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"POLICY OF PROTECTION IN INDIA
A RETROSPECT
" Personal Note

[ When I was invited by Prof. Gadgil to read a paper on the * Policy
of Protection in India® before the Gokhale Institute of Politics and
Economics, I readily accepted the invitation, firstly, because I thought it
a great honour to be given an opportunity to address the members of the -
Institute which is associated with the name_ of Gopal Krishna Gokhale,
who was the first man in this country to use Economics as a powerful

. instrument for the formulation of public policy @1id who thus imparted a-
vigorous impetus to the study of Econowics ‘on realistic lines; and,
secondly, because Prof. Gadgil’s contribution to the advancement of
knowledge in many departments of Applied Economics in this country
has been so great and his selfless devotion to that cause so remarkable
that [ almost intuitively felt that it was an obligation on my partto -
respond to his call. But I soon found that, having been actively associ-
ated with the administration of the policy of protection. for a period of
over four years and still continuing to do so, I would bé required by the
rules of propriety to set definite lomits to what I could say in regard to
the actual working of protective tariffs during the last four or five years.
This, however, should not debar me from expressing my views as an
Economist on the administration of the policy - of discriminating protecs
tion in the pre-war period and also what I consider to be an appropriate
policy for the future. As regards the period during which I have been
associated with the administration of protective "policy, I “have "also
attempted to explain the working of the tariff~-making machinery as fully.
.as possible and pointed out the limitations under which it* has . had to
function. ] ’

L ,_Fiscal Autonomy and Discriminating Protection (1919-39)

+ " As part of the Constitutional Reforms introduced in 1919, India
-obtained for the first time a limited measure of fiscal autonomy by virtue
of a convention which laid down that the British Government would -
not interfere in the formulation and administration of India’s fiscal policy
"in so far as there was complete agreement between the Government of
India and her legislature. But, whereas the Government of India con-
- sisted of the Governor-General and Members of his Executive Council,
-all of &whom were appointed by, and responsible to, the British Govern-
. ment, the Legislative Assembly consisted of a majority of elected mem-
- bers, The two organs of Goyernment being thus responsible to "two
- wholly distinct and divergent bodies, they could not develop a complete
unity of purpose on fiscal questions, The views of the Government of
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"India, eVen though they might be arrived at independently of the British
Governinent, ¢duld not become finalised without the prior -approval of
the Iattep And, before such approval was given, the British Govern-
hent were bound to examine if the proposed changes would adversely

“affect British commercial interests to a serious extent. Consequently,
the extent of fiscal freedom that India could exercise depended upon the
attitude of the British Government from time to time, The position
created by’ the convention m:ght therefore, be regarded as only a half-
*nay house betweén complete British control on the one hand and com-
plete Tndian ‘autonoiy on the other. In prictice, however, there wasa
Bood deal of give-and-take between the two parties, and the principle
‘underlying the convention; on the whole, worked fairly well. Protec-
‘tipn Was granted to a number of important industries, but the -injury- to
’Bntlsh industry and commerce was kept to the minimum by rigidly re-
_$tnct1ng the scope and amount of protection and also by the grant of
dII'ECt and indirect preferences in favour of imports from Great Britain.

: 2 The acceptance of the fiscal autonomy convention was followed
«bthhe appointment of the Indian Fiscal Commission in March 1921. The
‘majority of the Commission recommended a policy of discriminating pro-
Yection, which was approved by the Government of India and the Legis-
ddtive.Assembly in the famous Resolution of 16th February 1923. Under
ahat policy, discrimiination, was to be exercised in the selection of indus-
.tries ta be protected and in determining the amount and the period of
/protection to be granted, so that the inevitable burden on the commumty
-might be a3 lightas posmble consistently with the due development of
-Lndustmes The appointment of a Tariff Board was to be an integral
;part of the scheme, and the Board was required to see that an industry
(claiming protection satlsﬁed the followmg condltions before 1ts claim
Wwas granted i~ . A

“(1} The mdustry must be one possessing natural advantages such
as an abundant supply of raw material, cheap power. a
suﬂic:ent supply of labour, or a large home market.”

“(2) The industry must be one which without the help of prote-
.ction either is not likely to develop at all or is not likely to
develop' s0 rapidly as is desirable in the interests of the

- country.” ‘

" "(3) The industry must be one which will eventually be able to
face world competltmn w1thout protectxon

+The three cond:tlons stated above were the basic conditions laid down by
-the Commission for- determining the . eligibility of an industry for protec-

-tion. '‘They further recommended that industries essential to national
-defence should he protected even if they did not. fulfil any or all of the
:three conditions. A specially favourable treatment was also recommended
-for. basic or key industries. --
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. "3. In pursuance of the policy of discriminating -protection, a Tari
Board was appointed to examine the claim of the Indian steel industry for
protection. Though the Commission had, recommended that the TanﬂfJ
Board should be -constituted on a permanent basis in order that there
might be consistency and continuity of policy, the. Govemment of Indxq,
appointed an ad hoc Tariff Board for. mvesngatmg the-case of the steel
industry. The practice of constituting a_new Tariff Board in each fresh.
case was repeated on subsequent occasioas, though part of the personnel
of the Board was sometimes continued for two, three or four inquiries, .
Each Board, as a rule, consisted of 2 senior membeg of the Indian le
Service, an economist, and a business man. The status of the Tariff Boar
was that of a fact-finding . and advisory body. It could only. mvestxgate.
such cases as were referred to it by the Department of Commerce,,
Government of India, which would make a preliminary scrutiny of all’
applications for protection and refer to the Board only those applications
which in the opinion of the Department had established g prima facie case,
for protection. When an application was thus passed on to the Tariff
Board, it would make an elaborate inquiry tegatdlng costs of product_an,
imports and possible effects of protection on the consumers or_subsidiary
industries, The Board would then record its indings and state its sgcomy
mendations in the form: of a report to the Govetnment_oﬁ Indi_a, EERRET |

Ll el

4 Each report of the Board was ‘usually subjected to 2 close examr..
nation by the Department of Commerce, Governmént of India. Tn'a smaTI
number of important cases, Government found themselvés tinable’’ Eo
agree with the findings of the Board of accept its recommerdatibms!
There is, for instance, the: notable case of the glass industry, whxch was
referred to the Tariff Board in October 1931. Of the two important'raw
materials required by the industry, namely, silica- and soda. ash, ther
were ample supplies of the formef in the form of sand of good " quaht?'
while there was no indigenous supply of soda ash, The industry had also
cons1derabie advantage in respecc of an extensive home market, a plen-
tiful supply of skilled labour, and a w1de geographical distribution.’ T.he
Tariff Board, therefore, held the view that the mdustry had 2 good Pros=
pect of becoming independent of protection in’ sp:te of the absence of ad
indigenous supply of soda ash and recommended its protect:on Govern-
ment, however, found themselves unable to_accept thé tin:hngs an
recommendatlons of the Tariff Board, and refused to grant any assxsta c
or protection to the mdustry beyond gwmg a small reﬁef by way of
rebate of the import duty.on soda ash, A second important casé was tha
pf the woollen industry, In 1935, the Tariff Board recommended protect-
ivg dyties on different classes - of woollen and . worsted goods “buf
Government did not accept the proposals on the ground that’ ‘the worsted
branch was dependent on imported raw material and that an, 1mportant
section of the woollen branch had not tendered any emdence before” f‘he
foard. In a number of cases,. Government generaily accepted the"Board §

Ve Aot bk wldl ud
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findings but granted somewhat lower rates of duty or bounty either
because they found some small flaw. in the estimates of the Board or
because the prices of imports had gone up since the receipt of the Board's
report. In the majority of cases, however, the recommendations were
wholly accepted and acted upon by Government., In every case where
Government decided to grant protection, they would put up their propo-
sals in the form of a Bill before the Legislature, where it would be
discussed and sometimes amended before it finally emerged as an Act of
the Legislature. Each Act contained a clause empowering the
Governor-General-in-Council to adjust the amount of the duty to the
changing prices of imports so as to maintain the degree of protection
intended by the Legislature. And this power to increase or decrease the
protective duty was frequently exercised by Government.

5. Under the policy of discriminating protection followed in India
during the period 1929-39, only nine industries were protected, viz., steel,
cotton textile, sericulture, paper, sugar, silver thread and wire, magne-
sium chloride, heavy chemicals, and matches. The steel industry had
been under protection since 1924, cotton textile and paper since 1927,
matches since 1928, silver and gold thread and magnesium chloride since
1931, sugar since 1932 and sericulture since 1934, while heavy chemicals
were protected from 1st October 1931 to 31st March 1933. The protec-
“tive duties in respect of these industries were due for revision at various
dates during the war, but the period of protection was extended from
year to year until, one by one, all the industries ( except matches ) came
up for review in the post-war per:od

6. In assessing the results of the policy of protection followed in
India in the pre-war period, we must guard ourselves against the rather
common mistake of mixing up two important issues, namely, first, what
should have been the appropriate policy of protection for India, and
second, whether or not the policy actually adopted was properly and
successfully executed. As regards the first, it has been argued with con-
siderable force that the scope of the policy adopted was extremely
restricted, that the procedure followed in its execution was unduly rigid
and dilatory, and that, consequently, its results have fallen far short of
what might have been achieved with a more generous outlook on the
problem and a higher tempo in the execution of policy. In particular,
it has been suggested that there was no planned programme and that what
development has taken place has been of a piecemeal character. But this
line of criticism would seem to overlock several important facts which
governed the actual formulation of the policy. In the first place, India
did not then enjoy that constitutional status and political power by
which alone she could draw up and execute a2 planned programme of
industrial development. She was a dependency of Great Britain and her
fiscal autonomy was of a limited character, Secondly, there could be no
question of economic plannirg for the country in the absence of s
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National Government. Thirdly, the background against which her fiscal
policy was actually formulated in 1922 was one of free enterprise and not
that of a mixed economy. It is true that since that time public policy
has moved a good deal towards collectivist economy in other parts of the
world. But such a movement would have been almost impossible and
.perhaps also highly undesirable in the peculiar constitutional and poli-
tical set-up of the country. For, an irresponsible bureaucracy, itself
subordinate to a distant foreign Government, did not possess the
courage and power required for economic planning on a national basis.
Nor could it inspiie sufficient confidence and enthusiasm among the
people for them to make the great sacrifice required for economic
planning.

7. We will now turn to tha second question, namely, whether or
not the policy, even with its restricted scope, was properly and success.
fully executed. It must be conceded at once that the policy of protec—
tion enabled a few big industries e. g., steel, sugar, paper and cotton
‘textile, to survive foreign competition. It is also worthy of note that
these industries could expand even during the pericd when industries all
over the world were passing through a depression. During the seventeen
years, 1923-40, the production of steel ingots expanded from 131,000 to
1,0/0,000 tons, cotton piece-goods from 1,725 million to 4,013 million
yards, sugar (direct from cane) from 24,000 to 1,242,000 tons, and paper
from 24,000 to 70,000 tons, Due credit for this enormous expansion
within a comparatively short period must be given to the policy of pro-
tection. Moreover, three of the protected industries, »iz., steel, cotton
textile and magnesium chloride, had practically become independent of
protection by 1939, though protection was formally withdrawn in the
cases of steel and cotton textiles in March 1947 and magnesium chloride
in December 1948. Furthermore, during the last few years, indigenous
steel and cotton manufactures have been sold at appreciably lower rates
than the imported articles ; and the progress -of the magnesiut chloride
industry has been so remarkable that it has beer able to develop a con~
siderable export trade to the U. K. and Holland. Cf the five remaining
protected industries of the pre-war period, paper was de-protected . in
.March 1947, silver and gold thread in January 1949 and sugar in. March
190, sericulture and matches being the two industries which still continue
‘to enjoy protection. Judging by this record of progress of the . protected
industries, it can be truly said that the policy of discriminating protec-
tion, within its limited scope, has achieved a fairly large measure of suc-
cess. Nevertheless, there is some justification for the criticism that the
procedure followed in India in the execution of the policy . was  unduly
cautious and dilatory. For one thing, the three basic conditions laid
down by the Fiscal Commission for determmmg the eligibility of an
industry for protection were ‘interpreted in a somewhat narrow and
rigid sense, Thus, as regards the first condition, it was insisted that an
.industry must possess all the principal raw - materials before it could

2 )
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qualify for protection. This attitude was sharply brought out in the caseg
of the glass and woollen industries. 'What the Fiscal Commission intended
was that the prospects of an industry should be assessed by reference
to the totality of its comparative advantages and disadvantages, such as
raw materials, market, labour supply, source of power, etc. They took
particular care to make this clear by stating as follows : * Such advane
tages will be of different relative importance in different industries, but
‘they should all be weighed and their relative importance assessed.” It
'was, therefore, clearly wrong for the tariff-makers in India to require that
an mdustry must possess all the principal raw materials before it could
‘prove its claim for protection. The cotton textile industry of Great
Britain does not have the advantage of domestically produced raw cotton
and yet it is one of the greatest among British industries, The silk
industry of the U.S. A. has become a great industry, even though the
country does not produce any raw silk. Itis, of course, true that an
industry can be successfully established in the face of foreign competi-
tion only when it has some comparative advantage. But the initial
.advantage may lie in the existence of a big home market, or in respect of
freight (e. g. heavy chemicals), or in a supply of cheap labour,
or in cheap and abundant raw materials, or in a combination
of two or three or more of these, Even if an industry is handicapped
by certain permanent disadvantages, e. g., lack of raw material, those
disadvantages may be more than outweighed by its advantages. Or, it
may happen that the raw material will soon be grown within the
country or some substitute will be discovered. In assessing the prospect
of an industry, it is proper and necessary that a dynannc view of the
future should be taken. The tariff administration in India was, there-
fore, wrong in that it was based on a rather static view of the condition
of an industry.

8. It has also been suggested that it was improper for Government
to disregard the recommendation of the Fiscal Commission that the Tariff
Board should be appointed on a permanent basis. Such a permanent
Board could have developed a certain consistency and continuity of policy
and procedure. It could have accumulated a large fund of experience.
It could also have maintained a steady  watch over the effects of protec-
tive tariffs on different industries. Besides, the existence of a permanent
Tariff Board would have been a positive proof that Government had a
-settled policy on the subject of protection. There would have also been
much saving of time in conducting successive inquiries. Moreover, the
members of a permanent Board would have possessed that independence
of spirit and sense of authority, which would be engendered by security
of tenure and which could inspire confidence in the public mind. Al
these advantages were partially lost, because Tariff Boards were appointed
temporarily on an ad hoc basis, even though in a few cases, part of the
personnel of the Board was common for a number of inquiries. This
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criticism doues not, however, imply that the pre-war Tariff Boards did not
carry out their duties honestly and efficiently. As a matter of fact, the
reports of the Tariff Boards would invariably show a high standard of
impartiality, thoroughness and precision and they would compare favoura-
bly with similar reports issued by analogous bodies in other countries,
What the criticism does suggest is that the Boards' short term of office
was a severe handicap but for which their usefulness would have been
much greater still, Besides, Government sometimes took an unduly long
time in formulating their conclusions on the reports of the Tariff Board.

The Board's teport on the glass industry, for instance, was presented to
Government in March 1932, but Government took as long as thirty-nine
months in publishing the report and announcing their decision to reject
the application. Obviously, such a delay was extremely undesitable,
because it had. left the industry for long in a state of suspense and uncer-
tainty. Again, in a aumber of cases, Government modified the recom-
-mendations of the Board, because new facts had come to light in the
meantime, or because the Tariff Board had been a little liberal in allowing
for certain items of cost of production, or because ¢. i. . prices of imports
had gone up during the interval between the presentation of the report
-and the formulation of Government’s conclusions on it. Such modifica-
tions in most «cases were of a small order, but, even so, they exposed
Government to the charge of niggardliness towards industry and alse
detracted not a little from the weight of the findings of the Tariff Board
as a semi-judicial tribunal. '

II. Post-War Interim Policy

9. Early in 1940, the Government of India announced that indus-
tries promoted with their direct encouragement as part of war efforts
would receive protection or assistance in the post-war period against
unfair competition from outside India, provided such industries were run
on sound business lines. Specific assurance of protection or assistance
was given to the following industries :

(a) bichromates;

(b) steel pipes and tubes up to a nominal bore of 4 inches:
(c¢) aluminium ;

(d) calcium chloride;

(e) - calcium carbide ; and

(£} starch.

10. On 23rd April 1945, Government issued a statement of their
industrial policy in the course of which it was announced that, pending
the formulation of a long-term tariff policy appropriate to the post-war
peeds of India, they would soon set up a machinery to investigate the
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claims of war-time industries. Besides the industries covered by -the
announcement of 1940, there were others which had been started or
developed by private initiative and enterprise but which had. helped to
sustain the national economy during the war period. It was felt that,
after the termination of hostilities, these industries also would be urgently
in need of assistance or protection against foreign competition. A Press
Communique issued on the same date invited industries to address their
claims to Government, and thirteen industries soon submitted their appli-
cations for assistance or protection. They included, among other things,
non-ferrous metals, caustic soda and bleaching powder, phosphates and
phosphoric acid and rubber manufactutes, .

11. For the purpose of investigating the claims of those industries
which had already applied or might later apply for protection or assist~
ance, a Tariff Board was appointed by the Government of India in their
Resolution dated 3rd November 1945, The Board was directed to inquire
and report in each case whether the industry was eligible for protection
or assistance, and if it was, what measure of protection or assistance
should be taken, and for what period, not exceeding three years, such
measures should remain in force. The eligibility of an industry for pro-

tection or assistance was to be determined by reference to the following
conditions :

“(1) -that it is established and conducted on sound business hnes 3
and :

(2) (a) that, having regard to the natural or economic advant.
ages enjoyed by the industry and its actual or probable
costs, it is likely within a reasonable time to develop
sufﬁcmntly to be able to carry on successfully without
protection or State assistance ; or

(b) .that it is an industry  to which it is desirable in the
national interest to grant protection or assistance and
that the probable cost of such protection or assistance
to the community is not excessive.”

" In making its recommendations, the Board was also to “give due
weight to the interests of the consumers in the light of the prevailing
conditions and also consider how the recommendations affect industries
using articlesin respect of which protection is to be granted.” It was
further requested to complete its inquiry as expeditiously as possible so
that the necessary relief could be granted to industries before it was too
late.

12. It may be noted that the present Board's terms of reference are
somewhat different from those of previous Tariff Boards, Apart from the
fact that the criterion of * national interest ’ is applicable to a very large
class of industries and gives wide discretionary powers to the Board in the
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-gelection of industries to be protected, the Board has alse: attempted to
.interpret its terms of reference in the context of India's status as a
'sovere:gn nation and in the light of Government s industrial policy which
is formulated in the statement of 23rd April 1945 and which marks an
.t portant departure from their pre-war attitude, which was one of laissez-~
-fairé, modified by partial intervention through the policy of discriminat-
.ing protection; The three-fold objects of the new po]:c.y are stated to
be:

"# (1) To increase the nanonal wea.lth by the maxtmum exploxta-
tion of the country s resources,”

“(2) To make the country better prepared for defence and
“(3) 'To provide a high and stable level of employment

It is also stated that “ Government have decided to take pos'ltl:ve steps
!0 encourage and promote the rapid industrialisation of the country to
“the fullest extent possible.* The policy statement of 23rd April 1945 was
creaffirmed by a Resolution dated 6th -April 1948, in the following words :

“The dynamic national policy must ..: be directed- to. the continuous

increase in production by all poss1b1e means side by side with measures to

- §ecure its equitable distribution,” It states further : The tariff policy
‘of Government will be-designed to- prevent unfair foreign tompetition to

promote the utilization of India’s resources without imposing unjustifiable

burdens on the consumer”, .
. . : . . }
13, The main function of the interim Tariff Board, as laid down in
.the Government Resolution of 3rd November 1945, is to inquire into the

claims of wartime industries for protection-or assistancei There were,

however, certain pre-war industries which had been enjoying protection
-fof a number of years and whose cases could not be reviewed during the
' war period. As already stated, the period of protection for these indus-
itries was extended from year to year until March 1946 when Government
iput up a proposal before the Assembly to extend the period by one more

:year, In the course. of a - debate on the subject, some members of the

Assembly demandzad that the necessity and desirability .of continuing

protection to these pre-war industries should be examined and Govern-
maent gave an undertaking. that they would. ask the Tariff - Board fo

:undertake such .an inquiry before 31st March 1947. Accordingly, bya

:Resolution dated 20th January 1947, Government authorized the Tariff

: Board also to investigate the claims of pre-war industries for.the conti-

nuance of protection, The Board was- reconstituted in November 1947. _

and by a Resolution dated 26th November 1947 was entrusted thh two
more functlons namely :

*(1) to report to Government, as and when required, factors that
lead to an increase in the cost of production of Indian
manufactured goods as against imported articles; and-
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(2) to advise Government, as and when required, on measures
whereby internal production may be secured on the most
economical cost bas:s -

By a Resolution of 6th August 1948, the Board was also directed to main-
tain a continuous watch over the progress of protected industries by
‘conducting inquiries, as and when necessary, on the effect of the prote¢-
tive duties or other means of assistance granted, advise Government
regarding the necessity or otherwise of modifying such protection or
assistance and keep a careful watch to ensure that the conditions attached
to the grant of protection were fully implemented and that the
protected industries were being ruan efficiently. By the same Resolu-
tion, the Board. was authorized to exercise certain other functions,
namely :

*(1) to inquire, as and when required by Government, into the
cost of production of a commodity produced in the country
and to determine its wholesale, retail or other prices, and to
report on the same ;

(2) to recommend to Government, as and when required, mea-
sures necessary for the protection of India’s industries from
dumping from abroad ; L

(3) to undertake studies, as and when necessary, on the effects
' of ad -yalorem and specific duties and tariff valuations on
various articles and the effectsof tariff concessions. granted
to other countries ; and ‘ ) e
~(4) to report to Government, as and when necessary, on combina-
tions, trusts, monopolies and other restraints on trade which
may ‘tend to affect the industries enjoying protect-lon
by restricting production, or maintaining or raising prices
and to “suggest ways and means of preventing such
practices.'

On 4th November, 1948, Government adopted yet another-Resolution
stating that, pending the formulation of a tariff policy appropriate to the
long-term needs of the country and the establishment of a permanent
machinery for this purpose, claims for protection from important basic
industries, as listed in paragraph 7 of the Resolution on Government's
industrial policy dated 6th April 1948, should also be examined by the
Tariff Board on the same basis as those of war-time industries. Such basic
industries are defined as those whose location must be governed by econo-
mic factors of all-India import or which require considerable investment
or a high degree of technical skill and which will be a subject of a central
regulation and control in . the national interest. Eighteen industries, as

-
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listed below, are, in the first instance, specified as belongmg to thlS
category; :

(1) salt,

(2) automobiles and tractors,
"(3) prime movers,

(4) electrical engineering,

(5) other heavy machinery, -

(6) machine tools, o

(7) heavy chemlcals. feruhsers and pharmaceuticals and drugs.
(8) electro-chemlcal industries,
.(9) nop-ferrous metals,

-(10) rubber manufactures,

(11) power and industrial alcohol,

(12) cotton and woollen textiles,

~ (13) cement,

(14) sugar,

(15) paper and neWSprmt,

(16} air and sea transport,

. (17) nminetals, and
(18) 1ndustr1es related to Defence.

Though the list of functions assigned to the Tanﬁ Board isan exterts
sive one, the Board has so far been 9pec1ﬁea11y dlrected to carry out only
three of these functions, namely o

( a ) .investigation of clalms for protection -or assistance f‘rom-
pre-war, wartime and post-war-industries; ‘

N (b) me:nl:,a1r_nn£ a qpntx_nuous watch O_Vet the prog;ess of proteg-.
_ . ted industries and advising Government regarding, the

.. ... .. . necessity or otherw:se of modifying or terminating, the.
, . . protection or assistance granted, and

Lt

e

(c) determmatlon of fair pnces for controlled commodmes.

: 14 As stated above, the first interimi~ Tariff Board was appointed in’
November 1945, It -hadaPresident, one Member-Secretary and two
other Members.-< The first meeting of - the-full Board-was held on ‘2lst-
November 1943,.and its first public inquiry in-March 1946.. The effective:
period of, its. working. was a little over 20 months ending 15th- August:
1947, by.which date the President had resigned, one Member had’been;
transferred to the Central Secretariat and another Member had opted out;
for Pakistan, W:thm this period of 20 months, the Board completed:
its inquiries and sub:mtted reports on the claims of 39 industries for:
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protection ot continuance of protection. The list included, inter alia, 4
number of large-scale industries, such as cotton textiles, iron and stasl,»
paper, sugar, aluminium, bicycles, non-ferrous metals, machine tools and
electric motors. The Board was re-constituted in November 1947, with
a President and two Members. In February 1949, a third Membetr was
added and in July 1949, a fourth Member, but both these additional
Members were transferred elsewhere in October 1949, the Board there-
after being left with the President and the two original Members,
Within the pericd of 2 years and 3 months, i. e., from November 1947, to
February 1930, the present Board has completed 47 inquiries. Of ‘these,
five were concerned with the determination of fair prices for (i ) cotton
textiles, (ii) pig iron, (i) steel, (iv) paper and ( v ). super-
phosphates, The remaining 42 were tariff inquiries and the list included,
among other things, silver thread and .wire, artificial silk, . sericulture,
plastics, cotton textile machinery, glass, soda ash and sugar. Besides, as
required by the Government Resolution of 6th August 1948, the Board
took up in July 1949 the duty of maintaining a continuous watch over
the progress of the protected industries and ensuring that its recommen-
dations were implemented by Government as well as the industries
concerned. It has already completed such reviews in respect of bicycles,
hurricane lanterns and motor vehicle batteries and secured valuable
statistical data regarding changes in oufput, cost structure, . i. f. prices
of imports, selling prices of indigenous and competitive imported articles,
sales, stocks, raw materials, transport facilities and the burden on the
‘consumers. -Ina number of. cases, it. has drawn the attention of the
industry as well as that of thé Government Departments concerned to
their failure to implement some of the important recommendations of the
Board. And it has often succeeded in persuading ‘Government and the”
industry to implement its recommendations other than those in respect of
tariff protection. Further, on receipt of complaints from dealers and /or
consumers'that a protected industry was charging higher prices than
those defermined by the Board, -the Board has inquired into the matter
and communicated its findings to Government as well ‘as to- the parties
aoncerned; Early-in 1949, in. parsuance of .the: policy of: disinflation,
Government placed a large number cf imported articles on Open General
Licence. Heavy 1mportat10n of a_ number of articles followed and a strong
representation was received from certain protected industries, stating that
their position had been jeopardlsed and that, therefore, there should be a
re-xmposmon of i import control and/ or an enhancement of the profective,
duty Undez Section 4 (1) of the Indian Tariff Act of 1934, Government
are authorised to increase -or, decrease by executive orders, the rate of
protectlve duty so as to maintain the degree of protect:on as recommended
by the 'I'anE Board and {or as mtended by the Legislature. In order that
the niecessary inquiries in such cases might be expedmously carried. out;
and remedial - measures takem without delay, Government, on 26th:
February, 1949, fssued aResolution authorizing the Tariff Board to’ receives.
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applications and conduct necessary inquiries into cases falling under,
Section 4 (1) of the Tariff Act. The Board has se far made inquiries and
submltted its Reports on seven such cases.

15. Indrawingup a sultable proc;edure for its- mqumes. the Board
had to keep two essential requirements promineéntly in view, namely
(i) expedition and (ii) the necessity of collecting and sifting all basic daca
relating to the comparative efficiency of an industry and its future pros-
pects. Accordingly, the Board evolved a procedure which was designed
to-enable it to collect all essential data as quickly as possible. This pro-
cedure may be briefly described as follows: Before an application for
protection or assistance is remicted to the Board for inquiry, an. inter-
departmental committee of the Central Secretariat makes a preliminary
scrutiny of the tase on the basis of such data as may.be given in the appli=
cation. The data relate to the history of the industry, . its organization
and structure, the position regarding raw materials, the number of
employees, output; costs of production, and the'naturé and extént of
competition from imports. If the committee is. satisfied that there is a
prima Facie casé for inquiry, the matter is remitted to the Board for in-
vestigation. As a rule, a number of cases are simultaneously referred to
the Board and the reference is made through a Government Resolution,
Immediately on receipt of a reference, the Board proceeds to take the
followmg routme steps

-~ (@) A press commumque is issued for the mformatlon of the inte::
rests concerned ;-

(b) from the Directorate-General of Industry and Supply, names
and addresses of known producers, 1mportant consumers and 1mporters
are obtained ;

©) daﬁ'erent questionnaires, which have been drawn up for the use’
of producers, importers and consumers, are then issued ;

(d) these questionnaires are also sent to State Governmenfs lﬁanb-
facturers’ organizations, Chambers of Commerce and recogmzed trade
associations, requesting them to furmsﬁ to the‘ Board their views on the
.sub]ect, - o i - :

(¢) information regarding the rated capacity, actual output. capital -
employed by the main produicersis obtained simultanepusly, to enable the.
Board to fix its programme: of inquiries and select the factories which.
have to be visited by the Members of the Board and its officers and cost-:
ed by its Cost Accounts Officer;

: (f) at the sa;ne time a3 the case of an indusgry_zqi-s referred to the:
Board, the Ministry of Commerce requests the Ministry. of kndustry . and;
Supply to furriish the Board . with a memorandum op the industry whose,



14° POLICY OF PROTECTION IN INDIA

case it undér investigation. This memorandum generally contains  thé
following information.;—

(i) names of all known firms in the industry and their standing ;
“(ii) history of the industry;

\(iii) statistics regarding imports

(iv) ~ estimated demand ;

( v) c i. £, prices of imported artxcles and the max1mun.. and mml-
mum selling prices of mdlgenous artlcles

(vi) costof production of the indigenous articles ;

{ vii) ,quali.tgr' of importted and iridi'gehous‘produ'ctsi

(viii) existing rate of customs duty ;

(ix) handicaps from which the industry suffers ;

(x ) protection or assistance which is already enjoyed by the
- industry ; and

'( x1) departmental reco_mmendatlons rcgarding protection, 1f any,
to be aﬂ'orded -

(8) statistics of imports, production and . i. f. " prices relating to"
the industry are simultanéously compiled in the Board's office from Gov-
ernment publications and from information received from the Directora
General of Commercial Intelhgence and Statistlcs and the Collectors of
Customs : :

(h) the’ Board s Cost ‘Accounts Oﬂicer, ‘assisted by 'its Techmcal
Adviser, examines the Anancial accounts and the cost data of  ¢hée facto='
ries selected as representative of the 1ndust:ry asa whole and draws up a
Cost Report 1ncorporatmg the details of cost and also giving an mdep-
endent estxrnate of what the current and future costs of production should’

be aﬂd

-.-4.
i

(1) when all relevant data has been collected and after visiting
the factories, where such visits are considered necessary, the Board’
notifies the public inquiry to all the interests:concerned by post and to the

public through the, press., Oral evidence atthe public hearing is steno-
graphically reported. . The evrdence, both w:ltten and ‘oral, is, bowever,,
not printed, but is made avallable for perusal at the Board's oﬂice. except:
information which is conﬁdentlal

16. The Board has so far submitted ninety reports felatinigto’ tariff’
reyision and five on, prlce fixation. . Qut of the ninety, tariff jnquiries,
‘forty-slx v%ere new cases and the remaining forty-four related to the con-,
tinuance or modification of protection. The average rate of progress was-
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" two reports per month. In order to make such expeditious work possible
the President appoints Panels of the Board; and each Panel, as a rule,
tonsists of the President ‘and ohe Member, and, in the more important
‘tases, two Membets, .. In éach Panel again there is a Member-in-charge

" ( the President may also bé such Member-in-charge ), who has to draw up
a detailed plan for the inquiry, direct and supérvise the compilationof data
by the secretariat and select representative factories for cost investiga-
tion.  ‘He has alse. to scrutinize the Cost Accounts Officer’s report and.

. satisfy himself that the estimate of cost has been made on the right lines.
If he notices any abnotmal feature in the cost structure, he discusses the
‘matter with the Cost Accounts Officer and the Technical Adviser, calls
"upon the manufacturer to explain the teason for it, and then forms his
own conclusions. At the public inquiry, however, the President and the

Panel Member sit together to take oral evidence. A public inquiry«s.like
a Conference, where representatives of the different interests présent are
invited to state their views on ‘the trend .of demand, rated capacity and
production, the availability of raw materials, source of : imports and their
c.i.f. prices, costs of production, freight d'sadvantage; if any, quality of the
indigenous product, and the necessity or otherwise.of protection. This open
discussion is intended, first, to elicit information on points on which conclu-~
sive data are not available or evidence is conflicting; second, .te find -out
‘whether the manufacturers have any reasons to give as.to why the quality

. of their products is below the standard of the imported articles; and, third,
to explore whether the differences between the views of the manufacturers

.-on the one hand and those of the importers and consumers on the other,
can be reconciled or, at any rate, narrowed down. Ordinarily, the
assessment of demand, rated capacity of factories, . i. f. prices, freight
disadvantage and quality is made by the Board in the light of the views
and estimates as - given at the Conference by the representatives of the
different parties.” It has also been found that the mere coming together of
the different interests at such a- Conference goes a long way to reconcile
their divergent points of view. After the public inquiry, the Member-in-
charge reviews the evidence, forms tentative conclusions and draws up a
report for the consideration of the Panel. The Panel discusses the whole
report part by part and adopts it, with or -without modifications. This
final report, duly signed by the Panel Members, is then forwarded to

Government for the1r consxderatlon
H

17. Out of the ninety 'cases of tariff inquiry, .the Board has recom-
mended the grant of protection or continuance of protection in as many
as sixty cases, In the remaining ‘thirty. cases, the.Board has rejected
the claim for protection or continuance of protection or for increase in
the rates of duties. In assessing the claims of war-time industries for
protection or ‘assistance, the Board has dinvariably made’ sufficieht

“allowance for the facts that most of these industries had to be hurriedly
“set up to meet defence requirements or fill serious gapsin the supply of
essential goods.for civilian consumption ; that . the machinery used by the
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-nbkw industrial uhits was ‘necessarily either old or improvised ; that the
,accessories, raw materials and technical personnel were in short supply ;
- that the ‘majority of workers employed by them lacked training and skill :
-that the movement -of raw materials and finished goods was slow and
« uncertain ; and that, there were strong inflationary forces at work, making
: it estremely difficult for the manufacturers to keep down the costs of
-production. . Such being the situation, the Board decided at the very
: outset that'its investigations should be ' primarily directed to finding out
. whether, in the face of the above-mentioned special handicaps, the indus-
: try concerned was being -conducted :with. reasonable efficiency. If the
: Board was satisfied on this point, it would recommend. the grant of
- adequate protection - and assistance so as to give an opportunity to the
. industry to raise its efficiency and improve the : prospects of its survival in
. normal conditions of international competition. At the same time, the
- Board had a definite idea that, when economic conditions became fairly
- normal and stable, the protected industries should be required to submit
- to a more rigorous examination of their claims for the continuance of
. protection. . The progress of a number of such industries has already
. been reviewed by the Board, and it has been found that, with a few minor
- exceptions, the industries concerned have installed better machinery,
- introduced new processes, achieved a larger output, eliminated waste and
- improved the quality of their products. The Board _has, theérefore,
, come ‘ta the conclusion that:the initial short-term . protection granted to
i these industries has been justified. and that it should be . continued until
. economic conditions within and outsxde the. country become more or less
'normal.' : T

18 Besxdes recommendmg de-protectlon of six pre-war mdustnes

. viz., cotton textile, iron and steel, paper and paper pulp, silver thread and
- wire, magnesium chloride, and sugar, the Board has rejected the claims of
_twelve war-time industries and recommended the discontinuance of pro-

. tection for three war-time industries. The pre-war industries were de-

. protected because they had been largely stabilized and/or because they

. had no serious competition to face, atany rate, for the present. The
. claims of twelve war-time industries for protection were rejected because

. the price of the imported article was appreciably higher than that of the
indigenous product, or because the industry had not been estabhshed on
a sound and economic basis, or because the quality of the indigenous
- product had proved to-bé wholly unacceptable to' the consumers. One
such interesting case came up before the Board in 1946. A certain firm

. in the Punjab had applied to the late Department of Commerce, claiming
protection for butter. colour, that is, some sort of a liquid used for impart-
- ing drtificial colour to butter; and the case was duly remitted to the
. Board for investigation. The only data furnished to the Board was the
name and address of the manufacturer, and there was none regarding the

" equipment of the factory, its rated capacity and actual production, the
raw materials required or.the process of manufacture. However, the
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case havirg béen remitted by Government, presumably after a prelimin-
ary scrutiny, it had to be investigated by the Board. Accordingly, a
Member was deputed to visit the factory and collect basi: information on
the spot. On arriving at the given specified address, the Member was
taken round by the manufacturer to see the factory, and the *factory'
actually shown to him was a corner of a small and dirty bed-room, where
a few pots and pans containing some sorts of liquid constituted the sole
equipment. The manufacturer could not give any details about the
materials used for the manufacture of the liquid, and there” was no trace
of any hygienic precaution having been taken to ensure that the liquid
was free from infection so as to be suitable for use as a colouring medium
for an article of food like butter. This was, of course, an extreme case,
but there have been quite a few cases where factories were housed in
ramshackle unhygienic buildings, equipped with inadequate and ineffici«
ent machinery and operated without any regard for economy of cost or
the quality of the product. Obviously, such units had not the remotest

chance of establishing the industry on a sound and stable basis, In all
such cases, therefore, the claim for protection was rejected by the Board,

.19, Undoubtedly, the most important point of the Board’s ihquiry
is to determine the fair selling price of:the indigenous article for which
protection is claimed, because it is on the basis of a comparison between
such fair selling price and the landed cost of the corresponding import
that the Board decides whether there is any need for protectmn. and if so,
what the amount of such protection should be, But, in the context of
the present-day economic conditions in this country as well as all other
countries of the world, the determination of such a price involves so
many variable factors that there is always a risk that the Board's estimate
may go wrong by a large margin, which would vitiate its findings. on the
Guestion of the appropriate amount of protection. We may discuss some
of these factors in order to show the nature of the difficulties that are met -
with in estimating the fair selling price. In the first place, w1th a few
notable exceptions, most of the firms do not follow a scientific system of
cost accounting or maintain adequate and satisfactory cost data, This is
the case not merely with the wartime industries; it applies almost equ-
ally well to many of the established major industries in the country.
Such being the position with regard to the cost data, the Board has to
frame its own estimate of cost in the light of standards as given in the
technical books or simply on the basis of a detailed discussion with the
smanufacturer in respect of every important item of cost, In this connece
tion, it may be mentioned that, in selecting representative factories, the
Board has to consider, among other things such as productive capacity,
efficiency, and location, also the nature of the accounts maintained by the
firm concerned. In the second place, owing to shortage in the supply of
raw materials and stores and uncertainties regarding the import control
policy, the manufacturer cannot correctly forecast what the demand will
be and what production he can achieve in the next two or three years,
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And if there is any large deviation from the cxpected ﬁgure of produc-
tion, the allocation of overheads as an element in cost would go all: wrong,
In the third place, with a highly unstable price-wage structure, ' it i§ ex-
tremely difficult to estimate how the rates of payment for the different
factors are going to vary. Apart from such difficulties which are caused
by the extreme variability of the main elements of cost, there are certain
other factors which are indeterminate in character and which call for the
exercise of discretion on the part. of the Board, Thus, for instance, in
assessing the value of the fixed assets or fixed capital of a manufacturing
establishment, the correct procedure would be to take the current re-
placement value of the assets as they stand today. In periods of stable
costs-prices structure, replacement value would be equated to the original
value of the assets minus the amount of depreciation which has been
written off to date, But in times of inflationary costs and prices, the
determination of the correct rate of depreciation would itself be an ex-
tremely difficult task and, consequently, also the assessment of the
replacement value, Since, however, no scientific or satisfactory
method of solving this problem has been evolved in India or else=
where, the Board has adopted the practice of assessing the
fixed assets at their original book value and allowing deprect-
ation at rates which are allowed for income-tax purposes. It
cannot, of course, be claimed that this is the right solution of the problem,
but this particular procedure has been found to yield tolerably satisfactory
results in practice, and it has been generally approved by a large majority
of the manufacturers.. As regards working capital, the Board examines
the requirements item by item and fixes an amount on the basis of three.
four or six months’ expenses of production. And, normally, the practice
of the Board is to allow for interest on such workmg capital at the rate of
four pet cent. per annum. As to profits, this is provided for as a certain
percentage on the original value of the fixed assets. In the case of war-

" time industries, the figure is 10 per cent. and in the case of pre-war indus«
tries -it varies from 6 to 10 per cent. according to. the nature of the
industry.. In the recent inquiry into the case of theé sugar industry, for
instance, the rate of profit allowed was 10 per cent. and it was found that,
after deduction of taxes, the balance available for managing agency
commission, reserves and dividends would work out to 665 per ecent, on
the paid-up capital,. The fair selling price includes two other special
elements, viz., freight disadvantage and allowance for prejudice. Freight
disadvantage arises from the fact that whereas the importer can, without
incurring any railway freight, land his goods at all the principal ports,
which are also the principal consuming centres, the indigenous manufac-
turer has to bear such freight to despatch his goods to all the ports other
than the one where his factory is situated. The extent of such disadvan.
tage is estimated on the basis of the actual proportion of sales in the
different markets -and the estimated differences in the freight rates in
respect of such markets. As to prejudice, this .will be discussed in thg
next paragraph along with the question of quality,
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" 20. In assessing the claim of an industry for protection or assistarice,
the Board has to inquire whether the article produced by such industry
is of a sufficiently good quality to make it acceptable to the consumers,
The quality may have several aspects, such as serviceability, durability,
finish and appearance. In a majority of cases of war-time industries, the
quality of the indigenous product is found to be below the standard of
the imported article. This may be due to inexperience or lack of skill
and proper technical guidance or non.availability of suitable raw mate-
‘rials or insufficient and antiquated machinery. The Board, therefore,
attempts to ascertain what is the nature and extent of the inferiority and
‘what is its cause. If the Board finds that the inferiority is'of a minor or
superficial nature, which may be easily remedied, the quality is judged to
be satisfactory. Secondly, if it is found that the article is not so defective
as to be seriously harmful to preduction or altagether unsuitable’ for
- consumption, then, it is certified to be acceptable. In arriving at a con-
clusion in this matter, the Board depends primarily on the evidence of the
consumers and users and, to some extent, on the advice of technical
experts., The Board also attempts to find out how far the manufacturer
has taken steps to remove the defects of the article and whether there
has béen a steady improvement in that regard. In a large number of
cases, it has been found that consumers would not agree that the quality
of the indigenous product is satisfactory or even tolerable, whereas the
manufacturer would claim that his product is practically as geod as thé
imported article, but that the consumers' opinion is prejudiced by the
fact that the indigenous article is new and unfamiliar to them. For purs
poses of coming to a fair conclusion on the “subject of quality, the Board
‘has adopted a few working rules. If the consumers$ are unanimous that
the quality is unsatisfactory and unacceptable, and if such-opihion is alsé
supported by technical experts, the Board has no alternative but to disrhiss
the case. On this basis, the Board rejected the claim for -protection for
fire hoses, If, on the other hand, a reasonablée number of consumers
approve the quality and technical experts endorse their view, the Board
gives the benefit of the doubt to manufacturers. Thus, for instance;
in the important case of cotton textile machinery, while the opinion’ of
cotton mills on the question of quality was divided, the majority of the
experts declared that the manufacturing process actually followed was
correct and that the guality of machines was satisfactory. The Board
-decided that the industry was eligible for protection in so far as the
‘quality of its products was concerned. Incidentally, it is intersting to’
‘note that the cotton mill industry, which. was in the vanguard of the
fiscal autonomy movement and which had itself been benefited by the
policy of protection, is found to be generally unsympathetic to the claims,
for protection made by the manufacturers of ancillary .articles, such as
bobbins, starch, pickers, etc., which began to be produced in'India during
war-time to meet the essential requirements of the cotton mill industry
itself. However, there are quite a few cases where the evidence regarding
the quality of the product is inconclusive. In all such cases, the Board
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has recommended that the Indian Standards Institution should evolve
suitable specifications for such products and that an article whick con-
forms to such specifications should be automatically regarded ‘as having
the requisite quality, Necessary specifications bhave been already laid
down by the Institute in respect of a few articles, But, for a majority of
‘cases, such standards are yet to be evolved; the process will tak: a consi-
derable time but, in the meantime, the dispute regarding the quality wil]
persist. In such cases, the Board has attempted to persuade the manu-
facturers and the consumers to establish a liaison through a joint commi-
ttee and attempt to solve the problem in a co-operative spirit. One such
case was that of jute mills versus jute mill bobbins. In this case, the
Board suggested that the two parties should form a joint committee,
which would inspect the bobbin factories, draw up a list of approved
-manufacturers, make an estimate of their productive capacity and invite
jute mills to purchase their requirements of bobbins to the limit of the
capacity of such factories. Such a committee was appointed- and it drew
up 2 list which included only two or three factories, The bobbin manu-
facturers held that the selection was unduly strict and arbitrary and did
not accept the committee’s recommendation. A similar dispute has also
been going on for the last three or four years between the tea gardens and
plywood tea~-chest manufacturers.. It may be noted that tea and jute
manufactures being the two largest dollar earners at the present time,
precaution has to be'taken to guard against the risk of their production
and trade being adversely affected by the use of unsuitable tea chests
and bobbins respectively. .One special source of difficulty in this
case is that both the tea gardens and jute mills have their
long-standing trade- connections with the. British tea chest
and bobbin manufacturers respectively and that it is to the personal
advantage of the managers concerned that the article should be purchas-
ed in the U. K. - The best solution of the difficulty in such special cases is
to lay down standard specifications for the ancillary articles and appoint
qualified inspectors to ensure that such specifications were being adhered
to, so that the consuming interests, namely, tea gardens, jute mills, etc.,
can have no legitimate excuse for not patronising the Indian-made arti~
cles. However, the fact remains that the consumers as a rule havea
prejudice against the articles manufactured by the .war-time industries,
In consequence of such prejudice, which may be based on real or fancied
differences in quality, they are prepared to pay a higher price for an im-
ported article than for the corresponding indigenous product, In deter-
mining the amount of protective duty, the Board provides for this fact or
by an enhancement of the duty to the necessary extent. The prejudice
is generally rated at a certain percentade of the price of the imported
article. Thus, for instance, if the Board’s finding is that the allowance
for prejudice should be 10 per cent., such percentage would be added to
the duty which would be otherwise required to equate the landed cost of
imports to the fair-selling price of the indigenous article, The purpose
of this extra duty is to enable the indigenous manufacturer to sell his
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article 10 per cent cheaper than the imported -goods. In a‘ number of
cases, the allowance for prejudice is as high as 25 per cent, but the Board
is fully satisfied on the basis of evidence that such an allowance is neces~
sary for effective protection. .

21. The amount of protection granted to an industry is so determin_ -
ed that it may equate the duty-paid landed cost -of the imported "article :
to the fair selling price of the indigenous product. In the majority of:
cases, it was.found that the then current revenue duty would be adequate .
to protect the industry. In such cases, the Board merely ‘recommended
the conversion of the revenue into a protective duty. Even though the.
rate of the duty was not increased, its conversion into. a protective -duty
served to give an assurance to the industries concerned that Government
would not allow their position to be jeopardised by unfair foreign com-
petition, - Moreover, so long as an article is “on the protective list, its
manufacturer is entitled to demand a revision of the duty under Section- _
4(1) of the Indian Tariff Act, if and when there is an' appreciable fall in-
the price of the imported commodity. - Consequently, such conversion of
a revenue into a protective duty has-been acknowledged by the industries.
to be necessary and helpful to them. From November 1945 to January.
1949, thirty-seven industries were granted protection ; of these, 31 were-
cases of conversion of the revenue into a protective duty. Notable cases -
of an appreciable increase in duty were :—

¢ -

A 1) gnndmg wheels, the. duty bemg ralsed from - 10 to 80 pex:'
cent,’;

(2) preserved fruits, ‘the duty being raised 'from 30 to 80 per
cent. ; ' '

{3) alloy, tool and special steels, the duty being raised from 12 to.
30 per cent. ; and

(4) motor vehicle batteries, the duty being raisedﬁ from 45 to
87} per cent.

In such cases, the Board has estimated that the incidence of the increase
in the duty on the consumer would not be appreciable. Considering the * *
serious inflationary sttuation in the country during the last five years, itis
not surprising that high duties had to be imposed in a few cases. On the
contrary, it is rather remarkable thatin-more than 80 per cent. of the ‘cases-
examined by the Board, the duties required to protect Indian industries’
did not exceed the general rates of revenue duties. In a few cases of basic'

commodities as, for example, caustic soda, aluminium and soda ash, the!

scheme of protection provides for the payment of a subsidy combined with”

an increase in the duty; the scheme is so devised that’ the additional
revenue realizable from the increéased duties would be sufficient for the”
pavment of the subsidy. Protection by such a method imposes a smaller”
burden on the consumer, but it deprives the State of the benefit of the"
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additional revenues ‘and it is also not administratively feasible in -
many cases. Besides recommending protection by means of a duty
or subsidy, the Board has also, in_a larfe number of cases, proposed the:
grant of other assistance, such'asthe refund of the:import duty on raw-:
materials, adequate supply of steel, special facilities for transport, allot-
ment of Dollar Exchange for the purchase of machinery from the U. S. A,
and preferential treatment for protected articles in the matter of stores-.
purchase. Moreover, in quite a few cases, the Board has recommended
that, so long as import control has to be continued for balance of payment
considerations, it should be utilized as far as practicable for the benefit of
protected industries. -On a review of the measures of protection adopted
during the last four years, it can be said that such protection has, on the'
whole been falrly moderate in degree. :

2 Durmg the years 1946 and 1947, the interval between the submls-
sion of a Report by the Board -and the- announcement of Government
decision thereon was from six to twelve months. There was then the:
Congress-l.eague Coalition Government at the Centre and, as is wells
known, due to lack of unity and cohesion in the Cabinet, the machinery-
of Government did not move with anything like normal speed.  After the
attainment of independence on 15th . August 1947, the Ministries were far’
too engrossed in tackling urgent and abnormal problems arising out of the
partition to attend to the business of dealing .with current economic
questions. Since the beginning of 1948, however, there has been a notable
improvement in this regard and Government have taken -only one or two
months in announcing their decisions on the Board's Reports. Such
Reports, in the first instance,  are considered by an. inter-departmental
committee of the Ministries of Commerce, Industry and Supply, Finance
and, in appropriate cases, as for example, starch, preserved fruitsand
sligar, also of the Ministry- of. ‘Agriculture, If the committee agrees with
the Board's recommendations, the Ministry of Commerce, with the forma}

Approval of the Cabinet, issues-a Resolution, stating the main recommen-
dations of the Board and Government’s decision thereon.

. 23.. Government have so far invariably accepted the recommendatwnsj
of the Board on the main question of the grant of protection 10 different
mdustnes and with .the exception. of three or four cases, they have also
accepted the Boards spec1ﬁc proposals regarding the extent, form and.
penod of protection and assistance. Ina few cases, however,e. g., grinding .
wheels, preserved fruits and motor vehicle .batteries, in whxch the Board.,
bad recommended protection for three years, Government reduced the
penod to one year in the first instance, because they.thought that the
dut:es proposed by the Board were abnormally high and could possibly be.
reduced or replaced by subsidies at 2 later stage. .In all such cases, how- .
ever, when the initial penod of one year had elapsed Government found
that it would not be feasible to reduce the scale of duties or grant .
subsidyin lieu. of- duties, and ultimately, accepted the Board's original,
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recommendation regarding the form and period of protection. In this
connection, it may be mentioned .that,}during the last_three years, there
has developed a convention to the effect that the Board should ' be
regarded as an independent, semi-judicial body and that, except.where
Government have come into the possession of substantial facts which were
unknown to the Board at the time of the inquiry or where there are gver-
riding considerations of policy, :the’ Board’s recommendations should be
accepted as a matter of course. .In such exceptional cases as'are indiga-
ted above, Government invariably placerbefore the Board their own poipﬁs
of view supported by relevant facts and ask the Board.to reconsider its
original recommendations, In a few such cases, the Board has modified
its original recommendations in the. light of the new facts furnished by
Government, but in other cases, where the Board was unable to agree to
the Government proposals, a compromise formula was evolved and agreed
to. It.is only fair to state that, during the last few years, there has bean
-an increasing recognition in the higheét quarters that it is desirable in the
-public interest that such independence on the part of- the Board should
be respected. - : e e

‘Il Future Policg, .. .

.. ..24. . Government have recently constituted the: Planning Commis-
,sion.. The main function of the. Commission will be to” draw ip-4. com~
.prehensive plan for optimum utilization of the material and human. re-
.sources of the country and for the expansion of its social services, .and
_suggest ways and means for its implementation with as great-speed as may
be practicable from time to time.. .It may be taken for granted that, in
_such a plan, an integrated development of basic engineering and chémical
.industries as well as large~scale and small-scale consumption goods indus-
-tries, will have a high priority,. It mayalso be assumed that, in the. con-
.text of the overall plan, the Commission will proceed, at an eatly stage, to
-review the working of Government's industrial policy .and re-formulate
. its scope and implications in fuller detail than has been hitherta done.
- More particularly, the Commission will have to demarcate. the - provingce
- of State undertakings from that of private enterprise and also. enunciate
the principles which should govern the future State policy regarding the
: nationalization of the more important industries. which are’ at. present
: under private ownership and management. In the meantime, however,
- we may proceed on the basis that the plan will provide for. 2 ¢ompara-
. tively small sector of State undertakings and a very largesresidual - sector
- of private enterprise, and lay down at different .successive stages -the
. vorder of priorities in respect of both the sectors. The question will then
- atise~—what will be the ways and means of ensuring  that the targets -of
production are achieved within the pzriod that may be fixed at each stage
.of the plan 2.. In discussing this subject of ways and .means, i we. Bdve 1o
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keep clearly and steadily in view three important limiting conditionst
first, that the plan will be governed by the necessity to have its working
justified before the Parliament and the electorate, more particuldrly with
.regard to its economic results; . second, that it will provide for 'a large
private sector operating side by side with a public sector ; and, third, that
.it will have to comply with thé minimum requirements:of an inter-
-national economic order. We may point out two important implications
.of the limiting factors stated above : First, in speeding up the develop-
.ment of industries according to the plan, we shall have to confine ourse
s¢lves'to the use of such methods as are sanctioned by international
.usages and conventions That is to say, we shall be permitted to employ
mainly protective duties and subsidies to stimulate the growth of indus.
tries. Second, éach public undertaking will have to justify - itself prim.
arily by passing the test of economic efficiency on the same basis as
applies to private enterprise, and the most effective test for this purpose
.will be to examine what amount of protection or assistance would be re-
‘quired to equate the fair selling price of its products to that of the com-
petitive import. From what has been said above, :it would follow that
the implementation of the plan for industrial development will require
the aid of protective tariffs and subsidies. That being so, it is necessary
for us to discuss what the policy of protectlon should be in the proposed
system of planned economy, "5 | - -

.25, As indicated in the preceding paragraph, the scope of .protec-
-tion should include -both the. public and private sectors. . Since, however,
-the order of priorities will be laid ‘down by the Planning Commission,
‘tariff investigation will not be concerned, with the task of deciding whe-

ther a particular industry deserves to be speedily developed and the main
:pomt of the investigation :will be to. ascertain whether the industry
‘requires portection.and, if so, what should be the extent, form and period
-of such protection. Such an investigation will also bring out whether
-the industry was being run on sound and. economic lines, what its short-

comings are, and what steps should be taken to remove such defects. If
‘the industry is one falling within the public sector, the tariff investigation
.will show ‘whether the undertaking was being managed by the State
“Corporation with a reasonable degree of efficiency and, if -not, what the
.reasons were. In the past, the scope of protection . was limited to indus-
- tries which were already established, and it did not extend to unborn or
“embryomnic industries, There may be certain industries which involve the
Cinvestment of .considerable capital and entail high risks, and it may be
- that the necessary funds for starting such industries will not be forth-
- coming without 2 prior assurance 'being given of State assistance on an
-adequate scale. The .automobile industry,. ship-building, synthetic dye.
~stuffs and machine. tools, for instance, may be placed in this category. In
" sueh ‘cases; therefore, it will be necessary to decide in. advance what
. amount of assistance was likely to be required and whether such assistance
cwould be given in case.such  industries were started. . The proposal . to
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increase the rate of revenue duty on certain automobile parts and accesso-
ries by 30 per cent. (i. e., from 60 to 90 per cent, for the standard rate and
54 to 84 per cent. for the British preferential rate), which was recently put
up in the current Budget Session of the Parliament, is a case in point.
Certain automobile assembly factories proposed to undertake the manu-
facture of these parts and accessories but, in the absence of a prior
assurance of adequate assistance from the State, could not undertake the
heavy outlay of capital, because it would involve considerable risk. To
meet the requirements of the case, Government proposed to increase the
rate of revenue duty in the new Finance Bill, but the special procedure
adopted by Government was strongly objected to by several Members
in the course of the debate on the subject. It may be that the measure of
assistance proposed to be given in this case is justifiable, but it is desirable
that the grant of such assistance should in future be based on the findings
of an independent inquiry and that it should be given in the form of a
protective duty or subsidy. However, this case shows that the scope of
protection should also be extended to embryonic industries, As regards
the determination of the amount, form and period of protection or assis-
tance, the technique of investigation evolved by the Tariff Board has been
found to be sound and suitable, but there is room for improvement in its
application. Such improvement will, however, depend primarily on the
availability of satisfactory statistical and cost data.

26. Judging by the experience of tariff-making in the U. S. A. and-
the British Commonwealth, the function of deterwining the extent, form
and period of protection should be assigned to an expert tariff-investiga--
ting authority Such a body should also” have all the other functions
which are exercised by the present Tariff Board. Another function which
may be properly given to it, will be to tender technical advice to Govern-
ment in connection with tariff negotiations and undertake a.periodical.
review of the working of trade agreements. To ensure that tariff inqui--
ries are conducted with complete impartiality, it is necessary that: such-
an authority should be distinct from and independent of the administra-
tive and legislative organs of Government in so far as its fact-finding
function is concerned. In other words, it should have an autonomous and
semi-judicial status. Further, for the sake of consistency and continuity
of policy, it should be permanent. Furthermore, in order that it may be
endowed with the necessary authority to summon witnesses and order
production of documents, it should be statutory. An *independent statu-
tory body will have sufficient prestige to attract men of high calibre to
serve on it, It will also be able to inspire public confidence., The work
of such a tariff-investigating authority, which may be a Tariff Commission
or a Tariff Board, will be invested with high importance for the welfare
of our young democracy which is about to embark upon a great adventure
of economic and social planning,



R R. Kale Memonal Lactures.

- 1938--’1‘1:& Sacial Proceas. By Dr.G. S.Ghurye. meesm of Socmlogy. Bombay --
Umvemty Price Ag, 8, .= - )

-1939—Federattorn Veraus Freedom: “By Dri’ 'B R;Ambedkar,v.li.;.-‘.',éu. D Qe 85
M. L2 ]. Py Ba:-n Law. Price Re, 1,

‘1941—-The Problem of Abongmes in Indm., By A, V Thakkar r. €, "R Pnce Ra.

_1942—APlea for Pla.nning in Co-operatmn. By mGunth L. Mehta. ,u.‘ “'f Pnee--'j
. As.lz. {Ontufprmt)

1943—-'I‘he Formnon oi Fadmauomh By S, G. Vazq Pna& RI. 1—8. :

l%&—-Centzal Bankingin Tndia ;.- A Retrospect By Sir Clnntama.n D Deshmukh.
Governor, Reserve Bank of India. Price Rs. 1-8-0. ‘_ : .

1949—Publu: Administration in Democracy. By D; G. Karve, Pm:e Rs. 20r 3;.__f |

. o

- por:tiscoﬁnéng_}’ub;;c ations i

l. Socia.l Snwey of Kol‘hapn: City. .
Part II—Inﬂusu-y, Trade and Labour.

_if, P.aona : A Socio-Economlc Sm.._,
- Part II—SochogIcaI

3. -Sholapur: A"Socio-Eco_nomic- Sarvey.

Agents for the male of our publications ia the United Kingdom ¢ .
e _B.F. Stevens & Brown Lid.: .
New Ruskin Houss, 28-30 Little Russe] Strest,
- LONDON, W.C. &,

.

' Printed by Mr, K. a. Bharangpani at the Aryn‘bhuaha.n Pran, -
: . ¢ i 915/1 Shivajinagar, qum 4 '
o and
Published by Pri.n. D. R. -Gadgil, M, A.. M, tht., at Gokha.le Inatitute.
of Politios and Enonomiol Poorna 4



Publications of the Gokhale Institute of
Politics & Economics; Poona 4.

No. 1:~The Salaries of Public Oﬁmals . in Inodia. By D. R. Gadgil, 1931,
{ Out of print).

Nc. 2 :~Imperial Preference for India (The Ottawa Agrecment Examined ).
D. R. Gadgil, 1932. (Out of print).

No. 3:—A Survey of the Marketing of Fruit ia Paona. By D. R Gadgll and V R.
Gadgil, 1933, (Out of Print ).

No, 4:—A Snrvey of Motor Bus Transportation in Slx Districts of the Bombay
Presidency. By D. R. Gadgil and L, V. Gogate, 1935, {Oaut of priat ).

No. 5 +==Urban Handicrafts of the Bombay Deccan. - By N M. Joshi, M. A, 1936.
{ Out of Print ). -

No. 6 ---Legialahve Proteenon and Relief of Agriculturist Debtors in Indm. By K. G
Shivaswami, 1939, (Out of Print).

No. 7:—A Survey of Farm Business in Wai Taluka, By D. R. Ga.dgil and V. R.

X Gadgil, 1940. (Ont of print).

No. 8 :—The Population Problem in India.—A Regxnoal Approach. By N. V. Savani

- '1942. (Out of print).

No. 9 :—Regulations of Wages and Other Problems of Industrial Labonr in India. By

" D. R.Gadygil, (Reprint, 1945 ). Prica Rs. 5 or 10s.

No. 10:—~ Warand Indian Economic Pul:cy. By D. R. Gadgil and N. V. Sowani,
1944, {Out of print).

No. 11 :—The Aborigines~ “* So-called '’ —and Their Fature, By G. S. Ghurye.
Professor and Head of the Department of :Seciology, University of Bombay.
1943, {Out of print).

No. 12: Poona—A Socio-Economic Survey, Partl: Economic. By D. R. Gadgil
Assisted by the Staff of the Institute. Royal 8vo. Pp. 300, 1945, Price Ra. 15,
or 30s.

No. 13: Federa.tmg India. By D. R. Gadgil, Demy 8vo. Pp, 117, 1945, Price Rs. &
or 12a,

No. 14 :—The Socio-Economic Survey of Weaving Communities in Sholapur, By -
R. G. Kakade, Demy 8vo. Pp. 221, 1947. Price Rs. 10 or 208

No, 15 +=The Federal Problem inIndia. By D. R. Gadgil, Demy 8va. Pp. 203,.
1947. "Price Rs, 8 or 16s. '

No. 16 :—Bombay Finance-=1921-1946. By T. M. Joshi, Demy 8vo. Pp. 220. 1947,

’ Price Rs. 7-8-0 or 15s. -

No. 17 :—Economic Effects of Inigaﬁon { Repart of a Sorvey of the Direct and
Indirect Benefits of tha Godavari and Pravara Canals). By D.R. Gadgil. Damy
8vo, Pp. 184, Price Rs, 8 or 16s.

No. 18:—The Social Survey of Kolhapur City: Part I: Population and Fnruhty.
By N. V. Sovani, Assisted by the Staff of the Institute. Demy Pp. 86, 1948.
Prica Ro. 4 or 83,

No. 19 :—Some Observations on the" Draft Contulunon. By D. R. Gadgil. Demy
Pp. 112, 1948. Price Rs. 3 or 4s. 64.°

Na. 20 :=Reports of the Commodity Prices Board. Ed:ted by N V. Sovani, 1948.

" Royal 8vo. XX + 236, Price Re. 10 or 135,

No. 21 :—Post-War Inflation in Indla—A Survey. By N. V. Sovani, 1949, Royal.

§vo, Pp. 100 Price Rs. 5 or 75, 6d.



