he pOaOY, th t' fl' 1 P f h' ,., .. - ...... - ~ .... , .' ft ques lOn O· mpeJ:m~ re erence as In 
OlU) form. OJ.' another been before the G01(ernment of India. W" 
lJ,ave already explai;ned ho:w the resolution movcd by Siv George 
Ulf.1:ne." ir,J. f~bI;uar;y, 19.?Q. iI)., th.e, Im1?e+ia\ Leg~~t;.v~ Oouncil 
~~f thg appom.tm.en1i ~f a cOI;r;l.J.lli~tee to report " whether or not 
i~ ~ a.d.vu;tlbl~t.o 8J?J?ly tp tl1e Indiari Cij,stOIl!$ ',fa:J,'iff Ij., systeJXl, of 
preference in favour of good&- of Empire origin," led directly 
to the enquiry whi~h we have been conducting •. 

(ii) ECONOMIO PRINCIPLES. 

22~. As a preliminary, to cqnsidering the adoption of a policy ot 
. EqQnomic elYect of prefer- Imperial ;P:r.:eferenc:& by India. it is important 

. entia.l dames. . to obtain a clear idea of the economic effects 
of preferential dutiesI Prefere~ce ~eans that goods from one or 
J».~f.e'fa..'\!'QWeA~QijJ.1h~les pay dllty at a rate. lower than th~ general 
1(a.t.~:]Wl&etllQJ:' t.he p~eflll'ential rate is a real redu,ction in duty 
~ :wll..ethe~ t;b.~. ge:o,eral:rate has been arrived, at by making an 
a4.@iQu. t~ what; utJlQIlSidered :the ininimum duty, which thus 
bWlomes the preferential rate, is, in considering the.economic effect, 
iJ?lw.a~~t:ialJ ~o'r OW: present purpose th,.e. preference may be 
t!:elj.~ect a,s ~ r~<\u.ctioll '~( d,u.ty jq. cOIll}>ar.iso:Q. with the ~ate imposed 
o.~ ~Qt:~ig~ 'eQ~h:ie~ ~ general. ~eegect of ~ucbta reduct!on is 
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clearly expre:;:;cd in the following passage from the Report on 
l!~~ip~ocity and Commel'cial Trea!.ies prepared by the United States 
Tariff Commis:;ion in 1918 :-

., As regards economic effect, reductions of duty under the con­
ce:;sional 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 subject to th~ 
main, or non-coneessional duty, the result is not only a 
loss of l'evenue to the Treasury, because of the lower 
rates of duty, but absence of any gain to consumers. The 
reduction of duty redounds only to the advantage of the 
foreign producer, 'l'his 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 policy; but it, never­
theless; supplies an example of the working of a linllted 
concession. If, on the other hand, virtually the entire 
imported supply of a given articlc is admitted at the 
lowered concessional rates, the effect is that of a general 
l'eduction of duty. Such a l'esult ensued, at least in the 
more recent years of the operation of the reciprocity 
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, but 
had come to rcdound, during the years immediately pre­
ceding the European war, mainly to the advantage of 
the domestic consumer." 

225. We take it that thi~ passage expresses accurately the econo-' 
EtJoot depends on the 1'8- mic effect of a preferential duty. So long as 

lative importanoe of tho a substantial quantity of the commodity con­
Bources of lIupply. tinues to be imported from countries to 
which the preferential rate is no~ extended, the price of the com­
modity will be regulated by the higher duty, The 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 receiving the preference. When oD: 
the other hand the country receiving the preference supplies prac­
tically the whole ~ket, then the price t~ the co~~r wil! Jie 



regula~d by the lower rate. . The bounty to the foreign manufac­
turer will cease, and the consumer will get the benefit of the lower 
rate. \...!.rhe question therefore whether the consumer 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 country 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 country is small 
relative to the total supply, the consumer will suffer. 

,226. It may be thought that, unless the consumer suffers,. the 

C diti d hi h 
~h jfOreign manufacturer cannot benefit ; that 

on onBunerw c.o . . • 
foreign manufa.cturer may IS to say, unless the fOl'eIgn..manufacturer 18 
benefit without the domestic lable to annex for himself some of the differ-
consumer suffedng. 1 

~nce between the two rates of duty, he 
will not be receiving' 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 I:llarket. Mter the preference 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 bonus 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 
thne they may secure for themselves the whole market, driving out 
altogether the non-preferred manufacturers. The price to the con­
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 representedbi. the 
additional quarter. of the market wlJ.ich they have secured for them-

I
' 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 apparent from the considerations stated above 
, Analogy between a.r _ tha~ Uhe .arguments in. f~vour of prefer­

ments !or preference and ror entlal dutles are very, SImilar to those in 
protectIOn. ,favour of protective duties") In both cases 
the consumer is invited to suffer a te.Jllporary loss. In 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 temporary loss will accrue to the industries of 
his, own country ; whereas in the case of preference it will accrue to 
~~ i!!~!lstI:i~s: ~f :th~ ~untry t~ which prElfer~n~~ is giv~J ' 
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228. The analogy may be traced further. It is an essential part 
of the scheme of protection which we havc advocated that protection 
IIhould be given only to such industries as may be regarded as possess­
ing a comparative advantage, and which are therefore likely with 
tIle aid of the protcction given to be able eventually to supply the 
needs of the country as cheaply as foreign industries. The same 
principle should bc applied in the grant of preference. If a prefer­
ence is given to an inefficient industry or to an industr? which with 
the preference is not likely to be able to supply eventually the whole 
market, the preference will constitute a permanent burden· on the 
:~on~umer~and will therefore from an economic point of view be un­
JusiIfiable.J _.' • ~>I,/ i·.········ 

\/ 

229. The ~conomie effect of a preferential duty has two aspeets. 

The revenue n.8pect. 
Hitherto we have hcell considering the duty 
merdy as it a1reets the consnmcr. But the 

duty may also aITect the Goyernment revenue. If the preferential 
rate is a true reduction from the general rate, it is elcar that the 
cuuntry granting the preferent.ial rate i;; sacrificing revellur. Ail we 
have indieat.f'd ahove, however, preferential rates are frequently not 
real reductions .. Prefcrt'nce OftI'll takrs the form of raising the duties 
against the non-favoured countrics instead of lowering them for the 
benefit of the favoured countries. In such cases it may be argued 
that the State sacrifices no revenue. Indeed it may receive in view 
of the higher rates imposed on t.he non-favoured countries a slightly 
higher revenue. But for the true economic effect we have to look 
below the surfa.ce. \ The best tax from the economic point of view isl 
that whieh brings to the public exchequer all the money extractecU 
from the pockct of the tax-payer:: An import duty operates to raise 
the price of the whole of the commodit.y 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 public 
exchequer. The smaller the atnount imported as compared with the 
amount produced locally, the smaller is the r.evenue in proportion to 
the tax on the consumer. It is to meet these conditions 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. Exactly the same considerations arise in the 
case of preferential duties. We may for purposes of this argument 
('oncentrate our attention solely on the goods imported, and may 
ignore the home production, if any. It is clear that, if a single rate 
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(If 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, 
i the State does not secure as revenue the full amount taken from 
,the pocket of the consumer. The ta,x: therefore to this extent is 
not sound economically, and this unsound. economic effect may 
be represented by saying that the Government loses revenue-not 
possibly actual revenue, but relative ,to the amount whIch it should 
receive in virtue of the burden which it is placing on the consumer . . 
,,/230. A preferential duty, when it takes the form of raising the 
Home industries may sup- rate agaiust non-preferred countries, may 

pert preference, if it in-sometimes receive the support of the home 
creases protectien. industry because it increases the protection 
which tha,t industry enjoys. But this is by no means a sound argu­
mentfor granting such preference.!... It must be assumed under our 
scheme that the industry is already enjoying the protection which it 
needs. If, then, this 1>rotection is increased by means of a prefer­
ential duty, the result merely js that the consumer is being penalised 
to an unreasonable and unnecessary extent, and that the industry is 
receiving a larger measure of protection than it require~ 

231. There is one j.!l4ir~~t effect of preferential treatment which 
, - is perhaps worth mention. The effect of Possible adva(ntage to the 

ceuntry which grants a pre- preference will be to stimulate imports from 
lerence in the market of the the country which receives favourable trent. 
coun~ry whioh receives it. 

ment. If the preferences are important, this 
will tend to build up direct shipping connections between the two 
eountries, and as a consequence will giVe the exporters of the country 
,granting the preference some advantage in the market of the country 
receiving the -preference. LIn other words, if imports are nttracted 
from a particular country, there will be a tendency for exports to be 
,.attracted' to that country.l Thus to some extent it may be the ease 
that the grant of a preference may bring some iIldi.reiltJI~~nsating 
advantage to the country which gral'l.ts it, provided its exports are 
-competing with the exports of 'other countries in the market of the 
-country to which the <preference is granted. 

(iii) THE ECONOMIC LIMITATIONS OF PREFERENCE IN INDIA.. 

232. We have explained in general what we conceive to be the 
Seuroes and destination ~f normal economic effects of preferential 
Illdian bnportsandexports, dntie's, both on the producer ~~ the count17 
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receiving the preference, and on the consumer in the countrY giving 
it. We now have to consider the probabl~ results of a polley of 
preference in India; in view of the special features of her economic 
position. This aspect of the question was examined with grcat 
care by the Government of Lord 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 Government of India in 1903 
found that about three-fou~ths Q! the total, j!nports into 
India came from the Brffish Empire. Indian exports on the other 
hand. 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 
figures given in Appendix D show that the imports from the 
British Empire, which were estimated at about 75 percent. 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
llge of India's exports going to the British Empire has followed a 
~imilar 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 
41.9 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 cent. of the total exports, in the 
five years preceding the war th~ 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 aftel' 
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 
Rnd Japan, something over one-third of her exports. 

233. We have shown in Chapter III that between 70 and 80 per 

1 di n -'-- t f cent. of the imports into India come undel' 
n a expon",no 0 a .' • 

kind to benellt appreciably the class of artIcles wholly or mamly manu-
from preference. factured. On the other hand the exports 
of mallufactures 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 'II food, drink and tobacco."L Broadly speaking 
therefore India may be said to import manufactures and to export 
raw materials and foodstuff~ This fact is of great significance in 
considering the probable results of a system of preference. 'fhe 
~conomic 'advantage derived from a preference tends to be more 
important in the case of manufactured goods than in the case of r3\V 

materials. Manufactures nearly alway.!.... ~eet~th keen c()IDpet.itioll 
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 plae.e they are usually admitted !r~~_ inj;o 
foreign Ir\arkets, 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 carefully nursed. With a com­
paratively small degree of competition to meet, it is clear that raw 
materials stand very much less in need of preference than do manu­
factures, and that the gain to them by preference is likely to' be 
'correspondingly smaller. With regard to foodstuffs the general 
tE'ndency in most countries is to admit them free, and the possibilities 
!)f . preference are limited. - -

234. These general consideratIons are corroborated by an examin-
Indian exports receivin ation of Indian export~ and the .,possible 

preference in the Unitea advantage they could derIve from a system 
Kingdom, ,of preference. Lord Curzon's Government 
in 1903 considered the possible commodities to which preferencn 
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 haYe 
,explained above, the United Kingdom granted to the whole Empire 
in 1919 such preferences ai were found to be consistent with her 
tariff policy. The -oillyprCferences 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
.Lerence was a genuine reduction from the general rate of duty, 
and was not created by maintaining the existing rate for British 
prciduct':1 and enhan,cing it for foreign 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 t40se limitations has been con~ 
ferr~4 PI! J!ldi&n Prod,qCel'!It . 
" " ",,' I ,,',-
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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 

T_ chief competitor, Ceylon, enjoys an equal 
preference. Between them these two <:<>un~ries pro~ded 8~ per ce~t. 
0: the tea entered for home consumption m the Umted Kingdom m 
the year 1913, and in 1920 they provided 90 per cent. When such a 
large percentage of the total supply is entitled to the preferen~ 
rate, it may be assumed in accordance with the .general econ~~lc 
principles which we have stated above that the prIce to the BrItIsh 
consumer will be regulated by the preferential, and not by the 
gtlneral, rate of duty. No direct bonus therefore is likely to accrue 
to the Empire producers of tea from the British preference. The 
advantage which they may be expected to derive consists in the 
in~reased 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 particular 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 introducing preferential rates in 
thp, United Kingdom tariff was under consideration in 1919, the 

• Iridian 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 special 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 j and it exprcssed itself to us as believing in the advantage of 
preference to the tea trade, and as anticipating good results if a pre­
ference were granted by Australia. We do not therefore endorse the 
views expressed before the grant of the preference o-~ 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 
tea producers by way of a possible extension of their market and that 
it does not operate to increase their profits per pound of t~a sold. , 

236. The Indian coffee planters are probably in a better position' 

Colfee. to benefit by the British preference than 
the tea planters, and they h~v~ ~c?!!B~t!:!!tl1,; 



SUPPQrteq the concession. The proportion which the Indian supply 
of.coffee be;t.rs to the total supply in the United Kingdom is compara.­
tively ~all, and it is possible therefore that the Indian cotIee 
p1iiiteiirece~ve som,ething in the nature of a direct bonus. The 
Ind.i.a,n coffee, trade is however small compared to the tea ~ade, 
and it is ,not clear whElther there is an;r large ~or increlj.sed 
production in India. 

237~ In the. case of tobacco, which however also occupies but a 
minor position -ainong Indian exports, it 

Tobac~o. would se~m likely at first sight that the 
preference would be of substantial advantage to the· trade. But, 
as was pointed out in 1903, the system of levYing the duty ill the 
United Kingdom createS' a discrimination against Indian tobacco. 
The duty on tobacco in England is charged ~~ight and not by 
value. 'Consequently the cheaper article is taxed more-&everefy-.in. 
proportion to its value than the mor~ expensive, and the cheap 
Iridian tobacco pays a duty which is particularly heavy. Ev~n with 
thepr~ference Indian tobacco remains at a disadvantage in the 
English market. This is a case in which a higher degree of prefer-
I enc~ or a change in the system of assessing the duty might be expect- I 

ed to gi~e a real stimulus t9 the Indian trade. 
~38. The above examination of the -existing preferences granted 

Actual and possible gai~ to Indian products in the United. ~gdom 
to India. fro!ll preference is bears 'out ou~ general proposltion that 
llmall.' Indian export~ on the whole are not of a 
nature capable of benefiting to any great ~xtent by preferential rates, 
particUlarly such as can. be granted in the United Kingdom. We 
freely' re'cognise' that, except perhaps in the case of tobacco, the 
British Goyernment has. done what it can within its existing tariff 
system. But 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 pr9posed in 190~, with,. a view to extending the field of 
preference, we do not thinlf; that the. gain to India would be great. 

239. On the other hand it would no doubt be possible for India 
India cannot grant eden- to ~n!~!,~ubstantial advantages on. British 

~ive ~references without products by the grant of preferences in her 
lIerioua.loss to herself. .' market. The nature. of the British 
imports, which aJ:e ~early all manufactures, makes this clear. But 
we do not think that India could grant anything of great value 
without imposing' a .seriou'l 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 objection to 

J d
• f tL-t f the grant of any extensive system of prcfer-

n laD ear .... pre erence .• h . 
most diminish proteotion enccs by India, we WlS to mention two 
not justHled. points in respect of which apprehension is 
generally expressed by Indian witnesses, but ;hich do not se~m to 
us to justify an adverse verdict from the economic point of vicw. 
In the tirst place many witnesses have e~pressed the fear that a 
policy of preference would be equivalent to weakening the policy 
of protection, that the grant of preference to British manufactures 
in the Indian market woulel mean that Indian industries would 11l)t l 

l'cceive 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 explain.ed above that Imperial 
Preference involves no question of abatement of a protectionist policy, 
and implies no idea of freu trade within the Empire. The Domi­
nions, which have freely granted preferences to the United Kingdom, 
havo all adopted a pronounced protectionist policy, and they hav~ ill 
every case taken care that the preferences granted by them to the 
Uuited Kingdom in no way interfered with the protection which they 
considered their own industries required. We wish to make it per· 
fectly 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 dccided any Indian industry rcquires. 

241. The second apprehension of economic loss which we do nol 
Apprehensions of 1088 c'lIHiiller to be justified is that foreign coan-

through retaliation by foreign tries will take retaliatory measures against 
oooutriel uaggerated. Indi if In' di I d th 'all f a, a exc u es em part! y rom 
her markets by a system of preference. This was an argum~nt to 
which I.ord Curzon's Government in 1903 attached great importance, 
They realised the strength of, India's position as an exporter 01 
raw materials which 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 artie1e~ 
Imlia mign:t-be- open to attack. '1'he positi~n was re-examined b~ 
the Government of India in 1917, and they came to the conclusiOI 
that the dangers apprehended by Lord Curzon's Government (,]] 
this 3c('ount were not serious. They thought that th~ strength oj 

(
India's position as a supplier of raw materials, mapy of w. hich wer' 
lU£nopolies !>r partial m~p.op~lies. had })ee!l under-~s~t_e~ ~j, 
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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 once' more by the Committee of the Imperial Legis­
lath'e Council which was appointed in 1920 to consider the subject 
of Imperial Preferen~e. 'rheir conclusion on this point is stated 
in the following words :-

"We first considered the question whether the applicati('ll to 
the Indian Customs Tariff of a system of preference in 
favour of goods of Empire origin would be likely to 
iuvolve any danger of retaliation by countries outside the 
Empire i!l respect of our export trade. So far as we are 
able to judge, we are unanimously of opinion thai in view 
~~!W1nd for ou!.~~aterials, there is no-danger 
to be feared on this score, and that the apprehensions of 
Lord Curzon's Government in respect of this particular 
aspect of the question would in present circumstances 
be unreal." 

242. The consideration 'Which we have been 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 not think 
that any country is likely to be able to embark on such action with 
any _prospect ()f e~<>.n()Inic advantage to'itself. 

243. We have dealt with two aspects of this question in regard to 
• 1 t which we believe that popular opinion is 

Real economIc 088 0 -. t k . ' t" t' . 1 t 
India from preference would mIS a en m an lClpa mg econOmIC oss 0 
be tbe increased coat to the India from the adoption of a policy of pre­
CODBUIIler. ference. LBut we have shown, in analysing 
the effect of preferential rates, that they are likely in many instances' 
to p~nalise the consumer in thE! country granting the preferenee, and 
it is in this respect that we anticipate that any considerable appli­
cation of a policy of preference would cause distinct economic loss 
to India:J The great mass of the people in India, it must be remem­
hered, ilie poor. We have throughout our enquiry borne this con­
sideration iD.'i:IllD.d. Our general recommendations have been framed 
with 'a view to confining the sacrifice which must be demanded of 
the Indian conSumer within the narrowest possible limits. It 
would not be consistent with our genel-arneW of the situ.ation to ask 

. t;!l~ !~~ ~~~~r' tQ b~l!r l!Il apprec~~l~ ~1,1l'd~A' f~~ ~~ be~efi~ 
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of British miLDufacturers.· Such burden as appears to ns inev!table 
in the pursuit of a policy of more rapid industrial development the 
Indian consumer mnst be asked to bear. But he should not be called 
upon to bear an additional burden on top of this for the furtherance 
of intercsts which are not primarily Indian. 

244. In this connection a suggestion has been made that prefer- I 

D' d .- f t' ence should never be given in the case of an 
IBa van ... ge ° ~ran mg • d hi' - . Ind'''' h' 

prefere,nce on, an article pro- m ustr'y w ch IS protected In Ia . .) T IS 
tocted 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 imposes a burden on the Indian consumer, and 
that therefore it is not desirable that a further burden should be 
imposed on him by /i- 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 
considel' that in selecting articles for preference the extent of the 
burden already imposed on the consumer in respect of those 
pl;lrt~cular articles should not be ignored. 

245. In our view it is clear that if preference is to be given it 
ConditioDs in which the mus~?e confined to comparatively few com­

grant ,of r.roforence might modltIes and cannot take the form of a 
be jUBtifiab e, general preferential tariff. I The com­
modities selected must be as far as possible those in wtiich 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 wm command, so that the burden 
on the consumer, if any, will be removed at an early dat'0 We have 
to recognise however that there may be few industrics 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 impetns 
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 
assistance to British industries w.ithout appreciable economic loss tQ 
~er~elf. '. , . 
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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 
tiOD in the Indian market. cent. of imports derived from countries 

outside the British Empire about 18 per cent. in 1920-21 and 13 per 
cent. in 1921-22 came 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 manufacturers 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. It must also be remembered 
that before the war German imports into India e~ceeded those of 
any other .foreign cou:Q.try, and that there are signs that Germany is 
gradually working up this trade again. Japanese competition is 
mainly confined to cotton yarn and piece-goods. The United States 
sends large quantities of iron and steel, machinery, hardware and 
('utlery, instruments, apparatus and appliances, motor cars and 
tobacco, which may be considered in varying degrees to be in com-

. petition with British imports. These are the main heads under 
: which we might expect British manufacturers to anticipate advantage 
1 to themselves 'from the, grant of preferences in the Indian market. 

247. We have received a certain number of applications from 
RequeBts of BritiBhmanu- British man~acturing interests for th~ 
facturers for preference. grant of preference. Representations have 

been made in respecf of dyes, motor cars, electrical apparatus, 
tobacco, drugs and rubber tyres, while a general appeal was received 
from the British Empire Producers Organisation impressing upon 
us the importance of the adoption of 'the principle of Imperial Pre­
ference. We are not in a position to make any de,finite 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 
and which has been most earnestly pressed 

Dyes. 
. on our attention is that on behalf of British 

dyelil. 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 cansequence it has received a very special 
ll;leaSUre of protection in the market of the mother country. The 
f!oIlsiderations, 'it is urged, which have led the United Kingdom t9 
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give special treatment to the dye industry sliould lead otI1ef parts 
Qf the Empire to do what they can to assist the development of 
llritish dyes. It is not only that in time of war the Empire should 
~t be expos cd to the risk of finding its supplies of dyestuffs entirel] 
eut off. The dye industry has a much closer and more direct relation 
to the intermits, and even the safety, of the Empire in the event of 
war. It is recogn1l1ed that an efficient dyestuff industry is of the· 
utmost importance to the national security, as in its absence seriouii 
difficulty must be experienced in turning out rapidly the explosives 
and chemicals required for war. From this point of view therefore 
the establishment of a large scale 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 th~ 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 
dl'estuffs. It is urged that the German industry, which is a well­
organised monopoly, would be prep!red to sell even at a loss in 
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 competition with the 
British product. For these reasons, and because the British industry 
is still to some extent in its infancy and has not yet reached the 
stage of full efficiency, the13ritish companies ask for a preference in 
the Indian market. 

249. We ,recognise the strength of the considerations put 
forward, but we realil!e also that there arf:l important arguments on 
the other sid~. We understand that in many cases the British dyes 
al·e not considered equal in quality to the German dyes, and that 
therefore by preferring the former India would be imposing a handi­
c'.\p 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 use dearer and inferior 
dyes. SO,far as the Indian market is concerned this handicap might 
be neutralised by increasing the duty on imported piece-goods, but 
suc~ a !lourse would have the effect of penalising th~ !ndian CO~ 
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sumer. In any case the handicap could not be removed in the case 
o~ competition· with Japan in forei~ markets. 

250; We have stated as impartially as we can the arguments 
which have been used on both sides ; and we feel that in accordance 
wiih . the principle 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 Imperial Preference is adopted, the question of a preference 
(In dyes as affecting all interests might be examined by the Tariff 
BlJard. . 

251. The case for a preference on British motor cars was put 

Motor cars. 
beforens 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 Unitlld King­
Gom was only £2,133,9'87. 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 ree6iilly 
shows that this is a factor which is of the utmost importance in India. 
We understand that efforts at'b being made in the United Kingdom 
to prod,uce cars which would compete with the cheap AlDerican· cars, 
and a preference in the Indian IIlarket might give a decided.stimWmt 
tp thjs movement. 

252~ With regard to ma!lhinery we have stated that it is desir­
able that it should be admitted free. But 

:M;acbinery. we would not exclUde an exami~ation by the 
Tariff Board as to the effect of imposing a low import duty on 
for.eign 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 

Cigarettes. 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 been increasing very largely~ and it is possibl: that 8; 

case for preference nught be made out. . 
254. So far weJlave shown that in the nature of things any pre­

. Preference to be reg'~;d~d ferences. granted to India are likely to be of 
sa a voluatary gift, alld 'noli . ·col1siderablY less value than the preferences 
IIJI rart of n.barglLin, ~lllch India might grant to the Empire 
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and that conscqucntly ill any balancc of econcmic loss 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 aspect 
of the matter. We realise that Imperial Preference as between 
the Dominions and the mother country has not hitherto been a matter 
of j?arK!!-jn. 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 decidcd 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 
(lwn tariff policy. In the same way, if India is to adopt the principle 
of Imperial Preference, she must adopt it freely to the extent to 
which she feels she can do so without detriment to the paramount 
i'riterests of hcr own people. She receives already certain preferences 
from thc United Kingdom. She recognises with gratitude the spirit 
ilJ which they are given. She will not wish to looK 100- narrowly to 
the actual economic advantage of these preferences, and in turn she 
would expect that any preferences which she finds herself in a position 
to grant without serious detriment to her bwn intercsts should be 
received in the same spirit, and shQuld be regarded as a voluntary 
iift and not as part of a bargain. 

"(iv) CONCLUSIONS. 

255. We have been impressed throughout our enquiry by the 
Causel of Indi~n hostility almost complete unanimity with which 

to preference. Indian witnesses opposed the principle of 
Imperinl Preference i 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) fcarthat it may d;minish witnesses that preference would operate to 

proteotion. 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 protrction which it may be decided that an 
Indian industry requires. 
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257.~ second a.rgument which has weighed with many witn~sses 
(it') burdel1 011 Indian con- is that preference is equivalent to the grant 

Bumer. 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 expect the poor country to make 
a gift to the rich Qn~ We have explained that in our opinion this 
view of the question is not unreasonable, and that any general system 
of preference would undoubtedly impose an appreciable burden on 
the In~ian 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, )!hat Imperial Preference should not 
involve any appreciable economic loss to Indi~ In estimating the 
economic loss it would be reasonable to take into account any economic 
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 I present enjoys the protection of the British Navy in return for a 

I merely nominal contribution. 

\ 

258. The main cause however of the general hostility displayed 
(iii) fe~ that it will affect by' Indian witnesses to the idea of Imperial 

.Jndia's fiscal a.utonomy. Preference is, we think, political. It is based 
on a feeling of suspicion. There is a fear that if India accepted the 
principle of Imperial Preference she would find that she had parted 
with the newly wOILP.dril~ge of fiscal autonomy, that in the name 
of Imperial Preference the tariff policy 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. yv e think that these fears are based on a misunderstanding 
of the true position. Many regard Imperial Preference as meaning 
a unified tariff-"policl': for the whole Empire, dictated, if not by the 
mother country, .atleastliy binding resolutions passed at periodjcal 
Imperial Conferences. This is a complete misunderstanding of the 
real principles 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 fre.e trade within the Empire or any 
tmiform tariff policy. It is true that, as a result of the Paris 
Economic Cohference of 1916 already referred to, the question oJ 
the organisation of the Empire as a.n independent economic. urut 
~eel!led for· ~ ~im! t2 !?~ ~Q~g i!!tQ pr.!.ctica! ~onsig~rJ!,tio~. But 
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the ideas to which the crisis of thc war gave rise did not long survive 
its termination, and the policy of Imperial Preferenel developed on 
its original lines. Each part of the Empire took such steps as it 
fclt could reasonably be taken consistently with its own interests to 
promote inter-impcrial trade and the manufactures of the mother 
country. This is the meaning which we attach to the policy of 
Impcrial·Preference, and all our recommendations must be read as 
refcrring to such a policy, and not to any idea of a joint tariff policy 
for the .Empire imposcd on the various component parts. 

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

Tl •• ~ t th regard to the Dominions, India stands in a 
10 assurauoe 0 0 d"" I' d h th .. I f Briti.h Government rog..rd- JlJ.erent re atlOn, an t at e prmClp e 0 

log fisoal autonomy. ,Imperial Preference may be utilised against 
inuia to interfere witliher-iiscal autonomy. We would remin.l 
them that the principle of permitting India to decide her own fi...;cal 
1'olicy has been stated in the most explicit terms. We quote once 
lUore the recommendation made by the Joint Select Committel! 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 Afr~ca. In the opinion of 
the Committee, therefore, the Secretary of State should 
as far as possible avoid interference on this subject 
when the Government of India and its Legislature are 
in agreement, and they think that his intervention, when 
it does take place, should be limited to safeguarding the 
international obligations of the Empire or any fiScal 
arrangements within the Empire to which Ilis 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 haa accepted 
the principle recommended by the Joint Committee in this passage. 
It is true that some doubt may be aroused by the words" any fiscal 
arrangements within the Empire to which His Majesty's Government 
is a party." But we have explained that Imperial Preference, as 
hitherto practised and as understood by us, cannot involve any di(l­
tation llY His Majesty's Government to any portion of the Empu·e. 
The convention which the Secretary of State has undertaken to 
~stal>lish giv,es, it ~ trlle, !l~ as~w::agc_e that a policy fav~lUre!! !>y th,~ 



~ndia.n Legislature will necessarily be adopted. But it does, .we 
think, ~ve _a 'h!.~~cal assurance ~I:~t no ~~~a~ m!l~s,!!~~ich th~ 
~~n ~~~~~~_t.~!!-ti0es_~0~~ppr2"y"eWillJi~ ad.~.l?t.e.~India. ~\ny 
fear therefore that particular applications of a policy or preference 
can be made contrary to the wishes of the Legislature appears to us 
to be illusory. Nevertheless we would put the matter beyond all 
possible doubt by asserting as 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 question purely from the 

The Imperial a.pect. 
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 
Imperial- aspect. In discussing the advantages that Great Britain 
might derive from a preference in the Indian market we have 
hitherto treated that advantage solely from the narrow economic 
aspect, 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 are 
far wider than those of the prosperity of particular industries. 
We no not forget that the United Kingdom is the . heart of the 
Empire, that on its strength depends the strength and cohesion 
cf the Empire, and that its strength is bound up with the prosperity 
of its export trade, which lias enabled a. small island to find the 
resources which bind together and uphold the great Commonwealth 
of Nations known as the British Empire. Unless the' United 
Kingdom maintains its export trade the heart of the Em'pire will 
weaken, and this is a contingency to which no part ofihe Empire 
can be indifferent. Nor again do· we forget that the communica­
tio~ofJh~~mpire ~x:..e.~~~_e~'by_t~e British Navy, and that the 
burden of maintaining that e!;sential service falls almost entirely on 
the people of the United Kingdom. 

261. While however we do not ignore the material side of the 
policy of Imperial Preference, we believ~ 

The sentiment of Empire. that th~ sentiment with which it is associlLted 
i.~ even more important. Imperial Preference is regarded through­
out the ~mpire as a ~~~~ns .2L'Strep~~.~ning:.....th~ .t~~s . ...!'I'hi<?~ b~d 
together lts scattered UDltS. Adheslon to the policy of imperIal 
Preference is thus 'coming to b~ regarded as a t~.st~f loyalty to the 
Empire, as a proof that the various parts of the Empire look beyond 
th!ir. 2wn imm~di~t2 inter~ts ~d ~~cognis~ their p«!sitiQn as pllrt§ 
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or a greater whole. From this point of view we firmly believe that 
India should not turn her back on the principles which have been 
adopted in the greater part of the Empir~ and are rapidly bE-illg 
extended to the remainder. We would not have India standing in 
~ positio~ oCmo.ral iS91ation within the Empire. The view has been 
expressed that in consequence of India's special economic situation, 
wiJich we have explained in detail above, and her consequent inabi­
lity to grant preferences which are likely to be of serious econolilie 
'lialue, such a gift as she' might make would be regarded as valueless. 
We are convinced that such a view is wholly mistaken, and that on the 
contrary a free gift from India, however small, would be welcome.l 
hy the United Kingdom as a gesture of friendship and as a proof 
that India realised her posifiollas"a inemoer or the Empire. 

262. We recognise that the question of Imperial Preference is 
Deoision moat reat with one which can only be d~termiul)d ill 

tbe Legislature. accordance with Indian opinion; and that 
tne Indian view can be best ascertained by reference to the Council 
of State and the Legislative Assembly, without whose free coneont 
DO such policy can be adcpted. We feel confident that the Indian 
Legislature will consider the obligations of India in this matter as a 

P • . I h· b eh Id component part of the Empire. We have 
rlnOlp el W 10 on • • •• • 

govern BOY applieatioD of endeavoured to mdlCate certalll prIDCIples 
the policy. . which should govern the application of the 
!loJicy, if adopted. LWe repeat them once more. In the first place~ 
no preference should be granted on any article without the approval 
of the Indian Legislaturt) 'Secondly, no preference given should in 
Illl)· way diminish the protection required by Indian industries. 
l'hirJly, the preference should not involve any appreciable economic 
loss to India after taking into account the economic gain which 
Jndia derives from the preference granted her by the United 
Kingdom;) 

263. It is evident that the Legislature can hardly be asked t< 
Su~g""ed ~Dqniry by Tariff pronoUl!Ce an opinion on the policy until il 

lIoard. has some idea of the extent to which it: 
application is feasible. We would therefore recommend that, as I 

preliminary to any consideration of the desirability of India adopt· 
i.ng the poliey of Imperial Preference, an examination should be made 
by the Tariff Board to determine whether there arc any commodities 
()u which prererenee might be given in accordance with the principles 
which we have laid down, to the benefit of the Empire and withou' 
4etriment tQ Indian iutefests: . 
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264. ;Hitherto in discussing the question of Imperial Preference 
. t d t d' we have confined our consideration to pre-
Policy 0 be a op e to-

wa.rda the Dominions and ferences granted to the mother country. 
CO/lonies. 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 withQut..appreciable j.njllry to herself. With' 
regardtootlier'parts'Ofilie Empire'w'erecommend a policy o~ reci­
procity such as is already adopted by more than one Dominionfor 
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 connection India would 
doubtless not be unmindful of the fact that she already enjoys the 
benefit of certain concessions granted by Canada and New Zealand, 
The agreements which we contemplate would be pur~IY,,!Qluntary i 
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 considerations could not be excluded in determining 
whether it was desirable for 'India_ to enter into an economic agree· 
ment or not. 

265. We think it is necessary that there should be laid down fOl 
The qnestion a practioa.l India some policy of the nature outline~ 

one. above in regard to trade relations with othel 
parts of the Empire. 'We have already mentioned that India receive! 
preferences from Canada and New Zelfland. We understand thal 
proposals for reciprocity were received in 1919 from one of the 
DJminions. We' have recently been informed' by the Canadian 
Government Trade Comnijssioner ,to Inaia that a preference on motol 
ears 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 c,2,1!!d "be !lonferred on Canada without any appreciable loss 
tc. India. We have also received strong representations from the 
Government of Mauritius and the Mauritius Chambers of Commerce 
and Agriculture req1;lesting that preference may be given to l\'Irauritius 

sugar in the Indian market. We realise 
that, judged by ordinary economic princi­

ples, the case :for a preference on Mauritius sugar is not strong. 
The pro~ortiQll of M'auritiUsSUgar to thetotal imporlsof sugar into 
!n4ia is small, and there appears t() be littl~ prpQlJ.bility ~ Mauritiw 

• • . .• • • ... ~.. ... . ". • . " I. C;' 

Ma.uritius suga.r. 
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will ever be able to supply the whole Indian market. Nor does it 
Beem that MaUritius, though willing to grant India reciprocal 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 
proprietors. A case 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 agreem~J :W1Ui 
'Mauriti!!s. 
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CHAPTER XIV. 

The Form an4 Application of the Tariff. 

266. Customs duties take as a rule one of two .forms. -They 
!peoillo a.nd ad. .,alorezn are e~ther specific, that is to say, the duty 

duties,' , is expressed as a definite sum to be paid 
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 stag~s have usuaUy 
been based on ad valorem duties, but in most of the more advanced 
countries except the United States ad valorem duties have been, 
wherever possible, superseded by specific duties. 

267. The great advantage of a specific duty is the ~and 

Ad '- d d' d certaiillJr with which it is collected. Tho van ... gea a.n laa van- • 
tages. customs officIals have to perform a task 

(i) administrative. which is hardly more than mechanical. 
There is little possibility of dispute between the customs authorities 
and the importers, and little opportunity . for fraud. In these 
respects the system of ad valorem duties is obviously less desirable. 
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 la~other countries 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 l 

alternative system lends itS'eIftOThe presentation of fraudulenUnA 
voices, which it is difficult to check without an elaborate and expen­
sive consular service. When duties are at a low rate the disadvant­
ages of the ad valorernsystem 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 mor~ 
keenly the valuation, while the less scrupulous may be tempted to 
~v!d~ ~h~ ~!lty by false declarlltions, or may ende~v~~r to qb~iJ! B 
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favourable assessment by corrupt methods. Witli large sliriiS 'Of 
money involved, the responsibility placed upon th!f customs officials 
becomes very heavy. From the administrative point of view there is 
no doubt that when rates are as high as they now are in Indi~ speci­
fic duliel!_ are preferable to ad valorem. . , 

--268. The system of ad valorem duties moreover involv~s certain:\ 
(oi) the interest of the disadvantages to the importer. A rise in I 

Importer, the price of an article imported means a 
corresponding 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 into a loss. This gives a 
somewhat unde&irable characteIJ_ of.. speculation to import trans­
actions. In-the linse-of --a-spe-cific duty on the other hand the 
importer can calculate beforehand exactly the amount of duty that 
will be payable, and his calculation of this item cannot be upset 
by any change in prices. 

269. On the other hand, specific duties have obvious disadvant;.\ 
(iio) atability of rate and ages. \Vhen prices are fluctuating con-

absonce of ambiguity. siderably a specific duty results in continual 
changes in the rate of duty. When prices fall the specific duty is 
relatively high; when prices rise it is relatively 10;)V. Again a speci­
fic duty conveys as a rul~ to the general public, and even to a majo­
rity of the Legislature, a very imperfect idea of the rate of duty and 
the !!~tual burden which is being imposed ; and in the discussion of 
such duties in the Legislature a marked advantage 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 un­
doubtedly tends to accommodatg itself more easily t~ the prod!l~tion 
~f !lirects E5'~ .reallz intended by the legislating pody. 

270. So far as the Government revenue is concerned the ad 
• ) G valorem system is probably more advan-

(tV overnment revenue. I'd f . !ageous. t p;rOVl_ es or an automatic 
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 revenUG 
I!hould increase automatically as the needs of the Government arc 
increased by higher prices, than that the Government revenue 
!Should be maintained unaltered when owing ~~ ~ f~ ~ price~ ~h(! 
!lxpense~ Q~ !lQ'Y!ll1!IIle~~ ~r~ ~im!ni~he~. 
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271. Finally from the· point of view of protection tlie system of 
(v) a.deq~a.oy (>f protec- specific duties gives no assurance that the 

tion.. intentions of the S"tate will be carried out. 
If. th~ general level of prices rises to a l!1arked degree, the full 
protection designed by the Legislature may not be afforded. If 
on the other hand the general level of prices falls, the protection 
may prove· excessive. 

272. Hitherto· we hav~ discussed th~ question as between specific 
Na.tural limitations on the and ad valorem duties as if the choice were 
Imposition ofspeci1io duties. in all cases free. But it is evident that 

this is not so. '(l specific ,duty cannot be imposed unless there is 
either little varIation in the quality of the article concerned or it 
is possib.k,.to define the different qualities with considerable 
accuracy . ...unless these conditions are fulfilled a specific duty is 
ohviously most unfair, as it results in charging a uniform amount 
on a.rticles of very different value. It is evident therefore that 
any considerable extensioIL.of specific duties involves a corres­
ponding ~tion of the definitions in the tariff. For instance; 
it has been suggested that a system of specific duties should be 
applied to cotton piece-goods. At present these form onJ~ 
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 a~icles. wQ.11,l<l.I!~ver be susceptible 
of treatment by means of specific duties .. Such things as machinery 
or certain kinds of apparel have a range of value per unit so wide, 
that it would evidently be out of t~e question to put a unifol'I:l 
~mQunt of duty on all units. 

273. The Indian tariff at present is based for the most part on 

TariJl! valua.tIons. 
ad voloret.n· duties. But certain important 
a.rticles such as salt, kerosene oil, liquors and 

niatcliesa.re subject to specific duties, and other important classes 
notably sugar, metals, silk, chemicals and dyes are assessed by means 
~f a special combination of ~pecific and ail valor~m dutiea known 
liS tariff valuationJ The principl~ of a tariff valuation is that the 
Government from t'lm.e to time determines the value of the article 
for purposes of a~s~ss~ent. and thereby relieves the customs 
,officials from this part ,of their task. The sanctioned ad valorem 
rate is then applif:l~Jo,theconventional value fixed for the article. 
The tariff valuation is thus cquivalent to a system of specific duties 
~~j~teg ~rom. !ime ~o lim.~ t~ ~~~~ !l~~t:uatiQ~ ~ prjc..~J ~he ~I!oSJ8 



TUI FORK AND Al'PLICAnON or TIIB TARIn 149 

of the duty remaining a uniform ad valorem rate] This system 
to a large extent combines the advantages of both specific and 
ad valorem duties. 'rhe collcction is as simplc as the collection 
0& a specific duty. The importer also is Ii'Ei'Ie- to calculate ahead 
approximately what duty he will have to pay. If the adjustments 
are made at frequent intervals the intentions of the L!!gielature 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 
AltornativQ prinoiple. for valuations once a year. ThevafuatIons 

fixing a tl>l1lt v .. iuatioD. .are based upon-considerations both of 
current rates and future prospects, the object being as far as 
pos::;ible to fix a valuation which shall not differ widely from the 
actual value during the pcriod for which the valuation is in force. 
'l'he valuatioll i::; therefore in the nature of aD: ~stimate or glleas, 
e.nd it somet.imes happens that prices do not follow the coUrse 
anticipated, with the result that the tariff valuation differs con· 
siderably from the actual market value. In such--eircumtances 
traders urlt infrequently complain. But there is another method 
which has been followed in the case of sugar. IIere no attempt 
is made to estimate th~ probable cours~ of events. The valuation 
is an automatic process. 'rhe valuation for each year is based 
on the average values of sugar for the twelYe months preceding. 
'fhere is no pretence that the valuation should correspond to the 
actual nluo fOl' the period for which it is in force. A frankly 
conventional ,-alue 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 approximat~ly what the 
preferred. valuation will b~. A system ~f this natun!, 

based possibly on the priccji ~f the preceding three years inst~ad .of 
WJly one year, seems to us to have much tocommcnd it. It. would 
pf course be necessary for Government to publish monthly the 
prices which would afterwards fOl'm the basis for the valuation; 
and we realise that this might be a sOlllewhat elaborate bu::;mess 
if tho system were widely extended, But we thin'l!: that a scheme 
of this nature goes so far in the direction of combining t~ 
advantages and mininlising the disadvantages of the specific an!l, 
ad 1,'alorem systems that the Tariff Boal'd might be directed to 
examine the feasibility and desil'ability of the extended use of a 
system !Ja~ed, on ijlcse 11l'~eiples. . . -
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275. It has been sugge8t~d that the tariff valuation system just 

Th If t f t 
L' described not only has the obviou.~ 

e e ec 0 au oma.lo "b 
tariff valua.tions on proteo· advantages to whIch attentIon has een 
tin dut,ies. directed, but in a protective tariff operates 
to the advantag!l both of jJI.ll producer and of the consumer. We gi,:e 
in Appendix E a table showing th~ effect of .tariff valuations on this 
basis as cQmpared with ad, valorem duties under various possible ~om· 
binations . of prices. It is clear that when price~ are low the tariJf 
valllation 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 tho 

~
roducer. ;when prices are lo:w, the consumer can afford to pay 
little more in the shape of duty ; when prices are high, it is a 

l'elief to hi~ to pay a little less duty. From the point of view of 
the manufacturer, when prices are low it means that there is 
dcpression in the industry ; ~t is probable that there is depression 
elsewhere, and that foreign countries will be prepared to sell their 
products at a very low figure in tlie Indian market. At such 
times the Indian producer requires a higher degree of. protection, 
and this is what the tariff valuation system will give him. On 
the other hand when prices are high, the industry both in India 
and elsewhere is doing well; the demand is in excess of the 
supply, and therefore the Indian pro~uce~ is likely ~~ ;require 
proportionately less protection. 

276. Our general conclusion is that, while the ~ndian tariff must 
Specific duties and .tariff cont:,in as. at present. ad, valorem and 

valu!"tionB to be extended SP.tc1fic dutle~ and tariff valuations, the 
cautiously. system of specific duties and tarifl: valua .. 
tions might be extended cautiously, wherever examination by the 
Tariff Board shows that - this is likely to be in the general 
int~rests. 

277. ~y considerable extension pf specific duties or t~i1I valna­
Necessity for elaboration ~ions will inevitably, lead, as we hav~ 

, of the ta.ritl'~ ., po4tted out above, t~ 8Jl elaboration of the 
(l) to remove amblgmties. tariff. In any case we think that elabora .. 

tion is desirable. yY'e have been give~to understand that in many 
dlses "the present wide categories give rise to difficulties of inter. 
pretation. Ambiguities arise from '8, particular ~rnCI~ coromg 
partially under 'one ~ead and partially under another. Such 
~biguitie8 can ~nly be remQved :l>y ~ mqr.!!J!~!!iled descriptipn p£ 
~I.:ti~l~s, ~J;I,.d, :W~ ~NDJ5 th~t ~~ ~labor!tiQ..:g, 2~ ~i ~T 2~ ~!l~sg 
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Unes will render the administration of the customs simpler LQtli 
f(lr the staff and for importers. 

278. Protection too tends inevitably to an elaboration of the 

coo bI L ti L_ tftriff. So long as the object of the 
,,) to ena e pro.eo on "" •• 1 . 

b. given with disorimin.. tanff IS mere y to ralSe revenue, any 
tiou. considerable differentiation between articles 
of the same general description is unnecessary. But as soon as the 
tariff is framed on protectionist principled and duties are fixed with 
referencl! to the needs of Indian industrits and the degree of com· 
petition' from abroa<t it is inevitable that certain articles of 
a general class will require more, and certain articles will require 
less, protection. This result can only be achieved by distinguish. 
ing between them, and therefore multiplying th~ number of different 
items in the tariff. An examinatIOn of tne tariffs of protectionist 
countries proves conclusively the truth of these observations . 

. From this point of view also therefore we must contemplate 11 

\!onsiderable elaboration of the existing tariff descriptjo);J,s and II. 

considerable increaseTii.' the-number 'of items: .,.. . 

279. We tak:g the opportunity of ~mphasising here a point to 
Definition. not to be based which we have already drawn attention 

on intended use. in c'lnnection with the treatment of 
dectrical transmission gear, namely that the definitions of articles 
in the tariff should not be based on the intentions of tl1e importers 
tlnd the use to which the articles are to be put. The customs 
officers must be given a £1ear definition which is capable of 
jmmediate identification. If once considerations of intention 
enter, it becomes difficult for the customs officers to make a preli. 
minary decision as to what the intentions may be, and it becomes 
nccessary to verify subsequently by vexatious enquiries whether 
the presumed intentions have beeu carried out. 

280. It is noticeable that most of the protectionist countries have 
adopted some form of double tariff. The 

Double tarHfs. commonest form is the general and conven. 
tional tariff which arises in the following way. A. general tariff is 
passed by the Legislature. Commercial treaties are then negotiated 
with various countries, providing for mutual tariff concessions. The 
concessions granted to one country as the result of such a treaty are . 
usually by the most favoured nation clause extended to all other 
countries. As the-resulf," theiifore, of a series of treaties a second 1 
or conventional tariff is devel9ped which. embodies all the concessions I 
granted as the result of thes~ ~omm~rcil!l tre!!ties. A S~QI!<l fQ~ 
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of the doubl~ ta:ri1I is known as the maximum and minimum: !'Idem. 
I:tt this case the Legislature frames two tari1Is, one at iirugher ancftlie 
other' at 'a 'lowei-rate, known as the maxim1lIli and the minimum. 
Negotiations 'are then entered into with other countries, and when 
satisfactory Cloncessionsare Teceived froiD. them they are admitted 
to the benefit of the' 'minimum,tariff, either generally or in respect 
efparticular items. The system "dIffers from the one described above 
mainly .in the fact that the concessional rates are laid down by' the 
Legislature and are' not left to be determine.d by diplomatio negoti. 
ations with each country.. . 

. 281, We have 'no. hesitation in saying that neither of th~se 
systems, is in the least . suitable to Indian 
conditions. It has to be remembered that 

countries which export manufactures largely are faced with special 
difficulties in the way of hostile tari1Is, and they are driven to the 
necessity of meeting those difficulties by making special arrange­
ments, such as those which issue in these systems of double tariffs. 
But India is mainly an exporte!..QLrl!:~LmatElri~!s ; her exports are 

'

not faced by ,hostile "taritrWaIfs,' a~d she is not yet therefore under 
the necessity of pushing her exports by means of special negotiations 
or . th~ grant of reciprQcal .£loncessions. On general grounds it is 
obviously desirabIe to avoid this system of double tariffs if possiblE.'. 
'Ve are recommending a more or less scientific determination of the 

UnsUita.ble to India.; 

. amount of protection required by each industry. A double tariff 
wonldupset this principle of granting adequate protection. It would 
mean that one of the two tari1Is was excessive or inadequate. India 'II 
poJicy shouldbetQTmposethe-d~ties-which~owh actual conditions 
qemand, and not .to frame her duties with reference to any other 
considerations; The objectio;ns which we have just pointed out apply 
of course to. a preferential tari1I, and we have already indicated-them 
in discussing the .principle of Imperial Preference. We have given 
onr ,vieW:.thatindia.should n~ adopt a general preferential system; 
and any prefe;rences that may tie granted on particular articles will 
not be eq:y.ivalent to the construction pf a. double tari1I of th~ nature ,,-a-arenere discussing.. . 

, . 282. At the saine time, while ,ve are convinced that it is neither a 
p' 1 d ~ea . . i ht', 'be' matter of necessity nor of advantage to 

empf6;ed" i: casef'olnecea. India to attempt to obtai:n special concessions 
lity. " " " . for he~self. by means of negotiations, still 
less to embark on' any kind of aggressive commerc.ial policy, we a'dmit 
£hatcit-ses might ari~e in which Indian export~ are treate<l llJ!fairly 
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by other countriell, or unfair discrimination is practised against 
them. In such cases it is important tha$ India should no~ be defence­
less. The weapon which we recommend, should such a contin­
gency unfortunately arise, is the imposition of epecial penal rates 
against any country from which such unfair treatment is experi­
enced. 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 duties. But great care would have to be e:ter­
cised in applying such penal duties to see that India did not suffer 
more than the country against which the weapon was directed. For 
instance, if a penal rate of duty is imposed on an article in which the 
penalised country holds a eommanding position in the Indian market, 
the result will inevitably be that t\J,e price will be raised to the Indian 
consumer. If the penalty is to be immediately effective. and is not 
to injure the Indian eonsumer, it must be applied to articles the im­
port of which from the penalised country is comparatively small, so 
that there iR every.proRpect that the effect of the penany will be to 
d.'ive it out of the Indian market altogether. 

283 .. We realise that the procedure for imposing any such penal 
Prooeduro for ImpOHing rates might be eumbrous. The negotiations 

)onBI duties. which would precede any'such action would 
have to be conducted through the British Government, and it would 
be necesRary for the British Government to maintain a right of inter­
fCl'(>Jlce'in case the action which India wished to take were likely 
to nfl'cct the laJ'[~pr interests of the Empire. . 

284, We do not wish to leave the impression that in mentioning 
Injurious e«oots of tBrit! the possible necessity of imposing penal rates 

W"'8, we are in favour of such action except in 
case of extreme necessity, or are not fully conscious of the unde!'.Iirable 
results of tariff wars." It is s!.14.oll! ~hat 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
sid~red nccessary for an industry, and if they are not immediate1y 
successful, vested interests m~.grow up under shelter ofa duty 
which from the point of view of India is excessive, and it may be 
di..tJJs~lt, even when the necessity for retaliation has ceased, to lower 
the duty to the real economic level. We cannot sum up the policy 
which we recommend for other than Imperial trade relations more 
clearly than in the words used by the United States Tariff Com­
mission in its Report on Reciprocity and Commel'cial Treaties : "The' 
United States should ask no speeial favours and should grant no 

~ 
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special fa,'ours. It should exercise its powers and "hould impose 
its penalties not for the purpose of securing discrimination ill its 
favour but to prevent discrimination to its disadvantage." If 
India observes these principles we do not anticipate that she will 
be driven to take any retaliatory action except ill very rare cases. 

285. Under the existing law no customs duties are levied on ~00d6 

C t d t h ld b belonging to the Government. We han 
US oms u y B r.u e • d 'd bl f ... 

charged on gooda b"longiI\g' receIve 'a conSI era e amount 0 crltlCl;;ll1 
to G .. vernmeut. 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 d impcrt duty, Indian manufactl1rt·~ will, 
in a wide fit>ld of competition, not' receive the protection dl111igned 
for them. It is true that 1his~ point has been realised !Jy the 
Governmeut and that it has teen laid down that in comparing the 
prices of. Indian and imported goods the cost of import duty should be . 
added to the imported goeds. This however is merely a pupcr 
transaction, and we found a general feeling among industriali!lt~ 
that this safeguard was not one that could be relied 011 fully. 
"Ve share these ~iews. The safeguard prescribed by the Government 
may e~sily be ~rlooke_d by individual officers. If on the ot.her 
hand duty is actually collected on Government imports, there can 
be rio possibility that this item in the cost of imported stores will 

I remain unnoticed. We recommend, therefore, that in the intf!rc!.ts 
of Indian industries duty should be charged on goods belonging to 
the Government, and that the proviso to section 20 of the S~a Customs 
:Act should be repealed. 

286. This general recommendation must be understood as subject 

Except in the case of 
a.rtioles not likely to bo 
manufootured in India by 
private enterprise. ' 

to one obvious qualification. There are 
certain articles such a9 guns, rifles, etc., 
which could not possibly be made ;u Iudia 
by private enterprise, and it is evident that 

no purpose would be served 'by going through the cumbrous and un­
necessary process of assessing duty on such articles. In these cases 

. examination or assessment by the customs officials would be a mere 
I waste of time and money. We recommend, therefore, that all articles 
! of this nature, namely, such as are not likely to be manufactured in 
I I~dia by private enterprise should be exempted by special notifica-
I boo under the Sea Customs Act. . 

287. We are aware that certain objections have been taken to 
Objections to this proposa.l the. system of paying duty on Government 

not of grea.t impol-t~noe, import$ whiCh we advocate. But we 40 not 
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thillk that these objections urc of lIufficient importance to outweighi 
the advllntages which Indian industries arc likely to derive from the: 
adoption ()f the PI'oposa!. It has been pointed out, for instanf!~J 
that chargillA' duty on Government stores will mean a large increase 
ill the figul'cs both on the rcvenue and the expenditure side of the 
Governmeut accounts. We realise that this may be held to involve 
certain disadvuntages, but we do not think that they are 'of serious 
importancc. It is also no doubt true that, unless special arrange­
IlItnts 11I'C made, the change would have some adverse financial effect 
011 J,lIeal OOYel'nmellts, ilillsmuch as import duty would be paid by,. 
them "'hile the revenuc would accrue to the Central Government.1 
'fllis however is a matter of detail, in regard to which it would be 
out of place for us to make any recommendations. A third objection 
of more importance 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. 
Consequently the cost of running these railways will be increased, 
and this, it is suggested, might necessitate an increase of freight 
rutes and fares. We do n·)t however anticipate that any such result 
nced necessarily follow. We must point out in the first place that 
the duty is already paid on material imported by company worked 
railways, and to charge duty on Government imports would mert'ly 
put thc State worked railways ona level with the company worked 
railways, Further the financial position of Government is in no waY, 
impaired by charging duty 011 ~overnmellt storcs. Even if the 
~tate railwaYl:I mak!l less profit and the Statc revenues are in tIlls 
respect diminished, the Goyernment receives an enhanced revenue 
from the customs duty paid. The financial position of the Govern. 
ment of India looked at as a whole is in no way affected. 

288. But while we see no obj~ction to duty being charged on the 
Import duty on railway plant and rolling stock of State railways 

materiala. worked by the State, just as it is charged 
on the plant and rolling stock. of other railways, we must not neccs­
sarilyb~ understood to endorse the suitability of the existing rate of 
duty on these articles. In the budget for the current year it was 
proposed that the duty both on machinery and on railway plant and 
l'olling stock should be raised from 21 to 10 per cent. Th~e two 
classes had hitherto for r~asons of practical convenience always 
received similar treatment. On grounds which we entirely approve 
the Legislature declined to r8ll;e the duty on machinery· from 21 
tQ 12 p~ cent. ; but the prop~~ed_ iner!!ase on railway Dla~rial W84 



passocl wit.hout discussion. The proper relationship ot 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 01 some complicatioJl, 

which we think will have to be examined 
by the .Tariff Board. We only wish to draw 

attention to tW() points. The first is that, as the bulk of the profits 
on railways accrues to the State, the taxation of railway material 
has a very much smaller practica1.effect on the revenue than appearS 
at first 8ight~ arurthiit Ii hIgh-duty may be of comparativel~ little 

importance from the point of view of 
revenue. The second point is that, while 

a high duty will give protection and thereby encourage the mauu­
faritnreof railway material in India, an object with which we hnvP, 
evel'y sympathy, it is by 110 means certain that a protective duty is 
the hest meansofencollraging such manufacture .. The principles 
which should govern the encouragement of manufacture of railway 
Jhaterial are not unlike those which we have laid down for machinery. 
hi. tbi:' (lascaf machinery we pointed out the undesirability of 
eilcollraging manufacture in India by -the device of raising the 
cost to the purchasers . of machinery in India, and we recolU­
lrt1lnded . that wherever a good case was made out for the enconrage­
ment of tha manufacture of machinery in India such encouragemp,nt 
$hould 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 difficult to jus~qoQ. high duty on railway material~, 
if it were likely .to rl.USe the cost of the railway service, merely in 
Ol"d(~r to 1>rotect the manufacture of "railway material in Indi:l. 
Moreover 'We, dou1;lt whether other methods of encouraging !uch 
manufactnrewould not be found at any rate equally efficacious. 'Ve 
examined in Calcutta' the representative of the Indian Standard 
'\VAgion Company, Limited,and he admitted that perhaps the point 
cfllldst importance to the work of this company was a steady stream 
of (ltdMs, arid that if GoverDnient would give a contract for a perIod 
of 'years 'on 8.. sliding scale of prices the company would receive "cry 
substantial encouragement. We doubt, thercfore, whether it will be 
fOuhd·· ehiler necessary oradvlsable to maintain a high rate of duty 
Qn'talhvaj' :in~t~l'ill.llIlerelyin c()nsiderati~n of its .protective e1Iect. 

(i) revenue effect. 

(ii) protective effeot. 



POUIGN C.lllTAL 

CHAPfER xv. 

Foreign Capital. 

289. Capital plays a prominent part in any scheme of 
industrialisation, and in view of our recom-The naB of foreign oapitai 

to deveiol' ludia regarded mendations the question of India finding 
with BUBpioIUU. adequate capital requires examination. 
In this eonnection 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. l!he argument as stated '\; 
in its most reasonable form is as follows :-Protection involves a 
sacrifice on the part of India. India is not prepared to incur 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 othcr 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 
filet that it does not state the case fully. If it were 
true that employment of foreign capital would merely benefit 
the foreign capitalist and would nut benefit India, no one would 
hesitate to condemn the use of foreign capital. But when the 
matter is really examined, there can be no doubt that, though the 
foreig-n capitalist may get his profit, the main advantage from the 
employment of foreign capital remains with the country in which 
it is employed. In the case of India this is particularly clear. 
In the earlier part of this report we have mentioned that 

EooDomio advautages of ~ndia suffers notoriously from a lack of 
the ule o.f foreign capital. capital, and that for her rapid development 

more capital is urgently required. If therefore in addition to her 
own resources of capital she is able to attract capital from abroad, 
her development will be aecelerate.f] The same point may be 
expressed in a slightly different way. Protection entails a s~erifice 
on the part of the cons1Jmer. Our object should be to make that 
/iacrifice al:i l:ihort as possible. T4e sacrifice i~ ~omplete W'he~ ~I!e 
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. 
new industries have fully developed. Therefore it is of the first 
importance that the development of new industries should proceed 
as ~dly_as possible. The more capital is employed in the devdop­
ment of industries, the more rapid 'Will that development be, and 
therefore the shorter will be the period' of the burden on the 
consumer. LMoreover, apart from the intrinsic benefits of increa·sed 
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 needed to give an impetus to industrial 
de'Velopment:1 It is to him that we .must look largely at first 
for the intr01Iuction of new industries and for instruction in thp. 
economils . of ~ass production. l By admitting foreign capital 
freely IndIa admIts the most. up-to-date methods and the newest 
Ideas, and she benefits by adopting those methods and assimilatiug" 
~ho~e ideas] If she tried to exclude thelI!' the. policy of industrial­
IsatIOn Wlilch we contemplate could WIth difficulty be brought 
to a really successful pitch. We hold therefore that from the 
economic point of view all the advantages which we anticipate 
from a policy of increased industrialisation would be accentuatt'd 
lJY the free utilisation of foreign capital and foreign resources. 

290. S~me witnesses have admitted this, and yet have declared 
Ca.uses of distrust of that they do not wish foreign capital to be 

foreign ca.pita.l. admitted except under definite restrictions. 
What then is the cause of this neglect of an apparent economic 
advantage? .!he. reasons .for the distrust' of for.ei~ --.£al>~ta.!t.. 
accentuated as the~':--are-liiliIoUbtedly at tbe present moment by the 
politwal atmosphere, appear to us to be mainly two. LIt 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 . 
. capitalflows freely into the country and non-Indian industrial 
interests strengthen themselves, their power will be thrown definitely 
into' the srale against the political aspirations of Ir~dia. Secondly, it 
is alleged that foreign capitalists take no trouble to train up Indians, 
and do not give them a reasonable chance of rising to positions of 
responsibility, with the result that enterprises under foreign control 
produce far less benefit, in increased employment and traiuing of 
-Indians than th,eoretically they should produCe] We do l10t 

propose to discuss the' accuracy of these assert'lins ~hich are 
(!~bviously 4!capa~le ~f !iefinite proof. TheL:~ appears to us ~~ 1>~ 
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11 ~rowing tf.'ndency, dun to eeonornin CnUf;ef1, for foreign cnT,\t:>l 
to identify itself with the interests of India, ana we believe that 
thc training of Indians for posts of greater re~ponRibility will 
procefd apacc . without recourse to the doubtful e~pedients that 
have been 8u{:!gestcd to us. On the other hand, any attempt on 
the part of foreign nationals or trusts to obtain industrial and 
political control in India would if necessary ha!.tl tQ.be J."~8j~ted 
by legislation. 

291. As we have received a large arnowlt of evidence bearing 

f'p)cia\ rogull1t;onB which 
have boen proposod for n()n­
In·liaD joint .toc-k inrluB­
trial or a!iip.>ing C'om)o.nics. 

on this point, we think it desirable to refer 
briefly to the restrictions which have been 
prop()sed for application to non-Indian 
joint st.)('k industrial or shipping com­

panies. LIt has becn suggested that all such companies should be" 
)'rgistert>d ill India with rupee capital and that the Board of Direct­
or's Hhould hc located in India. It is perhaps not gcnerally realised 
lhnt lhe law at pr·t'IHmt provides that any company trading in India 
mllst be reg-istel'N! in India. The real objcct aimcd at in this pro-· 
posal if; that the head office of the ('oncern should be in India] It is 
evident that a provision of this naturc, couplcd with the insistence on 
thc Board of Dircdors beinJ located in India, would tend to 
identify the company more closcly with India, and to that extent 
would be an advllntage. Rupce capital would confer a further ad­
vantage in that it would facilitate investment by Indians and there­
fore help to keep the profits of the concern in the country. We realise 
that thcse objects are in themsclves desirable. But we feel that 
th(' Jli':1cli~Ii] ~'('sult of attempting to secure them by legislation 
would be that such business concerns liS did not wish to comply 
with these conditions woul~_be_ encouraged to carry on as pr'jva [0 

companies instead of formi:lg themselves into joint stock com­
l,anies, and this we should regard as an unfortunate re~;ult. 
Under present conditions the heavy income tax in the United 
Kingdom provides a strong inducement to sterling companies to 
come out to India and adopt lupee capital; and we think it 
preferable to leave this process to develop itself on natural li..,es 
rather than to try to force the pace by compulsion. ~ggestions 
have also been freely made by a large number of Witnesses t1i11t 
it should be provided by law that a certain percentage ~f the 
s11are capital should be held by Indians, or at least that Indians 
should be given a fair ehanee to subscribe to such companies on 
their initiationJ We l:Jold tbat any attempt to reserve br statute 



~ proportion of tpe capital for Indians would not only dis­
tourage the investment of foreign capital, but would also injure 
the interests of the Indian shareholders. Such reservation could 
only be secured by EI.~c!.i~a.lly_prev_enting the transfer to Europeans 
of shares held by Indians, . whilst .permitting the free sale of 
shar.es held by Europeans. Two markets for the shares would 
thus be created, a limited one for Indians and an unlimit~d one 
for Europeans, the f~rmer consequently being unable' to realise 
full market value for their holdings. Witnesses who have put 
before us these sugie~tions have been unable to indicate any way 
out of the dilemma.\...Lt has also been suggested that Indian share­
holders should be given the right to elect their own directors in 
proportion to their holdings in the company~ We need only point 
out that the existing constitution of compaiile"s is purely democratic 
and provides in our opinion fully for the adequate representation 
of shareholders. We proposal to wlUch we have referred amounts 
to a claim for communal representation in industr~ The 
principle of communal representat~on is admitted to be unfortunate 
in politics; it would be likely t(LlHLiat!!.Lin busjness. and wou1<l 
~nere1y accen1lliitel:-acial feeling. We have in another place dealt 
with the proposal that it should be made compulsory on all 
industrial firms to train~~~rentices at the expense o( 

. Government. The objection which- we have there stated to any 
such general provision applies with equal or even greater 10r(',c 
to any suggestion that 8uch an obligation should be laid on non­
Indian firms alone. 

292. We think, however, that where Government grants any­

StipulatioIlR which shoulci 
be mAA9 in the - case of 
Gevel'IlJllent conoessionl, 
eto. 

thing in-the nature of a monopoly 01' a COli­

cession, where public money is given to a 
cnmpany in the form of any kind of subsidy 
or bonnt.y, or where a licence is granted to 

act as a public utility company, it is 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 stimlliationof an enterprise, it is reasonable that 
special stress ShOlUd be laid-on th{' Indian character of the companies 
thus favoured. In all such cases we think it would be reasonable to 
imist that companies'''enjoying such concessions should. be incor­
porated and registertld in India with rupee capital, that there should 
be a reasonable proportion of Indian directors on the board and 
reasonable facilities should be offered for the training of Indian 
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apprentiees at Government expense. We notice that this policy has 
been generally accepted by the Government of India. During the 
debate in the Legislative Assembly on the 2nd llfarch 1922 on the 
resolution moved by Sir Vithaldas Thackersey recommending that 
measures should be taken to provide that as large an amount as 
possible of the 150 crores 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 thi~ 
Assembly, 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 
director:'l, and unless such firms allow facilities for Indian appren­
tices to he trained in their works. This has been mentioned more 
thl'1ll onc'!, and I can only repeat this declaration." 

293. With the exception of ~uch special cases in which Govern­
No further differentiation ment is granting concessions, we feel that 

o.dviBable. it is imdesil'able to attempt to differentiate 
between foreign and Indian capitalists. The economic advantages 
"f attracting foreign cnpitat far outweigh any objection that mlly 
be taken to the fact that the profits of the industry to a r.eJillin 
extent leave the country. It m.ust be remembered that n,) flue 
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 country. 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 rntirely con!'cious, not less from the economic 
than from the political point of yiew, of the importance of 
foreign capital i<i~:!ltif'ying itself with the life and with the. 
interests of the country in which it is being employed. ~o\~ we 
have already stated, we think that present economic tendencies 
point towards such a deyelopment. We would leave these natural 
\!auses to produce their effects, and would not fay our any arfficinl 
;lttempt to promote tliem by legislative enactment. The rtlstric. 
tions proposed amount to an interference with private rights 
which we think it desirable to avoid, and even if this con:o;ider;}­
tion were ignored, we do not believe that it would be po!!~ible 
to frame any legislation on these lines which could not easily be 
evaded by a foreigner acting through the intermediary of an 
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In'dian nominee.. standing on the threshold of great indu~trjlll 
possibilities, we feel that our recommendations will be in vain if 
t.he free flow of capital is to be impeded by the erectTon"Or artificial 
barriers. We have shown elsewhere that capital in India is _~....Y' 
especially in regard to new industrial enterprises. Not' is the 
Indian .investor satisfied with the J9w rates of interest at whit'b 
in normal times money cimbe borrowed in Europe. TlIis fact 
lS illustrated by the recent issue on the London market on behlllf 
of one of India's largest· industrial enterprises, the Tata Iron and 
Steel Oompany, of a debenture loan of two million sterling. 
India also needs foreign capital for various works of public utility. 
She is committed to a large programme of future borrowings. In 
'ilildition to the 150 crores JIlentioned in the preceding po,ragl'lI:r>h 
\hel'e is almost unlimited scope for the employment of capital in 
'railway extensions, irrigation and hydro-electric works, l.lal'oc1ur 
and ~unicipal developments and other productive source14 ill re-

I ~enue. It is essential that such capital should be borrowed in the 
(Iheapest market and on the most favourable terms. If, howenr, 
legislation is enacted putting obstacles in the way of the cnploy. 
ment of foreign capital, India's credit abroad_~riJLb.e.in.iUi·CU: and 
the British investor also will become shy:- -The result will be that 

! India 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 

I materially higher rates. 
294. We do not know to what extent. the views put before us 

Present feelings not by these. witnesses are generally held, but 
likely to be permanent. we regard this opposition to foreign capitlil 

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 discriminations, for the trend of thought in 
India is. towards the ideal of. equal opportunities and tights for all 

I :within the Empire. There is room both for Indian and British in 
'. the vast field of industrial development, and we believe that without 
\any legislative compulsion it will be found that the two comm~nities 
!:wm co-operate increasingly ~. the advantage of the country as a 
l:whole. 



CHAPTER XVI. 

Indian'Statea and the Tariff. 

295. When our questionnaire was issued copies of it were 
IndiBnStatelconcemediD circulated to Indian States. It was felt 

the tarift polioy. 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 f 
cnstoms circle, their interests both as consumers and as producers: 
nre identical with those of the population of British India. In' 
addition to a few separate communications, we rcceived a joint 
memorandum representing the views of no less than 32 Indian 
States, and we had the advantage of examining at Delhi 
Mr. Manubhai N. Mehta, Minister of the Baroda State, in cOnnElctioD 
with this joint memorandum. 

296. We regret that we have been unable to deal with the 
Allocation of ou&toml. mattcr which appeare~ to the St3.te~ to. be 

r~'I'enue not within OUI' Pill'- of the most unmediate and praetIcal 
TIOW. importance. It was strongly urged in the 
joi:r.t memorandum that the time had come, now that the income 
from customs had risen to such a high figure, to consider the claim 
of the States to receive some share of that income. We held, 
however, that the terms of our reference did not cover an enquiry 
into this complicated subject, which would raise questions of 
treaty obligations and of contributions from the States for the 
defence of India as a whole. Our duty is merely to recommend the 
b'!st tariff policy for India, and not to attempt to decide how the 
procee~_of_ the .customs revenue should be divided. 

297. Leaving aside this question, we found that the views of 
Indian Statel laToul'dieorl- the State~ coincided generally with the 

miDatiDgpl'Otection. viewil which have been exprcssed to us 
in other parts of India. It is true that in one part of the 
joint memorandum it was said that, if the States were unable to 
~~.~:lll~ ~ sa~~ae~2..l! of ~lli! elaiJ!? !2 ! ~a:r_e in !h.~ c~t2~ 



(
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 discriminating 
p:totection was the most suitable. Their final conclusion 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 consider~d whether the interests· of the States 

• How ~he. interests of 
Indian Sta.tes will be safe­
guarded. 

: (i) consumers. 

and their subjects will be fully safeguarded 
undel' the scheme of protection which we 
have outlined. It appears to us that in their 
capacity as consumers they will have 

~xact1y the same safeguard as the inhabitants of British India. 
The security of tlie 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 exactJI._t1!.e_ .same 
right as thc subjects of British India) as in the constitution of the 
'l'~tiff Board itself. We do not anticipate that the consumer will 
in JIlost c~ses 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 

I 
will be laid the duty of sifting with the utmost care the claims 
of industries to protection, and insisting that the necessity of 
prote,ction should be fulJy proved .• In . this consists the security 
of the consumer, and the consumer in the Indian States will enjoy 
that security in exactly the same way as the consumer in .British 
India. 

299. So far as industries in ~dian States are concerned, they 

(ti) producers. 
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 indllstry may be cel!!r!ld.. in an Indian State. Y; II 
:were: informed, for instance, thaCthe 1.1ysore State had a predomi­
nant in~erest 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 ;ihe industry concerned should have exactly: 
die 'sanie opportunities ;£or representing its case before the Tariff 
B~ard'as indUstries' in British India, and we are sure that these 
t.epresent!H2!!~:W.Q.1!iQ !,e~ive ~r2m ~h~ Ta!,iff B~a!,~ !ii.~ !a!Jl! 
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careful attention as the representations made by industries located 
in British India. 

300. We have assumed in the above r~markS that th~ industries 
concerned would be private industries, and would represent their 
case 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. In 
"neh 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 
,,"h'en to it by the Tariff Board. 

301. ,Suggestions have been made that the States might receive 
ReprMentation on TariJf I"pecial repl"esentation on the Tariff Board. 

Board impraoticable. This, however, is inconsistent with the 
organisation which we propose for that institution. We reject 
~ll Buggestions that the Tariff Board should take on a repre­
sentative character, that it should be formed of representatives 
(rom provinces or representatives of particular interests or 
bodies. luJ.y such constitution we consider would be entirely 
unsuitable. The qualifications which we contemplate for the 
members of the Tariff Board are personal qualifications, and not 
the representation of any special"" interests. It is evident there­
fore that it would be impossible to propose that Indian States, 
!lny more than particular provinces, should receive representation 
on the Tariff Board. 



CHAPTER XVII. 

The Tariff Board. 

302. We have made it clear througnout our report that the 
The Tariff Board must be suc~essful working of the scheme of pro· 

a perma.nent bod7 of high tectIon we have recommended depends on 
standing. the existence of a thoroughly compe.tent 
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 sUDservienceto particular interests. It is evident that 
the Board must be a permal!.ent body. Consistent decisions and 

(continuity of policy are of primary importance, and these cannot be 
\secured except from a permanent 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 i4'e 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
tiai to the Tariff Board we contemplate. 

303. It will be evident from our previous treatment of tho 
Tariff Board not to tak8 subject. that the Tariff Bo~~d should hb.ve 

d90isionl, but to make reo no power to take final deCISIOns. In every 
commendatioDL casethe final decision will rest with the 
.Governme~t and the Legislature. The province of the Tariff Board 
:will be to mak.e detailed enquiries into the claims for protection 
referred to it, and to express its conclusions in the form of detailed 

and defliUfe--·-j.ecommendatfons. There is 
ImIl°rtanca of publioit7· . one- poiiit in connection with the enquiries 

and reports of the Tariff Board on which too great stress cannot be 
laid. This is the need for the utmost pUblicity. Publicity will 
ensure full consideration being given to' all interests affected., 
Publicity will ,also ~~~ __ ~~~<!~nc~ .Ilnd . remove the possibilitY. 
of suspicion that-recommendations are -based on anything but the 
p~~li~ ~~~!'..e~t~. .Th~ ca~~ f~r a~~ aga~t pr~tecti.on £f ~a,<lij 
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lndustry shouM l)e stated with perfect fra_nkness and lucidity, so 
that the public' may be in a. pORition to form its own judgment. 
Nothing else is so likely to ·minimise 'the dangers of political corrup­
tion to which wc have alrcady 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 representing their 
point of view, that a formal enquiry should be held in public, ~nd 
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
mendation of the 'fariff Board thc necessary legislation should be 
introduced with as little loss of time as possible. 

304. We realise that the publicity which we contemplate carries 

ni • ...tvantage of publlo 
dison.Blon of propoled 
chango. in the tariff oannot 
be avoided. 

with it certain disadvantages. It has been 
the practicc in India: hitherto to preserve the 
utmost secrecy in regard to contemplated 
('.hanges in the tariff rates, and thc advant-

• ages 'of this course are obvious. As soon as the probability of a 
change in the rate of duty becomes known, traders will take steps 
t.o safeguard thcir own interests. If it is anticipated that the 
rate of duty will be I'aised; importers will try to bring in large 
quantities of the commodity before the heavier duty is imposcd. 
In the case of an ordinary revenue duty the effect of this is merely 
to diminish thc Government rf~venue. In the case of a protective 
duty, however, the cffect of large accumulations of imports just 
before the imposition of the protcctive duty is to handicap tem­
porarily the industry which it has been decided to protect, and to 
postpone for a peril)d, until thc accumulated imports have bcen 
disposed 6f, the full advantages of the designed protection. We do 
!!Q~.J!I!Y)kl 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 
n long public discllssion, and we are clearly of opinion that it is 
impossible to avoid in India such public discussions of changes in 
the tariff contemplat~d for purposes of protection. It is in our 
view far more important to ensure that the change when it takes 
place should be in the intereRts of the conntry, than to provide that 
it should 1>e carried out without any previous knowledge by the 
publi~. 
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305. We have indicated in tlie course of our report a number of 
Funotione of the Tarilf functions wl).ich we consider should be 

13oa.rd. entrus'ted to the Tariff Board. We do not 
'think it necessary to make any s}efinite recommendation as to which, 
if any, of these functions should be performed by the Board on its 
9)V~ iI),itiative 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 claims 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 measures 
of assistance on industries j 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 tlie relations between the rates of duty on' 
raw materials, partly finished products and finished pro­
ducts j to make recommendations for adjustments in.·these 
rates, and to suggest solutions for conflicts of interest­
between different industries. 

(4) To report which industries n~ed assistance on the ground 
that they are essential for purposes of national defence, 
and in what manner such assistilllc6ciiD.InOst con· 
veniently 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 
expor1..l>Q.1intfes~and to make recommendations for any 
action !J.ecessary. 

(6) To consider the effects of excise duties on Indian industries. 
(7) To report on what commodities 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 articles, and to make ,ecom· 
mendations for any changes that niay be desirable. . 

(9). To cop.s~der to which articles .preferential rates of import 
. duty in favour of the United Kingdom might be extended 
~n~ what the preferentia~ rates should be7 
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(10) To report on proposals for preferenti~ agreements with 
.any of the British Dominions or Colorues. 

(11) To investigate questions in connection with the treatment 
of Indian products by foreign countries and the advis­
ability of taking any retalia~ory action in special cases. 

(12) To investigate any complaints regarding combinations of 
manufacturers to the detriment of the Illdian consumer 
and to make recommendations for any necessary action. 

(la) 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 
0"1 B . th existence only two bodies with functions 
,,1m. nr oard..D e . . . d 

Unitod Htato8 and A.u8tralia, 1S1Iluiar to those whlch we recommen for: 
1'.1\1 their function.. the '1'ari1l: nourd. The first of these bodies 
m time as in importance is the United States Tariff Commission ap­
Jlointcd in 1916, which consists of six members. This Commission per­
forms generally the functions which we would assign to the Indian 
'rariff Board, though we do not think that it plays such a definite part 
tn investigating the claims of particular indu:stries to protection and 
rccommending the rates of protection, if any, required as we propose 
to assig-11 to the Indian '1'11 lilT l~oal'd. The ;;I'cond body is the Tariff 
Board of thl'ee members which has been constituted in Australia 
within the last few months. 'Ve observe that both the American and 
Austmliull lloards have certain functions in connection with the 
administration of the customs laws. In the casc of the United States 
'rariII . Commission, for instance, one of the duties laid down is ~ 
investigate the administration of the customs laws. We understand 
that ill Austl'aIia iti~ proposcd 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 functions of this nature to the Indian Tariff Board. 
We would prefer to have it kept free of all administrative duties. It, 
shou.Id, in OUl' opiuion, be purely an investigating and advisory body, 
and sIwuld 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 Commission has power to investigate 
preferential transportation rates. We have, however, given it as our 
opinion ill an earlier part of this report that claims for pl'efercntial 
railway rates which may be made by industries should not be 
!;amin~d by tho Tariff :Board. . - - - .. 
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308. Tlie question of the compoltitioJi of the Tariff n~ard is onn 
Compollitioll of 'the of vital. importance. A. we have ex-

Board. plained, th~ United States Tariff Commis. 
(') number. sion consists of six members and, tho 

Australian Tariff Board of three. Weare of opinion that, in view 
of the very important functions~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 Coinmission appear 

(,,1 qua.lifioatiens. 
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 CDther 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 commercia.l interests. 
It is stated that the Chairman will represent the interests of the 
,Government and the consumers, and the two members will represen~ 
the interests respectively of the manufacturers and of the importers. 
yv e have no hesitation in declaring that a Board representing defi­
nite interests is entirely unsuitable to the functions-which' we- con­
template for the Indian Tariff Board: The various interests, 
whether of manufacturers or traders or consumers, will have the 
opportunity of placing their special views before the Tariff Board 
'<luring its enquiries, and will further have tJie chance of pressing 
their claims in the Legislature' before '9. final decision is taken. 
iWhat is required from the Tariff Board is a perfectlY-1mpartial 
consideration and review of the various interests, and we therefore 
think it ~sential that the Board. should not be constituted in any 
:way to rep!ese!l:t .'I;~~.interests which 'will appeal to it for judgment. 
{,rhe principle should pe 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 memo 
pel's should be men' of abilitYl_o~ integrity and of impartiality, 
:and other desirable qualifications are a knowledge of economics and 
II. practical acquaintance with businElsS a:fiairs.- We are aware that 
;we are putting our qualifications Iiigh: but we do so deliberately, as 
;we feel that on the degree of efficiency attained by the Board the 
~cces~ Qf !lie policy which ~~e aclv~cate ~ ~his report will largely 
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aepend. The cost will undoubtedly be bigli, but ibis amplY, 
justified by the importance of the task assigned to the member~ 
The actual scale of remuneration will not be easy to decide, but in 
view of the responsibilities that they will have to carry, and of the 
difficulty of securing men of the type required, it appears to us tha.t 
no scale lower than that at present in force for Judges of High: 
Courts in India would meet the ease. 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 figures 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 
pllid Secretary will be required, if the Members of the Board 
'pOSRess the qualificaiionR which we have recommended. 
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CHAPTER XVIII. 

Conclusion. 

310. We have come to the end of the· task laid upon us, but 
Neall . tag<! . bE before concluding we pause for a moment to 

twe,,°n the int:resta n~'r Ind~ glance at the Wider problem of the relations 
and of Britain. between India and Britain. ,-We are aware 
that the feeling for free trade in the United Kingdom is strong, ard 
that our pronouncemen. in favour of a system of protection for India 
will seem to many mistaken. 'Ve would ask them to remember 
that the best policy for one country is not necessarily the best policy 
for another, and that what we have recommended for India has 
been recommended after a very careful consideration of her spe­
cial eircumstanceD \Ve are further aware that to many it will 
seem that the poli~y which we advocate for India must be detri­
mental to British interests. We do not however believe. that 
there is any such essential confli(~t of material interests between the 
two countries.Llncreased prosperity in India must ~ean increased 
demand for British manufacture~ India for many years to come 
is likely to concentrate on the simpler fo't'ms of manufacture~ goods, 
and these are precic;ely those in which 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 advanced, 

. succeed in making for themselves 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 
increasing 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 want3. Growing prosperity will bring 
a wider range of needs, and these will inevitably be translated into 
a more extensive demand for British goods. 

·311. Even in the case of the cotton trade, where British manu­
Not eYeD in the . eottcm facturers have been particularly appre-

t~a. hensive of the r~t3 of In~an competitioIlr 
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we belicve that the conflict of interests i.q much smaller tlian is usual­
ly supposed. The Indian cotton mill" have great natural advantages 
for the production of the lower counts of yam and the coarser quali­
ties of piece-goods, but in the finer qualities the advantage rests witli 
IJancashire. Both countries recognise wherein their comparative 
advantage lies, and a.q a result the actual area of competition between 
the Indian and the Lancll"hire mills is, and for 50 years has been, 
comparatively small. In 1876 the Government of India estir ated 
that only 4 lakhs worth of imported goods were in competiti.)U with 
Indian goods, as against 77 lakhs worth which did not compf'te. In 
IS!l-1 Sir James Westland after a detailed enquiry estimated that 
the competition between British and Indian cotton goods was ~on­
fined to~6 per cent. of th~ Indian manufactures. His Maje:;ty's 
Senior Trade Commissioner in India and Ceylon in his latest report 
('stimates on thc basis of certain percentages worked out in India a 
few years ago that 26 per cent. of the imports of piece-goods from 
Lancashire are in competition with Indian goods, but he adds, " My 
own impression is that this is an overestimate.''' The general 
belief in India is 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 sh"ow that, in spite of the striking growth of the Indian cotton 
mill ind'lstry, British imports of cotton goods continue to increase. 
In 1878-79 there were 12,983 power looms in India; in 1920-21 there 
,vere 118,400. Nevertheless the value of imports of cotton piece­
goods which was 1,39-1 lakhs in 1878-79 had risen to 8,378 lakhs in 
19~0-21. 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 1913-14 the value 
of imports was 5,8J7 lakhs at a time when there were 96,688 power 
looms in India. We think these figures show.that even in respect 
oC cotton goods the increased pro!;perity of India, though accom­
panied by a great extension of Indian cotton mills, has meant an 
increased demand for the products of Lancashire· imd with rerrard 
to the future we may quote once more His ],fajesty's Senior T;ade 
Commissioner in India, who writing in 1921 about the effect of the 
increased import duties said: "::'.£y personal opinion is that, on' 
balance, our trade with India will continue to increase. The trade 
wc lose in coarse grey goods will be 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 Britilih and the Indian cotton trade is in DODular oDinion ~eatly. 
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exaggerated, while British manufacturers generally stand to gain 
by the nwreased pro!,perity. o:tIndia far more than they stand to lose 

oy the development of competing Indian industries. We at:e con­
vinced that in this matter the path of liberality.is the path of wisdom, 
and that a more prosperous lnala.· 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 

The aim of the pOlley. . 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 BO'llrces of wealth to a country besides 
industries. But bearing in mind the undeveloped potentialities of 
India we have recommended a: policy which we believe will stimulate 
her development not in one direction only, !>~L U!.aiI, and wiU prove 
to be of lasting advantage to the country as a whole. 

H. G. HAIG, Secretar.y. 

6th July 1922. 
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MINUTE OF DISSENT. 

CHAPTER I. 

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

(a) The main recommendation has been hedge~ in by con­
, ditiollS and provisos which are calculated to impair 

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

apologetic. 
(c) We are unable to agree with the views of our colleagues 

on Excise, Foreign Capital, Imperial 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
crimination along the lines of the Report." To formulate a policy 
in thrse words is open to objection because 

(i) 'In the first place, it mixcs up policy with procedure. 
(ii) In the l'It'cond place, by emphasising the method of 

carrying out the policy, the vital il'lsue of the problem 
is obscured. 

(iii) In the third place, it ignores the faet that every 
country applies Protection with discrimination suited 
to its own conditions. 

(iv) Fourthly, in our opinion, the outlook of our colleagues 
is different from ours. We do not, therefore, feel 
justified in subscribing to the view that Protection 
should be applied :with discrimination .. along the 
lines of the Report." 

In our opinion, there should be an unqualified pronouncement that 
the fiseal poliey best suited for India is Protection. 

3. The manifold advantages which a policy of intense indus­
trialisation will secure to India are undisputed and our unanimous 
c~nclusion is embodied i!l paragraph 54 which· may' ~~ quoted h~r~:; 
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" We have considered generally the advantages lOud .the 
possible disadvantages which would attach to a considerable 
development of Indian industries. We have no hesitation in 
holding that such a development would be very much to the 
advantage of the country as a whole, creating new sources 
of wealth, encouraging the accumulation of capital, enlarging 
th~ public revenues, providing more profitable employment 
for labour, reducing the excessive dependence of the country 
on thQ unstable profits of agriculture, and finally stimulating 
the national life a:p.d developing the national character." 

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 enable 
her within a reasonable period of time, in addition to supplying 
her own needs, to export her surplus manufactured goods. 
With the natural advantages which India possesses it is by no 
means difficult to reach this goal at an early date. India has 
an abundant supply of raw materials, a plentiful supply of labour, 
adequate capital and a large home market. All the requisites for 
industrial growth and development are thus present much more 
so than in many countries which have, without 'such advantages, 
attained a commanding position in the industrial world. Thcre 
appears to be no reason why India ~hould not reach a similar, 
if not a higher, position. This goal can only be reached by a I 

whole-hearted co-operation 1>f tlie State and of the ,people.' 
As pointed out in paragraph 58 of the Report, the tariff syste~s' 
prevailing generally throughout the world are based on the 
principle .of protection. The State and the people co-operate and 
theresult is great econorric prosperity. Until recently, the Govern­
ment of India were unable to lrame a tariff policy which would 
have been in the best interests of India. That position has now 
changed. In the first chapter of the Report it has been pointed 
out how India has now attained fiscal 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
seq.uent economic prosperity of this country. The 'appointment 
of this Commission is the result of such freedom conceded to the~ 
Government of India under the Heform Scheme. ,'. _. - '. --- ,.....--- -- -- ._- ----- ---- ------ -----
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5. W~ are unanimous in recommending that a policy of pro­
tcction should be adopted. Our disagreement arisc.<; from the 
fact that the policy of pl'otection recommended by our colleagues 
is qualified by the words" to bl! applied with discrimination along 
the lines of the Report." We do not know of any other country 
in the world, including the nritish Dominions, which have 80 
qualified the policy of protection. While it is perfectly relevant 
for the Commisl)ion to indicate the lines on which protection may 
be worked in thc initial stages, the recommendation of the policy 
should be clel\r and unequivocal. While our colleagues recommend 
" a policy of protection to be applied with discrimination along 
the lines of the Report," our recommendation is that a " policy 
of protection " should be adopted in the best interests of India. 
This policy has not only the unanimous support of the people 
of India, but is on the same lines as it prevails in all other pro­
tectionist countries of the world. 

6. While wc agree that the policy of protcction sho,uld be 
applied with discrimination, we do not think that any qualifica. 
tions 01' 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 cannot be obtained without making 
a sacrifice. It is for this reason that we agree that the policy 
should be applied with discrimination. The discrimination 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 cOlmtry. We do not subscribe to the condition that 
such discrimination should be " along the lines of the Report." 
The conditions laid down in Chapter VII appear to us .to be I 
stringent, and will entail considerable delay in giving effect to j 
the policy which we have unanimously recommended and will not I 
produce adequate results. We share the concern shown in the' 
Report for the interests of the consumers, and we agree that the 
policy should be applied in such a manner as to reduce the burden 
on the consumer to the minimum necessary for the purpose of 
carrying out the object in view. In the present economic con­
dition of India, litnitations in the interest of the consumers are 
necessary, but we anticipate that if immediate effect is given to 
the policy we recommend, India will begin to, grow economically 
l)rosperQUS withill a l'ea~nabl~ periQti of time. It is, therefore, 

24 
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necessary to make it clear that while the policy of protection 
should endure till the goal is reached, discrimination must vary 
according to the circumstances for the time being and should not 
be applied rigidly along the lines indicated in the Report. We 
may poiJ;lt out here ihat while we want India to rise to a 
commanding position'in the matter of her industrial development 
Ululer the policy of protection, our colleagues anticipate as a 
result of the qualified policy which they recommend that " India 
for many years to come is likely to concentrate on the simpler 
forms of manufactured goods" (paragraph 310). A policy whidt 

, is likely only to lead to this result for many years to come is not 
and cannot be. accePtable ts 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 circum­
stances., and there appears to us no reason why the discretion of 
the Government of India and the Indian Legislature should be 
fettered in any way. The records al. the Provincial and Central 
Legislatures conclusively sllow that non-official members have 
vied with one another in pressing on the attention of Government 
the interests of the masses. We ca,n, therefore, confidently leave 
the ~nterests of the consumers in the hands of the non-official 
members of the Indian Legislature who are 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 sucll discrimination as may be considered necessary 
by the Government of India and the Indian Legislature. 

7. While recognising the ~ecessity of caution 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. 'Ve may, therefore, 
emphasise the fact that we desire immediate effect to be given 
to. the. policy recommended by us in order to achieve the object 
in view as early as possible. India's dependence upon agriculture 
has found her in serious economic difficulties. Through the 
operation of. world causes, the cost of living has enormously 
increased during recent ,times, and ihere is a great amount of misery 
prevailing in the land: The revenue needs of the country ;have 
enormously increased and taxation has been raised to an unbear­
able level. It is, therefore, essentially necessary' that immediate 
.steps should be taken to adopt an intense policy of indiIstrialisa-
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tion to enflure the creation of new sources of wealth, encourage­
ment for the accumulation of new capital, enlargement of pulllic 
rcvenues alld providing more profitable employment for labour. 

S. We regret that our colleagues should have thought it neces­
sary to just ify the fiscal policy hitherto pursued ; th~re is c!>nsider­
able dill'ercncl! or opinion as to its wisdom or Imitability, 'Ve are not, 
then-rol'c, prl'palell to aeeept that portion of the Report dealing with 
the subjec~t, We would, however, point out that all the necessary 
requisites foJ' iUdustrialisation have existed in India for a long time 
and if a polit'y of protection had been adopted, say at least a gene­
ration ago, if the slime freedom t~ regulate her fiscal policy had been 
conceded to IJ\dia as was conceded to the Self-Governing Dominions, 
India would have made by this time great progress in the direction 
(,f indnstl'illlisation and would lIot have been found in the state of 
economic bad:wardne.3S in which we now find her. 

9, The Iwlustrial Commission has placed on record the policy 
pursued in India in the following words: 

• " The commercial instincts of the East India Company had 
from its earliest days in this country led it to make various 
attempts 1.0 improve those Indian industries from which its export 
trade was largely drawn, as for example, by organising and 
fin8ncilll: the manufacture of cotton and silk piece-goods and 
silk yarn, lilt hough this policy met with opposition from vested 
interests ill .England, whieh were at one time sufficiently power­
ful 10 illl'.ist that it should be suspended and that the Company 
shonld im,tead coneentrate on the export from India of the raw 
material necessary for manufaetures in England. The effect of 
this traditivnal policy continued for some time after the Company 
had CCMed to be a trading body and even after -it had been 
l·eplac~d by the direct rule of the Crown, and doubtless moulded 
such snhse'lnellt efforts as were made in the same direction by 
Government. But as laissez-faire views gradually gained in­
creasing ueceptance both in Englan~ and in India, these 
spasmodic tffol'ts became less frequent and the tirst effort at a 
general policy of industrial development took only two forms-­
a very illlp.:?rfect provision of teehnical and industrial education, 
allll the ('ollection and dissemination of commercial and.industrial 
information. " 
10. As admitted in the Rt'port, in view of her past achievements 

In.;oia's capacity to be an industrial country cannot be douLtetl 
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The' Indllstrjar Commission fourid that "the industrilil system fs 
unevenly an(l in mdst cases inad,equately developed and the capitalists 
of the country with a few notable exceptions have till now left to 
other: countrips the work of and the profit from manufacturing her 
valuable raw materials or have allowed them to remain unutilized." 
If the Industrial Com~ission had not been debarred from consider­
ing' the question of Indian fiscal policy, we venture to think that 
they wouli' have come to. the same conalusion as is held by the people 
of India that this result was due to the policy of free trade imposed 
upon India. If a policy due to 

',' vested interests in England which were. at one time 
sufficiently.powerful to insist that ....... ' ..... the (East India) 
Company should, concentrate on the export of raw materials 
necessary for 'manufactures in England" (Industrial Commi~­
sion RE-port). 

had not becn adopted, the Indian artizans, whose skill was recog­
nisedthroughout the world. could have easily adapted themselves 
to conditions produced by the advent of machinery, and the economic 
history of India would have been differently written. We 'believe 
that the industrjalbackwardness of India is in no way due to any 
inherent defects amongst the people of India but that it was artifi­
cially created by a continuous process of stifling, by means of a forced 
tariff policr. the inborn industrial genius of the people. In para­
graph 57, :doubts have been cast on the view of the Indian people 
that India ,vas a country of great wealth which attracted foreign 
invasions and drew to its shores adventurous spirits !fro~ European 
('ountries. W'e would fain have left the PaRt alone as no useful 
purpose can be served by raking up historical facts which can have 
no direct bearing on, the tariff policy which is best suited 10 the 
conditions or India. We are, however, constrained to refer to the 
position in view of the remarks which our c@lleagues have considered 
it necessary to make for arriving at a conclusion on the subject. 
The. works of eminent wQ,ters such as Meadows Taylor, Lecky, Romesh 
Chandra Dutt, Wilson and Professors Hamilton and Jadunath 
Sircar show h1}w 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 II. 

Excise Policy. 

11. We must record our dissent from the policy recommender! 
by our Clolleagues ill regard to excise duties. It may be pointed out 
that towards the close of the Middle Ages internal duties formed 
a substantial part of revenue ,resources j but even in those days, 
they were regarded as an obnoxious method of taxation. The more 
enlightened policy of thc modern age has gradually swept away 
all interllal duties which hampered trade and industry and excise 
on all artirll's exC'cIJting those which are injurious to public health 
and on a few luxuries. OUl' collcagues have in paragraph 143 
referred to the excise policy of various countries from which it i~ 
evident that in most ciyilizefi countries sucb dutics are restricted 
to alcoh, .. l and tobacco. They state :-

.. In thl1 British Colonies and the United States of America 
excise taxation has gradually been confined to these articles. 
But on the c.)ntinent of Europe many countries havc 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 8S tobacco !lnd matches, are seeured to the State. 
In Egypt aftH 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 revenue. 
In Japan cotton cloth is subject to a cOllSumption tax which 
comprises tlOth an excise duty on home production and a sur­
charge on the customs duty on the imported articles. A rebate 
is allowed if the cloth is exported. Japan also levies a con­
sumption tax on kerosene and an excise duty on sugar." 
12. We will stgte at once that in our view excise duties should 

be restl'ictcd to Sitch articles as alcohol and tobacco which a're 
regarded as injurious to public health or to public morality and 
the consumption of which it is desirable to check and to a few 
lux~ries. This is the p~licy which is at present adopted by the 
Uwted States of Amenca and the British Colonies. It has tbe 
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support oJ: -Professor Plehn who argues that exoise is a justifiable 
source o! revcnue' when i1i is levied on articles such as wines, 
tobacco, etc., whose consumption it is desirable to check in !the 
interests of the community and that if more revenue is required 
it may be justifiable to impose excise on articles oJ: luxury produced 
in the c<iuntry. 

13. As regards the instances of European countries quoted by 
our colleagues, viz., excise on sugar and salt, it may be pointed out 
that sugar may well be regarded as a luxury and tlie question of duty 
on salt which India also levies has led to considerable diffe;ences 
of opinion and canllot, therefore, be regarded as a precedent for 
a gcneral excise policy. The case of France and Japan is different: 
France has adopted' a .policy of State Monopolies under which the 
whole profit from the manufacture of articles is secured 
to the State. A. pc.licy of this kind which a State works as a mono­
poly cannot be r('garded as a guide for a correct policy on excise 
matters. The con'iumption tax on cloth manufactured in Japan 
cannot be held to provide any precedent for the purpose of a similar 
policy in India. This tax is levied in Japan with the specific object 
of encouraging the expoJ't of cloth and .to economise home con­
sumptimi. 'Such a policy may b~ justifiable in Japan because she 
has developed her industries under a system of high protection 
and is able to mal~nfap,ture for the purposes of export. This con­
dition does -not apply to Indi.a which is hardly able to supply 50 
per cent. of her own requirements. -We have dealt with the excist' 
duty on sugar whICh we regard as coming within the category of 
luxury. Weare 110t a''I''arc of the facts i.n regard to the excise duty 
levied by Japan on kerosene, but one instance in one country can­
not justify the la~-ing down of an excise policy for India. The 
best principle to fl)l1ow appears to be that of the British Dominions 
and this SUIlPorts t.he Yie~'V we are recommending. The only other 
case which remair,~~ to bc dealt with is that of Egypt. It is stated 
that" in Egypt after the establishment of two cotton milJs in 1901 
the Government subjected their product to a consumption tax of 
8 per cent. as compensation for the loss of customs revenue." 
We wish our colleagues had not quoted the case of Egypt. In 
view of the political control which England exercised over Egypt 
and the history of cotton. excjse duty in India embodied in Chap­
ter 10 of the Report, the conclusion appears irresistible that the 
excise duty on cotton piece-goods in Egypt was due more \.0 
Lancashire infiuenC'c than to any- idea of compensation for the 10s$ 
ofcqstoml'l reve~u~._ 
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14. Our colleagues 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 Leen stated. We may 
emphat;ise 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 
is necessary to check in the public interest and to a few luxuries. 

15. We may puint out that during the period of the war every 
belligerl.'d count.ry was hard pressed to obtain revenue from every 
possible ~lonree. In spite of such over-powering needs for revenul') 
to carryon the wal', none of them resorted to excise duties of the 
l{ind whieh ou!' eolleagues haye recommended as a general policy 
to be adopted in India. An cffort is made to meet this 
point in paragraph 146 of the Report, ibut we do not regard it 
as in any way conv~cing. The United States of Ameriea has gonc 
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 intoxieating drinks, as is implied in the statc. 
ment in thc rcport " wc have pointed out above that the British 
Treasury is able to tax the general population by means of heavy 
excise duties on alcohol, and that this excise does not have the 
samc wide incidence in India," it can hardly be regarded as any 
reason iLl' imposing excise duties on the lines recommended. It 
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 obvious that when none lof them resorted 
to this form of taxation, it cal'lDot be justified in India as a general 
policy. Tn this connection, we would invite attention to the case 
of Engl.lnd hcrself. England raised revenue several times larger 
than the amount she collected before the war. She imposed a duty 
of 33: pel" cellt. on imported motor cars but did not put any counter­
,"ailing excise dut~· on locally manufactured cars. England has 
been a fl"ee trade eountry and the principles of that policy coupled 
with tho over-powering needs for revenue would have justified the 
impositit.n 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 instance alone is, 
in our opinion, sufliciently conclusive to show that the excise policy 
l"ecommcndeu by our colleagues in regard to local manufactures 
cannot be justified. 



MiNUTEO}, 'DisskNT 

16. We share with ,our colleagues the concern for the interests 
of the consumers in regard to the application of a policy of protec­
tion. We should like, howover, to ask how this concern is consistent 
with the excise policy which they have recommended. They pro­
pose thak-

"when an industry requijres protection, any further 
necessary taxation on its products may, if .other conditions 
are fulfilled, take the form of an excise duty plus an additional 
import 'duty. The latter should fully countervail the former 
and may be pitched at a little higher rate." 
On,e of the conditions referred to is that" excise duties should 

ordinarily be confined to iD.dustries which are concentrated in 
large factories 01' small areas." Coupled with thii! condition is 
the recommendatiQn in paragr~lph 170, viz., " if, on the other hand, 
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 
principles we have explained, and to lay these proposals before the 
Legislature. " The eJfect of these recommendations with regard 
to an excise duty on cotton piece~goods is a~ follows :-

17. Assuming that the Tariff Board decides that a protective 
duty of 10 per cent. is required for the textile industry and thl 
revenue requiremt'nts of Government make it obligatory to levy 
excise taxation on cotton cloth to the lextent of 5 per cent., the 
import duty will !lave to be raised to approximately 17 per cent. 
The priee (,f cloth will thus rise to a parity of 17 per cent. The 
economic' condition of India is admitted to be such that a ~arge 
part of the population is under-clothed and under-fed. It is a 
well known fact that prices 'of cotton piece-goods have consider· 
ably risen during recent years and tbe effect of it on this 'article 
of necessity may be judged from the speech of our colljlague: 
Mr;C. W. Rhodes in the Legislative AssemblY.-ne pointed OUI 

that the average consumption of cloth in India before the war wa! 
18 yards per head, while in 1920-21 it had gone down to 10 yards. 
The consumers in India will have to bear the necessary burden ill 
the wider interests of the country, as a result :of the protectivE 
policy which the Oommission has recommended. To suggest thaI 
further ·burdens should be imposed upon them by increased impor1 
duties for the purpose of countervailing lexcise duties is hardlJ 
consistent with the iriterests of the consumers, many of whom haVE 
to be content with insufficient clothing. -'-
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18. Ollr colleagues 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 Legislatur'e. We have already recorded our 
confidence in the Central Legislature 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 
colleagues, was sound in principle. The exercise of discretion is 
only possible in matters which are sound in principle. We have 
shown that the excise policy as recommended by our colleagues is 
unsound in principle, and the question of the discretion of the 
Legislature cannot therefore arise. As, however, the constitutional 
question has been raised by our colleagues, it is necessary to note 
what the actual position is. In all countries enjoying responsible 
government the Legislature is wholly elected and the executive 
government is responsible to the Legislatur'e. 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. Even in regard to the items 
which are subject to the vote of the Legislature the power of rein. 
statement vests in the Governor-General. The constitution of the 
IJegislature 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 practicC'--47 non­
official members can with the help of the official vote out-vote 71 
non-official members. It must be obvious therefore that the result 
of a vote in the Legislative Assembly, unless there is a clear majority 
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
tions indicated by us are not sound in principle. We therefore 
reiterate our conclusion that excise duties in India should be restrict­
ed to alcohol, tobacco, lind such other articles, the consumption of 
which it is desirable to check in the interests of the community, and 
to a few articles of luxury. 
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CHAPTER III. 

Cotton Excise. 

19. We have nothing to add to the history of the cotton excise 
cluties contained in the Report, but we do not agree with the conclu­
sion arrived at. Our colleagues provide for a possibility of excise 
duties being levied on cotton pieee 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 general policy of excise dutie". 

20. The Indian point of view is conclusively shown by the evi­
dence of witnesses who appeared before us. It is that the people of 
India are opposed to the levy of cotton excise 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 piece goods for revenue 
purposes, and the answer was mostly an emphatic negative. The 
debates in the Indian Legislatures have proved beyond doubt that 
the sentiment of the people of India is 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 countervailing and that in spite of 
this fact U the great majority (of witnesses) both Indian and 
European have demanded its abolition." 

21. We have pointed out in the previous chapter what in our 
opinion should be the policy in regard to excise duties ~nd we believe 
that correctly represents the Indian view. We cannot understand 
why our colleagues have recommended that--

"the British Government sliould announce its intention 
of allowin~ the Government -of India to decide the question 
in asreement with ,the Indian Legislature." 
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'fhUI recommendation casts a tloubt upon the &cal freedom which 
India has already attain~d. The recommendation made by our 
colleagues is in contradiction of the history embodie~ in Chapter I 
of the Report Iiliowing how India has now become fiscally free. In 
paragraph 4 of the Heport, reference is made to the Despatch of the 
~ecretary of State dated the 30th June 1921 in which he BaYS that_ 
he has accepted on behalf of His Majesty's Government the principle 
recommend~d by the Joint Committee in their Report on clause 33 
of the Government of India Bill. India is, therefore, entitled to 
regulate' her customs tariffs as is most suitable to herself and it 
appears to us highly prejudicial to the interests of this country for 
II. CoIllIll.hision like thil; to Iluggellt that any such announcement is neces­
liary before action can oe taken in the matter of cotton excise duties. 

~;:l. Our colleagut!s proc~etl to point out the financial difficulties 
of the Government of Intlia. \V c concede that such difficulties do 
exist, out it'ill necellsary to point out that the cotton e,xcisc duty w~ 
not impo::;cd for revenue purpo;se;s, that it was levied purely t~ -pro­
pitiate Lancashire and that the amount of revenue receiv,!ld has 
liubstantmlly increaseu uunng rcecnt years in consequence of higher 
Ill'lces of pIece goods as the result of war conditions. It may be of 
interest to note that the average alllluall'eVenue from cotton excise 
duty for five years pl'~eeding the war was ouly Rs. 48,41,100. -- In 
other parts of the l~t!pol't, l't!collllllenuations havt! bt!t!n made to abolish 
certaUl uutles wll!eh were levtcd e~lll'essly lor revenue purpose::;, and 
the followmg l:Itatcllleut sliows the elleet of such rceollllllenuatiolls on 
ilie reVenues of the GOYt!1'lllllt!nt of India; . . . . - . 

Abolition of export duty on tt!a 

Abolition of imvol't duty 011 machinery 

Abolition \)f import duty ~n raw mi!t~!:il!ls 

Aboliti~n of imPOl't duty o~ <:.Q~ 

AbolitiQn of import duty !>n hid~s and ~ 

... 60 1.!Lkhs. 

'. 1U5 4khs­
.~ 61 lakhs. 

5~. 

62~ 

A- further reCOllunelldatioll is that semi-manufactured goods used in 
Indian industries should be taxed as lightly as possible. The esti .. 
mated jncQme ~om arti<lles wholly or ~ !!I&!!u.(act11re~ is 
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Rs. 4,77,00,000 which will, if the recommendation is accepted, be 
redlltled '!?y an aIhoun~ which ca~ hardly be negligible. 

Various recommendations have been made to grant bounties and 
subsidies. ,All -new industries to be established under a policy of 
p~ote~tion are recommended as a rule to this form of State assistance. 
It is further stated that" it is of the first importance that the deve­
lopment of new industries should proceed as rapidly as possible." 
It, will therefore be I.1ecessarY-,to find adequate funqs to meet this 
liability. 

24. It will be observed that revenue considerations have not 
deterred our colle~gues from recommending the aboliti~D: and reduc­
tion of those duties which have been specifically imposed for revenue 
purposes, nor have they prev.ented them from recommending pay­
ment of bounties and subsidies. It is only when the question of 
abolishing the cotton excise duty is concerned, that their keen 
solicitude for Government revenues manifests itself. It has already 
been pointed out that cotton excise 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 self-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 
71 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 accept 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 
protectiv:e duty. is necessary in regard to any article and the duty of 
enquiring into !lnd 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 naiio-nal W!lalth from which State revenue can be easily 
drawn. The 'best way to replenish tl!e reservoir is to stimulate 
indllstrial development by a policy of protection. We may quote ni 
t~is C2ll!!:~cti~n the ~~s~ ~f th~ U~it~d Stlltes ~f Amer.ica. ~II:d Japan. 
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The following statement furnishes the gruwth of state revenues in 
those countriell. 

UlII!BO STATU 01' AXBRICA. JAPAN. 

Ye"r. Dutics collected, Yrllr, I Duties collected, 

.Millions of dollR1'8, TLousuds of Yen. 

lRiO 1!n'l) 1916 33'822 
1875 IM .. [; 1917 33'OW 
181;0 HI~'7 lIlIS 61'696 
1~!'4:; 178'1 1919 69'435 
1890 2:!6',; W20 74'414. 
189;) 1:i9'u 
1000 l!29'4 
1"0:; :lSj'l 
1910 326';i 
1!J:!0 308'0 
11I21 2'0'0 
Hm 33n'iI . 

'rhe 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 imposing 
excise duties on local manufactures. 

25. The re'venue duties-and 11 pel' cent. on textiles i& a 
revenue duty-have been imposed without rcferenee to their pro­
tective effect and such duties havc been levied irrespective of their 
effect on local manufactured goods. A !Juty of 1,) pel' cent, is 
imposed on articles 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 luxury and on which excise duties 
are levied in some countries and silk piece goods are classified 
amongst articles of luxury, no excise duty is levied on any of these 
articles. It is difficult to understand why our colleagues have 
shown in view of all these facts so much concern about cotton excise 
duty which was admittedly imposed not for revenue purposea but 
for other well known reasons. 

26. As already pointed out, the British Government has not 
imposed any excise duty on such an article of luxury as motor 
cars when she levied so high a duty as 33 i per cent. on their import. 
'l.f the 9ov~rnment ~~ I~dia !iesir~ ~o mai!!tai!! ~ impof~ ~uty ~f 1~ 
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per cent. on textilea for the same reasons as they levy import dutie~ 
on other articles they may retain it at that figure. If they consider 
that they can reduce'it to 7* per cent. or any other figure, they are 
perfectly free to do so ; but we hold the emphatic view that for 
maintaining ,India's self-respect it is necessary to abolish the cotton 
excise duty. 

27. Our colleagues subscribe to the BuggestioJ,!. of a clean slate. 
H that is so, then the conclusion is inevitable that the cotton excise 
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 cOuntry 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 India contributed for the prosecution of the 
war, India was allowed to raise the import duty on cotton textiles 
to 7i 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 needs of revenue became 
insistent probably owing to the loss sustained by the policy of 
Reverse Councils and the import duty, on cotton textiles was raised 
to 11 per cent. The agitation which was carried on in England is 
well known. The Report records the facts 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 I~.otton 
industry in 1917, in 1921 and again within the last few months, 
the system which their influence had for so many years imposed 
:upon India. " ' 

29. We should like to invite attention to the political effects in 
India of such agitation by Lancashire representatives. It is, in 
our opinion, essentially necessary that cordial 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 
~~~ ~h~"!llq b~ r~m~v~~~ The In~ia!l sentime~t on the questiQ~ 
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is decisive. The evidence placed before us conclusively proved 
this. It would be unwise to deal with the question by resorting 
to expedients which will not be acceptable to the Indian people. 
The best mode of promoting cordial relations and better under­
standing between· the people of the two countries is boldly to face 
the problem and in a spirit of political sagacity to abolish the 
cotton excise duty at once, It is nl'edless to point out that unless 
this course is adopted, Lancashil'e will not ceasc to agitate on the 
subject and sllch agitation wil] be a constant SOUl'ce of ill-feeling 
between the two countries, 
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CHAPTER IV. 

Imperial Preference. 

30. We recognise that Imp,frial Preference is a means of 
strengthening the ties amongst a 'Commonwealth of Free Nations. 
The exchange of trade amenities, not in a spirit of bargain, but 
as a free gift, has the effect of cementing the bond amongst 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 responsible government II consistent 
with their own interests and not injurious to themselves." Great 
Britain followed in 1919 and "introduced a preferential system. 
She gave freely such preferences as she feli could be granted con­
sistently with the interests of her own people and the requirementslJ 
of her own fiscal policy." Great Britain and the Dominions are' 
able to regulate the policy of Imperial Preference on these lines 
because they are politically and fiscally free. The principle of 
Imperial Preference implies th~ uncontrolled power of initiating, 
granting, varying and withdrawing .preference from time to time 
consis"tently with each country's interest and on lines which are 
not injurious to itself. India must therefore possess the same 
supreme powers as are enjoyed by the Dominions before Imperial 
Preference can become for her a matter of practical politics. India 
has not yet reache'd Domiillon status. She is in a transitional 
stage; her Government is no"t responsible to her Legislature 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 elected Legislature with her Government res­
ponsible to such Legislature as is the case in all the Dominions. 

31. It is an admitted fact that the Dominions have regulated pre­
ference as it has suited them from time to time. The British policy 
in regard to the grant of preference to Indian tea has been on the 
same lines. We do not wish to enter into the controversy as to 
whether reduced import duty on Indian tea is real preference or not. 
In 1915, a resolution was moved in Parliament asking for a reduc­
tion of im:port duty on Indian tea. The mover cl~arl1 disclahned 
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any idea of baRing it on Imperial Preference, but urged tlie reduction 
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 Chancellor of the Exchequer, opposed the resolution 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 to draw special attention is that while a 
preference of 2d. per pound was granted in 1920-21, the budget esti­
mate!! for 1921-22 reduced it to Ii 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 people. Such 
power India doe!! not po!!ses!! at present. It doeR not enjoy the 
powers which a member of the Commonwealth possessing Dominion 
FltatUI! doe!!. The logical conclusion, therefore, is that India cannot 
accept the principle of Imperial Preference until she has attai!,ed 
responsible government, and is able to regulate her fiscal policy by 
the vote of a wholly elected legislature. 

32. The neport 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. 
selves against the principle of Imperial Preference, it states that 

" a second argument which has weighed with many witnesses is 
that preference is equivalent to the grant 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 
rea<;onable to expect the poor country to make a gift to the rich 
one. We have explainE'd that in our opinion this view of the 
question is not unreasonable, and that any general system of 
preference wonld 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 principle, namely, that Imperial 
Preference should not involve any appreciable loss to India." 
33. India cannot be called upon at present to suffer any econo. 

mic 103.<; 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 
8 policy of protection which we are recommending. If this policy 
is giwn effect to immediately, it is likely to become fruitful within 
the next few years and the -economic condition of the people will 
improve. India by that time will have attained responsible govern. 
ment, which has been promised to her; then as a Self-Governing 
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Member 01 the Commonwealth she will, we feel eonc\etint, be read)- to 
adopt a policy of Imperial Prefe~ce. 

34. Paragraph 255 of the Report recorda the fact -01 the 
cc almost complete unanimity with which Indian witnesses 
opposed the principle of Imperial Preference." 

One of the principal reasons for this opposition is, in our opinion, 
the fact that India is not free, . i.e., does not enjoy Dominion status 
in the Empire. The Hon 'hIe Lala Harkishen La! pointed this out 
in 'his evidence. He expressed himself in favour of the principle 
of Imperial Preference on the distinct condition that the political 
status of India should be the same as that of the other partners in 
the Empire. Captain 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 polities whettthe promised goal of responsible 
government is reached. 

35. It may well be argued that while subscribing to the princi­
ple of Imperial Preference our conclusion leads to the pos~ne­
ment of, its application to the time when India attains her full status 
hillie Commonwealth. This is practically the unanimous view of 
the people of India. We are, however, of opinion that the Indian 
view would be fnourably inclined to -accept the immediate appli­
cation of the principle provided conditions are created to place 
India 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 Council. 
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 which the Dominions 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 th~ same .lines as those enjoyed by the Self-GoverninS 
D~mj!ljQ.~. ; 
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36. In paragraph 22:; of .the Report, it is stated 
•• when the country receiving the preference supplies prac­
tically the whole market, then the price to the coru;umer will be 
regulated by the lower rate. The bounty to the foreign manu­
facturer will ccase and the consumer will get the benefit of the 
lower rate." 

In paragraph 226 it is stated that 
•• after the preferenc~ 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 th~ difference between the two 
rates. The effect of this bonus is to stimulate the trade of the 
manufacturers of the COWl try 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 consumer will then be regulated by the lower or 
preferential rate of duty, and the favoured manufacturers will 
find the price falls to the true competitive level. But they have 
not thereby 10llt the whole ben~fit of the preference. Their gain 
is represcnted by the additional quarter 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 sWIer." ~ 

37. It ill contended that when the whole supply arrives from the 
Ilrefcrred counhy the cOllsumer will cease to suffer. . This is contino 
geut upon there being in the preferred country suffici~nt internal 
competition to regulate the price on a competitive basis. In dealing 
with the policy of proteetiou attention has been drawu to the danger 
of a possible combination of manufacturers for the purpose of exploit­
ing the domclltic consumer. It is rurth~r stat~d (paragraph 86). 
that a protectionist system certainly gives an opportunity for. 
undesirable forms of combination • 

•• In a free trade country no combination of manufac. 
turers is able to keep the price of a commodity above the 
world price. If all the manufacturers of a particular country 
agreed not to sell below a cartain price the only effect would 
be that their home market would be captured by the foreign 
manuIacturers selling at tha world price. The case of the 
protectionist countries is different. Here we have a laritI 
;Wall affording, when the foreign manufacturers have been 
partly !I~ wholly !lxclu~ed, "ccrta~ . latitude 9f pri~~ !!I ~he 
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home manufacturers. If the latter do not com~ine, 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 distinctly 
above the true competitiv,e level without inviting :foreign 
competition.' , 
'I'he Report points out various remedies to be applied in the 

evelitof such a c<)Illbination'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 
suffer heavily when by means 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 instance in point. The Indian people have to pay com­
paratively higher rates of freight because competition has been 
e1im~nated and a practical monopoly has been created. 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 bee:p. eliminated and the whole Indian 
market becomes,the monopoly of the manufacturers of a preferred 
country" the consumers may be penalised to a heavy extent and 
the GQvernment of India may be pow.erless to take immediate 
and effective :measures to cQunteract the evil. The remedy would 
of course be to withdraw preference, but the foreign manufacturers 
having lost the important_ In.dian market may have reduced pro­
duction and may not find them!>elves in a position to re-enter the 
market to the benefit of the Indian coruumer. There is there­
fore clear danger in the grant of preference and the loss. to the 
consumer in Ind,ia may not prove' to be temporary as stated in 
paragraph 227. 

38. In, paragraph 231, attention is drawn to a possible advantage 
tQ, Ind~a in the mat,ter 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 con.sequence will give the exporters of the country granting 
the preference some :advantage in the market of the country' 
,r~c~iving the preference. In other words, if imports ,are 
attracted from a particular country, they will be a tendency fo~ 
,~xpo.~1;§ t2 pe ~!t~l\~te~tQ th~-t c2~try." 
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We are not satisfied whether in view of the actual trade between 
India and England any such advantage will accrue. There is a 
uanger that sitch a policy may pellalise the Indian producer, by 
reducing the number of buyers, competition amongst whom main­
tains a standard of world prices for Indian produce. It may also 
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 a mercantile marine in India, or of making its 
success doubtful. 

39. We regret that our colleagues should have pleaded for 
IIPperial Preference on the ground amongst others of maintaining 
the British Navy. We feel that the question of naval defence of 
the Empire stauds on an entirely different footing, and ought not 
to have been brought forward in this connection. It might have tl1e 
effect of reviving a political controversy which is best avoided at the 
present juncture. In our opinion the ~uestion stands on Imperial 
sentiment alone and should, be examined from that point of view. 
'I'he defenco of the Empire depends upon various other standpoints, . 
and the maintenance of the Indian army which has served the 
interests of the Empire in the various parts of the world will have 
a pron)U,>:lI"ed bearing on the issue. As the question has been raised 
we will contont ourselves by remarking that the economic prosperity 
which we anticipate as th~ result of extensive industrialisation will in 
courlle of time enable India to maintain in Indian waters a navy­
sufficient for the defence of India, officered and manned by Indians. 
It will also prove a valuable Imperial asset. 

40. Having drawn attention to the possibilities which a policy 
of Imperial Preference may lead to, we leave the matter with full 
confidence ill the hands of the non-official members of the Legislative 
Assembly in the conviction that as representatives of the people of 
India and fully conversant with Indian s~ntiment they will give 
effect to it in a manner consistent with Indian interest in all its 
aspects. 

41. We wi1>h to make it perfectly clear that we have dealt with 
the question of Imperial Preference as between England and India 
and not as affecting the British Dominions and Colonies. Weare 
unanimous in thinking that a different pelicy should be adopted in 
reil!rg tQ trade r~l~ti~ns with ~ther pa~ts ~f th~ British ~mpir!!. 
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O'!lr colleagues 'recomm~nd in paragraph 264 that 
., Hitherto, in discussing th~ question. of Imper~al Prefer­

ence we have. confined our conaiderationto' preferences 
granted to the mother country. With regard to other parta 
of the Empire, we would recommend a different policy. Yle 
suggest that to the ·United Kingdom should be offered such 
prefere1!-cr.s as India may find she is able. to off!l.r withollt 
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 rclations ; that is to say, pref~rences should be granted 
only as the result of agreements which might prove to the mutual 
advantage of both parties. In this connection, India would 
dollbtless· not be unmindful of the fact that she already enjoys 
the benefit of certain concessions granted by Canada and New 
Zealand. The agreements which we contemplate would be purely 
vollintary ; there would be no kind of obligation on india to 
enter ltlto them unless her own interests appeared to demand it ; 
and it is evident that .politi(lal considerations could not b,§ 
excluded in determining whether it was desirable. for- India to 
enter into an economic agre~ment or not." - - . 

~ the next paragraph 265, it is sta~ed that : 
" We think it is necessary that there sh,ould be laid down 

for India some policy of the nature outlined above in regard to 
trade relations with other parts of the Empire. We have 
already mentioned that India receives preferences from Canada 
and New Zfaland. :We understand that proposals for recipr~. 
~ty: :were rec.eived in 1919 from one of the Dominions. 'We have 
been recenUy informed by the· Canadian .Government Trade 
.C2mmissioner to ~ndia th~t a preference on motor cars gran~d 
~ Cana,da would stimulate the present tendency for the well­
known makes of American .cars destined for the Indian market 
to be made in Canada an~ woUld be regarded as a graceful 
reciprocal act on the part of India. It seems probable that this 
:benefit could b~ conferred C:)ll Canada without any appre~al1l~ 
loss t~ I!!dia." 
42. We cannot agree to any trade agreements being entered in~ 

~ith !lIlY Dominion, which discriminates against th~ people of this 
country. We believe we are voicing the unanimous opinion of the 
p~~ple ~f India when we .say that no agr£ements based even on 
~ip.~2~it;r. i1! tJ;'~d~ ~tt~!S ~ho~g be ~n,t~r~d intg ~ith ~1. D~minigll 
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which JIIIS on its statute book any anti-Asiatic legislation applyinc 
to the Indian peoplc: Our colleagues point out thc fact that Canada 
and New Zealand have confcrred certain preferences on India. To 
the Indian people their self-respect is of far more importance than 
any economic advantage which any Dominion may choose to confer 
by means of preferential treatment. We may confidently state that 
the people of India would much prefer thc withdrawal of such prefer­
ence as they would not care to be economically indebted to any 
Dominion which does not treat them as equal members of the British 
Empire having equal rights of citizenship. 

43. We are not opposed to negotiations being opened for trade 
ngreeme~t':l on a reciprocal basis, but the condition precedent must 
Le the recngnition of the right of Indians to equality of status. The 
first principle of Imperial solidarity must, in our opinion, 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 mentioned here. We will therefore content ourselves with re­
cording our emphatic view which we think reflects the feeling of the 
whole country that no trade agreement should be entered into with 
any D6minion lInless it agrees to treat the Indian people on a footing 
of equality and to repeal all anti-Asiatic legislation in so far as it 
npplies to the pcople of this country. -

44. 'Va will now summarise our conclusions in regard to Impcrial 
Preference : 

(i) We are in favour of the- principle of Imperial Preference 
on the distinct condition that India should in this 
matter be put on the same footing of freedom as is 
enjoyed by the Self-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, grant, vary and withdraw preference 
liS may be necessary in the interest of India in all its 
aspects. 

(ii) 'I'hat the condition precedent to any agreement with a 
British Dominion in trade matters on the basis of reci­
procity should be the recognition of the right of the 
Indian people to a status of complete equality and the 
rcpeal 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 policy of protection 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 utility 
company, it is reasonable that. G:overnment 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 conces­
sions should be incorporated a:ijd registered in India with 
rupee capital, that there should be a reasonable proportion of 
Indian Directors on the Board and reasonable facilities should 
be offered for the training of Indian apprentices at Government 
expense. " 
46. We are up.ablc to apprecjate the._distinction drawn between 

companies getting- Government concessions and companiles esta­
blishing themselves behin4the tariff wall erected Under a policy 
of protection. We can ·understand such a distinction under a policy 
of free trade~ The Government of India have, as pointed out in the 
Report, laid down the follo,ving policy under free trade 
conditions :- .. 

" The settled policy of the Gov!lrnment of India is that 
no concession .should b~ given to any firms in regard to in­
dusfries in India unless such firms have a rupee capital, uoleis 
such firms have a proportion, at any rate, of Indian Directors, 
and unless such firms allow facilities for Indian apprentices to 
be trained in their. work&." 
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47. The dilitinction to be drawn on the question Under a policy' 
of free trade 6nd that of protection is obvious. In the former case 
the grant of concession 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 grantiJig liubsidies or 
bounties out of money collected by them by way of taxation and 
allowing an industry to tax the people directly by means of higher 
prices resulting from protective duties. In both cases, it is the 
people of India who have to pay the price either as tax. payers or 
as consumers. Industrial concerns benefit either directly from 
Government subRidies or bounties or indirectly by higher prir.es 
due to protective duties. If the imposition of conditions is justifi, 
able in the one case, it is equally justifiable in the other. Our 
eonclusion therefore is that every company desiring to ~tablish 
a'n industry after the policy of protection has been adopted in 
India should be subject'to the same conditions which are recommend­
od by our colleagues, viz., that a11 such companies should be incor­
porated and rcgistercd in India 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. 

48. There are special reasons why all induStrial companies 
sllOuld be incorporated and registered in India with a rupee capital. 
In this connection, we should like to quote Sir Frederick Nicholson. 
lIe says :--

" I beg to record my strong opinion that in the matter of 
Indian industries, we are bound to consider Indian interests 
firstly, secondly, and thirdly . I mean by firstly, that 
the local raw products should be utili£ed, by secondly, that 
industries should l'e introduced, and by thirdly, that the profits 
of such industries should remain in the country. " 

Our colleagues have stated in paragraph 293 that in their opinion 
II whether the imlIlediate profit goes to a foreign or an Indian 
capitalist, the main and ultimate end, namely, the enrichment of 
the Muntry will be attained." We may point out the fallacy 
underlying this argument. 'Ihe enrichment of the country depends, 
jn the words of Sir Frederick Nicholson, upon tae 'profits of the 
inuustry remaining in the country. Nation!!l wealth can thus be' 
increased in a shorter perioll of time than by the taking away of 
industrial prout to f~reign countries. . .' ~ - , . 
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~9. It appearS to us that there is some confusion in the treat­
ment of· considerations relating to $lapital contained in the Report. 
Loan capital and ordinary capital are mixed up. It is only in­
regard to this latter form of investment that there can be room for 
Clifference of opinion, and the balance of advantage has 110 be as­
certained. Our colleagues point out the advantages of a rapid 
Clevelopment of industries .as conducing to the relief of consumers. 
IWe are unanimous in thinking that in the interests not only of the 
consumers but of the economic advancement of the country, it is 
essentially necessary that industrialisation should proceed at 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 which they have Circumscribed 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 s~t~1>le conQjtions are laid 90wn to sa~"e-guard the essential 
interests of India.· .. 

50. We must not be understood as subscribing to the reasoning 
adopted by our colleagues "in agreeing" to the introduction of 
foreign capital in India behind the tariff wall. We should like to 
draw attention to the following extract from paragraph 28!l of the 
Report :-

" Moreover, apart froI)1 the intrinsic benefits of increased 
supply of capital, the foreigner who brings his aapital 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 thc country the technical knowledge 
and the organisation which are Jil"eeded to give an impetus to 
industrial development. It is to him that we must look largely 
at first for the introducf.ion of new industries and for instruc­
tion in the ~eonomies of mass production. " 

We regret that our colleagues should have thoug!1~ fit t~ellr~iate 
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 appren­
tices, ~nd have conclusively shown their capacity to organise and 
develop large scale industries. The lack of capital to which repeat­
e~ "r~~r~p~es have be~n made ~ due mor~ t~th~ r!s.~!j!lvQlvjl4 



ill ebiuLli"hiug new imlul>tries under free trade principles than to 
actual inadequacy of c/lpital. This wus, in our opinion, clearly 
proved by the illdll~tlial adi"itic'l which resulted from the indirect 
protcctioll nlTnnlf'd by wur couditi'JI1s. The enormous amounts 
whieh the GOI't·l"IllJlent of India lJa ve been able to borrow in India. 
for State purposes is another proof that adequate capital is available 
in India for investment in safe and sound channels ensuring a. 
reasonable return. .A }Joliey of plOtection will give the necessary 
confidence and we hold the view that reasonably adequate capital 
will be available under such a policy. In support of tllis view we 
/lilly quote from tle evidenctl of Mr. Shakespear of Cawnpore wh~ 
stated that onl'e confidence was crentca, by adopting a policy of pro­
tection, the difl1culty ill obtaining capital would largely disappear. 
It is because we desire that industrialisation should proceed very 
rapidly that we are prepared to accept the advent of foreign capital 
to accelerate the pace. 

51. We will at once proceed to state the conditions 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 
ill India in rupee capital. 

(2) There should be a reasonable proportion of Inruan 
Directors 011 the Board. 

(3) Reasonable facilities should be offered for the training of 
Indian appl·entices. 

52. As a matter of fact, there is no difference of opinion as 
regards thc conditions nientioned. Thc Government of India have 
themsrlves laid down these conditions under a free trade policy in 
regard to all companies which get concessions. Our colleagues have 
also made recommendations on the same lines, if any concessions 
such as bounties and subsidies are granted. There is in our opinion 
no distinction between direct concessions and the right to establish 
industries within the tariff wall. Ip 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 thesc considerations, there are in our opinion strong reasons 
why incorporation and registration in rupee capital should be insisted 
upon. Whl'll a policy of protection is aJopted, it bec~mcs essential 
that the Go\"crumcnt 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 
!"hg~d ~c l~iJ on th~ In~i~~ eh~~aeter. ~~ V!~ SQmp8!!ics !h~ 



formed. ' I The rate of protection has to be detcrmincd from time to 
time and it appears to liS essential that in the interests of the people 
of IndiaGov~rnment 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 a1!~~s~..Y~I!-!'l!_ J!1!der . a policy of free trade. Every 
foreigner was therefore free to establish industries in India. Many 
foreign firms have availed themc;elves of this privilege and have 
established· a. large number of manufacturing industries. The pro­
portion of companies incorporated elsewhere and working in India 
is comparatively very small and there can therefore be no. hardship 
-if UIi.der a policy of protection it is laid down that each company 
which fi;tarts manufacture in India shallJ~!LJncorporated and 
registered iJ'lihiLcountry. . 

53. There is one aspect 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 countries 

I and in their own currency. This danger did not exist under a. 
•. policy of free trade, but it is bound to materialis.e when the benefit 
i of protective duties becomes available. We may _have under such 
cireumstances companies incorporated elsewhere, say in America in 
dollars, in France In francs, in Italy in liras, in Germany in marks, 
in Japan in yens and in China in dollars, etc. It will be also possi­
pIe for these co;m.panies to obtain their. whole capital in their own 
countries and ,thus carry away the entire profit of manufacturing 
industries established behind the tariff ~all. The consumer will 
have' paid a higher price, due to protective duties, and the entire 
manufacturing 'protitwill have gone out of the country. We cannot 
obviously understand how under such conditions" the main and 
:ultimate end 'V.iz., the enri¢hment of the count:ry-will be attained.'~ 

1 {Paragraph 293). We would venture to ·assert that India cannot 
! possibly be expected to adopt a policy which is likely to lead to such 
l a result.' . 
. f>4. Sir Frederick Nicholson's third condition is that the pro­
fits of 'Indian industries should remain in the country. We are 
accepting for th~ present the 'policy of foreign capital for the rapid 
develepment of industries,. hut the safeguards of incorporation in 
India and rupee capital are essentially necessary to provide for the 

)
opportwiity of in.vestment of Indian capital and the retention of 

I industrial profits at .east to that extent in this country: Companies 
incorporated in. £oreip countries and iIi. the currency of such 
~tmtrl~ }Y~yl~ ~otpr~vi~~ sg~¥. f~c.~~i~~ f2r i!!~~~tgt~g~. W, .wgW~ 
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:;pcciully invite attention to the de:;irability of drawing middle class 
ca{jital to industries. Unless the· companies are incorporated in India 
in rupee capital the opportunity for such investment will hardly 
arise. It 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
ference of opinion on the point that Indian capital should have full 
scope for investmcnt in Indian industries and that foreign capital 
should merely supplement it to accelerate the pace and to provide the 
early relief of tlle 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 
oar opinion very little likelihood of individual firms providing the 
whole· capital themselves by registering private companies. If how­
ever such a contingency arises it can only mean that the profit of 
the enterprise is expected to be so substantial that the promoters 
dcsire to keep the whole of it to themselves and carry it away to their 
own countries. If such a danger materialises and foreign firms 
rcsort to such expedients, we think that the Government of India 
should by means of legislation or otherwise take steps to put a stop 
to it. No foreign country should be allowed to monopolise the pro­
fits due to the policy of protection 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 stoek companies I'.Ie placed by statute on a dempcratie 
ba"is and there is an element of racial consideration in the question. 
We may, however, point out that in actual practice the result is 
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 accepted by our colleagues. We recog~ 
nise that circumstances arc favouring the training of Indian 
apprentices and that in the interests of economie working of the 
industries, the managing agents are inclined to train and employ, 
Indians in preference to more cOlStly foreign labour. In these cir­
cumstances, our recommendation would be that the Government of 
India should take power by legislation to bring about the training of 
Indian apprenticcs in such cases as they may in their· discretion con­
sider u~cesl:ilu"y. 'l~4is let.~:;latiQll shQ.uld appJ.y to ~ f~i2.~~ _ 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 
occ\lsion 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 people of India to put into force the provisions of 
such 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 
countries and 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 produ.ction, and consequently the rate of pro­
tection. If foreign skilled labour is employed the rate of protection 
will be higher and the consequence will be a greater loss to the con-

. sumers. In many cases it will be n_e_cessary to employ foreign 
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 
India.liS and of minimising the loss to the consumer. 
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CHAPTER VI. 

The T arlEf Board. 

58. We are unanimous in thinking that the many important 
functions wliich 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 subservience to particular interests." While agreeing with this 
general proposition, we think it is necessary to secure 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 occupying 
the status of a IIigh 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 enquiry is taking place 
should be widely known, that all possible interests should have every 
opporhmity for representing their point of view, that a formal 
enquiry should be held in public and that the Government should 
publish the results of the enquiry promptly." It will be apparent 
that at an enquiry at whieh all possible interests have to be 
('xfJluined and a well balanced decision is to be givlm, the most 
qualified person to dQ so would be a man who has been trained 
bot h by practice in the Courts and by experience on the ~eneh 
of a High Court. We would therefore recommend that the 
~hairman of the Tal'iff Board should be an officer posse§sing these 
qcalifieatio!ls. 

59. As regards the two other members we must examine the 
principles adopted by America and Australia in constituting their 
respective Boards; ,. The members of the United States Tariff 
Commission appeared 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 politics." We may quote from the Act creating a Tariff Com-
mission in the United States of America, Section 700 : -
, " That a Commission is hereby created and established to be 

known as the U!lited States Tariff Commission (hereafter ill t4e 
, .... 'I, • " ',1'" '-," ," 
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title referred to as the Commission) which shall be compesed of 
six members who shall be appointed by the President by ana with. 
the aavice 0/ 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 membars of the Legislative Assembly, who represent wide 
electorate!! throughout the country alid may well be relied upon to 
choose -

" men of ability, of integrity and of impartiality." 
The principle r'e:commended by us is similar to the one adopted by 
the United States of America. The best way of making appoint­
ments "by ana with the aevi8e" 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 
axpect~d, while representing the interests of the consumers, to bc 
capable of taking broad views in the larger interests of the COU!ltry. 
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 not think that such interests should find representation on the 
Tariff Board. The plan most suited to Indiau conditions is the com­
bination of the American and Australian models. Our recommeda­
tions would therefore be that : 

6Q. The Board should consiit of three members and two asses-
sors: 

(i) The Chairman should be a trained lawyer who has had 
experience for a reasonable time on one of the High 
Courts in India. 

(ii) The other two members shoula be elected J1y the non­
official members of the Indian Legislature ; and 

(iii) Two assessors representing trade, commerce and industry 
by election by the leading Chambers and Mercantile 
Associations in India. -

The representatives of the Chambers and Mercantile Associa­
tions should serve,as assessors and should only be called at the discrtl­
~~,on ~~ th~ !30,~~4 'Y~en ~ their opinion the presen~e o! ~c~ 3ise~ll 
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will be helpful to the Boa~d in the investigation of any particular qllea. 
tion. 

61. Great strel38 has been laid on a continuity 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 sta1f will secure all the continuity 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. 
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Conclusion. 

,62. We ,cannot understand why our colleagues have bee=t 
apologet.ic in jllsti[~:ing the Cc.mmission '8 recommendation in fayout 
of a"policy pf protection. India has attained fiscal ft'eedom and the 
poiicy which is unanimously 'supported by the Indian people must 
LIe the policy whHl shonld he adopted for this country. It is a 
mere commonplace to say that l!Jich India is a,J~nyer, of_s.trength 
to the Empire, while an economically weak India is a source of 
weakness. In our opinion, India would have been of far greater 
help to l!:ngland during the war if a policy of protection had been 
adopted at lea.st a generation ago and intense industrialisation had 
been made possible. It was a shortsighted policy to have kept a 
country inhabited by onf:'-fifth of the human race in a state of 
chronic poverty by making it almost entirely'dependent on agricul­
ture. Indian puhlicists of eminence, with the full support of Indian 
public opinion, have insistently demanded a diff~rent fiscal policy 
for a long time past. In the words of the Report, " the appoint­
ment of the Indian Fiscal Commission may be regarded a!'l the 

; outcome of a longstdnding and insiste,nt demand of the public in 
. India for a revision of the tariff policy. f, If this demand had not 
been resisted, the economic growth and well-being of the people' of 
India would have been seenred, This would undoubtedly have 
been to her gr('at advantage and would also have been beneficial 
to the Empire. India has now attained fiscal freedom and we 
earnestly trust that the Government of India, in co-operation with 

i the Indian I.legislllture, will hasten to give effect to the policy of 
! industrialisation which we recommend so that she may grow to her 
',fUll econ?mic staturl::: 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 to 
co~ne is likely to concentrate on the simpler forms of manufacturell 
goods and these are p1'ecisely those in which the United Kingdom has 
the smallest intereht." We earnestly trust that no such limitations 
will be placed in the.path of Thdia's industrial development. We 
have already pointed out that we disagree with our colleagues 
J'e~arding their proposals to hedge in-the~I>oiicy of protection. We . - , 
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bope this has not been done with the object of keeping" India to 
concentrate hcr industries on the manufacture of simpler forms 
of good!;." That would be no real response to the unanimous view 
of the Indian peopic ; on the other hand, it would cause great dilS­
appointment in the country. We may point out that although the 
consensus of the Indian view, as expressed by 'the witnesses who 
appearcd beforE' us, was ~~gainst the introduction of (orejgn capital 
for industrial development in India, 'wehave agreed to recommend it 
on the tcrms mentioncd, for the reaSOD!! advanced in the Report, 
viz., 

" If therefore in addition to her own capital Ilhe is able 
to attract capital from abroad, her development will be acceler­
ated • • • Protection entails a sacrifice on the partj 
of the eonsumer. Our ohject should be to make that sacrifice 
as Rhort II!'. possible. Thp sacrifice is complete when the new 
Tndu~tries ha I'e fully developed. Therefore it is of the first 
importance thnt the development of new industries should pro· 
ceed as rapidly as possible. The more capital ill 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 subject and desires 
an intem:e elfort at industrialization. The Indian people ex­
pect by me:iDS 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 satisiied by II. 

policy which is likely to maI.:e them concentrate their efforts for 
many yc:trs 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 aue! the Commission would have been constituted to 
tittle purpose, if the result of its labour .is not likely to be more 
fruitful. 

64. 'rhe economic problem of India must at least now be 
examined in a spirit of broad-nilnded statesmanship. Indi81 in. 
habited by a fifth of the human race can be of tremendous value, 
economic and political, both to herself and to the Empire, if develop.. 
ment proceeds on lines best suited to her own conditions. If in the 
process of her attaining her full stature, there is any risk to the 
immediat, interests of the British manufacturers, that risk must 
be faced. We thmk that the risk is remote, not because India is 
likely to concentrllto " on the simpler form .of m!l!lufacture " but 
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becaus0 by an intense effort at industrialization, she will grow 
rapidly prosperous and her requirements of manufactured goods 
will largely increase. 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 
.economic basis, mutually beneficial to both. 

5th, September 1922. 

IBRAHIM RAHIMTULLA. 
T. V. SESHAGIRI AYYAR. 
G. D. BrRLA. 
JAMNADAS DW ARKADAS. 
NAIWTTAM MORARJEE. 
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APPENDIX TO MINUTE OF DISSENT. 

l'rofessor Hamilton -pointS- out that before the coming of the 
fortugue&e into India, three well recognised routes, two by sea and 
one by land were mapP!ld 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 AUeppo and on to the 
Levantine ports ; the third lay overland by Kandahar to the cities 
of Persia and Turkey. A flourishing trade was carried on through 
the agency of the Indian mercantile marine with Greece, Rome amI 
Venice in the earlier periods and with Holland and England later on. 

MI'. '1'aylor in his History of India has this striking passage: 
" 'rhe urrival in the port of London of Indian produce in 

Indian built ships created a sensation among the monopolists 
which eould not bc exceeded if a hostile fle~t had appeared on 
the Thames. The ship-builders of the port of London, ~k the 
lead in raising the cry of alarm. Th!ly declared that their 
business was in danger and that the families of all the ship­
wrights in England were certain to be reduccd to stal'vati()n.' , 

}'l'o£esso1' J adunath Sircl1r enumerates a long list of manufac­
tured articlfs for which India was famous. The l\loghul Emperors 
encouragcd this production by the grant of subsidies, etc. Dl1cca 
muslin is Pllrticularly r~ferr~d t~ by all :writers. 

Lecky say~..! II ~lie woollen and silk manufacturel's (of England), 
were serioullly alarmed. '!'his ll!d to the passing of the Acts of Parlia­
ment in 1700 and 1721 abs()lutely prQhibiting, with a V!l~ few 
specified exceptions, the employment of printed or dy~d calic~es in 
~ngland either in dress or in furniture and th~ p.s~ Qf print~d Qt: 
~led goo<J,s (Jf which cotton forlllcd any part. 
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Mr. Romesh Chandra Dutt says : 

" 11.. deliberate endeavour was now made to use the political 
power obtained by the East India Company to discourage the 
manufacturers in India. J n their letter to Bengal dated 17th 
March 1769, the Company desired that the manufacture of raw 
silk should be encouraged in Bengal and that the manufacture 
of silk fahrics 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 Iudian point of view was clearly stated by Wilson in these 
terms: 

" Had India been independent she would have retaliated, 
~youlrl have imposed prohibitive duties upon the British goods 
ann would thus have preserved her own productive industry 
from anuihilation. This act of self-defence was not per­
mitted her. She was at the mercy of the stranger. British 
goods were forced upon her without paying any duty and the 
fo,'eigu lrUillufacturer employed the arm of political injustice 
to keepdo,,\'u and ultimately strangle the competitor with whom 
he ~0111d not hav~ contended on equal terms. 
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APPENDIX A. 

List of questions for witnesses glVlng written evidence for the 
Indian Fiscal Commission. 

EXPLANATORY NOTE. 

The following questions have been framed with a view to 
indicating the main aspects of the enquiry to be undertaken by the 
Fiscal Commission, so far as the President and those Members of 
tlw Commission whom he has been able to consult can at pres~nt 
judge of them. Sections A. and B. are intended to cover the generlll 
pJ'ohll'ms which will arise for cOlIsic1,'ration in determining the future 
direction of fiscal policy and in deciding whether India should adopt 
a pOlicy of Imperial Preferenee. The remaining sections contain 
questions desigued to elicit not only the opinions but the definite ex­
perience of those engaged in the various branches of industry and 
commerce. In the case of answers to these questions the Commission. 
will I1l\tnra11y attach special importance to conclusions resting 011 a 
soliAl foundation of facts and figures. 

2. It is not intended that those who are engaged in industry and 
comnlt'l'ce should confine themselves to the special' sections dealing 
with ticir particular business. On the contrary, there are many 
qlH'stiollS in Sections A. and B. which require for their adequat.e 
COlk !,~('ration an intimate acquaintance with business conditions, and 
it is hoped that those who have such special knowledge will give the 
Commission the bcnefit of their general views on the important and 
difficult problems that arise. 

3. 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. 
It is not therefore expected that each witness should attempt to 
a.nswer all the questions. If a witness wishes to give his views <Ill 
,my point:> relevant to the enquiry which have not bcen included in 
the questionnaire, it would be convenient that such points shoultl t.e 
<lea It with in a supplement.ary statement, 
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4:. The Commission is inviting either directly or througli I.ocat 
Governments various. associations and individuals to forward in 
writing their replies to the questionnaire. The Conunission will also 
be glad to receive replies from any associations or individuals not 
so invited who may wish to represent their views. Copies of the 
questionnaire can be obtained from the Secretary, Indian Fiscal 
Commission, Simla, on application. 

-5. The Commission ass.embles'in the first half of 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 before the date on which the witness is likely . 
to be examined. The provisional programme of the tour of the Com­
mission indicating the approximate dates on which oral evidence will 
be taken at. each centre is as follows :-

Assemble Bombay early in November 1921. ~o evidence will be taken at 
Bombay at this time. 

Depart BOfhbay 24th November. 

Aitive KarRclli 26th November. 

Depart 2nd December. 

An'ive. Lahore 3rd December. 

Depart 
" 

Pth DeCember. 

Anive Delhi lOth December} Delhi evideneewiIl be 

Depart 
taken at this time 

" 15th December and not in March. 

Arrive Cawnpore 16th December. 

Depart .. 21st December • 

Reassemble Calcutta 5th January 1922. 

Depart " 20th January. 

Arrive Rangoon 23rd January. 

Depart .. 27th January • 

A1'l'ive Madras 30th January. 

Depart .. 7th February • 

Reassemble ... Bombay 20th Febl'l1al'Y • 

Depart " 6th Mal'Ch. 

Arrive ... Delhi 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 admitting 
free or at the favourable rate of 21 per cent. articles the cheap 
import of which was considered desirable in the interests of the 
country. Thus certain raw materials, manures, agricultural impl~­
ments, dairy appliances and cotton yarn are admitted fre~. 
Machinery, iron and stee! and railway plant and rolling stock pay 
only 21 per cent. ad valorem. The general rate, under which come 
the bulk of imports, is 11 per cent. ad valorem, while certain articles 
(,uch as motor cars, jewellery and silk goods have been specially 
lIubjected from revenue considerations to a duty of 20 per cent. 
Sugar is charged 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 31 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 } 
of the duty on hides and skins exported to any part of the Empire. 
'fhe object of the duty was partly to foster the Indian tanning 

. industry and partly to maintain a key industry within the Empire. 

1. Do you generally.favour a policy of free trade or protection , 

A Revenue Tariff. 
If the former, have you any objection to 
the imposition of customs duties for the 

purpose of obtaining revenue 7 
2. Do you consider that a tariff provides a more or a less suitable 

form of taxation for India than direct taxation Y If fresh taxation 
were necessary would you prefer an increase in customs to an incr~ase 
in direct taxation Y 

3. If 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 principles t If so, please ~xplain your views as to the 
pdvantages of thi.8 policr. 

2. 
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r 5. What effect do y;ou consider the existing tarifI policy has had 
OIl Indian industries in the past, and what effects on Indian industries 
would you anticipate from a continuance 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 practice of imposing an excise duty 
on the same article manufactured in India t 

7. If you favour the imposition of excise duties is it on the ground 
that no protectio~ of ap.y kind should be afforded to the home 
manufacturer as against the· foreign manufacturer T 

S. 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 Qbject of fostering Indian' industries' 

A Protective Tariff. If SO, 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 countriesT 
If you hold the latter view can you furnish a list of articles for which 
India will have to depend on other countries 7 

11. W ouldyou, f6r the purpose of developing Indian industries, 
favour the imposition of prQtectivc duties on all imported manu­
factures or only on some ? 

12. If you favour the protection of some industries only, which 
would you select for protection and on what principles 7 

13. Do you consider it desirable to establish new industries by 
protection? If so: on what principles would you select them 7 

14. Would you confuie 'protection to industrif.ls which are likely 
after a period to be able to face foreign competition without such 
assistance, or would you contemplate .the establishment of industries 
which would be likely to require continuous assistance , 

15. Would you grant special protection against foreign goods 
favoured oy such measures as dumping, bounties, subsidies or trans­
;;>ortconcessions? If so, what means would you suggest for ascertain­
.ing the exact facts ana what measures would you' advocate to afford 
the necessary protection , . 
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16. What is your attitude towards hand industries and in particular 
towards the cotton handloom industry f Do you wish them ~ be 
maintained or not f 

17. Is thero any danger in India of protection leading to combina­
tion among the protected manufacturers in order to main~in a quasi­
monopoly price f If 80, what safeguards would, you suggest to 
counteract the effect of such a combination T 

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 f 

19. In cOWltries under a protective :;ystem it sometimes happens 
that producers of raw material ask for prot"eetion, while manu­
facturers who use the raw matcrial oppose them, wishing to get their' 
raw material as cheaply as possible. In the 'same way a demand of 
tho spiu.ning industry for protection is sometimes opposed by the 
weaving industry whosc interest 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 difficulty in 
adjusting them f 

20. When an import duty is imposed do you consider that ordinarily 
Elfeot of ProteoUoD OD prioes the whole or any part of it is passed -on to 

aDd' oD"the oonsumer. the consumer in a rise of price Y _ 

21. If a protective duty causes a dse in price, is that rise likely to. 
be permanent or not , 

22. Would you be willing to . accept an increase in price to the 
Indian consumer for the sake of developing Indian industries Y 

23. In considering the above question would you have regard to 
the point whether the protected article was a necessary of life Y If 
60, what articles would you class as necessaries Y 

24. If you hold that an increase in the tariff rates would "tend to 
increase the cost of living in India do you think the increased cost 
would be covered wholly or in part by a rise in wages or salary 
for :-

Ca) the industrial wage earner, 
(b) the agricultur~ wage eal'!l,er, 
Co) the middleclas:ses,-
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25. What effect do.You consider a policy of protection would. have 
Effeot of Proteotion on on the foreign trade of India and on the 

Foreign Trade, general commercial position and prospects of 
the country .f 

, 26. Do you consider that the existence of a tariff which could be 

U fT 'fff b .• ' used as an instrument for bargaining with seo all or argammg. h . 
ot er countrIes would be advantageous to 

India' 

27. If so, would you recommend the adoption of general and special 
tariffs, the special being applied to countries from which India 
receives favourable treatment Y 

28. If the tariff is to be used in this way, would tt be necessary to 
make it more detailed than it is at present , ' 

29. If a policy of protection were adopted would you recommend 
Orga~zlLtion for investi- any kind of permanent organization for 

g~ting the ,olaims of indus- investigating the claims of vari~us industries 
tnes. to protection from time to time and for the 
periodical,readjustment of tariff rates 7 

30. What is your view of the proper function of export duties f 

Export duties. 
Do you think that they should be imposed 
only for the purpose of raising revenlJe or do 

you think that they may be utilised for other purposes also' 

31. What do you consider generally is the effect of export duties on 
the export trade' Can they in certain circumstances be imposed 
without injury to the trade Y If so, in the case ~f what trades in 
India. could this be done, and to what extent Y 

32. Would you consider it advisable to impose an export duty on a 
raw material in order to encourage its retention in India either for 
purposes of manufacture or for any other purpose Y If so, please 
exa.m.i:qe imltances in which you would recommend such action and 
consider whether it would have any effect on the producers of the 
raw material' ~d the amount they would prQduce. 

33. 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 co.mider such action would be likely to have on 
the agricultur~l interests and Qn the qu~tity ~f fQodstuff~ prod~ee~ 
in Jn~~l 



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 PBJlFERENCE. 

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 Ne~ Zealand the pre­
ferential duties are usually about * 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 preferential 
rate is a8 a rule either& or I of the full rate. 

A number of the smaller colonies grant preferential rates to the 
United Kingdom, and there are also various agreements betweell 
different parts of the Empire for mutual preference. 

The countries which at present levy a lower rate of duty on certain 
goods imported from India as compared with the general duty levied 
on imports from foreign countries are the United Kingdom, Canada 
and New Zealand. 

Tne articles of interest to India on which such lower duties are 
levied in the United Kingdom are tea, coffee and tobacco. 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 tea the rate is 7 cents 
per lb. as against the rate of 10 cents on tea imported from countries 
outside the Empire. New Zealand imports from India a small 
quantity of tea which pays 3d. per lb. as against the rate of 5d. 
charged on tea imported from outside the Empire, and a small 
quantity of candles which are charged lId. per lb. instead of 21d. 
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 id&a of Impelial 
Preference' If so, do you think that India would be justifi~d in 
risking any appreciable ~cop,omic loss for the sake of Imperial 
Pr!f~r~~ _, -



36. Would you differentiate between the policy to be adopted to­
wards the United Kingdom and towards other .parts of the Empire' 

37. Do you anticipate any material loss or gain to India from a 
sYE'tem of Imperial Preference Y In particular, do you apprehend 
any likelihood of retaliation by foreign countries against India , 

38. If you are in favour of preference, can you gh"e a. list of 
a.rticles imported into India and exported from India to which t.he 
policy of preference might be applied Y What would you consider 
a reasonable avera,ge 'rate of preference ? 

39. What principles would you apply in selecting 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 goods 
fOJ' which India is likely to pave 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 Imperial Preference is likely 
to increase or diminish the total volume of Indian imports or exports, 
or to alter appreciably the proportion between thcm and thU8 affect 
the balance of trade Y 

42. Do you consider that the partial or complete diversion of trade 
from foreign countries which might result from ImperIal Preference 
would have any effect on India's general trade position 7 . 

C.-MANUFACTURES. 

43. Are you int~rested in any industry and if sO in what capacity' 
44. ·Do you consider. "that there are natural advantages for the 

industry in India 7 If so, pleas~ enumerate them. 
45. Do you consider that the industry is essential to the national 

security or of substantial importance to the economic prosperity of 
India,? 

46. What is the state of organization and equipment of the industry 
,in India. as compared with that in other countries 7 

47. On what markets does the industry depend for the sale of its 
output Y 

48. What foreign competition (including for this purpose compe­
titi()n fr~m th~ JJ:nited Kingdom or other parti of the Empire) does 
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the industry have to meet­
(a) in the Indian market 
(b) elsewhere t 
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Does this compl!tition extend to all or only to particular classes 
of goods, and does it vary with different classes of goods' 

4!J. Apart from questions of organization and equipment are there 
any special circumstances, natural Or artificial, which give the com­
peting country an advantage Y 

50. Do you think that the industry needs protection T If so, what 
ratc of duty do you consider it is necessary to impose 7 Please give 
in detail the facts and figures on which you base your conclusions. 

51. Do you think it likely that if protection is granted, the industry 
will eventnally reach a level of development which would enable it to 
face foreign competition without the aid of protection, or do you 
think the industry will always remain to a greater or less degrec ill 
need of protection Y 

52. Does the industry ever suffer from dumping Y If so, do you 
wish to suggest any remedy Y 

53 Is competition from other countries accentuated by depresscd 
exchanges in those countries Y 

5-1. If so, is tlds phenomenon likely to bc tcmporary ? 

55. Do you consider that any remedy is required Y If so, what 
would you suggest Y 

56. Has the industry received any benefit from the sliccessive 
tnhancements of the tariff beginning in 1916? Can you describe 
the effects, so far as yet apparent Y 

57. Do you think the industry has suffered in any way from export 
rlnties ~ If so, please give in detail the facts and figures from which 
this conelusion is drawn. 

58. Is the finished product of the industry used as the raw material 
for any other industry Y If so, to what extent Y 

~9. Does the indush'y use as its raw material the finished product 
of any other industry which is established or is likely to be 
established in India T 

60: Would you prefer a system under which all industries ~ould 
receive a more or less uniform protection, or one under which indus­
tries receive varying amounts of protection in accordance with tbdr 
fleeds , -
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D.-ExpORT TBADm. 
N .B.-These questions are inltended not o~:v for actual exporters, but 

also for those ,who produce for export. 
61. What articles do you export and to what countries , 
62. Are you interested in any of the articles on which export duties 

are levied? 'If so, what do you consider has been the effect of these 
dutics ? 

68. Do you recommend the increase, reduction or abolition of any 
of the existing export duties 7 

64. I 9 the Indian export trade in any way hampered by high 
import duties imposed in certain countries T If so; do you consider 
any action feasible or desirable 7 

65. Do you think the export of any articles in which you deal 
would be stimulated by a prefcrential rate granted by the United 
Kingdom or any of the Dominions or Colonies Y If so, what woul<l 
you consider the minimum rate of preference for each article which 
would exercise an appreciable effect Y 

66. Do you consider that the lower duties at present levied on' 
certain imports from India into the United Kingdom or Cana(la or 
New Zealand, as compared with the general duty levied on imports 
from countries outside the Empire, have had or are likely to han 
any beneficial effects on t11:e Indian trade in those articles 7 

67. Do you think that any foreIgn 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 couniry 7 If so, what are 
the Indian exports that, might suffer Y , 

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 Indian exports to those 
countries 7 

'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 TRADE. 

70. What articles do you import and from what countries 7 
71. . Have you observed any effects on your trade in particular 

articles from the year 1916 up to, date, which can be ascribed in 
part Qr ~ wlt~~e to the changes in the fates of import du?, , 
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72. Do you consider that an appreciable increase in the present 
tariff rates would seriously diminish the volume of imports 7 Can 
you give instances of any important commodities in which such a 
result is likely to occur f 

73. What 'would ·you expect to be the effect on the import trade 
of a prefer~nce given to British goode-

(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 British goods and enhancing it for foreign goods; 
and 

(c) if the preference were given by a combination of (a) and 
(b), i.e., raising the rate for foreign goods and reducing 
it for British goods t 

74. If Imperial Preference were introduced would you recommend 
that the same preference on the same goods should be granted to all 
constituent parts of the Empire, or would you treat each part of tha 
Empire separately, taking into account the question of what reciprl)­
cal bcnefits India would receive Y 

75. Do you think it likely that a system of Imperial Preference 
would diminish or increase the total import of any class of gool.ls, 
or would it merely tend to alter the proportion in which that total 
is derived from foreign and British countries' 

76. Would any undesirable results follow from diverting the 
source of Indian imports from foreign to British countries' 

77. If you are favourable to Imperial Preference, to what artieics 
would you be prepared to extend a preference if imported from the 
Empire or particular parts of the Empire, and what would you sug­
gest as the amount of that preference Y 

78. Do you approve of the system of ad t'alorem customs dutjes, 
or would you prefer that the duty should be specific, i.~., a fixcd 
charge for a given weight or measure ¥ If you prefer the latter 
system, what are your views on the necessity of readjusting tqe 
duties from time to time t 

F.-RETAIL TRADE. 

79. What are the principal imported goods in which you deal , 
80. To what extent can changes in the retail prices of imported 

goods from 1916 onwards be attributed t<1 the ~creases in the import 

h 
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auties during that period 'f Can you give details of any such 
changes in retail p~ices with which you are familiar , 

81. In the cas!) of any important classes of imports can you givo 
any figures showing ~ what extent demand diminishes as prices rise , 

92. Have the increas~s in the tariff since 1916 affected your tl'ade 
in any way' 

83. What would you expe,ct to be the effect on your trade if imports 
from the United Kingdom or from the whole E,mpire were taxed 
at existing rates, while the duty on imports from foreign countries 
was raise!i , 
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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. 

Average of Average of 
ivepre- ive -- wu lcearl wu;yeara 1918-20. 1820·-21. 1821-2a. 

1909- 0 to 10U-15 to 
1913-16. 1918-\11. 

. I.-J'ooD, DBll'S UD 
. TOB~oco. 

Sugu ... . .. ... 13,18 lUO 22,99 18,50 27,50 

GrAin, pulse and II.OU1' ... 20 53 8,09 5 9,M 

i'rovisionl and oilman'l .tores 2,05 2,1& 2,91 8,61 2,71 

Liquors ... ... ... 1,72 2,040 2,91 'Ul 3,37 

Other food and drink .. , 81 1,89 2,32 2,« 1,70 

~pice. ... ... .. . 1,55 1,97 2,27 l,D1 1,113 

TobIWco ... ... 71 1,32 2,Oa 2,96 1,65 

Fruita and vcgetablcs ... 1,08 1,10 1,90 1,68 1,68 

Tea ... ... ... 22 ~7 56 '" &6 

Flah (Allc\uding canned II.sh) , .. n 20 19 21 111 --- - --Total Claaa I ... 111,85 26,39 '1,13 35,97 50,63 -----------
n.-RAw MATERULI ~ND 

PRODUOB ~ND ARTIOLES 
MAINLY llNIIIANllJ'AOTllRBD. 

Oils ~. ~ .. . .. 3,95 ~,Ili II,~ ~,76 7,56 

Silk ... ... .. . 1,17 1,10 1,77 1,63 1,32 

Seedl ... ... .. . 8 58 1,26 , 511 17 

Wood and timbe1' ... '11 85 l,1lS 1,08 86 

Guma, resins an,l lao ... 26 23 'Ill ~ U 

CottoJl ... ... ... 1,011 « 68 1,611 8," 

Tallow, stearine, and wax '0' n 18 II. ~ III 

EUdelandskina,raw n. H 16 20 10 10 

Coal, coke and patent fuel 
~ 

81 SO 13 SO &,85 ... 
Metallic crel and Icrap Iron C1' , 3 8 18 It 

ateel for 1'8ID&Dufaoture. 
Wool ... ." ... 16 18 'I 'I It 

Tenile materials,! othe1' than 6 17 6 13 111 
ootton, ailt an wool (raw). 

1,~7 1,05 1,~7 1,68 Mitlaellanooul... . .. -l,'Zi -- -Total ClISI II .M 10,03 9,52 IT,S7 IT,ll 21,01 
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-APPENDIX B-conttl. 

Average of Average of 
five pre-war five war -- a;eare iJears . 1919-20. 1920-21. 1921-22. 
19 9-19 to 1 14-15 to 

1913-l4o. 1918-19. 

IlL-ARTICLES WHOLll'Y OR 
.MATNT.y MANUFACTURED • 

• Ya.rDS and textile fabricl-
Cotton '" ... 52,18 52,48 59,08 1,02,18 56,93 
Silk '" ... 2,'17 2,82 5,92 5,59 2,99 

Wool ... . .. 3,08 1,82 1,60 ~,53 1,23 
Haberdashery and millinery 1,3'1 1,02 97 3,02 63 

-
Others '" ... 50 85 1,52 2,06 65 

Metals'-iron and steel, and 11,16 9,59 16,29 31,'24 21,16 manufactures thereof. 
Machinery of aU kinds, inolud- 5,80 5,77 D,58 24,09 35,49 

ing belting for machinery. 
Cutlery, hardware, implements 5,02 4,87 '1,1l> 16,16 11,9' (exoept machine tools), and 

instnments. 
Metals, other than iron and 4.59 2,78 6,40 9,35 5,05 

steel and manufactures 
thereof. 

Railway plant 
stock: 

and rolling- 6,11 1,42 4,59 14.,13 18,91 

Carriages and carts, inoluding 1,56 3,48 4,54. 14,08 3,M 
oyoles and motor oars. 

Chemicals, drugs and medicines 2,13 3,43 3,74 5,16 3,75 

Dyes and colours ... 2,07 2,OD 3,23 5,72 4.,49 

Paper. pasteboard and station- 1,85 2,67 3,13 9,12 3,25 
ery. 

and earthenware ... Glassware 2,16 1,76 2,'l4 41,28 3,00 

Apparel '" 

, ... 2,03 1,85 1,97 4,32 1.28 

Hides and skins, tanned or 45 36 54 1,29 66 
dressed. and leather. -

Furniture, oabinetware and 30 32 4i6 96 54 
mannfactures of wood. 

Arms. ammunition a.nd mili- 34 33 37 64 70 
tart stores. 

13,29 Misoellaneous ... ... 6,34 8,87 11,54 16,12 ---------- ---
Total Class. III ... 1,11,80 1,08,56 1,45.35 2,74.98 1,89,47 ------------

IV-MISCELLANEOUS AND 2,16 3,33 41,12 '1,55 ua 
UNCLASSIFIED. -.- --
Grand ToW ... 1,45,85 1,47,80 2,07,97 3,35,60 2,66,43 ... 
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APPENDIX C. 
Value (in lakhs of rupees) of Exports, Private Merchan­

dise. according to four main classes aDd sub­
divisions thereof. 

Average of 
live pre-war 

Average of 
five war 

- yeara years 
1909-10 to 191 .. 15 to 

IlIl~2i). 1920-21. 1921-22. 

1918-14. 1918-19. 

I.-FoOD, DBINK, AND 
TOBACCO. 

Grain, pulae and flour ... 45,82 37,42 15,15 25,65 29,00 

Tea ... ... ... 13,07 17,55 20,56 ]2,15 18,22 

Spioes ... ... .. . 86 1,03 1,57 83 1,01 

Tobooco ... ... 37 56 93 75 71 

Provisions and oilman 'a storos 4G 60 62 74 7l 

Fruita and vegetables .. 47 57 63 60 63 

Sugar .. , ... .. . J6 211 54 95 25 

Fish (excluding canned fish) ... 39 43 51 56 80 

Liquora ... ... 1 ... ... ... .. . 
Other food and drink (coft'ee 1,38 1,19 1,73 J,43 1,39 

Rud sRlt). ----- --------
Total, Class I ... G2,97 59,57 42,23 43,67 53,51 ---------- -----IL-RAW MATBBIALB AND 

I'BODVC. AND ABTICLES 
MAINLY UNMANVFAC-
TUBKD. 

Cotton .. , ... ... :}3,28 33,63 58,65 41,63 53,97 

Jute .. , ... ... 2',20 12,80 24,70 16,31 14,05 

Seeds ... ... ... 24,37 12,17 S6,27 16,83 17,41 

Hide. and skins, raw ... 10,32 9,88 23,41 5,25 5,9a 
Wool .. , ... ... 2,68 3,90 4,01 2,26 :.154 
Oila 92 1,87 3,22 1,78 1'02 
Gums. r~;in8, and l~ ::: 2,29 2,66 7,42 7,66 7;94 
M emilie orea and aorap iron or 1,15 1,91 1,50 2,47 1,70 

steel for re-manufacture, 

¥:tfie ~;terialB, ~ihor th~ 78 1,18 1,89 86 S9 
43 45 1,40 90 8:1 

ootton, jute, wool, and hemp. 
1,24 59 Wood and timber .. 98 69 1,4! 

Coal, coke, and patent fuel ... 76 48 83 1,50 16 
Tallow, atearine, and wax ... 9 8 9 11 9 
MiaoelJaneous ... . .. 2,28 3.25 5,01 4,56 3,11 

Total Class II .. J,02,53 8-',96 1,59,83 1,03,43 1,09,73 
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APPENDIX C-coned. 

Average of Average of 
live pre-war live war -. years years 1919-20. 1920-2'. 1921·29. 
1909-10 to 191'-15 to 
1913-U. 1918-19. 

m-ABTICLBS WHOLLY OB' 
KAIXLY K.Alrl1J' AOT11BlliD. 

.~ 

Tamil and textile fabrics-

.Jute ... ... 20,25 40,19 50,02 &2;99 80,00 

Cotton .. , ... 11,4.1 11,'13 27,41 18,~7 15,65 

Wool ... ... 26 21 117 86 71 

Silk ... ... 7 6 6 :; 3 

Oth~rs .. , '" I 2 3 2 li 

Hides and skins, tanned or 4,80 7,19 12.71 3,30 ',113 
dressed, and leather. 

ChemicalS, drugs and medi- 10,53 3,37 3,M 0:79 2,86 
cincs. 

Dyes and colours ... ... 1,18 2,42 2,66 I,ll 1,33 

Metals othe~ than· iron anq 2ll 47 58 1,19 1.28 
llteel and manufactures 
thereof. 

Metals, ,iron and steel and 3~ 34 47 59 56 
manufactures thereof. 

Apparel ... . .. 18 12 27 80 31 

Cutlery, hardware, implements 6 4 8 10 II 
(except machine toola) and 
instruments. 

Paper, pasteboard, and station· 1 2 4 2 8 
ery. 

li'urniture, cabinetware, and 7 4 13 II 12 
manufactures of wood. 

Failway pIa.nt and rolling- 1 2 3 11 7 
stook. 

Glallsware and earthenware ... 2 1 3 2 2 

Machinelli of all kinds, inolnd- . ... 1 2 ... . .. 
inlf bel 'ng for machine~ 

1 Carnages and carts, inclu' • ... ... , n, ... 
oyoles and motor cars. 

3,00 4,50 Milcellaneous ... . .. 8,12 5,01 4,10 

• 

---- --
Total Claes m ... 51,88 69,40 1,08,25 86,91 61,67 -- -----

IV.-MIsOBLJ.AKBOl1S AND 2,12. 2,04 8,71 4,29 4,6' 
UXOLABSIJ'IliID. -- -

Total ... 2,19,50 2,15,97 3,011,02 2,88,so 2,28,55 
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Percentage share of the principal countries in the total trade in merchandise only. 

IAnBAGJ: 01' I'IVB AnBAGB 01' I'In 
PBB·W,UI nARB WAB nARB 1919-20, 1920-21. 1921-22. 

1909-10 TO 1913-140, 191.j,.15 TO 1918-19, 

Countries, 
tri ~P:lJriJ iii IIi'tdla:) iii !I:I"~': ~ ..s"'P:lJai 
~ ~~~..; 1!"f =~ ~~;g 6 ~ ... ~~~ -: 

~ "" ~E ~ -0 8.~] ~ ~ ""~.:! ~ ~ 8. "'= '" .g ~ ! ~~~ ~ ! ~~~ ~ ! ~~~ ~ ! ~~~ ~ 
---------1--1--- ------1-----------------

BRITISH ExPIRB, 
United Kingdom .. , 
Ceylon... .., 
Strait. Settlement. ... 
Australia... .., 
Rongkong .. , 
Mauritius and Dependsnoies .. , 

Total (inoluding other i:'ritiah 
possessions) , 
FOBIGN oOUllTBml. 

Japan, .. , ... 
United Statel of America .. , 
Java... ... _ 
Franoe .. , ... ... 
Italy... ", .. , 
China (exolusive of Hongkong 

lLJldMaoao). 
Persia .. . 
BUlBia .. . 
Holland .. .. 
Belgium .. . 
German;!' .. , 
Austria-Hungary .. , 

Total (inoluding other foreigu 
~ountrie.) , 

6~'S 25') 40'0 
'5 S'7 2'~ 

11'1 S'~ 2'9 
'7 N 1'1 
'7 U 2'7 

l'S '6 1'1 

56'S S1"1 
1"1 4"3 
8'0 2'7 

'S 2'2 
'9 2'0 

1'1 '6 

41'2 
3'0 
2'S 
1'7 
1'6 

'S 

61'0 
'6 

l'4 
" 
'7 
'S 

2111 
~'6 
S'6 
2" 
~'8 
'7 ' 

44'1 56'7 
2'3 '5 
2'8 1'5 
1'3 ~'6 
1'7 '6 
. .) 'S 

19'7 39"0 
.5'1 S'7 
S'l 2'3 
1'7 2'6 
2'7 1'6 
'9 'Il ----------------------

69'S 41'9 52'9 ~'~ 51'7 57'1 61'0 44'0 51'0 66'0 ~'O 56'0 66'S S1'3 02'6 

--1----
2'5 7'5 5'5 10'~ 
S'l 7'5 S'S 7'0 
6" 1'3 8'S 7'8 
1'5 6'6 ~'6 l'S 
i'O 8'2 2'8 1'2 
1'1 8'9 2'8 l'S 

" '5 '5 
'I '9 '6 
'9 1'5 l'S 

111 5'S S'9 
6'~ 10'0 'S'6 
2'2 S'5 211 

'6 
'I 
'6 
'S 
'7 
'2 

-......;.. -- -- ----1- -- - -- ----
11'2 1011 9'2 a's 12'3 711 9'5 S'6 5'l 15'S lu'2 
11'11 911 12'1 14'9 1S'8 10'0 14'8 12'4 g'l 10'5 9'1 
1'1 S'8 9'~ '6 ~'O 4 .. 6 1'~ S'2 8 '9 1'7 5'5 
H H '8 n ~ n ~ " ~ n " 
3'9 2'8 '6 2'~ 1'7 1'2 ~'6 1'8 'S 2'~ 1'5 
" n n N ~ 11 ~ H ~ n n 
1'6 
1'2 

'2 
'5 
'9 
'~ 

1'2 1'1 
'8 'I 
'S '5 
.~ 'S 
'8 
'3 'I 

1'6 

'5 
S'l 
'~ 
'1 

1'4 

'5 
2'0 
'S 
'I 

'~ 
'I 
'9 

1'6 
l'4 
'2 

l'S 

'5 
5'0 
8'4 
'3 

11 '6 1'~ 
'04 'ul 
'7 '9 11 

S'l 2'0 3'S 
2'S 2'7 6'6 
'3 'I 's 

I'O 
'01 
'9 

2'6 
~'6 
'2 ------------------------------

SO'2 58'1 47'1 84'6 48'S 402'9 89'0 56'0 49'0 84'0 57'0 44'0 33'~ 6:a'7 47'4 
.. r.b 
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APPENDIX E. 

Table showing the effect of Tariff Valuations as com. 
pared with ad valorem Duties if the valuation is 
taken as the average of the prices of the three 
preceding years. 

-, 
Prices 'are considered to vary during the three years from Re. 1 to 

Rs. 3 and the duty is taken as 20 per ceut, for I)ase of calculation. 

IF THE PRESENT IF THE PRESENT Ii' TUB PRBBENT 
PRICE IS 1. PRICE IS 2. PRIOB IS S. 

If the prices Then 
for the three the 

years are average Cost Cost pluB Cost Cost plus Cost Cost "/1,, respectively will be plUB ad tariff plus ad tariff plUB ad tanff 
valorem valuation va/Of'em valuation !IalOTem valuation 

duty. duty. duty. duty, duty. duty. 

I, I, I- I 1'2 1'2 2'40 2'~ 3'6 3'2 

1, I, 2 or I, 2, 1'33 1'2 1'266 2'40 2'266 3'6 3'266 
lor 2, 1,1. 

1, 2, 2 or 2, I, 
2 or 2,2,1 
or 1,3,1 or 
I, I, 3 or 3, 
1,1. 

1'66 1'2 1'3340 2'40 2'3340 3'6 3'3340 

I, 2, 3 or I,. 3, 2 1'9 1"40 2'40 2'40 3'6 3'40 
2 or 2, I, 3 I 

or2,2,2 
or 2,3,1 or 
3,2,1or3, 
1,2; 

t,3, It or 1I,3
S 

2'33, I'J 1'4066 2'40 2'4066 3'6 3'4066 
2 or 2,2, 
or3,2,20r 
3,3,lorS, 
1,3. 

3,3,20r3,2, 2'666 1'2 1'5340 2'40 2'5340 3'6 3'5340 I 

3 or 2, 3, 3, 

3,3,3 3 1'2 1'6 2'4 2'6 3'6 3'6 

When the present price is low, the consumer pays a higher duty and 
the manufacturer gets a greater protection. When the present price is 
high, the consumer pays a. lower l)ercentage duty an~ the manufacturer 
gets 210 lower percentage protection. 



JDn 

INDEX. 
(TA. ,tles-tautl ar, '0 paragrapl ""lIIbtr,). 

ACK."\OWLEDGMENTS, of erid· 
cne~, 10; of uaiatanee, 11; of 

8E'rvice. of Secretarr and AIIIiBt&l1& 
Seeretary, 12. 

04,/ t"llwr_ duties, definitioll of, 
::66; not favoured in mon 
ad .. anced countries, 266 i dis· 
lid \"antagE's of, 267·8; advantage­
ous from point of riew of Govern· 
ment revenue, 210; Indian tariff 
L38ed for most part on, 273. 

Agriculture, eridellce repreaelltdive 
of, 10; importance of, 26, 80; 
populatioll employed in, 26, U, 
51; productioll of Indian, 27·9; 
excessive dependence 011, '-II; 
('8pital employed in, H; indiree& 
benefits to, from industrial deve· 
lopment. 47·8; improvement of, 
is real remedy for famines, '8; 
industrial development not a 
danger to, 51; protectioll of, 59, 
113; effect of industrial protee. 
t ion on, 80; e1rect on, of arti1ieial 
dE'pression of price of food grains, 
201·2, 213. 

Ammonia, 107. 
Apprentices, technieal training of 

Indian, by industrial concerns 
in India, 123, 290·1; by foreign 
firms, 12!; by eompanies enjoy. 
ing Govt'rnment conceasioll8, 292. 

Anstralia, tarUf legial&tioll in, 139, 
140; exports of tea to, 187; 
imports of wheat from, 209; 
imperial preference in, 217, 219, 
222; preference on tea in, would 
be advantageous, 235; Tartft 
Board in, 307·9. 

BALANCE of trade, 8ee 'Foreign 
trade.' 

Belgium, trade with, 39, 246. 
Bonnties, to new industries, 10li· 

to industriee essential for nationai 
,1E'fenee or of special military 

value, 107 i to baaic industriea, 
108; for manufacture of maclUn· 
ery, 109; to partly manufactured 
gllods, 115 •. 

Bnrma, rice trade, 188, 211. 
CA...,,\ADA, anti·dumping legialatioll 

in, 131·9; imperial preference in, 
2U, 219, 2M·5 ; preference 
granted by, to Indian tea,· 235 ; 
preference on motor cars would 
be advantageoue to, 265. 

Capital, industrial development will 
attract foreign, 2, «, 289 2934' 
difficulty of finding , Indian: 
decreasing, 3!; reeolUces will be 
improved by industrial develop­
ment, 434; industrial develop­
ment not likely to diminiah agri· 
cultural, «; shyness of, 11, 74, 
91, 293; use of foreign, regarded 
with 8.uspicion. 289, 290, 294; 
economIC advantages of using 
foreign, 289, 293·,; restrictions 
oa foreign, 291·2; rupee, 291·2. 

Cattle slaughter, 192. 

Cement, alleged dumping of, 131. 
Cesses, 011 imported sugar, 90; 011 

exports of tea and lac, 18'; 011 
export of man1Ue8, 195. 

Cey:lon, export duty 011 tea in, 187 ; 
rIce eonsumers in, 211; receives 
preferenee 011 tea, 235. . 

Cigarettes, preference on, 253. 
Coal, industry, 30·1; resolUces 32· 

protection of, not reeomm~ded' 
lU; import duty on, 11'- ' 

Coffee, preference on, 23!, 236. 
CombinstioDB of manutaeturers, 83, 

86, 306. 
Conference, Paris Economic, 133, 

220, ~58; Colonial, 1902, 215; 
Cololllal, 1901, 211; Imperial 
War, 1911, 22l. 
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Contliet. of interest, 99, 108, 113, 
115. 

Consumption taxes, 143-4,. 
Copper, 107. 
Copra, import duty on, 113. 
C9tton, production and export of, 

27-29, 38; export duty on, 17, 
186; I1xP9rts to Japan of, 186. 

Cotton duties, abolition. of, 16, 
153-162 ; reimposition of, 18, 
164-5. 

Cotton mill industry, 3D, 116, 123, , 
153-170, 311. 

Cotton piecegoods, import duty 011-, 
15-6, 18, 20-2, 153, 161-2, 164-5, 
167; excise duty on, 18, 20-2, 
25,144,146, 152, 165-171; import! 
of, 38, 246, 311; competition 
between Indian, Lancashire and 
Japanese, 246, 311. 

Cotton yarn, import duty on, 15-6, 
. 18, 22, 116, 171; excise duty on, 

,18, ,116, 164-5; imports from 
Japan of, 246. 

'Customs dutieS', in the Moghal 
- Empire, 13; enhanced after the 

mutiny, 15; abolished in 1882, 
16, 162; reimposed in 1894, 18, 
163; recent enhancements in, 
20-2; character of present, 113; 
as a source of revenue, 2, 115, 
76-7, 94-5; differential, on goods 
imported in foreign ships, 14; 
preferential, on British goo liB, 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 j 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; on railway materials, 18-20, 
22, 288;, on sugar, 20-2; on 
tobacco, 19-21; see also t All 
1Jalorem duties,' t Specific duties,' 
• Tariff valuations.' 

DISCRIMINATION, protection to 
be applied with, 55, 69, 80, 82, 84, 
1i17, 93, 297; the principle of, 88 j 

~~ restri!lt riss of priess,' ~~ ,; 

will curtail period of burden, 90 ; 
will serve best interes\s of indul' 
tries, 91; will cause mInimum 
disturbance to balance of trade, 
92. 

Division of labour, principle of 
international, 62, 66. 

Dumping, fear of, 133; definition 
of, ,134 j causes of, 135; effects 
of, 136' ; difficulty of proving 
existence of, 137 j legislation 
against, in other countries, 137-9 ; 
suggested legislation against, in 
India, 139. 

Dyes, imports from Germany of, 
246, 248-9; preterence on, 248· 
250. 

EDUCATION, necessity for a mort! 
industrial bias in pri~ary, 122. 

Electrical transmission gear, 112 
Engineering, mechanical, 30-1. 
Exchange, effect of protection on, 

92; imports from countries with 
depreciated, 140; effect of export 
duties on, 176. 

Excise duty (ies), nature of, 143 j 
as means of raising revenue, 95, 
143, 145, 148-151; i.n OUII" 

countries, 143,j incidence of, 144 j 
economic justification (If" ],15 ; 
limitations of, 147-9; effect of, 
on home industries, 15:) ; I D (',Uon 
piecegoods, 18, 20-2, 25, 144, 146, 
152, 165-171; on COtt011 yarn. 
18, 116, 164-5 j on kerosene, 22, 
143-4 ;' on sugar in Engia'll, IiO ; 
on alcohol, opium and hemp drugs, 
143; on motor spirir, 143 j on 
salt, 143-4, 149; on cotton cloth 
in the United King<lom, 146; 
effect on handloom industry of 
abolition of the cotton, 171. 

Export duty(ies), : ail integral 
feature of early tariff policy, 17, 
172; reversion to, 24; incidence 
of, 173, 175; on monopolios, 
173-5, 181-2, 197; prohibition of, 
in United States, 173; effect of, 
on balance of trade, 176 j elfect 
of, on home producer, 179; pro­
tective, 24, 177-182, 190, 194 j 
danger of, 183 j preferential, 24, 
196, 198; objections to di1rer-
~~~ !9§ j ~O! P,urp.O@SII 'l1 

" ' 



retaliatiob, 196-1, 282; Oil tea, 
17, 24, 172, 187; on raw hides 
and skins, 17, 24, 172, 190-3, 198 ; 
on rice, 17, 24, 172, 188,197,21)5; 
on jute, 17, 24, 172, 174, 185, ]97 ; 
on saltpetre, 17, 183; on lac, 174, 
181; on cotton, 186; on oil­
seeds, 174, 194-5; on myrabolams, 
174; on manures, 195; on ·."heat, 
189, 205; on food grains, 199-213. 

Exports, of principal crops, 27, 29, 
233; of manufactured goods, 38, 
60, 91, 233, 281; protection will 
tend to reduce, 92; bountiea on, 
141; effect of Imperial Pre:cronco 
on, 233-8. 

FAMINES, industrial devolopment 
cannot directly mitigate dfecb of, 
48; real remedy for, lies in 
illlprovement of agriculture, 48. 

}'isral autonomy, necessity of, urg~d, 
1, 3, 4; recommendatioa about, 
by Joint Select Committee on 
'liovornment of India Bill, 3, 169, 
2:i9; principle of, accepted. by 
British Government, 4, 259; in 
relation to Imperial Preference, 
258-9. 

Fiscal Commission, appointment ot, 
6; composition of, 6; terms of 
reference of, 6; questionnaire of, 
8; tour of, 9. 

Food grains, production of, 27, 29, 
199, 202-4; export of, 27, 29, 
38, 199-213; import duty on, 113 ; 
price of, 200-2, 206-213; pro­
hibition of export of, !!tIG, 209; 
export duty on, 212. 

}'orcign capital, 8116 • Capital.' 

}'oreign tra,1c, expausion of, 35; 
balllnco of, 36, 92, 176; naturo 
of, 37-8, 233, 246; distribution of, 
39-40, 232. 

France, trade with, 39; protection 
in, 58; excise duties in, H3; 
state monopolies in, 143. 

}'rce Trade, believed responsible for 
India's poverty, 57-8; flOnditions 
in England which favour, 59, 60 ; 
the propositions of, 62-6; presllut 
Indian tariff not consistent with, 
77; cotton dnties held to be 

~c~n8is!ent with, 11S8; .t~,!ng 
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feeling for, in the United 
Kingdom, 310. 

GERMANY, trade with, 39, 40, 246 ; 
protection in, 58, 77, 86; custom8 
receipts in, 94; imports of dyes 
from, 246, 248-9_ -, 

Glycerine, relined, 107. 
Government concessio,ns, sti puIations 

to be made in case of, 2V:!. 
Government stores, customs duties 
, Oil, 285·8. 

HANDLOOM, industry, 30-1 ; 
w~avers' poverty, '8, 116; 
import duty on, Ill; duty on. 
cotton yarn as affecting, jndustry, 
116, 171; competition of, with 
power looms, 116; effect on, 
uHlustry of abolition of cott~n 

cxt'iso duty, 171; methods of 
assistillg, industry, 171. 

Hides and ekins, raw, exports of, 
38; export duty on, 24, 17:::, 
I!lO-3, 198. 

Hydro-electric schemes, 32, 114. 
IMPERIAL Preference, examination 

of, in India, 5, 218, 223, ·232, 234, 
241-2; by means of export duties, 
24, 196, 198; resolution of 
Colonial Conference 1902 regard­
ing, 215; the principles of, 216, 
2511; as a free gift, 216, 219, 254, 
261; by negotiation, 219, 264-5 ; 
no interference with protection as 
result of, 219, 240, 244, 256; 
economic effect of, 22-1-231; 
bene lit to country receiving, 225-7, 
245; effect on prices in country 
granting, 2:!5-8, 230, 235, 243-5, 
257; analogy between argllmcnts 
for protection and for, 227-8; 
as Illfccting tho revenue, 2:!9; 
Indian exports not likely to 
benefit appreciably from, 233-8; 
general system of, would involve 
seriou9 loss to India, 239, 243-5. 
254, 257; retaliation by foreign 
countries as result of, 241-2; 
advantage of, to the United 
Kingdom, 239, 245-253; reque~t.J 
of British manufacturers fer, 
247-253 ; causes of Indian 
hostility te, 255-9; princil,lcs 
which should go "ern application 
of policy of, :!5~-7, 2:;9, :l~;1; ~ 
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relation to, fiscal autonomy, £58-9 ; 
the Imperial aspect of, 260-1; 
examination of, by Tariff Board, 
263; policy of, towards Colonies 
and Dominions, 264;; iJl. Canada, 
214, 219, 264-5; in Australia, m 7, 
219, 222; in New Zealand, 2J7, 
219, 222, 264-5; in Sonth Africa, 
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 coffee, 234, 236; on 
tobacco, 234, 237-8, 253; on dyes, 
248-250; on motor cars, 251, 265 ; 
on machinery, 252; on sugar, 265. 

Imports, of manufactured goods, 
37-8, 127, 2113, 310-2; protection 
will tend 1-0' diminish, 92. 

Indian States, evidence of, 9, 295-';' ; 
concerned in the tariff policy, 295, 
298-300; claim of, to receiv'3 share 
of. custOIDS rev.enue, 296; favour 
discriminating protection, 297; 
represeI\tation of, on Tariff Board 
impracticable, 301. 

Industria! Commission, tariff poliey 
not· considered by, 1,74; reso­
lution on appointment of, i ; eon­
elusions of, regarding industrial 
development, 41 ; causes of 
industrial baekwardness mention­
ell by, 71; recommendations of, 
not by themselves sufficient, 74; 
recommendations of, regarding 
railway rates, 126-9. 

Industrial dqvelopment, will attract 
foreign capital, 2, 44, 289; 
position of, in India, 31; iuad'e­
quate, in India, 41; advantages 
of, in Iifclia, 42-50,. 54; effect of, 
on capital resources, 43-4; effect 
of, Oil economic employmeut of 
labour, 45; eff~t of,oB. wages, 
46 ; effect of, on agricultural 
conditions, 47-8, 51; in relation 
to' famines, 48; effect of; on the 
public revenues, 49; effect of, 0:1 

national character, 50; aggrega­
tions of population in towns as :l 

result of, 52-3; aptitilde for,' 
71-3; requires to .1I1l stimulated 
by protective duties,,74. 

Ind~t~l ~!,!>e!s, ~~~e1'! of, 30. 

Industries, Indian, 30-1 ; new, 
101-2; locatio. of, 105; essential 
for national defence or of special 
military value, 106-7; basic, 108, 
114-5. 

Inefficient methods, risk ef, 83, 87; 
in sugar industry, 90. 

Iron and steel, import duty on, 
18-20, 22, 288; industry, 30-1, 
107-8; imports of, 38, 246; 
importance of, for national de­
fence, 107; different conditions 
prevailing in· the, industries, 107 ; 
alleged dumping of English steel, 
137. 

JAPAN, trade with, 39, 40, 246; 
protection in, 57-8; consumption 
taxes in, 143; excise duties in, 
143; exports of Indian cotton to, 
186; imports of cotton yam and 
piece goods from, 246; competi­
tion with, 246, 249, 311. 

Java, trade with, 39, 40; tea, 187, 
235; sugar, 28, 90, 246, 

Joint. Select Committee, on Govern­
ment of India Bill, 3, 4, 169, 259. 

Jute, raw, 27, 29, 38 ,; export of, 
manufactures, 38 ; export duty on, 
17, 24, 172, 174,. 185, 197. 

J1l;te mill industry, 30, 109. 
KEROSENE, 'import duty on, 16, 

22, 144 ; excise duty OD, 22, 143-4. 
LABOUR, supply of, for industries, 

. 30,33, 45,,74, 9J.., 97 ; deficiencies 
in housing of industrial, 33, 45; 
surplus agricilltural, 33, 45 ; 
skilled, 33, 123-4; emigration of, 
45; wages of, 46 ; impo'rtation of 
foreign, 107, 123; education of, 
122; organisations for increasing 
the mobility of, 125. 

Lac, export duty on, 174, 181; 
export cess on, 184. 

Lancashire cotton industry, opp~si­
tion of, to Indian cotton ,duties, 
16, 153-162; insistence of, on 
Indian cotton excise, 18, 163·8; 
protected in its infancy, 59; 
compet~tion of, with Indian cotton 
industry, 159, 311-2. 

Leather, 107; Bee also 'Tanning 
Industry.' 



tist, Friedrieh, 65, 67. 
MACHINERY, import duty on, 

18-22, 109-111, 288; imports of, 
38, 246; free import of indus­
trial; desirable, 109,-111; en­
couragement of manufaeture of, 
by bounties, 109; worked by 
manual or animal power, 111; 
preference on, 252. 

Manufaetured goods, imports of, 
37 -8, 127, 233, 310-2 ; exports of, 
38, 60, 91, 233, 281. 

Manures, export duty on, 195; ex­
port CC8S on, 195. 

Marille, Indian mercantile, 131. 
Matches, import duty on, 21-2; a 

. &tate monopoly in France, 14~. 

Mauritius, preference on, sugar, 265. 

Mill, John Stuart, 64, 67. 
Mineral jelly (vaseline) , 107. 
Monopolies, state, 143 ; export duties 

on, 173-5, 181-2, 197; always 
conditional, 174. 

Montngu-Chelmsford Report, 2, 42. 

~I otor enrs, import (luty on, 21-2; 
duty in Unite(1 Kingdom on, 60 ; 
imports of, 246; preference on, 
251, 265. 

NATIONAL defence, industries 
essential for, 66, 10~7; import· 
nnce of dye industry for, 248. 

OIL, mineral, 30-2; lubricating, 
108. Ses also • Kerosene.' 

Oil seeds, production and export of, 
27, 29, 38 ; import duty on, 113 ; 

. export duty on, 174, 194-5. 

PAPER, manufacture of, 99 ; 
alleged dumping of, 137. 

Partly manufaetured goods, 99, 
115-6, 119. 

rigou, Professor A. C., 65, 74. 
Political corruption, danger of, 83, 

85. 

Prices, effect of protection on, 68·9, 
79-81, 89, 90, 98; rise of, restrict· 
ed by discrimination, 89. 

Printers, interests of, 99. 

Priating ink, 115. 

Protection, adoption of a poliey of, 
55-8.1,; public feeling in favour 
of, 56-61 ; in other countries, 58 ; 
in England, 59, 60 ; eireumstanees 
in which, justifiable, 67 ; effect of, 
on prices, 118-9, 79-81, 89, 90, 98 ; 
will give confidence to capital, 74 ; 
will stimulate industrial develop· 
ment, 74; high revenue tariff 
leads to, 77; gain produeed by, 
75, 84; loss arising from, 78-81 ; 
effect of, on agricultural classes, 
80; eliec' of, on middle clnsses. 
81 ; effect of, on balance of trade; 
92; conditions to be satisfied by 
industries claiming!" 97; f,actors 
strengthening a case for, 98; 
difficulty of reducing rate of, 98, 
117; stages of development at 
which, may be required, 100-2; 
rate· of, 103-5 ; location of indus:' 
tries as affecting, 105 ; time limit 
for, not practicable, 117; redue· 
tion and withdrawal of, 117-8; 
grunt of, before establishment of 
Tariff Board, 121; by means of 
<'xport duties, 177-182; effect of 
Imperial Preference on, 219, 230, 
240, 244, 2,,6, 281. 

RA ILW A Y8, neN1 for improvement 
ill, 34, 114, 130; effect of, on 
eoal 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 ; imPQl"ts of, 38 ; 
protection of, 288. 

Railway rates, eoneentration of in· 
·dustrics at ports encouraged by, 
53 ; effeet of, policy on industries, 
126-7; prineiples whieh 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 mcuns of export 
duties, 196-7 ; by foreign countries 
improbable, 241-2; by means of 
penal duties, -282-3; disadvan· 
tages of, 28.1,. 

Revenue, tariff as a source of, 2, 
25, 76-7, 94-5 i effeet of ~dustrial 



development on, 49;- high, "tariff 
leads to protection,,' 77; excise 
duties as a souree of, 95, 143, 145. 
148·151' principles for levy of, 
duties, 119, 120; export duties as 
a source of, 182, 185·9, 193, 205 ; 
Imperial Preference as affecting, 
229 ; effect on, of ad vaZorem and 
specific duties, 270; effect on, of 
taxing railway materials, 288 j 

claim of Indian States to receive 
share of customs, 296.-

Rice; export duty on, 17, 24, 172, 
188, 197, 205; production of, 
27·8; exportable surplus of, 203. 
211; restrictions 'on export of, 
2'07, 211. 

Rubber, goods, 107; raw, 113. 
SAFEGUARDING, of Industries 
• Act, 60, 108, 138, 140, 302. 

Salt, 143·4, 149. 
Saltpetre, export duty on, 17, 183. 

Sandalwood oil, 299. 

Sea Customs Act, 161, .267, 2S5·6. 

Sewin~ machines, 111. 
Shipping,' complaints regarding 

coastal, rares, 131; rebates, 132.' 
Silk, 21, 113, 299. 
Specific duties, definition of, 266; 

favoured in most advanced coun· 
tries, 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 England, 60; indus· 
try in India, 90 ; excise duties on, 
143; :r,'hl,uritius, 265. 

Sugar Committee, 28, 90. 
Sulphur, of military value, 107; 

import d)lty on, 113. 

TANNING industry, protec~on of, 
24, 191, 198 ; see also 'Leather.' 

Tariff, high' revenue, leads to pro· 
tection, 77; form of, which will 
be created by adoption of protec· 
tion, 94·5;, definitions in the, not 
to be based on intended use, 112, 
2!~; ~4Leessity ~!>! e~~oEt!.o~ of, 

272, 277·8 ; double, system, 280·1 ; 
public discussion of changes in, 
304; see also ' Customs duties.' 

Tariff Board, will minimise danger 
of political corruption, 83, 85 ; to 
investigate combinations of manu· 
facturers, 83, 86; will mitigate 
ri~k of encouraging inefficient 
methods, 83, 87; an integral part 
of scheme of protection, 96, 298, 
302; will investigate claims to 
protection, 96, 303, 306, 309; 
points in regard to industries to 
be considered by, 97·108; to 
enquire into necessity of protect· 
ing steel, 107; to investigate 
effect of duty on cotton yarn, 
116;. to renew periodically pro­
tection given to industries, 117-8 ; 
to be consulted regarding taxation 

. of raw matWaIs and partly manu­
factured goods, 119 ; railway rates 
not a matter for, 128, 307; to 
enquire into existence of dumping, 
139, 306 ; to enquire about imports 
from countr~es with depreciated 
exchange, 1(0,306; to examine 
the claims of the cotton iniU 
industry to protection, 170; to 
enquire into possibility of revenue 
export duty on raw skins, 193; to 
enquire into commodities on which 
preference might be given, 250, 
263, 265 ; -.to examine desirability 
of extended use of tariff valu­
ations, 274; to examine relation· 
ship of duties on machinery, rail· 
way materials and iron and steel. 
288; to consider representations 
from . Indian States, 298-300; 
representation of Indian States 
on, impracticable, 301; constitu­
tion of, 301, 302, 308-9·; functions 
of, 303, 305-6; pUblicity of 
enquiries and reports 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; 
behef that India's, dictated in 
interests of trade of Great Britain, 
2, 3, 57; in days of East India 
Company, 14,; after ,the mutiny, 
15; general' character of, before 
th~ ~ar, !9; ~~~~t~! ~f p'rese~t, 
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23; Indian Rtatl's eoneemed la, 
295, 298-300. 

ariff valuations, principles of, , 
273-4; advantages oi, l!73-4; 
effect ot, on proteetive duties, 
275; system of, to be estendClI 
cllutiOU81y, 276. 

Taussig, Proi/}8/lor F. W., 117, 309. 
Taxation, Indian opinion oppos('d to 

direct, 76; material increase in 
dire~t, not feasible, 76, 146. 

Tea, export duty on, 24, 187; e1:­
ports of, 29, 38, 187, 235; export 
cess on, 184; Ceylon, 187, 235 j 
Java, 187, 235; Imperial Prefer­
ence in United Kingdom ou, 234-5; 
preference on, granted in Canada, 
235; preierence on, in Australia 
would be advantageous, 235. 

Tobacco, a. etate monopoly in 
France, 143; Imperial Preference 
in United Kingdom on, 234., 
237-8; imports of, 246; prefer· 
ence in Indian market on, 253. 

Typewriters, 111. 

UNITED Kingdom, trade with, 39, 
40; industrial conditions in, 59, 
60 l protection in, 59, 60 ; import­
nnce ot export trade cd, 60, 260 ; 
anti-dumping legislation in, 138; 

'excise dntiti, in, 1&3, 146; e~ort 
Df wheat to, 205 ; Imperial Prefer­
enco in, 211, 219, 222, 234-8, 25-1 ; 
nrtielcs' on whkh preierem-o migl.t 
bo advantageous to, 241-253; 
strong feeling for free trade in, 
310; comparative advantage of, 
in manufactures, 310; no ret,] 
Ililtagonism between interests of 
India anu of, 311}. 

United States, trade witb, 39, 40, 
246; protection in, 58, 86, 100, 
111; Tariff. Commission, 111, 
224, 284, 301-9; anti-dumpillg 
legislation in, 138-9 ; ex~i8C 
duties in, 143 ; prohibition of ex­
port duties in, 113; import Df 
motor Cllr$ from, 251, 2/35"; import 
oi cigarettee from, 253. 

WAGES, industrial development 
will increase, 46; earned in £0.<'­
tDries affect eeonomio conditions 
in villages, 46, 80. 

Wheat, production of, 27-8; export 
duty on, 189, 205; reatrictions on 
export of, 201, 201; exportable 
surplus of, 203-5. 

Wood pulp, manufacture of, 99. 
Wool tops, 113. 
ZINC, 107. 
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