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EXPORT PROMOTION COMMITTEE
New DeLmi,
15th September 1940-

Lo
The Secretary to the Government of Indiay

Ministry of Commeree, _
- New Delhi.

BIR,
- . . xport: Promotion
I am directed to submit herewith the report of the Expo 64.CW(34)/49,

Committee constituted in terms of the following resolution No.
of the 9th July 1949 of the Government of India, Ministry of Commerce—

p . \ . . ern the unfavourable
The Goversment of India have viewed with great conc eys snd means

belinee of trade position of India and have been considering weys 8n¢ | :

to"achieve a balance between exports and imports. With this end in m:ﬂ ;I;f;;
have decided that 8 committee should be appointed to make ‘rppommeﬂ
for stepping up exports with the following terms of referemce:=-

' ' i " fo dopted foe

(1) To make recommendations as fo the measures fo be ac X
stepping up exports so as to achieve balanced trade, with parti-
cular re_ferenpe to exports fo ha,rd currency countrigs. -

(2) To examine impediments in the way of inereased expokts ‘pa’rtmul”;ﬂ:
price, quality and licensing mechanism, and fo suggest wha
should be done to remedv the situation.

(8) To make recommendations on any other matter relevant to the
main subject of promotion of export trade.

9. The Commitfes will consist of—

Chairman.
Shri A. D. Gorwala.

Members.

. Bhri K. D. Jalgn.

Shri Debes Chandra Ghosh.

. Shri Ratilal Mulji Gandbi.

. Prof. D. R. Gadgil.

Mr. G. Euthymopulo.

. Shri Abdul Jalil.

, Une representative of labour.

One representative of primary producers.

. Deputy Director General (Developmen} non-engineering), Ministry of
Indusiry and Supply.

30. Shri L. K. Jha (Member-Secretary).

C D SO ® N

Government may appoint further members to the Committee a8 and

when Dpecessary,
148 M of Com.
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The Committee may ao-opt technical officers ot the Guvernrient of India

as members when relevant matters relating to their work come up
for examination.

The Committee is accordingly requested to undertake the mnecessary
-enquiries and to make its recommendations by September 15th at
< the latest. The Committee may submit interim recommendations
- where they find that immedinte action is called for acd can be
. taken without waiting for the full report.

The headquarters of the Committee will be at Bombay and it may visib
such places as it may consider necessary for the purpose of this
enquiry. The Government of India trust that firms, Chambers
of Commerce, Associations and persons who are iaterested or
Imowledgeable in subjects coming under the inquiry will afford she-
Committee ull the assistance that it may require and will comply
-with any request for informution that may be made.”

3. Prof. Gadgil was unable to join the Committee. The representatives of
“labou-r and primary producers respectively were Shri Harihar Ngth Shastri and
Shri Upendra Nath Barman.

4. The Committee began its first session on the 22nd J§ uly 1949 in New Delhi.
“Ten meetings of the Committee were held in Del!n, seven in (_Jalcptta and the
west in Bombay. The final séssion of the Commitiee for consxderl_ng the draft
-;-eport began in Bombay on 1lth Septembelj and the {:eport was signed on the
15th September 1949 by all the members éxcept Shri D. C. Ghosh who was
aunable to attend.

5. At its concluding session, the Committee desired that its high appre-
siation of the work of the Chairman should be conveyed to Government.

Yours faithfully,

L. K. JHA,
Member-Secrelary.
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PART 1
PRINCIPLES
Balance of Payments: an Analysis

The appoiniment of the Committee arose oul of the serious problem in
relation to the balance of payments faced by the country at present. It will,
therefore, not be out of place to. make general observations on the nature - of
the balance of payments problem in India and the extent 10 which a policy
htiecting exports unilaterally eould be successful in dealing with it.

2. The mechanism of dealing with the problem of balsnce of payments
Wnder conditions of laisses faire economy was that of adjusting either the ex-
change rates or the internal level of prices. When there = was & divergence
between the internal and external levels of prices, imports into a country were
encouraged and exports correspondingly discouraged. - This created & gap
between the volume of resources earned by the country abroad and thp pay-
ments it had to make to foreigners. Buch a gap could be met for @ time by
drawing on accumulnted foreign resources, by export of capital or gold or by
borrowing abroad. In. the meanwhile, the action of free imports of _cheap
fureign goods was expected suitably to depress the internal prices and bring
them in line with the iuternational price levels. If for any reason, sich realign-
ment of internal and international price levels was not possible and an adverse
balance of payment continued for any length of time, pressure would be
brought on the rates of exchange. A ‘continuous adverse balance of trade which
was either not rectified by an appropriate change in price levels or could nct
be finunced by external credits would result in depreciating the va_lue of the
eurrency of the country in terms of cubrencies of the other countries. On the
other hand, exchange depreciation could also be used as a means of correcting
an unfavourable balance of trade when' it was thought for any reason Deces-
8ary not to let the changes in the international price level press he?“’lly on
zhe level of internal prices. In a laissez faire economy international prices and

 ternal prices, the rates of exchange ‘and the ability to obtain eredits abroa
K.do export gold abroad, were all closely inter-related.

B o 1t cannot be said that the adjustments indicated above vrere prought
about always either with rapidity or ease. This was specially the case during
the...inter—War reriod. For the larger part of this period control exercise
over foreign trade by most countries was small and reliance was placed_ on
sdjustment of exchanges and levels of prices under comparatively competitive
conditions to bring about the necessary balances in international payments.
Under stress .of the depression of the. thirties, however, a pumber of countries
resorted to policies of deliberate exchange depreeiation or restrictions of forelgg
trade in order to achieve certain ends of internal economic policy and balance.
This is not the place to discuss how far these measures were either justified
or successful. It ls however appropriate to point out that India was nob one
of the countries which adopted these réstrictive or regulhtory practices, and a}so
that!:the :pttainment of a balance ‘of 'foreign paymeénts during the depression
Years cost India a-large part of its accumimulated hoards of gold.

4. Whatever visw one may “hold - regarding thé¢ automatic sdjustments of
fiztince of payments brought about ina leisses faire economy, it must be re-
cogniged that those methods of adjustment are’'not at present available to us.

he entire foreign trade of most countries of the world wes under governmental
rogulation and eontrol for all the war years. In the post-war period, there has



been some relaxation of controls over foreign trade in Indis and in other
countries. However, in most countries of the world it has not been possible to
go far in this direction. The main reason for this appears to be the lack of
basic adjustments in fundamental economie conditions without whmh. it is
considered dangerous to relax the controls over foreign trade. The period of
transition which had been anticipated as being necessary to bring about these
sdjustments hes been much longer than had been expected. Fundamentally,
the necessary basic adjustment is that between the value of the currency of
n countr{ as reflected by its internal price level and the level of international
prices. In wartime, movements of price levels in the various countries had
not been uniform and the policies pursued in the budgetary and monetary
spheres by the different countries in the post-war period have also not been the
same. TYor India, the value of the rupee declared to the International Monetary
Fund was placed at its prewar level. It is doubtful whether at the time of the
declaration the internal price level was adjusted to the value of the monetary-
unit. And the necessary adjustment of the Indian price leve)l to the inter
national level of price has been actually mude more difficult by policies declarea
in 1947-48. Therefore, as long as a more reasonable relation between internal
and international price levels is not established and resort cannot in the alterna-
tive be had to exchange depreciation, a continuous control of foreign trade and
watching of the balance of payments situation closely becomes imperative, Tt
is noturally the hope of all that resort to exchange depreciation should ulti-
mately not be necessary. But the possibility of avoiding an adjustment
in the value of currency depends on the effectiveness of the action in bringing
about the necessary changes in internal price levels within a ressonable period.
It may be remarked that the adjustment of the value of the currency here
referred to is not only in relation to the currencies of the hard currency area.
The disparities in the movements of internal prices ond prices abroad are in g
large measure responsible for the adverse balance of trade now experienced by
India. On a superficial examination of $he present position, there would thus
be required considerable depreciation of the rupee even in terms of sterling for
bringing about ‘the fype of adjustment that would have Leen brought about
under conditions of laisses faire. 1t is clearly not in the interests of the country
that such an adjustment of the value of its currency should be foreed upon it,

5. The other check %o a continued maladjustment of balance of paymentg in
8 free economy would be lack of foreign credits or internal liquid resourceg by
means of which the gap could be covered. It happens !:hat the ncgum}zlatio(
by India of sterliug balances during the war has temporurily made this diffe— g
of little account. The continuous availability of large balances uhroad during
the post-war period must be held respc1?s1ble for the urgemey and geavity of
the. balance of payments position mot being brought home early enough to or
its not being considered serious encugh by the Government or the people of
India. If these resources had not been available—just as il the gold-hoards
had pot been available during the last decade—government would have been
fcreed to take sction either in relation to imports or in relation to the internal
price level. It could postpone action only because of the possibility of reliance
on these accumulations.

8. The above wil] have made it clear that the present problem of the balance
of payments is a problem arising chiefly out of certain iundament&} maladjust-
ments in the economy. As loug as these are not corrected, considerable res-
trictions on foreign trade will be found to be necessary. And in the absence
of such restrictions, u frittering away of our hard-eamed balances is alinost
inevitable. In view of this, we fake it for granted that &n fPpropriate re
gulatory policy in relation t0 imports will be an important pnrt of ’the Goveril-
ment drive towards the attainment of a balance of international pavments. 1t
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is 0bv10}13 that there are certain basic needs of the country which can only be
met b_y imports; the deficit in food, as long as it exists and our lacking essential
materials like petroleum must always lead to substantial imports. It is. alse
extremely important for the couniry to import capital goods both for replace-
ment and development purposes. In the circumstances, an order of priority
for imports and a system of qualitative and quantitative restrictions on imports
must be ma}ntained. There is also a close connection between imports and
exports, This is especially close in countries which export goods manufactured
out of imported raw materials. Relation between imports and exports is not
equally close in India. MHowever, manufacturing activity whether leading to
exports or to the avoidance of large imports for internal use does require sub-
stantial imports of essential materialg of all types. Thus the import programme.
and import priorities would look not only to basic needs like food but also to
the operation of the whole economy and its ability to produce primary and:
secondary goods both for internal consumption and for export.

7. At this stage, it would be appropriate to refer to changes in policies of the
Government of India regarding imports during the post-war period and es-
pecielly to the loosening of import =~ controls as part of the anti-inflationary
drive during the last year. The restrictions on imports and the list of su'luc.I o
that could be imported with no special licences have undergone Iany and wide
fluctuations during the post-war period. At times it has been felt that severe
restrictions on imports were necessary in order to conserve essential exchange
resources and at others it has been he!d that the inability to utilise the avaﬂf.'b.le'
foreign exchange resources by making adequate imports was compromising India’s-
position in international agreements. Import policies have fluctuated from On&
extreme to another according to the sentiment powerful at any particular time.
1t is difficult to say to what extent the variations in the values of imports were
due to fluctuations in import policies and to what extent they were due to other
factors such as availabilities and price-relutions. It is obvious that the lack of
import regtrictions may lead to a deficit balance in international payments when
a mal-adjustment of price-levels invites such a deficit. The fundamental reason
for the balance of payments difficulties must be held to be the maladjustment
in the price levels. It may be said that the non-emergence of an _adygr.se
balance in 1947-48 was at least as much due to the lack of export availabilities
in industrial countries and the comparatively small gap between Indian and
other prices us to the restrictions laid by the Indian Government cn imports:
On the other harid, the rapid spurt of fmports of all varieties of goods durng
the last 12 months has been the result, fundamentally of the previons.in-
flalicnary rise of prices in India. The rise of prizes that took place in Indiz
during the first three quarters of 1948 made the Indian marlket considerably
more attractive o foreign goods than other markets. 1t was this which was
primarily responsible for attracting large imports. It must ab the same time
be admitted that the contemporaneous lonsening of import controls made 1
poss'.blr? for importers to take advantage of the possibilities of making profit
in the Indian market opened by the rise of prices.

8. Tu view of this, it is instructive to note that the Iiberalising of the open
genernl Hoence is considered by some to have been a part of the anti-inflationary
drive of the Government of India. The statement may be interpreted ns ruean-
ing that the Government of India desired to check the tendency of internal
prices to rise by bringing in imports of consumer goods which only shows how
the inability of Government in the absence of an appropriate budgetary, credit
and control policy, makes it adopt temporary palliatives which may lead to an
ultimate worsening ol the situation. The inability of Government to check &
rise in prices of manufactured products led it to encourage imports which would
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ot otherwise be urgently required and the flood of consequent imports ulti-
mstely led to a serious balence of payments situation and the frittering away
of valuable assets for non-essential consumer goods,

9. Equally with imports the volume and values of exports are a reflection
«chiefly of j:he price relations and of the over-all price situation. The volume
of exports depends essentially on the competitive position of the goods of . a
«<ountry in the international market. TEven in goods in which the country
amight hold a monopoly, the international demand is never perfectly inelastic.
During war, when bulk buying by Government was common, comparative prices
did not direetly influence the volume or value of export trade. Now that many
of the wartime practices have been given up, the price factor is becoming more
and more important. During the immediate post-war peroid, a general
scarcity of all kinds of commodities created a situation in which important
producer countries could sell large quantities of their products with little rela-
tion to the price factor. In the last 12 months, the conditions of & sellers’
market have vanished and this has made the price factor once again important.
The divergent movements of the imports and exports of India are thus merely
4wo aspects of the same situation. India has been unable to export larger
quantities of its important products even when world trade as a whole has been
expanding.  An examination of the position in relation to any of the staple
Andian exports would illustrate this.” The exports of manufactures of jute are
stagnant or declining even when the demand for packaging materials all over
the world should on all accounts be very brisk. A material which is essential
and well adapted for the purpose for which it is used may yet find difficulties
of sale if its price level is pitehed too high in relation to the requircments of the
situation.  The great difficulties experienced n selling important oilseeds and
vegetable oils are acknowledge to be due alinost entirely to the price factor.
©On the other hand, the good showing of tea is due not only to the price of
Indian tea being kept at a moderate level but also to its having an advantage
over its nearest competitor, tea from Ceylon. The history of sugar prices and
the, discusgions of the possibilities of its exports exemplify in & striking degree
#he close connection between an intelligent internal policy regarding controls
and the whole balance of infernal and external economy. In conditione in

"which all foreign trade is conducted on Governmen{ account, the relation be-
tween internal and international prices may not prove to be important. Where
however, external trade is largely conducted on private sccount, and vv:here'
exchanze rates are held rigid, the relation between internal and  international
nrices ate of the utmost jmportance. In such eircumstances, it is the relative

rice levels which unduly stimulate imports and actively discourage exports and

ad to scute balance of payments difficulties. Tn such situations, it must be

tearly recognised that the fundumental remedy is to attain a proper balance
internal economy.

SOME PROBLEMS. OF ECONOMIC HEALTH.

In Part IIT of our report. we have considered the special problems of indivi-
dual export commodities and in Part II general measures necessary for en-
couraging export,  Here we propose to desl with certain problems which: have
o very considerable effect on the level of exports.

2 The firs$ of these is ‘prices. Indiad. prices.today .are. nearly four times
what they were on the outbreak of the war _ During the war, ..pi'ices -Tose by
abeut 150 per cent. and since: then they have risen by anothen 140 per cent. the
gate of increase being highest in :the last two years. Tt is in the light of the
gacts indicnted by these figures that we have to'consider the position of -exports
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todny. The history of the more recent rise in prices and the reasons for it are
too well known to need recounting here. It is sufficient to say that govern-
mental policy and the actions based on that poliey have been responsible. Be-
fore this rise; India was one of the stronger economies of the world. The
rupee was actually considered fairly hard eurrency by many other countries
and was regarded as a substantial source of strength to sterling with which it
was linked. If the price level had continued at about the figure then prevail-
ing, our position today would have been extremely favourable. With an
internally strong economy broadbased upon a reasonable wage-cost-price strue-
ture, we could have increased greafly our exports in the comparatively pros-
perous year 1948 and in 1949 held our own in the export markets of the world
inspite of the threatened recession.

8. The Government of India, we understand, are greatly perturbed about
the prevailing high prices and are very anxious to reduce them to a reasonable
level. With this objeet, in October 1948, an anti-inflationary drive was
launched  For some time, prices did not rise and later there was a slight fall.
Now however, the price level has passed beyond the peak it had reached before
the anti-inflationary drive. = Government's action thus does not seem to hm.'e
produced results. Nor indeed can any be achieved unless the problem 18
tackled determinedly and as an integrated whole. ~We must at the very outset:
make it quite clear that reduction in general prices is a condition precedent to
successful exports. Without it all effort must be in vain.

4. A striking feature of recent export trends has been the diversion of exports
from hard to soft currency areas. This too has its origin in the internal price-
level. Bome of our goods price themselves cut of all markets, but even more
price themselves out of bard currency markets. It may be that where demand
is very inelast'e and a certain quantity has necessarily to be obtained - for
specific purposes hand-to-mouth buying will continue, but all hope of expand-
ing hard currency exports on even a moderate scale must be given up, unless a
reasonable price level is attained.

5. This. question of prices.is of special importance in connection w.th wages.
If prices can be reduced. wages must follow suit. . It is in. our view. Wrols,
and it would be inequitable, to attempt a reduction of prices by first making &
cut in wages. It has to be remembered that in terms of real value, Wﬂ:‘:;fs
even in the best paid industries have either just attained or. kept below b .:
prewar level. A wage-stop and a price-stdp can go together. Howevert...;
would ‘be better if a price-stop preceded a wage-stop. A profit-stop. must
course coincide with a price-stop. It must be recognised that there is & Qll}il;l'
mum fair wage below wh'eh wages should not be reduced. The produchvity
of labour is one of the most important factors in the national economy 31;;8
while it is only right that there should be no attempt to cut reasonable wagn_
until prices have been brought down, it is essential that productivity per m:hé
hour should at the very least be maintained. - The worker’s stake u; ity
common good is great ns that of any other class and so too is his responsibl ty.

8. Anotner fundamental problem is that of our future agricultural policy.
India imports foodgrains,: cotton and raw jute. Its foodgrain imports have
assumed great :importance- during the latter-war and post-war. periods, and it
has recently .beeni prominently put forward that these imports are at the oot
of lalluite balance of paymients diffibultios, and. that their elimination would
settlg-in. India’s fevour all balance of payments problems  Attention must
thevsfore ba directed primaarily to the attainment of self-sufficiency in -food.
'Now there is only & certain amount of land available for cultivation in the
country. Some ofiit fromtits very nature and situation can only grow cereals
Thevrest can-be put to one of several uses, but it cannot, at the same time, be



put to all of them. 1f therefore we are going to become self-sufficient in food it
can only be at the cost of diversion of land from the growth of other crops,
except of course, where some new irrigation project or agricultural improve-
ment mncreases soil yields. In the short term, such developments are not
likely on any large scale. Accordingly, as a general rule, we must be prepar-
ed to grow less of other erops in order to grow more of foodgrans. The other
crops may however be more paying. Thus an acre under cotton will yield
more than an acre under wheat and an acre under oilseeds or tobacco will yield
several times more than an acre under cotton. An acre under sugar-cane will
give an even higher return. Is it then wise to concentrate on growing the
lower value cereals at the expense. of the higher value cash crops? The
answer really depends on an estimate of political probabilit'es. This country
could bave remained an importer of foodgrains without any qualms had it not
been that during the war lack of shipping prevented grain available in foreign
countries from being brought here in large quant'ties. If therefore it is
anticipated that within the next two or three years there is the probability of
a recurrence of a calamity of that nature, then obviously self-sufficiency in
foodgrains must be the primary aim. If however, it is felt that there is no
such ‘mminent danger, wisdom” would lie in attempting to obtuin from the
goil besides & eertain minimum of cereals, those crops which will benefit our
agriculturist as well as our foreign exchange position most. Should this view
prevail, the right method would be to attempt a proper crop plan for the whole
country, laying down the quantities of each erop to be grown and the quantit'es
to be imported, due regard being had to the advantage from such growing and
import.  More especially is this desirable, when as at the present time, food
grains are available in large quantities and at not excessive prices from abroad

7. The problem of raw jute is particularly pressing. Unless some reasca
able arrangement can be made with Pakistan, the future of the jute munufac
turing industry is at stake. The position of this country, vis-a-vis, Pakistan,
would be greatly improved in this matter if instead of thirty lakh bales it grew
fifty lakh. This increase is only possible at the expense of rice. Here again
is a case in which diversion of land would yield more profitable results both
to the agriculturist and the State, provided, of course, imported grains were

made available at reasonable prices to the agriculturist diverting land f:om rice
to jute.

8. From the export point of view, it may generally be said that il:_is better
ts increase the area under such crops as will fetch a good price, directly or
after processing, in the export market, or will reduce the necessity for imports

cf the more expensive commodities than merely to concentrate on increasing the
area under food.

9. Indin hns the greatest eattle population and the worst milk supply in the
world. The two are closely related, for the very number of caftle rrakes it
extremely diffieult for them to receive that attention and food whizh would en-
able o much swmaller number to give & much better yield, both it milk and in
traction power. The position we understand, bad as it is, is being aggravated.
The Constituent Assembly has laid down as an  objective of the
new State that no useful cattle shall be slaughtered. Various Provineial
and local authorities sre however not content with the restriction imposad by
the term ‘‘useful”” and are banning all slaughter of cattle. The result roust
inevitably be a much greater burden on cattle food and pasture reierves, with
a weakening of the economic life of the couniry. From the export Foint of view,
the problem has a double significance. In the absence of slaughter, the best
type of hide which fetched a good price in the export markets is no longer avail-
able. The supply also suffers since-slaughter houses used to provide large



7

quantities at regular infervals. Without slaughtered hides to make good
chrome leather, we may have to import it for internal use. In all the cicum-
stances, the indiscriminate stoppage of cattle slaughier is & wasteful po_licy
likely to have a most detrimental effect not only on the export trade in hides

but also on the economic position of the country.

10. In the paragraphs above, we have dealt with some aspects of gov-
ernment policy and ifs results, actual and likely. We now turn to & matter
affecting exporis in which the burden of action lies not so much on the State
a3 on the subject. Before the war, the Producer of Indian goods as a class
wus rarely interested in the export market. It was left fto the shipper who
knew the requirements of overseag buyers to locate them in India and to ex-
port them. The Indian Producer, with a few exceptions, never tried to pro-
duce for export or to meet the needs of particular overseas markets. He was
content to seek protection against foreign competition to safeguard his cwn
ample internal market. The position in the main continues the same teday
inv spite of the fact that the internal market has shrunk by the creation of
Pal:1§tan. Spoilt by the high internal prices and easy sales of recent years,
the industrialist as a rule has not bothered at all about foreign markets.. It
would not be wrong to say that industry by and large is not export conscious.
This is & very unfortunate state of affairs for, unless industry realises the
importance of exports, all government action remedial and encouraging will be
In vam. Our balance of payments position in the past has been sustained very
largely by expo:ts of raw materials. That position has now changed and if
industry is not willing and anxious that its products should take up the slack
left by the reduction in raw material exports, irrepairable damage will be done
to the economy of the country. Industry should be more than willing to take
upop itself this responsibility because the fall in our raw material exports is
quite often due to the fact that instead of being exported they have besn taken
into the process of manufacture by industry. Nor is-the responsibility of lPduS-
iry confined to this aspect only. Industry must not only become export-ininded
but must see that its products are export-worthy. ﬂ alone can produce
what the customer will buy and to the extent that by shoddy work and undue
desire for profit it disappoints the customer, it turns away foreign exchange
and is doing distinct disservics to the country.

11. TFinally, we would invite attention to what we believe is a recent deve-
lopment in Indian economic life and probably the most disastrous that has
affected it for a long time. In the course of our enquiry into the conditions
affecting the export of various commodities, again and again have we been

bility to export,

given as the reason for high prices and the reduction of or ind .
Prices have gone out of parity

beeavse a few ‘individuals with plenty of money have bought up sboeks
and are holding them to sell at advantage. Not content with operat-
ing ou the current season’s production, they, in some instances, have
spread their tentacles to the next season. During the war and its after-
math people imbued with the gambling instinct reaped & rich harvest of W‘?‘.ﬂt.h'
The way in which & great deal or this wealth is used is & tremendous handicap
to the establishment of g reasonable and stable price level in this eountry, snd
hence to exports generally. Many instances of their activities eould be ocited.
Iy will suffice to say that of exportable commodities, none of any importance
except tea and cloth (since the imposition of control) has escaped the depreda-
tions of this class. There is no doubt that such a state of affairs coustitutes a
grave public danger and we would recommend that Government take all pos-
sible steps to meet it. The attention of the incometax department should be
epecially concentrated on this class. Any breach of any law by it should be
investigated with the greatest vigour ang punished in an exemplary fashion.

speculative activity and the hoarding of stocks.



PART II
IMPEDIMENTS AND MEASURES.

LIBERALISATION OF EXPORT CONTROL.

It is somewhat paradoxieal that, while Government has been aiming at ex-
port drl?e. elaborate machinery to exercise control over the majority of ex-
poris exists. The present export cont-ol notification has been inherited from the
days of the war when there was need to restrict the volume of exports for &
variety of reasons, many of which no longer hold good. The justification for
continuing expcrt. control over various commodities must, therefore, be re-
viewed airesh in the light of present couditions.

2. The basic justification for controlling exports is that the interna! supply
is not sufficient to meet the total demand—internal and external., The effect
of restrictions on exports is to give a higher priority to the demand of the inter-
nal consumer and let’ the oversess buyer have only the surplus. A country
with a favourable balance of trade such as we used to have in the.past may
perhaps be able to afford such a policy. When, however, there is a lurge ad-
verse balance of frade it is' a mistake to imagine that export control can help
in assuring a better standurd of living for the people. If we conserve indige-
nous. preduction for internal consumption, in order to balance our trade we
must necessarily curtail imports severely. In either case internal eonsumption
has to be cut. The real question is one of weighing the importance of'the
geods. that are allowed to be exported against the essentiality of the: imports
ahich must be eut on account of the fall in the country’'s exports. ‘When we
have to dE_Pend on imports to supply us with food and fertilisera: ‘raw ‘'materials
and machinery, the necessary foreign exchange for which is not being earned
by our present level of exports, clearly the case for reducing as far as possible all
restrictions on our export trade iz overwhelming.

8. The argument that if free exports of any commodity are allowed 'its
internal prices or supply would be adversely affected always needs the most
eritical scrutiny.  The price level of Indian goods in general is su:h today that
far from exports leading to an increase in price, it is the high price which is
hamperIng exports. The fear that there may be a shortage is frequently- ill-
founded. The supply of a conmodity is mot & statie thing. The impact of a
larga -demand often stimulates production which may -prove- sufficient both
for internal and overseas.consumption. In recent: months . many items have
be_e,n"n‘xdde free experimentally, either for Pakistan alone or-for. all -countries.
In no mstanc;e has it been'necessa'ry o retrace our steps and to re-impose con-
grol. Thel‘e,-l‘s an overwhelming ense for meking such experiments on ag wide a
fron: 8BS possible. Theoretical annrehensions are oftan heliad in nractica.

4. Que of the most yndesirable features of the present export control is
¢hat a 1arge number of manufactured goods are still subject to control. We have
jn the past exported rew materials. Our resources in this respact have. been
reduced by partition, If we are to achieve a balance jn ur trading once
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ngain, we must rely on a considerable expansion in the exports of our manu-
factures. "In the long-term interests of the country’s foreign trade, manu-
factured goods us a class must be freed from export sontrol and indeed it should
be our policy to encourage such exports in every possible way. The markets.
of the world are not accustomed to look upon Indis as a source of manufactured
goods. During the war, we gob an opportunity to increase the export of our
manufactures. With the emergence of a buyers’ market. and growing com-
petition .from the more industrialised countries -of the world, our industry .must
not be handicapped by restrictions when it seeks to export its-products.

5. Where o limitation on the total volume of exports is considered es-
sentia) to safeguard the interests of the internal consumer, we feel that the best
course would be to allow free exports until whatever quota is fixed has been
exbausted. Such a policy has beer adopted in respect of Pakistan for many
commodities and the principle should be extended to other countries and other
commodities. The restrictions regarding established shippers and destinational
quotas may have been useful and convenient implements of .administration .so
long as the external demand was known to be' very large in relation to the.
total available supply. Such a position..no longer holds good generally.” For
most commodities subject to quota restrictions the present volume of exports
is below the quota fixed. It would be best to allow: trade to flow unhampered
until the quota limit is reached.

6. In the course of our examination of witnesses from various Ministries-
of Government we found that one of the grounds on which restriction on export
is being justified is that the goods or their ingredients are wholly or partly’ of
imported origin.: We are of opinion that except in respeet of goods which come
from hard eurrency countries, there is no reason to place any obsbacles: on.re-
export, unless tne goods ere in such world-wide short supply that difficulties
are anticipated in replacing them.from soft currency sources. . No one. will
export goods which he has imported f-om outside unless he makes a profit on
puch exports. The effect of importing any commodity from & goff currency
gountry and exporting it to’ anothér is only to increase the net earning of
foreign exchange by the amount of the profit made by the exporter plus any
revenue which may be retained’ by Govérnment. - Where the raw materials alone
e imported, the case for-'exports' is- stronger, because such exports provide
more foreign exchange in payment of processing charges and also more -em-
ployment for our people, It has been suggested that because imports "are 8~
bwed upto certain ceilings of value which are determined. with reference to the
&stimated internal consumption, any exports would result in & shortage. .. This
view is based on the assumption that these ceilings are fixed.and 'un.changeab.l_&-:
If in actual practice on account of the relaxation..of export restrictions -gerfain
quantities of any particular imported comwodity go out of the country therp
tan be no objection to increasing the import ceiling correspondingly. Our gene-
&l view, therefore, is that there is no need to have export restrictions on any
sommodity simply because it happens to be partly or wholly of importc_ad_pngmy:.
Nor should there be eny objrtior ‘to the free export of prosessed articles, the-
bard currency element in the pirics of which is not more than half.

7. In Parl III of the report will be found specific recommendafm"ns reg“‘-’fi‘
ing the more important of our export commodities. Thers -are’. however | &
large number of items on which individual comment has--not. been _I)()Sf"’b,lE -l_)u.t
which we think should be removed from export control. ..Jn. prepanng: this, Jist,
we have followed the general considerations outlined above. In, many .c88e8
representatives of ministries have expressed themselves in favour of ,ourn recold
mendations:, 1t:s Dot Sossible in the time nt our disposal to undertake a de-
tailed and thorough study of each of these commodities. We. are agreed how
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ever that the removal of the items noted below from hcansmg restrictions wilt

be to the advantage of our export trade.

: Ttem.
‘Belting for machinery . . . . .
Ethyl aleohol or ractified spirif of . . .
Clooks, watches and parts thersof . - .

Tastraments, apparatus and appliances and parts
thereof, the followin :

{i) Cameras . . . . .
{ié#) Clinical thermomsters - ., . . .
(v} Electrical insulating material, -

(vit} Electric wires and cables

(z) Optical instruments, all sorts.

(xf) Surveying instruments and applisnces,

{xiii) Wireless instruments {probably the other
items undar thig head may aiso be treated

similarly}.
Woollen and worsted manufactures . . -
Umbrellas and umbrella fittings . . .
Confectionery . . . . . . .

Provision and otlman’s stores

Manufactored items, made wholly or mainly of
metal.

Small tools, all sorts . . . . .
Abrasives . . R . . . .
Bicycles . . . . . . .
Candles . . . . . . .

E.T.0. Notification No.Y -

Part A 4.
Part A 6. (viii)
Part A T,

Part A 13.

Part A 28.
Part A 27.
Part B1-A .

-

Part B 6 .

Part A 7.

Part C 9A.
Part D 1.
Part D 8.
Part D 12,

Arseaic sulphide, «lcxd.s, (Gases, and Crude glycerine Part D 15.

Crude drugs . . . . . . .
(Glasa bottles . N . . . .
Instruments, apparatus and appliances . .
Lamps . . . - B . . .
Matches . . . . . .
Paints, varnishes aud ena.mels . . .

Manufactures of paper and paste board . .
Manufactures of plastic . . . . .
Canvas shoes . . . . . . .
Soaps and washing powders . . . N
Stationsery - . . . . e .

Textiles, the following s . . . . .
Artificial silk yarp;

Apparsiy all 35763 3

Al silk manufactures ;

Haberdashery and millinsry ;

S8ilk yara & manufactures;

Woollen blankets . . - .
Ultramarine Blue,

Electrical goods of indigenous mannfacture

Wwood and timber other than teak.

Part D 24,
Part D 27-A.
Part D 36.
Part D 27,
Part D 41,
Part D 48.
Part D 46-A.
Part D 48-A,
Part: D 52.
Part D &5,
Part D 58,
Part D 63, -

Part D 65, Do,

Remarks.

Those of hard curren-
cy origin  will
continue {fo be
controlled under
item 88 of Part Dr.

Supply of sugar a
reasonable price ig
essential.

Tinned milk and milk
products may conti-
nue under control.

¢ Should  include. mopore -
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] We are awgre that elocks and waiches are mostly of hard cwrency (Swiss)
origin. Watches however have to be imported at the cost of hard currency,
not primarily pecause we must have them, but because the Swiss insisé that
if we take other things from them which we really need, we must also take
some watches, the export of which forms part o! their traditional pattern of
trade. In our view, it is desirable that these watches should be exported so
that the hard ecurrency spent on them way not mean a toial loss of foreign ex-
change but only of hard currency, soft currency being obtained in substitu-
tion. A somewlat simiilar consideration would apply to American motor
cars assembied in India, which are imported not Lecause the American cars
arc essentinl for the country but in order to kecp the assembly plants working.
Many soft curenzy couvutries might be interested in the import of Indian
assembled American cars. TLuxurious cars are in any case not in sccord
with the economic couditions of this country and if they have to be imnported to
keep the assembly plants going, preference should be given to export demands
for the finisheg ears.

8. In any examination of the reasons for our present adverse balance of
trade, it is customary to point out that owing to partition we have become not
importers of jute, cotton and hides and skins, while previously we were expor-
ting these iy substantiol quantities. True as this statement is, it does not
vresent the whole picture. For the raw jute which came from East Bengal,
the grower received many goods and services which he nceded. Similarly the
cotton Irom West Punjab and Sind was not paid for so much by money as by
the supply of goods—cloth from Bombay and Ahmedabad, coal and steel from
Bihar. While therefore a decrease in our exports to the rest of the world can
be expluined jn part by reference to the loss of resources consequent on pLarti-
tion, the fact that during 1948/49 we had an adverse balance of frade amoun-
ting to something like 50 crores with Pakistan must make us consider how the
gituation arose and what remedies are called for,

9. To a very considerable extent, this adverse balance with Paldstan seems
to be due to the policies pursued by us. On the termination of the stand-
still agreement in March 1948, export control was imposed in all its rigour on
goods and commodities going to Pakistan, while imports from that country
were allowed to come in freely. There was a feeling that by denying exports
and taking “mports we were berefitting our people by increasing the aval_lnbxhl;oy
of goods to them. The fact that most Indian industries had been meeting _the
needs of Pakistan in full, that Pakistan was for them an essential market Wl‘bd-
out which they could not work to capacity and that unless we paid for' Eoo 8
from Pakistan with goods from India we would have to lose foreign 3-“; ang?
was forgotten. There was no reason t- hold that the continued supply tlc:
Indian goods to Pakistan on the pre-partition scale would have left us any U @
worse; yet the supply of goods from India to Pakistan was made eltrengfsy
difficult.  Thus when after agreeing to a quota of 300,000 bales of (czlo %n
piecegoods for Pakistan, export duty was reduced by 15 per cenb., it was heCI -
ed that Pakistan should still pay the 15 per cent. in another way as & surc argg
to Government on the cloth supplied to i, This among other reasons cause
Pakistan to buy only 20,000 balee against the 300,000 bales and to import large
quantities of foreign eloth intc what had for ages been our natural mark.et.
The effect in India, apart from the loss of foreign exchange was aceumulation
of .tocks, leading to closure of some mills.

10. We realise that there is a strong wection of public opiniqn in Pakistan
which. is anxious that that country should rely as little aa posaible on Indm;
imports. It would encourage the import of goods from other countries even
it Indian supplies were readily available at reasonable prices. The policies
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which we have pursued seem to have played completely into the hands of this
section. There was a tme when owing to export restrictions the daily essen-
tials of life such as mustard oil, matches, hosiery, cloth eto., were being sold ‘to
Pakistan by those who got export licences at very high prices. The conditions
of scarcity created there stimulated the desire to import from other countries
and locate new sources of supply. The other producing countries who were
anxious to push ther goods into & market which had so far been closed to them
exploited: the opportunity to the fullest extent. ‘

11. The damage which has been done will not be remedied easily. Never
theless, even now, if 'sound policies are pursued, we may be able to regain
some of the lost ground.- The first step in this direction should be to remove
export control on Indian goods going to Pakistan. There may be one or two
very exceptional items where Indan supplies are so short that we have to
spend dollars on augmenting them, e.g., iron and steel, and for these some -
restriction may contirue, otherwise, and particularly is this true of manufac-
tured goods as & class, we should have no restrictions whatsoever on Indian
goods going to Pakistan. '

12. Tt is a fundamental fallacy to think that when one eouniry exports to
another, it is doing it a favour. It is in fact quite-often doing 'itself & service.
Our export policy has suffered to a preat extent from' this fallacy. Wi bave
time after time. restricted the export of articles not becauss we could not possi-
bly do without them. nor. because the- trade in them was not-valuable to us bub
for other reasons. Again, sometimes, when we have agreed to allow cxports
we have hedged them .round with such conditions regarding licensing, prices,
duties ete., ag to. make fulfilment: extremely difficult.  Generally, such action
hag resulted in loss to us no less: than to the party'to whom we'were exporting,
Our. attitude throughout is very different from that of other countries'‘'who
attach importance to -exports. = They give 'every possible induceiment fo tHe
customer to buy. We seem to proceed on the basis that it really does" not
matter very much whether the customer buys or not.

13. There is again a special frame of mind unfortunately not absent in
Government circles which considers refusal to trade or puttng’ hlndrances in
the way of exports a good method of ‘showing political’ displeasure. The rela-
tions between two nations may be strained; they may quite often be extremely
diffieult and -yet trade is generslly unaffected.  Very recently we ha_vg 'hqd
instances of the totalitarian state of Russia selling manganese ore {o tl;e Ul.S.'z}'.
inspite’ of ‘the' cold war between them. Similarly Great Britain and’ Germany
continued to trade with one another in the period between the f$wo WR-I“F,' even
when relations were very ‘near breaking point. Tt is good to be at peace with
ell:the world. Tt is better to have cordial relatiohs with every member of the
comity of -nations. But to refuse to trade in the absence of cordial relations
8 to show signs of immaturity. Export policy must be re-oriented. TIfs soler
object must be tn expnrk:

QUALITY CONTROL

Much publie interesfr bas: recent]y been evinced in the qualify of Indian
exports and in the measures necessary to maintain and improve-it. There have
been frequent complaints that goods shipped from India are sometimes below
the stendards or specifications agreed to by -the seller. 1t has’ been- pointed
out that failure to keep up to standards even in a few instances is likely to affed
the repufation of Indian goods in general and injure the country’s export trade.

2, 'When goods are scarce, the-ususl tendercy if not to bother about quality.
The :largest' quantity is sought rather than the ‘best quality. Nof on!y 0se xosh



13

exporters nob prepared to reject what they themselves consider to be unsuitabls-
or unfit, but even the buyers would rather have sub-standard gocds than go
without them. Again, when prices are high, as they usually are in conditions
of scarcity, the consumer often prefers inferior goods provided they are chesp to-
gquality goods which cost more. In condifions of scarcity moreover, the stand-
ard of production often goes down. Goods which in normal conditions would.
never have been produced begin to find s market. More and more people try

to enter a sellers’ market and the dilution of quality continues. This analysis

is borne out by the fact that the deterioration has been nof only in the quality
of Indian exports but also in the quality of imports which we have received

from other produeing eountries.

8. To a very considerable degree, the solution of the problem lies in those-
general measures which help the promotion and development of export
trade-—steps calculated to lower prices and increase availubility to-
which we refer elsewhere. The question however remains whether,
in conditions as they are today, something more direct and positive cannot be-
done to maintain the quality of India’s exports and the reputation of ’I;Ildlaﬂ
merchandise. To this question we would unhesitatingly answer, ‘‘Yes''. A%
the same time the objective of various measures of quslity control should be
fully realised. Any measure of quality control for export purposes can have
but one objective, the satisfaction of the comsumer. Methods to ersure that
goods give the maximum value for money to the consumer have their place 1n
the internal economy of a country. When it comes to exporis, however, the:
consumer must be given what he wants and there must be no attempt to get
him to take something else which we may consider good, but which he does
not want. ‘

4. The main suggestions for quality control of exports fall under the heflds
of : —Standardisation, prior inspection of shipments and deterrent action sgainsh
those found guilty of malpractices.

5. The general task of standardisation has at present been entrusted to the
Indien Standards Institution. It has already prepared standards for & number
of ecommodities and is st present busy preparing standards for others. The
enforcement of gtandards is not however a responsibility of the Institute nor
indeed are these standards compulsory, They are in their nature recommenda
tions to manufacturers and producers.

The first requirernent of a successful scheme of standardisation is its aceep:
tance not only by the producer but also by the consumer. If the standards
evolved sre fhose which the consumer finds conveniend, his task of obtaining
supplies of the right kind is considerably simplified. If in addition the Gml:‘i
sumer hag confidence that there is a satisfactory machinery for ensuring tha
when prices are quoted for goods of a certain standard, goods of only thut parti;
eular standard will come to him, the flow of trade is made smooth and free
from. difficulties,

Buch hus been the experience of the tobaoco trade where as & result of the
introduction of grading the overseas buyer is enebled to order partioulsr grades
without hitch or difficutly, while formerly he had to buy them on & corsignment
basis and make payment after inspection st destination. It does nob of course
follow that the successful operation of standardisation in respest of fobacco
means that it would succeed for all other commodities, )

For goods which are not the raw. material of industrial production but arg
consumer goods, standardisation may actuslly cause difficulties, The taste of
each market and even of classes of ‘consumers in a market not being -subject
to standardisation attempts to standardise the quality of supply would result
in. & loss to the export trade. Commodities like cloth and tea are’obvious.in-
gtances where we feel there is little scope for standardisation. Indeed in both

148 M of Cdm.
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these commodities, we.consider that the only scope for standardisation is in
packing so as to ensure reduction to a minimum of damage in transit,

The main scope of gtandardisation must lie in the field of raw materials,
Here again an important limitation must be borne in mind. There are com.
modities for which each market may have its own standard requirements. Thus,
what is congidered waste cotton in this country is ussble in others for spirning
purposes. Likewise in other raw materials, each country and even each mar-
ket may have its own peculiar needs. This is true of commodities like hides
and sking, where different counfriés have different requirements depending upon
the process which they use and the kind of finished goods which they wish to
market, manganese ore where the percentage of manganese content required
by different steel users differs and: raw jute where each mill likes to buy the

varietizs which it has used before. For such commodities, no hard and fast
standards are possible.

It remains 3 moot point whether when standards have been evolved in. res-
pect of suitable raw materials, they should be enforced by Government. The
guiding rule should be to do that which would please the consumer most., Where
there is already an established and working machinery for determining the
standard of the exported raw material and remedying defects, if any, the en-
foreement of yet another test -by Government is not likely to serve any useful
purpose and may well serve as an unnecessary irritant by delaying shipments
or by increasing costs. The question to consider is whether such an examina.
tion is likely to eliminate the need for the examination which the shipper or
the buyer or both themselves undertake. A rough and ready method of deciding
on the advisability of compulsory standardisation is to see whether the goods
are as o rule being sold before they leave the country or whether in general
they go on a consignment basis, subject to acceptance and rejection by the
buyer after arrival. In the latter case, the Inying down of standards may
prove beneficial, as for tobacco. This might also be useful for mieca, where
rejections on the arrival of goods are sometimes heavy. Mica however presents
a somewhat peculiar problem in tha} even experts often differ and in the days
of purchase by the Joint Mieca Mission, there were frequent instancea of goods
which had been graded by the Inspectorate in this country being graded differ-
ently at destination. We understand that the Indian Standards Institution
is conscious of this difficulty and proposes to do no more than standardise the
dimensions of mica. A good case exists for evolving for .shellae standards,
which would be ascceptable to the principal users of the commodity and to
which Indian production would conform. For commodities in wh‘lch the im-
porting country has certain standards, goods below which are forbidden entry,
it would be advisable to have not only standards laid down for'export, buf also
their enforcement by Government inspection. '

One obiection to enforcement of standardisation by (Government is that i
guods which go out with the official seal of approval, are found to be below
standard, damage is done to the reputation of the country as a whole and not
merely to that of the exporter alone. This means that the :staff engaged for
mspection must be thoroughly honest and that the method of sealing should be
such that after final examination no further tampering is possible. We under
stand that in the cese of sun-hemp which along with fobacco was slso graded,

there has been o grest deal of difficulty, because the seals and marks attached
ko the bales have sometimes been altered.

6. The same difficulty arises also about commodities in which it is intended
to have quality eontrol only in the =ense of seeing that supplies- are made
mocording to sample' ¢z. upecifications -approved by the buyer. If the inspection
for this purpose is to be effective, it may be necessary to open and examine
every package at the docks before it is allowed to be shipped. This would be
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both extremely difficult and expensive and may well lead to delays and dis-
putes which may do more harm than the practices they are intended to stop.

Even where there is no system of governmental control of quality or irspee-
tion of goods—and we would .add that most of the world’s commerce is carried
on without such inspection—there are other provisions which provide fo the
buyer the safeguard which he needs against the fraudulent practices of the
supplier in an_overseas country. There is, as a rule, & standard clause of
arbitration in the contrach for each commodity which generally satisfies both
tha buyer and the seller. Many of the contracts entered into by Indian ex-
porters do not however have n satisfactory clause about arbitration and it is
desirable that a standard form or perhaps a number of standard forms suitable
for different commmodities should, ‘where necessary, be gvolved and recommend-
ed for adoption to the trade. When' definite provisions for such arbitration
exists, there would seem to he little need for Government to interfere in any dis-
pute regarding any parbicular shipment.

7. Where, however, the dispute suggests that the Indian exporter has not
merely failad to comply with the standard preseribed in his contract but bas
actually atlempted to cheat the buyer by giving him something which is entirely,
different or where it appears that any particular firm, whether of exporters or
manufaoturers, makes & practice of selling below the agreed standard,
or where the exporter at fault refuses to abide by the arbitrator3s
award knowing that the aggrieved customer will not fnd it worth
his while to launch & suit in this country at considerable expense,
it should be open to: and indeed, it will. be desiable for, Governmenb
to take détetrent action. ‘We wvnderstand that complaints received from
Trade Commissioners abroad are referred to the Director General of Com-
mercial Intelligenea for inquiry and if possible, for settlement. This arrange-
ment is not satisfactory. When complaints are referred, very often essential
data neressary for coming to & finding are lacking. ' If for exsmple the cowi-
plaint is about & consignment of piecegoods, unless a sample faken from the
actual cloth complained against is sent by the Trade Commissioner, it is Very
difficult to decide who is really at fault. Again once the complamt‘reaches
India, the investigation must be made promptly by an officer invested with legal
autberity for this parpose. The officer should moreover be res_ponslble_ for
coming to a decision ‘withint & month of the receipt of the complaint. If it 18
found that the offence is sufficiently serious, the party concerned should be
debarred from further participation in the export frade.

8. The general trend of the argument above san be summed up by sa.ytlll;g
that _the laying down of restrictions regsrding the quality of e':;por'ﬁs or the
appointment of an array of inspectors is not likely to be of special help 10 Pmé
moting confidence in the quality of Indian goods. Action should be aimed mo
merely ab standardisation or quality control but at removal of dangerous or un-
desirable elements in the export trade of the country. To sum up:—

(i) Quality control in the sense of preventing by Government enforcemeri’(t‘:1
the cxport of anything which doee not conform to cerfain fixed standard shou
be applied in the case of thoss commodities where the laws of the importing
-eountries are such that the importation of anything below the standard is for-
bidden. Examples of this kind are the various laws prescribed by the public
health suthorities in U, 8. A. and Canada governing edibles like oil-seeds and
spices.

(i) The quslity of packing of commodities like tea and cotton piecegoods
should be -standardised and adherence to these standards should be enforced.

(iil) As & rule arbitration should be relied upon for ensuring that the quality
of the goods 1yported conforma Yo the buyers’ specifications, For this purpose,
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standard forms of arbitration should be evolved ard recommended to- the Chams
bers: of Commerce' for adoption.

(iv) Where there is a distinet attempt to cheat the buyer or a practice of
selling below standard is estoblished, or where the exporter refuses to.carry out

any award made by the arbitrators prompt inquiry resulting in black-listing:
should follow.

(v) Standards which will facilitate the transaction of business by enabling
guotations to be made with reference to them, provided they are equully well

und=rstood by the buyer and the seller, should be prescribed ns means of 1ufer-
ence,

(vi) Standardisation or quality control should not as & ruls be applied to-
oqmmodities in which markets or buyers have their own particular preferences:

TAXATION AND EXPORT

It may be said, as a general rule, that to tax exports is to reduce exports
Hexce it is that the great exporting countries of the world have hardly ever had.
s tax on exports. In India in the decade before the war, the only dutv on
exports of any importance was on raw jute and jute goods. This was clearly
due to the monopolistic position of this country as the sole supplier of these
commodities to the world. Towards the end of the war, disparity between the
prices of exportable goods in this country and in the foreign marketa became-
so large that (Government felt that it could nof continue to ellow middlemen
to have the whole difference, and that a share should go to the State. Ae-
cordingly, export duties were imposed on eotfon, cotton piecegoods, tea, in oils
and oilseeds and ores and those on raw jute and jute goods were increased con-
siderably. It was thought they would help the exchequer while doing no harm

to the trade. Moreover, the general outlook ab that time was to restrict ex-
ports by fixing over-all quotas,

2. The position has changed considerably, and the change has, for some
commodities at least, received the recognition of Government. Thus the duties.
on cotton piecegoods and oils and oilseeds have been abolished. The effect of
the abolition has however been different in the two cases. While there has
been a substantial increase in the export of cotton textiles following the aboli-
tion of the duty, no perceptible increase is to be found in exports of oils and
oilseeds. The reasson for the difference is that piecegoods are a controlled com.-
modity both as regards price and margin and abolition of the duty eould not
therefore mean g rise in price to the corresponding extent. QOils and oilseeds
are decontrolled and the abolition of the duty provided a welcome opportunity
to push vp prices. It is thus clear that, though the correct course, at a time
when prices ars falling generally in external markets and it is desired to increase
exports, is to remove all export duties, we cannot count on satisfactory results
following from every such aholition. It is for this reason that later on we have
not suggested a removal of the duties on jute and jute manufactures:

3. Again, once a duty has been imposed, it may be essential to wait for
a_proper oceasion before rémoving it; otherwise, the ndvantage sought to be
given to the exporting interest may not be as effective as it should be. Thus
ity would not-be. advisable to remove the duty on tea nt the present time, when
there is no special competition to be met. Ceylon has a higher dutv ang
Incjor}esmn production is still being. buils up. At the same time. as soon as
ogcasion” arisés the duty must be promptly removed<budgetary inconvenience
ennnot be donsidered n satisfactory excuse. It should be renlised that to relv
an export, duties-as a-stable source of Fevenus ix mnst wnsafe and indeed opposed
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to every canoen of fiscal prudence. To put 8 tax on some exportable commodity,
in order to meet 8 budget deficit is o injure the export trade and thus inflict
much more damage on the fiscal system than the revenue brought in by the
fax ean repair. The damage may not be perceptible at once, The duty generally
tends to affect exports slowly but in the end conditions deter.orate to such an
extent that it has to be quickly removed. We have now a duty on cigarettes. 1t
was hoped that it would do no harm, but it has affected the prospeects of the ex-
port of Indian cigarettes to Australia, where owing to a cut in American to-
Lacco imports, the trade had heped to find a new field. Apart from this, the
imposition of the duty serves as tariff protection to the cigarette industry in
Pakistan, our nearest market, where it is just developing. There would seem
tc be a clear case for the abolition of this duty and we recommend thet it be
immediately reseinded.

4. Provinces impose sales taxes on commodities sold within their boundaries
for the purpose of obtsining revenue, but these sales taxes should not be a
hindrance to those activities which produce foreign exchange both for the pro-
vinces and the Centre. Thus, to impose sales tax on goods which are o be ex-
ported is in  effect to impose an export duty on them and to that .extent.to
make them less competitive in foreign markets. The decline in _Indlan
exports is due in large measure to the high prices preveiling within {the
country. It may be argued that the amount of the sales tax is so small as
2 rule that it imposes & very minor burden. It should however be
remembered that even a small addition to an already high price may put 8
commodity out of parity in a foreizn market and may thus prevend
business being done. The difficulty about sales taxes is aggravated by the differ-
ent rates of levy in different provinces ard the different rules governing the
levy. Thus, it is not unusual for two provinces to tax the same article .“-he.n
it is in progress from a place in one province to & port in a third from which it
is to be despatched abroad. We would urge that the general rule be adopted
that no goods for export should be liable to sales tax. In this respect, the
example of Bembay and Bengal, two provinces which from their situation would
seem to have some realisation of the need for exports, deserves to be followed
throughout the country. The loss which provinces may have to bear by obser-
vance of this rule will be more than off-set by the large advantage of the coun-
try from increased exports and the absence of vexation to exporters which ab
present is a far-too-frequent grievance.

5. In U.K. and in many other countries with a large export trade it 1S Ehg
normal practics to allow & drawback of the import duty when goods impor t;
into the country are re-exported. Again, when goods imported into the
country are processed before export, & similar draw-bsck is allo_we:}r N on
export. Such assistance would be of considerable value in this pountry. }lf'i:
the art-silk processor, who pays a 65 per cent. import duty on his raw material,
ie unable to compete in sny foreign market. Again, the sosp manufactgrar,
the pharmaceutical chemist, the piecegoods exporter using foreign cotbons, the
fishing pole manufacturer using Burmese bamboo and others using imported
raw materials—the competitive position of ail these would be greatly improved
by suitable provisions of this nature. It is sometimes urged thab
jmports of particular goods are allowed into the country for the intema} needs
of the country only and therefore no question of export ought to arise and
consequently no need for giving any draw-back. I must be remem-
bered that processing within the country increases the value of the commodity
by the value of the labour and processing and that when a finished
processed commodity is exported, it brings in foreign exchange equivalent ‘to
he original cost plus the expenditure within this country plus a profit. In the
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circumstances, it i3 in most ceses advantageous to the country to bave pro-
cessed goods exported. Nor should there be any objection to increasing the
import of the particular raw material to cover the amount utilised for the ex-
ported finished article in order to meet the needs of the country. Thus, there

would be no luss of revenue even on the import side while fhe advantage in
foreign exchange from increased export is evident.

6. A point relating to taxation which seems to have caused real hardship.
is the application of sections 42 and 43 of the Income Tax Act. The sections
provide for the profits made by the overseas buyer being taxed in India if the
shipment to him is made by his agent in this country. The basie justification
for this lies in the fact that where the exporter is an agent and not himself
a priucipal, he may well ship goods at no profit in order to make all his pro-
fits abroad. With the principle of the sestions no one will disagree. In prae-
tice however, we understand a person who makes a profit of less than 3 per
cent. on his exports is deemed to be the agent of the overseas buyer and the
onus of disproving this lies on him. In present conditions, the number of com-
medities in which a profit of 3 per cent. can be counted upon by the shipper
is limited. The effect of this section is to make exporters insist on getting at
least 3 per cent. becavse working on a lower margin would malke them liable
to taxation on the profits made by the overseas buyer. In our view, the actual
facts of each case should be gone into and there should be mo such wurbitrary
lirait set. More and more as time goes on, will exporters be willing to trade
on mergine below 8 per cent. and it would be reprehensible for the revenue
nssessing and collecting branch of Government to attempt to prevent by its
rigidity the earning of foreign exchange. Wide publicity should be given to
the fact that whatever the practice of the past, in future this arbitrary limit
will not apply.

7. Yet another problem relating to incometax arises at the importing end
and effects firms who set up their own offices in overseas countries for tha
purpose of selling goods of Indian origin: The problem here is of the firm’s
prolits made in India being taxed in oversesas countries as a Part of'the profit
made on the sales there. In other words, if a manufacturer in India sold his
goods oufright to an importer in another country, the importer would pay tax
on the profits which he made on selling those goods there. If, however, {he
manufucturer had his own agency house for selling his goods overseas and ex-
ported to that agency house then the agency house would be called upon {0
pay a tax not only on the profits made in th.at cou_ntry bqt glso on the pro-
portionate profits made by the manufacturer in India. This is a very direct
discouragement fo the setting up of branches abroad, and thus.to the increase
of exports. The specific case which has eome to our notice is that of New
Zealand. Tt is not so much that any foreign country insists on being diffi-
cult ahout this matter but that it wants reciprocal concessions in this field.
We wouid urge that bilateral understanding on this question should be reached
with as mauy countries as possible, particularly those which are important
markets for Indian exports, regardless of whether from the purely revenue
point of view, the arrangement with any particular eountry appears to be more
favourable to India or to the other party. The very fact of such restrictions
prevents the opening of branches. Thus the loss this country suffers is not to
be assessed by the amount of tax collected on the other side but by the loss
of businesg arising from the non-opening of these branches.

8. An inducement to exports, not _Iikely to cost Government oVer-much,.
while at the same time furnishing real incentive, would be & refund of income-

{ax on a percentage of. the pz‘oﬁts made from exports. A schems could be
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worked out zomewhat on the following lines:—

Assuming 1948-49 as the base-year, if a firm exported in 1949-50 the
same quantity as in the base-year, it would be given a rebate on
10 per cent. of the proportionate profits it- made ifrom exports.
If it increased its exports in 1949-50 by 25 per cent., the rebabo
would increase by 5 per cent! #nd another 5 per cent. for every
further increase of 25 per cent. over the basie figure. We are
not altogether enamoured of any such scheme, but we do feel
that in times difficult as these and with more difficult times
ahead, some special incentive may be very desirable to keep ex-
ports up and to increase them.

FACILITIES FOR EXPORT

The transport bottleneck, to which all the country’s ills were aseribed
u year ago, has now ceased to be & by-word. It is admitted that there has
been considerable improvement in transport. So great, however, 1Is the
relignce on transport of practically every commodity exported that 11':_ RE
nacessary to keep a very special watch on the movement of such commodities
t: ports. We understand that though instructions have been given to the
regional control authorities to accord priority to goods for exporb particuiarly to
a hard currency country, in practice, some difficulties remain, It is not easy
always to establish that a particular consignment going to a port is in fact meant
for export. In many instances, the consignor may not be an exporter ab all.
Even the consignee himself may not be the exporter. The evidence of an exportl
licenee, which is some times asked for before the grant of priority, is not always
available with either the consignor or the consignee and in the case of decon-
trolled commodities, it does not exist at all. The real and ~effective solubion
of the problem is to give high priority to the movement to a port of those
commodities which are known to be of importance to the export trade. This
may mean that goods meant for local consumption at the port also benefit to
gome extent. On the other hgnd, thers would be the advantage that “"hen
8n overseas enquiry is received stocks will be available at the ports to meet it

2. Particularly important is roilway transport for our exports to Pakistan.
We were assured that wagons were being given to goods eovered by the Indo-
Pakistan Agreement. There are, however, many commodities not c_'overed_ by
the Agreement, which normally do go to Palistan and exports of whu_:h to that
country we wish to encourage.” In the absence of any general instructions, S.I‘J.C.‘,th
consignments required to be sponsored ad hoc before they geb, the requisita
transpoit priority. One of the reasons for this iz the fear that the cons:gnmatrllb
may need an export licence which may not be available. ‘We feel that the
railways should be told to book every cargo offcring for Pakistan, merely giviog
preference to the agreement commodities. If there are any commodities which
Government does not wish to be exported to Pakistan. the task of stopping t-h.e
export is clearly the responsibility of the Customs staff, and by_relegating it
to every station-master all over the country, the prospects of Indo-Pal_nstan
trade are not improved. Tn general, no shipper is likely to book goods without
making sure that export will be allowed, becguse the loss to him by detention
of goods ab the frontier is likely to be considerable. Of special imnortance 1s
the role of transport in supplies of cotton piecegoods to Pakistan. The bayeott
seems so far to have been concentrated in Karachi. Both West Punjab nuvd
East Bengal appear prepared to take Indian piecegoods. Coastal shipping
freights at present being high overland ‘movement will slso make Indian gonds
cheaper and therefore more attractive. '
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3. Yet another matter connected with transport, requiring urgent attention
is railway freight and its application to export commodities. In the old days,
it used to be g standing complaint that freight rates were so designed as to
facilitate the export of raw materials and ~the import of manufactured goods.
In either event, the policy, it was argued, was detrimental to Indian industry.
Partly with a view to meet this criticism and partly " to maximise railways
revenues, the policy now in force in fixing reilway freights is to charge whatever
the trafic will bear. We have been told that the provisions of the Railway Act
prevent discrimination in the matter of freight-rates between one class of users
and another. In present conditions, having regard to the fact that price-resis-
tance to Indian goods is increasing daily, it is clearly desirable that freight to
the ports should be given substantial advantage. That even at the existing
rates sufficient bookings are available does nop mean that export demand is
present to the same extent. When, as has been the case until very recently,
transport is short, if the freight-rate for a particular commodity is too high,
there would be no empty wagons to bear witness to the fact because some other
commodity or some other consumer will fill the space. The mere fact therefore
that there has been no dearth of goods being offered to fill wagons is no indi-
cation that the freight-rates are not uneconomie, from the pont of view of the
export trade.

4. One of the chief ways in which industries are kept export-minded in the
United Kingdom is by giving them special facilities in regard to raw materials,
motive power etc. The sysi~m of controls in the U.K. is far more extensive
than in India and the fact, that an industry or & firm, which exports more to
dollar areas, is treated more liberally in the matter of raw materials, i a power-
ful inducement to keep up exports. We in this country should atieast try to
ensura that export industries do pot suffer on account of s dearth of raw
materials. The most important raw material from this point of view is steel.
Some exports require tin plate for packing purposes, e.g. cashew nuts to the
U.8. A, Others need it as an essential ingredient of manufacture. It has been
Tepresented to us that the leather goods industry as well as the bucket-making
and steel furniture-making industry could do far more in the way of exports
if they had the necessagry amount of steel made available to them from
controlled stocks and did not have to get it from the black market. Then again
there are export industries which require steel not ag a raw material but for
purposes of maintenance and replacements. One big exporter of manganese ore,
for example, has complained about difficulties in getting a few odd steel items,
insignificant in quantity. He should ordinarily have been able to get them
from the provineial quota, but failed to do 8o because the Provineial Government
had no particular interest in exports.

5. What is true of gteel applies equally to other scarce commodities Jike
«cement, non-ferrous metals, ete. A general announcement thab special and
expeditious consideration will be given to requests for raw material needed for
export trade purposes should produce good "results, provided administrative
machinery i8 at the same time set up for the quick disposal of such applications.

6. Many of our export industries need raw materials, packing materials,
stores and spare parts, which have to be imported. - Some of them may even
need to import new plant and machinery in order to improve their efficiency or
expand their production. It would be wrong to allow restrictions on import
p]aged on account of ghortage of foreign exchange to result in any diminution
of imported supplies required to increase exports. Where it is ciesr that the
jmported requirements are such- 8s are not likely t0 be needed for domestie
consumption and the sole purpose of imports is to maintain or raise the level of
exports, it would he advisable to place them on an open general licence for
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import purposes. When however licensing restrictions sre necessary to jrevend
undujy large imports which msy or may nof be wholly required for the purposes
of the export trade, -every factlity should be given to the export industries to
obtamn their requirements through such channels se suit them with ss few
formalities as possible.

7. Hlimination of delay in shipment would b a great gain to the export
trade. Delay in shipment arises from many cesuses. There may be difficulty
in obtaining licences. We have attempted to suggest reduction of licensing to
8g great an extent as possible, Where licensing remains, the officials issuing
licences should be impressed with the feeling that they are there primarily nob
in order to refuse licences but to facilitate their grant in all reasonabls ceses.
The present practice of making fhree different ministries of governmenp res-
ponsible for export licensing meens considerable harassment to the trade since
it is not always koown by which Ministry a particular commodity is licensed.
‘We understand further that even in respect of items at present licensed by the
Ministry of Commerce ed hoc consuliation with other ministries is undertaken
in many cases before a license is given or refused to the applicant. Such
consultation often causes much delay and by the time it is finished business
may have been lost. It is essential that the policy governing the export of each
controlled commodity should be settled periodically and its implementation
left to the executive with power to use its own discretion in cases needing
urgens «decision not covered by the policy laid dawn.

8. Again, there are delays in Customs. Commodities which do not need
an export licence are often no$ passed by the Custums ubnless a certificate to
indicate that Do licence is required is produced before it. In other words, the
shipper has to go to the export control, whether the commcdity is controlled -
or not. In our view this is entirely unnecessary and should be p}'oh&bltefl
forthwith,  Shippers compledn that on occasion the time taken in getting their
shipping bills passed through Customs is 8o long that they even iss shipping.
Particularly is this true when the consignmenti bas to go by air and 2 delay of
even hours may mean & considerable loss. We are fold for example thab
samples of tea which ave to bs flown to U.S.A. aud {‘anads in order thab
the buyers there may cable their acceptance, get delayed for three to four
days on account of Customs and other formalities and in consequente SIS~
times the business is lost. The fear of smuggling of Indian goods out of the
eountry, which was so prominent in the minds of the Customs authO_rl‘ﬁleﬂ
during the war years is probably no longer justified by the present position.
Detailed and careful scrutiny of each consignment physically as well as the
time taken in handling the documents should now bs appreciably —reduced.
The prevailing high price for goods in this country means that goods are more

Hable to be smuggled into the country than out of it.

9 Apart from Customs and export licensing, there are formalities counect-
24 with the flling of G. R. forms which are sent to the Reserve Bank a3 &
guarantee for the surrender of the foreign exchange earned. Obviousty there
can be mo relaxation of this vestriction. It has heen urged that snmples as
# class should be excluded from the G. B. form procedure. On the other
nand, we huve been told that ¢here hnve been instences where the exchanga
conirol has been evaded by the despatch of & large number of small parcels.
‘While appreciating fully the difficulfies of the exchange contro! in this respect,
we would suggest that it should ‘e possible to exempb sample parcels of
particular classes of goods going fo certain countries from such restrictions.
Thus, it is not likely that any ome would ship tea to U.S.A. hy air freighd
in order to accumulate dollars there. By dispensing with the G. R. form
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procedure, therefore, we have nothing to lose and a great desl to gain. Sim»
lavly. there might be other commodities where after individual examination
it may be possible to grant exemption.

10. Yet snother source of difficulty to the export trade is congestion at the
docks. Indeed so great has been the vongestion in Bombay that shipping
ireights to and from Bombay have been increased by 25 per cent. thus making
Indian goods more expensive abroad than they already were. Thizs is a mosé
.deplorable state of affairs caused very largely by the failure of the proper
suhtorities to get work donme, and- of labour to do the proper @mount of
work. Nor is this a transient feature. The congestion has now lasted for
several months. It is all the more surprising that this should be so, when it
is realised that during the war in the Port of Bombay, one of the principal
centres of iraport, both of war material and other goods, the turn-over of 2
ship took much less time than at present. We are told that some ithprove-
ment is taking place and there iz hope of further improvement, perbaps as-
result of the reduction of the import pregramme. We see no excuse whatever
for the state of affairs resulting in this additional levy on Indian trade gene-
rally and Indian exports in particular, and we would urge that every step be
taken to improve conditions in the port and have the extra levy removed.

11. While on the subject of shipping freights, we should like to mentiop
the extraordinary situation in which coastal shipping charges are very much
higher than the corresponding railway freights. . This has & verv serious effech
not only on internal movements but slso on our trade with Pakistan, goods
to which eountry often go by coastal ships. TIn particular, the supply of coal
to Pakistan would be easier and cheaper if the freight-rates from Caleutta to
Karachi were more reasonable. One of the prineipal reasons for carrying goods
by sea from one port of India to snother was the Jow earrying charge as
compared with railways and. indeed. the ralways used to have to keep their
freights down +o get full loads. We think this matter should be examined ab
once by a really competent and independent authority. It may well be 2
case of charging evervthing the traffic can bear, especially in view of the com-
parative shortage nf wagons and difienlty of loading by rail

12. For the development of our export trade it is important that we
should as far as possible have dircet contnets with countries which consume
our products. Accordingly representatives of importing houses in overseas and
adjoining countries should be given every facility to wisit this country in ordet
to get in direet touch with Indian exporters and te acquaint themselves with
t-hq nafura of supplies available for them in this country. We understand that
owing to delay and difficulty in the grant of visas, many a potentizl cugtomes
is turmed awav. We would strongly ‘urge that permission to visit Irdia to
those who are likely to be interested in Indian goods be given quickly and with
the minimum of formalitv,

GOVERNMENT MACHINERY

Although it is true that in many matters, exports depend upon cenditions
which are outside the sphere of Government activity, the existence nf a proper
organisation within Government charged with the direct responsihility of
obtaining and supplying knowledge with regard to export commodities ~and
having continuous information pouring info it about the progress of exports
ean be of great value. Most modern Governments have & Department of
Overseas trade or even a specific Export Promotion department, either as an
dependent section of Government or as a branch of an important department,
Tu-India the general responsibility of encouraging exports rests with the
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Ministry of Commerce. There is however no specific department or sube
department which co-ordinates every aspect of export policy. The first
requisite for effective Government assistance to exports is, in our view, the
setting up of such an organisation. Its exact form musi depend upon the
functions it has to exercise. In our view, it should collect -informstion and
disseminete it. It should wateh and supervise the progress of exports. I
should remove difficu'ties, administrative, internal or foreign, or etonomie,
internal. It should give guidance to exporters, It should take all measures
‘necessary for the spread of Indian trade by publicity "in all its' formis withont
and within the country.

2. If the functions described above are to be exercised successfully, a
separate organisation is clearly necessary. It may be either within the
Minjstry of Commerce, or, preferably, as an independent entity under the same
Minister. The organisation need not be large. A capable officer in charge
assisted by three or four subordinate officers, efficient not merely in the Secre-
tariat sense but with some imagination and initiative, should suffice to make the
machine pulse . It should have local officers at the main ports.

5. We give in some detail what we consider the duties of this organisation,
should be, as we feel that its efficient functioning will be of considerable help
to the export trade of the country. Tor every export commeodity, this organisa-
tion should have full details about the internal production with any changes or
variatiors that may oeccur from time to time in it together with the reasons
for such changes. It should also have full information about the demand for
each such commedity in foreian markets, the prices prevailing from time to
time, the activities of our competitors in each of these markets a:m.fl the likely
trends as they develop. Having obtained the information from foreign smn'c'.uszesi,3
it will be its duty not merely to publish it now and again in a Governmen
bulletin or commercia' publication but to see that the information re,acl_les }:lht:
particular interests and sections concerned with the export business in tha
corrmodity in the shortest time possible, For the collection of the information
we have described above, internally, it will have to rely very largely on other
depsrtments of Government, exeept, of course, that it will have to lfeﬁ‘-P m _CIOSE
touch with at least the Associations dealing with the principal export
commodities.

4, Tor the colleztion of information from abroad, the main source Wll} (1119
the Trade Commigsioners in various countries. From the reports from T ?El) e
Commissioners which are heing published, we find that while many o{jt;grg
contair able expositions of the development in the economie life of_ thc.s natio!
to which they are accredited, very few indeed give specific and definite mfotrmg-
tion about the position regarding articles which India exports, the markets };:
which it is iuterested and the possibility of the expansion of these axports. .
principal function of a Trade Commissioner, as expounded to us by more than
onz foreign Trade Commissioner whom we consulted is the nounsmng ;m ,
oxpansion of expmt trade. That does not seem to be a view held by m?s ; ]o
our Trade Commissioners and we would recommend that they };e cearty
informed that their work will be iudged primarilv according to their _eﬁortshtz
increase Indin’s exports. All this, of course, is on the understandmg. 't a
suitable people are recruited as the Trade Commissioners. ’I‘rlade -Commlsmo‘ne!
should, apart from a good gfaneral education have s grounding in econom;g;r..
Ability to learn languages quickly is also of value. In fact, as far as vossible
only a person knowing the ]ang_uage of a country should be cent 1o it a3 ®
Trade Commissioner. If this is not practicable his appeintment should be
made conditional on his learning to epeak at least that language fluently
within six months. He should have sufficient knowledge of the crdinary
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technique of business to' enderstand a discussion by businessmen about businees
generally, He shou'd also, have & general idea of the principal products
exported by this country, the raw material and the processes that go io their
making. DBesides integrity, the other personal qualities most called for are a
genial pature, cheerfulness and ability to argue & wenk case without
becoming heated or embarrassed. Trade Commissioners should be properly
trained before appointment. It would be advisable to insist on their qualifying
in a specia! department examination before they are sent out. Therr useful
ness, we feel, is greatly reduced by frequent transfers. When large sums have
been spenyl in sending them and their families abroad, thers seems little point
in moving them around, just as they have begun to establish contacts and
know the people emong whom their work lies. Just as the organisetior will
rely upon the Trade Commissioner for information so it must see that it keeps
him up-to-date by supplying him with all the latest information regarding
-export eommodities and developments.

5. The organisation must{ keep its statistics abreast of immediate hippen-
ings. It should know from week to week the progress as regards exports of the
principal commodities. If it finds, for instance, that two weeks have passed
and scme particular exports are falling behind it should immediately ascertain
the reason. It may often happen that prompt enquiry will enable it 10 gettle
some difficulty which otherwise would not have come to its notice for g
considerable time. Further, it may be able to give some help to, or urge gsome
action on, the trade which will immediately lead to the making up of t{he
deficiency, Thus, port facilities may not be upto the loading required. If that
is known, the organisation can probably contact at once the Chairman of the
Port Trust and obtain results. Or perheps sorrebody is cormering shellae, thys
helding up exports. The organisation migh! immediately initiate remegjs]
actio. Constant knowledge of the progress of exports of each individual
conimodity, combined and compiled regularly will give a complete picture of
the merchandise item on the payments’ side of the balence of payment chapt,
g0 lhat it will be comparatively easy to prevent a large gap developing, beeauge
if it should appear that inspite of all action exports continve to fall, curtaj)-
ment of imports at a very early date will be facilitated.

B. One of the principal tasks of the organisation wouwd be to hgyg
restrictions against the jmport of Indian goods, wherever they exist, removeq,
Tt would prepare cases and see that they were urged properly by Dur d!]_JlOmatic
representatives abroad. By reason of the very close tguch m “_’hlc}l It weuld
be with our trade counsellors, immediately any regulation affecting trade cgme
-out in & foreign country, it would gauge its effect on export business and agvige
traders’ accordingly and if necessary move for modification or change. Sheulg
prices abroad seem to show that our goods can no longer be sold competitively
it would examine at once what reduction was possitle eith_el' by way of rt:moval"
of duty or cess or by way of persuasion of the business interests concerneq to
reduce margins of profit. Such an organisation would, apart from he
immediate future, also attempt to think out in practical fashion the possibility
of the expansion of various branches of our export trade in countries where it
has become either static or in other countries where it has not yet penetrated.
Thus for instance, had such am organisation existed at the present time, it
might have thought it worthwhile to consider on the removal of the export
duty on cotton piecegoods which further markets would become interested in
obtaining supplies of Indian cloth. It would have known the prices Prevailing
there, the freight charges from Indin to those ports, the tastes of the people
and would have been able to give Indian exporters considerable guidance on
the development of their trade. Publicity in the form of participation in
exhibitior: and faire, putting up of show-rooms, issue of literature-pictorial and
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otherwise-insertion of articles dealing with particular produects in foreign news-
papers, al. these would fall within its sphere and jt would have to see that the
best value was obtained for every rupee spent. It seems to ug that such an
orgatisution would fill & considerable gap in the eountry’s administrative and
trading equipment.

7. It bas been suggested in the section dealing with quality control that
niachinery should be available for the immediate investigation of eomplaints
from foreign deslers which point to fraud or systematic supply below
specifications or failure to accept arbitration awards by Indian exporters. This
organisation would seem to be the most appropriate body to deal with such
complaints. If the number of complaints was large, one of its junior officers
could ve pub on special duty for the purpose. Otherwise, he could be dcputed
from timc to time when such complaints arose.

SOME SUGGESTION EXAMINED.

We in this country are often accused—nob always wrongly—of being imita-
tors. This Committee however does noj propose to accept every remedy or ex-
pedient which has been adcpted in foreign lands, or even in England, the coun-
iry thab for long has been our medel, unless it is satisfied that in our own con-
ditions the expedient will prove of real value.” Otherwise it would be simple %o
say ‘‘they have a Dollar Export Board, let us also have one; they have &
Trade Research Organisation, we must put one up too.”’ Considering t_he_s com-
modities_which we export, both these organisations would, in our cpinion be
otiose. What will export most of our principal commodities is competitive price
and the quality which the consumer wants. If we can give that and in addition
can offer redress in case of real hardship caused by the exporters’ mischief,
that will do much more than special bodies for export promoting, either to the
hard currency areas or elsewhere. Market research of the type done by BETRO
is also not really so important for our export commodities as for the consumer
goods which formn a very inuportant portion of the exports of the United EKingdom.
We do not wish to defract in_ any way from the usefulness of full knowledge
about the tastes of the buyer in foreign countries, but we feel individual sur-
veys by people primarily concerned with exporting the particular article, com-
plemented by a continuous flow of kmowledge through our Trade Commissioners,
would be more useful than the setting up of a costly organisation for the ex-
press purposs of scientific research into tastes.

2. Another point in which we are asked to adopt western practice 18 that
of baving small councils for each importunt commodity. These councils, it s
felt, would be convenient bodies for Government to obtain information regarding
any special situations or grievances. In the West, these councils have deve-
loped into very useful bodies particularly becausa of the permanent stafl BH}PIOY :
ed by them, which through a long period of years, has become expert in all
the details pf the manufacture and export of the particular commodity con-
cerned. Tnis siaff, well-paid, well edusated, competent and devoted to the
interest served, is able to represent the trade in discussions with Government
and argue with officials on the level and in the manner which they undersfand.
The usefulbess of the councils depends largely on the staff. It would be Zfutile
to hope that such staff could be made available even after several years by coun-
cils of the same nature appointed here. Experience shows that much bigger
organisations too generally lack competent staff. In the circumstances the
couneils. if appointed, might serve n' limited purpose. At the same time, thev
might be a danger to the formation of.clenr and accurate opinion by Government,
as in present conditions they might' well. he' dominated by the most powerful
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interests in the trade of the particular commodity. The very fact of the exist-
ence of the Central Government organisation which we bave proposed will make
it easier for exporting interests to convey suggestions and inlormation to ib
promptly and we feel certain that whenever any situation arises needing ins-
tant action, there will be no hesitation in approaching this organisation, more
especially if it functions as it should.

3. An idea that has been bruited aboub recently as a panacea Ior all ex-
port ills is the Export Credit Guarantee scheme. 'Lhis, it s hoped vy those
who put it forward, will increase exports very largely because it will guarantee
payment to exporters. They will thereby .shlp large quantities on consign-
ment basis to importers and countries even if they have not traded with them
before. The British export trade guarantee corppratxoq is in reality an insur-
ance scheme with policies to cover various contingencies. It lays down that
at least 10 to 15 per cent. of the risk is always carried by the shipper and it
involves a payment of quite a respectable amount. for the bene.hf, it confers
by meeting the liability if owing to one of SPeclﬁe?d reasons, th9 imnorter does
not pay. The scope for such a scheme is very limited in India. The nature
of our exports, the .traditional ties between exporter and foreign importer, the
absence of political interference with export trade in most of the countries to
which -we export, all these make such a scheme unnecessary. Moreover in
order that insurance should work satisfactorily; the number of insurers must
be quite large and the business must continue regularly. In the UK., for
instanve, a shipper taking advantage of the scheme cannot pick and choose
the consignments which he will jnsure. He must insure all econsignments he ig
exporting to & particular destination. Apart from other considerations, there
is not likely to be that smount of business which would allow such a schema
to be worked successfully and, in all the circumstances, it wounld be best not to
waste furthar time in consideration of this and other similar projects but to ap-
ply ourselves to the real remedies for increasing exports—reduction in  price,
use of good material and suitable workmanship.

4. Another idea that from time to time is put forward is that of the estab.
lishment of free ports and free zones. A free port is defined as a port-city or
town-in which goods are free to arrive, to be kept, processed and exported.
They pay no duty at all unless they are moved from the pork area to the
hinterland. The idea of having the cities of Bombay, Calcutta and Ma!iras as
free ports is undoubtedly attractive to the inhabitants of the cities, but in view
of their geographical situation, it would be quite impossible to prevent large
scale smugeling of goods from these free ports into the country proper. More-
over, at least Calcutta and Bombay are themselves very large consumers of
imported goods so that the scheme would mean that the inhabitants cf thege
cities would pay no duty on imported goods consumed within their limits.

The adoption of any such scheme might well mean a loss of 50 per cent. of
our imporh revenues.

§. The other suggestion of a free zone covering the port area alone and
not the whole tawn seems, at first sight more feasible. Here a particular portion
of a town eould no doubt be demarcated and by stringent wateh and ward and
patrol, movement of goods from it to the rest of the town could he prevented.
The efficiency and the value of a free zone however depend very largely on
the excellence of the port facilities it can offer, We have referred to the
state of congestion that delays shipping et least in Bombay and Caleutta. An-
other point-to remember is that the nature of our trade fs not such a8 to Include
very -msany articles which we could Drocess and re-export from these free zones.
Cashewnuts -and diamonds seem to be dboub the only two. We have advocated
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w-drawback of imports duties in the hope that this will lead to a large re-
export of processed goods business. When that occurs, it may be desirable
o re-examine this idea in the light of the conditions prevailing. Until then,
expenditure on such a scheme would not be commensurate with the advantage
to be gained from ib.

PARY III
COMMODITIES

JUTE MANUFACTUREE

About o third of oll India’s foreign exchange earnings in 1943 came from
this comrmodity aud 66 per cent of hard currency enrnings had their origix in the
sume source. Any increase or reduction in export of these goods, therefore,
<@ of yery great signiticance. Irom the point of view of the balance of payruents
‘position, jute manufactures mwrit more attention than all the other exports of
this country put together. It is very uufortunate that this Committee has to
take into consideration exports of this article at a time when a major crisis
hgs afiected the industry manufacturing it

.2.  Jute manufacture is the world’s premier packaging material. It has at
tained that position primarily on account of the cheapness of its raw material
The average price of raw jute in the thirties was RBs. 3-13-0 per maund for
middles. On’ oceasions, raw jubte was in such ample supply that it could notb
all be used for manufacture and prices fell so disastrously that Governmen?
bad to have recourse to restriction schemes. War came abt & very opportuna
moment for juie manutactures. War orders coused prices to increase. Later
came confrolled prices for both jute and jute munufectures. The final ruling
nrices just before the end of control were Rs. 17/- per maund for raw jute (mid-
dles).

8. A long drawn cut controversy between the Government of Bengal, which
alleged that the jute cultivator had had o raw deal during the .period of the
war in not having been allowed to make all the profits that the demand for
jute goods throughout the world would have justified, and the Government
of India, whkich thought that in the major interests of the jute grower, the jute
industry and the foreign trade of the country generally, it wus desirable thab
iute prices should not be allowed to rise unduly, ended in September 1946
with the victory of the Government of Bengal and the decontrol of prices, Raw
jute prices immediately doubled and have sifice then with occasional fluctua-
tions maintained & level at least 43 times that on the outbreak of War. The
vrices of jute manufactures too shot up and have with some fluctuations conti-
nued ab & very high level. We are now nearing the end of the third year since
the. termination of control and the effect of the price changes described above
has bet?n a serious challonge to the jute poods’ position as the world’s ]:"rmclpﬂl
packaging material. Jute manufactures today are at the cross-roads.

4. In the last two years, ecorapetition by substitutes, started during the
war becvause of e absence of sufficient jute goods to meeb demand, has be-
come increasingly qrave, Far from strengthening its hold on the 1arkets thab
it had held before the war, as it should have done in view of the prosperous
industrial conditions following the war in many parts of the world and mors.
especially in the U.B.A., it has actually withessed a contraction in the sphere
of its usefulness.. Its principal eompetitors have been cotton and paper. Both
these have entered territory in which jute -previously held undisputed sway.’
From meny. spheres, jute has been completely. driven out and so utter has been
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its rout that there iz very little chance of its return, however low iis prices
sink now. Thus, certain industries which found in jute their most useful pack-
aging maverial bave been compelled by the high prices of jute manufactures
to convert their packaging systems in order to wutilise mulfi-wall paper bags.
This has meant capital investment on a substantial scale and the probable end
of jute in such concerns for all time. Most such developments have taken
place in the American market. Further dangers threaten not only the
American hessian using market, but also other markets where sacka are prin-
cipally used. Bulk handling of important commodities like sugar, hitherto
packed in sacks, is in the air and the fruition of such projects may well have an
extremely dGawaging effect on the jute industry, In brief, price is the para-
mount factor in maintaining the use of jute. Jute won leadership on Price.
It is losing it for the same reason.

5. The upward frend which began with decontrol has been aggravated by
the peculiar conditions brought about by partition. All the manufacturing units
are situated in cne dominion and 75 per cent of the raw material in the other.
Had relations between the two been established on a satisfactory friendly
basis, this might not have been so complete a misfortune as in the eircum-
stances, it has turned out to be. In the situation that has emerged, however,
it has not been sufficiently realised that the real interests of the iute grower
and the jute industry are identical. A szensible arrangement which would have
enabled the two complementary economies in respect of this ruaterial apgd
industry to function as one was obviously desirable. It has however remained
unattainable and we find the two areas going their own ways almost as if they
had no need for one another and no interest in each other's welfare,

6. About 90 per cent of the jute goods manufactured in India are export-
ed. The effect of the succession of high prices for many months has mades itself
felt in the export returns of the first half of 1949 which show & fall in eompari-
son not only with the pre-war pericd but even with 1948. The fall has been
greatest in the hard cwrrency areas where the deterrent effect of the high price
has been accentuated by the business recession,

7. Apart from raw material and conversion cost, there is ancther elerrent
which is often responsible for disturbing both the level of prices and the stabi-
lity of that level. This is speculation. BSpeculation in jute takes many forms.
In fact, of ull commodities, this is eminently the one in which people *“take &
view' The buyer of raw jute has ofton sold before he has bought cor vice
versa. He has faken s view.- The Baler follows the sams practice. He tco
takes o view and sells his finished produet before he has obtained his
raw material, The manufacturer is not averse to taking a view It
is his usual practice, we were told, to sell forward from thres months
to a vear shead and, he must, obviously, when he does that, cccasionally
have to re'y on obtaining his raw material later. The buyer of the munufac-
tured goods from the jute mill too is generally a view taker. Not always has
he an order booked when he buys the goods. Infrequently, indeed, i he the
person who really ships. The contract from the mill generally passes through
a large number of hands before shipment is made; each of the persons through
whom it bas passed & also taking a view. But the apotheosis of view talking is
to be found'in ‘‘Fatka’® market—the venue for speculation in jute goods
futures. It purports to provide & hedge market. Almost everyone is - agreed
thet in reality it serves no purpose except that of encouraging gambling orgies
at present. It accentuates trends. When prices are high, it pushes them
higher. When they tend to go down, it depresses them further. Tts effect on.
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exports is particularly disastrous, when the prices of jute goods are high on
account of high costs. By adding a heavy burden of speculators’ profit the-
competitive strength of the commodity is considerably weakened. Then again,
the fact that the price can be made to fluctuate from day to day and even
froia hour to hour bas, of late, tended to encourage ‘‘band to mouth’ buying
by foreign ecountries.

8. The I.J.M.A. has, on more than one occasion, asked that the industry
be protected from such activities. No action however has beem taken. We
have heard at length all the arguments that could be put forward in favour of
speculation in jute goods. We remain impressed with the need for the
removal of this very grave danger to the stability of the industry and the
expansion of the export trade, and we recommend that immediate steps be taken.
o prohibit all futures trading in jute manufactures.

Y. It is necessary hers to make a distinction between the Jutures market
and the Forward market. The difference between forward *trading and futures
fealing lies in that in the former what is being sold is either goods or capacity
to produce goods. The producer takes the ultimate responsibility for fulfilling
the forward contract. At the buyer’s end too, the buyer is a person, who wants
the goods to be delivered to him on the date spesified in the- contract either
Ib: shipping them to an overseas buyer or selling them to another ultmate
ronsumer, if he himself does not happen to be one. In the fubures markeb,
bowever, what is sold is n basis quality which gives s hypothetical claim to any
pne of a range of goods, which the seller hopes to fulfil by having resort'to &
purchase at a later date when the market is more favourable to him or by
making s purely financial settlement of the difference between the sale price an
the prevailing ready price when the due contract matures.

10. To reduce speculation as much as possible, it would seem desirable that
even in forward trading, the speculative elemént should not be allowed to in-
trude itself and sales should be made permissible only to the consumer over
was or the shipper and to no other intermediaries. Such an arrangement, it
bas been said may weaken the position of the mil's regarding finance. We d¢
vot see why this should be so, since even with forward sales, payments are
mly made when delivery becomes due. As in the last analysis, tne total de
mand for and the total sale of jute goods must rest ou the willingness of the
donsumers to purchase, the industry cannot really hops in the long run to sel
ore than the econsumers will buy, simply because there are some intervening
tpeculators. The action proposed has become sll the more necessary becsuse
egrettable 88 it is, the number of cases in which mills sell their goods cn ¢
brward basis to their own managing or selling agetns is, we understand, or
the increase. These agents run a separate business which derives advantage
krcm the sale of these contracts to other persons, the profits from such trans
wctions not uppearing in the mills accounts.

11, The measure proposed would be the ideal arrangement. There appesrs
Rowever to be much opposition to it by the trade as it js felt that its immediato
#ect would be en entire dislocation of the marketing conditions and a retarg-
bent of the progress of exports which is * the opposite of what we wish
rchieve. The disturbance in the market may not be as long-lived &s tie trade -
mprehend and the long-berm prospects of the export trade will benefit greatly
from the change proposed. 1In certain very special ciroumstances, as fof

sgxample When a foreign consumer fails in business and cannot take up the goods
cortracted for by him, it may be necessary to permit a shipper to sell to anotkse
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shipper for export. Such cases are likely to be rare. Then again, a certain
proportion of the production of the industry, is consumed internally, and
therefore, in laying down that sales should be made by mills either to overseas
buyers direct or to shippers who undertake to export the goods on delivery,
some provision is necessary for the needs of the internal market. The amount
to be left aside for free sales in the country will noj probably exceed 12% per
cent. of the total mills production, and that too, of certain varieties only.
7o leave each mill free to sell thet proportion of its production internally will
ot in.any way afect the enforceability of the arrangement proposed.

12. We cannot conclude this discussion of speculation in relation to jute
g vds better than by quoting from the Digest of the Marketing Survey of the
U.5.A. and Cenada prepared for ths I.J.M.A.:—

“It is a common saying here that—*‘next to horse racing-,-bm:lap trau&
ing is the greatest speculation in the world’’. American industrie;
lists, figuring in fractions of cents costs on articles manufactured
in- millions of units, have no favour for products .whose prices
fluctuate widely. Nor do they enjoy paying & serieg of tributes,
no matter how small per assessment, to such a series of brokers,
sub-brokers, shippers, bazaars, etc. between manufacturer and
Americen importer as now impede the straight, swift, economical
purchase of burlap. We urge that everything. possible be done
to streamline the jute fabric distribution system to cut costs.
promote goodwill, expedite shipping'’.

28. Where an industry holds as monopolistic a position as the jute industry
dges, it is essential that its products should be made avsilable at reasonable
and competitive prices, and in the maximum possible quanfities, QOng bar to
reasonable prices, speculations we have dealt with above. Other reasons
pub forward for the bigh prices are the raw jute costs, export duties and increase
in the cost of production. The price of raw jute today i8 Rs. 89-8-0 for. middle
jute as against Rs. 8-6-0 in 1940-41. The lowest priceé during the 1948-49
seascu was Iis. 40 and the highest Rs. 44-8-0. The principal reagon for the
bigh raw jute price is said to be scarcity of supply. There hag been varv;
estimates of the new jute erop. India, it is said, will produce 28 t5 80 lakh.
bales, Pakistan 55 to 65 lnkh bales. The most knowledgeuble sources hold thax
the total for both countries will be about 90 lakh bales, the Pakistan crop being
not less thar. 60 lakh bales. The various statements from Pakistan suggesting
a lower crop are alleged to be due to a desire to obtain as high g price for the
cultivatn> gs possible. Nor indeed in this respect do the advocates of a high
price for the Indian cultivator fall far behind. Their statements as to the cost
of eultivation, if relied upon as a basis for price fixing would make it guite
impossible to manufacture jute goodg competitively in their country. Mill
consumnption in a normal year is not more than 60 lakh bales. If therefore the
entire crop was at the disposal of the Indian Mills, the industry would be in
a very happy position. Exports of raw jute, however, normally vary between
20 to 25 lakh bales. Assuming that 2/8 of these come from Pakistan and 1/8
frorn Tndia and teking the higher figure, this means that without anv ban on
exports 22 lakhs would be available in India and 44 lakhs in Pakistan for the
Mill demand or somewhat 66 lakhs against a total need of 60 lakhs. That is
undoubtedly a tight position and such as under condition of normal competitive
buying, is likely to lead to a steep increage in price. ‘Whether the erop fuifils
this estimate or is slightly less, it does seem that in the absence of friendly
negosations with Pekistar designed to fix purchases ab & reasonable price, thu
only hope for the mills is o avoid compefitive buying: When the supply °f &
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commedity is either just sufficient to meet its need or a little less, nothing ean
s0 easily push up the price as purchases by individuals, each trying to do his
best {or himself. The Indian Jute Mills’ Association jg an extremely well-
organised body. We feel that it gshould not have very great difficulty in buy-
ing all the jute required for the Mills itself, using such agencies as it thinks
necessary and distribubing its purchases to its constifuent units in accordance
with a plan drawn out after consideration of their needs. The price to be paid
must be reasonable if the scheme is to be worked without engendering lasting
bitterness. If the mills are to get their raw materials at such rates as would
enabie them to compete we do not see any alternative to the course suggested.

14. We proposed this line of action to the I.J.M.A. They seem to concede
tkat it is the ideal solution but they feel that they eannot attain the ideal vn
account of practical difficulties. These practical difficulties are the large amount
of finance needed, the bulk of the material tc be dealt with, the unpleasantness
of doing away with some of those who would become redundant if such an
orgauisation were set up, the difficulty of interposing an organisation between
the existing sellers and the actual purchasers each of whom bas its own
specialists for selection of varieties and qualities. All these are difficulties, bub
the_obta.mmg of sufficient raw jute at reasonable rates to enable mills to sell
their production at ressonable prices js an sim in the fulfilment of which one
would have thought an organisation as powerful and well-knit as the T.J.M.A.
would not have shrunk from difficulties. The finance needed is not likely to
be more altogether if the I.J.M.A. buys then if each one of the mills buy3
Beparately. If the I.J.M.A. is going to purchase on behalf of all the mills,
surely it should have no difficulty in obtaining advances from the mills. The
bull of the material is not going to increase on account of the centralised pur:
<hage indeeil need does the scheme entail any large stocks being buils up by
the Central Organisation. It should be quite easy to direct each consignment
s soon as it has been purchased to the proper destination. The best specia-
lists from all the units might conduct selection for the I.J.M.A. so that there
need be no dissatisfaction as to quality. If some of the individuals and con-

gaer:g are not needed under the new scheme, thab is unfortunate but must be
(4] .

15. The industry has proclaimed time and again that its present and'_[‘lht:
tuture depend entirely on obtaining raw jute Bt economic prices. h
methtd adopted by the industry jtself—closure for one week each'mODt'hE‘_ gf’
not achieved this object. The industry admite that the suggestion mads ¥
us is likely to attain the end in view. Wa havae dealt with the difficulties 15 Urg®s
sbove. None of themn seems to be fundamental. When an industry 18 facing
a really grave erisis. it must he prepared to adapt its methods and 1ts organi-
88110n to new circumstances, if it is to avoid bringing disaster on itself and on
the country generally. We trust that the industry will not be found lacking
in thic matter, since without its co-operation such a scheme cannot work.

16. A reasonsble price for raw jute will only be acceptable if it is at the
same time clearly known that the jute manufacturer is also getting only a
reasonable profit. Once this reasonable raw jute price has been established, 1t
will probably be in the interests of the manufacturer himself thafi maximum
selling prices should be fixed above which he would not sell his guods.. , The
advantage of such a course to the fordign buyer is obvious He would know
exactly how much the mill was getting and so would be able to pay just the
extrd amount necessary for the services rendered by the shipper. Yor the
regaining of lost markets and the expansion of exports in this commadity, &
controlled price can well be a most potent weapon, We recommend that as soon
as necessary conditions obtain, this matter should receive immediate attention.



82

17. The second element in the cost of jute goods to the overseas buyer is the
processing cost in India. In the time at our disposal, it has not been possible
to examine this. There seems to be no uniform or scientific system of cost.
mg in most of the units constituting the industry. We were told for instance,
that it has Dot been possible to have a consolidated balance sheet of the whole
industry although efforts in that direction had been on foot for oOver ten
years. The Chairman of the I.J.M.A. furnished us with figures of the costs
of what he considered a reasonably efficient unit of his own group. Though raw
material forms about 70 per cent. of the cost of jute goods, there have been
inecreases in several items of the conversion costs and some of these probably
need explanation. The industry assesses the increase due to the recent labour
award at Rs. 50 a ton. Itg contention is that the prices at which it has had
to sell its goods in the firgt six months of the year have not been remunerative
and many units hsve suffered losses. The Chairman of the Association in a
speech made by him had assessed the monthly loss suffered by the Jute Mills
at ‘‘an amount equal to 1} yeare average net profits over 15 years’’ end gone
on to say that at that rate the industry would exhaust its total reserves of 27
crores of rupees in another ten months. On enquiry as o how the amount of
losses suffered had been brought out, we were not furnished with actual figures
showing the break-up of thig total but were told that ‘‘a quick rapid survey of
the position was made to get at the figures mentioned’’ and for confirmation
were asked to see the reports of various companies, for the half year ending
March 81st, which had been and were being furnished to us. Several of these
%Show a loss. It is of course not possible to come to any considered opinion on
the question of losses vithout proper investigation of the balance gheet figures
and of the reasons given for the financial position indicated by the various items,
It may however be said with some certainty that the margin between the price
and the cost has certainly narrowed considerably in this period in comparison

witn previous years. Full and careful costing of the industry by an independent
wutnonty 1s very desirable,

16. Another factor that undoubtedly has scme effect on the price of jute
goods is the export duty, both raw jute and jute goods have been subjected to
export duty for many years. Considerations of revenue led o the imposition
of the duty. The Fiscal Commisgion of the early twenties came to the conely;.
siop that these duties wers not hampering the export trade in these commegj.
ties. An interesting comment the Commission made was that the monopoljgtie
position enjoyed by these commodities might not continue for all times and theg
there were dangers ahead ta which Government must be salive. A study o
Burlap by the U.S. Tariff Commission mentions that the higher export duty
on raw jute in comparison to that on hessian has made it necessary fq, the
U. 8. A. to import larger quantities of jute goods than raw jute.

19. The Export duty on raw jute, which was thus & blessing fo the Ingiap
Jute Mills, has with Partition and the imposition of an enhenced export - duty
on raw jute coming from Pskistan to India become a considerable burden. 1t
mesns & difference of as much ag Rs. 4 a maund to the price of Pekistan raw
jute imported for Indien Mills. A suggestion has been made that some relief
might be given to the industry by reducing the export duty on jute goods so as
to offset the Pakistan duty on raw jute to some extent. This suggestion geems
to gain force from the fact that the price of jute goods itself is now considered
{00 high in overseas markets and the export duty on manufactures is yet another
cause of the high price of jute goods, which is facing the maximum competi-

tion from substitutes. The incidence of the duty amounts to & per cent. of
the value,

20. There is no certainly that if a reductin were given to offset the Pakistan
dutv that country would not raise its export duty on raw jute higher. knowing
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that the main consumer would now be able to afford as much as in the preceding
year. The real point is whether the cost of meanufacturing jute goods and their
gelling price_being what they are, the export duty is a hindrance resulting
91hher in & l_ower volume of exports or in an unreasonable low return to the
industry. We have already come to the conclusion that it is desirable to lower
the _sellmg price of jute giods to buyers abrosd. This in itself irrespective of
Pakistan’s raw jute duty would have led us to recommend a removal of the ex-
port duty but for the fact that the marketing arrangements for jute goods are
such that there is no gusrantee that the removal of the export duty would
mean cheaper supply to the overseas buyer. The presence of speculation to
which we have referred means that if the export duty were taken oft today, the
price of gunny would rise by a corresponding amouny and probably, if sa
optimistic view was taken, by an even larger amount. In these circums-
stances, we hesitate fo recommend a step which might well mean &
considerable loss' of revenue without advantage to the export trade. If after
the measures whmh' we have indiented to check speculation have been taken and
the costing of @he industry has been corapleted, it still appears thabt & reason-
able price for jute goods, ‘inclusive of export duty, is such that the effective
demand is below the production, there would undoubtedly be a case for redve-
tion or abolition of export duty.

21, The system of personal and destinationsl quotas, which with several
variations followed the ending of jute control has it is urged been responsible
for keeping the level of exports below what it might have been. The npeed
to restrict the amount which any shipper would beaallowed to export as well as
to allocate quotas to countiies was felt so long as the total demand for jute
goods was well in excess of the supply available. There has been 8 materi
change in the last 12 months, and exports to hard currency countries have been
free from all quota restrictions. A similar policy in respect of soft currency
countries would now be justified. Until recently, jute goods had 2 special
value in international trade negotintions so that against an allocation of jute
goods, foodgrains and other essentialg could be procured. In present altered

circumstances, the simplest course would be to leave exports free.

22. Connected with this problem is the somewhat delicate one of S.O.Uf’h
Africa. The decigion to stop trade with that country wag taken on political
grounds. The industry feels that denial of opportunity to bave divect trade re-
lations has rot prevented jute goods from reaching South Africa from other
producm% countrieg and even from India, by diversion through other countries.
All that has happened is that South Africa has had to pay a higher price for its
gupplies and the beneficiaries from this higher price have been other countries.
The coutinuance of the han is a constant spur to research for substitutes, which
if once established may damage the industry and the export trade in Many other
gectors. Whether these economic considerations should outweigh the political
decision in force is s mafter for Government to decide. We would however
point out that in order to prevent goods reaching South Africa from other
destinations, a great many restrictions are being Imposed which have the effect
of hampering trade with other countries. Thus, we understand that if goods
ghipped by sny shipper to & particular country find their way ultimsately to
South Africa the shipper ig penalised whether or not he himself was responsi-
ble. Then again, we understand that quotas for certain countries are deliberate-
ly kept at a Jow level because it is feared that jute goods would be re-exported
from there to South Africa. The abolition of quota limitations gshould not, im
ovr view be deferred because of this apprehension. Nor should the present
gystem of penalising shippers whose exports are re-shipped from other coun-
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23. Production is & necessary preliminary to export. Accordingly, the aim
ghou!d be fo incresse rather than curfail the production of jute goods. The
industry has hardly ever really produced as much as it possibly could. Pro-
duction has on occasion been limited to assure profite or avoid losses. FEsti-
mates of world requirements of packaging material in the post-war period are
at a higher level than pre.war. Accordingly, if jute can regain its position as
the most economical packaging material, there is no reason why the industry
should nct be producing and exporting more than it hag ever done.

24, Againat this possibility which we should like to see achieved, we turn
ip consideration of the present curtailment in production. From May, the in-
dustry has been working helow capacity. The first cut in May reduced hessian
production but sacking production was increased, to maintain the total appro-
ximately ag before. TIrom July production has been cut by the decision of the
jute mills not to work for one week in each month,

25. The: reasons given by the LJ.M.A. for this curtailment were scarcity of
raw materials, the need to carry on through the months of Ju!y and Augush
and to build up sufficient supply during the months immediately following the
jute harvest to meet full demand later in the year. An equally ir.portant
Eoint was the need to keep raw jute prices at a reasonsble level so as not o

ave to raise the price of the finished material. It was also hoped to stohilise
jute manufacture prices at the then prevailing level.

26.- The stock position as given by the I.J.M.A. showed thet the industry
as a whole could have continued by using up their total stocks to work for
July, August and upto the middle of September on the basis of ful! fproduction,
By curtailment in July and August it has saved two weeks =rupply. T
curtailment is continued in September, it will save another thres days at the
most. Bub whether it continues to curtail or not, it cannot much longer keep
out of the market. We have therefore to see whether the other two considers.
tions justify a policy of future curtailment. The prices of raw jute haye
again been rising and in fact they are now approaching the prices Prevailing
during the last season. Whether the temporary decline in priceg
of the new crop for forward sales which took place eorly in July = waq
occasioned by the policy of closure announced by the jute mills or whether jg
was a natural re-action to the then prevailing estimates of the size of the raw
jute crop, which was being placed at hundred lakh bales, must remain g
matter of opinion. - On the other hand, it seems to us that in two ways the
policy of closure is actually tending to raise r:.a,ifher than lower the price (f Taw
jute. Firstly, it has engendered active opposition on the part of the Pakigtan
Government who have interpreted the action of the IJ.M.A. as caleylateg
to exploit growers. Secondly, the fact that the price of jute goods has hean
rising so steadily has caused the grower of raw jute to feel that there ig ng
reason why he should sell his raw jute at a lower price today than he did g
year ago. -

27. This bring us to the third consideration mentioned by the I J M.A.
namely that of stabilising prices of jute goods. Far from stabilising the effect
of the closure has been to cause uncertainty, fluctuation and a steady rige
in prices, Hven before the policy of closure had been definitely £Nnounced,
the market had begun to react to rumours about the closure. As soon ag the
closure was announced, prices went up though no curtaillment had 7ot tgkep
place in production. The rise in price since then has been spectacular. Ay
no time has sacking sold at such high prices as it is gelling today............at g
time when every one is agreed that the prime need is to lower the prige of
jute goods ty buyers. The I.J.M.A are themseclves emphatic that this rise
in prices is not of their secking and that the speculative mearket iz golely
responsib'e for it and is benefiting from 1t, We have been told however that
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more thar. one foreign buyer is inclined to regard the closure as merely a price
manouvre on the part of the manufacturers—a very serious matter from the
point of view of goodwill.

28. Considering all the circumstances, in our view, continuance of the
closure is not likely to serve any useful purpose and we would strongly urge
that full production be resumed.

29. We are informed that within the Indian Union there are some guantities
of raw jute left cver from last year’s crop which have failed to make their
appearance in the Calcutta market on sccount of transport difficulties. It is
very important that raw jute movement to Calcutts from every source should
be expedited forthwith. All impediments in the way of smooth and continuous
progress should be removed if mnecessary by undertaking special transport
operations. Within the next two fortnights, as large quantities us possible
should appear in Caleutta from both the old and the new crops.

80. Tho closure, apart from the other harm it may have done, hag affected
detrimentally the cost of manufacturing jute goods. It has been estimated by
the industry that every ton of jute produced since the closure has cost 50
rupees more than thab produced before the closure. This is equivalent to an
increase of Rs 1/12/- a maund in the price of raw jute. It has been suggested
that had it not been for the eclosure, the parlous finencial condition of some of
the units in the industry might have made it necessary for them to close down
completely. The inference from this is that a rise in prices was most desirable
from the point of view of st least these units. However, as we have pointed
out above, this elosure has meant a very appreeciable increase in cost, not only
to the units whick were suffering losses but to those which were working at a
reasonable profit. This in effect means that the inefficient unit becomes 8
burden to the more efficient units and the industry as a whole adds to the
burden of the consumer. In our view, it would be much better to let those
units which cennot work at a profit close down, while those which can break -
even or work at a profit continue operations fully. In fact, from the publie
point of view, it would be even advantageous if they were to expand production
go as to make up for the loss in production emused by the elimination of the
less efficient units, thus providing employment at least to a certain extent to
the workers discharged from the less efficient units.

a1. It has been represented that many units of the industry have suffered
on account of delays in the issue of import licences for new machinery and spare
parts, which have been on order and are in some cases ready for shipment.
the absence of import licences, we are told, machinery has been diverted to
other countries. In our opinion delay of this nature causes damage to the
pational economy and should be avoided.

82. Some of the recommendations made above may seem unorthodox 1o
those who think controls should only be applicable to commodities and indus-
tries producing essential articles for internal consumption, ~Bub jute
manviacture, by virtue of its position as the biggest earner of foreign exchange
ig ag vital to the interests of the country as food or cloth, Not even the most
ardent supporter of free enterprise can argue that if those concerned in the
manufecture, marketing and trading of so valuable an article consider only their
direct interests, and take no thought for the public good, they should not be
liable to regulation and control in the larger interests of the community.

TEA

The second largest item im our export trade is tes. Tea production has
increased from 452 million Ibs. in 1938 to 616 mi'lion lbs. in 1948, Total
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exports for the year 1948-49 compare favourably with exports for any
previous year.

2. The only unsatisfactory feature about tea has been the decline in
zxports to the hard currency area during the last financial year. We have
endeavoured to ascertain the reasong for their decline. 8o far as we can judge,
this has been very largely a question of price. Though the United States and
{anada favour the Ceylon type of tea, which yields a flavoury liquor, yet Indian
tea would have been acueptuble, had the price been in its favour. Last year,
vevlon did not tender as much as it normally does to H.M.G. at a fixed price
under the bulk purchase scheme. [ consequently had s large quantity leff
ever for sale by auction and the price fetched was lower thar the Indian price.
Accordingly America preferred to make ifs vnurchases in the Ceylon market.
Coutributory factors to the American lack of support for the Indian market
were fuilure {0 reiund the execise duty on exports promptly and to some extenk
sale of the South Indian tee preferred by Americans under a barter agreemeny
to Russia ¥rom this however it is not te be inferred that we oppose or in
fny way dislike barter agreements. We realise that in barter agreementss one
tannot  always have one’s own way and must naturally sometimes have to
give things, which other customers may prefer.  All that is necessary is, so
lar 88 possible, to aveid disturbing settled chanels of trade. If a eommodity
bas been bought by & particular market for a long period, it is desirable not
to divert it to another market unless reasons of over-riding importance malke
duch a transaction essential.

8. The principa! problem that will arise in regard to the export of tes will -
be competition from Indonesia in another couple of years: it is 88 well that
bot!:t. Government and the tea industry should be prepared to face that com-
petition when it comes. One method of facing it would be by reducing costa
8s much as possible at the present time and indeed hy even selling to foreign
markets at reasonable prices rather than attempting to obtain everything thag
the foreigner will bear.

4 We have noticed with considerable surprise that an Ad Hoe Committea
sppointed by the Commerce Ministry in February 1949 to report by the eyq
of March 1949 has atil! not completed its labours. Bo far as we hs,va_ been abhlg
to ascertain, it is at the stage of considering written representations. Ty
®sues before this committee are of special importance in view of the unper.
tainty regarding the continuance of the bulk purchase scheme, which ¢q the
whole has worked satisfactorily from the point of view of Indian exportg and
ke indusiry. Tea is & eommodity of the greatest importance to this country
and we eannot but condemn this delay in the consideration of its extremely
mportant problems at a time when prompt action in many respect is 1ecessary
to safeguard its continued progperity.

5. We note with pleasure the absence of speculation in this commodity
Tea seemg to be one of the rare commodities which is grown, packed, railed
sold and axported without any of those gambling transactions which seem 4o
be the natural concomitant of such operations in many other commodities, Ag
guch, its diffieulties deserve very specia! recognition. Two have come to cur
notice. One is the difficulty in getting supplies of suitable tea chegty in
sdequate quantities. We understand that steps have been taken to licence
certain indigenous firmg to produce tea chests according to specificationg laid
down by the Indian Standards Institute and that imports of tea .chegts are
allowed on the basis of the estimated production of such tes chests in Tndia.
The figure determined in this fashion for 1949 is 1 million chests, Regarding
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the figure itself we bave no comments but we would like to observe that
protection to the Indien tea chest industry should not proceed to the point of
causing difficulty to the tea industry itself. The container industry must be
given second place in any assessment of the matter.

6. Of the million tea chests which were to have been imported this year,
a bullc contraet with Russia for half the quantity has been entered into by one
association. The other half has yet to be licensed for import and we under-
stand shat ameng the reasons for the delay in the licensing are the selection
of importers and the proposal to restrict licenses only to those who are zble to
enter into direct contracts with the supplying countries. We feel that neither
of these two considerations are of such importance as to justify holding the
jmport of containers of great importance to our tea exports. [n our view,
permission to import such articles should be freely given .to the actual
consumers and only to’the extent the consumers themselves are not prepared
to import for their own requirements should middle-men. be selegred. This is
particularly necessary when owing to the limited volume of imports, competi-
tion among the importers would be absent and the indusiry might he made
to pay undu'y high prices for the limited stock available. Since cemplaints
abous the quality of tea chests have been fairly frequent and have been meostly
gbout the indigenous tea chests both by the producers of tea and the overseas
buyers, it is necessary that the measures fo maintain the standards prescribed
‘for such. tea chests be enforced with strietness and no loop-hole left for the
supply of inferior goods to the tea producers.

7. The other difficulty is the question of sales tax, which in certain provinces
and states are not remitted on goods going to export markets. The situation
is particularly seripus in SBouth India, because tea has very often to pase
through more than one territorial unit and is thus subject to multiple taxation.
Sinc the South Indian teas on account of their affinity to Ceylon tea ore 1.0r@
in ‘demand in hard currency countries, it is specially important. that this
difficulty should be removed and arrangements made for refund of duty withouf
delay ov under formalities.

8. While on the subject of taxation, we must refer to the export duty, 4
annas a lb. and the excise duty 3 annag a lb. which tea pays at present. In
eneral we are opposed to the levy of export duties, and we have suggeste
earlier that the duty on tea should be removed at an "oppm-f,une time. So long
bowever as the export duty lasts, we feel that there is no reason to keep the
excise duty one anna lower. The fear that the effect of an inoresse in the
excise duty would be to raise appreciably the cost of the poor man’s Sup of tea
is not based on a correct appreciation of the incidence of the extra excise duty-

9. Although there has been considerable increase in tea production, there
bas been an increase-in the internal consumplion of tea and therefore the in-
erease in the volume of exports has not been as Iarge as the incrense in produc-
tion.  Overseas demand at present is not saturated and there is n nossibility
of increasing exnort,  On the other hand, this can only be achieved by further
increase of production or & curtailment of domestic “consumption, neither of
which can be pressed too far in view of the imminence of the revival of competi-
tion from Indonesia. ’

COTTON PIECEGOODS

The exporb of cobton piecegoods from India received s tremendous fillip
during the war years, when other producing countries were not able to compete®
in wost of the markets.. Th_e highest export figure on record is in 1942-48 when
exports amounted to 819 million yards as compared with & pre-war average ©
about 200 millions yards. Upto 1947 exports went fairly smoothly, the limifing
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factor being India’s willingness o allow exports rather than demand in foreign
markets. A number of serious difficulties however arose about the beginning of
1948. The decontrol of cloth prices in the country led to.a tremendous rise
in internal prices with the result thati it was more profitable to sell internally
than to export. The export duty which was an ad valorem duty slso becarue
more and more burdensome with every increase in price. Bince at the same
fime competition from other countries, particularly Japan, began fo be felb,
India’s exports declined seriously. The 1948 figure of exports reached only 50
percent. of the target, 800 millions yards exclusive of Pakistan.

2. The consumption of Pakistan was formerly a part of internsl consump-
tion. It has now to be treated as a foreign demand. We have discussed the
possible target for the export of cotton piecegoods with the Textile Commission-
er snd his view is that during 1949-50 and 1950-51, India ecan safely export a
total of 800 million yards of cofton piecegoods fo all countries ineluding Palkis-
tan, With this view, we are in agreement and suggest that this should be the
tarcet to be aimed at. This fizure has been arrived at on the basis of current
production and after allowing for an average consumption of 13 yards per head

annually. Higher internal consumption than this does not seem likely in the
next two years.

3. The aboliion of the export dufy, and quota and licensin, restriotions
have facilitated trade and combined with the preseription of eeiliig prices for

export have turned the overseas buyer once again to India as a source of supply,
This does not mean however that

how the target of 8§00 million yards is within easy
reach. On present indications, exports to other countries are proceeding well
but the off-take of Pakistan is still uncertain, depending it seems on political

factors no less than economic ones. The recent incresse in import duties in.
Pakistan is going to be s further obstacle.

4. It has been suggested o us that the exports of finer varieties are Leing
handicapped by the import duty of 2 annas per Ib. on raw cotton except from
Pakistan. A rebate of this import duby has been urged ss a messure caloulated
#o help in the export of these varieties of cloth. In sctusl increase per yard,
the import duty of 2 annas per Ib. would seem to amount to an insignificans
sum. .The {-ebate‘of this duty is not likely to give any greaf relief but in Prinei-
ple it is desirable that import duties on raw materials should not raise the price
of the exported goods and since a request for such relief bas been made by the
fndustry, we have no hesitation in recommending it, provided the administrq.

tive machinery required to implement the concession is not likely to prove too
eumbersome.

5. Although the excise duty on cotton piecegoods
exported, considerable difficulty has been reported to us in obtaining refunda
of the duty by the exporters. The procedure does nob appesr to be uniform
in oIl provinces, and, apart from that, it is necessary for the exporter to fill in
8 very largs number of defails some of which are nob readily available, before
be can get the refund. This causes considerable inconvenience to exporters.
We would suggest that the procedure be considerably simplified.

6. There has been in recent months a grest deal said sboub the indifferen
quslity of Indian cloth and the unsatisfactory nature of its packing. These

t-wg have in fa(;t be9111 urged lequ ;a.etors which made cverseas buyers turn to
other sources of supply even if they have to pay a slightly higher price. W
understand that the Indian Sfranda{'ds Institﬂt%n is genga:elghin lzvolving i
standard sea-worthy packing. As regards quality, there can and should be no
attempt vt standardisation. When catering to an overgesy market, the re-
quirement of the buyer must be supreme. What is needed is machinerv to
ensure that the buyer gets what he has ordered and agreed to pay for. The
guggestion has been made that inspection of goods before export may be =

is not applicable to goods
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peans of ensuring this. In our view such an arrangement would be imprac-
osble. Inspection if undertaken at ports would mean unpacking of the goods
and delay. Moreover the staff required would be large. Obviously it must be
both efficient and honest in order to perform its task successfully. In many
cases it may not be possible to debect defects and if goods go oub with official
approval and are found to be below standard., that would do more harm than
good to the reputation of the country. '

7. The real redress to the imporber againsf the supply of goods of inferior
quelity lies nob in inspection by another agency bust in the inclusion of an arbit-
ration cluuse in contracts. During the war when there was & searcity of cloth
and & sellers_’ market, sales often used to take place without such provision
being ma.de in every case and the practice still seems to continue. What is
required is a standard form of agreement which will include a provision on the
linee indicated below:—

*“‘Any dispute as fo inferiority or any other fault in the exesution of this
contrach shall, failing an amicable settlement, be submitted to the
arbitration of two recognised piecegoods merchants, one fo be
named by each party, and in the event of such arbitrators being’
unable to agree, of an umpire, appointed by them or by the......
.ess..Chamber of Commerce if the arbitrators are not able to-sgree
upon -an wmpire. The decision and award of such sarbitrators or

umpire shall be binding and Tust ies, th
loger to pay the feea"l?lg conclusive upon both porties, %10

8. In cases where the manufacturer himself does not export, s contract
petween the manufacturer and the exporter is also necessary. All such con-
tracts should be on the basis of a given sample, which should be available with
the rosnufacturer so. that complainfe if any can be jnvestigated in full. The

int hes been raised whether arbitration slone is a sufficient deterrant to 8
fim which ig prepared to indulge in dishonest practice. We feel that powers
ghould exist with Government fo take punitive action against irdividual firms;
whether exporters or manufacturel:s, who have been found guilty of deliberate
attempts to cheat the buyer. This action should be taken in addition to thé
normal arbitration arrangements provided for in the contract. In order thal
these cases, whenever they do occur, are investigated promptly and fully, it is
necessary that detailed instructions should go oub to Trade Commissioners ag
4o the exact nature of the evidence which they must collect and forward to the
Commerce Ministry whenever there is a complaint. Tn this conneotion, we note
with regret that complaints made by the Trade Commissioner in Iran seve
months ago are still under investigation, although full details including the
pames 80d tex-mark numbers of the parties have been given. The investiga-
gion machinery must in all cases submit ifs report on a complaint within &
month of its receipt.

9. One of the most frequend cause of complaint from oversess market has
peen the poor quality of packing resulting in damage to the eloth. ‘We have
already suggested that a standard packing should be evolved and the use of
fnferior msaterials prohibited. One of the reasons why mills sre sllowed upte
g per cent. over the e;c-mlll price when selling to an exporter is that tpey have
go provide better pecking. Recently permission has been given to export gooda
made for local Aconsum'o’gnon on account of the large accumulation of stocks
within the country. While we agree that it is very desirable that aceumulated
gtocks should be disposed of as soon as possible, we consider it very important
that the reputation of our exports abroad should not be sffected by unsuitable
goods unsuitably packed appearing in our foreign markets. The exports of in-
ternal oloth by land to Pakistan may do no harm but if goods with local pack-
sng are senb overseas, a spate of complaints is bound to arise. We would
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urge that the question be reconsidered forthwith snd orders issgec’_i that atlenst
these goods be packed with proper export packing before permission to export
i8 given.

10. In addition to piecegoods, export of cotton yarn from India should also be
increased. The Textile Commissioner’s estimate of the surplus ayallab_le for
export is 200,000 beles, including exports to Pakistan. On s consideration of
the production of yarn in this country, we see no reason to differ from his esti-
mate. In the past this country has not been very anxious to export yurn be.
oause it had regarded it as an important raw material for the handloom industry.
The handloom industry however is not able to consume yarn st the rate af
which it used to because it is mo longer able to find a ready market for many
of its goods. ITmport restrictions in its mein markets, particularly Pekistan
and Burma have affected it detrimentally. This difficulty is not one which the
trade can resolve for itself, and we recommend that Government should stard
negotiations with the governments of these countries.

11. More than 17 erores worth of cotton ma,nufacturef_; came into fhe country
in 1948-49 mostly under Open General Licence XL which operated from Sep-
tember 1948 onwards. 'This can hardly be regerded as salisfactory. Lven if
there had not been plenty of Indian cloth available I the market eonsidering the
need to conserve foreign exchange, this additionsl supply should Dot have been
sllowed to be imported. In our view, the free import of cotton piecegoods
from abroad has no place in foreign frade in the nNext two yesrs atleast, We
pote that this item has been removed from the 0.G.L. and we trust that if

under licence any quantities are allowed, they will only be for very special
reasons.

12, At present, the total addition to the ex-mill price that can be made is,
if the manufacturer exports, 10 per cent.; or 15 per cent. if an exporter exports.
Over and above this, it is permissible to include 24 percent. for commisgion fo
the overseas agent. It has been suggested that this is insufficient 1n view of the
high commissions given by European countries and the limit of the commission
should be raised to 5 per cent. In our view, while there should be no objection
%0 the commission of even 5 per cent. being given to the overseas agent where
necessary, this extra 23 per cent. should come out of the permissibie additions
to the ex-mill price indicated sbove and not be added on 8o 88 $0 increase
the over-all cost to the foreign buyers. In normal times, for internal sales,
rost mills pay a commission to selling agents which comes to 1 to 1} per cent, °
80 that they should not find it difficult to meet this commission. As regards
exporters, although the permissible margin to them is 7 per cent, over and
above what the mill itsclf takes, in actual fact most of them claim to be
working on very low marging of 1 to 2 per cent. They can therefore quite
pasily afford to pay the overseas agent another 2% per cent. out of the margin
already permitted to them. TIn fact, it has been suggested to us that the
marvfacturers’ and exporters’ margin is already too high and should bLe re-
duced. We feel however that the normal forces of competition will ecause
such readjustment in the margins as cireumstances and conditions prevailing
in different markets necessitate and it i3 not necessary to refix marging with
every change in conditions,

18. While attempts are noti lacking to export to the dollar sress, they have
fnvariahly foundered in the past on rocks of our export duty and the American
import duty. The principal obstacles to such exports are distance from the.
source of manufacture and now the fall in the prices of competitive goods “in
the U.S.A. While opportunity may still offer for exports in particular lines,
ectton piecegoods cannot, we are afraid, be regarded as likely dollar earners.
Drr uatural markets lie on the shores of the Indian Ocean, Arabian Bea and
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Bay c¢i Bengsl, upto Australis and New Zealand in the South Pacific and
Chita and Hongkong in the North. Besides these, it is also possible to obfain
ghure in the piecegoods import of the Middle East countries including Egypt
and Sudan, © of Turkey and South East and West Africa.

RAW JUTE

Since ‘Partition, India has become a net importer of raw jute. Many of
the varieties of raw jute grown m India have a special appeal to certain foreign
markets while some are considered by Indian mills to be not quite suitable
for their own consumption. During 1948, Indian exports of raw jute, though
appreciably below previous years, still attained second place in dollar earning
exports and the fourth in all foreign exchange earning exports. Fortunately
the production of raw jute in Indis has been rising. From 16 lakh bales in
1947-48, it went up to 22 lakhs bales in 1948-49. This year's crop is estimated
to be about 30 lakh bales.

2. The policy of exporting raw jute from Indis must always be governed by
the consideration that the Indian mills have sufficient stocks. In 1948-49, the
mills wers opposed to any exports. With the larger crop estimate both in
India and in Pakistan, they have been in favour of free exports in the current
vear. It is a moot point whether the decision to allow free exports to all
couniries can be maintained througout the year. The estimates of the Pakistan
crop appear more gloomy than was anticipated three months ago. The policy of

tree export will therefore have to be reviewed from #ime %0 time to suit the
requirements of the mills.

3. The future of raw jute exports is very largely linked with the expansion
of raw jute cultivation, With a erop even of the mize of the current year, we
cannot with confidence look forward to regular and steady exports. A larger
Indian crop is essential, [f this was attained the position of the mills would
improve even though a larger portion of the Indian.crop was exported because

as the total overseas demand is limited, more of the Pakistan jute would be-
ecome available to India.

1. Raw jute exports from India sustain the important baling industry.
They also make a contribution to the Central Revenues on sccount cf the duty
of Iis. 15/- per bale. The corresponding Pakistan duty is Rs. 20/- a bale. A
lowering of duty at present would encourage a lirge scale diversion of foreign de-
mand to the Indian markeb. Accordingly it should be maintained at the pre-

sent figure. Tn & reasonably good crop vear of course the point might be worth
reconsidering. -

OILS AND OILSEEDS

Prewar, oilseeds ranked as one of the most important of our exports, the
quantity exported from 1937 to 1939 being approximggely 8 miilion t:fs a year.
After the war, exports of groundnuts have been rigidly controlled on
acecunt of increased domestic consumption. The other edible oilseeds are also
now in short supply for exports because of the inereasing use of their oils with-
in the country for cooking Quotas for the export of groundnut and ground-
nut oil are declared annually after the size of the crop is known, ample provi-
gion being left for internal consumption in the shape of Vanaspsti as well as
groundnut oil, About 10 per cent. of the groundnut kernel is required for seed

purposes and 5 per cent. for eating as nuts; the rest is sither exported or pres-
ged into oil. :
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2. Upto the beginning of 1949, oils and fats were under allocation by the
Intarnational Emergency Food Council. The exportable surplus which India
used to declare for groundnut and linseed was allocaied by that body to differ.
ent countries and a system of destinational quotas was in operation. The
price of Indian ocilseeds was well below world prices for some years and there
was keen overseas demand which had to be kept in check bv measures of con-
trol. In fact, so great was the disparibty in priceg that it was thought by Gov-
ernment that both oil and oilseeds could bear an export duty. Internal prices
bowever kept on rising throughout 1948-49, until it became practically impos-
sible to sell all oils and oilseeds abroad. A sharp decline in the price of oils
in the U.8. market led to deccntrol by the LEF.C, and since then the dis-
parity in prices has tended to increase. The belated removal of the export
duty in the 1949-50 budget did not help, ns speculators took the
opportunity to raise prices further. The price position up-to-date has been that
linseed has just been on the margin and business on a reasonable scale has been
possible. Groundout has met with muoeh more resistance and the uiilization
of th: quota hag been very poor. Groundnut oil and linseed oil however,
which were exported in fairly large quantity in 1948-49, have remained
unerportable and there have only been emsall occassional shipments to
peighbouring countries.

3. On account of the very large increase in the . production and consun-
ption of groundnut oil and vegetable proc.luct, the exgorf:able surplus is esti-
mated to be in the region of 100,000 tons in terms of oil, if the erop is reason-
able. In terms of kernel this means 250,000 tons. Since erop indications for
194950 are favourable, & fotal export 6f 100,000 tons in terms of oi! of 250,000
tong in terms of seed is mot likely to be s high target. In linseed the surplus
is estimated to be 50,000 tons in terms of oil.

4, The one difficulty in achieving this target is the disparity between interne!
and external prices. The remedy that suggests itself is imposition of control
over the prices of groundnut and linseed: To be effective however, the price of
4 number of other oilseeds, part.icula—rly mustard and sesamum, will have to
be controlled although they do not enter the export trade at _present, (except.
that mustard oil goes to Pak'stan). It has been urged that it is particularly
difficult to exercise effective control over oils and oilseeds and the problem is
considered to be more difficult than in the ease of sugar. On the other hand,
it is conceded that it is less difficult than in the case of food-grains. We have
no doubt that if it ‘s really intended to control the prices of oilseeds, the effort
will be successtul in spite of many administrative difficulties. We would em-
phasise that the effort must be vigorous, sustained and comprehensive. Half-
heartedness will do more harm than good, If it cannot be done properly it
would be better not to do it at all. In effect, Government has been attemnpting
4o maintain eontrol over the price of groundnut il and seed through its control
of the prices of the manufactured article from these produets, Vanaspati. Such
an attempt at control has been a complete failure; nor indeed could it have been
expected to be anything else. A stage has now been reached in which we arve
told prices of Vanaspati have had to be raised twice during this year un account
of increnses in the price of the raw material. Vanaspati factories however
still find oil prices too high and we were told that several have closed dewn
and all nre threatening to close down unless they are allowed to increase their
prices still further. It was pointed out to Government as long ago ns June 1047
that in thizs matter the only course that gave any chance of suecess was the
straightforward one of controlling gronndnut and groundnut oil prices. Two
venrs »f trinl do not seem to have improved the position. Tt is suggested that
atleast now it be recognised that the effeclive way of holding the prices of
oilseeds, so as to make groundnut, oil and Vanaspati available for export, is
*hv control
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5. The rise in the price of groundnut as well as the otker oilseeds has nob
been due to an increase in the cost or cultivation beyond the normal rise for all
crops or to demand exceeding supply. If these were the only forces ab
work, the disparity between Indian prices and overseas prices would have at
once corrected itself on account of the fall in exports, eading to a surplus in
the country. Speculation however has had a great deal to do with the high
level of prices. We have been told that speculation in foodgrains being to
longer possible, all the money which used previously to be spread over a
number of commodities is now being invested in oilseeds. Since  scme
warieties are not readily perishable, stocks are said to be held by operators
froon year to year. An aftempt has been made to restrict futures trading to
some extent in Bombay. It has not been verv effective and we understand
thut a futures matket opened in Caleutta as a result of the attempts to close
it in Bombay. The effect of speculation wag nowhere better seen than in
the risz in the price of oilseeds which immediately followed the removal of
the export duties. We undepstand that onlv recent".ly three big operators cor-
nered aimost all the available oilceeds in the Bombay Market. ~Stoppage of

speculation provided it is made effecti : 1 doubt
help considerably in lowering Pricese. tive throughout the counfry Will no

6. A facter which tends to encourage and even help the person who is inr
clied to hoard for speculative purposes is the attitude of provincial and state
governments some of whom have placed restrictions on the movement of
oilseeds particularly groundnuts. We understand that the power to restriet
such movements has been token away from provinces. In practice. however
some_of them ban inter-district movement and thus secure the same effect.
In addition fo the provineial ban, another reason for local shortages is ditfhculty
of transport, and A railway receipt for a wagon is sold many a time before it
ultimately gets into the hands of the exporter who has to obtain it at & premium.
Better movement to ports together with withdrawal of restriction by local
adminisirations would be very helpful. Several States are important growers
of oilseeds and it appears that the power to restrict movement as well as to
tax the seed leaving their territories is still with them. We feel that in the
iuterests of the trade generally and export in particular it would be advisable to
remove these powers at once. TFurther sales and municipal taxes are alse im-

posed which add to the price and thus reduce the competitive power of the
commodity.

7. There ig one more point which we should like to make. The method
of wllowing export through established shippers was necessary so long as there
were internationally fixed destinational quotas and econditions indicated that
the demend was well in excess of the supply. Today, we should throw open
exports ecmpletely and merely keep 5 statistical record of exports 50 that when
the .quota fixed has been exhausted further sxports can be stopped. Tt woald
of course be desirable to announce the quota as ear’y as possible. on a1 appre-
ciation of the crop position for the next vear in December of the previous ¥ear.
After watching the trend of exports. it ‘should be possible to give the trade 8
month's notice beforeg the quota- is exhausted. ) .

8. What we have said about groundnut applies equallv to linsced and castor
seed and their ofls. The former is used to n very small extent for edible pur-
pose and the latber not at all. The price dispariby in the case of castor oil 18
formidable at present. Tinseed is however nearepr international parity. We
sugpest that enstor sced like eastor il be decontrolled completels and finseed
should be dealt with in the same manner as groundnuf.

9. - The nnbnrn.l_ desire to export the oil rather than seed has led in rec_e-n_t
years to the fixation of separate quotas for oil and seed. The export of oil 18
prefarghle because oil earns move foreign exchange and the by-product, oil-

cnke, reinning in the country. Tt would be a mistake however to have & rigid
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system which means that if exports of oil are not possible the seed slso remains
unexported. We suggest that quotas should continue to be fixed separately
for the oil and the seed but if the seed quota is finished before the oil quota,
the position regarding conversion from oil to seed should be reviewed.

RAW COTTON

Raw cotton which was one of the most important items of our export trade
in the pre-war period is now one of the least significant. Partly as a result of
partition and partly because of the change in the varieties grown, our raw cotton
exports are now confined to Bengal Deshis, Mathias and Comillas. The total
production of these does not come to more than 1,92,000 bales. During the
war we were faced with the problem of ‘‘orphan cotton’, that is, short staple
cotton, which could not be used within the country and for which the usual
market, Japan, was closed. It is a moot point whether there would be any
advantage in growing large quantities of some of these varieties row that the
Japsnese maarkst is once again likely to buy. In our view it would be more
advantageous to utlise whatever acreage can be devoted to cotton in growing
only varieties likely to be useful to the Indian miils. Not to import is on
oecasion more important than to export and to grow more short staple cotton
in order to export it and utilise the foreign exchange gained thereby together
with additiona! sums in order to import slightly higher staple cotton which we
ourselves need, would not be wise, however attractive it might appear on the
export balance-sheet. Were it possible, this country would be well-advised
not to grow any cotton for which there is no use in the country. Since bow-
ever such a change over is not possible there will always be 2 certain ariouns,
the best use of which will be for export, We do not consider any change
necessary in the present policy regarding the export of these cottons.

(I'1 the course of discussions it was brought to our notice that about 30,000
beles of damaged cotton, superior varieties of 1947-48 and earlier crops, which
could not be used by the mills, were not being allowed tc he exported. After
verifying the facts, the C. C. E. has granted permission).

HIDES AND SEKINS
HibEs

Hides fall into two categories, buff and cow hides. There are two schoolg of
thought regarding the question of export of hides. One strongly holds that there
should be free exports, another is equally convinced that such a course would
be disastrcus. The arguments of the first are that there is ample supply avail-
able in the counfry. Millions of cattle—atleast 22 million cattle—die every
year and it is only a question of making it worthwhile for the village Chamar
to col'ect the skins, in order to obtain the whole available supply. Unlike the
internal tanmer, the exporter is prepared to find a use for every kind of hide.
Accordingly, if free exports were allowed the largest possible quantity would
be eollected, thus conferring benefit not only on the foreign exchange position
but also on the internal tanner who would get s wider range to choose from.
The primary producer; that is the first collector, would also be benefited. The
other side urges that the supply is by no means as extensive as the exporter
would have us believe. Slaughter has been greatly reduced. With partition,
this dominion has lost a considerable proportion of the hides that normally
used to come to our tanneries. Moreover a big tanning industry has now been
established in this country. To allow free exports would mean reducing the
gupply and increasing the prices of the raw material of this industry, To the
exporters’ objection that exports of tanned goods have also fallen, this school
renliea that increased internal eonsumpbtion is the resl racenn far the fall.
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2. These views have been represented vigorously at various meetings and
conferences in the past. After the termination of the war, for a few months in
1948, free exports were allowed. It has been urged that during the pericd of
the free exports prices did not rise. On the other hand, it is stated that because
of the lmowledge that exports were to be allowed, prices had already risen
before the beginning of this period. We do not consider it necessary to come to
sny cabtegorical decision on this question. The present position is that Iree
export is allowed of buffs and cow hides above certain specified weights, and it
is permissible to export up to 2000 tons of weights lower than these freely fo
hard currency arces alone. As against these 2000 tons. actual exports sre much
smaller. The reason alleged is that it has not been possible to find a market in
bard currency countries for all the varieties in the lighter weight categories and
since the shipper has to purchase the hides in an assortment, he must be given
permission to export the rest to the soft currency areas. We find considerable
foree in this argument and are of the vpinion that the 2000 tons quota should not
be coniined to the hard currency areas bub should be free for export o all
destinations, 'We do not think it necessary to suggest any increase in this quoba
until its further utilisation and the effect of this re'axation on prices has been
seen.

8. One of the main difficulties in regard to marketing of hides is the shortage
of wagons with wooden floors. For the safe transport of hides such wagons are
desirable and we would recommend that as many wagons should be made avail-
able as possible. Atleast wet salted hides and skins should be classed 88
perishables by the railways.

SEms

Skins fall into two classes—goat and sheop skins. There is no control over
the export o' goat skins. The trade in these is reasonably satisfactory and they
are important as dollar earners because kid skins ere exported in very large
quantities to the U. 8. A. The U. K. and the U. 8. A. have been the principal
markets and at one time there was an arrangement between the buyers ealeu-
lated to depress Indian prices. Even now these countries are reported to be
buying in agreement so that the prices do mot rise on account of competition.

curious episode in regard to goat sking deserves notice, as it sheds hg]nt on
some of the methods adopted to obtain foreign exchange. Certain residerts
of a continental country have been importing these skins from India and selling
them to the U. S. A. ‘at a loss. The dollars so obtained are used for the pur
chase of luxury goods which on re-sale in soft currency countries }'191@ such
large profits that the buyers do not mind the loss on the sale of the skins for
export, Tt is & curious commentary on the state of world trade that no effective
measures ¢an he taken to prevent such transactions without at the rame time

igﬂti:ting' damaga on that genuine export business which we are anxious to
ster

2. The bulk of the sheey skin exports of undivided India came from the areas
that are now in Pakistan. Aeccordingly there is not much scope for export of .
this .COMO&FE‘in future. We understand however that some of the export of
Amyritsar type of: goat-skin produced in the Bast-Punjab has mow been dls-
located on account of the evacuation of those who were primarily tngaged in
:bhis trade. It has been suggested that the trade could once agein he started
in and around Amritsar provided capital and technical guidance were uvailable.
It is also said tha® the capital required is not large snd the technical guidanco
not difficult to obtain. In the eircumstances, we recommend that this question
be forthwith investigafed. '

148 M oiCe.mn
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MICA

The export of miea during 1948-49 ig the highest on record; the first six
months of 1949 however show a decline particularly in respect of exporis to
U. 8. A. The reason for the decline is stated to be the recession in the U. 8. A.
which has particularly affected eleetrical industries producing goods for domestie
use such as refrigerators, electric irons,.etc. Apart from the trade, the U. 8.
Government itself is a fairly large buyer for its stock-piling programme. The
variety which the U. S, Government buys however is the block mica in which
Brazil is a very serious competitor of India. India still holds a definite
advantage over Brazil in splittings which are taken by the electricel iudustry

but in this sphere too, Madagascar is reported to be underquoting India to some
extent.

The Mica export of Indis is handicapped so far as its competitive ability is
concerned by Provincial Governments’ sales tax, Cess, and Shipping freight.
The rates of these respectively are 1-9/16 per cemt., 2} per cent. (with option
to inerease it to 6 per cent.) and 4 per cent. Af the same time the industry
maintains that increase in wages has made its working even more uneconomie
for though incresse has not been move than the increase in the cost of living, the
price of miea has not gone up in the same proportion. It is said that Indian
wages are higher than those in Brazil and the productivity per man to-day is
half of what it was before the war. There js a clear case for removal of the
orovincial sales tax which should nob in any case apply to exports. Shipping
freight is also said to be one of the highest for cargo other than treasure. We
understand that pre-war it was levied on tonnage basis instead of ad wvalorem
and there seems to be no reason why the shipping compenies should not revert
to their original practice. The Government of India, should we feel, take this
matter up with them. Considering that competition from other countries in on
the increase and demand on the decline, it canmot be to the interest of shipping
itself to maintain a rate which the traffic will not bear. Regarding the lahour
welfare cess, ib is reported that although this cess has been eo'lecied for nearly
three years, no expenditure out of this fund has so far been incurred. Whie
we appreciate fully the considerations which prompted the levy of the cess,
there is the point that if the cess at all acts as a deterrent to & larger volumg of
export and therefore of production, it may well become a tax on labour jtgelf,
We suggest that the matter be reconsidered in this light.

SEELLAC

Sbellac is a remarkable example of nature’s bounty. Its supply is largely
& matter of collection. Tiny insects placed at appropriate seasons op h,
branches of trees produce a rich harvest which is collected by small holders
and finds its way in driblets to counery towns and thence after preliming
preparation to the principal markets and the ports. The chief elementy o the
cost of the raw material are the rent paid to landlords on whose trees the shellae
insects are placed and labour for collection and protection from theft, T4 ig
clear that neither of these can be high and as such shellac ought not, to be
particularly expensive. Yot its price has risen so high that for certain useg it
bas ceased to be competitive, Synthetics bave taken ‘its place in some of ita
most important fields and in others too replacement is going on apace. The
principal problem shellac has to face is price. At ressonable prices all the
shellac that can be produced can be sold and can produce foreign exchange, for
its internal uge is very limited.

2. Here again, one of the reasons, perhaps the pripqipal, for the yige in
prices is hourding and speculation. Stick lac (the original form of ghellae
before refining) is hought by “Arathdars” who hold stocks. Their interest lies
in rising prices. Operators play the Fatka market in Caleutta Those with
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@mo interest in shellac operate solely as a gamble. Prices fluctuate widely thus
depriving the buyer and the genuine trader of the advantages that accrue from
a fairly stable level. Between 1942-45, when prices were controlled, the leve]l
was Rs. 64 a maund and later Rs. 71 per maund. Following decontro! in 1946,
gpeculation took the price up to Rs. 170 per maund. Since then it has been
fluctuating from month to month and is wnclined fo be somewhere arcund
Rs. 140 jn revent months, The trade considers Rs. 90 per maund FOB
Caleutts a reasonable price, fair to the producer and consumer and likely to
jead to the greatest volume of trade. If the export trade in shellac is to
expand, the first requisite is the elimination fo as great an extent as possible
of specu'ation. We would. suggest complete prohibition of Fatka cperations
m shellac.

8. Transport too is very important. Shortage of transport l_ea.ds to shqrtaga
of stocks in Calcuitta thus favouring speculative activity- It is very desirable
:%1;11; adequate transport should be made available to move stocks at the proper

e.

4. Imported stick-lac from Sism is also used a grest deal for refining in
India and the finished shellac is then re-exported to U. B. A. It is very
important that imports of stick-lac should not be subjected to any kind of
restriction. The temporary stoppage of import licences for a period of six
months shortly after the war was responsible for s decline in Indian exports
and for stimulating direct exports from Siam to U. S. A. Since then Siam
has been gaining ground in the American market and any restriction cn imports
from that country would do us a great deal of harm. Moreover, as with ail
speculative commodities, even a slight restriction on importe has the effoot
of raising prices quite out of proportion to the actual diminution in »apply-

5. One of the main complaints from the principal consuming centre, namely,
the U. 8. A. is about the quality of Indian Shellse. Lack of uniformity,
adulteration and failure to conform to specifications are alleged to be the maln
difficulties in some consignments. Since shellac is used in the U. 8. A. in
mechanice]l processes, the difficulty eaused by any variation in quality Is consi-
derable. It has been suggested by the trade that comp'aints from OVerseas
about the quality of shipments of poor shellac and seed-lac are nob altogether
‘the fault of Indian manufacturers and shippers. The buyers, who generally are
not the actual consumers, sometimes demand shellac and geed-lac of poor
quality, In fact the trade maintains that it is because the importers buy down
40 8 price rather than up to a quelity that there is go much room for complain
from the actual consumers.

6. In a sense, & reduction in the price of shellac will itself tend to eliminate
the bgsic reagsons for thege practices. As a rule, shipments are made' after
analysis by public chemists is India and & section of the trade feels that insist-
ence on Governmental inspection of each consignment Will not g-gally eliminate
the complaintg and may Well delgy shipments and cause Othel‘ dlffIUUIFIBS. On
the other hand, there is much opinion both in the trade snd outside in favour
of inspection before shipment to make certain regarding conformity with proper
stendards. We understand that the Indian Lac Cess Commitbee i1 co-olgerntiqn
with the Indian Standards Institution is trying to evolve gtandards which will
be internationally accepted and once the buyers’ acceptance is secured, thgre
would seem to be no objection to the enforcement of these standards by prior
inspection.

7. With ressonable prices and proper standards there need be no apprehen-
sion about the expansion of shellac exports. We were told that there were
certain schemes for increasing production. On further examingtion it turned
out that only s very small area was under consideration for the next year.
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Government forests in suitable tracts offer a rich field for the increase of this-
valusble dollar esrning commodity and under proper guidance there is no reason.
why Government itself should not produce considerable quantities of shellag
which cou'd be marketed without many of the intermediaries that help to raise
the price and make difficult the sale of ordinary shellac.

SUGAR

In pre-partition days sugar manufactured within the country used to supply
the needs of the whole country including what is at present Pakistan. There
has been no export to Pakistan after partition. About two months ago. Sugar
interests were clamouring for some arrangement by which large qualities could

be expnrted outside the country. Sinee then the surplus has been converted
into a deficit.

2. The story of sugar is extremely interesting not only for its own sake but
as shedding a light upon the methods and manners of powerful sections of our
population at the present time. Bugar wgg decontrolled in December 1047.
The control price was Rs. 20-14-0 per md. ex-factcry for D 24 quality. We
understand that on decontrol, sugar interests fixed & piice of Rs. 85-7-0 per md.
for the same quality. When the provincial governments of U.P. and Bihar saw
this, they felt that a portion of the increase ought to go to the cultivatcrs.
They sccordingly insisted that the sugareane price be raised from Rs. 1-4-0 to
Rs. 2 @ maund. They also raised their ecape cess from one anna to three annas
in U.P. and from one anna to two annas jn Bihar. This price of Rs. 85-7-0
continued up to December 1948 when in congpltation with Government o lower
price of Rs. 28-8-0 was ngreed upon, the gugar interests promising that, it
necessary, they would maintain this price by opening their own retail shops.
After «bout half the year had passed, it appeared that there was a strong likeli-
hood of & surplus and those most concerned began to press government to
arrange cxport of at least 50,000 tons. Indian prices were out of parity with
those abroad and in order to enable export, it was proposed that the Ceniral
Government should give up the excise duty of Rs. 2-12-0 per md. and ghe
provincial government its sugar cess of Rg. 1-14-0 a md. The sugar fackories
would suffer a reduction of Rs. 2 a8 md. in the price and would also use the
fitty lakhs they had collected by levying a four anna contributien per md, op
sugar exported from U.P. and Bihar. With these arrangements, it was hoped
thet the price would be favourable for export and negotiations opened. Imme.
diately ex.iactory prices began to rise. Large quantities were consigned from
the factories to consuming centres and an artificial scarcity created, en
the question of abiding by the undertaking given to sell st Es. 28-8.0 wqq
raised by government, the answer was that the body which had given he
undertaking regretted that it bad no powers o enforce maximum prices, A}
it could do under its regulations was to fix minimum prices. Retail priges
started rising and since there appeared every indication that prices would

continue to rise, government were compelled to re-introduce control, fix prices.
end freeze stocks. By hoarding activities in the course of two monthg, gp
exportable surplus of 50,000 tons had been converted into & shortage necessita-
ting regulatory action of a drestic nature.

8. This episode clearly demomstrates how the possibility and prospects of
exports of sugar depend upon the maintenance of control. On average produc-
tion there should be no difficulty in exporting at least 50.000 tons ab reasopable
prices, but it seems impossible either to have reasonable prices or & surplus
available without maintaining full control. Once exports have started on this
basis, government, we feel, should consider the advisability of sllowing further
scope for exports by an increase in the area and & reduction in the price of Lugar-
cane. The long-term remedy lies in increasing the production of sugar,
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COAL

In pre-war yesrs, India has been an important exporfer of coal. Indeed so
great was the importsnce of the export markets to the Indian coal-mining
industry that in 1924 one of the terms of reference to the Indian Coal Commiltee
was to report on the measures to be taken

“to stimﬁti export of suitable coal from Calcutta to Indian and foreign
ports.

The level of exports immediately before the war was about 1} million tons a
year, though in 1940 a peak figure of 2.1 million tons was achieved. Exporte
in 1948 were about 600,000 tons. For purposes of comparison, exports to
Pakistan cannot of course be taken into account since pre-war internal consump-
+tion included Pakistan supplies.

2. There is general agreement that we have not such large suprlies of
high-grade metallurgical coal as to be aple to afford to exporb it in unlimited
quantities. The general policy, we understand, is not to allow the export of
metallurgical coal except for very special ressons. An expsnsion in the exporb
of medium and lower-grade coal is certainly desirable.

8. The main difficulty is transport. A greast many wagons are required for
moving coal from the fields to the port of Csleutta buf the wagon position &%
present is reported to be satisfactory and the real bottle-neck is the lack of
facilities for shipment. Caleutts port cannot handle more than 800,000 tons
o month. This has to suffice not only for the export markefs but also for
supplies to various points on the Indian Peninsula, such as Madras, Cockin
and Bombay. In addition, spproximately half of the coal exported to Pakistan
has to go by sea. All this extra load on the port of Calcutte, is due to the
tnability of the rail transport system to cope in full with the internal movements
as well as the requirements of Pakistan. In 1948, only one sizth of tho handl-
ing capacity was used for export the rest having been oceupied by eoastal
carriage,

4. Indian cosl has s ready market in neighbouring countries like Ceylon,
Burma, Malaya and Pakistan and there sre also possibilities cf export %o
Australia, Phillipines, Hong Kong and Japan. That Indian colleries could
meet those demands in terms of medium and lower-grade coal is no in doubt.
The point at issue is whether rail transport will improve sufficiently to eueble
the bulk of the internal supplies to be carried over ground. Jf so, present port
facilities may suffice. It is however probable that as the capacity of railways
fo carry more coal internally improves, there will also be 8 reduction In
ocoastal shipping freights, at present ouriously enough much higher than rail-
way freight. The bulk of coastal movement is thus not likely o be reduced.
The Indian Coslfields Committee had recommended en annual target of
825,000 tons for export to Burms, Ceylon and Strait Settlements. To this
must now be added at least about half the exports to Pakisten as well as any
possible exports fo other countries. This target can only be achieved if
Caloutta is able to handle about 50,000 ons & month more coal tarffic than ab
present. Accordingly the question of expanding loading facilities in the pord
of Caicutts should be considered expeditiously.

B. It has been represented to us that only three firms are sllowed o ex-
part coal. In the time at our disposal, it hag not been possible for us to ex-
amine this matter in deteil. Prima facie the arrangement would seem to be
fnequitable, There may however be good reasons for it. We suggest that the
whole question be gone into thoroughly by Government.
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SPICES

Although export of spices is not a very important item in our total export
earnings, it does at present play not insignificant part in exports to hard cur-
rency countries. In. the pre-war years, the most important spice exported from
India tc the U.S.A. was cardamom. DPride of place now is taken 'v Dlack
pepper, cwing to absence of competifinn from Indonesia. The price of black
pepper has risen to a far greater extent than that of any other commodity. The
very considerable increase is attributed largely to hoarding and speculation. It
has been argued before us that these high prices while not doing any harm to
us, increase the net earning of dollar exchange as overseas buyers are prepared
%o pay thern. Expenditure on pepper in the budget of the overseas consumer
ig so insignificant that he really does not mind having to pay extra. While
this may be so, we consider it desirable that no one should feel that he is
being held to ransom because of our monopolistic position in any particular
field. We would, therefore, urge upon all concerned, with pepper—growers,
deslers and shippers alike—that they should attempt fo reduce prices to a mors
reasonable level. Very large returns may last over a short period, but they
have a habit of bringing sharp lessons in the end. We would have recommended
more drastic action to restriet speculation here as in the case of other commaodities
but we refrain from doing so partly because of the low incidence of the increage
in price on the individual comsumer and partly because we are told that the
high prices have encouraged the growth of black pepper produetion on modern
lines in the form of pepper estates. This is a vyelcorqe development from
national point of view. Competition from Indonesia is likely to be felt in an-
other two or three vears and it is desirable thav meantime Indire produetion
may be better organised.

2. An important factor affecting prices today is the policy egarding ex-
ports to soft currency countries. These we understand are freely alloweq 4,
those countries from which there is no danger of the goods being reshippeq ¢,
dollar ureas witk consequent Joss of dollars to India. If it appears g4 any
time that the price factor has begun to deter exports to U.B.A., we thiny, the
situation cap be remedied by placing a limitation on exports to soft Currengy
countries. An announcement by Government that they would, if the Prica
goes higher, take measures to stop such increase by _allomiing exports only 44
hard curreney countries would probably help in keeping the prices ay 4 Morg
reagonable level.

8. An impostant point about black pepper is the quality. Poor qugp,. o
exports in eaIi):u.ble itelrjns generslly has very often in the U.B.A. led to eondingf'
nation of the cargo by the Public Health Authorities. This is true nog only of
pepper but also of flee seed and other minor spices many of which have logt U.s
markets permanently. Commodities which are subject to special regulations
in the importing countries should as far as possible conform to those specifgg.
tions and steps should be taken fiustly to publicise these standards angd secondly
to enforce them by prior inspection.

MANGANESE AND OTHER ORES

Prewar annual exports from India were over a million tons. During 1948,
exports declined sharply on account of difficulties of transport although tpere
was no export control on the ecommodity. It was known that there wag 5 very
lJarge demand for manganese ore in the hard currency countries, Particularly
in the U.8.A. and it was decided to give special transport assistance to the cre
going to the U.S.A. In practice, it was found that although the ore was yailed
ostensibly for the U.8.A. in the absence of control on reaching the port it was
shipped to a more paying soft currency destination.
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2. Manganeee and other ores were brought under control in September last
and after allowing for a period to work off old contracts exports are being con-
trolled by the grant of destinational licences. Licences are allowed upto the
known availability of transport from particular mining areas so as to ensure
that commitments are not made in excess of what is likely to be exported. The
transport situation which was difficult earlier in the year, particularly in the
Caleutta sector, bhas sinee improved materially. In fact the position today is
that there js more transport than ore available for export. Tke figures of
actual export in the first half of 1949 show an appreciable increase over those of
1948, specially in the hard eurrency regions.

8. Over-all quotas for the export of manganese, kyanite and chrome ore,
have been fixed with & view to conserve the stocks of those ores which are
considered to be in not too sbundant a supply. Since the value per ton of the
ores in geneial is very small, the possibilities of obtaining a much 1srger volume
of foreign exchange by stimulating exports are small. What is required is
that the present annual targets of export be maintained and fulfilled. While
the rail transport has been made easier difficuties in securing adequate supplies
of petrol for moving the ore to the station are still reported. With the improv-
ed position, we feel there should be no objection to replacing destinational
quotas by currency quotasg within the next six months.

COTITAGE INDUSTRIES.

Government are alive to the possibilities of promoting exports of the pro
ducts of cottage indusiries and there are proposals to open emporis 1o
important cities both in Burope and America. ~Although not all the products
of cottage industry are likely to find a steady and continuous market abroad,
there are & number of them which produce artistic ufilities the production
and marketing of which can be considerably improved so as to &ssish
in increasing our earnings of foreign exchange. ITtems which seem likely to
yield results are brass work, wood and ivory carving, certain as of jewellery,
papier.—mache. gold brocade. silk handiwork., Some of these are luxury
goods but of a kind which might find a wide and ready market especially in the
States, where in relation to income levels their prices will not be too high. But
the main dificulty is that their production is not organised for the purpose of
export. It is usually in the hands of very small merchants and very poor
workman neither of whom have any idea of the export needs and their sale
takas place purely by fortuitous eircumstances. Tf the modern technique of
salesmanship is applied to them and their production methods are adapted to
yield a steady flow of standardised mass produced utilities having an sartistic
appeal it may add to our exports especially to hard currency aress. As regards
goft currency areas it has to be remembered that many countries do not «llow
the import of luxury items.

2. In order to sell our goods various courses must be adopted. We must
show them in foreign countries. This means on the one side participation in
exhibitions abroad, on the other advertising in an appesling way in foreign
periodicale with colourful display of the products for sale. Samples, ete., should
also be distributed ‘on a generous scale to embassies and congulates, efe.,—in
other countries, where we have our diplomatic organisations. This will have an
advertisement value,

8. It may also be desirable to appomnt for a period of a few years a few
high-powered American or Buropean sales executives who will both organise
gal2s and advise the domestic productive organisations as to the patterns likely
fo be in demand in the West.

4 The most well-organised marketing is never likely to succeed unless pro-
duction takes place at home in adequate quantity, with reliable quality and
aceording to certain standard patterns. The organisation of production at
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fiome therefore is as important as marketing. We may begin with organising
the production or the arficles mentioned above. TFor this purpose after g
preliminary study a number of industries may be selected which are likely to
produce artistic utilities which may have a wide demand. To this more and
more may be added in due course as other industries likely to satisfy the export
raorket- are discovered. The production of most of these handicrafis at present
is in the hands of & system revolving round the indigenous small merchant who
is a moneylender, supplier of material and the marketeer of the produet of
the industry. The worler is usually illiterate, extremely dependent and
works on his own in an irregular and haphazard fashion. This system has to
be replaced by one in which people are made to work for regular hours in
establishments run and supervised on modern methods of business and asked
to produce designs and patterns which would sell in the market instead of
designs to which they are traditionslly wedded.

5. For this purpose m respect of .each industry a few modern technicians or
business execulives will have to be asked fo study the patterns of production
and their adaptation to the production of utilities. In other words, the direct
responsibility in the manufacture of these goods has to be s}nftqd from the
small bania to well-trained business executives working on some kind of g pay
plus commission basis under State industries depa:tmenps. In Eome of the
industries, like the brocade industry of Surat, co-operstive organisations exigt
already and the creation of similar agencies in such centres as Jaipur, Banares,
Travancore and elsewhere where 8 number of thess smal! mflustnes find their
home should be organised through State initiative. With this kind of co-ordinated
prusramme extending both to marketing and production fair results would pro-
bably be obtained.

8. It would seem that if such organisations are to succeed, the working
charges will have to be provided by the Central Government.

MISCELLANEOUS ITEMS

In the foregoing pages, we have dealt at some length with the pq, o
important iteme of our export trade. 'We propose now fo _dea.l S0mewhgt
briefly with items which are individuslly of small value but in fotal aceaypg
for o fairly good percentage of our export trade.

2. Fruits, nuts and vegetables.—The most it:r:lpor_tall15 item In this categ,

%s oashewnuts, a valuable dollar earner. To a comsiderable extend, we rely on
the imported cashew kernel which is processed on the West Coast ang than
exported to the U.S.A. The oil derived from the kernel is also 4 g,
earner.  In order to maintain exports at s high level, the free imporfatioy of
the cashew kernel is essential. ~Any obstacle to such imports wij) imme.
diately affect our dollar esrnings. Having learnt that this item haq 1,
omitted from the new 0.G.L., we wrote to Government urging its immegigte
reinclusion in that licence. The industry also peeds s fair amount of 4,
platas for packuging purposes and this should eontinuve o be supplied liberally.
An unfortunate development in the recent past has been that some poor
quality cashewnuts have found their way fo the U.8.A. where they have heen
condemned wnder the public health regulations governing edible items, 'wo
suggest that steps should be taken to ensure that Indian exports of cashewnuts
eonform to tha standards laid down by the importing countries.

Walnut from Kashmir also has a market in the American Continent. By
U.8.A. and Canada have a demand for it and it can, like cashewnuty |
developed considersbly.  Pistachios and almonds imported from Afohgnie.
tan have in the past been re-exporfed to U.B.A. by India. Pakistan iz pow
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trying to capture this trade. One way in which the Indian trade can be re-
tained is by allowing full rebate of the import duty on them when they are
re-exported.

Some frvits, we understand, have recently been placed un the permissi-
ble list for export to Ceylon. We feel that the concession should bs extended
to all destinations as there are some possibilities of these fruits finding a
market even in Europe and America, if they go by air. Of course the volume
of such exports cannot be large because air freight will make them very
expensiva. The air companies have, however, given concessional rates to
stimulate such trade and during the last season mangoes did go in fair quantity
to Europs. The export of bananas is prohibited at present because it is
thought to be & valuable subsidiary food. There is 8 demand for it in eountries
Jike Switzerland and Sweden. We recommend that their exports should
be allowed. In this, we have the support of the Vice-Chairman of the sub-
sidiary Foods Commitiee, who feels that foreign exchange ought not to be sac-
rificed by refusing to export these fruits.

In regard to vegetables, the important item appears to be onions for which
Ceylon used to be a good market. There are some difficulties in respect of
guotas which are given to established shippers and newcomers but there are
also quentitative limits which have kept the level of our exports considerably
below the pre-war level. At present the export of onions is free to Pakisten
and FPondicherry and exports to Ceylon are reported to be taking place from
Pondicherry =~ 'We recommend that onions should be completely freed from
all export restrictions.

8. Horns, Hoofs and pieces thereof.—These were brought under control and
laced in the prohibited list in 1948.  The reason for this ban, we understand,
is that horn meal and hoof meal are valuable fertilisers, of which Governmeny
would like fo see mors made in the country. Horn mesl, however, is not
uced for it own sake. It is & by-product of the industrial use of horne
jn the manufacture of commodities like handles, toys, etc. A mere stoppsge
of exports therefore does not result in the inoreased supply of horn n.esl, unless
the production of horn menufactures in the country goes up. Horns are found
ail over the country, wherever caftle die, and the extent to which they are
ecllected and sent to various markets depends entirely upon the demand for
them. If the export demands sre shub out, their collection is correspondingly
reduced. And there is no incresse in the supply of the mesl. There are
many varieties of horns such as deer and elk-horns used for decorative and
ornamental purposes which sell at a high price. The stoppage of their exports,
when the foreign exchange earned by their export would pay for a very much
farger quantity of chemical fertiliser which can be imported, is in our view 8
mistake. Seine quotas for exports of horns have been already granted. We
think that horns should be allowed fo be exported ~withous any licemsing
restrictions.

4. Crushed Bones—This commodity had its largest market in Belgium
end earned us hard currency. Bone-measl, the by-product, has to be sold to
Government for fertiliser purposes at a stipulated price. The price of orushed
pones in the buying markets has of late slumped considersbly. The industry
finds working uneconomic &s it says the price of bope-meal which Govern-
ment pays and the overseas price of erushed bones together are not sufficient
%o meet the present high cost of production, Many of the mills are working
below capacity and some of them close down period'ically. Neither exports no
the sunply of bone-n.!eal to Government are at a satisfactory level. One way
to remedy the situatlo?_would be to increase the price of bone-meal. A fixed
price for bone-meal will always be liable to be either too high or tco low
depending upon the market price for crushed bonmes which is not fixed but is
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subject to ordinary market Huctuadions. In the ciroumstances, it seems to us
that the best course would be to remove control from both erushed bones and
bone-meal and for Governmeut to buy its requirements of bone-meal on com-
petitive terms af international prices. This will probably resulbt in a larger
volume of exports and a larger bone-meal supply to Government than af
preseut. he maximisation of production and export depends greatly on
transport facilities for bones and the zoning restrictions should be removed as
early as possible.

6. Tyres and Tubes.—We understand that the export of tyre and tubes is
subject to restriction because the raw rubber is not available from indigenous
sources in sufficient quantities and we depend on limited imports. The im-
ported raw rubber is much cheaper than the indigenous rubber. We have no
quarrel with 2 policy of protecting the indigemous rubber cultivation by not
aliowing imports to the extent of making indigenous production superfluous.
But if by having larger imports of raw rubber we are shble to incremse the
export of tyres und tubes, we shall be gaining foreign exchange without harm-
ing the indigencus rubber production. The increased import of rubber to the
extent required for export purposes will not mean curtailed consumption of
indigenous rubber. On the other hand, if the proportion of imported rubber
to indigenous rubber increases the prices of tyre and tubes should on the
average come down.

6. Manufaectures of wood aend Timber.—The Persian Gulf area is a good
market for Indian furniture snd cabinetware. It is true that for timber, we
rely on imports to a considerable exbtent. But each ton of furniture exported
pays for more than twice the wvalues of the timber required to make if.
Therefore there is a net gain of foreign exchange and to the extent that the
timber imports profit insufficient for meeting both intermal and exporb require-
ments, exira imports should be allowed. We recommend free exporf of
furniture with corresponding increase in the import of timber if necessary.

9. Fish.—Indis has always been an exporter of fish. In 1948-49, the value
of the fish exported was 14 crores of Rupees. There is no dearth of fish
around our coasts. Bxports are however at present restricted by quotas and
Licences. Fish is a commodity in which treding is peculiarly difficult ta
regulate by the giant of licences and there is no reason wby export should
not be made completely free.

8. Pharmuceutical Products.—During the war, the absence of supplies from
Western countries helped the Indien pharmaceutical industry to find a warket
for its products in the neighbouring countries of Burma and Ceylon as well as
in the Middle Fast and even as far as Egypt. Essentially, the Indian indus-
try is a processing industry. It uses very largely imported ingredients.
Restriction on the export of its produets due largely to the imported origin of
its raw materials has affected its exports seriously, more so, as competition
froin Western countries iz once again severe. Recently there hss been pome
relaxation of restrictions in the sense that medicines which do not contain cer-
tain specified drums, or the ingredients of which are not predominently of
bard currency origin, sre Jicensed for export freely. This arrangement has in
practice not helped because proving that the composition of a particular phap.
macentical product conforms $o the instructions laid down Thas presented
frnumerable difficulties. Each case requires ad hog examination by appraisers
who are not themselves technical men. Drugs are often needed &t 8 moments
notice and delsy in obtaining & licence may mean total loss of business,

We bave throughout emphasised the jmportance of allowing 2oods contain
ing imported raw-materials to be exported freelv. Tn the case of pharmaceun®
eals, we nnderstand. that the price of the finished commedity is many times
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tl_:le \r'a:iue of its imported ingredients. As the demand abroad for Indian medi-
cines is not very considerable, even were the policy to err on the side cf libera-
lity, no loss in the sense of a diminution of essential supplies is likely to be
caused. The pharmaceutical industry is working below capacity snd produe-
tion has declived for lack of demand. We would therefore have preferred to
recornmend that chemicals and pharmaceuticals should be completely decon-
troi_lgd for export purposes. In view however of the tightness of the dollar
position, however, pharmapeuticals which contain one of the following medi-
eines, namely, Streptomyeine, Penicillin and Emetine, should continue to be
under export control, the rest being free for all export restrictions.

1f export on any large scale is to take place, drugs must be upfo the proper
standard. Even a few cases of bad quality shipped from India will desiroy all
possibility of our bul.Idmg up an export trade in this line. We understand
that juternally there is control over the quality of drugs produced and a system
of inspection is enforced at lesst in some provinces. We consider that such
_;nspectxon s}'Eould be extended to all areng and if any manufacturer 18 known
to be preparing goods which are not up to recownised standards, the exports
of these should be bonned. ° ’

9. Tobacco.—The possibilities of increasing the export of Indien tobacco
should be considerable at present since dollar shortage has made 1ngny coun-
tries restrict the import of American tobacco. Unfortunately, the production
of the first four grades of Virginian flue-cured tobacco which are mainly in
demand is still not as large as it should be with the result that while demands
for such tobaceo rerm_ain partially unsatisfied, there is a surplus of lower grades
of tobacco which it is difficult to market. Indian tobaceo has in the past
peum inostly taken by the U.K. The interest of the continental countries has
pow heen arcused 'and there are possibilities of increasing tobacco exports to
Furope. The grading of tobaceo has been successful and has created confidence
among overseas buyers. An increase in the production of the better graces
anould lead to an expansion of exporis—not only of unmanufactured tobacco but
aiso of Indian cigarettes. "

10, Chillies.—Ceylon is the main market for Indian Chillies slthough in the
pre-war period some exports went even fo the U.S.A. Export of chillies 18
subject to quota and licensing restrictions. The reason for these restrictions 18
stated to be that free exports may lead to a rise in price. Bven if this
happened. we do not think it would make materia]l djfference to Indian con-
gumers since the amount anyone spends on chillies s insignificant. Chillies
moreover can be grown almost anywhere. Inecresse in expor?':ﬂ ijs more likely
to lead to greater production than higher prices. Ap present on account of
restrictions m Indin most of this trade has shifted to Pakistan, while some
Indian chillies are reported to be finding their way to Ceylon through Pondi-
cherrv. {-,hThE‘ ,c_,rmx:it. of small individual quotas to gwporters is nneconomic and
is a further impediment to exports. W, - ictions on
export of #hillies bhe abolished.p © recommend that restr

the

11. Magnesium Chlorids.—Before world war I, Germany hsd & monopoly
in the export of magnesium ehiorids. Bet,wpe;l the wars, however Indian
production began to be exported to many nesr and distans markefs. World
war TI, when German supplies were shut out gave a greab impetus to Indian
magnesium chloride which began te be exporﬁed in increasing quantities. The
competitive position of th: Indian industry {5 weskened on account of insuffi-
cient supply of the steel sheets, required for making containers. Increase
railway and steamer freights have also affected exports. Increased allpention
of ls’c-fee]l sheets and adiustment of tho raflway freicht wounld certainly be
helpful. ;
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12. Vegetable products (Vanespati).—This industry which used to cater for
the needs of undivided India and whose capacity has been steadily increasing
iz unable to work to full capacity at present and will not be able to do so in
the future uuless it is able to export. Its natural and established market was
Pakistan, but owing to export restrictions frorn India that country has i:mport-
ed supplies which were specially manufactured for it by Holland and France.
Foreign supplies are reported to be cheaper and more attractively packed, and
although now India has agreed to allow free export to Pakistan, not much is
being taken up by that country. The competitive strength of the Indian
product in the Pakistan market can only be restored by a lowering in the price
of Indian groundnut and groundnut oil—measures for which we have rvcom-
mended separately. Apart from Pakistan, Burma, Malaya, Ceylon and other
neighbouring countries should present opportunities for Indien vegetabls pro-
duct. In Burma import licensing difficulties stand in the way and negotiations
at governmenta)l level are necessary for their removal. Meanwhile, it ia
important that this item should be removed from the exporu control notification
g0 that no one able to do business with overseas countries is handicapped.

138. Myrabollam.—The annual production is estimated to be about 100,000
tons of which approxzimstely 50,000 tons are exported to America, Europe and
obher countries which need it as & tanning material. Although a monopoly of
Indis, myrabollams have to face competition from other tanning substances—
Quebracko from South America and wattle bark from Africa, Ixports uved
4o be handicapped by transport difficulties but the allotment of wagons now
is reported to be satisfactory. The price of Indian myrabollam has however
been raised by the provincial sales taxes in C.P. and Orisaa and the withdrawal
by the railways of the concessional rafes of freight to the ports, which were
in foree till about two years ago. DBoth these impediments peed to be removed.

n4. Carpet and raw wood.—The export of Indien carpets shows & steady
decline since the end of the war. Its value has fallen from 4-7 crores in 1946-47
to 2'7 crores in 1948-40. Exports to the hard currensy countries in 1948.49
were approximately a quarter of what they were in 1948-47. The only country
where exports record an increase is the UK. The U.K’s own production is
largely ecatering for the export markets and the domestic consumer in that
eountry is therefore prepared to buy any carpets that the UK. will allow to
by imported. The TU.K. market may also bea lost once British produstion
becomes available for consumption in that country.

The main reasons for this fall in export are that the quality of Indian
carpets no longer satisfies the foreign buyer. This has been largely due to the
indifferent quality of the exports in the period when the demand wag high.
Equally, however, there has been & change in the taste of the buyer and the
designs and texture which he needs are not what the Indian industry pro-
duces. The Namdas of Kashmir, the Galiches of U. P. and Drugets of
Bangnlore follow conventiona! designs and patterns. Their workmanship is nob
as good as it used to be and the quality of the materisl which they use is
foferior. If this industry is to regein and retain the markets which it had
found during the days of wartime scarcity, it will have to be reorganised with
tbe specific ohject of meeting the requirements of consumers abroad.

The success of the industry depends very largely on the supply of good dyed
wool varn at reasonsble prices. The finished goods cannot be ratisfactory
without gond rew materisl, and Government must see that suitable yarn fs
pade available. Worltmanship also requires to be maintained and new and
appealing designs have to be introduced. Cearpets are produced mostly as s
cottage industry and the producers require guidance ancf asgistance in catering
for consumers of whose chenging tastes they do not have much idea.
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It nas been suggested that a ban on the export of raw wool or at any rate
of tapnery wool which goes into Drugget making will have the effect of
reducing the price of the raw.materiul and making Indian carpets more compe
titive. In the markets of the world Indian wool is known as East India
carpet wool. With partition, its supply has been greatly reduced and the
volume of our exports has gone down from 59 million ibs. in 1958-39 and sn
avernge of 45 million lbs. in the postwur years ending 1947-48 to 15 million lbs.
in 1948-49. The U.S.A. takes over two-thirds of our exports of raw wool.
As the lack of raw wool does not appear to be the reason for the decline in
carpet exports, we do not think any restriction on exports is justified at presens.
In order to regain the U.8. market for carpets, the attempt should be to
adopt better methods of production. Once our exports of carpets increase,
we could, -'_f necessary, restrict the export of raw wool to ensure larger supplies
to the Indian industry. Better grading of raw wool and bettor methods of
marketing 1%s exports would fetch much higher values than at present.

15. Coir inatting.—Coir, coir yarn and coir mattings have been traditional
items of Indian export. During the war years, exports of coir mats like those
of carpels increased considerably. Of late, there has been & serious drop in
exports particularly to U.8.A. which was the main market for coir mats. The
decline is partly due to U.S, tariff policy protecting the American producer of
woollen ecarpete. Tqually, however, the trade has suffered on account of the
irdiflerent quality of some exports and inability to introduce new and varied

designs which would appeal to the consumer. Good workmenship and new
designs are very necessary. '

The import of floor covering in most countries is subject to various restric-
tions. While iu the U.8. it is the tariff policy whichk impedes exports, in
other countrizs there are import restrictions. Thus in New Zealand, we under-
stand, the import of Indian floor coverings is not allowed at all although im-
ports from the UP.K. are being permitted. In the U.K. its imporp is limited
by quotas. Negotiations to have these restrictions removed should ke under-
taken forthwith by Government.

16. Aluminium utensils.—The Indian industry has always catered for the
requiremetits of the territories now included in Pakistan. In addition, there
have been exports to neighbouring countries like Burma and Ceylon. Restric-
tions on the export of aluminium utensils which began in the days of the war
have been continued much longer than necessary. This had a particularly
adverse effect on supplies to Pakistan. Aluminium utensils made in India use
jmported aluminium to a considerable extent ‘and since there is a profective
duty on sluminium imports, the cost of the finished goods is too high for them
to heve 8 ready market in foreign markets. A special arrangement %o facili-
tate exports to Burms was mede in the past by allowing drawbacks of duty
to two of the most important manufacturing firms. This concession however
applies only to exports by sea. In order that exports to Pakistan may prove
possible tke ssme concession should be extended to exports by land and all
rectrictions 00 export should be removed.

17. Disposal goods.—Tt has been represented to us that & large number of
items sold by the Disposals Organisation are of no possible use in the country
but are not being allowed to be exported either becsuse they are of American
origin or because they fall under oategories of goods which are not generslly
allowed for export. Many of these goods are nob suitable for use in  the
country while there are others which ean be used no doubt bub for which the
internal demand i8 mot large enough to absorb all that is aveilable in the
market. It is obviously desirable that what {s nob usable in the country
gshould be allowed to be exported. Any ad hoc examination as to whether or

not a particular lot of goods can be used in the country when an applicatien
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for its expurt is received takes a great deal of time and very often means that
by the time permission is given, the overseas buyer is no longer interested. 1t
is necessary to deal with such cases on broad principle rather than by a
meticulous examination of each application. Goods which are unusable in
India because the power-supply in India is of a different voltage or because
petrol for running the equipment is not likely to be available should imme-
diately be placed in the exportable class. Goods which can only be used for
military puproses must be treated as surplus since if they were vequired by our
own army they would not have been sold through the Disposals. These goods
should also be freely exported though if considered necessary exporis may be
allowed only to such destinations about which there is no political or strategic
objectivn. Finally, as regards the bulk of items about which.no general ruling
is possible, the instructions should be that if the goods have remained unsold
internally for any length of time, say one year, they should be considered as
surplus and allowed for export.

18. Miscellansous seeds—Apart from oilseeds with which we have already
dealt, there are a number of minor seeds in the exportable category. Thus
flea, seed and flea seed husks used to have a good market the T 8,A.
Dillseed, poppyseed, fennelseed, cuminseed, corriander seed, fenugreek
seeds, ajwanseed, turmeric etc. also wused to be exported to Europe
and America. There is also » demand in peighbouring countries. The
loss of the export trade in these seeds is reported to be due to competition
among exporters leading to a fall in prices which in turn resulted in & deterio-
ration of the quality. Thus, several shipments of small seeds going to the
U.S8.A. have been detained and rejected on account of rodent oxcreta. A rtrict
check over the quality of such exports would revive these markets.

1% Tiles.—There is scope for the export of tiles more especially from
Mangalore. Demands from Australis have for some time past been coming in.
Unfortunately, the first consignment that went thers was not packed as it
ghould have been and suffered damage. Bince then, we understand conditions
have improved. For the development of this trade, it is necessary that the
exact demands of foreign markets in the matter of packing and specifieations
should be studied.

20. Tanned hides.~—There is no reason why with the necessary technieal
knowledge raw hides should not be so treated in India as to be equal to the
best finished material produced from them abroad. We feel that {hig ig
& matter which needs prompt action and we recoramend that government take
it up forthwith. We understand that there is some difficulty zbout the im-
porting of quebracho from the dollar areas. This tanning material, we are
told, is most pecessary for the industry.

21. Hemp.—Hemp has been a source of considersble foreign exchange to
India and itr total exports in 1948-49 have been valued at Bs. 384 crores.
‘Though the total quantity exported lest yéar was the highest in recent years,
it was still well below 1930-40. Another unsatisfactory tendency is the resent
declining trend in the quantities exported to U.8.A. Production on the whole
is much below 1939-40 level and if it is increased it should not be difficult 4o
increase exports by at least 25 per cent. Every encouragement sghould,
therefore, be given fo the producers to achieve this object. Provision of ade-
quate transport facilities, which hae been a gerious obstacle to the frade
during the last year, direct trade with the continental markets instead of
through T.ondon, re-introduction of concessional railway rates from Shinpur
and other centres to K. P. Docks. better association of trade with the
Agma?kin'g srhemes, provision of adequate retting water, avoidance of delay in
sampling and grading and maintenance of uniformity in these respects from
yent fo year will go & long wav to improve. the position.
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INVISIBLES

The main item of invisible exports are shipping, banking, insurance and
tourist traffic. The earnings from foreign countries by way of these constitute
en addition to the country’s foreign exchange in the ssme w2y as exports.
Indis’s earning on these accounts at present is very small, the main reason being
that our shipping, banking and insurance fseilities are not developed and we
have to rely on other countries for these services. Measures to increase our
earnings from these must include a development of these services as well as
an increasing use of them by Indian trade.

2. This Committee has obviously no time to examine the development of
Indian Shipping, banking and insurance. Accordingly it must restrict itself to
genera] observations,

8. Banking is largely a matter of confidence. Branches of Indian Banks,
particularly if they wish to flourish abroad, must secure the confidence of those
who are to be their constituents. Omnce that hes been achieved, progress is
pound to be rapid. We understand that restrictions are placed by foreign
countries on the opening of branches of Indian banks. It is for (overnment
fo see that no disecrimination is practised against our nationals.

_ 4. Indian Shipping services now ply between India and Hurope as well as

India and U.S.A. We understand these services are not being utilised by the
trade to the fullest possible extent. One of the ressons for this is the slow turn-
round of the steamers, which pick up cargo at different ports of the Indian Coast
with delay at each place. This in turn is necessitated by the non-availability of
full cargo at the port from which they commence their voyage. It is often
suggested that as a positive measure of assistance to Indian shipping end in parti-
cular with & view to increusing our foreign exchange earnings, Government should
bring some form of pressure, direct or indirect, on trade to utilise Indian Ship-
iping. We feel that this is & matter where there is room for propaganda and publi-
ity but not for pressure. Performance will bring its own reward. If Indian
ships are able to offer as gcod or better service than foreign ships, there 1z RO
doubt that they will not lack cargo. Compulsion of any kind may have un-
desiruble repercussions on the volume of our export trade,- since Indian
Bervices are still running at not-too-frequent intervals. There is yeb 9«1101}11;1;
danger in any policy of compulsion, namely that the other countries mg
retaliate.

5. It is also sometimes urged that we should insist on all our imports bemtg
shipped f.0.b, and all our exports c.i.f. The very fact that the Prr_)pqsal rests
on tho adoption of two different systems of invoicing shows that it is imprachl-
eable, If we insist on such a measure, there is nothing to Prevent' Ot]];el‘
countries from adopting the same policy towards us. In _particular. it kas
been urged that the shipment of jute goods from India to U.S.A.-w_h:ch ta. ias
place f.o.b. at present, should now be made e.i.f. ~Here again it 1S clearly
desirable that the shipment should preferably be c.i.f. and the option of choosing
the shipping should remsin with the Indian shipper. It is not a case however
where Government could or should interfere, particularly as G0vernm€r_‘1f3.s own
purchases of foodgrains from the U.8.A are all f.0.b. It is essentially a
‘matter to be settled between the Indian shippers and their foreign buvers.

6. Insurance is again a matter of confidence. Those who are to —insure
with a branch of an Indian company must feel themselves safe in its hands and
must be certain of receiving as good service as any foreign company can give.
Tnsurance companies have often to face a great desal of competition but in the
end character tells and business doné on the right lines with low- profits, low
-expense ratios, and prompt meeting of liabilities will do much nmore for the:
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spread of Indian insurance than any amount of Government assistance or
favour. Here too reciprocity must be insisted on. 3o long as we have a fair
field we need not ask for anything more. Tt is essentizl that all foreign ex-
change earnings of Indisn insurance companies should be surrendered to the
Indiaz exchange control. An insurance company does occasionally have to
pay cut more than it has received. Buch a liability in terms of foreign ex-
change would fall on the Reserve Bank of India and it is but right and proper
that the earnings of foreign exchange should alse come to its eredit, It is no
answer to say that such insurance companies as do not credit their earnings
to the Reserve Bank cannot claim foreign exchange from it. I1f an Indiam
jnsurance company operating on its own defaults in any payment because of

shortage of foreign exchange, not only will that company but all other Indian
insurance companies lose eredit.

7. For the development of tourist traffie, the Ministrv of Transport is
responsible. 'We understand thet various steps to improve amenities to
tourists are under consideration and some arrangements have been completed.
A Committee wag appointed which first met in November 1948, No tourists
seem to have amived since then, We can only hope that the results of the
Committee’s efforts will be more successful in the next cold weather. Tourists:
from the U.S.A. spend a million dollars 5 week in France during the summer.
Although the distance to India and the cost of coming here ig much greater,
there is really no reason why, considering the many attractions this eountry

has to offer, the lure of the unknown ang the desire for adv. -
twentieth of that surn should not coms to thig ccuntry fog‘ ::f:ﬁri}eii lgﬁn;
the four winfer months. Many people in America and Europe long to get
away from their depressing winter. and November to February iz the best
part of the year with us. If however progress in plenning for Yourists traffic
and providing necesssary amenities proceeds at the same pace ab which it has
done in the past, not much of this rich harvest is likely %o be gathered. Nor
too will the many restrictions which the gov gy

: ' ch ¢ ernments of some of o inces
impose and wish to impose on social life and behaviour conduea to ltlﬁepirr?gg:see
of touring. Tt is no answer to say that the tourist personally will e exempb

from restrictions. . A visitor comes to a foreign country in order to _
people and to have social contacts with them and argthing tha,lf:; mw‘:;&t :}ﬁ:
discourages tourism.

8. A point worth mentioning here is the evasion of excha )
mate as to what proportion of our total 'dollm‘-3 ' :a,%-?ﬁ;‘;;tm;; Eshﬁ
being properly credited to the country’s foreign exchange sccount beb no
being held abroad by Indian nationals vary from 5 tg 15 per y a.r(;
total foreign exchangs earned. The manner in which thig s bk Pd cent, ?d
to be the under-invoicing of exports and over-invoicing of tmports gth 0)3? is said
between the correct value and the value ghown in the invoice be'i o o difference
the American account of the exporter or importer, Although ¢ g credited to-
has to undertake to surrender to the Regerve Banik the deci;aredveryi exporter
exports, there is no machlqery ab present to ensure thit the ot v&due <1)£ h}B
the correct one. In the United Kingdom thig responsibility f51), ¢ ar}e; value ia
staff. In India too, if effective arrangementy gre to be mads 0;1]11: e Customs
be left to tho Customs. We however do not wish thas Aot t!}lfk lmUS’&‘-
done to the detriment of the export trade. Wo would not sng tn%hs ould be
of any consignments on the ground that undery glged e stoppage
Customs officials consider that the value ig 4oq Tow, the mattz ueh(.nﬂWhere the
up with the exporter after t,he goods have beon g ipped E‘]:e d ba_ talsen
should be made by & sufficiently senior officer why, A _:_xammatl?n
tinguish between under-invoicing and sellin position to dis-

to & bard currency country). B 8b very low margin (as one must
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9. On the import side, over-invoicing is mentioned as being responsible for
& good deal of leakage. In addition, licences are obtained sometimes on false
pretences and by giving an incorrect and misleading deseription of what is
sought. to be imported. Thus, it has heen reported that sun glasses were im-
ported against a licence for optical instruments. REvasions like these are
difficuly to check or detect. Consequently the need is all the greater for
-exemplary punishment, when a case is detected. The antisocial character of
the wastage of dollars has not been reslised by the people. Public opinion vezds
to be aroused against individuals who take advantage of their country in this
-fashion.

CONCLUDING REMARKS

In conclusion, we desire to express cur thanks to our Member-Secretary,
Mi. L. K. Jha, His wide knowledge of the subject we dealt with, remarkable
indusiry and diligence, cheerful and amiable personsality have:been of invalu.
able assistance to us in our labours.

(8d) A. D. GORWALA.

(Sd.) K. D. JALAN.

(S&) J. N. RAY.

(8d.) RATILAL M. GANDHL
(Sd) G. EUTHYMOPULO.
(5d.) ABDUL JALfw,

(8d.) U, N. BARMAN.

'(8d') HARIHARNATH SASTRI,
(8d.) L. K. JHA,

Bombay,
18th September, 1949.



STATISTICAL APPENDIX.
BEST YEARS OF EXPORTS

&

(Based on exports from 1934-35 to-dat .

L. ‘Quantum  Best.year EX. ports
Unit - of of in
Exports  export 19484
Food and Drink, eto.—
Tea . . . . . In millions of Ibs. . 405.7 1044-45 406.9-
-Tobacco - . . . " 76.8 194847 55.8
Spices . . . . + In'000 of owts. . 667.8 1947-48 458.0+
Raw Materigl
Coal . . . n *000 of tons . 2008.9 1939-40 1132'.0-0
Miea . . . . . In'0000fCwis. .  203.8 1937.38  339.p-
Lao e e 833.0 1036-37  490.08:
"Hides and SBkine Raw . . In ’000 of tons . 43.8 1035-86 12,2
Manganese ore . . . »” 1001.0 1837-38 308.8-
Otla~—
Gtoundnut e . o In’000ofgsllons ,  8702.6 10a0-4%  3900.s.
Linseed e . . L i, . 8317.56 194748 2280.5.
Castor o . . . . ” . 6638.2 1247.48 800D.1
Beeds—
() Goundnut seed . . In’000 of ton: . 835.1 1938-39 38.2
(i) Linseed . . . . " . 318.3 1938.30 25. 0
(i) Cosbor o & o e " . 68.7 1934-35 .
Cotton Raw . - . ” . 762.1 1939-40 76.0-
Jute Raw o e s . » . 820.5 1036.37 212, 7
Manufactured Articles— .
Hides and Bkins, Tanned . In000of Tons . 31.9 1939.40 14.5-
Iron and Bteel manufactures . ™ . 96.3 " 12.p.
anufactures . . . » . 1088.8 " 025.6
Cotton Piecegoods » Inmillions of yards 819.1 1042.43 840.8-
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TABLE No. I
Ezpori of principal commodities during the first hallve-s of 1948 and 1949 both inserme of volume and
value.

Quantity in 000 of tons Valuein Lakhs of Rs.

Export during lst Export during lst
Commodities half of 1948 half of 1949
{(January-June) {January-June) -

Quantity Value Quantity Valae’

Jute Manufactures - - - . - 484.1 7202 3790.2 55681
Juto Raw . . . . . - . 160.1 1881 83.6 1051
*Cotton Piecegoods . - . . - 106.56 1160 156.2 1488
Cotton Raw . . . . . . . 69.1 1228 33.4 587
Cotton Waste , . . . . - . 32.7 323 34.1 327
Hides and Skins Raw . L. . - - 9.0 318 8.2 321
Hides and 8kins Tanned . . - - - 7.0 615 8.3 796
Groundnut Seeds . . . - . - 650.4 363 38.6 3090
Linseed . . . . - . - 23.8 142 22.3 131
Groundnut Qi) . . . - . . 30.4 524 16.6 295
Linseed Oi1 . . N N - - . &.5 99 3.7 [11:4
Castor Qil . . . - - - - 18.7 240 1.4 26
Mica . . . . . - . . 10.2 819 6.7 238
Lac . . e e e e - . 15.3 526 9.8 945
Manganese Ores . - - 162.3 87 269.2 179
Tea . . . . - . - . 68.2 2370 89.1 3160
Tobacco . . . - ” 7.6 307 10.5 458
*In millions of yards.

TABLE No. II

Exzport to Hard: Currency Areas during the first halves of 1948 and 1849.
Quansity in 000 of tons. Value in Lakhs of Rs.

Exports during 1st Exportduring.lst
Commodities ll:-xl:'a.]f of 1948 xphalf of 1949
{January-June) {Jaxuery.June)

-Quaniity  Value . Quantity Noaloe

Jute Manufactures e e e e 202.8 8596  .151.9  _2545
Jute Raw -, . . . . - . 21.6 . {i7] 83,4 408
Eﬁ ‘. - . . e R e . "9.0 326 gig ig;—
. . e e e e . 9.2 208 oAi :

Fruits and Vegetables . . . . . . 145 .. llgg
‘}I{;g‘;s apd 8kimsRaw - , ', | T .5’.'? 3;'? 2 .2 188
Hides and 8kin8 Tanne& . . . | | 0.6 82 0.1 29
Ootton Rawandrwaste . . . . . 28,92 410 28 381
Spices . . e e e 2.8 64 818 162
Oils s e . . - . . » b B 87 lal 20
Mangsnese Ores . ., e e . s +86.8 A8 182 119
Othears . . . e e e . 380 .Bad

W
]
g




CHIZCKED .
£003-C4 TABLE' No. III

Bapors of Jule manufactures to principal countrics during the first halves of 1949 and 1948,
Quantity in 000 of tons.
January-Fune 1948 January June 1948

V. 8. A. . . . - . - - 91.8 126.3
Australia . . . . . . - 48.6 59.5
U. K. . . . . -k . 43,5 63.4
Argentine . . . - - . 32.2 26.1
Pakistan . . . . . . . 19.4 1.7
Thailand . . . , . . 7.8 4.8
Chile . . 3 " ' ' . 7.4 7.0
Burma . . . . . . . . 7.4 9.1
Ganada oL ... 7.1 14.7
Newzealand . . . . - 8.7 7.8
Other Countries - - . . . . . 100.3 144.2
. 879.2 464.1
- et vt vt r————
TABLE No. IV
BAarasos or PAYMENTS, 1048
Currant Transactions

(In eroves of rupoes) '

Receipts Payments Net.

%. Merchandisey Exgcrts f.o.b., imports o.Lf.) . . 433.7 476.4 —48.5

% N m;.monetaﬁ gold movement . .. . . . .o 0.1 —0.1

X, feign tarvel . . . . - - . . .. 4.1 —4.1-
8. “Jransportation . . . . - . - 4.6 8.0 —i.4

§. Insuranceé . . . . - - . - 1.7 3.4 —1.7

§. Ynvestment,income . - . - e . - 12.2¢¢ 30.0+ —17.8

7. Government net included elsewhere . - . 24.6 105.63 —80.4
8, Miscellaneons . .. . .. . 26.1 18. +9.9
9. Donmations§ - - - s = = = s 18,0+ 5.8  +10.2

10. Unclassified - . e . . - . . 23.2 14.8 +85.6

11. Totsl Current Transsctions . . . . . b4zl 664.6 —122.5

. Errors and Omissiozs L. . - . . .. ? 1.5 .o

o *Receipts under this item are likely to inclade soms on account of insurance and freight
shirges which it has not been possible to separate, but both Receipts and Payments exclude
¢ransactions under Government barter deals.

ss[noludes the interest on the storling assets of the Reserve Bank of India,

. {This figure is composed of ressipts by mission any institutions remittances from Indians
abroad (of which & provlsional estimate has been made), and other unilateral transfers into
the country- i . . . : ‘ ]

" 1A provisional estimate to be verified.later. when the Census of Foreign . Investmonts
complete,
Includes the amount of Ra. 60 crores paid for stores under the terms of the Indo-U.F
Financial Agreement. . .
§This figure i# composed of resvipts by missionary institutions remitances from Indim
abroad (of which #-provisional estimate has been made), and other - unilateral {ransfers int

the -epuniry.

ATPD—L—148 M of Go  —19-11-49—150.
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SERVANTS OF INDIA SOCIETY'S LIBRARY
POCNA 4.

1. Books taken from the Library may nct
be retained for more than a fortnight.

2. Borrowers will be held strictly respon-
sible for any damage done to books
while the books are in their possession,






