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PREFACE

It was several years ago that I promised myself a volume
on India’s Fiscal Policy, mainly owing to a mental teaction
against some recent academic literature on the subject, which
seemed to suggest that Indian economists, in spite of their
eatly pronouncements to the contrary, had abandoned the

rotectionist bias in favour of the /Jsissex-faire ideology. The
ulfilment of the promise was delayed; yet, such a volume
surveying the whole field of our fiscal policy, becomes very
opportune just at the moment for several reasons. In the
first place, there is a helpful pause in the Tariff Board’s work
due to the War and it has become possible to avoid staleness.
Secondly, snter-bellum years provide one completed period
of the fiscal policy which roughly dates from the last war.
Thirdly, most of the major industries which are receiving
protection at present, will have completed their allotted pe-
riods by 1941 of 1942, and, if it were not for the War, should
have had to face fresh enquiries by the Tariff Board by now.
" Finally, there is no doubt that when the war is over, a re-
¢xamination of the fiscal issues i the light of past experience
and possibly a complete re-orientation of policy, involving
the overhauling and systematisation of the tariff machinery
and procedure, will be inevitable. What is more, most of the
academic literature on the subject has become necessarily
out-of-date, while some able analyses of out fiscal policy con-.
fine themselves to two or three of the major protected indus-
tries only, while examination of the cases of industries denied
rotection has been generally neglected. No apology, I
ope, is therefore necessary for bringing out this study at
the present moment.

The scope of the work is indicated by the natural division
of the subject into two parts: Part I is styled ““The Working
of Protection” and gives a desctiptive and analytical survey
of the industries which Fiscal Policy had to deal with during
1923-40. Part II, on the other hand, is concerned with the
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critical and general aspects of the subject. Thus, in Part I,
I have attempted a review of the Tariff Board enquiries (num-
bering about fifty) and a.“post-mortem” examination of the
‘measures adopted in each case. I must state without hesita-
“tion that it is futile, if not audacious, to question the validity-
of the Board’s findings, especially on the factual side, as some
writers seem to have done. ‘The Boatrd has had in each case
at its command immense facilities, such as no individual
can hope to possess, and, in fact, its Reports happen, in some
cases, to be the .only authoritative matetial surveying the
industries concerned, somewhat on the lines of the Balfour
Committee’s Sarveys in England. It may thus be possible
perhaps to criticise the Board’s conclusions, if at all, only on
the grounds of wrong methodology, inaccurate principles,
inaccurate statements regarding well-known national ot inter-
national events, wrong emphasis, or non-sequitur logic and
arguments. ‘Though I have not been able to appreciate the
conclusions of the Board in some places, I feel that the Tariff
Board’s work has been generally fair, impartial and almost
always the result of painstaking inquiry and penetrating ana-
lysis, and that the Board has more often than not erred on
the side of caution. :

(The fiscal problem in India is two-fold) In the first
place it has its political side in so far as India has yet to attain
the plenitude of powers, known as Fiscal Autonomy, such
as the free countries of the world and the Dominions of the
British Empire possess. ‘The so-called “Fiscal Autonomy”
conceded by the Convention of 1921 has been a bauble and 2
meaningless myth. ‘The Dominions, to be sure, had also to
carry on a long struggle with the “Mother Country” for
obtaining the democratic power of shaping their tariff policies
in consonance with their own requirements. Where it is not a
Mother Country, but a “Step-Mother Country,” it is obvious
that a grimmer struggle is inevitable. Imperial preference
has been a partial, though harmful, solution of the conflict
between British and Indian commercial ifiterests. But funda-
mentally speaking it does not appear to me that there can be
any afermanent‘compatibility between a free exercise of our
fiscal freedom and the maintenance of Britain’s hegemony
in the future commercial developments in India. ‘The other,
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and more academical, part of the Indian fiscal problem is the
determination of a correct policy for the country to adopts. -,
Here, there cannot be any room for doubt that the present
system of Discriminating Protection has been disappointingly
slow and ineffective. I do not suggest that mere manipula-
tion of import tariffs by itself can work miracles. It is evident
that even if we exhaust the entire import schedule, we may
not be able to build up an all-sided industrial system for the
market thus released is not very latge in most cases. Yet,
fiscal policy, along with monetary, banking, transport, powet
and financial policies, fits into a general scheme of economic
planning aimed at nation-building. ‘The greatest need of the
hour is the galvanisation of the country’s human and materia1§
resources into activity and the attainment of a higher produc-
tive efficiency, which can only come about through the mecha- {
nisation both of agriculture and industry, 7.., the application
of accumulated knowledge due to scientific progress. Fiscal
Policy, correctly concetved and effectively executed, can
not only provide the initial itnpetus for the cumulative spiral:
of industrial employment, but will for long remain a potent
safeguard for the future industries which will arise to cater
for the internal market under the aegis of a planned national
economy. As an integral part of planning, therefore, the
instrument of Fiscal Policy is bound to be valuable;, but it
would be incorrect to suppose that the State can do, no motre
than levy tariffs and leave industties to work their own way
to success. {In India,” as Dr. C. R. Reddy put it recently,
“the State must undertake the primaty responsibility for the
economic reconstruction of the country.” The Jaissez-faire!
idea, still reigning supreme at Government headquarters, is
wholly incompatible with the vicissitudes of the modetn age
in which active interventionism is the order of the day>
The War has thrown our economic, as well as political,
institutions into the melting-pot, and it may not be too
optimistic to hope for the re-formulation of our fiscal policy,
when it is over. It is a matter of some satisfaction that the
present Commerce Member of the Government of India,
Sir A, Ramaswamy Mudaliar, was able to announce not only
that the Government intends to “liberalise™ ‘the conditions
of protection, but that after the War, a comprehensive enquiry
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would be'“inevitable.” At the end of the last War, several
industries, which had arisen under the shelter of a closed
market, succumbed to the fierce competition which soon
followed. This time, “assurances™ of security are being given
by the Government to those industries which assist in the
“war effort,” provided they satisfied “certain conditions.”
There is reason to fear, howevet, that the “wat effort’ is the
chief or, perhaps, the only consideration governing the deci-
sions and that the permanent needs of large-scale industriali-
sation are neglected or even opposed by certain elements and
interests. While the War is going on, no one can expect any
comprehensive measures of reorganisation, but certain para-
‘mount considerations have been indicated towards the end of
this volume, which, to my mind, appear to be fundamental
to the shaping of our future Fiscal Policy, if the Indian indus-
tries, old and new, ate to survive the aftermath of war.

It remains for me to express my gratitude to those who
have helped me in the production of this work. My thanks
are due to my cousin, Mr. B. N, Adarkar, Assistant to the
Economic Adviset, and to Messts. K. L. Govil and P. C.
Jain, my friends and colleagues at the Allahabad University,
for helpful discussion, suggestions and supply of relevant
literature. To my publishers, the Kitabistan of Allahabad,
and printers, the Allahabad Law Journal Press, I am thank-
ful for the efficient production of this work. Finally, I owe
tons of thanks to my wife for assistance in transcribing, in
typing and in collecting material, as also for being patient
with me during many hours of silence and toil |

6th Jannary, 1941 , B. P. ADARKAR
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CHAPTER I
INTRODUCTION

1
Relativity of the Fiscal Doctrine.

Fiscal policy controversies have an* uncanny knack of
creating and maintaining a sharp cleavage of opinions amongst
those who participate in them, so that there appears to be
much truth in the adage that one is born either a free-trader
or a protectionist. On the one hand, those who have drunk
deep of the virtue of /zissex-faire at the fountain of classical
economics with all its checks and balances, its artificial sche-
mata of stationary states, its assumptions of ceferis paribas
and its natural harmonies. of mutually helpful sclf-interest,
become willing slaves to its axioms and formule, believing
that “Free Trade, like honesty still remains the best policy”.v
On the other hand, the protectionists, like fallen angels, have
big odds to work against, and their case, though mainly
spoilt by under-statement, by mere negativist attacks on the
established doctrine and by frequent appeals to an insensible
nationalism, has received 2 better treatment in practice than in
theory. The whole controversy is an impenetrable jungle
and perhaps, a decisive solution is impossible, for the issues
that are raised therein move on different planes and in different
dimensions. The reasons for this state of affaits are many
and obvious. In the first place, there are differences due to

|theoretical training: one, who has been brought up to sup-
pose that all that there is worth knowing in economics is in
Marshall or Ricardo, can hardly bear the new-fangled cant
of a follower of List or of Schmollet; and vice versa. In
- the second place, the difficulty of what may be called “double
experimentation on a given material in the same place, en-
* vironment and time, which is inherent in most social sciences,
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stands in the way of pronouncing an unequivocal opinion

Vi to whether a particular fiscal policy was mote or less bene-
ficial than its rival could have been. In the third place, even
supposing that “double experimentation” wete possible,
the further difficulty of estimating the orders of magnitude
of various forces and their effects in the medley of intet-
national economic events still exists. In the fourth place,
the relativity of all economic doctrine compels us, chameleon-
like, to take the colour of the environment. It is this relativity
that explains the Mercantilism of England priot to the
Industrial Revolution, her Jlaisseg-faire of two centuties
thereafter and her hesitating protectionism of today; it is the
same relativity that explains to a large extent the protectionist
fervour of List and Carey, citizens of two typical countries
with unlimited but then unrealised potentialities of indus-
trialisation, Finally, the inherently difficult nature of the
subject involving as it does the keeping “at the back of our.
heads”, as Keynes would call it, “the necessary reserves and!
/qualifications and the adjustments”,1 which we have to make:
after a formal manipulation of our thought-apparatus, and,
motreover, necessitating an ambidexterous handling of two
or three of the most difficult techniques of economic theory
(such as the theory of prices, the theory of foreign exchanges
and the theory of real economics and barter)—this has un-
doubtedly been a lion in the path of many. Fools are apt
to rush in, therefore, where angels fear to tread; but un-
fortunately, in economic affairs, one has to run the gauntlet
of criticism and, whether fool-wise or angel-wise, knock at
the door of the temple of the “economic” Muse, for the ques-
tion of the hour brooks no delay.

Indian economic thought? has been, in this connection,
largely influenced by Cambridge and London (both citadels
of Free Trade) in tecent years, while the lay public has been
mostly guided by cheap appeals to national sentiment. The
Infant Industries argument, which is the corner-stone of the
doctrine of Discriminating Protection, has been generally

1 General Theory of Employment, Interest and Money, p. 297. .
2 Barring a few notable exceptions.
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admitted by free-traders and protectionists alike as invulner-
able and it is this that has so far received the blessings of the”
officialdom and of respectable economists in this country.
ZIhe Fiscal Commission of 1921-22 also, after teviewing the
industrial position of India in 2 manner which would suggest
a protectionist policy of a deeper shade, finally plumped for -
Discriminating Protection’y The tespectability complex of v
this doctrine was such that it had satisfied both prigs and
slovens alike till recently, but it is the habit of the human
mind that it is scldom contented with the siz#4s’ go, whether
it be of the one or the other kind and would “pine for what is
not”. Discriminating Protection has come in for ctiticism ¢
both on the ground that it is not sufficiently discriminating
and on the ground that it is too much so. The true criterion
of policy, however, does not necessarily lie between these
two opposite views; it may well lic outside both, at any rate,
so far as the Indian economy is concerned. But one thing
is certain and it is that the anti-protectionist feeling in the
country is steadily gaining ground, both because it is being
assiduously nursed by official support and because the exigen-
cies of the times would seem to assist it in some ways.®
Consequently, there petvades today in our country a free-
trade-cum-preferential atmosphere with which economic
opinion as well as political action has to reckon in the formu-
lation of a policy. Reference may be made to some of the
well-known facts of recent occurrence, such as the winding
up of the Tariff Board establishment for reappointment on an
ad hoc basis (contrary to the recommendation of the Fiscal
Commission which had required a permanent body for “posz-
mortem” investigation), the refusal to consider fresh applica-
tions, the turning down of the Tariff Board’s proposal of
protection to the glass industry, the irregular -procedure
followed by the Government in connection with the Ottawa
Agreement almost since its inception, the new appeatance of

8 Among the earlier writers, K. 'T. Shah, Vakil, Kale, Coyaji and
others have in their well-known monographs genetally suppotted.
Protection. Recently, H. L. Dey (Indian Tariff Problem), and B.N.
Adaskar (Indian Tariff Policy), among othets, have cast doubts on- the
success of the policy pursued. . :
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preference under the garb of Empite Free Trade and bilateral-
ism and the general mutilation of Discriminating Protection.
I am not one of those who think that fiscal policy is a matter
of any political import and that, therefore, there hasto bea
compromise between what economic theory would dictate
in regard to 2 particular situation and what the politicians
would desire; on the contrary, it is my firm belief that the fiscal
problem is wholly economic and must be tackled in none buta
scientific spirit and that this must be done without fear of or
J favour to any section ot group that can be isolated from the
country as a whole. Indian economists shall be abdicating
their duty, if they allow their economic dicta to be quoted
and frecly bandied about in a manner that would be harmful
to the immediate or ultimate interests of the country, for
strangely perhaps, they are quoted more for their admissions
than for their advice by the Government of the day.

I
Fiscal Theory Re-stated

The general argument of Free Trade rests upon the
classical theory of international values, comprising within
itself the notions of comparative costs and reciprocal demand.
We have, however, three main strands of thought, all in the
ditection of renovation of the classical doctrine which, admit-
tedly, is in the melting-pot. (#) In the first place, the valua-
tion in international trade is on all fours with the pricing
mechanism (mutual interdependence of prices) and it is not
merely reciprocal demand but total demand (including both
internal and foreign demands) which determines the “values”.
(%) Secondly, in a world that is entangled in a maze of tariffs
and trade restrictions, the ordinary postulates of international
trade theory do not apply and what 4s is not the result of a
free interplay of forces such as what the classical theory would _
lead us to suppose but of the mingled action of distorting
economic policies, (%) And thirdly, though a capitalist”
monetary ecopomy is the determining condition of modern
international trade, this cannot necessarily be the case at all
times; where, as in Russia, comparative costs (determined
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by capitalist motive) are disregarded, welfate is not lessened

in consequence.* Such is the trend of modem thought in ,
\Y

these mattets.

The first thing that emerges from a reconsideration of ;b D

the theory of fiscal policy, then, is that the theory is based

very much on what tends to be rather than what should be ¥

and this is a drawback, for what tends to be is not necessarily
for our good. Thus we might well admit, as a first approxi-
mation, that international trade tends to tedistribute the
world’s activity on the lines of division of labour, but we
hardly ever disabuse our minds of the illusion that inter-
national division of labout is at all times for the best, an illu-
sion which finds its expression in apophthegms such as that
“international trade is doubly blessed, for it blesseth both him
who selleth as well as him who buyeth”. This assertion
might seem rather revolutionary to those who have comfort-
ably lulled themselves into acquiescence in the classical
harmony of division of labour.5 But it is this mainstay of the
free-trade position that needs to be carefully scrutinised.
In the words of Schmoller, “The free-traders forget that
unrestricted Free Trade between all countries brings about
increasing sales and rising prosperity for the countries favour-

ed by Nature and historic development but, in the case of «

those neglected by Nature it may easily rob them of their
industries, or even in certain circumstances of a portion of

4 Sce the following papers: Kale, “Theory of International Trade,”
Gyan Chand, “International Trade and Recent Developments,” also my own
contribution and those of B. K. Madan and S. R. Bose, on the same sub-
ject in the Indian Jourfal of Ecomomics, January 1935.

5 Even Keynes concedes that “the advantages of the international |
division of labour are real and substantial’” (General Theory, etc., p. 388).°
But be does not tell us whether these advantages are cosmopolitan or
national, or, whether they are present under all circumstances alike or
under certain conditions only, or whether they are compatible with
Yhe ideal of full employment postulated by him. ~Nox is it clear whether
the advantages are to be weighed in terms of the values of a capitalist
economy with its artificial conditioning factors of unequal distribution
of wealth, etc. Moreower, his final conclusion, that “It is the policy of
an autonomous rate of interest, unimpeded by international preoccupa-
tions, and of a national investment programme directed to an optimum

.

[RTENN
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their popdaﬁgn. No people with a national consciousness
can permit that without defending itself. ‘The consolation
that Free Trade is effecting a cheaper and better production
somewhere else in the wotld, cannot satisfy the countries
thus injured”.® (The trouble with free-trade theorists, as
with monetary deflationists, is that they concentrate on the
virtues of consumption to the exclusion of the agencies of
production; and yet, it is perhaps a truism to say that a country
which does not produce wealth cannot consume it eitherd
Thus, a country which is in a backwatd condition and which,
prior to trade, was specialising in particular industties as a
staple source of wealth, finds itself suddenly confronted by
the superior technical skill of another country, which by its
low costs virtually kills its industries and thus destroys its
main source of wealth. Such a country then has to fall back
on other necessarily less advantageous avenues of production
with a resultant diminution in wealth—a diminution which
cannot always be made up for by the fact of the cheapness of
foreign goods: for, it is not sufficient that foreign goods ate
cheap; the country must have exchangeable wealth whered
with to buy them and if production suffers, consumption is
bound to diminish.? '
‘There is yet another very important objection that can be
raised against the classical position. The general theory of

level of domestic employment, which is twice blessed in the sense that
it helps ourselves and our neighbours at the same time™, and its corol
lary that “it is the simultaneous pursuit of these policies by all countries
together which is capable of restoring economic health and strength
interpationally, whether we measure it by the léwel of domestic employ-
ment or by the volume of international trade”, (p. 349) are not quite
in consonance with the idea of international division of labour.

8 Grundriss der Allgem. Volkswirtschaftslebre, 11, p. 607. Cf. also
Grunzel, Economic Protectionism, p. 8 et passim, and Edgeworth, Papers
relating to Political Ezonomy, Vol. 11, p. 7, whete he admits that the dis-
tinction between cosmopolitan and national interests is not borne in
mind by the English writers. Mr. Gladstone once asked ““why, if
protection is a good thing, it should not be adopted by the United
States in their internal tradel”

¥ The case of India since the middle of the 18th century would bea .
good case in point here.
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v

values derives itself from the fact that there is 2 pull on produc-
_tion and valuation from those sections of the people who wield
the money power and this pull is necessarily conditioned by
ithe present distribution of wealth and income. It is for this !
reason that maximum output is not a concept that is coter-
minus with maximum -economic welfare. The drama of
international trade is just another aspect of this general valua-
tion of economic goods and the consequent division of labour
gwhich might result from the unimpeded action of economic
orces under the present capitalist system and which is, there-
fore, regarded as a worthy ideal by most people) is just a reflex
of a distorted system of production, incapable of maximising
welfare, On what grounds, then, can we say (in a general
way) that international division of labour will maximise eco-
nomic welfare either internationally or nationally ? I do not
know if extreme nationalism fould maximise it eithers@vhen
wealth is so disparately diffused as between man and man,
and nation and nation, there may be an infinite number of
probabilities within the range of probabilities presented by
the theoretical extremes.y (The conclusion, therefore, is that,
under a capitalist systeni of values, there is no conclusive proof
that international division of labour (as a general ﬁroposition)
could maximise economic welfare. On the other hand, in
a socialist state, whete presumably there may be a mozre
natural system of valuation based on free and equal wealth,
the true benefit of division of labour might become fully
available; but it may be hard to find a socialist state wherein
there is no interference with the processes of costings and
valuations of an equally arbitrary kind.) ‘Thus, the fiscal

-:7./'

Tkl e

-

policy conundrum does not lend itself to any Gordian-knot v

methods and any doctrinaire adhetence to free trade or
protection is full of pitfalls.8
(Most free-trade theories statt from the assumption of a

8 Cf. Wicksell, Finangtheoretische Untersuckungen, pp. 63 ff., whete
be admits that the free-trade doctrine generally assumes that “every
member of the community is provided with the various productive
powers (land, capital, etc.) exactly in proportion to his own needs,......
in othet words......an equal distribution of wealth”. °
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full employment of national tesources and then proceed to

discuss alternative ways of distributing those resources in
. production.) As a first approximation it may even be granted,
** for argument’s sake, that, in conditions of full employment,
free trade is capable of providing the best among alternative
uses; but what does this conclusion come to when the assump-
tion of full employment does not materialise. Whether
ot not protectionism is capable of securing full employment
is a separate issue which will be discussed presently; here we
are looking at full employment as an assumption rather than
as an ideal. It is quite possible that the resources which
ate employed are enjoying an optimum distribution among
/indus‘tties on the “division of labout” plan, but what about
the unemployed resources? And, free trade is quite compati-
ble, nay, can often be the cause of serious unemployment in a’
backward and undeveloped comntry (like India), with a grow-
ing pressure on agricultural land of a population which can-
not find any outlets into alternative channels of production.
What consolation is there in being told, in such circum-
stances, that consumers would be benefiting by cheaper
v impozts ? ‘There is cleatly here a clash of interests between
producers and consumers, which cannot be got over by say-
ing that all production is ultimately for consumption or that
roducers and consumers ate the same persons. Producers
ere, in an especial sense, are the owners of the employable
factots of production including wage-earners; if their in-
terests ate harmed, 7., if unemployment prevails, a large
body of the unemployed persons and owners of unemployed
resources will have to restrict their consumption while only
those who derive fixed incomes and are actually employed
will be better off. Still it is doubtful if total consumption
ot total economic welfare will be greater.® It is, therefore, 2

correct approach of Keynes (in his General Theory, Chapter
23) to stress the question of employment in this connection

as this, indeed, is the fundamental issue between free trade
and protection. The possibility that a restriction of

SCf. Schuller, Schutzzoll snd Freibandel, for a general reasoning
somewhat along these lines.
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imports by establishing a favourable balance of trade may.,
cause an inflow of gold and thus prevent unemployment by
maintaining the flow of investment, or even increase employ-
ment through an augmentation of that flow, is undoubtedly
a valuable salvage.19

It is not intended to countenance any insensate pro-
gramme of protectionism which would grow melonsin Sahara
and ostriches in Piccadilly; my criticism is directed only
against what Keynes!! calls the “inadequacy of the theoretical
foundations of the Jaisseg-faire doctrine” on which we have
all been brought up, and against the self-complacency and

-

10B, N. Adarkar, maintains, (Joc. ¢it.) inter alia, that (i) the
success of the Keynesian policy of stimulating employment depends
on our ability to maintain a favourable balance of trade, (ii) that
the policy might defeat itself if it led to a rise in domestic costs
or an increase in the volume of foreign lending in excess of the foreign
balance, (#ii) that the theory does not apply with the same force to a
country on an independent standard. The first portion of this view, |
has been dealt with later on in the text on the fallacy that “exports pay
for imports”, As regards the second part, the only relevant point is
whether protection would bring about an equal rise of prices and costs,
and, secondly, whether it would stimulate foreign lending in excess of
foreign balance. There is no proof that either would happen: costs
would indeed rise internally, but protection merely would affect the
“‘international” industries and their pull on the market for factors of
production being less than that of internal industries, there is no reason
to suppose that domestic costs would rise in the same proportion as the
prices of protected goods. On the other hand, thete is equally no reason
to suppose that protection would by itself stimulate foreign lending in
excess of foreign balance; what will happen generally is that a part of
the foreign balance will be accepted by foreigners as loan, part being
paid in gold or silver. As regards the third point that the theory does
not apply with the same force to a country on an independent standard,
there is, of course, the feasibility of stimulation of internal investment
and of the propensity to consume within the independent monetary
system, but if no action is taken in that direction, reduction of imports
might also be helpful in increasing home investment, or foreign invest-
ment, or both, through the greater marketing oppostunities thus created
internally. At any rate, India is not a case of an independent standard
and the part played by gold elsewhere is played here by stesling, so
that Keynes’s remedies apply with as much force to India as to a gold
country.

1 Op. cit.; P 339
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respectability of that section of the faculty of economists,
who “have been guilty of presumptuous error in treating as 2
puerile obsession what for centuries has been a prime object
of practical statecraft”. The general case for Free Trade
would thus appear to rest on far less secure foundations than a
mere preoccupation with the notions of “natural advantage”
(which, by the way, is somewhat of a hen-and-egg puzzle),
the harmonies of self-intetest, international division of labour!
and comparative costs would lead us to believe. When we
pass from the general to the particular case, we have to admit
so many limitations to the classical doctrine that the practical
aspects of a free-trade policy seem even less attractive. In
the words of Edgeworth, “There are two degrees of abstrac-
tion which may usefully be employed in general reasoning
about International Teade. We may contemplate each nation
as a whole, making abstraction of the non-competing groups
within it, or we may take account of those internal divisions.
It is thus that the astronomer may sometimes calculate the
motion of a planet about its axis and the orbits of its satellites,
and in other reasonings, with reference to the action of a dis-
tant body, may neglect those internal movements and treat
the Jovian or the Saturnian system as if it were a weighty
particle. In ecopomic science the more abstract methods
have been hitherto the more fruitful”.12 General free-trade
theoty is, thus, merely a first approximation,%érue perhaps so
far as it goes, but in the secondary and tertiary approximations,
its application seems to falterl} In the first place, exceptions
to the general free-trade position have been accepted by lead-
ing free-traders, like Marshall and others. For example,
(Friedrich List’s argument!® in favour of (1) “wealth-produc-
ing capacity” and (2) infant industries and such other cases
has already been incorporated by the free-traders into their
doctrine. } This is common knowledge. (What is, however,
generally not recognised is zhat the argument in favour of the
power of producing wealth and that in favour of infant indusiries are
not the same, but different in their scope and application’) The

12 Economic Journal, 1901, p. §85.
13 National System, p. 300 fL.
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formet is a general and wider principle which is, as Pigou admits,
“particularly strong as regards an agricultural country wish-
ful to develop manufactures”, for in such a one the cumula-
tive effects of industrialisation ate more far-reaching than in
an old-established manufacturing country.1 'The latter is 2
piecemeal affair necessitating various checks and balances
and a strait-jacket of conflicting formule.

There is, however, another deep-rooted fallacy lurking
in the minds of many which will have first to be exorcised if
any progress is to be expected in our discussions: that fallacy |
is the time-honoured theory that “Expotts pay for imports”,
and that, therefore, any reduction of imports will have 2
boomerang effect on exports reducing them almost to the same
extent, so that the advantages of protection, as regards the
balance of trade or employment or internal development or
an increased natjonal dividend, would be merely illusory.
Any advantage, in brief, will be balanced by a corresponding
disadvantage and nothing would come out of nothing.
In other words, the whole business will be something like 4
Chinese mandarin trying to pick himself up with his own pig-
taill Examples of this fallacy are almost limitless, but per-
haps a topical one can be given in illustration. It is said that if
India buys less of Java sugar, Java will buy less of Indian v
exports and to substantiate this proposition actual figures
are quoted to show that as from the date of the Sugar Protec-
tion Act, 97%., 1931, Indian exports to Java began to fall rapid-
ly. Now, it is one of the tragedies of the statistical science
that when it teaches us to put two and two together it
does not give us the faculty of seeing that we do not put
two and three together to make four. This, then, is a clear
statistical fallacy. In the first place, modern international
trade, unless it is hemmed in with pacts of bilateralism or
actuated by a purposive malice aforethought, does not take
cognisance of bipartite trade in this fashion. Thete is no
proof that Java either entered into a bilateral pact with India
or intentionally reduced its purchases from us. But there is
at least one vety good teason why our exports to Java fell

14 4 Study in Public Finance, p. 221.
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both absolutely and proportionately as from that year 1931,
and that is the reason of the economic background conditioned
v by the slump and by the fact that practically at the same time,
. Java, the Dutch East Indies (as 2 whole) and also Holland
' were isolated from us by a progressively deflationary guilder
i which practically impoverished the whole area and necessitat-
ed the erection of tariff walls, quotas and exchange restriction
schemes,18
Howevet, to turn to the analysis of the matter, in the first
instance, it is multiangular rather than bilateral trade that is
relevant here: if import duties have shut out Java products,
the repercussions of this, if any, will be felt not only in trade -
with Java but with the rest of the wozld, through multiangular
.channels, Ze., wherever Java has any trade connections.
J 'Thus, the relevant balancing is between India and the rest of
the world. Secondly, in the equation of the balance of pay-
ments of India and Java, as of evety other country, there are
items othet than visible goods (which ate the object of fiscal
policy): they are invisible goods and services, treasure and
securities. ‘The transactions in each of these, more or less,
constitute a different series without any direct trelation or
interdependence between them infer se. Each series, again,
is in different hands and is based on a different elasticity of
demand which is governed by the relative prices of the goods
and setvices in question at home and abroad, and, in the case
of securities, on the relative rates of interest at home and
abroad.1® ‘Through the mechanism of the foreign exchange
market, each of these seties, again, is credited or debited to
the account of each country and it is one of the elementary
laws of that mechanism that the various seties mingle in such
fashion that from time to time the balance-sheet of each nation
exactly balances. ‘Thus if imports into India are partially shut
out, there are different possibilities in which the deficiency
thus caused on the debit side may be cotrected: thus, gold or

18 Cf. similar statistical balloons floated by some writers in connec-
tion with the Ottawa Agreement, to show simultaneously (4) the gain
and () the loss caused by it. See Chapter XVIII below,

16 Keynes, Treatise, Vol. 1, p. 163, and pp. 326 f.
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secutities may flow into the country, ot even pethaps the in-
visible items may step into the balance. It is not necessary
to deny that instead of the debit side being thus cortected,
the credit side itself might suffer a reduction. But the
changes, whatever they are, will depend upon two things
mainly: (1) the relative elasticities of demand for our expotts
in foreign countries and (2) the mobility of the vatious items
in the balance of payments. The readiness ‘with which,
apart from retaliatory tariffs (which cannot be regatded as a
simultaneous reaction throughout the world against, say,
India), forei%ners can give up buying our exports is grossly
exaggerated by the critics of protectionism and that such critics
have neglected to consider the facts that both gold and capital
are more mobile and that, therefore, they will move first
before reduction of exports is possible.l? The argument of
the critics of this theory is that foreigners may not be () able
and (/) willing to borrow or send out gold to fill in the gap
of their adverse balances of trade. First, then, as to willing-
ness: It is not correct, in the first place, to suppose that the
people who are engaged in the various series of transactions
pertaining to expotts, imports, borrowing and lending and
dealings in treasure are identical; thus the unwillingness of the
exporters cannot affect the psychology of the importers, etc.
Reduced imports wotk through the exchange rates upon the
terms of lending in the countries concemned, in so far as
the monetary authorities in the rest of the woz1ld have to raise
their bank rates, 7.e., to signify willingness to botrow, when

17 This whole controversy was recently staged in England. Cf.
Keynes, Treatise, Vol. I, pp. 326 ff., and Vol. II, pp. 188-89, also the
Addendum to the Report of the Macmillan Committee; Beveridge and
. others, Tariffs, the Case Examined, pp. 56 ff., and 244 ff, letters of
Mercator and Keynes to the Times, on the 21st and 31st March, 1931;
Keynes® and Robbins® articles in the New Statesman and Nation in
March and April, 1931.  Keynes has returned to the attack in his General
Theory. For reasons of space, I cannot go into every aspect of this
question, but undoubtedly the possibility of a reduction of imports help-
ing our trade balance to be on the right side of things (inthe present
situation of serious disequilibrium) and reducing unemployment, can-
not be lightly brushed aside. See infra.
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their balances of trade become adverse, and gold begins to
flow out.:" Even in the case of independent standards, if the
exchanges are allowed to find their own level, adverse balances
of trade through causing exchanges to fall stimulate both
gold and securities exports (on private accounts) these being
more mobile than goods exports, and especially repayment of
foreign credits begins to reverse the flow of foreign invest-
ment (as, e.2., happened in the case of England after 1931).
Thete is no question of willingness, therefore, for the action
of economic forces is inexorable, in this case. As to ability,
some writers have supposed that Java or Argentina will
have to borrow from the protectionist country as well as from
other countries. Although, however, there can be dealings
of this character between the foreign countries infer. se, it
would be ultimately the country, levying import duties,
and that alone, which will be called upon to lend. The rest
of the world will remain indebted to it only to the extent
of its favourable balance of trade (minus gold imports, if any);
and this extent, be it remembered, will be inconsiderable
(nay, almost insignificant) as compared to the total transactions
of the world in these various series; so that the fears of the
ctitics that there would almost be a havoc in the rest of the
wotld is unfounded. The truth of the matter is that the res-
triction of impotts by a protectionist country will be generally

.~ spread over a number of countries and its incidence will fall

lightly on all and heavily on none. ‘The inability plea, there-
fore, falls to the ground, because the protectionist country
itself will be in 2 position to lend (f.c., in the case of a creditor
countty, expand its net foreign investments, and in that of a
debtor country, reduce its foreign debts); and secondly, be-
cause the foreign countries taken as a whole will be in a posi-
tion to borrow marginally from the former (to the extent of
the favourable balance of the protectionist country) with-
out fecling any grievous burden. Those who complain that
foreigners might be impoverished forget that the adverse
balance of trade of our countty is already favourable to the
rest of the wotld, and that it is only this disadvantage that is
to be corrected. And even if it is “favourable” to us, in the
game of international trade, such give-and-take is a daily affair;
but, for the minor consequences of this no nation can willingly
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limit its own action in a spitit of suicidal charity, and
v agree to involve itself in a vicious spiral of indebtedness and
unemployment.
oI
Indian Protection—A Bird’s-eye View
Let us now turn to the question of India’s fiscal policy,
which has been already anticipated in the foregoing discussion
at several points. (Fitstly, then, it is beyond doubt true that
India fulfils all the requitements of what Pigou calls a back-:
ward “agricultural country wishful to develop manufactures™)
It is by now a commonplace in economics how the vatious
important elements of productive power, such as industrial
technique, organised systems of transport, banking and com-
munications, trade connections and goodwill, an efficient
labour-supply and a group of enterprising and far-seeing cap-*
tains of industry, arise and are augmented in a cumulative
manner under the gis of a well-planned system of protec-
tion. The prosperity of Germany, the United States and
several continental countries has been attributed even by
leading free-trade authorities like Taussig and others to
protectionist policies. Latest cases ate Japan, Australia,
Canada and South Africa. Those who deny the efficacy of
protectionism would do well to peruse the industrial histories
of these nations. The Indian Fiscal Commission has gone
through this question with great power and far-seeing vision
and decided that, for the sake of a rapid industrialisation,
the country should take a step forward in the direction of
protection. It was unfortunate that they recommended
merely Discriminating Protection, /. e., for infant industries,--
which, even according to Pigou and free-trade authorities,
is mote appropriate to develop industrial communities pos-
sessing such “infants”, than to agricultural countries with
potentialities of an all-round industrial development> There
is no doubt, at any gate at this date, that Discriminating Pro-
tection was metely a compromise formula devised by the
majority to soothe external interests and the adjective “dis-
criminating” metely gave a semblance of respectability and:
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|level-headedness to the formula. And yet it must be temem-

3 bered that the actual details of the formula restricted its scope

" to a far greater extent than necessaty, while the administrative

machinery set up for its execution by the Govermnment came

to be such that hurdles after hurdles wete placed in the way

of the applicant industries. Even a general system of pro-

tection can be “discriminating” without excluding all but

infant industries from its scope. CApart from established

infant - industries, new or “embryo” industties would also

have to be considered for selective protection, as was done in

other protectionist countries, while a basic level of protec-

' tion would have to be maintained to create that atmosphete

of confidence and stability which is essential to a programme

of industrial development in a backward country possessing

.the necessary potentialities. >At present the Tatif Board

has to work within the strait-jacket of the triple formula and

exercise almost a valetudinarian caution in the prescription

of its fiscal recipes. LI do not think that this type of nibbling

would help in the tremendous problem of industrialising a
sub-continent like India.> '

The growth of population during recent years has been
alarmingly rapid and the pressure on land is increasing day
by day. Not only this but the fertility of the soil is rapidly
dwindling, so that the fertility-acreage quota per head of popu-
lation has also been, in tecent years, falling very fast. The
optimists have contented themselves with figures showing
that per capita teal production has increased. Such and
othet people, who (e.£.) look at supetficial things like budget
surpluses of Govetnment, its credit abroad, etc., without
pausing to think how these have been brought about,
are living in a dreamland of hallucinating prosperity.
But 2ctually the situation in the countty, for those who have
eyes to see, is daily getting from bad to wotse; unemploy-
ment is rapidly increasing, while poverty, destitution and in-
debtedness are stalking through the land. Throughout this
petiod, the silent sufferer is the agriculturist whose responsi-
bilities ate growing out of all proportions to his capacities
to bear the burden of feeding the country.

The following table shows the gravity of the situation:—
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TABLE 1

1911 1921 1031 1 6 1028
Total Population in ’ ? 93 93 93 1941

millions .. . 315 31 352 *  386% *
Working Population in ? S 400
millions .. .. 154 146 149
Employed in industries I§ 16 17
* Estimated.

The “industrial” employment of the Census figutes has
to be discounted in so far as nearly 7 millions are engaged in
the plantation industries, while the large-scale industrial
establishments provide employment at present only for'
between 1.5 to 2 millions of workers. From 1921 to 1941,
i.e., within a period of twenty yeats as the figures above show
the population will have grown by nearly 8o niillions; if
the increase of employable petsons is taken to be about 20
millions, it is hatdly probable that more than 2 millions will
have been absorbed in the sugar, match-making, and cement
industries apart from the old-established industries during
these years. Thus it will be found that there is a great and
growing maladjustment of the labour-supply of the coun-
try—a maladjustment which cannot be corrected until suitable
industrial avenues ate provided. What have our friends,
the critics of protection, got to say about this? Here are
the samples: “Even on the most extravagant and optimistic
(sé¢) supposition that there could be 2 doubling of industrial
production during the next ten years, the additional indus-
trial employment created thereby would absotb only 1.6
pet cent of the agricultural workers. It is, therefore, clear
that it would be a vain hope that a policy of industrial pro-
tection would effect any appreciable improvement......”.18
“Statistics show that even if these (!) industries develop to
the farthest limit of expansion, they will not be able to ab-
sotb more than an insignificant proportion of our total popu-
lation. Industrialisation by protection, is thetefore, a chime-

18 Dey, op. ¢it., p. 30.
2
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rical proposition”.1® 'The United States and Germany had
according to another writet, “a much more equitable distri-
bution of the population between agriculture and industty
than obtains in India”, and as “these proportions are rele-
vant (?) in balancing the gain against the loss™ of protection,
“the actual volume of the sacrifice that India will have to make
will be infinitely greater than that of these countries”.20
It is fine logic, indeed, to base conclusions such as these,
regarding the failure of protection on figutes of a tardy in-
dustrial development, when the obvious conclusion should
;have been that the tardy development of industries itself was
/' due to the supetficial aid given by the half-hearted, grudging
concessions of a so-called “discriminating” protection !
And in any case, to base conclusions as to possibilities of em-
ployment on the actualities of today is not only wrong logic
but bad economic(@‘he panaceas proposed by the critics
themselves ate ratiohalisation, internal planning, social and
moral uplift, education, rural reconstruction, development
of other departments of economic life such as agriculture, min-
ing, transport, banking, etdZ}JAll this is well said, but the
questions are (f) how rationalisation would hasten indus-
trial development in this country, seeing that it can affect
only the existing industries, (#) secondly, whether such ran-
dom shots at the “bull’s eye” of progress as social uplift, etc.,
would solve the crucial problem of population pressure and 2
low standard of life, (there is no objection, however, against
these innocent, philanthropic items of social programme
per se), (#) thirdly, whether industrialisation can pecessarily
only take place at the expense of agriculture, () fourthly,
whether mining, transport and banking can develop at all
without a rapid programme of industrialisation. Thete is
no case on tecotrd of an agricultural country having success-
fully industrialised jtself and raised its standards by merely
tinkering with haphazard methods of social welfate which
are clearly of a long-period character: these, indeed, have

‘{/ 19 B, N. Adarkar, gp. cit., pp. 62-63.
20 Pillai, Economic Conditions in India, p. 324, supported also by
Dr. Gilbert Slater in the Introductory Note.
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their place in the economic policy of a countty, but they are v
mote consumptional than productional in theit aspect and
they are slow business at best.

As regards the general question whether India should be
an Agrarstaat or Industriestaat, at this distance of time there
can hardly be any dispute that what we should aim at is a
diversification of our economic life. ‘This has been brought
home to us particularly by the last Deptression which caused
a far greater propottionate fall in ag:tipc_u'Itiral ptices than in
industrial prices, making our real ratio of trade seriously
adverse. Owing to the slight recovery that is taking place
in the world markets, the two sets of prices (agricultural and
industrial) are again converging towards a new patity thus
slightly improving our real ratio, but this much can be taken
for granted that, owing to the tractor and the ‘steam-engine,
agriculture has been glutted and the real ratio might well
worsen again. Moteover, 2 primary occupation like agri-
culture can never hold out any hope of a high standard of life
for our growing millions with a diminishing fertility-acreage !
ratio ; ptimaty occupations are always associated with a |
low standard of life.  Agricultute means backwardness and/*
backwardness, again, is a cumulative process. Moreover,
scientific progress is closely associated with industries and
both these again with political supremacy; if “defence is more
important than opulence”, modernisation on industrial lines
is essential; it is essential if we ate to have a place in the sun,
especially in view of the new militaty tesponsibilities which
are bound to devolve upon India in the neatr future. Mote-
over, thete is no doubt whatever that industrialisation would
mobilise our shy capital which has been locked up for
centuties in the form of gold for want of a better investment,
though the claim that industrialisation itself- would cause an
immediate growth in our capital resources may be regarded
as etring on the side of optimism. It is hopeless to expect
that this gold can be suitably invested in land, or in social
upliff.

PY e Tariff Board has been handicapped in its operation
in several ways: its constitution, its functions, its personnel
have left much to be desired; its deliberations have been hin-
dered by the strict implications of the triple formula; its
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recommendations have not infrequently been rejected; its
reports have been on occasions shelved indefinitely; the
Commerce Department has nipped many an industry in the
bud by putting obstacles in the way of applicant industries
and refusing to place their cases betore the Board, thus pre-
judging and prejudicially judging such issues as should have
been the proper subjects for the Board itself to advise up(f)lx?
In spite of all these impediments, the Tariff Board has, on th
whole, discharged its responsibilities with vision, sagacity and
impartiality, If there is no humming prospertity in the coun-
try with thriving industries everywhere, the fault at any rate
is not theirs. What little protection has been available after
the combing process of the present machinery has mote than
justified itself. It may at once be admitted that the system
as it has developed has contracted some defects: but what
system is without defects ? Moreovert, in this case, they are
‘undoubtedly the defects of the merits of Protection. Ctitics
have exaggerated the defects and shut their eyes to the prog-
ress achieved by way of direct and indirect employment
and the growth of the national income as a whole, thus willing-
ly losing their perspective.

(The first complaint of the critics is that discriminating
protection has led to regressive taxation) Now it would
be inaccurate to suggest that the system of Indian public
finance leaves nothing to be desired; on the contrary, a

.+ majority of Indian economists have rightly condemned it
both for its inequities of burdens and its wastefulness of ex-
penditures. ‘There are, however, one or two points which

. we have to bear in mind in this connection.®In the first

s place, it must be remembered that the inequality of distribu-
tion in this country is not so great as in the West, so that a
scheme of taxes (in which, say, the customs duties are 53 petr
cent of the total tax burden) is bound to be less regressive in

W its effects in India than in the Western countties. { Secondly,

~without prejudice to a general conclusion that reform can
make the system somewhat less regressive than it actually is,
it must be pointed out that as the majotity of our countrymen
are poor, to run any government whatever on modern
lines, the tax burden will have to fall mostly upon the poorJ
v1Thirdly, a system of finance may be regtessive as to taxation,
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but if it is progressive as to expenditure, the evil effects of
regression will be sufficiently compensated for in the other
direction. ) This is the first felativity aspect. (Fourthly, re- -
gression ot progression is a relative idea; if owing to customs
duties, the tax system has become tegressive, there are two
ways in which this can be cortected: either to reduce customs
taxation, thus relieving the poor, ot to raise more revenue
from taxes which fall specifically upon the rich.) If protective
duties can be justified on broader grounds, such as that the
national income would increase,?! then clearly the former
course is not the wiser, for if national income as a whole
grows, the later distributional aspects can be taken care of
by the Government. In brief, let the “heap™ (pare Stamp) of s
national resources first be greatet; its shating can well be ou!
next preoccupation. On the other hand any student of Indian
public finance can tell us that there is a vast scope for taxation
of the uppet strata of incomes, so as to make the bias of the
tax system mote fprogressive or less regressive than it is to-
day. (Reform of income taxation, taxation of the incomes
from land, taxation of inheritance, succession and legacies,
taxation of property (both movable and immovable) of joint
and separate families, and of transfer of property,—these and
several other sources will have to be tapped} Though the
difficulties, principally legal and administrative, ate great here,
our authorities on taxation have generally agreed that the
country is insufficiently taxed in these directions as well as
on the whole. We shall be reaching the optimum size of
public finance in India by increasing our public activities rather
than by curtailing them: if this is so, there is no case for te-
ducing customs duties but only for exploting the other ave-
nues of taxing the rich. \Finally, and this is a theoretical ¢
point, it is not correct to suppose that regression reduces eco-
nomic welfate undet all citcumstances whatever. It might
do so, if the actual absolute taxation paid in by the poot in-
dividual is greatet in amount than what the rich individual
pays; for the rest, the theory of public finance does not

21 And it is this proposition that the critics will have to contest,
rather than give a dog a bad name and hang it.
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make any deliverance on the question. > Although it may well
be granted that a greater element of progression will make
the maximum number of us happier than we are, there is no
proof that in India the poor actually pay in taxation less than
the rich or that the rich benefit actually by expenditure more
than the poor; and hence the conclusion is that there still
takes place a transference of wealth from the rich to the
poot in this country which may be insufficient but which is
certainly not negative in character.

@ {The next objection of the critics is that protective duties
make the rich richer and the poor poorer, thus aggravating
the existing inequality of distribution.) Their argument is
that the duties cause the prices of the goods protected to
rise thus injuring the consumers who are mostly poot, while

(they benefit “the favouted groups of entrepreneuts, investots,
and wage-earners” connected with the industries concerned.)
Now it must be admitted that it is one of the incidents of in-
dustrialisation that it creates a rich entrepreneur class: this is -
‘not peculiar to protection, it is inherent in industrialisation
itself. On the other hand, the “burden of the consumer”
question is not such 2 simple issue.: In the first place, it is
not clear that the poorer sections of the society do actually
bear a large patt of the burden of protection in India;lmy

d personal view is that it falls to a greater extent on the middle
classes who are the principal consumers of imported and
protected goods. ) Apart from this, howevet, in otder to assess
the actual injury caused, we have to take into consideration
not only the rise in prices (which may indeed be temporary,
the petiod depending upon the measure of protection and the

- development of the industry),\but addition to the incomes
of the poor caused by (¥) increased primary employment in
the industry itself and (#) the reactions of this on secondaty
employment in several other industries and agriculture,?
which relieve the pressure on the soil.){To the extent, (or

22 The problem is essentially of the same nature as that of the
“Multipliers of Messts Keynes and Kahn. See Keynes, General
Theory, Chapter 10, etc. Also P. J. Thomas, “A Plan for Economic
Recovery”, in the Conference Number of the Indian Josrnal of Econo-
mics, April, 1935.
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even more than that), that prices tise as 2 whole, total consu-
mer purchasing-power increases, so that the harm done to
total consumption, which is definitely greater than before,
is illusory.?) What is more, by employing the unemployed
and thus bringing about some favourable tedistribution,
the sum of human happiness is actually increased. Any
contraty conclusion is due to the common confusion between
the term “producers” and “entreprencurs”, in truth by pro-
ducers we mean here all those, workers and others, who ate
engaged in industries. ’

(The next contention of the critics is that when protection 3

begins to become effective, the revenue of the Government
begins to fall off.23 ) Of all the arguments against discriminat-
ing protection, this perhaps is the Jamest and most slipshod.> I
do not produce statistics in this connection to disprove what
is indeed a fact that during the last few years the revenue from
protective duties has fallen. \It is, of coutse, due very largely
to a general fall of imports caused by the Depression and
the reduced purchasing-power of the people.} But the general
proposition, that in so far as protection is effective revenue
must fall off, must indeed be granted. But the question that
arises is: Why should the Government look for revenue in
these shaky quarters ? And even if they do, why should they
not be prepared to adjust their taxation system to the chang-
ing fabric of tevenue ? And is a revenue loss to be regarded
as a2 national loss, in strict theory ? At the most, a2 revenue
loss might cause administrative inconvenience, necessitating
the imposition of new taxation or the scaling up of the old.
Theotetically, it is not even improbable that feduction of
duties on some of the “adult” protected industties would be
augmenting the revenue. This can be tried if necessary,
but there is no ground whatever for the claim that “India’s
tariff policy must primarily be directed by revenue considera-
tions”.24 On the other hand, we must admit () that in so
far as protection leads to establishment of new industries,

28 B, N. Adarkar, op. cit., pp. 65-67 and 74-87; Vera Anstey, Eco-
nomic Development of India, p. 389. .
24 Vera Anstey, Joc. ¢it. Italics mine.

v
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it becomes possible to gather more revenue by way of income-
tax and excise—both of which can substantially make up for
the so-called “loss,” and (/) that if the national dividend as
a whole increases, as it must in a country in which large masses
of human and material resources are lying unemployed, these
superficial considerations have no bearing on the questions
of fiscal policy.

. {The next important point of the critics of the Indian pro-

‘! tectionism is that it has created and will furthet create “vested
interests™ in the country.2? Now, vested interests and trusts
and cartels and such-like are incidents of industrial progress
and of changes in organijsation. ) The American, English and
German attitudes towards trustification and cartellisation have
not been all in the same direction;28 thus, those who inveigh
against these things will have first to get their notions fully
clarified as to the end towards which they would wish indus-
trial organisation in this country to progress. They might
usefully remember that we can in these, as in many other
matters, draw upon the experience of western nations and shape
our policies.? EVested interests are an excrescence of indus-
trialisation under the capitalist system; you cannot abolish
them by abolishing protection; and in so far as protection
might have helped industrialisation anywhere, they ate
the defect of the merit of protection. It is impossible for us
to have industries without vested interests; the more impor-
tant practical issue is, whether we have any means at our dis-
posal to neutralise the harmful influence exercised by them?)
In modern democracies as well as autocracies, balance is al-
ways provided for the overmastering influence of vested
interests: in India, as it appeats to me, we have a number of
mutually neutralising elements which either have been or

25 References to individual writers are unnecessary; free-trade lite-
vature is replete with discussions on this point; Indian writers have
merely dotted the i’s and crossed the t’s of Taussig and others.

28 Cf. H. Levy, The New Industrial System; Marquand, Dynamics of
Combination; L. Urwick, Rationalisation; Meakin, The New Industrial Revo-
Jution; and other works by Florence, Robinson, and othess.

27 The U. S. A. the classical home of vested intetests, has also been
the land of the most relentless Anti-Trust Laws.
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will be quite adequate to ensure against the domination of
Big Business. In the first place, owing to the broad-bottom-
ed franchise of the new Constitution we shall have the repre-
sentatives of the non-industrialist, consumer population in
the Tegislatures i targe numbers; secondly, foreign interests
will be well represented by the “special responsibilities™ of
the Viceroy and his various “disctetions™; thirdly, the general
surveillance of a_foreigh Government interested more in
agriculture than in mdustry is also an effective safeguard in
this connection; and fourthly, inter-provincial jealousies,
which are steadily coming to the forefront (witness, e.g., the
ratio controversy, the cotton textiles protection, the Niemeyer
Scheme of federal finance, etc.) can be depended upon for
certain checks; and lastly, the active-presence-of an impartial
economic judiciary, like the Tariff Board, duly fortified fut-
thetif mecessary as regards constitution and functions, can
also be a valuable insurance. The Fiscal Commission had
already anticipated this objection and held that the danger of
political corruption was not so great in India as in some other
countries more or less on these grounds; their hopes will not
be belied if the greatest possible publicity is given to the find-
ings of the Tariff Board and if this body is tutned into 2 perma-
nent investigating Commission on the lines of the American
Tariff Commission or the Fedetal Trade Commission. The
problem of vested interests is thus neither new nor newly
discovered. To deal effectively with that problem moreover,
is not beyond our capacities either at present or in the futute;
“the power to tax”’, Chief Justice Marshall used to say, “in-
volves the power to destroy” and it is this weipon of ¥
taxation which among others can be wielded most effec-
tively.

v

Conclusion

To conclude, in the first place, the theotetical foundations
of laissez-faire have been found to be inadequate because,
the assumptions on which they are based, such as that there"\,
is full employment, that “wage-rates tend to adjust themselves|
to demand and supply conditions in such wise that no in-!
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voluntary unemployment, other than such as is due to indus-
trial fluctuations, can exist,”?® that cosmopolitan good is
the good par excellence, that changes in distribution would
make no material alteration to international values,—these
assumptions cannot be granted. Even the international
division of labour, which is the mainstay of Free Trade, is
not above reproach, because it is capable of doing petmanent
harm to a backward country in resiect of its production and
productive capacity, and because what Zends 2o be is not neces-
sarily for the best. So far as India is concetrned, her case falls
within the category of backward agricultural countries |
“wishful to develop manufactures”, and possessing cumula-/
tive potentialities of natural and human resources. Thus|
Discriminating Protection of a piecemeal variety hardly meets
the requirements of her industries, which, if we are at all
to be honest about it, ate undoubtedly shouting for a rapid
growth. What is needed is a comprehensive visualisation
of the industrial problem as 2 whole and we must also remem-
ber that industrialisation is a close interdependence between
industries, old and new. ‘The burdens on the consumer and !
the agriculturist ate merely the arguments of crocodiles; :
there is no loss caused to these interests for which they will
not be more than compensated in other ways, owing to in-
crease of employment and owing to internal demand for food-
stuffs and raw materials having increased. Moreover, for
several yeats, at any rate, owing to fall of prices of all kinds,
the consumers (i.e., people still deriving incomes through
employment or otherwise—mo# the unemployed) have gained
all along the line. For these reasons, we need have no sym-
pathy for the so-called consumers whose mythical interests
seem to dominate our fortunes in fiscal policy. It should be
remembered that every fiscal measure is bound to harm some
people and benefit others, or harm the same people in some
ways and benefit them in others; the function of economists
is to deal with each case justly weighing the pros and cons
and considering the fout ensemble of results and not merely
to harp upon one set of such results. Owing to a lack of

8 Pigou, gp. cif., p. 218.
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industrial and commercial development in India, thete is in
evidence today an increase in destitution and unemployment,
which have been caused as much by an increasing maladjust-
ment of the labour supply as by 2 growing stream of popu-
lation. At a time when the rest of the world’s countries safe-
guarded their production structures and markets by restric-
tive measures against a plethora of dumped goods, what had
the Government of India done ?  Our Government was about
the only one to have achieved the singular distinction of hav-
ing done nothing in a world depression which hit agricultural
countries the hardest. Our Government was obviously out
to maintain Jzissex-faire in all its pristine purity; it would even
go to the length of sacrificing Indian cutrency and fiscal
policy on the altar of a false internationalism, lending volun-
teer setvices to its cause by refusing to enter into “a race of
competitive depreciation’ and to complicate (s#) interpational
trade by imposing artificial “trade bartiers™.



PART 1
THE WORKING OF PROTECTION



CHAPTER IT

IRON AND STEEL
I
Introductory

The history of the growth of the Iron and Steel industry
in India reads like 2 romance. ‘The enormous success achiev-
ed by the industry in a comparatively short span of time must
be attributed, firstly, to the intrinsic factors conferring a
natural advantage upon the industry in India; secondly,
to the untiring efforts of, above all, the one superman of
Indian industry, who has had no compeer in this countty,
the founder of the humming industrial centre in Bihat, Jam-
shed N. Tata; and, last but not least, to the favourable at-
mosphere created by the system of protection erected on a
thoroughly scientific basis by the Indian Tariff Board. ‘The
industry has been receiving protection since 1924. ‘Thete
is no doubt that this has largely enabled the industry to place
itself on a sound footing and to fully justify the measure of
protection granted. Not only has the Steel industry been
placed on a sound footing within a period of fourteen years
and on 2 basis of competitive ‘equality with the Steel
industry in other countries, but Tata’s, which is the chief
- teptesentative of the industry, was able to announce recently
that it was “well equipped and fully prepared to meet all
contingencies” such as the withdrawal of protection in 1941,
batring, of course, unforeseen circumstances, affecting the
international supply and demand of the metal. So far
as it is possible to foresee, it is not likely that either the
producing capacity of the wotld’s Stecl industry or the de-

1 Vijde the speeches of the Chairmen of the Tata Iron & Steel Co.,
on the 27th June, 1938, and the 25th May, 1937.
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mand for Steel would receive such a bad jolt as to cause the
same difficulties as were experienced by Tata’s during
1924-26 or 1930-33. For aught we know the immediate
future points to a comparative stability, if not 2 boom, in
the world’s Steel market.. Prima facie, therefore, the ex-
\ﬂ)ectation of 'the Tata Company that they-can stand foreign

competition unaided after 1941 is not likely to be falsified.
Howevet, the one outstanding fact that emerges from the)
above is that the industry has made good the eatly promise!
shown and that too in such a short time.

Professor Taussig, in his Some Aspects of the Tariff Ques-
tion, stated that twenty to_thirty years would be a reasonable
petiod for an infant industry to develop under the =gis
of protection. “The length of time to be allowed for the
experiment” he says, “should not be too brief. ‘Ten years
are not enough; twenty yeats may be reasonably extended;
thirty years are not necessarily unreasonable......What has
already been said of the tenacity of old habits and the diffi-
culties of new enterprises justifies the contention that a genera-
tion more or less may elapse before it is clear whether success
has really been attained”.2 Whatever be the other points
to be considered,—such as the extent of protection granted
whether it was excessive or insufficient the burden on the
consumer, the “loss’ of tevenue to the Government etc.,—
and these will be dealt with in their proper places, there is
no doubt that judged by this first and most important test
the Indian Steel industry has emerged unscathed. Another
aspect of this same principle has been thus put by Professor
Taussig one of the best exponents of the classical free-trade
dogma: “Nevertheless in the end the fina] test must be ap-
plied,—can the industry, after a period not unreasonably
long maintain itself unaided ?”’® Taussig comes to the con-
clusion that “there is always the most violent opposition|
to the application of this, the sole decisive test”. The op-
ponents of the Indian protectionism have drawn lurid pic-
tures of vested interests trying to exploit the consumers and

2 Op cit., pPp. 22-23.
81bid., p. 23.
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extracting undue gains and advantages from an only too

willing Tariff Board and Government, partly drawing on their

imagination and partly upon western expetience in this regard.

However, if the Indian case is to be judged purely on its merits

it can be fearlessly asserted that those Indian industries

which have received protection have not shown any such

vicious tendency. So far as the Indian Steel industry is

concerned, moreover, far from seeking to exploit the Indian

market for their gain the Tata Company have been fully

alive to their responsibilities and, with great efforts directed

towards renovating and extending the plant reducing over-.k,
head charges, economising fuel and in scores of different’
ways, have brought their great works at Jamshedpur to such

a high pitch of efficiency that the parallel of American and

European industries clinging to protection hardly applies to

them. As early as 1926, in their Representation to the Tariff
Boatd, they actually stated with confidence, that “by 1933-34

if adequate protection is afforded to the Steel industry in India |
in the interval, it will be able to stand without special protec-

tion.” ‘This they could say on the basis of the enormous

improvements in technical equipment which were due to be

completed by 1932. It is no valid criticism of this offet to

say that actually in 1933, the Company did, in fact, ask for

further assistance. The tepetition of the application for

protection in 1933 was necessitated by exceptional circum-

stances with which we shall deal later. Within two years of
the first grant of protection, the Company could accomplish

the completion of the plant known ds the Greater Extensions

at Jamshedpur. However, they did not stop at this, but pur-

sued a far-sighted policy of continuous extension and treno-

vation with the sole aim of justifying protection. Whatever

may be said of protected industties in foreign countties, the,
Tata Company and its associate industries, at any rate, have
gone through a sclf-denying ordinance with a remarkable

determination and now ultimately have prepared themselves

for the coming competition.

The success of the industry becomes still more wotthy
of admitation, if we remember the circumstances under
which the industry has been labotiously and painstakingly
built up. During the wat, the double impetus of increased

3
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. demand caused by the military requirements of the Govern-
ment and the shutting-off of the foreign supplies, caused by
lack of transport facilities, the Company made great strides.
However, after the war and especially after the crisis of 1921
when a severe depression set in, the Steel industry in India
had to face the competition of foreign producers of steel
whose capacity was inflated due to war-time expansions, and,
~ at the same time it had to stand the strain of a falling demand
caused by the depression. Before it could raise its head again,
after the difficulties created by excess capacity of the world
producets of steel, the industry had to face the débicle of the
wozld depression of 1929-34, which led to an enormous fall
in the world demand for steel and to falling prices all round.
Side by side with falling prices the efficiency of foreign pro-
ducers of steel was also improving rapidly. Owing to this,
the competitive position of the foreign producers increased
enormously, and they were in a position to sell steel at in-
ordinately low prices in the Indian market. ‘There was clear
evidence that dumping was also resorted to with disastrous
consequences upon the Indian producers. What with the
cartellisation of the European steel producers and what with
the vagaries of the Indian Protection, the Steel industry in
India had to go through a veritable ordeal.

I have stated in Chapter I that I am not one of those
who regard Discriminating Protection as a suitable weapon
of fiscal policy for the peculiar conditions under which the
Indian industries have been required to achieve their develop-
ment. However, even supposing that the infant industry
argument, rather than the infant country argument is theoreti-
cally the correct one for India, there are few industries in the
world which were called upon to attain their stability, by
means of Discriminating Protection, under such circum-
stances. There is no doubt that the classical argument in
favour of infant industries assumes that the adult competi-
tors abroad are not developing rapidly into monsters, and
that the infant industry concetrned has to develop itself to the
stature of a, mote ot less, sfztic adult. ‘This does not, of
course, mean that the adults cannot grow at all; some mea-
sure of growth in a changing world must be conceded. But
the adult industry must be regarded as having reached a



IRON AND STEEL 35

substantial degree of stability; otherwise, it will be almost an
impossible proposition for even the most vigorous infant
to catch up with the progressively growing adult. However,
this is the sort of miracle which both the Sugar Industry,
with which we have dealt in the previous Chapter, and the
Iron and Steel Industry were called upon to perform. The
rigorous tests, applied by the Indian Tariff Board for assessing
achievements and failures of these and other industties, are
in themselves questionable propositions in view of the above
important consideration. However, it is a matter worthy
of note that the Steel Industry has justified its protection even
from the standpoint of the rigid formule of Disctiminating
Protection, set up by the Fiscal Commission, and by the fiscal
policy of the Government.

As we shall see, however, the 1934 Report of the Tariff
Board virtually struck the industry off the roll of protected
industries and this was in keeping both with the requirements
of the industry and the policy of the Government. For, the
Board admitted that, to 2 very large extent, the duties sugges-
ted in 1934 were of the nature of “anti-dumping” rather than
protective measures.4 ‘Thus, the claim of the Tata Company
in 1926 that by 1933-34, they would be in a position to do

4 “Since the need for protection is due to the low price of untested
steel in which competition comes entirely from the Continent, it is to
the prices of Continental steel (and of steel from countries other than
the United Kingdom) that the necessity for protection is to be attri-
buted. Continental prices have shown an extraordinary degree of fluc-
tuation during the past few years and often appear to bear no definite
relation to the costs of manufacture. The sale of Continental steel is
effected through an international organisation which apparently regu-
lates prices for export markets according to the local conditions of each
market and not necessarily to the expenses of production. It is against
this class of competition based on indeterminate and often uneconomic
prices that the Indian industry now requires protection. It will be
noticed that nearly 70 per cent of the total amount of protection required
by the Indian industry is in sespect of untested structurals and
bars which constitute the bulk of the articles imported from the Conti-
nent. ‘To this extent, therefore, it is reasonable to suggest that the pro-
tection which we now propose for the Indian Steel industry may be re-
garded as in the nature of an anti-dumping provision rather than as a
measute of substantive protection”. (Report, 1934, p. 58.)
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without protection as such, has, I think, been arr:{ply substan-
tiated. The claim is still more strengthened and emphasized
by the fact that the industry achieved its success in spite of
strict and illiberal (unlike those in foreign countties) grants
of protection in the beginning and their further whittling
down with () differential duties in line with the Ottawa
Scheme and () the later imposition of excise duties on stee:ljl
ingots accompanied by countervailing duties on imports,
which hit the internal demand. These were not the only
obstacles in the way: the step-motherly treatment accorded
by the Government of India’s rail purchase policy for several
years, on the one hand, and the alternate squeezing of the
Tata Company in the matter of railway freights by the E.LR.
and the B.N.R. proved to be further stumbling-blocks in the
way of progress. ‘The critics of the Indian protectionism must
realise that in other protectionist countties, this kind of incon-
venient and unhelpful railway purchase and freight policies
would have been unthinkable. E.l‘he Indian railways, whether
State-managed or Company-managed, have been the noto-‘
rious pasturte grounds for British salesmanship, while the
stores purchase policy of the Government has also been a
close preserve for the kith and kin of the Government in
Simla. But, in spite of these obstacles, the Company set
itself to the task of increasing the efficiency of production and
thereby reducing the costs of production. Equipment has
been kept in first-class condition, while the general and ovet-
head charges have been steadily brought down. The most
significant achievement of the Company has been that it has
been able to finance dml;g)mnt practically entirely ont of its eam—l,
ings and depreciation fund, thus avoiding even the possibility.
of ovet-capitalisation.

In their 1924 Report, the Tariff Board said: “It is far
from an extravagant ambition that within fifteen or twenty
years, India should be able to provide the whole of her do-|
mestic requirements of most kinds of steel, and should be
able to produce at as low a cost as other countries”.® This
prophecy of the Board has now come true and in spite of a

5 Report, 1924, P. 19.
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growing domestic demand for iron and steel, the countty
is now rapidly approaching towards the ideal of self-sufficiency
in respect of the Indian requirements of iron and steel. ‘The
increased use of iron and steel in India points towards a not-
mal and healthy expansion of demand and should prove a
sustaining factor, after protection is withdrawn. The slacken-
ing of foreign competition has helped the industry in recent
yeats, but one cannot be too sure that the competition will
not revive in the near future, once protection is withdrawn.
The renewal of the International Cartel Agreement in June
1937 up to the end of 1940 has been a steadying factor in the
prices of steel and dumping has been less frequent than it
used to be some few years ago. From the point of view of
world production, 1937-40 may be described as an iron and
steel period. What with the increased activity in the armaments
industries and what with the effects of a general recovery of
business during the last year, the industry all over the world—
America alone was 2 striking exception—maintained a high
level of output. Demand has continued to shrink since the
beginning of 1938, though the immediate prospects are not
very clear owing to the halting nature of the present recovery.
Still, prices were maintained at a fairly high level in Britain
and the International Cartel also has helped the genetal
movement. In view of the above, the stability of the Indian
steel industty may be taken as almost assured, barring un-
fair competition or dumj:ing. The stability and self-suffi-
ciency have been achieved within less than the time anticipa-
ted by the Tariff Board.

It would be entirely 2 natrow view of the steel protection
to consider the benefits that have accrued to the Tata Com-
pany or to the country in the matter of steel production
alone. It must not be forgotten that a major and basic in-
dustry of great importance has been established in the country
able to hold its own against foreign competition on a basis
of equality of efficiency and modernised equipment. ‘This
ensures the rapid development of industtialism which depends
largely upon the domestic manufacture of machinery. It has
long been recognised by leading economists like Marshall,
Taussig and others that the existence of a machine-tool in-
dustty in a country is a sine qua non of its industrial progress.
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From this angle, the development of the Iron and Steel in-
dustry in India, even if it has meant some “burden” to the
consumer of steel, has been a sound national investment,v
on which future generations will congratulate its sponsors.
Its immediate importance to industtial planning, etc., how-
ever, will be stressed presently.

Secondly, the far-reaching consequences of the develop-
ment of the iron and steel industry are also noticeable in the
growth of subsidiary industries which have sprung up atound
the nucleus thus cfeated: () The tinplate industry (tepresented
by the Tinplate Company, with a production of 50,000 tons
of tinplates), which has made such remarkable progtess that
it has evoked the admiration of Welsh experts, is also a key
industry, assisting the oil industry in India, while, at the same
time, it has also given an impetus to the fruit and fish canning
industries. (#) Next comes the wagon industry, represented
mainly by the Wagon Manufacturing Works at Jamshedpur,
now in charge of the E. 1. Railway, whose capacity is about
1,500 broad-guage wagons in a year. (i) The third industry
is represented by the Tatanagar Foundry, started in 1926,
which supplies more than one-third of the demands for cast-
iron sleepers and other materials for railways in India. ()
Then comes the Indian Steel Wire Products Company, which
produces annually about 40,000 tons of steel rods, small bars,
wires and wire-nails, and which has shared in the general
expansion of internal demand for steel products. (#) The
Light-foot Refrigetation Company have established a branch
of their oxygen gas factory to meet the demands of the Steel
Company for this product. (2/) Then there are a large number
of re-rolling mills, foundries and workshops scattered all
over the country depending upon materials provided by the
patent industry. (»4) Among the new projects, mention
may be made of the arrangement entered into by the Tata
Company with Messts Stewarts & Lloyds for producing tubes,
and the proposed Roll Foundry at Jamshedpur designed to
meet the demand for rolls of the steel industry. All these
industties, which have followed in the wake of the establish-
ment of a national steel industry, are the most complete indi-
cation of the potentialities of industrial development in the
country.
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The parent industry itself has been spreading progres-
sively. ‘The Tata Company was formed in 1907. The first
production of pig iron took place in 1911 and that of steel in
1912, The original plant consisted of two Blast Furnaces
and steel plant with Rolling Mills. The capacity was
120,000 tons of pig iron and about 80,000 tons of rolled steel.
There has been, as we shall see later on, a continuous develop-
ment for the last 20 years and the output has greatly increased
during this petiod. In 1940, the capacity will be 1,200,000
tons of pig iron and the same quantity of ingots and 8oo,000
tons of rolled steel. ‘The Indian Iron & Steel Coy., the second
biggest producer of iron, was started in 1918 at Hirapur a
few mjlle)s from Kult. In 1936, it acquired the Bengal
Iron Company. The amalgamated concern now possesses
four Blast Furnaces of a2 modern type (two large and two
medium-size), necessary coke ovens, auxiliary plant, large
foundries, two small townships, collieties and extensive iron
ore mines. The combined capacity is 850,000 tons of pig
iron per annum. ‘The foundries can produce cast-iron
pipes, sleepers and general iron castings amounting to
100,000 tons per annum. Next important concern is the
Mysore Iron Works, which was started about 1923, to
produce about 28,000 tons of chatcoal pig iron per year.
Out of this, 7,000 tons are absorbed by cast-iron pipes. A
stecl plant has been recently added intended to produce
about 1§,000 tons of bars and small sections and §,000
tons of hoofs. The Tata Company, owing to several
causes which will be touched upon presently, has been
the sole monopolist producer of steel in India. ‘This
dominating position of the Company, however, will be chal-
lenged in the near future by the Steel Corporation of Bengal,
which was registered in 1937. ‘This Corporation originally
intended to work in unison with Tata’s. However, after
protracted negotiations, the Scheme was abandoned. The
promoters of the Corporation have promised that the work
of installing plant and equipment will be completed by 1941.
The annual output aimed at is between 200,000 and 250,000
tons of steel.

The fortunes of the pig iton, of the coking coal and of
the subsidiaty industries enumerated above are intimately
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bound up with those of the steel industry, in the pyramidal
structure which has thus been erected whatever be the initial
disadvantages of protection—and nobody denies them, though
they are grossly exaggerated by the enemies of Indian protec-
tionism and industrialisation—this enormous. structure of
industties could certainly not have come into existence but
for the assistance,—scientifically rendered,—by the policy
of protection. Contrast with this the situation which would
have followed, if, at the critical juncture of the industry,
protection were refused. It is best stated in these weighty
words of the Tariff Board:

“We have no desire, however, to minimize the consequences of
what we have proposed. Protection for steel involves a real butden
on the community and a temporary sactifice in order to secure advan-
tages in the future. If we did not believe that the sacrifice was tem-
porary and the advantages more than commensurate, we should have
had no proposals to lay before the Government of India. In so far
as these advantages lie in the future, thete is no need that we should
dilate upon them here. They arise naturally from the firm establish-
ment of a great industry which is essential to national security and for
which India possesses great matural resources. But it is worth while
to consider briefly what the consequenice would be if protection were
withheld and the manufacture of steel in India were to cease. A large
number of workmen would be thrown out of employment and the
industzrial training they have gained at Jamshedpur would be to a large
extent wasted. A very serious blow would also be inflicted on the_coal
industty owing to the sudden drop in the demand for coal. These,
however, are not the most setious results. The development of India’s
natural resoutces for steel manufacture would be postponed indefinitely,
for we have no hope that, at the present level of prices, fresh capital
would be forthcoming ot that another firm would enter the business.{
Finally, and this is the gravest consequence of all, the shock to public|
confidence in the future of Indian industries would be extreme. It!
has long been recognised that the progress of industrial development
in India will be slow until Indian capital is forthcoming in much more
abundant measure than it has been in the past. The complete collapse
of the greatest single industrial enterprise in the country would put back
the clock for twenty years at least. We do not claim that these consi-
derations are decisive, But they are factors which must be taken into
account in arriving at a decision on a momentous issue”.

I have quoted the above passage i extenso, because there
is always a temptation for critics of protection to suggest
that even in the absence of protection a patticular industry
might have prospered and attained maturity, if the situation



IRON AND STEEL 4X

was really so favourable for its growth, 7. e., if it had a definite.
natural advantage; or, rather, pos# boc ergo propter hoc. Speak-
ing of the American iron and steel industry, Professor Taussig
thus answers this argument: “And yet the unbiased inquirer
must hesitate before committing himself to such an unquali-
fied statement of what would have been. Rich natural fe-
sources, business skill, improvements in transportation,
wide-spread training in applied science, abundant and manage-
able labour supply,—these perhaps suffice to account for the
phenomena. But would these forces have tutned in 2his direc-
tion so strongly and unerringly, but for the shelter from foreign
competition? Beyond question, the protective system
caused high profits to be reaped in the iron and steel establish-
ments of the central districts; and the stimulus from great
gains promoted the unhesitating investment of capital on a
large scale.”®

Detailed figures for the growth of the industry in India
are given in subsequent pages. It may be interesting, how-
ever to assess its importance amongst the leading producers
of the world. In the Tables (I, II, III) below, figures are
reproduced for world production of iron ore, pig iron and
steel respectively, in recent years.

8 Op. cit., p. 150. 'The same writer admits that protectionism was
zccompanied by extraordinary growth of industries in Germany and
the United States. “It is certain that since the adoption of the protective
system by the German Empire in 1879, there has been an extraordinary
advance in all the technique and organisation of manufacturing in-
dustry......Yet, in general, it is as certain in the case of the United States
as in that of Germany that the march of technical improvement has
been extraordinarily rapid during the period of the maintenance of a
high protective system™. Ibid., p. 29 (see pp. 293 ff. also). Coming
from the pen of a staunch free-trader, these words have much value,
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‘TABLE I

World Production of Iron Ore
(In million long tons)
North America 1929 1932 1934 193§ 1936

Newfoundland ... ... 1.5 0.1 0.6 0.6 0.9
United States ... 73.0 9.8 24.6 30.5 48.8

South America

Chile ... T 1.8 0.2 0.9 0.8 1.3
Europe
Austria .., 1.9 0.3 5.5 0.8 1.0
Czechoslovakia 1.8 0.6 o.§ 0.7 1.1
France ... 49-9 27.2 31.5 31.6 32.7
Germany 6.3 1.3 4.3 5.2
Luzemburg 7.5 3.2 5.8 4.1 4.8
Spain - 6.4 1.7 2.1 2.6
Sweden ... 11.3 3.2 5.2 7.8 11.0
U.S.S. R. T 6.9 12.0 21.4 26.6 27.5
UK .. . 13.2 7.3 10.0 10.9  12.7
Asia.
China 2.6 2.2 2.% .
India 2.4 1.8 1.9 2.4 2.6
Malaya ... 0.8 0.7 1.1 1.4 1.7
Africa.
Algeria ... 2.2 o.5 1.3 1.6 1.9
Morocco (French) ... 1.2 0.2 0.8 I.1 1.1
Australia ... 0.9 0.6 1.2 x.'9
World Total.

All sources «. 2000 75.0 118,7 138.7 170.0

Tasre II

World Production of Pig Iron
(In million long tons)
North America. 1929 1932 1935 1936 1937

Canada ... 1.2 0.2 0.7 0.7 1.0
U. S. A. 42.6 8.8 21.4  31.0  37.3
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4.0 2.7 3.0
1.6 0.4 0.8
12.3 6.8 6.0
13.2 3.9 12.3
2.9 1.9 1.8
4.0 6.3 12.3
7.6 3.6 6.4
1.4 9 1.5
1.5 1.§ 2.7

97.2 39.2 73-5

TasLe 11
World Production of Steel
(In million long tons)
1929 1932 1935

1.4 0.3 0.9
56.4  13.7  34.1

4.0. 2.7 3.0
2.2 0.7 1.2
11,7 6.9 6.2
16.0 5.7 15.8
2.1 1.4 2.2
2.7 1.9 1.9
1.4 o.§ 0.9
4.6 5.7 12.3
9.6 5.3 9.9
2.3 2.4 4.3

.3 4 .6

118.1 49.9 97.5
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From the above thtee Tables, it will be clear that in
the scheme of the world production of iron ote, pig iton and |
steel, India is still an obscure quantity. Particulatly, in fe- |
gard to steel production this backwardness is most notice-
able. How can we explain this comparative atrophy of the
Indian steel industry notwithstanding the undoubted success
which it ‘has achieved in the reduction of costs and not-
withstanding the definite advantages which it enjoys in res-
pect of the raw materials ? Even Japan, which has such a
paucity of raw materials,? leads us in steel production. On
the other hand, India’s teserves of iron ore are almost
fabulous and their quality of a high order. If, in spite of this
advantageous position, the Indian steel industry is a pigmy
as compated to the world’s principal producing areas, the

(reason is to be attributed, in my view, to the undeveloped
Indian consumption of steel. ‘The growth of a basic large-
scale industry like iron and steel depends upon the rise
of a highly industrialised system of production, like the one
in the United States or Russia or Germany, and upon 2
cumulative expansion of the mechanical means and methods of
production. Uspfortunately, in India, the piecemeal halting
and valetudinarian policy of industrialisation by protection\
has not created the correct atmosphere for such a cumulative
growth of large-scale enterprise. ‘The Government’s insin-
cerity in regard to technological and industrial instruction
and research is too well-known to need any emphasis here,®
its apathy and half-heartedness towards industrialisation and
its constant interest in the agriculturisation of the country
ate also too nototious to be mentioned. 'The patent industry

<

? Reserves of iron ore in Japan proper are estimated at 8o million
tons only, while the total deposits of low-grade iton ore (between 309,
to 509) in Chosen aze said to be not more than 400 million tons. Japan at
present obtains nearly two-thirds of het requirements of iron ore from
abroad, Moreover, although Japan is self-sufficient in the matter of
coal, most of the coking coal also has to be imported from abroad.
(Cf. Japanese Trade and Indusiry, Present and Future, p. 200).

8 For a very frank and lucid account of the Government’s hypo-
crisies in this respect, ¢f. Science and Culture, September, 1938, article
on “‘Industrial Research in India®.
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of all mechanical industries cannot be prosperous under such
conditions. When Friedrich List made his famous plea on
the basis of the doctrine of stages in economic evolution—
on the inevitableness of the transition from the agticultural
and extractive stages to the manufacturing stage, and on the
advantages of protective duties for furthering and easing
this transition,—he did not envisage this kind of “nibbling”
process of piecemeal protection granted in an haphazard
fashion.? ‘The cases of the several very deserving industries,
like glass, heavy chemicals, electric wires and cables, as also
numerous other embryonic industries, spring to the
mind. What Japan, with ber poverty of natural and mineral
resources could achieve, should have been possible for India as
well, but for the policy of economic stagnation pursued by
the Government of the day.

Below are reproduced figures (Table IV) for the total
consumption of steel in India and the share of the Tata Com-
pany in the Indian market.

TasLe IV
Total Consumption of Steel of the Kinds Manufactured by Tatas (a)
(Thousands of Tons)

‘Total Con-  Tata’s Share

sumption %
1923-24 ... e 4 e 836.6 17.6
1924-2§ ... e 839.4 28.5
1925-26 ... 1038.0 31.3
1926-27 ... 1004.6 37.3
1927-28 ... " 1402.6 30.1
1928-29 ... 1145.9 23.7
1929-30 ... 1078.7 35.4
1930-31 ... - 811.4 51.2
1931-32 ... 627.2 65.4
1932-33 ... 5741 72.3
1933-34 .. 634.5 76.3
1934-35 ... T 780.3 76.2
1935-36 ... 873.0 72.1

® Mill’s pronouncement in favour of protection under such con- \1
ditions also implied the infant-country rathet than the infant-industry
argument,
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Total Con-  Tata’s Share

) sumption %
1936-37 ... 861.8 75-4
1937-38 ... 821.5§ 76.2

(2) Including imports and Tata’s despatches to customers but imports
entering by Kathiawar potts (which may be about 5 to 6 per cent of
total consumption) not taken into account, Burma excluded in 1937-38.
Production of re-rolling mills, which may be put at about § per cent is
also excluded.

It will appear that the consumption of steel showed a
rising trend up to 1929-30. Owing to the catastrophic
depression which followed, till 1932-33 the consumption was
kept at a vety low level. During the last four or five years,
however, there has been some recovery in consumption,
which shares in the general world-wide recovery of produc-
tion and trade. Coming to the share of the Indian produ-
cers, however, the Tata Company’s despatches show a rising
percentage in the total consumption. From as low as 17.6
per cent in 1923-24, it has risen to 76.2 per cent in 1937-38.
It is noticeable that there was a temporary set-back between
1926 and 1929." This must be attributed to the adverse
influences of the rupee-stetling ratio, of the dumping policy
of the Continental and British producers of steel duting these
years, and the prolonged strike in 1928 in the Tata Works./
Recent developments, however, ate a matter of some satis-
faction. Still, taking into. consideration the fact that even at
the present level of consumption nearly 25 per cent of the
total is imported from abroad, there is scope of further ex-
pansion of the indigenous industry and for the establish-
ment of new concerns. It is to be hoped that the new Steel
Corporation will fill in this gap.

Apart, however, from the fact that the Indian propos-
tion of total supply is a rising one, the state of the total con-
sumption itself makes a sad story. It will be seen from
Table IV that during all these years the Indian market has
been a stagnant (even a contracting) one; this is no doubt
largely due to the reduction of the Government purchases
of rails, fish-plates, bats, and other articles, caused by the
financial condition of the railways; but even apart from the
Government programme, the business purchases also show
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hardly any substantial improvement. A bold, forwatd policy
of rapid industrialisation is cleatly indicated as a solution of
this problem of stagnation.

The accompanying Chart (Table V) shows the great
strides made by the Tata Company in spite of the adverse
circumstances, with the help of protection. The Tariff
Board’s estimate of average output for 1934-4110 has been con-
siderably exceeded in recent years, thanks to great improve-
ments in efficiency effected by the Company in trecent yeats
owing to the completion of the extension progtamme. It
must be realised that the real competitive power of the vast
Continental and Ametican concerns arises from the immense
scale of their outputs. I do not think that thete is any subs-
tantial difference in regard to works costs between the Indian
concern and its foreign competitors. The main advantages
derived by the foreign concerns are due to amalgamation,
reduction of the ovethead charges, controlled exploitation of"
internal markets, and the persistent and systematic develop-
ment of foreign markets by means of dumping by the power-
ful steel corporations.! If the Indian steel industry is to
develop on the same lines as in the West, it is evident that its
scale of operation, organisation and finance will have to be
extensively increased, so as to increase efficiency, to reduce
the cost of production and to bring greater staying power in
competition. All this, however, presupposes an all-round
development of modern industties (including the machine-
tool and Engineering industries) and a progressive programme
of public wotks, financed out of loans, as in Russia, Japan,
the United States and Germany.’? It would be almost a plati-
tude to say that here in India we have an enormous ptoential
market for steel in the coming years; for, the industrial possi-
bilities, which atre so immense (owing to a plenitude of natu-
ral resources) that only two or three countries of the world
(vi%., the United States, Russia and perhaps China) can stand

10 Report, 1934, Volume I, p. 45.

11 Cf, Taussig, 0p. ¢it., pp. 202 ff. also p. 172 and p. 402,

12 Even on the basis of the present demand in India, the Tariff Board
opined that there was room for three iron works of the type of Tata’s.



“TABLE V

Ontput Of Steel : Arranged by products. Also Tariff Board’s Estimates For

1927-34 and 1933-34. (Thowsands of Tons)

XDIT04d 7TVOSId NVIANI HHIL

Tariff Tariff
Board’s Actual Output? Board’s Actuals
Estimates Esti-
mates
Yearly Il 2 & & % & =2 X s a9 S %
Average ;| & ® & b & 4 & x r s v A
w34 B 0R & ® & 7 & 8§ 5 & 8 8
Rails ... 195 210 {174 89 136 112 47 38 35 8 78 64 84 74
Fish-plates . 7 8| 7 4 4 6 2 2z 2 3 4 3 3 3
Structural Sections 70 95| 52 39 63 83 103 99 132 117 | 135 155 131 126
Bars 90 100 | 72 49 8 77 93 86 g2 80| 98 99 99 119
Plates ... 30 35| 26 21 32 35 23 29 49 35 34 46 51 6s
Black Sheets ... 13 15| 19 11 21 23 24 12 24 25 20 40 29 27
Galvanized Sheets 30 47 9 1o 18 27 29 47 §9 90 72 75 92 81
Sleepers 15 30 4 1 8 2 .. 8 3 15 15 16 16 2
Tin-bars . 5o Go| 65 52 48 57 65 53 62 110 | 1478 148 162 163
Other Semist ... .| .. .. 1 .. 2 12 64 53 73
TOTAL so0 Goo | 429 276 412 434 450 427 531 555 | 6o3 646 667 Gbo
1Including Sleeper-bats.

3 Barlier figures for total output (in tons, 0oo) ate as follows:—

1923-24—163.2

1925-26—319.9

1924-2§—248.0
1926-27—374.2

3 From 1934-35 onwards Semis include tin-bars also.

(14
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comparison with Indiain regard to such a well-balanced
economy. The progress of industrialism will mean the prog-
ress of iron and steel. Fututre effotts, therefore, must lie
along these lines, instead of along those of merely replacing
foreign supplies. It may be remembered, in this connection,
that the United States, the biggest producer of the ferrous
metal, is able to dispose of its supplies practically wholly in
the domestic market. The recent re-orientation of the’
Congtress economic policy on the basis of industrial planning
is to be whole-heartedly welcomed for these reasons. I feel
that not only the Provincial Governments responsible for
the initiative but also the steel industry itself must take an
active interest in this new ditection which may open up un-
limited vistas of commercial possibilities, bringing gain both
to the industry as well as to the nation.

II

The Natural Advantages

Let us consider the natural advantages of the Steel In-
dustry in India. The main factors to be examined in this
connection are: (A) Raw Materials, (B) Fuel, (C) Mazket,
and (D) Labour.

(A) Raw Materials:—

1. ‘The principal material in this connection, of coutse,
isironore. There are four different types of iron ore in India
—magnetite, laterite, clay ironstone, and hematite. ‘The

largest deposits of magnetite “estimated in thousands of
tons™3 occur in the Salem and Nellore Districts of Madras,
“but the scarcity of fuel makes it impossible to work the de-
posits on a large scale.” The latetite ores also abound in
enormous quantities, but they are of low grade and got parti-
cularly attractive. Clay ironstones are found inter-bedded

13 I/jde Paper by Aloke Bose in the Journal of the Iron and Steel
Institute, 1914, pp. 528-542, quoted by Dr. C. S. Fox (see Tariff Board,
Reportt, 1924, p. go).

4
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in the coal-bearing strata of the Indian coal-fields. ‘The best-
known occurrence of clay iron-stone in India is that of the
Raniganj coal-field. 'The ore, used in the Barakar Iron Works
at Kulti during 1889-1905, contained as much as 46 pet cent
iron. Perhaps, the most valuable iron ores in India at
the present time are the hematite ores of Singhbhum and
Orissa in what is known as the “Iron Belt”. Dr. C. S. Fox
of the Geological Survey states!4 that “Both in quality and
quantity these ores are thought to exceed any other otes of
the same kind, including the Great American occutrences
of Minnesota, Wisconsin and Michigan”. According to an
estimate made by Mr. H. C. Jones of the Geological Sutvey,
quoted by Dr. Fox, these hematite ores of the “Iron Belt”
contain not less than 6o per cent Fe. (iron), while the total
quantity of ore contents of the “Belt” is about 2,832 million
tons. The ores should be sufficient for the requirements of
the Indian producers for 1ooco years assuming an output of
1,500,000 tons of pig-iron per annum. In addition to the
great hematite deposits of the “Iron Belt” there are also
several other occurrences of importance in the Central Pro-
vinces, Mysor¢ and Kumaon. The hematite ores of the
Lohara depositsand those of the Rajara Hills and Chanda con-
tain between 6o to 70 per cent Fe. In the Central Provinces,
however, the fuel question confronts any project for erecting
iton works. The Mysore deposits contain 42 to 64 per cent
Fe. while the Kumaun deposits between 39 to Go per cent Fe.
The total deposits of hematites from all sources, including the
Iron Belt, may be put at 3,000 million tons.

Comparatively speaking, the Indian iron ore is supetior
to that used in some of the leading iron and steel producing
countries of the world, in regard to its iron content as will”
appear from Table VI:—

14 Report included as an Anpexure to the Tariff Board’s Repott,
1924, P. 91.
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TasLE VI
Iron Content of Ores in various countries
India ... ..« §5tO0 70 pet cent.
Britain .. 30t035 ,,
France 40 3y s
Belgium .- 35 »
Getmany 40 » 2
U. S. A, .. s50tobo ,, ,,
Sweden w. G0to70 ,,
Spain ... .. §0to6o ,, ,,
Japan ... 3010 50 ,,

Owing to the high iron content of its otes the Indian
industry possesses the great advantage of a low cost of pig
iron, and which requires less ore and less coal in consequence.
Even in the case of the districts of Alsace and Lotraine and
Luxemburg, whete iron ore is obtained cheaply in open wotk-
ings and is smelted in furnaces located close to the mines,
the Jow iron content of the ore rendets production mote
expensive on account of the larger quantities of ore handled
and the larger consumption of coke necessary to smelt it.
The Tariff Board computed!® that the advantage possessed
by the Indian industry over the Continental countries in this\
respect was of the order of Rs. 8 per ton of steel. On the |
other hand, we must consider the fact that the Indian ore hasa
peculiarly inconvenient composition. By teason of the low
phosphorous content of the Indian pig iron, the cheaper
Continental process, #%., the Basic Bessemer process canpot
be availed of here, while, owing to the low percentage of
lime, latger quantities of limestones have to be used as flux
in the blast furnaces than is the case in Gteat Britain and
on the Continent. The Tariff Board estimated!® India’s

15 Repott, 1934, P- 59.

18 Jpid. ‘The Tariff Board state, “The advantage possessed by the
Indian industry in the low cost of its pig iron is, therefore, in our opinion
sufficient to offset the economy obtained on the Continent by the use
of the Basic Bessemer process”. ‘They further add, “‘From the point of
view of patural advantages, we see nO freason to assume that India is
under any handicap as compared with Continental countries in the manu-
facture of steel””. As the Continental production of steel is by far the chea-
pest in the world, these remarks ate of great significance.
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disadvantage due to the former fact at Rs. § per ton at the
outside; it is not possible that the disadvantage due to lime
deficiency can be more than Rs. 3 pet ton, which is the
difference between the advantage due to high iron content
and the disadvantage due to low phosphorous content of the
Indian ofe.

2. Coming to the question of flgxes, which form another
important raw material, the impurities of the iron ore ate re-
moved with limestones and dolomites so as to produce pig-
iton. For removing the impurities of the ore in the furnace
and extract them into the slag, limestones are supetior to
dolomites. Silica, alumina, phosphorus and, particularly,
sulphur are impurities which should not exceed certain
stipulated percentages. Although limestones are more effec-
tive than dolomites, unfortunately most of the large occut-
rences of rich limestones in India lie at distances exceeding
200 miles from the iron-producing centres. ‘The Tata Com-
pany at first got their limestone from Katni, but later turned
to theit own quarties at Gangpur and obtained dolomites
from rocks.? Recently, however, the Company has again
reverted to the use of limestones. In Assam, in C. P., and in
Central India, plentiful supplies of limestones occur. It
is true that the richer sources of supply are at some distance
from the iron and steel works. However, this is not a ground
on which we can say that the industry has no advantage at
all. It is impossible for any country to possess all the neces-
saty raw materials in the same place. What matters is that
the principal materials, which imply heavy costs of haulage
and which form the bulk of the raw materials, should be as
neat to one another as possible. The order of magnitude of
each material has to be taken into consideration. From that
viewpoint limestones, which form a small propottion of the
sum-total of materials, are not so uneconomical in their final
cost incidence, as is supposed. ‘The Lake Supetior iron

17 It was admitted by the Tatas in their evidence before the Tariff
Board (Repott 1924, Minutes of Evidence, Vol. 1, p. 278) that the dolomites,
though obtained in close proximity to the works, were not so good in

quality.
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region in the United States, which commands the leading
?osition in that country for the production of ore, is separated
rom the coking-coal centres by hundreds of miles; and yet,
a thriving pig-iron and finished-steel industry has arisen in
these regigns.}® ‘The question of the nearness of coal to
iron ore is discussed later. Here it may be stated that the
distance at which fluxes are available is not such an important
factor as is sought to be made out by critics. Moteover,
the excellent quality of the limestone obtainable makes up for
the distance, to some extent.

Apart from limestones and dolomites, a third fluxing
material, #/3., flourspar, is also used in steel-making in India.
An endeavour was made to exploit an occurrence at Batla,
but it was found that the quantity available was not suffi-
ciently attractive. The Indian Companies, therefore, obtain
their supplies from abroad, the imports amounting to a few
hundred tons per annum.

3. Modifying metals are required to add to the mechani-
cal properties of the finished steel and are used in the form of
alloys—the principal ones being manganese ores and silicon.
The average Indian production of manganese is about
100,000 tons per annum?? of which a major portion is ex-
ported to foreign countries. The figures for exports are

18 Taussig, op. ¢it., P. 12§, draws attention to this fact: “Tt is one of
the surprises of American industry that iron manufacturing on a huge
scale should be undertaken at such points, distant alike from ore and
from coal, The coke is moved hundreds of miles by rail from Pennsyl-
vania, and meets the ore which has travelled no less a distance from
Lake Superior,_Fase of access to the western market gives these sites
an advantage, of at least goes to offsct the disadvantage of the longer
railway haul of the fuel......The geographical conditions on which a large
iron industry must rest were supposed by Jevons in 1866 to be the
contiguity of iron and coal. But hete are supplies of the two minerals
separated by a thousand miles of land and water, and combined for iron
maKing on the largest scale known in the world’s history.” Taussig
makes it clear that this disadvantage of distance has been overcome by
the transport policy and facilities in the U. S A. (pp. 128 ). The
Indian railway freight policy, on the other hand, has been anything but
helpful to the iron and steel industry.

19 Total value is easily more than Rs. 1§ crores normally. Recently
owing to the war, values have gone up.
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729,000, 677,000, and 1,056,000 tons in the years 1935-36,
1936-37and 1937-38 respectively. Indiaistheleading producer
of manganese ores and her production is roughly half of the’
total world’s output of manganese ore. Manganese is consum-
ed in the preparation of spiegeleisen and “ferro” far the steel
industry. ‘In India, the most important sources of supply
are Jocated in C. P., Bihar and Orissa, which supply neatly
95% of the total, while Madras and Bombay supply the
balance. The Indian consumption is a minute propottion
of the total output (about 4 to 5 pet cent only). From the
point of view of location, quantity and quality, thete is no
doubt that India is very favoutably placed in regard to this
valuable material. ‘Thete is, however, one disquicting fea-
tute to be noted: at present the Indian deposits are being
largely exploited by foreign contractors and ate in the pro-
cess of rapid exhaustion. ‘This problem will have to be tack-
led by the Government in order to safeguard not only the
future self-sufficiency of India in regard to mangapese but
also in the interests of the future development of the iron and
steel industry. ‘

As regards silicon, there is no difficulty in obtaining sup-
plies of quartz for the preparation of ferro-silicon. ‘The
quartz rock now being used at Kumardhubi for making
silica bricks is of the required quality.20

4. Refractory materials are required for the open hearth
furnace which is built of fire-bricks and silica bricks, while
magnesite and dolomite are used for the basic lining of the
furnace. Fire-clay exists in many patts of India and the manu-
facture of fire-bricks is catried on extensively. The manu-
facture of silica bricks, which was established during the last
War at Kumardhubi, uses raw materials of excellent quality ob-
tained from Bihar. The silica bricks are not produced yet to
the necessary degtee of petfection; but the matetial available
in various parts of India is of the best quality and the reserves
are enough to meet almost any conceivable domestic demand.
The best chromite is produced in Bihar and Orissa and
Mysore, but most of it is exported at present, as the local

20 Dr. Fox’s Report, Joc. cit., p. 195.
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demand is very small, and the Tatas use it for giving a neutral
lining to the basic steel furnaces at Jamshedpur. As the phos-
phorous contents of the Indian iron ore are small, the use of
magnesite is limited. Yet, India possesses reserves of this
material ig almost unlimited quantities in the Salem district of
Madras.®® Although, on the whole, the tefractory materials
used in Indian works are not of the same high quality as in
European countties, the cost of these matetials is much lower,
while their incidence in the final costs is almost negligible.
Moteover, constant technical improvement is taking place.

(B) Fuel and Power-—

Coming to the question of fuel and power, the chief
sources of fuel are coking coal and to a smaller extent charcoal
(used in Mysore). The future of the Indian iron and steel
industry, however, pivots on the reserves of coking coal
available. Doubts have been expressed as to the sufficiency
of coking coal for a large-scale domestic iron and steel in-
dustry. The total reserves of coal of all grades are estimated
at more than 50,000 million tons, but most of these are found
to be unsuitable for the production of metallurgical coke.
Moteover, the coking coals of India ate high in phosphorus
and moderately high in ash, judged by European and Ameri-
can standards. Due to these defects, the percentage of coal
tar—an important by-product,—obtained, is lower than
abroad; while the presence of ash also leads to low calorific
value. The Indian Industrial Commission (1916-18) were
of the opinion that for metallurgical purposes the supplies of
suitable coal are greatly restricted, that the quality of the
coking coal was such as to reduce its “radius of economic use
under conditions of railway transport” and that its economic
value will still further diminish, “as the shallow seams are
exhausted and the deeper coal is worked at higher cost.”?2

2 Jpid., p. 196.

2 Ujde theit Report, p. 58. The Butrows Committee on Coal
mining also held that there was a great wastage in the course of mining
(about 50%), of which a greater part could be avoided with sand-stow-
ing and that at the present rate of working, the life of some of the cok-
ing coal reserves would be between §5 to 65 years. They also recom-
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Dr. Pascoe, the Director of the Geological Survey, was of
the opinion, however, that “assuming 3 tons of coking coal
to be necessary to produce 2} tons of coke, there is enough
coking coal in India to supply the iron and steel industry with
4 million tons of metallurgical coke per annum for 150 yeats
at least”3, According to Dr. Fox’s own estimates the
Gondwana region, including the Bengal, Bihar and Orissa
coal-fields, contains about 2,180 million tons of good quality
coking coal, while Upper Assam contains another 220 million
tons, thus making 4 total of 2,400 million tons. On the other
hand, the known iron-ote reserves of the Iron Belt are in
the neighbourhood of 2,830 million tons, which according
to an estimate, would require 3,000 million tons of coking
coal. 'This estimate was tmade some years ago; since then,
however, the coal consumption per ton of iron ore has gone
down considerably.?¢ The Tariff Board pointed out that the
sufficiency or otherwise of coking coal could not be decided
“Until further surveys and explorations have been made;
at the same time, they admitted “the desirability of conserving
India’s present resources of metallurgical coking coal”.2s
It is conceivable, as the Board further add, that new discoveries
may trender it possible to utilize, in the manufacture of iron,
coal which is at present classed as non-coking. It is also
possible that fresh discoveries of coal may be made in regions
whete iron ore is also present. ‘The feasibility of smelting
the iron ores with the help of electricity also must not be
brushed aside. ‘Though it is unsafe, of coutse, to place much
reliance on all these possibilities, if the distance of time is taken
into account, such points have to be weighed.

mended strict measures of conservation on grounds of public policy,
apart from the interests of the iron and steel industry.

23 In his covering letter accompanying Dr. Fox’s Repott, sup. cit.
This, however, is cleatly an under-estimate. See snfra. Five hundred
yeats would be more correct.

#]In 1925-26, the consumption of coal per ton of rolled steel was
4.09 tons, but for the year 1931-32, it came down to 3 tons and for
1932-33, it was 2,87 tons. (Tariff Board, Repor#, 1934, P. 30.). Similar
economies must have been effected in the pig iron section also.

25 Repor?, 1924, . 12.
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One interesting fact to be narrated, however, is that un-
like many foreign countries, whete in many cases, the manu-
facturer obtains his supplies of coal from distances of 200
miles ot moze (in America, the distances are even much longer
as we have seen already), in India, the coal and iron deposits
are available almost side by side. 'The Tata Wotks is situated
at a distance of only 2 little over 100 miles from the coal-
supplying area. Moteovet, the Indian coal is available at low !
prices and makes up for its inferior quality by its cheapness.? /

(C) Market:—

It has been suggested by critics that the Indian steel mat-
ket is not large enough for a comprehensive, balanced and
economic growth of the steel industry. ‘The Tariff Board in
1924 put down the total consumption of iron and steel in India
as being in the neighbourhood of 1} million tons per annum
and of steel at x million tons only.2? 'These figures included a

% Critics exaggerate the danger of exhaustion of the coking coal
reserves, Thus Dr. H. L. Dey, 0p. ¢it., pp. 175-76, opines that if there
is an enormous expansion in the iron and steel industry in India, the
resetves would be used up in a few decades. He forgets, however,
that the iron ores also will be exhausted at the same time. Moreover,
he is comparing the known reserves of iron ores with the known de-
posits of coking coal, which, in view of the incomplete nature of the
Indian Geological Survey, is not quite a reliable procedure. The pre-
sent coal consumption of the iron and steel industry is between 4 to 5
million tons per annum. At this rate, our total coking coal deposits can
last for neatly soo years. The consumption of the Tata Wotks during

recent yeass was as under:i—
‘Tons (coo) Rs. (lakhs).

1934-35 ... v 1,493 86
1935-36 ... e I5I7 87
1936-37 ... e 1,562 94
1937-38 ... e 1,705 104

(It may be noted here that Japan’s iron and steel industry is fed
by foreign imports of coking coal, although Japan is self-sufficient in
regard to other types of coal. Cf. Japanese Trade and Industry, p. 200).

%7 Dr, Dey, 0p. ¢it., P. 179, also arrives at “a figure between 1} and
1} million tons for the consumption of steel in India, which includes
only finished steel and not hardwate, machinery or vehicles. However, it
is surprising that both he, as well as the Tatiff Board, should regard this
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considerable amount of machinery, hardware, motor cats,
etc., which have not so far been produced in India. We have
already discussed in an eatlier section the development of the
Indian demand for steel and the share of Tata’s therein. It
will appear that the consumption of finished steel has not
increased to any great extent since 1924, though the foreign
supplies have been replaced by indigenous supplies. We
have already indicated the probable causes of this retardation:
the depression, the non-development of other industries and
general industrial backwardness, the financial decline of the
railways, etc. It is impossible, however, to regard the pre- !
sent consumption of steel as a permanent index of future de-
mand, for this itself depends upon a variety of factors, includ- |
ing the fiscal policy of the Government with regard to other
staple industries of the future. Even in the present state of
demand, there is room for one or two more plants besides
Tata’s. It is the fear of some that even if more producing
units ate established, they may enter into monopolistic agtee-
ments with one another and exploit the full possibilities of the
tariff by raising prices. However, it is clear that when pro-
tection is withdrawn this exploitation will not be possible to
the extent imagined by the critics. Cartellization, as Taussig
observes, is almost a universal tendency in the heavy indus-
tries;28 he also adds that it has a steadying influence upon
prices and production. Apart from horizontal ‘combination,
moreover, vertical integration of firms is, I feel, an urgent
need of the Indian iron and steel industry. ‘The wide rami-

itself as the permanent extent of market in India. If a country, like
* Japan, could build up an iron and steel industry, in spite of innumerable
handicaps of raw material and fuel, and produce nearly 3 million tons
(thrice that of India) of finished steel with a progressive and bold policy
of industtialisation, it is India’s misfortune that with almost a rare
coincidence of advantages, we should not be able to develop our con-
sumption to any material extent. The moral of this, if any, is not that
the present fiscal policy deserves to be replaced by laissex-faire so dear
to the Government’s spokesmen and advisets, but that the State must
take an autarchic view of economic development and harness every.
available weapon of economic policy to the furtherance of industrialisa-
tion,
28 Op. cit., pp. 171 .
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ﬁca;ions of the Tata concern are to be welcomed from this
angle.

(D) Labonr:—

It has been a criticism of the Indian labourer that he has
no industrial training and that he is ighorant, conservative,
unenterprising and indolently contented with his lot. Yet
the critics forget that this itself is a consequence of the slow
policy of industrialisation and of the Government’s apathetic
attitude towards technological training. It is a testimony of
the topsy-turvydom of the logic of the critics of protection
that the factor of skill and efficiency of labour, which may be
expected to develop in course of time as a resalt of protection
and industrial development itself, is expected to be provided in.
the beginning. The illogicality of the criticism becomes
still more serious when the backwardness of labour is
used as an argument against the grant of protection. When
an industry is new, and especially in a country which is not
fully developed industrially, labour initially must be found in
every case to be ill-trained and unskilful. However, gradual-
ly with the increasing opportunities for employment created
by the nurtured growth of industries, the requisite labour is
bound to arise within less than a generation. In this connec-
tion it is worth quoting the testimony of Sir Thomas Holland
who said, “Anyone who has visited the Tata Steel and Iron
Wotks will come away thoroughly convinced with the conclu-
sion that with Indian labour you can tackle any industry for
which the country is suitable. Ihave seen labourers at Sakchi
who only a few yeats ago were in the jungles of Santals with-
out any education. They are handling new red-hot steel
bars, turning out rails, wheels, angles of iron, as efficiently.
as you can get it done by any English labourer. You cannot
have a better test of the quality of labout and you cannot be
prepated for mote satisfactory results”. This progress in
the education of labourers has been achieved in the course|
of a few years, and shows that the lack of skill is only a|
temporary disadvantage. Technical knowledge is not the|
monopoly of any one nation; soonet ot later, any countty!
wishful to possess it can do so provided it is prepared to make
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the initial investment of funds.2? '

. As regards the steel industry, on the item of labout, two
main charges have been made by the critics: firstly, that owing
to the necessity of having to import foreign labour (covenant-

ed experts) the cost of making steel has gone up; and secondly,

that there has been an excesssive employment of unskilled
labour in the Tata Works, as compared to other Indian wotks
and to those in foreign countries. As regards the former
charge, it must be said that it is always an inevitable feature
of the establishment of 2 new industty in a backward country
that the skill has to be imported, as the history of Japan,
Russia and several modern industrial countries shows. This
is not 2 permanent disadvantage and even its initial incidence
is much smaller than commonly supposed. Since the grant
of protection, however, the Tata Company has been steadily
putsuing 2 ‘policy of Indianisation. In September 1924,
the total number of the covenanted staff‘was 229; on the 1st
of June, 1926, the number was 161; on the 1st of April, 1933,
it stood at 70; on the 1st of January, 1934, it was 64; since
then the figure must have dropped still further.30 ‘This re-
duction has been effected in spite of a continuous increase in
the output of steel. In 1924-25, the production was 248,000
tons, in 1937-38, it stood at 66o,000 tons. Consequently, the
incidence of the costof covenanted employees has been rapid-
ly falling for this reason as well. In 1927-28, it was Rs. 7.6
pet ton; in 1932-33 it came down to Rs. 3.6; in 1937-38,
it was 1.4. 'The process of Indianisation has not reduced the
efficiency of the works in any way. This has been 2Eossible
owing to the Company’s efforts in imparting technical educa-
tion in its own Technical Institute. The recruitments to the
higher posts are necessatily few and depend upon the expiry
of the contracts of the covenanted employees. Hence ad-
mission to the Institute for the “A” class is limited to the
most qualified graduates of Universities.3® ‘The “B” and

29 The Tariff Board (Repor?, 1924, p. 15) also stated that this was a
temporary difficulty which would eventually disappear.

30 Tariff Board (Repors, 1934, pP. 83-84). )

81 Dr. Dey, op. ¢it., p. 182, characteristically ascribes this limited
number of apprentices to “‘the traditional aversion of Indian youths
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“C” Class men are recruited in larger numbers. Since the
establishment of the Institute and the Apprentice School
(1932) the Steel Company has bome 739%, of the total capital
expenditure and 519, of the total recurring expenditure to-
gether making a grand-total of about Rs. 15 to 20 lakhs from
its commencement in 1921. ‘This expenditure by the Com-
pany on the training of engineers, foremen and apptentices
must be regarded as 2 national investment, whose advantages
will be a permanent entry in the balance-sheet of Protection.

The second criticism in regard to labour was that owing
to the climatic factor (entailing enormous heat in the work-
shops neaf the furnaces), the imported labourets could not
work steadily and had to be assisted by a larger number of
Indian labourers. The Tariff Board in their 1927 Report,
noted that “the Tata Iron and Steel Company employs in the
manufacture of coke and pig iron over jo per cent more men
than it should by comparison with the Indian Iron and Steel
Company”.3 Accordingly they tacitly recommended in
1927 that the Tata Company might reduce its labour force,
adding that “difficulties might arise in giving effect to any
further readjustment of the labour force in a period during
which new plant on an extensive scale is to be brought into
operation”. 33 However, gradually the Company has succeeded

for manual work’” owing to which “the tesults achieved so far have been
disappointingly poor™. It is time that at least Indian writers gave a de-
cent burial to these official shibboleths. It was Dr. Dey’s own view
in 1928 (yide his article “Protection of the Steel Industry, 1927-28”, in
the Indian Journal of Economics, July 1928) that the steel industry had
made appreciable progress ““as evidenced by increase of output, improve-
ment in the efficiency of labour (s#) reduction in the number ofAforeign
bands (sic) and considerable reduction in works costs”. Dr. Dey’s
prophecy (op. ¢it., p. 183) that it would take 30 or 40 years for the steel
manufacturer to overcome the handicap of labour has been falsified in
less than 3 years of his writing his book. The Tariff Board (Repor,
1934, Pp- 83 f.) recount the excellent progress made and add that “in the
producing departments put under the direct charge of Indians the out-
put has continued to increase™.

38 I oc. ¢it., P. 25.

3 Ipid., p. 26. It is to be noted that in the subsequent years the Tata
Company had to face a strike (1929) in enforcing the economies in labour
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in bringing down the number of workmen in relation
to the output. The Tiriff Board noted with satisfaction,
in 1934, that teduction was effected. In 1926, the Board
came to the conclysion that a total of 23,440 wotkmen should
suffice for 2’ production of 6oo,000 tons of finished steel per
yeat. Owing to the depression, the output remained low,
at 466,600 tons per annum in 1933, the average number of
workmen employed, however, fell to 17,517, showing an out-
put of 26.6 tons per workman, a result “better than was anti-
cipated by the Board™.84 The progressive reduction of cost
of labour per ton of products, arranged by departments, is
given in the accompanying Table VII which shows what a
tremendous improvement has taken place in the efficiency of
labour. As the reduction in labout cost is accomplished in
spite of higher wages being paid by the Company, no other
conclusion is possible. »

The following stat¢ément shows the proportion of wage
cost to the total cost of production from 1929-30:—

suggested by the Board. This entailed a total loss of about Rs. 220
lakhs, which was brought to the notice of the Board by the Company
in their representation. The Board, however, refused to take this into
consideration in the further grant of protection on the ground that “a
consideration of the losses due to a strike of workers® was not “directly
felevant to a study of the working of a scheme of protection”. (Repor?,

1934, P. 8.).
84 Report, p. 125.
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S

Tasre VIII .
Tke Proportion of Wage Cost to Total Works Cost of Saleable Steel
Year  Total Costof Wage Cost* Proportion of Saleable Steel

Production Column 3 to-
T _ * Column 2
T ooz .3 4 5

Rs. Lakhg Rs.Lakhs * Percent  Thousand tons
1929-30 ' 41073 " 151°2 37 412
1930-31 - 415°6 159°4 38 434
1931-32 35T . 137°5 39 450
1932-33 3148 1290 40 427
1933-34 350°5 134°8 39 531
1934-35 405°3 1456 36 6o3
1935-36 4265 153°3 36 646
1936-37 437°0 16279 37 667

* Excluding the Town, Agrico, Construction, Sales, Bombay
and Calcutta Offices.

The above Table (VIII) shows the progressive reduc-
tion in the labour cost of producing steel. This has been
achieved it will be seen without reducing wages either as a
propottion of total cost or as payment per head.

III

Special Circumstances

In their first Report (1924), the Tariff Boatd laid down
the principle that the need for protection is measured by the
difference between two prices, vig.:—

(a) 'The price at which steel is likely to be imported into

v India, and,
¥ (b) ‘The price at which the Indian manufactuter can sell
at a reasonable profit.
On an examination of the probable course of selling prices
%at viras_r(:lcommended that the following specific duties should
e levied:—
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Steel L . : Rs. per ton
Structurals ... .. we b e e e 30
Plates . e .. 30
Bars ... e 40
Rails and Fish plates . e e een 40
Light rails, etc.. ... 40
Black Sheets 30
Galvanized Sheets ... e aee 45

Wronght Iron : ’

Angles, etc. " 20°
Common Bars e e e e e e 35

Besides these duties, the grant of bounties on the manufac-
ture of medium and heavy rails and fish-plates was also
recommended according to the following scale:—

Rs. per ton
1924-25 32
1925-26 26
1926-27 ... 20

These proposals were accepted by the Government and em-
bodied in the Steel Protection Act of 1924.

In their 1924 Repott, the Board admitted that the neces-
sity for protection arose from several causes not directly con-
nected with the “infant-industries” argument: (1) The enormous
expansion of the heavy industries which took place during
the war, with the consequent problem of “excess capacity™;
(2) the establishment of thoroughlg modern plants in the
place of the old ones destroyed by war, in Belgium and
France; (3) the general depteciation of the continental ex-
changes; (4) the intensification of competition due to con-
tracting demand after 1920; and (5) some element of “dump-
ing”.3% It was this concatenation of causes, which created

3 It is interesting to note that the Board has generally fought shy
of the word ‘“dumping™. I discuss the whole question at a later stage
in this Chapter. It may suffice to quote hete the words of the Board:
“In the written and oral evidence we have taken, we have heard much
of ¢dumping”, but the use of this word does nothing to illuminate
the subject, Unquestionably the British stee]l manufacturer has been
selling steel at lowet prices than he accepts from British purchasers,

5 i
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difficulties for the Indian steel industry: .This is an im-
portant conclusion because it substantiates my general view,
to be fully stated later, that the protection granted in 1924
was not so much of the “infant industry” variety, but more
of a temporary kind specially designed against the operation
of unnatural competition. -Not only were the causes of the
Tata Comiany’s difficulties Wholly extemnal to the Indian
economy, however. A major industry in the country be-
came involved in other complications over which it had little
ot no control and which had nothing to do with the question
of industrial infancy as such: these were due to the coal and
rail contracts of the Company. Exception has been taken to
these contracts on the ground that they were illjudged
and uneconomical. The coal contracts provided that the
price for coal should be the same as, or higher by eight annas
a ton than, the price paid by the Railway Board. Since the

and probably Continental manufacturers follow the same practice, as
the’ Indian manufacturer of pig iron certainly does. But we have
received no evidence which suggests that any deliberate policy of
cutting prices is being pursued with the object of killing the industry
in India. The steel manufacturer, whether British or Continental, is
striving for the highest price he can get and, if he accepts a low price,
it is because he must endeavour to keep his works occupied even if that
means sactificing all profits. ‘The lowest prices that have been touched
are not remunerative and the evidence we have taken suggests that,
when the price of the ordinary kinds of rolled steel in the United
Kingdom is near vanishing point for most manufacturers. Itis evident
indeed from the published reports of many iron and steel making
firms that, at the present level of prices, steel manufacture is carried on
under the greatest difficulties, and that many orders are taken at rates
which leave no profit at all or even involve a loss.” If this is not
“dumping® one fails to see what the Board themselves meant by
“dumping”. (Cf. Repor?, 1924, pp. 20-24). In 1926, the Tata
Company again proposed anti-dumping legislation; however, the
Board (Repore, p. 71) disposed of that claim by pointing out that
the English prices of rails for the foreign markets were always
lower than those for the home (fe., English) market,—which was
hardly a correct position. However, the theory on which the Board
proceeded throughout was that ““if the end in view is to secure to the
domestic manufactutet a reasonable price, the causes which enabled
the foreigh manufacturer to send his steel into India at lower prices
are really irrelevant”, (Report, 1924, pPp. 20-21).
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Railway Board is by far the largest purchaser of coal in the
market, there was undoubtedly a guarantee that the price
would be low enough. However, these expectations wete
falsified during 1922-25 owing to the higher price paid by the
Railway Board. This was, however, a temporary factor.
The rail contracts, on the other hand, affected the position of
the Company considerably. These contracts were as follows:

Rs. a.

B. N. Railway ver  ees 1920-2§ Rails . .. J00 ©

Fish-plates . 140 O

Palmer Railways (including 1920-26 Rails I ST

B.B.C.IL, S.M.R., B.N.& Fish-plates . 152 8
W.R., etc.)

Railway Board .« 1920-27 Rails . 130 O

Fish-plates .. 160 ©

Actually the market prices of rails and fish-plates rose above
these figures, while the costs of production of Tata’s were
higher still. It is estimated that between 1920-22, the Com-
pany lost about Rs. 142 lakhs owing to this. While the
Railway Board made certain concessions later on, the Com-
pany Railways insisted on their contracts. However, as
the Board point out, “the Government is itself the proprietor
of neatly all the railways with which the contracts were made,
and in so far as the contracts have entailed loss to the Com-
pany, they have at any rate secured a very substantial gain
to the taxpayer”,36
It must appear, therefore, that the industry sought
and received assistance by way of import duties at a critical
juncture, when the industry was faced by unfair foreign com-
etition, helped by depreciations and numerous other new
actors showing an u#nsettled condition of the world trade in
steel. ‘The Tarnff Board themselves were conscious of these
peculiar and unnatural factors and at vatious places that the
protection was being granted to enable the industry to tide
over 2 difficult period.®? ’,

38 Report, 1924, P. Go.
8 E.g., Ibid., p. 62. .
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v
ProTECTION AGAINST DUMPING

Even after 1924, these same factors went on affecting the
industry more and more severely. The continued depres-
sion in the world steel industry, the further depreciation of
the Continental exchange (ranging between 25 to 75 per cent
of pre-war patity) and, above all, the steady rise, artificially
brought about in the tupee-ratio to 1s. 6d., tesulted in a
large decline in the price of imported steel and it soon be-
came clear that the 1924 scheme was not affording adequate
protection.3® Accordingly, in response to the application
of the industry, the Board had to propose general increases
in the duties. However, though the Government atcepted”
the need of additional protection as also the Tariff Board’s
estimate of the amount of protection required, they preferred
the grant of bounties not exceeding Rs. 5o lakhs in the aggre-
gate in any one year. Accordingly, bounties, at the rate of
Rs. 20 per ton on 70 per cent of the weight of the steel ingots
produced, subject to a maximum of Rs. 5o lakhs, were paid
during 1924-25.

Sir Charles Innes, the then Finance Member, gave the
following treasons for preferring bounties to import duties 3%:—

(2) that the imposition of additional duties would mean
an “excessive burden’ on all the consumers of steel, which
was an article of common use and which was so essential to
the railways, the mining industry, the port trusts and many
other important industries;40

38 It is surprising that the Board think that the effects of the de-
preciation of foreign exchanges or the rise of the rupee ratio were
“temporary’. This view, though held by many orthodox writers, has
been exploded by modetn theory and experience. It is true that, in
the long run, costs (including) wages, must get adjusted to a new ratio,
but the long run may be too long and, as Keynes once put it, “in the
long run, we ate all dead””. To suggest that the industry could sur-
vive that length of time would be ridiculous.

39 Assembly Debates, January 16, 1925.

49 Jt was computed that the burden of the duties would be about Rs. 2
crores, while the benefit to the Company would be Rs. 5o lakhs only.
The point, however, was missed, whether this burden fell upon the more
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(%) that owing to accumulation of stocks in the hands
of merchants, import duties would not raise prices of steel
sufficiently for the Company to reap their full advantage; and

(¢) that though in 1924, the bounty was opposed on finan-
cial grounds, the situation had changed materially since then.

It is rather surprising that the Finance Member should
have spoken of an excessive burden on the consumer, when
owing to the various factors, enumerated above, the prices of
steel ({deucts had already fallen and the consumers had been
already enjoying the advantages of the fall. Moreover, it is
not clear, how either the stock position or the Tatas would
be helped by allowing imports at low prices to flood the
Indian market with the aid of depreciations.

' In June 1925, the Board was again required to examine
the question of protection, this time at the instance of the
Govermnment. After a careful forecast of future prices of
steel and a re-examination of the fair selling price, the Board
recommended a2 bounty of Rs. 18 per ton for the period of
18 months ending 31st March, 1927, subject to a maximum
of Rs. go lakhs.4? The Government, while accepting the
finding of the Board that further assistance was necessary,
reduced the bounty from Rs. 18 to Rs. 12 per ton and the
maximum amount from Rs. go lakhs to Rs. 6o lakhs. The
Board in this R:Eort also had made its supplementary recom-
mendations on the same grounds as those enumerated before,
viz., e€xcess capacity of world steel plants, exchange “dump-
ing”, monopolistic discrimination of markets, and the high
rupee exchange. '

In the meantime, the industry developed in a healthy
and stable way, under the shelter of protection. The Greater
Extensions were completed by 1924; the Duplex process was
fully adopted for manufactute in March 1924; and the new

able sections of the tax-paying public or otherwise. 1 personally think
that Rs. so lakhs paid out of the present scheme of Indian taxation
might not mean 50 small a burden on the tax-payers. If duties were
levied, thete would have been relief to the poorer tax-payers to that ex-
tent.

41 Report, 1925, regarding the grant of supplementary protection
to the Steel Industry.
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rail mill, the merchant mill and the sheet mill were brought
into operation within the next six months. ‘The production
of finished steel also increased by leaps and bounds.42 ‘The
Tariff Board noted with pleasure that there had been a large
reduction in works costs, in which the main factors were
“the lower price of coal and the improved practice at the coke
ovens, blast furnaces and open hearth furnaces”.43
In 1927 the Tatiff Board again noted: “It must also be
remembered that the last three years (.., 1924-27) have
witnessed the greatest depression which has been expetienced
in the Steel industry for many years”, and, after quoting the
Commerce Member’s tematk that “the general principle
was......that protection afforded should be the minimum
required to tide the industry over this transitional period”,
pointed out that “the protection actually received by the
Company has enabled it to survive 2 most difficult transitional
petiod......”.44 ‘These transitional aspects of protection were
stressed by the Tariff Board Reports again and again and ate
to be carefully taken into account when we assess the real
nature and significance of the steel protection.
Another important feature, introduced for the first time
Vln 1927 by the Tariff Board and which is contrary to and
inconsistent with the principle of Discriminating Protection,
was the preferential treatment of British as against non-
British or Continental steel. ‘The Board found that the British
ptices for steel were considerably higher than the Continental
ptices in many lines of goods. In arriving at a decision
to levy preferential duties the Board were guided by several
considerations:—

(4) The assumption that British prices were stable and
Continental prices unsteady and liable to fluctuations.

42 See Table V footnote,

48 Report, 1927, pp. 10-11. ‘The works costs between 1923-24
and 1926 fell as follows:—Pig iron from Rs. 36 to Rs. 25 per ton; steel
ingots from Rs. 71 to Rs. 51 per ton; rails and structurals from Rs, r2x
to Rs. 85; bar mills from Rs. 132 to Rs. 106; and plates from Rs. 142 to
Rs. 103. 'This meant an average fall of about 25 per cent in two or three
yeats.

44 Report, 1927, p. 16.
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(%) The assumption that the British steel was synonymous
with tested and standard steel and that the Continental steel
was untested and generally inferior.

(¢) The argument that a system of uniform duties, there-
fore, would penalise the users of standard steel involving an
increase in the cost of rolling stock, railway bridges and
other constructional work and thus raising the cost of irti-
gation schemes, municipal constructions, and general indus-
trial development.

(d) The argument that a system of uniform duties based
on the lower import prices would impose a heavier burden
on the consumer of standard steel than would be imposed
under a system of differential duties; and that it would result
in the grant to the Indian industry and greater protection
than is necessary.

" The Board discussed six possible methods of granting
protection and disposed of four of them as impracticable:
(/) To impose different duties according to the quality of steel
was impossible, owing to technical difficulties of testing
steel at the customs offices. (#) To impose uniform duties
equal to the difference between the fair selling price and the
higher of the foreign price (.e., the British price) and to pay.a
bounty equivalent to the difference between the higher and
lower foreign prices was dismissed as impracticable, owing
to the financial implications of bounties. (4#) To impose
uniform duties at rates based on the Continental prices would,
the Board said, lead to greater protection being granted to
the Indian industry than was necessary and penalise the consu-
mer of standard steel. (7) To impose higher duties on “dum-
ped” steel, assisted by depreciation of cutrencies, bounties,
etc., was regarded as impolitic, as it was suggested that French
steel could masquerade as steel coming from other countties.
(») To impose uniform duties on the basis of a weighted
average of foreign prices was regarded as unfair to the consu-
mer of British steel. (/) The only alternative left, according
to the Boatd, therefore, was the adoption of differential duties.

It is possible to agree with the Board only about methods
(¥) and () and, pethaps, (») also, though it must be said that
the reasons for which the Boatd rejected “weighted average”
uniform duties gave more weight to the welfare of consumets
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of British steel rather than that of the Company, which
would have had to meet the competition of zhe Jow-price (i.e.,
Continental) steel only on any such plan. Howevet, it does not
appear that the Board’s views were tenable regarding
methods (#), () and (v£).

The Board admitted4 that Rs. 7 or 10s. was a fait
difference between the prices of tested and untested steel on -
the Continent. If that was so, the following large differences
between the C. L. F. prices landed ex-duty per ton of British
and Continental] steel were inexplicable. ‘The prices are the
same as those quoted by the Board in assessing the scale of
differential duties. :

TasLE X1
Fair selling prices C.ILF. ex-duty prices per ton
per ton British Continental
1 2 3 4
Rs. Rs. Rs.
Rails 118 10§
Fish-plates - 156 150 