Repott of

The Indian Fiscal Commission

The Indian Fiscal Commission was appoiuted by the Govt, of India in
October 1921 1n accordance with the recommendations of a Committee of the
old Imperial Legislative Council on Imperial Preference out of whose delibera-
tions the question of Fiscal Autonomy of Iudia muinly arose. The members
of the Commission were :—8ir Ibrabim Rabimtoola, President, and Mr. J. M.
Keynes, C. B. of Oxford, Mr. T. V. Seshagiri Ayyar of Madras, Prof. J. C.
t,oysiee. Sir M. B. Dadabhoy, 8ir Edgar Holberton of the Burma Chamber of
Commerce, Sir Montagn Webb of Karachi, Mr. G, W. Rhodes of Messrs Hoare,
Miller & Co, Mr, R A, Mant ot the Govt, of India, and Messrs Jamnadas
Dwarkadas, Ghanshyamdas Birla and Narottam Morarjee, as members. About
this time & vapid agitution of the Sydenham gang in England was stirring up
Lancashire to fight the tendency on the part of Mr. Montagu, at that time the
taty of State for India, to allow fiscal autonomy to India, and the strong
" Buropean interest represented on the Commission gave lie to the hope that the
question will be properly dealt with due regard to Indian interest, Mr. Keynes
however did not attend more than a very few-sittings of the Commission. The
Commission began work on the 10th November 1921 at Bombay and after visiting
various placee %o collect evidence closed its public work in April 1922, and
signed its report onm the 6th July 1922, The report consists of two parts ; one,
the unanimous report signed by all the members, and the other, the Indhn
minority report signed by all the Indian members including the President,
except Sir M. B. Dadabhoy.

Summary of the Main Report
Principal Recommendations.

(1) (a) That the Government of India adopt a policy of Pro-
tection to be applied with discrimination along the lines indicated
in this report.

(b) That discrimination be exercised in the selection of indus-
tries for protection and in the degree of protection afforded, so as
to make the inevitable burden on the community as light as is
consistent with the due development of industries.

(¢) That the Tariff Board (see below) i m dealing with oluiml
for protection must satisfy itself—

(i) That the industry possesses natural advnntngol.

(ii) That without the help of protection it is not likely to
develop at all, or not so rapidly as is desirable, and

(iii) That it will eventually be able to face world oompotitien
without protection.

(d) That raw materials and machinery be ordinarily admitted

free of duty, and that semi manufactured goods uled in lndm
Ivdustries, be taxed as lightly as possible. o =
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(¢) That industries essential for purposes of Nanoml Defence

and for the development of which conditions in India are now
unfavourable, be adequately proteoted, if necessary.

(/) That no export duties be ordinarily imposed except for
purely revenue purposes, and then only at very low rates ; but that
when it is considered necessary to restrict the export of food-grains,
the restriction be effocted by temporary export duties and not by
prohibition.

(2) That a permanent Tariff Board be created whose duties
will bepinter alia, to investigate the claims of partioular industries
to protection, to watch the operation of the Tariff, and generally to
advise Government and the Legislature in carrying out the policy
indicated above.

bl

(3) (a) That no general system of Imperial Prelerondo be
introduced ; but g

(3) That the questfon of adopting a policy of prelerentinl duties
on s limited number of commodities be referred to the Indian
Legislature after preliminary examination of the several cases by the
Turiff Board. |,

(c) That if the above policy be adopted, its application be
governed by the following principles :—

(1) That no preference be granted on ‘any article ‘without the
approval of the Legislature.

(11) That no preference given'in any way diminish the protec-
tion required by Indian industries,

(111) That preference do not involve on balance any appreciable
economic loss to India.

(d) That any preference in which it may be found possible to
give to the United Kingdom be granted as a free gift.
~ (e) That in the case of other parts of the Empire preference be
granted only by agreements mutuslly advantagsous.
(4) That the existing Cotton Excise Duty, in view of its
past history and associations, he nunreservedly condemned, and
thlt Government and the Legislature start again wiﬁ a

“clean slate ”, regulating their excise policy -ololy in the interests
of lndn.

Subsidiary Recommendations

(5) That the proviso to Section 20 of the Sea en-fom m :
he repealed, and that Customs Dauty be ovdhm'ﬂy Mi«d on M
belonging to ﬂwomnm& ! ;
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(6) That difficulties in the shape of shipping rebates or unfair
advantages . like dumping, depreciated exchanges, bounty-
fed imports from abroad be investigated, and where possible,-
removed,

(7) That mduutrml deve]opment. be promoted by giving a more-
industrial basis to primary education and providing opportunities
for training apprentices, and . organisations for increasing the
mobility of labour.

(8) That no obstacles be raised to the free inflow of foreign
capital, but that Government monopolies or concessions ba granted
only to companies incorpo_rated and registered in India with
rupee capital, such companies to have a reasonable proportion
of lngmn Directors, and to afford facilities for training Indian
apprentices,

(9) That the tariff be not ordmanly employed for retaliation
or as a means of aggression.

(10) That the tariff be elaborated with a view to remove
ambiguities, and that the system of specific duties and Tariff
valuations be cautiously extended.

Details of the Report.

On the first point, viz., the tariff policy of the Government of
India, the conclusion of the Commission is stated in the following
words :—" We recommend in the best interests of India the adop-
tion of a policy of protection to he applied with discrimination along
the lines indicated in this report.” The decision in favour of a
policy of protection rather than one of free trade is based on a cn
ful analysis of the probable gain and loss in Chapters 1V, V. and 'V
It is shown that the industrial development of India has not buen
commensurate with the size of the country, its population and its
natural resources, and that India will derive great advantages in
mauny directions from a considerable development of Indian industries,
It is then pointed out that the conditions for a rapid industrial
advance are suitable and that without the stimulus of protective
duties the advance will not be sufficiently rapid. The necessity of
continuing to derive a high revenue from the tariﬂ'. which is
apparent from a consideration of the financial situation, is also held
to' lead inevitably towards protection. On the other side of the
account the loss involved by the burden of increased prices and the
ofl’ect of this burden on various classes of the community is mini.
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t is shown that the exercise of discrimination in the selection of
ndustries for protection and in the degree of protection afforded
ill ensure that the inevitable burden on the community is kept as
ight as is consistent with the due developmeat of industries. The
nal conclusion is that, apart from the strong Indian sentiment in
avour of protection, the balance of advantage on economie grounds
s heavily on the side of the policy recommended.

The Policy Justified

The Justlﬁcahon of the pohcy rests largely on the manner in
which it is worked, as iv is held that any type of indiscriminate
protection would entail a sacrifice on the part of the mass
of the people out of proportion to the results, This accounts
for the great importance attached by the Commission to the Tariff
‘Board which it proposes should be constituted. The Tanﬂ' Board
will be the mstrnment by means of which the policy will be "‘applied
with discrimination.” It is proposed in Cbapter XVII that the
Tariff Board should be a permanent body consisting of three mem-
bers of high standing and ability. The main duties of the Board
will ‘bs to investigate and report on the claims of particular indus.
tries to protection, to watch the operation of the tariff, and generally
to advise the Government and the Legislature in applying the policy
in detail, The functions of the Board wonld be advisory, and not
executive, but stress is laid on the necessity of making public its
fiudings and recommendations.

Principles are laid dowu by the Commission in Chapter VII for
the guidance of the Tariff Board. The three main conditions which
should be satisfied in the case of an industry claiming protection
are ;—

(a) That the industry possesses natural advnntagel

() that without the help of protection it is not hkely to
develop at all or not so rapidly as is desirable ; and

(c) that it will eventually be able to face world compotatlon
without protection.

As a qualification of these general conditions it is recommended
that industries essential for purposes of national defence, and for the
development of which conditions in India are not unfavourable should
if necessary, be adequately protected. Further, the general principles
are laid dowo that raw 1ioaterials and industrial macbinery should
ordinarily be admitted free of duty, and that partly manufsctored
goods used in Indian industries should be taxed as lightly as possible.
The taxation of articles to which protectionist considerations do not
apply will be outside the purview of the Tariff Board and will be
Tegulated in accordance with the financial needs of the de

b4{a)
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" Various supplementary measures are indicated in Chapter

VII1 as necessary in addition to protective duties, if foll industrial
development is to bo attained. A mors industrial bias should be

given ‘to primary edueation, opporiunities should be provided for

the training of Indian apprentices, and organizations for increasing
the mobility of labour should be developed. The consideratioh of
legislation against dumping is suggested, such legizlation not to take
the forin of a general automatic measure, but to provide for the
imposition of a dumping duty only in the case of particular com-
modities, and only when it has been established that dumping is
taking place to the detriment of an Indian industry. Precautious
are ulso suggested against imports from a country in which the

exchange is seriously depreciated and against any system of export f
bounties granted by foreign couantries. Reference is also made to |

the compluints of Indian industrics against the railway rates policy
and coastal shipping rates, and suggestions are made for meeting
those complaints. The possibiliny of legislation directed against
shipping rebates is suggested. 1

Tha tariff policy in India cannot be confined merely to a consider-

tion of import duties. Therve are two other important classes of
duties which are at present levied in India in connection with the
tariff excise duties and export duties, and the Commission devotes
two chapters to each of these. With regard to excise: duties a
general examination is made iu Chapter 1X of their nature, jastifica-
tion and effect and certain principles limiting their imposition are
suggested.r A separate Chapter (X) is given to the Indian cotton
excise the history of which is deseribed in detail. The conclusign
of the Commission is that the existing duty should, in view of its
past history and associations, be unreservedly condemned, that the
British Government should announce its intention of allowing the
Government of India to decide, in agreement with the Indian
Legiclature, what action should be taken, and that the Gover
nment of India and the Legislature should then begin with

a clean slate and take such measures as the interests of India
require.

\ Export Duties .
Export duties are dealt with in Chapters X1 and X1I. The
conclusions of the Commission are that export duties tend to injure
the home produce and that they should therefore not be utilised for
protective purposes. They may, however, under certain circam-
stances be imposed for revenue purposes, but they should be imposed
with great caution, they should be imposed only on articles in which
ludia bas a monopoly or semi-monopoly, or in every case the duties
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hould be moderate. The only exception to these principles whie
he Commission recognizes is when the price of foodetuffs shows a
endency to rise to dangerous heights. In such a case the Commis-
jon holds that it may be necessary to restrict the export of food
rains and that as there are grave ohjections to direct Government
hibition or regulation of exports, the least objectionable measure
ounld be a temporary export duty on food grains.
The Commission makes no definite recommendations regard-
ng the treatment of particular industries, holding that it had
ot sufficient material for the purpose, and that the necessary
nquiries must bg made by the Tariff Board. When, however, any
principle luid down by the Commission admits of direct applieation,
this is indicated, and accordingly the Commission definitely recom-
mends the abolition, as early as poseible, of the import duties on
machinery and coal, and the export duties on hides and tea. :
The second main suhject referred to the Commission was the
question of Imperial Preference and this is dealt with in Chapter
XIIl, The conclusions of the Commission are that any general
system of preference to British products would involve a serious
burden wkich it would not be reasonable for India to shoulder,
while, on the other hand, the possibilities of advantage to India
from preferences granted to her exports are limited. At the same
time Indis may be in a position in certain cases to grant preferances
which would be of assistance to British industries and would not
cause appreciable economic loss to Indin. The advautages on broad
Imperial grounds of recognizing the principles of Imperial Preference
are pointed out, and it is suggested that the question of granting
preferences on a limited number of commodities be referred to the
Indian Legislature after preliminary examination of the several cases
by the Tariff Board. [If this poliey is adopted it is recommended
that its application be governed by the following prineiples :—
(a) That no preference be granted on any article without the
approval of the Legislature.
~(b) That wo. preferences should in any way diminish the
protection required by Indian Industries, U
(¢) That preference should not involve any appreciable
economic loss to India aiter takiug into account the economic gain
E?i:?f India derives from the preference granted her by the United
ingdom. $ > $
.. The above proposals relate entirely to preference to the United
Kingdom, and it is recommended that any preference which it may
be found possible to grant to the United Kingdom should be granted
as a free gift. In the casa of the other parts of the Empire a
different policy is recommended. It is suggested that the principle -
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of reciprocity should be followed, ie., that preference should ‘be
granted only as the result of agreements mutually advantageous. : ‘

Review of Final Chapters

In Chapter X1V the tariff is dealt with in its more technical
aspeot. The Commission recommends that the system of specific
duties and tariff valuations should be extended cautiously and that
the description of articles in the tariff should be elaborated. The
system of double tariffs which prevails in most protectionist
countries is condemned as unsuitable to Indian conditions, and the
undeqrsblhty of employing the tariff as a meaus of aggression or,
unless in exceptional circumstances, for purposes of retaliation is
emphasized. The Commission recommends that in the interests of
Indian industries customs duties should ordinarily be levied on
goods belonging to the Government.

Chapter XV is devoted to a consideration of the attitude to be
adopted towards foreign capital. The economic advantages of
foreign capital to the country are explained, the present feulings of
opposition to it are indicated, the restrictions on its employmout
which have been suggested are oxamined, and the conclusion is
drawn thut in the interests of the coantry no obstacles should be
raised to the free inflow of foreign capital. 1t is, however,
recommended that Government monopoliss or concessions should
be granted only to companies registered and incorporated in
India with rupee capital, having a reasouable proportion of Indian
Directors Qnd affording facilities for trammg Indian apprentices.

The position of Indian States is considered in Chapter X'Vl
Iv is pointed out that Indian States are closely concerned both as
consumers and as producers in the tariff policy adopted for British
India, but that their views on that policy coincide generally with
those expressed in other parts of Iudia, and that their interest will
be fully safeguarded under the scheme of protection recommended.

The report begins and ends with a reference to the relations
between India aud Britain. In the first chapter stress is laid on the
pronouncements of the British Government regarding the prlmlp‘e
of fiscal autonomy for India. In the last Chapter the Commission
explains that its recommendations have been based solely on the
interests of India, but it also gives its reasons for holding that in
_this matter there is no real antoganism of interests between the two
countries, and that a more prosperous India will mean a more
prosperous Britain.  The two most important chapters in tbo
Report are the V. (Page 861) which deals with Profection, and
the X1II. (Page 875) which deals with /mperial Prcfm These
‘are quoted in full in the following pages. SR
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" The Choice between Free Trade and Protection.

The Tariff Policy Recommended.

55. The main aubject on which we have been asked to roport'
js the tariff policy of the Goverhment of India. This means in
effect that we have to decide whether a policy of free trade should
be continued or whether industrial development, the importance of
which we have explained in preceding chapter, should be stimulated
by a protective tariff. We think it convenient to state at once the
conclusion on this point at which after the most ocareful con-
sideration we have arrived. We recommend in the best interests
of India the adoption of a policy of protection to be applied
with discrimination along the lines indicated in this report. In
this chapter we shall give the reasons which bave led us to recom-
mend the adoption of a policy of protection rather than one of free
trade, and in the two succeeding chapters we shall explain why
we hold that the policy of protection must be applied with diseri-
mination, and will outline the principles in accordance with which
diserimination should in our opinion be applied.

Strovg feeling in favour of Protection.

56. We bave mentioned in Chnpter I the longstanding and
insistent demand of the public for a revision of the tariff policy, and
in the course of our tour, during which we heard evidence at all the
chief centres in India, we received abundant proof of the wide
extent of that demand. Not only the industrialists, whd might be
expected to benefit directly from a policy of protection, but
traders and. other classes of the community whose immediate
interests might seem likely to suffer showed themselves prepondera-
tingly in favour of protection. The evidence which was placed
before us on behali of Indian States was also to the same effect.
We found a general convietion that the interests of the country
re(mirad a polidy of protection, and in face of that a disinclina-
Ytion even to cohsider whether the individual would or would not
be injdred

Its Causes.

B7. This desire for a poliey of protection has in many cases
been strongly reinforced by a consideration of India’s past. Tuvol-
lers relate that before the advent of Furopeans India was a
of great wealth. The riches of the courts of the Moghals, the bnuty
and quality of certain of India’s manufactures, in particular of
her cotton goods, and the lucrative trade that attracted western
sdveuturers to this country, are watters of common knowledge,
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These writers, however, seldom glance at the economie conditions
in which the great mass of the people lived. Patrictic Indians
to-day looking round on the present coudition of their country
see that the old fame and relative importance of India’s mana-
factures have diminished, whilst great masses of their country-
men are still poor and many are insafficiently fed and clothed.
Contrasting this state of affairs with the treasures of the Moghals
aud the world reputation of the Dacea musline and other Indian
manufactures, and searching for the cause of this great change,
many think that it is to be found in the policy of iree trade, which
they believe to have been imposed on India not in her own interests,
‘hut in the interests of the British manufacturers. They see that
other countries such as Japan have developed their manufactures
to a remarkable degree under a system of protection, and they
believe that Indians are fully capable of doing the same. They
think that, if India were allowed ireedom to decide her policy in
her own interests, she would regain her economic prosperity.
The feeling that this path to riches is barred by an outside power,
and the suspicion that that outside power is actuated by selfish
motives tend to stimulate the belief in the great results that
would accrue from the adoption of a poliey of protection. All
these ideas are further reinforced by the new spirit of national
pride, a spirit which in all countries tends to the encouragement
of protectionist feeling by demanding so far as possible that the
nation should manufacture what the nation uses.

Examples of other Countries.

58. The protectionist feeling in India to which we have
referred is strengthened by a consideration of the tariff systems pre-
vailing generally throughout the world and the relatively backward
condition of Indian industries under a policy of free trade. With
the exception of the United Kingdom all the great industrial
nations of the world shelter their industries bebind a protective
wall, and claim to owe their prosperity to the tariff protection
which they enjoy. The general movement in Europe towards free
trade, which appeared to be setting in with the conclusion of the
famous commercial treaty between England and France in 1860,
lasted only for a few years, and was followed by a strong reaction,
never perhaps stronger than in recent years, towards protection,
In 1879 Germany definitely adopted a policy of protection, from
which she has never departed, and under which she bad made up
to the outbreak of the war astonishing industrial progress. In
1881 Fiance turned her back on the iree trade tendencies which
bad never really met with popular approval. In 1899 Japan, freed
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from the trammels of the treaty restrictions, utilised her autonomy’
to establish a protective tariff, which was considerably intensified
in 1911. The United States, industrially one of the foremost
countries in the world, has had ever. since the time of the Civil
War a very high. protective tariff, and at the present moment
appears to contemplate raising it still bigher. The British Domi-
pions too have without, exseption utilised the right of framing
their tariff policies in their owan interests to protect their industrios
by high duties.
Conditions in England

59. India can thus point to numerous precedents for the
adoption of a policy of protection. Even in the case of England it
may ba noted that her industrial foundations, like those of all other
countries, were laid under a system of high protection, The
Lancashire cotton industry in its infancy was protected by an import
duty which, according to the evideunce of Professor Hamilton, stood
for a namber of years at about 65 per ocent. ad valoem. The
English textile manufactures were further protected by a legal
probibition of the use of various competing foreign cloths. It is
true that the great industrial development took place as the result
of the mechanical inventions which revolutionised industry af
the close of the 18th century, and that the part which the tariff
bore at this stage was insignificant. Nevertheless the fact remains
that it was not until English industries had attained a marked
pre-eminence that the tariff was felt to be a hindrance to industrial
development., Moreover the movement towards free trade was
largely directed, in its earlier stages at any rate, by antagonism
to the protection not of industrial, but of agricultural, interasts.

60. The conditions in England for three quarters of a century
have been unlike those in most countries, and particularly unlike
those in India. England’s economic life depends on the export
ol manufactured articles, the raw materials for which are largely
imported. The maintenance of this vital export trade is obviously
likely to be fostered by a policy based on free trade principles.
In India oun the contrary there is an abundant supply of raw
materials and a very largs home market supplied in great purt
by foreign manufactures, whilst the export of Indian manuiactures,
though offering possibilities of considerable development, is
comparatively small. But even in the special conditions of
Eugland doubts have been frequently raised as to the wisdom of
t00 rigid an adherence to the free trade doctrine, and since the
war departures from it have actually been made, as illustratad
by (a) the duty of 33 and one-third per cent, on motor cars (which ;
has a protectivo effsct), (3) the Safeguarding of Industries Act, and
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(c) the recent removal of the excise duty on sugar to encourage the
nascent sugar beet industry.

Public sentiment couideud

61. We do not wish however to rest the case for promhon ‘
_ in India on the sentiment of the Indian people or the example of |
other countries. We have cpusidered most carefully the economie
arguments, and we hope to show that the policy which we advocate
will stand this crucial test. But at the same time we have sef
forth frankly what we conceive to be the main bases of Indian
protectionist feeling, because, though we do not advocate the
adoption of a tariff policy on other than the reasoned grounds which
follow, we feel that it is important to realise that behind our
reasoned advocacy is a strong public sentiment, and that while ‘we
shall treat a quesmon of such momsnt to the future of India from
the strictly economic pointiof view, it has also a political aspect
which is at least worthy of notice.
The proposition of free trade

62. In considering the issue between free trade and protection
it is necessary in the first place to examine the theoretical basis
of the subject and to set forth what we understand to be the
principles which are generally accepted by modern economic
authorities on these difficult questions. The old free trade doctrine
of the classical economists: may be said to have rested on two
propositions. It was assumed, firstly, that the capital and labour
of a country, if left unfettered by any kind of Goveroment regula-
tion or restriction, would naturally be applied to those industries
which would yield the greatest economic returu. The capital and
labour of a country both being limited in quantity, it is evidently
of the utmost importance that they should be applied in the
manner which will yield the best economic results, and it was
held that the free interplay of economic forces would best determine
the direction of the capital and labour of a country into those
industries in which it has a comparative advantage over other
countries. The second proposition was that the best economic
results, both for the world as a whole and for individual countries,
‘would be obtained by each country applying its capital and labour
to those industries in which it had the greatest comparative
advantage, and then exchanging the products of those industries
for articles which it was not able to produce so ebnply lhdi
This is the principle of the international division of labour. ' j

Their qualifications

63. Both these propositions have a prima faﬁc uhdity wllloh
3 not seriously contested. But they state . onlytondmiu,agnd
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tendencies may be over-ridden by spacial circumstances. We are
thus led to an examination of the geuerally recognised qualifications
of these propositions. ‘ ; ,

64, In the first place there may clearly be cases in which the

free interplay of economic forces will not secure tho best utilisation
of the capital and labour resources of a country. In the competitive
straggle an initial advantage may prove to ba a permanent advant-
age. A fully developed industry in one country may be able under
conditions of unfettered competition to hinder the development of
the game industry in another country possessing equal or even
greater natural advantages. lo these circumstances the latter
country may never, ot ouly after long delay, succeed in applying its
labour and capital to the best advautage of which they are . capable,
owin‘g to the initial difficulties in making a start. These consider-
ations were stated mauy years ago with admirable lucidity by John
Stuart Mill, who wrote, '‘ The superiority of one country over
another iu a brauch of production often arises only from having
begun it sooner. There may ‘be no inherent advantage on ene part
or disndvantage on the other, but only a present superiority of
acquired skill and experience, . A country whigh has this skill
and experience yet to acquire may in other respects be. better
adapted to the prodaction than those which were earlier  in
the field.”

65. The argument as stated above applies primarily to par-
ticulap industries which are handicapped at the start by the competi-
vion of fully developed rivals, and could be used irrespective of the
stage of industrial development attained by the country in which
the ngw industry, finds itself. But the argument has been applied
with special foree to industrially new countries in competition with
those in which industries have long beeu established. The classical
expression of this argument is to be found in the works of List,
whose economic theories have exercised such a proiound influence
on the policy of the great protectionist countries. It is summed up
by » moderu English economist, Professor Pigou, who, in dealing
with List’s arguments, writes as follows :— :

* The main element of prodactive power, whose development involves a long
process, is a population trained in the general atmosphere of indastrial
purenits, [f & conntry is entirely agricultural and has no important class of
artisans or factory workers, the skill required for starting any particular kind
of mill will be very difficult to get. *Masters, foremen and workmen must first
be either trained up at home or procured from abroad, and the profitableness
of the business bas not been sufficiently ested to give capitalists confidence in

its succese’® For a long time, therefore, it is improbable that any work

. * List's « National System of Political Economy.”
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which may be started will be able to compete on equal terms with established
foreign rivals—and that in spite of the fact that the industry in question may
be one for which the country has great nataral advantages. On the other hand,
in a country which is already largely industrial, the initial difficulty involved
in starting & new industry is likely to be much slighter. For much less time is
required to obtain from among a people alrcady a temed to many varieties
of factory work, hands capable of carrying on a new variety of it. Farther, in
an induostrial community, those other important elements of productive power,
organised systems of transport and of credit, which, in an agricultural country,
may need themselves to be built up before manufactures cau be profitably
established, are presumably already in existence.”

- 66. The prima facie advantages too of the international division
of labour are Bubject to certain qualifications. It may be that in
some circumetances the greatest amount of wealth would be secured
by a degree of specialisation which could not be regarded as con-
ducing to the general interests of the country. In other words
there are objects of state policy different from, and more important
than, the mere acquisition of wealth. 'A country might produce the
greatest amount of wealth by devoting itself wholly to agriculture, and
yet such a one-sided development, in virtue of its effect on the
national character and institutions, might not be in the wider inter-
ests of the country as a whole. Similarly, considerations of national
defence may set legitimato bounds to the extension of the prineciple
of international division of labour.

*
Circumstances in which protection is justifiable

67. So far we have indicated what we take to be the circum-
stances in which economic theory might justify departures from the
principle of free exchange of commodities between nations. It is ad-
mitted that in all such cases restrictions on free exchange involve
some immediate economic loss. We turn once more to the
economists for their verdict as to the circumstances in which such
loss may justifiably be incurred. In the passage already referred to

John Stuart Mill says, ** The only case in which, on mere principles

of political economy, protecting duties can be' defensible, is when
they are imposed temporarily (especially in a young and rising nation)
in hopes of paturalising a foreign industry, in itself perfectly suitable
to the circumstances of the country. «...ece... A protecting
duty, continued for a reasonable time, will sometimes be the least
inconvenient mode in which the nation can tax itself for the support
of such an experiment.” List expresses himself more emphatically,
* The nation must sacrifice and give up a measure of material pros-
perity in order to gain culture, skill and powers of united produc-
tion ; it must sacrifice some present advantages in order to insure to
itseli future ones.”” There is one idea common to both writers—a
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present loss for a future gain. The gain we bave already lndrmd .

We now turn to consider what constitutes the loss, :
" The Burden of protection arising from increased prices
68. The burden of protection arises from the increase in prices.

It is obvious than an import duty tends to raise the price not only of

the imported article, but also of the competing locully produced
article. Cases are analysed by the economists in which for special
reasons or for temporary periods the normal result does not follow,
or follows only partially. But, broadly cpenking, there is no dispute
as to the tendency of import duties to raise the prices of the articles
taxed. Further, when import duties are placed on a wide range of
articles, there is a tendency for the general level of prices in the
country to be raised; the rise is not confined to the particular
articles taxed. For thia phenomenon there are various causes. In
the first place the import duties tend to check the volume of
imports, with tbe result that a favourable balance of trade is
created. This favourable balance is settled mainly by the import
of the precious metals, and so far as these find their way into the
carrency, thereby increasing its amount, the general level of prices
tends to rise. In India this argument must be applied with caution,
for the precious metals when imported are largely used for other
purposes, and comparatively small quantities are likely to go to
swell the volume of the currency: A less theoretical argument is
that the increased cost caused by import dutifs enters generally
into the cost of production of all articles manufactured in the
country and into the cost of transportation. Duties on cotton cloth
or on sugar, for instance, may raise the expenditure of the employees
of an industry ; to meet such increased expenditure higher wages
are required ; higher wages mean higher cost of production, and this
in turn means that the product requires to be suld at a higher price,
Instances might easily be multiplied. It may, we think, be taken
as the view accepted by economists that a genernl increase in
import duties tends to prodnoe a geneml rise in prices in a country,
and not merely a rise in the price of imported articles and such
locally produced articles as directly compete with them.

Gradual diminution of the burden.

69. It is not our intention to suggest that the burden on the
consumer g from protective duties is necessarily permanent.
On the contrary, if the industries to be protected are selected with
due diserimination, the burden should gradually diminish and even-
tually cease altogether. But tln\ process of diminution is not hhly
to be rapid, or to commenge immediately. So long as fo

imports continue to '?“! w~wprmtble qunnﬁtiu, the Pl’i“ 9‘ Q_ y
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goods must in general be regulated by the price of the foreign importss
that is to say, the consumer will be paying the full foreign price
plus the import duty. As the home industry develops in efficiency
and rednces its cost of production, there will be at first no reduction
in prices, but the decrease in the cost of production will merely go to
swell the profits of the home industry. This will lead to the more
rapid development of the home industry and will hasten the time |
when it is able to supply the home market almost in full. As foreign
imports dwindle to small proportions, prices will become regulated
more and more by internal competition, and the consumer will then
begin to derive the benefit from the increased efficiency of the local
industry, and may in the end obtain the goods as cheaply as if he
were free to import them without a duty, M the industry is one
for which the country possesses marked natural advantages, be may
even obtain them more cheaply.

70. We have indicated both the present loss and the future
gain which a policy of protection might in geueral be expected
to bring. We now come to the practical problem, which is to
determine whether the ocircumstances of India are such that a
gtimulation of her industrial development by means of protective
duties will bring io the end a gain to the country as a whole greater
than the immediate loss.

71, In Chapter 1V we have stated our opinion that the
industrial development of India has not been commensurate with
the size of the country, its population and its natural resources. In
considering how th ese conditions can best be remedied it is neces-
sary to attempt to diagnose the causes from which they have arisen:
The Industrial Commission mentioned various factors as baving
operated to retard industrial development, for instance, the natural
conservatism of the people, the inefficiency of labour, the absence
of iudustrial and techuical educstion, the lack of business enterprise,
the shyness of capital for new undertakings, and the want of proper
organization for utilising such capital as is available,

Industrial aptitude in the past

72. Some of these fnctors might suggest the idea that Indians
were lacking in certain qualities necessary for success in industrial |
pursuits, aud that therefore oue of the foundations for a profitable
application of protection, namely a people fitted to make good use
of it, was abseut. We do not think that this idea is supported by
past experience, If we take bistory as a guide to the future, we
see that there have been times when the manufacturers of the
country attained a high degree of excellence and were well-known
beyond its borders. As the Industrial Conmiission explaived, India
wus at ove time fsmous ‘“for the high artistic skill of her
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ntury that she began to fall behind in the industrial sphere and
bat in the words of the Industrial Commission “the erroneous
dea that tropical couutries, with their naturally fertile lands and

han to manufactures” developed. The cotton manufactures of
ndia which were exported in large quantities thronghout Asia and
jurope, the skill in shipbuilding which was at one time freely
tilised by the East India Company, the working of iron which in
ke old days bad been brought to a considerable pitch of excellence,
he manufacture of steel sword blades commanding agreat reputa-
jon in foreign countries, the exports of silk textiles and sugar, all
srove that Indians exbibited a uatural aptitude for industrial work,
nd that the present relative backwardness in this respect should
ot be regarded as indicating any obstacle to a wide development
f industries in the future.

Difierences in natural aplitude diminishing

73. Further, the unevenness of development to whieh the
ndustriul Commission drew artention dppenars to be due in part to
strikirg difference in natural aptitnde for industries, which can
e traced in different communities in India. For centuries' the
eople of Western Indin bave shown s marked instinet for commerce :
nd from commerce they have moved naturally fo industries, so
hat at the present time they divide with the European community
he industrial leadership of India. But the people of Bengal,
adras and Burma have in general neglected industrial pursuits,
nd if industries have established themselves within their borders,
ave left their development to others. It would take ns beyond
ur provinee to attempt to trace these tendencies to their origin,
‘hether it may be found in a fertile soil providing a livelihood in
oturn for little labour, or in a social system which exalts the less

f middlemen living parasitically on the profits of the land, or in
istorical traditions which attract the most enterprising ' classés to
dministration. Whatever the causes of this neglect in the past,
we feel that in many parts of the country a change has come over

s the comparatively slow development of industries in India has

N

when India is prepared to tske
to her industries.

Lot
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aftsmen,” and it was not until the industrial revolution of the 18th

rying climate, were suited to the production of raw materials rather

aterial side of life, in economie conditions which produce a class

the spirit of the people, and that what is lacking now is more often
he opportunity than the will. We think, therefore, that so far '

u ‘due to lack of natural aptitude or interest, this factor will
become progressively of less imwrhnc:, and that 4 time has come
advantage of any stimulus applied

AR
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Industrial duvc!opmont requires to be wmulnted by prolochu duties

74. The question which we have to determine is whether the
industrial development at which we aim can be attained without
the stimulus of protective duties, and if not, whether the advan
tage to the country arising from this mdusﬁml development
will outweigh the burden which protective duties will impose.
The Industrial Commission, which was debarred from considering
questions of tariff policy, made a nomber of important recom.
mendations for the devclopment of Indian industries, involving
the abandonment of a laissez faire policy. But we hold that these
measures by themselves will pot produce that marked impetus for
which the time and conditions are now ripe. Education can be
improved, bsuking facilities can be extended, techuical assistance
ean be offered to industries, but what is mainly wanted is a policy
that will inspire confidence and encourage enterprise, and we do
not think that the recommendations of the Industrial Commission
provide this. Professor Pigou at the close of the passage which
we have already quoted draws the following weighty conclusion :
“ From these considerations it follows that the case for Protection
with a view to building up productive power is strong in any
agricultural country which seems to possess natural advantages
for manufacturing. In such a country the immediate loss arising
from the check to the exchange of native produce for foreign
manufactures may well be outweighed by the gain from the
greater rapidity with which the bome manufacturing power is
developed. The ‘crutches to teach the new mauufactures to walk’
as Colbert called protective duties, may teazh them this so
much earlier than they would bave learnt it, if left to them-
golves, that the cost of the crutches is more than repaid.”
The words might almost have been written with direct reference
to the conditions of India, and the case for protection in India can
hardly be stated better. India is an agricultural country which
possesses undoubted natural advantages for manufacturing. She
produces an abundance of raw materials, she has an ample potential
supply of cheap labour and adequate sources of power ; and the
establishment of two great manufacturing iudustries shows that
she is capable of turniug these natural advantages to use. We
have beeu told by many witnesses that the chief obstacle to a more
rapid d?ﬁpmaut of industriés in Iudia is a certain want of con-
fidence g the owners of @apxtal The practical protection
afforded by the war had a stimulating cffect on many Indian
industries. But this protection, and such incidental protection as is
yielded by lnah revenue duti lmks the assurauce of permanence,
aod fails to give the sense oi security which uim from the
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sliberate adoption of a policy of protaction. This point of view
as perhaps expressed most olearly by. Mr. Shakespear giving
vidence on behalf of the I[ndian Sugu Producers” Association,
o said, ““My personal view is that it isthe prinociple of the thing
hich we, as an industry, whonld like to see far more than an
tual duty of 15, 20 or 25 per cent. If the principle of protecting
he industry is accepted, that is what is going to bs of value to us
n developing the industry.” Again Captain E. V. Sassoon, one
f the leadmg Bombay industrialisu, after stating that Indian
&pltl] was ‘shy of nnythmg new in the way of industrial enter-
rise” said, “what is wanted is conﬁdence. and a policy of protection
ould help to secure that at once.’

75. We have now shown that India will derive very great
vantages from indastrial development, that the conditions for a
apid advange are suitable, and that without the stimulus of protec-
ive duties the advance will not be sufficiently rdpid. All these
onsiderations lead us to the conclusion that protection will bring a
ery material gain to the country.

. Necessity of deriving a high revenue tariff

76. A further consideration pointing to the same conclusion
will be found in the present tariff position in India, We have
eferred in Chapter Il to the increasing proportion which ocustoms
revenue bears to the total Imperial revenue, and we have now to
consider whether this tendency is likely to be permanent. We
received a considerable amount of evidenoce regarding the respective
merits of direet and indirect taxation. We do not propose to
recapitulate the well-worn arguments of tha economists on this
subjeet, but we are bound to take note of the fact that the general
sentiment of Iudian witnesses was strongly opposed to direct
taxation, and that the collection of income-tax in India presents
peculiar difficulties. Direct taxes in India are confined practically
to income-tax and land revenue. With the latter, which is &
provineial receipt, we are not concerned. The income tax rates
have been raised largely since 1915.16, and the yield has risen from
3 to 20 crores of rupees. High taxes on income are undoubtedly a
handicap to industrial development, and there are many who hold
that the rates ruling at the preseut moment are distinetly too high
for the interests of industries and the general prosp,ricy of the
country. The witnesses whom we examined on this point were
almost unanimous in the opinion that direct taxation bas reached
its limit under present conditions, .and in view of the general
feeling in the country we do not think that any material increase
in this form of taxation is feasible. If, therefore, any tmlm

Fall 7
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increase in taxation becomes necsssary, it will have to take the
form of indireet taxation. 1f, on the other hand, a decrease in
taxation became possible, we think that it should take the form of
a pui passu reduction in direct and indirect taxation. In view of
these conelusions ws cannot anticipate for many years to come any
appreciable reduction in the revenus which it is necessary to derive
from the customs. This means that import duties must continue
high, and that, whether intended or not, protection will be given,
77. Buta high revenue tariff such as that now in force in
India is open to great objecbion. A revenue tariff based on free
trade prmolpleo is oue that isimposed ou goods that cannot bs
prodnred in the country ; or, if this condition cannot be observed,
it must be kept at a very low rate on goods produced in the country,
or countervailing excises must be imposed, so that no protection is
afforded to local industries, Until the year 1916 the Indian tariff
might be said to have fulfilled these couditions, But since 1916
the tariff has become less and less cousistent with purcly free trade
prineiples. It gives proteetion, but it gives it in the least conveni-
ent and the least beneficial way. The protection is not caleulated
on the needs of the industry, vor does it carry any assurance of a
permanent policy. It is cusual and haphazard. Moreover, it may
actually impede the industrial developmeut by taxing raw materials
and semi-manufactured articles. lt. appcars to us therefore that
the necessity for raising a large revenue, from ecustoms duties and
the obvious inexpediency of ignoring the effect of those duties
ou the industries of the country must inevitably lead India to the
adoption of a policy of protection, as they led Germany in 1879,

The loss protection will involve.

78. We turn vow to the loss that must be set against the gain
to India from protection to which we have referred in paragraph
75. The most importaut item is the burden of increased prices
that protective duties will impose on the people. We have explained
the nature of these burden in paragraph 68 above, and we proceed
to cousider whether it will be so great as to outweigh the advantages
which we anticipate from the adoption of a protective policy.

. 79. As import duties have a tendency in some degree to extend
their infiuence beyoud the particular commodities. ou which they
are imposed, it is necessary to treat with caution the argument
. that some article is not consumed by the poorer classes and that
therefore a protective duty on it can do them no harm. A farther
limitation of this argument is to be' found in the fact that there
are, frequently partial substitutes for imported. articles, which are
manufactured. and consumed locally, and that any cause which

-
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aises the price of the imported article raises the price also of the
ocally produced substitutes. An obvious instance of such a case
s seen in cotton cloth. Experience, as well as theoretical reason-
ng, shows that the price of Indian manufactured eloth is influenced

n direct competition. In estimating therefore the extent to which
he poorer classes will be affected by = protection, it is not safe
erely to ask what proportion of their income is spent on imported
oods. We have received various estimates on this point, and all
ree that the actual quantity of imported goods purchased by the
asses of India is small. But this is no final criterion of the degree
o which protection will affect them, though there is no reason to
uppose that, under the system we recommend; the indireot burden
ill be considerable.
Effect of Protection .—(1) Oa the Agricultural classes.

80. There are however two classes of the population whose
nterosts. as affected by protection it is particularly important to
onsider, the agricultural and middle classes. Agriculture is,
nd must remain, the foundation of the economic life of India,
nd this not merely because it furnishes the livelihood of three-
narters of the population. Indian industries cannot flourish
ithout a prosperous Indian agriculture.  Agricalture is largely
be provider of the raw materials for industry, and the Indian
griculturist will offer the main market for the products of Indian
industries. Any form of protection thersfore which would seri-
usly affect the interests of agriculture would go far to defeat
ts own object. We have already explained in what ways
e think that industrial development may be of advantage to
he agricultural community, in some cases through a sympathetic
rise in wages, in others through the wages of industrial workers
being made available for expenditure in the villages, in others
through a reduction in the number dependent on the produce
of the land. But while a policy of protection of industries may not
injure the agricultural wage earner, who may be able to secure a
rise in wages equal to, and in some cases greater than, the rise in the

st of living, there can be little doubt that the agricultural producer,,
the man who either works the land himself or employs hired Inbour,
must suffer to some extent. Protection must mean to him a higher
cost of production, arising partly from the higher cost of the imple-
ont “that he uses, partly from the higher wages that he will have
'0 pay and partly from the general rise in the cost of living, Asa
st off against this higher cost of production it is probable that in

vroduce will raise the price. But, in ;ononl one of two Mum
55(a) :

y the price of imported cloth, even when the two classes are not

the neighbourhood of industrial centres the demand for agrioultural
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likely to follow. Either the agricultural prpdnoer, will not receive
for bis produce an increased price which will fully compensate him
for the increased cost of production, in which case agricultural
interests would suffer and there would be a tendency for marginal
land togo out of cultivation ; or the price of agricultural produce
will be raised generally to cover the increased cost of production
with injurious effects on the mass oi the population. Provided how-
ever protection is applied with diserimination, we do not think that
the burden imposed, either on the agricultural producer or, through
a rise in the prices of agricultural produce, on the consumer in
general, noed be sufficient. to make us hesitate regarding the nes
advantages of the policy we recommend.
(1I) on the middle classes

81. With regard to the middle classes, by which we mean
mainly the professional, clerical and petty trading classes, there is no
doubt that they will be more adversely affected thun any others by
a.policy of protection. The middle classes havea eertain standard

ivirg which entails expenditure on imported goods. Their cost
of liviug will undoubtedly rise. The possibilities of equivalent, or
at any rate timely, expansion in their incomes, however, are limited.
It is probable therefore that for some period they will teel the effects
of protection more than any other class of the population. But in
virtue of their education they, more than other classes, are in a
position to estimate the valuo to the country as & whole of the
developments which we believe our policy will produce, and so far
as we have been able to judge from those witnesses who bave given
evidence before us, the middle classes are prepared to merge what
might be regarded as their own immediate interests in the wider
interests of the country.

82. In estimating the burden of protection we have toanticipate
the arguments given in the naxt chapter, in which we show that any
type of indiseriminate protection would eutail a sacrifice out of
proportion to the results, We explain in that chapter the limita-
tions that we propose with a view to restrieting the immediate loss
as far as possible without reducing the ‘gain that is to be auticipated
from protection, lf those limitations are observed, we consider thut
“the burden will be one which it is reasonable to ask the country 10
bear in order to secure the great benefits antioipated.

83. Before coming to our final conclusion we must refer to
certain disadvantages which are inberent in any system of protee-
tion, namely, the risk of encouraging inefficient methods of
production, the danger of political corruption and the possibility of
combinations of manufacturers. We bave borne these points in
wind in formulating our scheme of protection and in devising the

4
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constitution of the Tariff Board, We explain in detail in Chapter
V1 to what extent we think these dangers will be mitigated by our
proposals, and it is enough to say here that we do not mﬁw‘m
sufficiently serious to affect our main conclusion,

The balance of advantage

84. We have now set forth, as impartially as possible, the
arguments for and against the adoptionof a poliey of proteetion in
India. In Chapter IV we have shown the great benefits that will
accrue to India from industrial development, and in the present
chapter we bhave explained the necessity of the stimulus of protec-
tion to secure rapid progress in this direction. We ?.lve also shown
that the necessity of a high customs revenue is inevitably leading
India towards protection., On the other side we have shown that
the immediate loss to be apprehended from protection, and the
dangers inherent in it, will be mitigated by the system of discrimina-
tion which we recommend and by the constant supervision of our
proposed Tariffl Board, We have carefully considered the weight
of the arguments on both sides, and apart from the strong Indian
sentiment in favoar of proteotnon to which we have referred above,
we are safisfied, on economic grouunds, that the temporary loss
involved will be more thau made good by the ultimate gain, and
that the balance of advantage is heavily on the side of the
recommendation made in the opening paragraph of this chapter viz.,
the adoption of a poliey of protection to be applied with diserimina-
tion along the lines indicated in this report.

Imperial Preference
(1) History and Meaning

| 214. The question of Imperial Preference in the British Empire
first took practical shape in 1897, when Canada, partly in pursuance
of a more liberal tariff policy, reduced her duties on British goods.
Owing vo the existence of certain commercial treaties the benefits
intended for Great Britain bad to be conferred temporarily on some
other countries, but the bampering treaties were denounoced in 1898,
and from that time the preference, which was fixed at one-fourth of
the duty, was confined to the Uunited Kingdom and sneh British
colonies as gave Canvada favourable treatment, In 1900 ti:e pre-
ierence was raised to ove-third.

215, The subject of Imperial Preference came bolm the
Colonial Conference of 1902, and on this oceasion the prineiple was
jor the first time sauthoritatively recognised as one of general

application.
‘db'l :¢f-

The resoluticn passed by the Conference 5«, L
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“ 1. That this Oonlercnu reoo?hes that the priml le of preferential tudo
between the United Kingdom and His Majesty’s Dominlonu beyond the seas
wonld’nimhte aud facilitate mutual commercial intercourse, and would, by

ng the development of the resources and industries of the several puu
ntr then the Empire,

“2. That this Conference reeognim that, in the pment circumstances of the
Colonies, it is not practicable to adopt a general system of free trade as between
the mother country and the British Dominions beyond the scas.

“3. That with a view, however, to promoting the increase of trade within
the Empire, it is desirable that those Colomics which bhave not already
adopted such a policy should, us far as their circumstances permit, give
substantial preferential treatment to the products and manufactures of the
United Kingdom,

“4. That the Prime Minister of the Colonies respectfully nrge on His
Majesty’s Government the' expediency of grauting in the United Kingdom
preferential treatment to the products and manulactures of the Colonies
either by exemption from or reduction of dutics now or hereafter imposed.*

15, That the Prime Ministers prescnt at the Conference undertake to submit
to their respective Guvernments at the earliest opportunity the principle of the
resolution, and to rcquest them to take tuch mcasures as may be necessary to
give effect to it.”

The principles of Imperial preference
216. The points of chief 1mpormnce which emerge from thu
resolution are : —

(1) That t.he stimulation of commercial intercourse between vhe different
parts of the KEmpire was in the intcrests of the Empire ;

(2) that the policy of preference would develop the resources ot the levenl
parts of the Empire and thus strengthen the whole ;

(8) that there was no question of the Dominions abating their protectionist
policy, and no idea of establishing frec trade within the Ewmpire ;

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

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

Its extension

217, In pursuarce of this resolution preferentill duties ivere
introdueed by New Zealand aud South Africa in 1903 and by
Australia in 1907, but the United Kingdom decisively rejected the
policy of taxation o food, through which alone any effective
response could have been made to the preferences granted by the
Dowivions. At the Colonial Conference of 1907 the question
was once more raised prominently. The representatives of the
Dominions showed the importance they attached to the development
of the system and to some response on the part of the United
ngdem, but the British Government explained without disguise
that in their, opinion the circumstances of the United Kingdom
made this impssible. The resolutions of 1902 were reaffirmed with
a reservation by the British Government that they could not assent
that it was necessary or expedient to alter the fiseal :yauin ot tln
Uuited Kingdom,

‘w;...
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The Position of India in relation to Imperisl Pereference.

218. In the meantime the Government of India had been
consulted in 1903 on the question of Imperial Preference from the
standpoint of the interests of India. After reviewing the position
of India, the nature of her trade and tariff, and her commercial
relations with the Empire aud other countries, their general con-
clusion was that from an economic standpoint India had something,
but not perhaps very much, to offer to the Empire, that she had
very little to gain in return, and that she had a great deal to lose
or to risk.

219. Up to the time of the war therefore the position was that
the seli-governing Domiuions all gave preferences at such rates as
they considered advisable to certain products of the United King:
dom, and in some cases to the products of other parts of the Empire ; -
that India and the majority of the Crown Colonies bad not adopted
the principle; and that the British Government had definitely
stated that it did not see its way to grant preference in the United
Kingdom. The preferencesgranted by the Dominions were intended
primarily for the benefit of the United Kingdom, but New Zealand
extended her concessions to the whole Empire, and Canada has
voluntarily granted her preferences to New Zealand, India and
most of the Crown Colonies, . Canada bas also entered into special
agreements with the West Indies. Australia and South Africa
adopted the principle of confining their preferences primarily to
the United Kingdom and only extending them to other parts of
the Empire as the result of negotiations. South Afriea has
negotinted agreements with® Canada, New Zealand and Australia.
Australia bas made an agreement only with South Africa, but it
is stated that negotiations for au agreement with New Zealand are
at present in progress, In Canada, Australia and New Zealand the
preferential duties ars usually about two-thirds of the full
duty, though the fraction varies considerably both sbove *and
below this figure. The South African preference is a small one
and is usually only a rebate of 3 per cont. ad valorem, Iun a
number of cases when the general duty is only 3 per eent British
goods are admitted iree, ands in the other Dominions in the same
way ‘British goolds are sometimes admitted free, when the general
duty is at & low rate. It must be remembered that in no case do
the Dominions allow these preferences to interfere with the degree
of protoot)ou which they consider necessary for their own industries,

Thcol.dsofthcr

220. The war gave a great impetus to the policy of eomohdpﬂng
the Empire, and in the light of the ideas engendered by tbe vu.r t‘m
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question of Imperial Preference began to be re-examined. The
Economic Conference at Paris in 1916 passed a resolution recom-
mending the Allies to take the necessary steps without delay to
render themselves independent of the enemy countries as regards the
raw materials and manufactured articles essential to the develop-
ment of their economic activities. This resolution raised the whole
question of the organization of the Empire as an independent
economic unit, and it was proposed to convene a conference of
the Dominions and India to consider the commercial policy to be
adopted after the war, Ideas at this time were perhaps coloured
unduly by war conditions, and more stress seems to have been laid
on the desirability of making the Empire self-contained in the
matter of food supplies, raw materials and manufactures, wd
evolving a uuified policy, than on the mere development of the in-
- terrhange of products between the various parts.
Further preferences. The United Kingdom adopts the policy
221. The projected conference was never held in the form which
was apparently contemplated. But the Imperial War Conforence,
1917, passed the following resolution :—
“The time has arrived when all possible encouragement should bé given to
the development of Imperial resources, and especially to making the Ewmpire
independent of other countries in respect of food supplies, raw materials, and

essential industries. With these objects in view this Confercnce expresscs itself
in favour of :—

(1) The prineiple that each part of the Empire, haviug due regard to the
interests of our Allies, eball give specially favourable treatment and facilities to
the produce and manufactures of other parts of the Empire.

(2) Arrangements by which intending emigrants from the United Kingdom
may be induced to settle in countrics under the British flag
222, The movement towards a strengthening of the links of
Empire found expression in independent action taken by many of
the members. The most important event was the adoption by
the United Kingdom in 1919 of the policy of preference, thus
reversing the attitude taken in 1907. It had always been
recognised that prefereunces given by the United Kingdom, uunless
accompanied by considerable departures in fiseal policy would not
have any great practical effect. Butin 1919 the United Kingdom
without altering its general tariff policy granted to the whole Empire
preferential rates, which were usually five-sixths or two-thirds of the
full rate, on nearly all articles on which import duties were levied.
At the same time many of the Crown Colonies took up the guestion
of lmperial Preference, some of them have already introduced
_preferential rates, while it is believed that others have them under
consideration. ~ Australia and New Zealand have also vi&in the
last two years revised aund inereased their preferences, j
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223. It was not possible for India to ignore a general movement

' of this natare, and from 1917 onwards the question of Imperial

;-

o

Preference has in one form or another been before the Government

of India. We lnye already explained how the resolution moved by
Sir George Barnes in February 1920 in the Imperial Legislative
Council for the appointment of a committee to report ** whether or
| not it is 'adylnble to apply to the [ndian Customs Taviff a system of
preference in favour of goods of Empire origin,” led directly to  the
enquiry which we have been condueting. ‘
(ii) Economic Principles

224, As a preliminary to considering the adoption of a policy of
Imperial Preference by India it is important to obtain a clear
idea of the economic effects of preferential duties. Prefersnce means
that goods from one or more favoured countries pay duty at a rate
lower than the general rate. Whether the preferential rate is a real
reduction in duty or whether the general rate has been arrived at by
making an addition to what is considered the minimum duty, which
thus becomes the preferontial rate, is, in considering the economic
effect, immaterial. =~ For our present purpose the preference may be
treated as a reduction of duty in comparison with the rate imposed
on foreign countries in general. The effect of such a reduction is
clearly expressed in the following passage from the Report on
Reciproeity and Commercial Treaties prepared by the United States
Tariff Commigsion in 1918 :—

“As regards economic effect, reductions of duty under the concessional
method have different consequences under varying oconditions of supply as
regards the article affected. Where a reduction of duty affects only a fraction
of the imports of a particular article, and the major portion of the jmports of
that article is still left subject to the main, or non-concessional duty, the result
is not only a loss of revenue to the Treasury, becanse of the lower rates of duty,
but absence of any gain to consumers, The reduction of duty redounds only to
toe advantage of the foreign pruducer. This situation was exemplified by our
experience with Hawaii, as detailed in this report, under the reciprocity treaty
of 1875. That expericnce was not indeed part of a general concessional policy ;
but it, nevertheless, supplies an example of the workiag of a limited concession.
If, on the other hand, virtaally the entire imported supply of a given article is
admitted at the lowered concessional rates, the effect is that of a general redus-

tion of duty. Such a result ensuéd, at least inthe more recent years of the
operation of the reciprocity treaty with Cuba, as a conscquence of our concession

of a reduced duty upon Cuban sugar. As shown in the discussion of Cuban
relations,

, this concession resulted in a gain to the Cuban sugar producer during
the first after the reeirmclty arrangement went into aﬂagt. but had come

to redound, during the years immediately preceding the European war, mainly

to the advantage of the domestic comsumer.”

S

_ Effect depends on the relative iu’mumoldnmdm
225. We take it that this passage expresses accurately the
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economic effect of a preferential duty. So long as a substantial
quantity of the commodity continnes to be imported from countries
to which the preferential rate is not extendel, ths prics oi the
commodity will be regulated by the higher duty. The consvmer
will thus pay the higher price on the whola supply, aud the differ-
ences between the two rates of duty will be equivalent to a bounty
to the manufacturer in the country receiving the preisrsaca, Whan
on the other hand the country receiving the preisrance supplies
practically the whole market, then the price to the consumer will
be regulated by the lower rate. The bounty to the foreign manu-
facturer will cease, and the consumer will get the benefit oi the
lower rate. The question therefore whether the consumasr iz or is
not ‘penalised for the benefit of the foreign mauufacturer depends
on the relative importance of the sources of nupply. li the portion
of the market supplied by the favoured country is large, the burden
on the consumer will ba smull. or possibly there will be no. barden
at all, So long, however, as the supply from the favoured
country is small relative to the total supply, the cousumer
willsafer

S 996, It may be thought that, unless the consumer suffors, the
foreign manufacturer cannot bepefit; that is to say, unless the
foreign manufacturer is able to annex lor himself soms of the diffur-
ence between the two ratés of duty, he will not'be receiving any
benefit, This however is not a fair statement of the case. To take
an illustration, we may assume that the favoured country is, bszfore
the grant of preference, supplying three-quarters of the market.
After the preference is given, the price to the consumer for a time
may be regulated by the higher rate of duty, and the manufacturers
of the favoured country will receive, as has been already explained,
a bonus of the difference batween the vwo rates, The effsct of this
bonus is to stimulate the trade of the manufacturers of the country
receiving the preferenze, and in a short time they may sccure for
themsolves the whole market, drlvmg out altogether the non-
preferred manufacturers. The price to the consumer will theu ba
regulated by the lower or prefarent.ml rate of duty, and the invoured
manuiacturers will fiud that the prics falls to ths trus competitive
level. But they bave mnot thereby lost the whole banefit of the
preference. Their gain is reprasented by the additional quarter of
the market which they have sccured for themselves at the expense
of their non-preferred rivals. Lhus they benefit even when ﬂn
consumer hu oeued to suffer.

227, lh vnll be apparent irom the oonndoumoma‘ulhd. lbbu
that the arguments in {avour of preférential duties are very dtnlhr
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to those in favour of proteotive duties. [n both cases the consumer
is invited to suffer a tewaporary loss. In both cases he is given the
hope that when the policy succeeds the loss will terminate. In the
one case, however, the advantage for which he is invited to saffer
his temporary loss will accrue to the industries of his own country ;
whereas in the case of preference it wiil accrue to the industries of
the country to which preference is given.

228. The analogy may be traced further. 1t is an essential part
of the scheme of protection which wa have advocated that protection
should be given ounly to such industries as may be regarded as pos
sessing a comparative advantags, and which are therciore likely
with the aid of the protectiou given to be able eventually to supply
the needs of the country as cheaply as foraign industries, The same
principle should be applied in the graut of preference.  If a prefer.
ence'is given to au inefficient industey or to an industry which with
the preference is not liksly to be able to supply eventually the whole
market, the preference will constitute a permanent burden on the
consumer, and will therefore irom an economic point of view be un-
Justifiable.

The revenue aspect

229. The economic effect of a preferantial duty has two aspects.
Hitherto we have been considering the duty merely as it affcots the
consumer.  But the duty may also affect the Government revenue,
Ii the preferential rate is a true reduction from the general rate,
it is clear that tho country granting the preferential rate is saeri-
ficing revenue. As we have indicated above, however, preferential
rates are frequently not real reductions. Preference often takes
the form of raising the duties against the non-favoured eountries
instead of lowering them for the benefit of the favoured countries.
| In such cases it may be argned that the State sacrifices no revenue.
' Indeed it may receive in view of the higher rates imposed on the
non-favoured countries a slightly higher revenue. But for the true
economic effect we have to look below the suriace. The best tax
from the economic point of view is that which brings to the public
exchequer all the money extracted from the pocket of the tax-payer.
An import duty operates to raise the price of the whole of the
commodity sold in the country, whether imported. or produced
locally. Consequently the best economic import duty is one imposed
on a commodity none of which is produced within the oonnt..
In this case the whole extra price paid by the consumer is levied
in the form of import duty and reaches the public exchequer.
The smaller the amount imported as compared with the amount
produced locally,: the smaller is the revenune in proportion to
the tax on the consumer. It is to meet these oondiﬁou ‘that those

56 AR i
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countries which regulate their tariffs purely for purposes of revenua
impose excise duties on the home production of goods on which im-
port duties are imposed, IExactly the same considerations arise in
the case of preferential duties. 'We may for purposes of this arga-
mant concentrate our attention solely on the: gooﬁs imported, and
may ignore’' the home production, if any. It isclear that if a
single rate of duty is imposed, the State will secure as revenue the
whole amount paid by the consumer. But if two rates are imposed
and the consumer pays a price based on the higher of these two
rates, the State does not secure as revenue the full amount taken
from the pocket of the consnmer. The tax therefore to this extent
is not sound economically, and ‘this unsound economic effsct may
be represented by saying that the Government loses revenue—not:
possibly actual revenue, hut relative to the amount which it should
receive in virtue of the burden which it is placing on the consumer.

230. A preferential duty, when it takes the form of raising the
rate against non-preferred. countries, may sometimes receive the
support of the home industry because it increnses the protection
which ‘that industry enjoys. But this is by no means a sound argu-
ment for granting such preference. [t must be assumed.under our
scheme that the industry is already enjoying the protection which it
needs. 1f, then, this protection is increased by means of a prefer-
ential duty, the result merely is that the consumer is being penalised
to an unreasonable and unnecessary . extent, and that the industry is
receiving a larger measure of protection thau it requires.

231, There is one indirect effect of preferential-treatment which
is perhaps worth mention. The effect of preference will be to sti.
mulate imports from the country which receives favourable treat-
ment. i the preferences are important, this will tend to build
np direct shipping connections between the two countries, and
as a consequence will give the exporters of the country granting
the preference some advantage in market of the country receiv-
ing the preference. In other words, if imports are attracted froln
a particular country, there will he a tendency for exports lo be
attracted to that country. Thus to some extent it may be the case
that the grant of a preference may bring some indirect compensa:
ting advantage to the country which grauts if, prondod its exports
are competing with the exports of other ecoanties in the market of
the country to which the preference is gnnted.

(iié) The economic limitations of prefe:enoe in ln&n

933, We have explained in ganeral what we conceive to he the
normal eponomic effects of preierential duties, horh on the producer
in the cowntry receiving the preforquoe, and on.the consumer in tlu

i
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country giving it. 'We now have to consider the probable results of
a policy of preference in India, in view of the special features of her
economic position. This aspect of the question was examined with
great care by the Government of Lord Curzon, and thmono’lmioﬁl
wore stated in their despateh to the Secretary of State, dated the
22nd October 1903. 1In its general features the analysis of the sitna-
tion then made holds good. The Governmwent of India in 1903 found
that about three-fourths of the total imports into lndia came from
the British Empire. Indian exports on the other hand wont pre-
ponderately to foreign conutries. The situation still is in broad
outline the same, though such change as has taken place has been to
the disadvantage of the British Ewmpire, The figures given in
Appendix D show that the imports from the British Empire, which
were estimated at about 75 per cent in 1903, averaged in the five
years immediately preceding the war only 698 per cent, and in
1921-22 stood at 66'6 per cent. The percentage of India’s exports
going to the British Empire has followed a similar course of gradual
diminution. In 1903 approximately 47 per cent of Indian exports
went to the British Empire, including exports to Hongkong and the
Strates Settlements, which were, however, destined very largely for
China and Japan, The corresponding figures for the years preced-
ing the war show a percentage of 419, and in 1920-21 of 43, which
in 1921-22 fell abruptly to 373, Turniig to exports from India
to the United Kingdom, these represented in 1903 about 25 per
cent of the total exports, in the five years preceding the war the
average percentage was the same, in 1920-21 it stood at 219 per
cent, and in 1921-22 it had fallen to 19°7, Conditions have not
completely readjusted themselves after the war, but the figures
seem to indicate, for exports as for imports, some degres of relative
decline of the importance of the British Empire in the trade of India.
The present position is that india receives abont two-thirds of her
total imports from the British Empire, and sends to the British
empire, after deducting exports to Hongkong and the Straits Settle-
ments which ure destined for China and Japau, something over
one-third of her exports, ,

Indian exports not of a kind ‘o benefit appreciably from preference

~ 233. We have shown in Chapter [1I that between 70 and 80
per cent, of the imports into India come under the class of articles
wholly or mainly manufactured. On tbe other hand the exports”of
manufacturés from India amount to only some 30 per cent of the
total exports, the remainder consisting to the extent of 40 to 50
ver cent of raw materials, and the balance of articles classified
under the head of "' food, drivk and tobacco.” Broadly spesking,
thereiore, Iudia may be said to import manulactures and to export .
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raw materials and foodstuffs. This fact iswof great significance in
considering the probable results of a system of preference. The
economic advantage derived from a preference tends to be more
important il the case of manufactured goods than in the case of raw
materials. Manufactures nearly always meet with keen competition
in foreign markets, and therefore a preference on manufactures is
nearly always of value. The position in regard to raw materials is
different. In the first place they are usually admitted free into
foreign markets, so that the possibility of a preference does not
arise 3 in the secoud place it is an obviouns fast that to a large extent
hey find their markets ready made, whereas the market for manu-
actures has to be developed and carefully nursed.” With a com-
paratively small degree of competition to meet, it is clear that raw
materials stand very much less in need of preference than do manu-
factures, and that the gain to them hy preference is likely to be
correspondingly smaller. With regard to foodstuffs the general
tendency in most countries is to admit them free, and the pos-
sibilities of preference are limited.

Indian exports receiving preference in the United Kingdom

234, These general considerations are corroborated by an
‘examination of ludian exports and the possible advantage they could
derive from a system of preference. Lord Curzon’s Government in
1903 considered the possible commodities to which preference might
be extended by the United Kingdom, and found that few, if any,
were likely to receive any appreciable benefit, We are now able
to deal with the matter on & more practical basis, for, as we have
explained above, the United Kingdom granted to the whole Empire
in 1919 such preferences as were found to be consistent with the
tariff policy. The only preferences of interest to India are those
on tea, tobacco and coffee. In each of these cases the preference
took the form of a reduction of one-sixth of the duty. The pre-
ference was a genuine reduction from the general rate of duty, and
was not oreated by maintaining the existing rate for British products
and enhancing it for foreign products. The amount of the pre-
ference was reasonable. The United Kingdom early went as far as
could be expected consistently with a regard for ber own int’emt@.
We have to see what benefit within those limitations has been con-
forred on Indian producers. :

Tea. .

285, In the case of tca the value of the preference granted to India is
discounted by. the fact that her chief competitor, Ceylon, enjoys an equal
preference. Bctween them these two countries provided 86 per cent. of the tea
entered for home consumption in the United Kingdom in the year 1913, and in.
1920 they provided 90 per cent, When such a large percentage of the total

-
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- supply i3 cntitled to the preferential rate, it may be assumed in accardance with
the general economic principles which we have stated abave that the price to
the British consumer will be regulated by the preferential, and not by the general,
rate of duty. No direct bouus thercfore is likely to accrue to the Ewpire pro-
duecrs of tea from the British prefervice. The advautsge which they may be
expected to derive consists in the inereased demand whieh the reduction in price
may cause, and in the possibility of securing for themselves the remaining 10
per cent, of the British market. But in this particular case it is not entirel
clear that the capture of the remaining 10 per cent. of the British market wlﬁ
b: uf auy great advantage to the Empire tea producers.  When the question of
introdacing preferential rates in the United Kingdom tariff was under consider-
ation 1n 1919, the Indian Tea Association sxpressed some doubt as to the value
to them of the suggested preference. They thought that it would have the effect
of driving Java aund inferior China tea out of the Knglish market altogether,
that the result would be that these teas would compete keenly in American and
other foreign markets with British tea, and that the British tea exporters might
possibly losc those markets and would therefore gain nothing by the preference,
These views, however, are not those now held by the Indian Tea Association.
In 1919 the Association made a special request that India should be granted
preference in the Canadian market where Java tea was obtaining a serious bold,
a request which was grauted by the Canadian Government, and’ it expressed
itself to us as believing 1n the advantage of preference to the tea trade, and as
anticipating good results if a preference were granted by Australia, We do not
thercfore endorse the views expressed before the grant of the preference on tea
in the United Kingdom as to its possible inutility. - But we do not think that
the preference on Indian tea is only of indirect advantage to the Indian tea
producers by way of a possible extension of their market, and that it does not

operate to'increase their profits per pound of tea sold.

Coffee.

236. The [ndian coffee planters are probably in a better position to
benefit by the British preference than the tea planters, and they have consis:
tently sapported the comcession. The proportion which the Indian supply of
coffee bears to the total supply in the United Kingdom is comparatively small,
and it is possible therefore that the Indian coffee planters receive something in
the nature of a direct bonus. The Indian coffee trade is however small com-
pared to the tea trade, and it is not clear whether there is any large scope for
increased production in India, ot :

Tobacco.

237. In the case of tobacco, which howeves also occupies but a minor
position among  Indian exports, it would reem likely at fivst sight that the
preference would be of substantial advantage to the trade, But, as ' was! pointed
out in 1903, the system of laying the duty in the United Kingdom creates a dis-
crimination against Indian totacco, The duty on tobaceo in England is charged
by weight and not by value. Conrequently the cheaper article is taxed more
scverely in proportion to its value than the more expensive, and the chenp
Indian tobacco pays a duty which is particularly heavy. Even with the pre.
ference Indian tobacco remains at a disadvantage in the Euglish market.
is a case in which a higher degree of preference or a change in the system of
assessing the duty might be expected to give a real stimulus to the Indian trade.

Actual and Possible Gain to India from Preference is Small E ey
- 238. The above examination of the existing preferences granted
to Irdian products in the United Kingdom bears out our general
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propesition that Indian exports on the whole are not of a nature
capable of benefiting to any great extent by preferential rates, freely
recognise that except perhaps in the case of tobacco, the British
Goveroment has done what it can within its existing tariff system.
But only one of the major exports of India receives a preference,
and even if the tariff policy of Great Britain were to be modified, as
was proposed in 1904, with a view to extending the field of pre-
ference, we do not think that the gain to India would be great.

239. On the other hand it would no doubt be possible for India
to confer substantial advantages on British products by the grant of
preferences in her market. The nature of the British imports,
which are nearly all manufactures, makes this clear. But we do not
think that India could grant anything of great value without im-
posing a serious burden on herselt, and it would not be reasonable for
India to incur such a buiden.

Indian fear that preference must diminish protection not justified.

240. Belore dealing with what we take to be the real objection
to the grant of any extensive system of preferences by India, we
wish' to mention two points in respect of which apprehension is

- generally expressed by Indian witnesses, but which do not seem to
us to justify an adverse verdiot from the economic point of view. In
the first place many witnesses have expressed the fear that a policy
of preference would be equivalent to weakening the poliey of protec-
tion, that the grant of preference to British manufactures in the
Indian market would mean that Indian indastries would not receive
the full protection which require for their development. We need
hardly say that, if such were the probable consequences of a policy
of preference, we should, as strongly and unreservedly as the witness-
es to whom we have referred, pronounce our condemnatien. But we
have explained above that Imperial Preference involves no question
of abatement of a protectionist policy, and implies no idea of free
trade within the Empire. The Dominions, which bave freely
granted preferences to the United Kingdom, have all adopted a
pronounced protectionist policy, and they have in every case taken
care that the preferences granted by them to the United Kingdom
in no way interfered with the protection which they considered their
own industries required. We wish to make it perfectly clear that
it is essential thaa, if any preference is granted by India, it should
not be allowed in any way to diminish the ‘ull protection 'M i‘
may be decided any Indian industry requires.

Apprehensions of loss through relatioa by fere'gn countries unugnhd
241. The secoud appreheusion of ecovomic loss which we do uot
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nsider to be justified is that foreign connfries will take retaliatory
measures against India, if India excludes them partially from her
mistakes by a system of preference. This was an argument to which .
Lord Curzon’s Government in 1903 attached great importance.
They realised the strength of India's position as an exporter of raw
materials which foreign countries were interested in obtaining at
the cheapest rates. But they could not exclude the possibility that
in the case of some conntries and in the case of certain articles India
jght be open to attack. The position was re-examived by the
Government of India in 1917, and they come to the conclusion that
the dangers apprehended by Lord' Curzon’s Government on this
sccount were not serious, They thought that the strength of India’s
position as a supplier of raw materials, many of which were
monopolies or partial monopolies, had been under-estimated, and
that the Indian export trade was not likely to be seriously
prejudwed by any retaliatory action taken by foreign countries, The
position was examined once more by the Committes of the Tmperial
Legislative Council which was appointed in 1920 to consider the
subject of lmperial Preference. Their conelusion on this point is
stated in the following words :— \

“We first considered the question whether the application to the Indian
Customs Tarff of asystem of preference in favour of goods of Empire origin
woulld be likely to involve any danger of reraliation by countries outside the
Empire in respect of cur export trade.  So far, as we are able to "judge, we are
unanimously of opinion that in view of the demand for our raw materials, there
is no daug-r to be feared on this score, (and that the apprchensions of Lord
Curzon’s Government in respect of this particolar as|mct of the question would
in present circumstances bé unreal,”

242. The cousideration which we have been able to give to the

matter leads us to the same couclusions as were reached by the

Government of India in 1917 and the Committes of the Imperial -
Legislative Cotneil in 1920, While it is impossible to say that no

country. would take retaliatory measnres against India in the

event of the adoption of a policy of preference, we do not think

that any country is likely to be able to embark on such action with

ny prospect of economie ndvuntuge to itself,

243. We have dealt with two aspects of this question in ramd

o which we b eve that popular opinion is mistaken in anticipating
econumic loss 10 India from the adoption of a poliey of preference,
But we have nbown. in amly.ing the effect of preferential rates, that
theylare likely in m instances to ponaliu the consumer in the
"ountr,-mntiurm eronce, and | it is in this respect that we
anticipate that any considerable applieation of a policy of mkﬂ&m :
would cause dutiuct mnomio loss to lndi.. mbo great Moﬂw
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people in India, it must be remembered, are poor. We have through-
out our enquiry borme this consideration in mind. Our general
recommendations have been framed with a view to counfining the
sacrifice which must be demanded of the Indian consumer within the
narrowest possible limits.” It would not be consistent with our
general view of the sitnation to ask the Indian consumer to bear
ap appreciable burden for the benefit of British manufacturers. Such
burden as appears to us inevitable in the pursuit of a policy of more
rapid industrial development the Indian consumer must be asked to
bear. But he should not be called upon to bear an additional burden
on top of this for the furtherance of interests which are not
primarily Indian.

244, In this connecfion a suggestion has been wmade that
preference should never be given in the case of an industry which
is protected in India. This suggestion is not dictated by any fear
that the preference might weaken the protection granted to the
Indian industry, but by the consideration that the proteotion of the
Indian industry already imposes a burden on the Indian consumer,
and that, therefore, it is not desirable that a further burden should
be imposed on him by a preferential rate, which would undoubtedly
take the form of raising the general rate above the level which is

“required for purposes of protection. We do not think that it would
be reasonable to lay down any absolute rule to this effect, but we
congider that in selecting articles for preference the extent of the
burden already imposed on the consumer in respect of those
particular articles ehould not be ignored.

Conditions in which the grant of preference might be justifiable.

245. In our view it is clear that if preference is to be given it
must be confined to comparatively few commodities and caunot take
the form of a general preferential tarif. The commodities selected
must be as far as possible those in which British manufacturers
already bold an important part oi the market, and in which the
grant of preference is likely to develop rapidly the portion of the
market which they will command, so that the burden on the con-
sumer, if any, will be removed at an early date. We have to
recoguise however that there may be few industries which fu
the requirements we have laid down. A British industry which is
thoroughly efficient and already commands a | part of the
Indian market is not perhaps likely to stand in need of the impetus
that preference would give. The industries which would be likely
to place their faith in preference are precisely, those which are less
efficient, and the grant .of preference to them might impose a per-
manent burden on the Indian consumer, ~ Novertheless we' recognise
that there may be cases, particularly arising out :of special and
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mporary conditions, in which Tudia might be in a position to give
istance to British indnstriu without appraciable economic |U“ to
erself.

Nature of foreign competition in the lndmt market.

246. Looking broadly at the oompmrinn of foreign couu!rier
n the Indian market, we see that out of 34 por cent. of imports
erived from countries outsids ths British Empire about 18 per cent.
p 1920-21 and 13 per cent. in 1921-22 came from the United
States and Japan  After these two comes Juva, the imparts from
hich, howevar, consist of sugar, and therefors do not complete
with imports from the United Kingdom. The most serions. general
competitors of British manunfacturers therefore at the present
moment are Qmerwa and Javan, German competition in the
matter of dyes is an important factor ; and both Germany and
Belgium are competitors of whom account must be taken in the
imports of iron and steel. It must also be rememberad that before -
the war German imports into India excesded those of any other
foreign country, and that there are signs that Germany is gradually
working up this trade again. Japanese competition is mainly
confined to cotton yarn and piece-goods. The United Statos sends
large quantities of iron and steel, machinery, hardware and entlery,
instruments, apparatus and appliances, motor cars and tobacco,
which wmay be considered in varying degrees to be in competition
with British imports. These ars the main heads under which we
might expect British manufacturers to anticipate advantage to
themselves from the grant of preferences in the Indian market,

247. Wae have received a certain number of applications from
British manufacturing interests for the grant of preference. Repre-
sentations have been made in respect of dyes, motor cars, electrical
apparatus, tobaeco, drugs and rubber tyres, while a general appeal
was received from. the British Empire Producers Organisation
impressing upon us the importance of the adoption of the principle
of Imperial Preference. We are not in a position to make any
definite recommendations in regard to the merits of these varions
applications. But we think it desirable to point out certain npeota
of some of thw which have come under our consideration.

Dyes
248, m.ppuumnuhlchupmb‘bl of the most im uo wﬁioh
been 1Mnm mzonucbuon w&hh%dyu.

an industry of imperial importance, and that ifi c e
t?ﬂ't#“muﬂpdeﬂhp!nthuﬁhtdﬁeﬂ“' i
considerations, it is urged, wileh have led the United Kix "o
give special treatment to the dye i ry-should lead other parts of the I

es : W :

ltwéwwﬂut factare of dyes has been
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to do what they can to assist the development of British dyes. It is not only
that in time of war the Empire should not be exposed to the risk of finding its
supplies of dyestuffs eptirely cut off. The dye industry has a much closer and
more direct relation to the interests, and even the safety, of the Empire in the
event of war. It is recognised that an efficient dyestuff industry is of the
utmost importance to the national security, as in its absence serious difficulty
must be experienced in tarning out rapidly the explosives and chemicals required
for war, From this point of view therefore the establishment of a large scale
dyestuff industry is of supreme importance to all parts of the Empire. [t is
admitted that under present conditions there is no possibility of starting such
an industry in India. India, therefore, in time of war must be dependent on
the dyestuff industry of the United Kingdom ; and from the point of view of
Indian interests it might be thought that some help could reasonably be extended
by India to the British industry. The Indian market is of great importance,
and the Britigh industry 1s at present apprehensive that it may loss this market
and thereby suffer a severe blow. The competition is mainly with Germany
which before the war was unchallenged in the production of dyestuffs. It 1
urged that the German industry, which is a well-organised monopoly, would be

to sell even &t a loss in order to drive the British industry out of the
fndian market, and that in any case the present depreciation of the mark gives
the Germans an enormous temporary advantage in competition with the British
product. For these re , and b the British industry is still to some
extent in its infancy and has not yet reached the stage of- full efficiency, the
British companies usk for a preference in the Indian market.

249, We recognise the strength of the considerations. put forward, but we
realise also that there are important argaments on the other side. We under-
stand that in many cases the British dyes are not considered equal in quality to
the German dyes, and that therefcre by preferring the former India would be
imposing & bandicap not only of price, but of quality, on her manufacturers.
The competition of the Indian mills with Japan in piece-goods is at the present
time 8o keen that India might well hesitate to handicap her own manufacturers
by forcing them to use dearer and inferior dyes. So far as the Indian market
is concerned this bandicap might be neuntralised by increasing the duty on
imported piege-goods, but such a course would have the effect of penalising the
Indian consumer. In any case, the handicap could not be removed in the case of
competition with Japan in foreign markets,

2560, We have stated as impartially as we can the arguments which have
been used on both sides; and we fecl that, in accordance with the principle we
have adopted throughout this report, ‘we cannot go any further and on the
limited information available to us make any definite recommendation. We
think that, if the principle of Imperial Preference is adopted, the question of &
proference on dyes as affecting all interests might be examined by the Tariff

Board.

Motor cars,

261, The case for a preference on British motor cars was put before us in
writing by the Association of British Motor Manufacturers Limited, and orally
by the Motor Trades Association in Calcutta, The case of motor cars is some-
what peculiar, The ma‘n source of supply is the United States which in 1920-21
sent T cars to the value of £4.506.399, while the value of cars imported
from :‘:3.‘“ Kingdom was only £2,133987. The class of cars supplied by
the United States by the United Kingdom is different. The American cars
make their appeal to the Indian market in virtue of their chea and the.
enormous increase in the import of American cars recently shows that this is a
nouggbkh is of the utmost importance in Tudin.  We ynderstand that efforts
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are being made in the United Kirgcom to preduer ears which ‘t(mhl mom
with the cheap American cars, and a preference in the Indian market might give
a decided stimulus to this movement.

Machinery

252. With regard to machinery we have & that it is desirable that it
should be admitted free. But we would not exclude an examination by the
Tariff Board as to the effect of imposing a low impon duty on foreign machinery
while admitting British machinery free,

Cigarettes

2563, The feasibility of a preference on cigarettes might also be examined.
In 1920-21 the import trade was divided almost equally between the United
Kingdom and the United States, the latter baving a slight advantage, The
figures of recent years show that the imports from the United States have been
increasing very largely, and it is possible that a case for preference might be
made out. j

254, So far we have shown that in the nature of things any preferences
granted to India are likely to be of considerably less value than the preferences
which India might grant to the Empire; and that consequeutly in any
balance of economic loss or gain India would under any general system
of preference be a decided loser. We do not however wish to lay too
much stress on this aspect of the matter. We realise-that Imperial Prefer-
ence as between the Dominions and the mother country bhas not hitherto
been a matter of bargain. The Dominions from the first gave such pre-
ferences to the mother country as they felt were consistent with their own
policy and were not injurious to themselves. Though they made it elear that
they would welcome any response on the part of the United Kingdom, they
did not make the grant of their preferences conditional on such a response. From
1897 to 1919 no response in fact was made. When in 1919 Great Britain decided
to follow the example of the Dominions and introduced a preferéential system, she
gave freely such preferences as she felt counld be granted consistently with the
interests of her own people and the requirements of her own tariff policy, In
the same way, if India is to adopt the principle of Imperial Preference, she must
adopt it freely to the extent to which she feels she can do so without detriment to
the paramount interests of her own people, Bhe receives already certain prefer.
ences from the United Kingdom. She recognises with gratitude the spirit in which
they are given. She will not wish to look too narrowly to the actual economic
advantage of these preferences, and in turn she would cxpeet that any pre-
ferences which she finds herself in a position to grant without serions detriment
to her own interests should be received in the same spirit, and shounld be regarded
as a voluntary gift and not as part of a bargain,

(iv) Conclusions.

Causes of Indian Hostility to Preference

255. We have been impressed throughout our enquiry by tio
almost complete unanimity with which Indian witnesses opposed the
prineiple of Imporul Preference ; and it is lmportant to e:pMn ‘rbh
| causes which in our view underlm this antagonism

S ) FnrM'hhty Diminish Mdlou &
256. We bave already referred to the beliel ente
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- many witnesses that eference would operate to weaken the pro.
“tection granted to lng:u industries. This tpprehesmon can be met
by laying down definitely the principle that undor no circumstances
should preference bs allowed to diminish the protection which it
may be decided that an Iudian industry requires.

(ii) Burden on Indian Consumer

257. A second argument which has weighed with many wit-
nesses is that preference is equivalent to the grant of a bounty to
the British manufacturer at the expense of the Indian consumer,
that India is poor while Britain is rich, aud that it is not reasonable
to oxpeot the poor country to make a gift to the rich one. We have
explained that in our opinion this view of the question is not un-
reasonable, and that any general system of preference would un-
doubtedly impose an appreciable burden on the Indian consumer,
which we do not think it fair that he should be called upon to bear.
This argument may be met by the assertion of a second principle,
namely, that lmperial Preference should not involve any appreciable
economic loss to India. In estimating the economic loss it wonld be
reasonable to take into account any economic gain which India re-
ceives from the preferences granted by the United Kingdom ; and in
case any shonld be tempted to look too narrowly at the halance of
loss and gain, it is well to remember that India at present enjoys the
protection of the British Navy in return for a merely nominal
contribution.

(1i1) Fear that it will affect India’s Fiscal Autonomy

258. The main cause however of the general hostility displayed
by Iudian witnesses to the idea of Imperial Preference is, we think,
political, It is based on a feeling of suspicion. There is a fear that
if India accepted the principle of Imperial Preference she would find
that she bad parted with the newly won privilege of fiseal autonomy,
that in the nawe of Imperial Preference the tariffi policy of Indiu
would be directed not in her own interests but in the interests of
other parts of the Empire, that if India signified ber ucceptance of
the principle the details would be dictated to ber regardless of her
own interests and wishes. We think that these fears are based ou. a
misunderstanding of the true position. Many regard Imperial Pre-
ference as meaning a unified tariff policy for the whele Empire,
dictated, if not by the mother country, as least by bmdmgt«olutwm
passed at periodical Jmperial Conferences. This is a complete mis-
understanding of the real principles which underlie Imperial Pre-
ference, We bave shown above that Imperial Preference implies no
kind of interference in the tariff policy which the various Dominions
have chosen for themselves, and o idea of a system of free trade
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within the Empire or any uniform tariff policy. Tt is true that as
result of the Paris Economic Couference of 1916 already referred to,
the question of the organisation of the Empirs as an independent
cconomic uuit seemed for a time to be coming into pncnctl consi-
deration. But the ideas to which the crul?o! ‘the war gave rise did
not long survive its termination, aud the poliey of Imperial Preference
developed on its original lines. Each part of the Empire took such
steps as it felt could reasonably be taken consistently with its own
interests to promote inter-imperial trade and the manufactures of the
mother conntry. This is the meaning which we attach to the polioy
of Imperial Preference, and all our recommendations must be read
as referring to such a policy, and not to any idea of a joint tariff
policy for the Empire imposed on the various component parts.

The assurance of the British Goveroment regarding fiscal autonomy.

259. But the doubters think that, whatever may be the policy
in regard to the Dominioas, India stands in a different relation, and
that the principle of lmperial Preference may be utiliset! against
India to interfere with her fiscal autonomy. We would remind
them that the principle of permitting India to decide her own fiscal
policy has been stated in the most explicit terms. We quote once
more the recommendation made by the Joint Select Committee on
the Government of India Bill in their report on clause 33 :—

“ Whatever be the right fiscal policy for India, for the needs of her con.
sumers as well as for ber manufacturers, it is quite clear that she should have
the same liberty to consider her interests as Great Britain, Aastralia, New
Zealand, Canada and South Africa. 1u the opinion of the Committee, therefore,
the Secretary of State should as far as possible avord interference on this subject
when the Government of India and its Legislature are in agreement, and they
think that his intervention, when it does take place, should be limited to safe-
guarding the international obligations of the Empire or any fiscal arrangements
within the Empire to which His Majesty’s Government is a party."”

In his despatch of the 30th June 1921 the Seoretary of State
said that on behalf of His Majesty’s Government he bad accepted
the principle recommended by the Joint Committee in thn passage.
It is true that some doubt may be arcused by the words ** any fiscal
arrapgements within the Empire to which His Majesty’s Governmeut
is a party,” But we have explaived that Imperial Preference, as
hitherto practised und as understood by us, cannot involve any dic-
tation by Hm Majesty’s Government to any portion of the Empire,
The couvention which the Secretary of State has undertaken to
‘establish gives, it is true, uo assurance that a policy favoured by the
Indian Legislature will necessarily be adopted. But it does, we
M\mi. give a practical ‘assurdnce that vo sal moasures wl
Indian Legislature does not .?r ove will be adopted in India.
fear ﬂunlm that pumnla pplications of a policy of
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can be made contrary to the wishes of the Legislature appears to us
to be illusory. Nevertheless we would put the matter beyond all
possible doubt by asserting as our third principle that no preference
should be granted on any commodity without the explicit approval
‘of the Indian Legislature.

The Imperial aspect

260, Hitherto we have discussed this question purely from the
point of view of India’s interests and India’s feelings. But we are
not blind, and we do not believe that Indian opinion will be blind,
to the larger lmperial aspect. In discussing the advantages that
Great Britain might derive from a preference in the Indian market
we have hitherto treated that advantage solely from the narrow
enonomic aspect, and it has presented itself as an advantage to be
derived by particular industries or particular manufacturers. But
even on the material and strictly economic side the interests involv-
ed are far wider than those of the prosperity of particular industries.
We do not forget that the United Kingdom is the heart of the
Empire, that on its strength depends the strength and cohesion of
tho empire, and that its strength is bound up with the prosperity of

_its export trade, which has enabled a small island to find the resources
which bind together and uphold the great Commonwealth of
Nations known as the British Empire. Unless the United Kingdom
maintains its export trade the heart of the Empire will weaken, and
this is a contingeney to which no part of the Empire ean be indif-
ferent. Nor again do we forget that the communications of the
Empire are guarded by the British Navy, and that the burden of
maintaining that essential service falls almost entirely on the people
of the United Kingdom.

The sentiment of Empire

261. While however we do not igrore the material side of the
policy of Imperial Preference, we believe that the sentiment with
" whieh it is associated is even more important. Imperial Prelerence
iz regarded throughout the Empire as a means of strengthening: the
ties ‘which bind together its scattered units. Adhesion to the
policy of lmperial Preference is thus coming to be regarded as
a test of loyalty to the Empire, as a proof that the various parts
of the Empire look beyond their own immediate interests and
recognise their position as parts of a greater whole. From this point
of view we firmly believed that India should not turn her back on the
principles which have been adopted in the greater part of the Empire
and are rapidly being extended to the remainder, We would not
bhave India standing in a position of moral isolation within the ire
“The view bas been expressed that in consequerce of India’s special
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sconomic situation, which we have explained in detail above, and her
consequent inability to grant prefereuces which are likely to be of
serious economic value, such a gift as she might make would be re-
garded as valueless. We are convinced that such a view is wholly
mistaken, and that on the contrary a free gift from India, however
small, would be welcomed by the United Kingdom as a gesture of
friendship and as a prooi that India realised her position as a mem-
ber of the Empire.
Decision must rest with the Legislature.

262. We recognise that the question of Imperial Preference is

b

*

one which can only be determined in accordance with Indian.

opinion ; and that the Indian view can he best ascertained by
roference to the Council of State and the Legislative Assembly,
without whose free consent no such policy ean be adopted. We feel
confident that the Indian Legislature will consider the obligations
of India in this matter as a component part of the Empire. We have
endeavoured to indicate certain principles which should govern the
application of the policy, if adopted. We repeat them once more,
In the first place, no preierence should be granted on any article

without the approval of tbe Indian Legislature. Secondly, no
prefereuce given should in any way diminish the protection required.

by Indian iudustries. 7Thirdly the preference should not involve any
appreciable economic loss to India after taking into account the
economic gain which India derives from the preference granted her
by the United Kingdom.

Suggested enquiry by Tariff Board.

263. 1t is evident that the Legislature can hardly be asked to
pronounce an opinion on the policy until it has some idea of the
extént to which its application is feasible. We must therefore
recommend that, as a preliminary to any consideration of the desir-
ability of India adopting the policy of Imperial Preference, an

examination should be made by the Tariff Board to determine

whether there are any commodities on which preference might be
given in accordance with the principles which we have laid down,
to the benefit of the Empire and without detriment to Indian
Interests,

Policy to be adopted towards the Dominions and Colonies.

264. Hitherto in discussing the question of Imperial Preference

we have confined our consideration to preferences granted to the
mother country. With regard to other parts of the Empin we
would recommend a different policy. We snggest that to the Umted
ngdom should be offercd suck preferences as India may find she
is able to offer vu.hout. sppnomble injary to herself, With regard

Wi
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to other parts of the Empirs we racommend a poliey of reoiproo’ity
such as is already adopted by more than one Dominion for inter-
dominion trade relations ; that is to say, preference should be
granted only as the resuls of agreemants which might prove to the
mutnal advantage of both parties. In this connection India would
doubtless not be unmindful of the fact that she already enjoys the
benfit of certain concessions granted by Canada and New Zealand.
The agreements which we contemplate would be purely voluntary ;
there would be no kind ' of obligation on India to enter into them
unless her own interests appeared to demand it ; and it is evident
that political considerations could not be excluded in determining
whether it was desirable for India to enter into an economic agree-
ment or not.

W The question—a practical one

265. We think it is necessary that there should be laid down for
India some policy of the nature outlined above in regard to trade
relations with otber parts of the Empire.  We have alrendy mention-
ed that India receives preferences from Canada and New Zealand.
‘We nnderstand that proposals for reeiprocity were received in 1919

from one oi the Dominions. We have recently heen informed by the
Canadian Government Trade Commissioner to India that a prefer-
ence on motor cars granted to Canada would stimulate the prasent
tendency for the well known makes of American cars destined for
the Indian wmarket to be made in Canada, and would be regarded
as a graceful reciprocal act of the part of India. It see ;.8 probable
that this benefit could be couferred on Canada without any appreci-
able loss to India. We have also received strong representations from
the Govt. of Mauritius and the Mauritiuvs Chambers of Commerce
and Agnculture requesting that preference may be given to Mauritius
sugar in the Indiau market. We realise that, judged by ordinary
economic principles, the case for a preference on Mauritius sugar is
not strong. The proportion of Mauritius sugar to the total imports
of sugar into India is small, and there appears to be little probability

- that Mauritius will ever be able to supply the whole Indian market.
Nor does it seom that Mauritius, though willing to grant India rcei-
procal benefits, would be able to offer anything which would be of
material advantage. At the same time it has been urged that the
ma_)orny of the population of Mauritins is Indian, that Mmmtml
SUEAr is aruwn entirely by Indian labour and that a large vrowr-
tion of it is owned by Indian proprietors. A case like this is, we
consider, suitable for ¢xamination by the Tariff Board ; and th
Legislature should then decide after balancing the uluutaqom&
disadvantages whether it would be to the interests nf Iudl nter
into & reciprocal agreement with Mauritius, :




The Minute of Dissent
of the President and the Indian Members.

The reasons which have moved us to write a dissentiug minute
may be stated in a few words :

(o) The main recommendation ‘has “been bedged in by oonclmonl aud
provisos which are calculated to impair its utility.

{B) 1n plages, the language employed is half-hearted and apologetic.

(¢) We are unable to agree with the views of our colleaguvs on Excise,
Foreign Capital, Imperial Preference aund the cominnnlon of the Tariff Board,

2. Oar first objeotion is to the statement in the Report that
we recommend & policy of protection. to be applied with dis-
crimination along the lines of the Report.” To formulate a policy
in these words is open to objection becavse

(1) In the first place, it mixes up policy with procedure.

(11) In the second place, by emphasising the method of uﬂying out the
policy the vital issue of the'problem is obscured.

(111) In the third place, it ignores the fact that every country applies
PROTECTION with discrimination suited to its own conditions,

(1v) Fourthly, in our opinion, the outlook of our colleagues is different from
ours, We do not, therefore, feel justified in subscribing to the view that Protec-
tion should be applied with discrimination * along the lines of the Report,”

In our opinion, there should be an unqualified pronouncement that
the fiscal policy best suited for India is Protection,,

3. The manifold advantages which a policy of intense indus-
trialisation will secure to India are undisputed and our unanimous
conclugion is embodied in paragraph 54 which may be quoted here :

 We bave considered generally the advantages and the possible disadvaa-
tages which would attach to a considerable development of Indian industries,
We have no hesitation in holding that such a development wou!d be very much
to the advantage of the country asa whole, creating new sources of wealth,
encouraging the accumulation of eapital, enlarging the public revenues, provid-
ing more profitable employment for labour, reducing the excessive dependence
of the country on the unstable profits of agricultare, and finally stimulating the
uational life and developing the national character.”

4, We would, however, place before the oouatry the goal to
be aimed at, namely, that India should attain a position of one
of the foremoat industrial nations in the world, that instead of
being a large importer of manufactured goods and exporter mainly

of raw materials, she should so develop her industries as to enable
ber within a reasonable period of time, in addition to supplying

ber own needs, to oxpnrt her surplus mwanuiactured goods. With

57
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the natural advantages which India possess it is by no means difficult
to reach this goal at an early date. India has an abundant supply
of raw materials, a plentiful supply of labour, adequate capital and
a large home market. All the requisites ior industrial growth and
development are thus present much more so than in many countries
which have, without such advantages, attained a commanding
position in the industrial world. There appears to be no reason
why India should not reach s similar, if nota higher, position.
This goal can only be reached by a whole-hearted co-operation of the
State and of the people. As pointed out in paragraph 58 of the
Report, the tariff systeme prevailing generally thronghout the world
are based on the principle of protection, The State and the people
co-operate and the result is' great economic prosperity. Until
recently, the Governmeht of India were unable to frame a tariff
policy which wonld have been in the best interests of India. That
position has now changed. In the first chapter of the Report: it has
been pointed out how India has now attained fiseal autonomy.
The Government of India is, therefore, free to adopt, in co-operation
with the Indian Legislature, such measures as may appear to them
necessary for promoting the industrial development of lndia and the
consequent economic prosperity of this country, The appointment
of this' Commission is the result of such freedom conceded to the
Government of India under the Reform Scheme.

b, We are unanimous in recommending that a policy of pro-
tection should be adopted. Our disagreement arises from the fact
that the policy of protection recommended by our colleagues is
qualified by the words “to be applied with discrimination along the
lines of the Report.” We do not know of any other country in the
world, including the British Dominions, which have so qualified the
policy of protection, While it is periectly relevant for the Commis-
gion to indicate the lines on which protection may be worked in
the initial stages, the recommendation of the policy should be clear
and unequivocal, While our colleagues recommend “a  policy of
protection to be applied with discrimination along the lines of ‘the
Report,” our recommendation is that a “‘poliey of protection” should
he adopted in the best interests of India. The policy has not only
the unanimous supportv of the people of India, but is on the same
lines as it prevails in all other protectionist countries of the world.

6. While we agree that the policy of protection should be
applied with discrimination, we do not think that'any qualifications
or limitations should be made a condition precedent to its adoption.
We recognise that in the efforts to -attain & prominent position in
the industrial world, India will have to pay a pries. The economic
(well-being of India which we aim at in the tariff pelicy which we
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recommend « éannot be - obtained without making a sacrifice. It is
for this reason that we agree that the policy should be applied with
dmﬂmlnutlon The discrimination with which we agree is intended
to minimise such sacritice as far as possible consistently with reaching
the goal which we are putting before the country. We do mnot
subscribe to the condition that such discrimination should be “‘along
the lines of the Report.” The conditions lnid down in Chapter VII
appear to us to be stringent, and will entail considerable delay in
giving effect to the policy which we bave nnanimously recommended
and will not produce adequate results. We share the concern shown
in the Report for the interests of the consumers, and we agree that
the policy should be applied in guch a manner as to reduce the
burden ou the consumer to the minimum necessary for the purpose
of carrying out the object in view. In the present economic condi-
tion of India, limitations in the interest of the consumers are
necessary, but ‘we anticipate that if immediate effect is given to the
policy we recommend, India will begin to grow economically prosper-
ous within a reasonable period of time. It is, therefore, necessary
to make it clear that while the policy of protection u:?uld endure
till the goal is reached, discrimination must vary according to the
circumstances for the time being and should not be applied rigidly
along the lines indicated in the Report. We may point out here
that while we want India to rise to a commanding position in the
matter of her industrial development under the policy of protection,
our colleagues anticipate as a result of the qualified policy which
they recommend that “India for many years to come is likely to
concentrate on the simpler forms of manufactured goods” (paragraph
310). A policy which is likely only to lead to this result for many
years to come is not and cannot be acceptable to the people of India,
In all protectionist countries, the Government and the Legislature
as representing the people regulate the application of the policy of
protection in a manner most suitable to local conditions and eircum-
stances, and there appears to us no reason why the discretion of
the Government of India and the Indian Legislature should be
fettered in any way. The records of the Provincial and Central
Legislatures conclusively show that non-official members bave vied
with one another in pressing on the attention of Government the
interests of the masses, We can, therefore, coufidently leave the
interests of the consumers in the hands of the non-official members
of the Indian Legislature who are representative of large and varied
iuterests. We should, therefore, recommend that the application
of the policy of protection should be regulated from time to time by
such diserimination as may be considered necessary by the Govem
ment of India aud the Indian Legislature,
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7. While recognising the necessity of caution in the application
of the principle of protection in the interests of the masses we do not
think it would be right' to hedge the policy in such a manner as to
lead to -inadequate results, - We wiay, therefore, emphasise the fact
that we desire immediate effect to be given to the policy recommend.
ed by us in order to achieve the object in view as early as possible,
India’s dependence upon agriculture has found her in serious
econownic difficulties. Through the operation of world causes, the
cost of living has enormously increased during recent times and
there is a great amount of misery prevailing in the land. The
revenue needs of the country have enormously increased and taxation
bas been raised to an unbearable level. It is, therefore, essentially
necessary that immediate steps should be taken to adopt an intense
polioy of industrialisation to ensure the creation of new sources of
wealth, encouragement for the accumulation of new capital, enlarge.

ment of spublic revenues and providing more profitable employment
for labour, ‘

8. We regret that our colleagues should have thought it neces-
sary to justify the fiscal policy hitherto pursued ; there is consider-
able difference of opinion as to its wisdom or suitability. 'We are not,
‘therefore, prepared to accept that portion of the Report dealing with
the subject. We would, however, point out that*all the necessary
requisites for industrialisation have existed in India for a long time
and if a policy of protection had been adopted, say at least a gene-
ration ago, if the same freedom to regulate her fiscal policy had been
conceded to India as was conceded to the Self-Governing Dominions,
India would have made by this time great progress in the direction
of industrialisation and would not have Leen found in the state of
economic backwardness in which we now find her,

9, The Industrial Commission bas placed on record the policy
pursued in India in the following words :

** The commercial ingtincts of the East India Company bad from its earliest
days in thie country led it to make various attempts to improve those Indian
industries from which its export trade was largely drawn, as for example, by
organising and financing the manufacture of cotton and silk piece-goods and
silk yarn, although this policy met with opposition from vested interests i
England, which were at oue time sufficiently powerful to insist that it should
be suspended and that the Company should instead concentrate om the export
from India of the raw material necessary for manufactures in England. The
effect of this traditionsal policy continued for some time after the Company had
ceased to be a trading body aud even after it had been replaced by the direct
rale of the Crown, and doubtless moulded such subsequent efforts as were made
in the same dircction by Government. But as laissez-faire views graduall
gained increasing acceptance both in England and in India, these lp“!)ﬂd
efforts became less frequent and the first effort at a gencral policy of industrial
dev lopment took only two forms—a very‘imperfect provision of technmical and
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industrial education, and the collection and dissemination of commercial and
| industrial information.” . ;

10. As admitted in the Report, in view of her past achieve-
ments'India’s capacity'to be an industrial country cannot be doubted.
The Industrial Commission found that *the industrial system is'
unevenly and in most eases inadequately developed and the capitalists
of the country with a few notable exceptions have till now left to'
other countries the work oi and the profit from manufacturing her
valuable raw materials or bave allowed them to remain unutilized.”
1f the Industrial Commission had not been debarred from consider-
ing the question of Indian fiscal policy, we wventurs to think that
they would have come to the same conclusion as is held by the people
of India that this result was to the polioy of free trade imposed
upon India. If a policy due to

“ yested dnterests in England which were at one time sufficiently powerful
to insist that.....................the (East India) Company should c?‘%oehtrate on
the export of raw materials necessary for manufactures in England® (Industrial
Commission Report).

bhad not been adopted, the Indian artizans, whose skill was recog-
nised throughout the world, could have easily adapted themselves
to conditions produced by the advent of machinery, and the economic
history of India would have been differently written. We believe
that the industrial backwardness of India is in no way due to any
inherent defects amongst the people of India but that it was artifi-
ciaily created by a continuous process of stifling, by means of a forced
tariff policy, the inborn industrial genius of the people. In para-
graph 57, doubts have been cast on the view of the Indian people
that India was a country of great wealth which attracted foreign
invasions and drew to its shores adventurous spirits from European
countries. We would fain have left the past alone as no useful
purpose can be served by raking up historical facts which can have
uo direct bearing on the tariff policy which is best suited to the
conditions of India. We are, however, constrained to refer to the
position in view of the remarks which our colleagues have considered
it necessary to make for arriving at a conclusion on the subject.
The works of eminent writers such as Meadows Taylor, Lecky,
Romesh Chandra Dutt, Wilson and Professors Hamilton and Jadu-
nath Sirear show how great India’s economic and industrial position
was in the past. A few extracts from these authors will be found
in the Appendix. - ;
3 : Excise Policy. , ;

11, We must record our dissent from the policy rocommended by
our colleagues in regard totexcise duties, 1t may be pointed out
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that towards the close of the Middle Ages internal duties formed a

substantial part of revenue resources ; but even in those days, they
were regarded as an obnoxious metbod of taxation. The more en-
lightened policy of the modern age has gradually swept away all
internal duties which hampered trade and industry and excise on all
articles excepting those which are zm\mou- to public health and on

a few luxuries. Our oolluguel have in paragraph 143 referred to |

the excise policy of various countries irom which it is evident that in
most civilized countries such duties are reltrlcced to alecohol and
tobacco. They state :—

“ In the British Colonies and the United States of America. excise taxation
has gradually been confined to these articles. But on the continent of Europe

msny countries have applied the excise system to other commodities, such as sagar

and salt, while France employs not only a comparatively wide range of excise
daties, but also a system of State monopolies under which the whole profits from
the manufacture of excisable articles, such as tobacco and matches, are sccured
to the State. In Egypt after the establishment of two cotton milll in 1901
the Government subjected their product to a consumption tax of 8 per cent. as
compensation for the loss of customs revenue, In Japan cotton cloth is subject
to a consumption tax which comprises both an excise duty on home prodaction
and a surcharge on the customs duty on the imported articles, A rebate is
allowed if the cloth is exported. Japan also levies a consumption tax on
kerosene and an excise duty on sugar,’

12 We will state at once that in our view excise duties should be
restricted to such articles as alcohol and tobacco which are regarded
as injurious to public health or to public morality and the consump-
tion of which it is desirable to check and to a few luxuries. This is
the policy which is at present adopted by the United States of
America and the British Colonies. It has the support of Professor
Plehn who argues that excise is a justifiable source of revenue when
it is levied on articles such as wines, tobacco, ete., whose consump-
tion it is desirable to check in the interests of the community and
that if more revenue is required it may be justifiable to impose excise
on articles of luxury produced in the country.

13. Asregards the instances of European countries quoted by our
colleagues, viz., excise on sugar and salt, it may be pointed out that
sugar may well be regarded as a luxury and the question of duty on
salt which India also levies had led to considerable diffarences of
opinion and cannot, therefore, be regarded as a precedent for a
goneral excise policy. The case of France and Japan is different.
France has adopted a policy of State Monopolies under which the
whole profit from the manufacture of articles is secured to the State.
A policy of this kind which a State works as a monopoly cannot be
regarded as a guide for a correct policy on excise matters. The con-
sumption tax on cloth manufactured in Japan cannot be held to

provide any precedeut for the purpose of a similar policy in Iudia,
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This tax is levied in Japan with the specific objeet of encouraging
the export of cloth and to economise home consumption. Such ‘a
policy may be justifiable in Japan because she has developed her
industries under a system of high protection and is able to manufao-
ture for the purposes of export. This condition does not apply to
India which is hardly able to supply 50 per cent. of her own re-
quirements. We have dealt with the excise duty on sugar which
we regard as coming within the category of luxury, We are not
awara of the faets in regard to the excise duty levied by Japan on
kerosene, but one instance in one country cannot justify the laying
down of an excise policy for India. The best principle to follow
appears to be that of the British Dominions and this supports the
viow we are recommending. The only other case which remains
to be dealt with is that of Egypt. [t is stated that ' in Egypt after
the establishment of two cotton mills in 1901 the Government sub-
Jjected their product to a consumption tax of 8 per cent. as compen-
sation for the loss of customs revenve.” We wish our colleagues
had not quoted the cass of Egypt. In view of the political control
which England exireised over Kgypt and the history of cotton excise
daty in India embodied in Chapter 10 of the Report, the conclusion
appears irresistible that the excise duty on cotton piece-goods in
Egypt was due more to Lancashire influence than to any idea of
compensation for the loss of customs revenue.

14. Our colleagues recommend the imposition of excise duties
on certain principles noted in paragraph 151 of the Reéport. The
reasons why we do not agree with them have been stated, We may
emphasise the fact that excise duties hamper industries and lead
to undue interference with local manufacture, and it is for thie,
amongst other reasons, that excise duties are restricted in almost
all eivilized countries to the articles the consumption of which it
is necessary to check in the public interest and to a few luxuries.

15. We may point out that during the period of the war every
belligerent country was hard pressed to obtsin revenue from every
possible source. In spite of such over-powering needs for revenne
to carry on fhe war, none of them resorted to excise duties of the
kind which our colleagues have recommended as a general policy
to be adopted in India. An effort is made to meet this point in
paragragh 146 of the Report, but we do not regard it as in any
way convincing. The United States of America has gone dry and
still no excise duties of the kind recommended have been imposed.
Even if a large portion of the people of India abstains from indulg-
ing dn mtonutmg drinks, asis implied in the statement in the
report “‘we have pointed out above that the British Treasary is able
to tax the general population by means of heavy excise duties on



904 THE FISCAL COMMISSION'S REPORT

alcohol, and that this excise does not have the same wide inecidence
in India,” it can hardly be regarded as any reason for imposing
excise duties on the lines recommended. It cannot be contended
that the needs of the Indian exchequer can possibly compare with
the needs of the belligerent countries during the war, and it must
be obvious that when none of them resorted to this form of taxa-
tion, it cannot be justified in India as a general policy. In this
connection, we would invite attention to the case of Eogland heiseli,
England raised revenue several times larger than the amount she
collected before the war. She imposed a duty of 33 and one-third
per cent on imported motor cars but did rot put any countervailing
excise duty on locally manufactured cars. England has been a
free trade country and the principles of that policy coupled with
the over-powering needs for revenue would have justified the
imposition of countervailing excies duties on locally manufactured
cars. The fact, however, remnins that she did not put any exocise
duty on cars wanufactured in England. This instance alone is,
in our opinion, sufficiently conclusive to show that the excise policy
recommended by our colleagues in regard to local manufactures
cannot be justified.

16. Wae share with our colleagues the concern for the interests
of the consumers in regard to the application of a policy of pro-
tection. We should like, however, to ask how this concern is
consistent with the excise policy which they have recommended.
They propose that— ‘

“‘when an industry réquires protection, auy further necessary taxation on
its products may, if other conditions are fulfilled, take the form of an excise
duty pLus an additional import duty, The latter should fully countervail the
former and may be pitched at a little bigher rate.”

One of the conditions referred to is that “‘excise duties shovld
ordinarily be confined to industries which are concentrated in
large factories or small areas.” Coupled with this condition is
the recommendation in paragragh 170, viz., “‘if, on the other hand,
Government hold that their revenue requirements make it ebliga-
tory to levy taxation on cotton cloth in excess of this amount, it
will be necessary for them to formulate proposals in accordance with
the priuciples we have explained, and to lay these proposals befere
the Legislature.” The effect of these recommeadations with regard
‘to an excise duty on cotton piece-goods is as follows :—

17. Assuming that the Tariff Board decides thata. prmm'e
duty of 10 per cent. is required for the textile industry and the
revenue requirements of Government make it obligatory to levy
excise taxation on cotton cloth to the extent of 5 per cent., the
import duty will have to be raised to approximately 17 per cent,



THE MINUTE OF DISSENT 905
he price of cloth will thus rise to a parity of 17, per cent.. The:
conomic condition of india is admitted to be such that a large
art of the population is under-clothed and under-fed. . It is a
ell-known fact that prices of cotton pince-goods have econsiderably:
isen during recent years and the eifect of it on this article of
ecessity may be judged from the speech of our colleague, Mr.
. W. Rhodes in the Legislative Assembly. He pointed out that,
he average consumption of cloth in India before the war was
8 yards per head, while in 1920-21 it had gone down to 10 yards.
he consumers in India will have to bear the necessary burdeu in
he wider interests of the couutry, as a result of the protective
olicy which the Commission has recommended. To suggest that
urther burdens should be imposed upon them by increased import
duties for the purpose of couutervailing excise duties is hardly,
consistent with the interests of the consumers, many of whom have
to be content with insufficient clothing. :

18. Our colleagues have referred to the power which the
Central Legislature exercises under the Reforms and have stated
that the question of cotton excise duties should be left to the
decision of Government and the Legislature. We have already
recorded our confidence in the Central Legislature in regulating the
policy of protection and we would have unhesitatingly accepted
their recommendation if the policy of excise duties, as recommended
by our colleagues, was sound in principle. The exercise of diseretion
is only possible in matters which are sound in principle. We have
shown that the excise policy as recommended by our colleagues is
unsound in principle, and the question of the direction of the
Legislature cannot therefore arise. As, however, the constitutional
question Las been raised by our colleagues, it is necessary to mnote
what the actual position is. In all countries enjoying responsible
government the Legislature is wholly elected and the executive
goverument is responsible to the Legislature, Dauring the transi-
tional period the position in India is different. The Government is
not responsible to the Legislature, and that body is not wholly
olected, The budget estimates are prepared by the Executive
Government and important items are non-votable. Even in regard
to the items which are subject to the vote of the Legislature the
power of reinstatement vests in the Governor-General, The con-
stitution of the Legislature also requires examination. There are
143 members in the Legislative Assembly. Assuming that every
memhp is present—experience has shown that this has not been so
in practice—47 non-official members can, with the help of the official
Vote, out-vote 71 non-official members, It must be obvious therefore
that the result of a vote in the Legislative Assombly, unless there is

57(a)

B
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a clear majority of non-official members, canuot be regarded as
representing the views of the country. If the policy of excise
duties, as recommended by our colleagues, was sound in principle
and the vote of the non-official members of the Assembly had a
binding effect we would have no hesitation in accepting the recom.
mendation to leave the decision to such vote. We, however, hold
that excise duties beyond the limitation indicated by us are mot
sound in principle. 'We, therefore, reiterate our conclusion that
excise duties in India should be restricted to alcohol, tobacco, and
such other articles, the consumption of which it is desirable to check
in the interests of the community, and to a few articles of luxury.
Cotton Excise

19, We have nothing to add to the history of the cotton excise
duties contained in the Report, but we do not agree with the con-
clusion arrived at. Our colleagnes provide for a possibility of excise
duties being levied on cotton piece-goods and other articles of local
manufacture which is opposed to the policy generally adopted by the
civilised world and is contrary to the conclusion which we have
come to in regard to the general policy of excise duties.

20. The Indian point of view is conclusively shown by the evi-
dence of witnesses who appeared before us. It is that the people of
India are opposed to the levy of cotton excise duties either to
countervail the import duty or for revenue purposes. Questions
were asked by members of the Commission as to whether they
would agree to the imposition of an excise duty on cotton piece-
goods for revenue purposes, and the answer was mostly an emphatic
negative, The debates in the ludian Legislature have proved
beyond doubt that the sentiment of the people of India is opposed
to this form of taxation. It has been admitted in the report that
excise duty on cotton piece-goods is no longer fully countervailing
and that in spite of this fact ‘‘the great magority (of witnesses) Both
Indian and European have demanded its abolition.”

21, We have pointed ont in the previous chapter what in our
opinion should be the policy in regard to excise duties and we
believe that correctly represents the Indian view, We cannot
understand why our colleagues have recommended that—

¢ the British Government should announce its intention of allowing the
Government of India to decide the question in agreement with the Indian

Legislatare.”

This recommendation casts a doubt upon the fiseal freedom which
India has already attained. The recommendation made by our
colleagues is in contradiction of the history embodied in Chapter [
of the Report showing how ludia hus now become fiscally free. 'In
paragraph 4 of the Report, refcrence is made to the Despateh of the
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secretary of State dated the 30th June 1921 in which he says that
o bas accepted om behalf of His Majesty's Government  the principle
ecommended by the Joint Committee in their Report on clause 33
f the Government of India Bill. India is, therefore, entitled to
egulate her customs tariffs as is most suitable to herself and it
ppears to us highly prejudicial to the interests of this country for a
ommission like this to suggest that any such announcemant is neces-
ary before action can be taken in the matter of cotton excise duties,

22. Our colleagues proceed to point out the financial difficulties
i the Government of India. We concede that such difficulties do
xist, but it is necessary to point out that the eotton excise duty
as not imposed [or revenue purposes, that it was levied purely to
ropitiate Lancashire and that the amount of revenue received has
ubstantially increased during recent years in consequence of higher
rices of piece-goods as the result of war conditions. It may be of
interest to note that the average annual revenue from cotton excise
uty for five years preceding the war was only Rs. 48,44,100. In
ther parts of the Report, recommendations have been made to
abolish certain duties which were levied expressly for revenue
urposes, and the following statement shows the effect of such
ecommendations on the revenues of the Government of India.

Abolition of export duty on tea we 60 lakhs,
Abolition of import duty on machinery o 105 lakhs.
Abolition of import duty on raw materials ... 61 lakhs,
Abolition of import duty on coal 5 lakhs-
Abolitiou of import duty on hides and skms we 62 lakhs,

293 lakhs.

A further recommendation is that semi-manufactured goods used in
Indian industries should be taxed as lightly as possible, The esti-
mated income from articles wholly or mainly manufactured is
Rs. 4,77,00,000 which will, if the recommendation is accepted, be
reduced by an amount which can hardly be negligible,

24. It will be observed that revenue considerations have not
deterred our colleagues from recommending the abolition and
reduction of those duties which have been specifically imposed for
revenue purposes, uvor have they prevented them from recommending
payment of bounties and subsidies. It is only when the question of
abolishing the cotton excise duty is comcerned, that their keen
solicitude for Government revenues manifests itself. It has aluady
been pointed out that cotton excise duty is mnot levied for revenue
purposes, that there is an overwhelming feeling amongst the Indian
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public to abolish this duty and that the Government of India
have already declared their intention of removing it. 1t has been
nnanimously decided that the Commission is not in a position to
determine what amount of protective duty is necessary in regard to
any article and the duty of enquiring into and making recommenda-
tions on the subject has been left to the Tariff Board. The whole
case for exoise duties has been based on the revenue requirements
of the Government of India. It appears to us that the real remedy
to put lmperial finance on a sound basis is to take immediate
measures to fill the reservoir of India’s national wealth from which
State revenue can be easily drawn. The best way to replenish the
reservoir is to stimulate industrial development by a policy of
protection. We may quote in this connection the case of the United
States of America and Japan,

The following statement furnishes the growth of state revenues in
those countries. v

UNITED STATES OF AMERICA JAPAN

Year Duties Collected Year Duties Collected
Millions of dollars Thousands of Yen

1870 1915 1916 33'822

18756 1564’56 1917 33019

1880 1827 1918 61°696

1885 1781 1919 69°435

1890 226'5H 1920 74414

1895 129 6

1900 229'4

1905 2871

1910 326°3

1920 3080

1921 2750

1922 3300

The above figures speak for themselves, 1n our opinion, there-
fore, the real remedy is to improve the economie condition of India
by promoting its industrial advancement and not by imposing
excise duties on local manufactures,

25, The revenue duties—and 11 per cent on textiles isa
revenue duty—have been imposed without reference to their pro-
tective effect and such duties bave been levied irrespective of their
¢ffect on local manufactured goods. A duty of 15 per cent is
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imposed on articles wholly or mainly marﬁifdoi‘ﬁrdd. 25 per cent

on sugar and 30 per cent on silk piece-goods. Though sugar may

well be regarded as an article of luxury and on which excise duties

are levied in some countries and silk piece-goods are classified

i

amongst articles of luxury, no excise duty is levied on any of these

articles. It is difficult to understand why our colleagnes have
shown in view of all these facts so much concern about cotton excise
duty which was admittedly' imposed not for revenue purposes but
for other well-known reasons. )

26. As already pointed out, the British Government has not
imposed avy excise duty on such an article of luxury as motor
cars when she levied so' high a duty as 33 and ove-third per cent
on their import. If the Government of Tndia desire to maintain an
import duty of 11 per cent on textiles for the same reasons as they
levy import duties on other articles tbe'y may retain it at that figure.
1f they consider that they can reduce it to 7' per cent or any other
figure, they are perfectly free to do so ; but we hold the emphatic
view that for maintaining India’s self-respect it is necessary to
abolish the cotton excise duty.

27. Our colleagues subscribe to the suggestion of a clean slate,
1f that is so, then the conclusion is inevitable that the cotton excise
duty must go, This is the upanimous sentiment of the people of
India and should, we think, be given effect to immediately,
Whether anything should be written in the slate again after it
has been wiped clean must depend upon the policy of excise duties
laid down for this country and in regard to which we have express-
ed our views in the previous chapter,

28, There is one aspect of the question to which special atten-
tion should be drawn. When, in consequence of the first gift of
£100 millions which India contributed for the prosecution of the
war, India was allowed to raise the import duty on cotton textiles
to 76 per cent without raising the excise duty on cotton piece,
goods manufactured in India, a storm of protest was raised by the
Lancashire interest in Parliament which led to much embitterment
of feeling in India. Again, in 1921, the needs of revenue became
insistent probably owing to the loss sustained by the policy of
Reverse Councils and the import duty on cotton textiles was raised
to 11 per cent. The agitation which was carried on in England is
well-known. The Report records the facts in the following words :—

! whole question is permeated with suspicion and resentment ; and
these !I:Tingl bave been kept alive by the uﬁo:w taken by the M
of the Lancashire cotton industry in 1917, in 1921 qﬁdwnyuhhqnqm ,
few months, the system which their infuence hed for so many years impi
upon India,” > ' A o

¥

M
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29. We should like to invite attention to the political effects
in India of such agitation by Lancashire representatives. It is, in
our opinion, essentially necessary that cordial relations should
subsist between India and England. The imposition of cotton
excise duties is one of the principal causes of estrangement between
‘the two countries. Far-sighted statesmanship demands that this
cause should be removed. The Indian sentiment on the question
is decisive. The evidence placed before us conclusively proved
this. It would be unwise to deal with the question by resorting
to expedients which will not be acceptable to the Indian people.
The best mode of promoting cordial relations and better under-
standing between the people of the two countries ,is boldly to face
the problem and in a spirit of political sagacity to abolish the
cotton excise duty at once. It is needless to point ont that unless
this course is adopted, Lancashire will not cease to agitate on the
subject and such agitation will be a constant source of ill-feeling
bhetween the two countries.

Imperial Preference.

30. We recognise that Imperial Preference is a means of
strengthening the ties amongst a Commonwealth of Free Nations.
The exchange of trade amenities, not in a spirit of bargain, but
as & free gift, has the effect of cementing the bond amongst free
nations forming a Commonwealth, It may be pointed out in this
connection that the Dominions conceded the principle of prefer-
ence after they had attained full responsible government ‘‘consisfent
with their own infevests and nol injurious to themselves.” Great
Britain followed in 1919 and “introduced a preferential system,
She gave freely such preferemces as she felt could be granted con-
sistently with the interests of her own people and the requirement
of her own fiscal policy.”” Groat Britain and the Dominions are
able to regulate the policy of Imperial Preference on these lines
because they are politically and fiseally free. The principle of
Imperial Preference implies the uncontrolled power of initiating,
granting, varying and withdrawing preference from time to time
consistently with each country’s interest and on lines which are
not injurious to itself. India must therefore possess the same
supreme powers as are enjoyed by the Dominions before Imperial
Preference can become for her a matter of practical politics. India
bhas not yet reached Dominion status. She is in a transitional
stage ; her Government is not responsible to ber Legislature but to
the Britisk Parliament, Any acceptance in practice of the prin-
ciple of Imperial Preference would make her liable to measures of
preferonce at a time when she is not entitled to determine them
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by the vote of a wholly elected Legula.tm'e with her Govern-

ment responsible to such Logislature as is the case in all the
Dominions.

31. It is an admitted fact that the Dominions have regulated
ference as it has suited them from time to time, The British
in regard to the grant of preference to [ndian tea has been on the
same lines. We do not wish to enter into the controversy as to
whether reduced import duty on Indian tea is real preference or not,
In 1915, a resolution was moved in Parliament asking for a redue-
tion of import duty on Indian tea. The mover clearly disclaimed
any idea of basing it on Imperial Preference, but urged the reduction
on the ground that as the Indian tea was consumed by the poorer
classes, it would be a relief to them. Mr. Lloyd George, who was
then the Chancellor oi the Exchequer, opposed the resolution on the
ground that it would be construed as preference and might lead to
retaliation by China which was a large buyer of Larcashire goods.
The poiut to which we wish to draw special attention is that while a
preference of 2d. per pound was granted in 1920 21, the budget esti-
mates for 1921-22 redunced it to 1 and half pence. We mention this
in order to confirm the prineciple underlying Imperial Preference that
the country granting it has full power of initiating, granting, varying
and withdrawing preference as it suits the interests of its own people.
Such power Iudia does not possess at present. It does not enjoy the
powers which a member of the Commonwealth possessing Dominion
status does. The logical conclusion, therefore, is that India cannot
accept the principle of Imperinl Preference until she has attained
responsible government, and is able to regulate her fiscal policy by
the vote of a wholly elected legislature. &

32. Tbe Report summarises the present economie condition of
India, and the conclusion arrived at is embodied in paragraph 257,
Aiter recording the fact that most of the witnesses expressed them-
selves against the principle of Imperial Preference, it states that

*a second argument which has weighed with many witnesses is that pre”
ference is equivalent to the grant or a bounty to the British manufacturer at
the expense of the Indian consumer, that India is poor while British is rich, and
that 1t is not reasonable to expect the poor country to make a gift to the rich
one, We have explained that in our opinion this view of the question is not
unreasouable, and that any gencral system of preference would undoubted] n{
impose an additional burden on the Indian consamer, which we do not thi
it fair that be should be called upon to bear, This ar nt might be met by
the assertion of & sccond priuciple, mmely. that lmpﬂmuuw should M
involve any appreciable loss to India.”

33, India canuot be called upon at present to mﬂor any econo-
mic loss as she is poor aud as the consumers will have to bear a cer-
tain amount of burden in the larger interests of the country under
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a policy of protection which we are recommending. 1f this policy
is given effect to immediately, it is likely to become fruitful within
the noxt few years and the economic condition of the people will
improve. India by that time will have attained responsible govern-
ment, which has been promised to her ; then as a Seli-Governing
Member of the Commonwealth she will, we feel confident, be ready
to adopt a policy of Imperial Preference.
- 34, Paragraph 255 of the Report records the fact of the
“almost complete unanimity with which Indian witnesses opposed the
principle of Imperial Prefer¢nce.”
One of the principal reasons for this opposition is, in our opinion,
the fact that India is not free, i.¢, does not enjoy Dominion status
in the Empire. The Hou'ble Lala Harkishen Lal pointed this out
in his evidence. He expressed himself in favour of the principle

of Tmperial Preference on the distinct condition that the political

status of India should be the same as that of the other partners in
the Empire. Captain Sassoon also favoured the principle but con-
ditioually upon the right of India to withdraw such preferences
when her iuterests required her to do so. It will be obvious that
Indian sentiment is practically unanimous against Imperial Prefer-
ence in view of India’s present political status in the Empire. The
conclusion is therefore inevitable that this question can only become
a matter of practical politics when the promised goal of responsible
government is reached. “

35. [t may well be argued that while subseribing to the princi:
ple of lmperial Preference our conclusion leads to the postpone-
ment of its application to tue time when India attains her full status
in the Commonwealth, This is practically the unanimous view of
the people of India. We are, however, of opinion that the Indian
view would be favourably inclined to accept the immediate appli-
cation of the priuciple provided conditions are created to place
India at once on the same fuoting as the Self-Governing Dominions
in this matter. It may be pointed out that in 1918 when the Gov-
ernmeut of India proposed a further gift of about £45 millions to
Great Britain for the prosecution of the war, they left the decizion
to tha vote of the noun-official members of the Imperial Legislative
Council. It is therefore possible even under the political status
which India now enjoys to so arrange matters as to bring about in
practice the position which the Dominions ovscupy. We will there-
fore recommend that the power of initiating, granting, varying snd
withdrawing Imperial Preference in regard to every article should
vest by legislation or other equally effective means iu the non-official
members of the Legislative Assembly. They will thus be empowered
by non-official vote to regulate the policy of Imperial Proference with
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periect freedom on the same lines as those enjoyed by the Seli-
Governing Dominions. s s ol Beia st

36. In paragraph 225 of the Report, it is stated Fee
“when the country receiving the prefercuce supplies practically the whole
market, then the price to the couwsumer will be regulated by the lower rate,

The bounty to the foreign manufacturer will cease and the consumer will get
the benefit of the lower rate.” ! : :

In paragraph 226 it is stated that

“after the preference is given, the price to the consumer for a time may be
regulated by the higher rate of daty and the manafacturers of the favoured
conntry will receive, as has been already expluined, a bouus of the difference
between the two rates. The effees of this bonus s to stimalate the trude of the
manufactarers of the country receiving the preference amd in a short time they
may secare for themselves the whole markst, driting out altogether the non.
preferred mandfactarers, The price to twue consumer will then be regulated
by the lower or preferential rate of duty, ani the favoured manufacturers will
tind the price falls to wue true competitive level.  But they have nat th, reby lost
the whole benefit of the preference. Their gain is represented by the additional
quarter of the market which they have secured for themselves at the expense of
their non-preferred rivals, Thus toey benefit even when the consmmer has

ceased to suffer,” i

87. 1t is contended that when the whole supply arrives from
the preferred country the consumer will cease to suffer. This is
contingent upon there being in the preferred country sufficient iuter-
nal competition to regulate the price on a competitive basis, In
dealing with the policy of protection attention has been drawn to
the danger of a possible combiunation of manufacturers for the
purpose of exploiting the domestic consumer, It is further stated
(paragraph 86) that a protectionist system certainly gives an oppor-
tunity for undesirable forms of combination,

“In a free trade country no combination of manufacturers is able to keep
price of a commodity above the world price. If all the manufacturers of a
particular country agreed not to sell below a certain price the only effect would
be that their home market would be captured by the foreign manufacturers
selling at the world price. - The case of the protectionist countries is different,
Here we have & tariff wall affording, when the forcign manufacturers have been
partly or wholly excluded, a certain latitade of rrlce to the home manufactarers,
It the latter do not combine, the home price will be regulated by the cordinary
conditions of internal competition. But by means of combinations, i1t is pos-
sible for the home manufacturers to keep the price distinctly above the true
competitive level without inviting foreign competition.”

The Report points out various remedies to be applied in the
event of such a combination materialising in India. Under Indian
conditions such ecombinations are a remote contingency but in
advanced countries they are far more possible. Applying this
analogy to preferred countries the Indian consumer is likely to
suffer heavily when by means of praierence thé competitive foreign
manufacturers have been excluded and the prices are maintained
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at a high level, The case of the mouopoly in “shipping” is a clear
instance in point. The Indian people have to pay comparatively
higher rates of freight because competition has been eliminated and
a practical monopoly has been ecroated. Combinations of manufac-
turers in India would be easily known and the Indian Government
can devise adequate measures to counteract their evil effects on the
consumer. When, however, competitive foreign manufacturers
have been eliminated and the whole Indian market becomes the
monopoly of the manufacturers of a préferred country, the consumers
may be penalised to a heavy extent and the Government of ludia
may be powerless to take immediate and effective measures to
counteract the evil. The remedy would of course be to withdraw
preference, hut the foreign manufacturers having lost the important
Indian warket may have reduced production and may not find
themselves in a position to re-enter the market to the benefit of
the Indian consumer. There is, therefore, clear danger in the grant
of preference and the loss to the consumer in India may not prove
to be temporary as stated in paragraph 227.

88, Iun paragraph 231, attention is drawn to a possible advan-
tage to India in the matter of ber export trade. It is stated that

“if the prefercnces are important, this will tend to build up direct shipping
connections between the two countries, atid as a consequence wiil give the
exporters of the country grantiug the.preference some advantage in the market
of the country receiving the preference. In other words, if imports are attr-
acted from a particdlar couutry, they mll.be a tendency for exports to be

attracted to that country.”

‘We are not satisfied whether in view of the actual trade between
Iudia and Ergland any such advantage will acerue, There isa
danger that such a policy may penalise the Indian producer, by
reducing the number of buyers, compatition amongst whom main-
tains a standard of world prices for Indian produce. 1t wmay also
be remarked that there is a very strong feeling amongst the Indian
pecple in favour of an Indian mercantile marine. Reference has
been made in the Report in paragraph 131 to this feeling and re-
cently it found expression in the Central Legislature. Nothing
should in our opinion be done which will have the effect of retard-

ing the establishment of a mercantile marine in India, or of making
its success doubtiul. ;

39, We regret that our colleagues should have pleaded for
Imperial Preference on the ground amongst others oi maintaining
the British Navy. We feel that the guestion of naval defence of
the Empire stands on an entirely different footing, and ought not
to have been brought forward in this connection. It might have the
effect of reviving a political controversy which is best avoided at the

r
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present juncture. In our 'dviﬁi’on the question stands on Jmperial
sentiment alone and should be examined from that point of view.
The defence of the Empire depends upon various other standpoints,
and the msintenace of the Indian Army which bas. served th
ivterests of the Empire in the various parts of the world will have =
a pronounced bearing on the issue. As the question has been raised
we will content ourselves by remarking that the economic prosperity
which we auticipate as the result of extensive industrialisation will
in course of time enable India to maintain in Indian waters a navy
sufficient for the defence of India, officered and manned by Indians,
It will also prove a valuable Imperial asset. {3

40. Having drawn attention to the possibilities which a poliey
of Imperial *Preference may lead to, we leave the matter with full
confidence in the hands of the non-official members of the Legislative
Assembly in the conviction that as representatives of the people 3
India and fully conversant with Indian sentiment they will give effect
to it in a manner consistent with Indian interest in all its aspects.

41. We wish to make it perfectly clear that we have dealt with
the question of Imperial Preference as between England and India
and not as affecting the British Dominions and Colonies. We are
unanimous in thinking that a different poliey should be adopted in
regard to trade relations with other parts of the British Empire,

Our colleagues recommend in paragraph 264 that

« Hitherto, in discussing the question of Imperia) Preference we have con-
fined our comsideration to preferences grauted to the mother country. With re-
gard to other parts of the Empire, we would recommend a different policy. We
suggest that to the United Kingdom should be offered such prefercneces as India
may find she is able to offer without appreciable injury to herself. With regard
to other parts of the Empire, we recommend a policy of reciprocity such as is
already adopted by more than one Dominion for inter-Dominion trade relations ;
that is to say, preferences should be granted only as the result of agrecments
which might prove to the mutual advantage of both parties, In this connection,
India would doubtless not be unmindful of the fact that she already enjoys the
benefit of certain concvssions granted by Canada and New Zealand, The agree-
ments which we contemplate would be purely voluutary ; there would be no kind
of obligation on India to enter into them unless her own interests appeared to
demnud it ; and it is evident that political considerations could not be excluded
in determining whether it was desirable for Jndia to euter iuto an economic
agreement or not,” ! : ;

In the next paragraph 265, it is stated that: "

“We thiuk it is necessary that there should be laid down for India some
policy of the nature outlined above in regard to trade relations with other parts
of the Empire. Wpe bave alrcady mentioned that India receives preferences from
Canadi and New Zealand. We understand that proposals for reciprocity were
received in 1919 from one of the Dominions. We bave been recently informed
by the Canadian Government Trade Comuissionet to ludia that a preference on
motor cars grantud to Canada would stimulate the prescnt tendency for tbq\,w,g.?_h- e
kuown makes of Awmerican cars destined for the Indian market to be wade in
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1d Be as & graceful Teciprocal act on the part of India.
'f% hla lhx:t” t';z' ben:ﬁ‘trmld’bemw on M’ﬁw
Woﬁh loss to India;” " -
42 o‘mnot urnta any trade agresments being entered into
)‘ ‘ mou vlnéh diseriminates against the peop'le of this
levg we are voicing the unanimous opinion of the

H‘my!o of 1ndn when we say that no agreements based even on

reciprocity in trade matters'should be entered into with any Dominion
which has on its statute book any anti-Asiatic legislation applying
“to the Indian people. Our colleagues point ont the fact that Canada
and New Zealand have conferred certain preferences on India. To
the Iudian people their seli-respect is of far more importance than
any economic advantage which any Dominion may choose to confer
by means of vreferential treatment. We may confidently state that
the people of India would much prefer the withdrawal of such
Qreferenoe as they would not care to be economically indebted to
any Dominion which does not treat them as equal members of the
British Empire having equal rights of citizenship.

. 43. We are not opposed to negotiations being opened for trade
agreements on a reciprocal basis, but the condition precedent must be
the recognition of the right of Indians to equality of status. The
first principle of Imperial solidarity must, in our opinion, be equal
treatment of all nations forming part of the Empire. The facts as
regards tho treatment meted out to Indians are too well-known to
be mentioned here. We will therefore content ourselves with
recording our emphatic,view which we think reflects the feeling of
the whole country that vo trade agreement should be entered into |
with ahy Dominions unless it agrees to treat the Indian people on a
footing of equality and to repeal all anti-Asiatic legislation in so far
as it applies to the people of this country.

" 44. We will now summarise our concluslom in regard to
Imperial Preference :

(1) We are in favour of the principle of Imperial Preference on the dutﬁm
conditinn that India’should in this matter be put on the same footing of freedom
ay 15 enjoyed by the Self-Governing Dominions, and that the mnon-official
“members of the Legislative Assembly should be given power by legislatipn or
ather equally effective means to initiate, grant, vary and withdraw preference as
may be necessary in the interest of India in all its aspects.

(11) That the condition precedent to any agreement with a British Dominion

_ in trade matters on the basis of reciprocity should be the recognition of the right

of the Indian people to a status of complete equality and the repnl of all anti-
Asiatic laws so far as they apply to the people of India.

Foreign Caﬁlhl
45. The only exception which our colleagues make in reed

~wending. free and uuconditionsl introduction of foreign u.w
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siter the policy of protection is adopted wnd & tariff wall s sreot

is coutained in paragraph 292 which reads as follows :— = . e 5

* We think, however, that where Government grants an; in the nature
of a monopoly or concession, where public money is given to & in the
form of any kind of subsidy or bounty. or where a licensc is g% ‘
publie utility company, it is reasonable that Government should n c .
stipulations. Where the ludian Government is granting concessions or where
the Indlian tax-payers’ money is being devoted to the stimulation of an_ enter-
prise, 1t s reasonable that special stress should be laid on the h!d‘@nfbl!‘_m.“
of the companies thus favoured. Tn all such cases we think it would be reason-
able to insist that companies enjoying such concessions should be incorporated
and registered in India with rupee capital, that'there should bé a reasonable
proportion of Indian Directors on the Board and reasonable facilities should be
offered for the training of Indian apprentices at Goyernment expemse.”’ .

g

46. We are unable to appreciate the distinction drawn 'between
companies getting Government concessions and companies establish-
ing themselves behind the tariff wall erected under the policy of
protection. © We can understand such'a distinetion under a policy
of free trade. The Government of India have, as péinted out in
the Report, laid down the following policy under the free trade
conditions :— LA

““ The scttled policy of the Government of India’is that no councession should
be given to any firms in régard to industries in India unless such’ firms have o
Tupee capital, unless such firms have a proportion, at any rate, of Indian

Dircetors, and unless such firms.allow facilities for; lndian . appreutices. 5o, be
trained in their works,”

47, The distinction to be drawn on the question under a policy,
of free trade and that of protection is obvious. In. the former case
the grant of concession is a favour justifying the laying down of
special conditions. This was done by the Government of India,
Under a policy of protection, the right to establish an industrial
euterprise behind the tariff wall is a concession in itself., There
is really no distinction between Government granting subsidies or
bounties out of money collected by them by way of taxation and
allowing an industry to tax the people directly by means of higher
prices resulting from protective duties. In both cases, it is the
people of India who bave to pay the price either as tax-payers or
as cousumers. Industrial coucerns benefit. either directly from
Government subsidies or bounties or indirectly ' by higher prices
due to protective duties. 1f the imposition of cofiditions is justifi-
able in the one case, it is equally justifiable in the othér. Our
conclusion thereiore is that, every compauy desiring to establish
an industry after the poliey of ‘protection has been adopted in
India should be subject to the ssme conditions which are recommend-
~¢d by our colleagues, viz., that all such companies should be
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incorporated and registered in India with rupee capital, that there
should be a reasonable proportion of Indian Directors on the Board
and that reasonable facilities nbould be given for the training of
Indian apprentices.

e T H There are special reasons why all industrial companies should
* be incorporated and registered in India with a rupee capital. In this con-
nection, we should like to quote Sir Frederick Nicholson. He says :—

“I beg to record my strong opinion that in the matter of Indian industries,

we are bound to consider Indian interests firstly, secondly, and thirdly ............
I mean by firstly. that the local raw products should be utilised, by necnndly.
that industries should be introduced, and by thirdly, that the profits of such
industries should remain in the country,”
Our colleagues have stated in paragraph 293 that in their opinion
“ whother the immediate profit goes to a foreign or an Indian
capitalist, the main and ultimate end, namely, the enrichment of
the country will be attained.” We may point out the fallacy
underlying this argument. The enrichment, of the coontry depends,
in the words of Sir Frederick Nicholson, upon the profits of the
industry remaining in the country. National wealth can thus be
increased in a shorter period of time than by the taking away of
industrial profit to foreign countries,

49. 1t appears to us that there is some oonfunon in the treat-
ment of considerations relating to capital contained in the Report.
l.oan capital and ordinary capital are mixed up. It is only in
regard to this latter form of investment that there can be room for
difference of opinion, and the balance of advantage has to be as-
certained, Our colleagues point out the advantages of a rapid
development of industries as conducing to the velief of consumers.
‘We are unanimous in thinking that in the interests not only of the
consumers but of the economic advancement of the country, it is
essentially necessary that industrialisation should proceed at a
rapid pace, It is because we apprehend that the progress will |
be elow that we have demurred to the stringent conditions which |
our colleagues have attached to the policy of protection and the
qualifications with which they have circumseribed it. We will,
therefore, state at once that we would raise no objection to foreign
capital in India obtaining the benefit of the protective policy provid-
ed suitable conditions are laid down to safe-guard the essential
interests of India

50. We must not be understood as subseribing to the reason-
ing adopted by our colleagnes in agreeing to the irtroduction of
foreign capital in India behind the tariff wall. We should like to
draw attention to the following extract from paragreph 289 o! kbq
Report :— o




