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• Industrialization. is the only possible 
solution for the appalling absolute 
standards of life in the East . . . • it 
follows that difficult as the problems of 
adjustment may be, they. remain sub
sidiary, not in the sense that solutions are 
easy to find, but in the sense that they 
flow from an historical process which 
cannot be resisted and which ought not 
to be resisted.'-T. E. GREGORY, in his 
conclusion. to G. E. HUBBARD'S Eastern 
Industrialization and its Effict on the West. 
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FOREWORD 

IN this monograph Dr Madan, an accomplished young 
economist, has attempted a critical study of the general policy 
and actual practice of Imperial Preference in India. The 
work constitutes .a welcome addition to the very scanty 
literature on the subject; its high value lies in the vigorous 
and thorough analysis which the author has brought to bear 
on the whole mass of relevant facts and material. The great 
importance o~ the study cannot be exaggerated-it touches 
the whole question of India's present economy, while opinion 
in the countrY is vehemently exercised on the many issues 
involved. At the present moment it is of direct significance 
as the famous Ottawa. Trade Agreement which laid the 
foundations of the present policy of preference is being 
superseded and a fresh agreement governing Indo-British 
trade is being fashioned. There is no aspect of the many 
complex problems implicit in the large themes of protection: 
and preference in this country today on which the author has 
not thrown sure and dependable light. In the steady pursuit 
of this scientific aim he has not allowed himself for one instant 
to be deflected by elamorous sentiment raging on either side. 
The result is a work of great sanity in a field of intense 
controversy. 

It is a privilege to be invited to write a F oreword ~o a work 
of this description. It is not possible to follow in any detail 
the author in his systematic presentation of the history of 
opinion or in his close analysis of the effect on Indian trade 
of the working of the Ottawa Agreement during its brief 
period of existence. The ideal present at the Conference at 
Ottawa was clearly stated by Mr Baldwin: • the expansion 
of Empire trade brought about as far as possible by the lowering 
of trade barriers as between the several members of the 
Empire.' This defiuition of the objective was not exactly 
adhered to in actual agreements, but Dr Madan's general 
conclusion on the net effect of the Ottawa Agreement on 
Indian export trade cannot be resisted. The really important 
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question, because it is the practical question, is whether with 
the change in British trade policy and an extensive system of 
Empire preferences, India did not gain in her export trade 
because of the Agreement. Several factors were in operation, 
at the same time, but the clear conclusion reached is that on 
the whole the Agreement was a source of gain though of a 
modest magnitude. Further,' the Ottawa Agreement between 
the United Kingdom and India served through the major 
part ofits duration primarily as a measure of insurance against 
potential losses in the Empire markets '. This is a reassuring 
verdict, as· it is also the most competent verdict hitherto 
available. 

Another aspect of Dr Madan's study deserves notice. He 
has analysed significant trends in world and British Empire 
trade to furnish, to use his own words, 'the setting for a 
somewhat detailed examination of the trade of a primarily 
agricultural raw material exporting country like India'. 
The analysis is rapid and tersely presented, but has been 
carried out with striking scientific rigour; and the causes of 
relative expansion of inter-Imperial trade have been set forth 
with an. unerring hand. India's share in the increase is 
clearly indicated and throughout related to controlling 
circumstances. The implications of this analysis and of 
certain other broad facts of Indian economy have been made 
the basis of general reflections on the country's economic 
future. The need for the establishment of proper relationship 
between commeicial and industrial policy is emphasized, and 
the duty of the State in this regard is indicated. Exclusive 
attention to foreign trade is likely to affect' the correct 
appreciation of the general problem of the country's economic 
and industrial development. The big issue of national planning 
for a country still largely dependent on agriculture-and where 
industry in the modern sense is of comparatively recent origin, 
requires to be faced apart from questions of protection and 
preference. 

In estimating the 'costs' of preference on imports, the 
author reaches the conclusion that, altogether, alarming 
estimates of the ' loss of revenue' or' burden on the consumer ' 
are based on error and do not stand scrutiny. The excess of 
the burden on the consumer over the loss of revenue was 
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not greater than a few lakhs. Dr Madan has abundantly 
established this satisfactory conclusion. 

I must resist further temptation to detailed reference. 
Dr Madan's work will take a high place in the growing volume 
of valuable studies in Indian Economics. It will apply a much 
needed corrective to a vast mass ofloose thinking that prevails 
at present on the subject of our trade policy. It will also 
furnish an example of care in thought and analysis, as of the 
proper method of condensation of material, to the serious 
Indian students of our economic life. Personally I Ilty down 
his work with the hope that the author will address himself 
to his subject at some future date on a more generous factual 
scale. As trade policies are being reconsidered and refashioned 
in India and as world economic factors are undergoing rapid 
changes the occasion for a more extensive treatment should 
not be very distant. 

MANOHAR LAL 
SIMLA 

Mtg 1939. 



PREFACE 

THE aim of this monograph is to make a critical review. 
of the policy and practice of Imperial preference in India. 
With this object an analysis is made of the Trade Agreement 
concluded at Ottawa between the United Kingdom and 
India, its genesis, working and effects on Indian trade, industry, 
the consumer and State revenues during the quiDquennium 
1932-3 to 1936-T and in some respects during 1937-8. (for 
whiclI provisional figures only are available as 'yet). The end 
of the year 1936-7 forms an appropriate closing point for the 
main analysis for two reasons. It marks the cu1mination of a 
broad rising trend of economic activity, which provides a 
uniform general background for the treatment of export 
trade: after that, the recession introduces a wide new factor 
into the situation. Secondly, with the separation of B"rma 
from 1 April 1937, the foreign trade statistics of British India 
for 1937~8 would not admit of direct comparison with those 
of earlier years. 

There are few other questions on which opinion in India 
has been shaped so much by sentiment and so little by an 
objective study of economic facts. SuclI a study it is the 
purpose of the present work to attempt. 

Until recently the consideration of Imperial preference in 
India was at a {lurely theoretical stage. A system of differ
ential duties had no doubt been in existence before 1931,. 
but it was avowedly an incident of the protective policy of 
the country. Now the first stage of a large scale experiment. 
in Imperial preference is nearing conclusion. No complete 
review of its' working is available. Besides the two Govern
ment Reports on the working of the SclIeme of Preferences 
up to the end of 1934-5, a few pamphlets practically exhaust 
the literature on the subject. 

Perhaps a few words may be added on the scope and plan 
of the work. In the first chapter the evolution of Imperial 
preference is briefly traced in the case of the United Kingdom 
and India. An examination is then made of trends in the 
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composition and distribution of world and Empire trade and 
of the causes of those trends which are of special significance 
for a study of recent tendencies in Indian trade. The recent 
tendencies in the composition and distribution of India's 
export trade form the subject-matter of the third chapter. 
There a survey is also made of such recent developments in 
the commercial policy of Germany and France as have a 
particular bearing on the export trade of India. 

The preferred exports are dealt with at some length in the 
succeeding two chapters. Next, the preferred exports as a 
whole are considered together with non-preferred exports, 
and an attempt i!I made to estimate the measure of gain of 
trade which may be ascribed to the Ottawa preferences. In 
this connexion the incidence of the trend to bilateralism on 
the trade of India, as well as the bearing on this trend of 
British protectionism and Imperial preference, is examined. 
In another chapter recent changes in the distribution of the 
import trade and the pature and probable magnitude of the 
cost of import preferences are considered. 

The principles and practice of a special form of Imperial 
economic; co-operation, namely Imperial industrial co
operation, are critically reviewed in two chapters, one of which 
deals with the special cases of Cotton and Iron and Steel in 
India. 

In the end an attempt is made to define the general lines of 
a commercial policy in keeping with India's general economic 
policy, and suited to her needs and conditions. The outlook 
for international trade and Empire economic policy are 
briefly reviewed, and the popular demand for bilateral trade 
treaties is scrutinized. Certain fundamental as well as 
immediate considerations that would condition India's attitude 
towards Imperial preference at the present time are also 
indicated. 

This book was all but printed when a new Agreement 
to replace the Ottawa Agreement was coneluded between 
His Majesty's Government and the Government of India on 
20 March 1939. The new Agreement is briefly noticed in a 
Postscript and summarily examined in the light of the actual 
results of the working of the Ottawa Agreement presented in 
these pages. If the only sound basis for forecast of the future 
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is experience of the past. a clear appreciation of the effects 
of the Ottawa Agreement should, provide the right approach 
to a proper appraisal of the merits of the new Agreement. 
Besides, the scope of preferences on Indian exports remains 
substantially unaltered in the new Agreement: it may be 
hoped, then, that the analysis of trade in particular commodities 
made here will have not only an historical, but some practical 
interest. The general observations on Imperial preference 
and industrial co-operation and bilateral trade agreements 
require little modification. 

I am conscious of inadequate treatment of some aspects 
of the subject, but offer my results in the hope that they may 
provide a basis for further treatment and fuller inquiry. 

I take this opportunity to express my obligations to the 
Honourable Mr Manohar Lal, Finance Minister, Punjab 
Government, Professor Brij N arain, Dr L. C. Jain, Professor 
of Economics, University of the Punjab, and Dr E. D. Lucas 
for going through the whole or parts of this work and offering 
hdpful suggestions. 

To Mr Manohar Lal I am specially indebted for contributing 
a very valuable Foreword. Dr Jain, besides, kindly revised 
the proofS for press. My thanks are also due to the Librarian 
and staff of the Punjab University Library, Lahore, for their 
unfailing courtesy and readiness to comply with my wishes. 

Unless otherwise stated, the source of statistics used is 
United Kingdom or Indian Trade Returns. 

LAHORE 

March 1939 

B. K. MADAN 
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APPENDIX A 

Lisl of Countriu with wlUdl Bil.Ural Co_dal Agrumm/s (Mosl{» 
PromiSing Mosl·FfJ1JOUTI!d·Nation Trea/mml) IuJv. been Concluded by 
IhI United Kingdom /0 which India is a Par!JI, or with which Agrttmtnts 
h4Dt been Negotiated StjJ.,ate{» on Behalf of India. 

Afghanistan 

Albania 

Argentine 

Awtria 

Belgium 

Bolivia 

Brazil 

Bulgaria 

China 

Colombia 

Costa Rica 

Czechoslovakia ~ 

Denmark 

Egypt 

Ethiopia 

Estonia 

Finland 

France 

Anglo-Afghan Treaty Or Commerce, 
5 June 1923. 

Anglo-Albanian Exchange of Notes) 
1925. (Neverthel ... clause.) 

Anglo-Argentine Treaty of 1924-
2 February 1925. 

Anglo-Ausnian Treaty of 1924. 
(Nevertheless clause.) 

Anglo-Belgian Exchange of Notes, 
Commercial Modus Vivendi, 18gS. 

Anglo-Bolivian Treaty of 19". 
(Nevertheless clause.) 

Anglo-Brazilian Exchange of Notes, 
1932 • 

Anglo-Bulgarian Exchange of Notes) 
1925. (Nevertheless clause.) 

Tariff Autonomy Treaty and Notes 
aha December 1928. 

Anglo-Colombian Treaty of 16 Feb
ruary 1866. 

Anglo-Costa Riean Treaty of 27 Nov· 
ember 1849. 

Anglo-Czechoslovakian Treaty of 
1923. (Nevertheless clause.) 

Anglo-Danish Treaties of 1660-1 and 
167°' 

Anglo-Egyptian Exchange of Notes, 
13 and 14 Februaty 1937. 

Anglo-Ethiopian Treaties: Import 
Duties in Ethiopia of 18g? and 1909. 

Anglo-Estonian Treaty of 1926. 
(Nevertheless clause.) 

Anglo-Finnish T .... ty of 1923. 
(Nevertheless clause.) 

Indo-French Convention of 1903. 

... 

Does not provide for 
most a favoured .. nation 
treatment of goods. 

Does not provide 
specifically for moat
favoured-nation treat
ment. 

Under certain mndi .. 
tions reciprocal most
favoured-nation treat
ment is accorded in 
Costa Rica to goods 
from all parts of the 
British EmpH-.. 

Certain specified goodo 
only receive most .. 
favoured-nation treat
ment • 
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Germany 

G.....,.· 
Guatcmala 

HWIII""Y 

Iran 

Iraq 

ltall' 

Japan 

Latvia 

Lithuania 

Liberia 
Morocco 
Mwcat 

Norway 

Panama 

Peru 

Poland 
Portugal 

Roumaoia 

Serb-Croat 
Slovene State 
(Yugoolavia) 

Siam 

Soviet Union 

Spain 

Sweden 
Switzerlaod 
Turkey 

APPENDIX A 

Anglo-German Treaty of '924. 
(Nevertheless e1awe.) 

Indl>Greek Exchange of Notel. 1926. 
Anglo-Guatemalan Treaty of '9"8. 

(Neverthelcss e1awe.) 
Anglo-Hungariao Treaty of '906. 

(Neverthel ... c1awe.) 
Anglo-Penian Treaties of ,857 aod 

'903· 

Anglo-Italian Treaty of ,883, ex
tended to India by conventioo of 
1914-

Indo-Japanese Convention of '9i1'!! 
prolonged in October '937 until 
3' March '94"· 

Anglo-Latvian Treaty of '903. 
(Nevertheless clause.) 

Anglo-Lithuanian Exchange ofNoleI, 
'900. (Nevertheless e1ause.) 

Anglo-Liberian Treaty of '1148-
Anglo-Moroccan Convention of ,856. 
Anglo-Muscat Treaty of ISgI, ex~ 

tended in November '937 to 
February '939. 

Treaty between the United Kingdom 
and Norway and Sweden, 1826. 

United Kingdom-Panama Treaty. 
(Nevertheless clause.) 

Anglo-Peruvian Treaty of ,850. 

Ind';'Po!ish Convention of '93" 
Anglo-Portuguese T ..... ty of '9'4-

(Nevertheless e1ause.) 
Anglo-Roumanian Treaty of '930. 

(Nevertheless e1awe.) 
·Treaty between the United KinKdom 

and the Serb-Croat-Slovenc State, 
'9"7. (NeverthelClSelaUIC.) 

Anglo-Siamcse Treaty of '9"5 and 
November '907. 

Treaty between the United Kingdom 
and the Soviet Union. (Neverth.,. 
I ... e1ause.) 

Anglo-Spanish Treaty of '90', rcviaed 
in r~7 and 1928. (Neverthe1ea 
clause.) 

The same as in the case of Norway. 
Anglo-Swi>s Treaty of ,8SS. 
Anglo-Turkish Exchange of Notes, 

'930· 

-Subject to denuncia
tion at three months' 
notice. 

MOIt- favoured-nation 
treatment is given 
under Article II of the 
Declaration by Iraq on 
termination of the 
mandatory rqime. 

Provides only for 
national treatment in 
respect of trade, 



United States 
ofAmmca 

Union of 
South Africa 

Venezuela 
Yem .... 

APPENDIX A. 

Treaty between the United Kmgdom 
and the United. States of America, 
1815. 

Exchange of Notes between India and 
the Union of South Africa, March 
'938• 

Anglo-Venezuelan Treaty of 1825. 
Anglo-Yemen Treaty of '934. 

255 
Does Dot provide for 
most~ favoured. .. nation 
treatmen~ but U.S.A. 
bu a single-line tariff. 
Subject tothrecmonths' 
notice of termination. 

The usual exceptions to. the most-favoured-nation clause are, 
of course, admitted in all the above treaties. Thus, for instance, 
the treaty with Latvia does not entitle the United Kingdom or 
India to claim preferences extended to Russia, Finland, Estonia 
and Lithuania and the Treaty with Panama excludes preferences 
extended to the United States of America by the latter. Similarly 
the mutual most-favoured-nation treatment provided for· I>y the 
exchange of Notes between India and the Union of South Africa 
is in respect of commodities not eligible for preferential treatment 
in virtue of one or other of the Ottawa series of a~ements. .. 

NeveriMless Claus.: Anglo-Albanian Treaty of 1925 

3· Nevertheless, goods the produce or manufacture of India 
or of any of His Britannic Majesty's Dominions, colonies, posses
sions and protectorates or of any territory in respect of which a 
mandate on behalf of the League of Nations bas been accepted 
by His Britannic Majesty will enjoy in Albania~omplete and 
unconditional most-favoured-nation treatment, so long as India or 
such Dominion, colony, possession, protectorate or territory accords 
to goods· the produce or manufacture of Albania treatment as 
favourable as that accorded to the produce of the soil or industry 
of any other foreign country;. 

(Source: British Foreign OjJio. Handbook oj Commercial 
Treaties; Indian Council of St4u D.baUs-!24 March '933 ; 
12 April 1934; 8 August [934; 10 April ;935; 20 April 
1936; 6 April 1937; 8 April 1938.) 
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P ...... tag, Sha .. of World Export T,odI (Gold Yal ... ) of c';'..w;,s EXPorlittg,' 
(x) N""-"I{rioulnwal hi"",,,, hod""" omS. (a) AgmulI""oJ P,od"""O 

Exporl ... of N ... -agricullu,al 
., 

1936 1929 1932 1935 1937 
hi"""" P,od""",' 

Mexico .• .. -, 0·86 °'75 1'08 1'01 0'95 
Bolivia , - .. -, 0'15 0'08 O'II o'x7 0'16 
Chile .. .. .. 0·86 0-26 0'7 0'53 0'16 
Peru , - .. .. 0'35 0'29 0'39 0'39 0'36 
Netherlands Indies .. 1'76 1'7 1'64 1'62 , 
British Malaya .. .. 1'58 1'03 1'69 1'73 , 
Iran , - .. .. 0'4 0'5 0'55 0'63 0·62 
Latvia , - .. .. 0'16 0'15 0'11 0·x8 0" 
Norway , - .. .. 0,6 0'78 0'77 0·80 0'77 
Poland .. .. .. 0'96 0'94 0'91 0'91 0·86 
Roumania .. .. .. 0'52 0'78 0'75 °'75 0·89 
Yugoslavia .. .. 0'42 0'38 0'48 0'48 0'56 

Total , - .. -, 8,62 7'64 9". 9" 10'13 

AgriculIu.al EJtpor"'s,' 
Hungasy .. .. .. 0'55 0'45 0'69 °'7 0'67 
Greece .. .. .. 0'27 0'27 0'35 0'32 0'33 
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• Rm. o!Worl4 TNth. 1936, 193'. Table fil. The reference made to equal rates of progress in 
1936 of the relative shares of aplcultural and non-agricultural uporting countries on p_ 20 D I 
wa. based. on figurea liven in RIrMe tJf WGf'U T,... of lbat year, wbieb have been amooded Iince • 

• s· 
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quinquennial movins average under 1926 JI the average for the five years 1924 to 1928, under 1921. the average for 1925 to 1929. and 10 OD. 
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(Ro. ]akhs) 
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J+lor (+)or J+lor 1931-1 1935-6 1936-; ecrease 1931.2 19,,-6 1936-1 decrease 1931-2 1935-6 1936-1 """ ... (-lin (-) in (-1 In 193&.1 1936-7 1936-1 •• or .... .. " 1931-. 1931-2 1931-2 Teztile fibres: 

Cotton, raw .. .. .. .. .. .. . . 1,54 .,52 6,54 + '." 20,29 29,:16 37,81 +11,58 21,83 33,18 «,41 + 32,58 Cotton, waite .. .. .. .. .. .. ,. ., .. + • . , ., ,. + , . 33 ,. ,. + ., Hemp, raw .. .. .. .. .. .. .. • " " + ., ., ., . , + ., . , .. .. + ,.~ 
~ute, raw .. .. .. .. .. .. .. 3,11 .2,96 3,-48 + " 8,06 10,15 ",29 + 3,23 11,11 13,11 14,': + apo' .. .. .. .. .. .. .. • •. ,1 • + , • • • - • , , + , Woo1, raw .. .. .. .. .. .. .. ·,50 .,01 - •• •• I' " + " :1,78 2,10 2,S6 + • are. and other m.1n1D& products; 

+ 
ChromUe are . . . . .. .. .. .. • - • ± • • • • + , • • , , Mangaoese are .. .. .. .. .. .. •• , . .. + •• •• .. •• + •• , . I'i! 1.3· + ,. Ml", .. .. .. .. .. .. so ,. .. + .. •• . , S· + , . 

~ •• + ,. Wolfram. ore :: .. .. .. .. .. .. ,. 1,27 7. + •• • " " + •• 1,41 ' ... + ., Coal .. .. .. .. .. .. .. • - - - • " . , •• - " , . " •• - ,. Hidee and ,ldlll: 
eo....·bldes .. .. .. ., .. .. .. • '. '7 + ., " .. •• + •• ,. .. ' ... + " 
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., + ., 
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T.ABLE II 
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APPENDIX C (con"nued) 
TABLE III 

Value of United Kingdom Imporls of Arlicles on which PY6fuence is Accorded to India 



APPENDIX C (continued) 

TABLE IV 

Value of Indian Exports of Arlicle.~ on which Preference is Accorded in the United Kingdom 




