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ABSTRACT

During the last decade there have been several new works on the
impact of the 1929 depression on the Indian economy, but most have
concentrated on single provinces or single sectors of the economy.
This study aims to synthesise the trends discussed elsewhere at
provincial 1level in an analysis of the slump at an All-India level,
though the great diversity of agrarian conditions has necessitated a
focus on one, hitherto neglected; province. It studies the tensions
created by the sudden impact of a short-term downturn and the long-

term structural change in the Indian economy between the wars.

Several major conclusions emerge from this study. Firstly, that
India withdrew from the international economy, partly through higher
tariffs protecting the domestic market and partly the increasing
uncompetitiveness of 1Indian exports, particularly after the
devaluation of the yen in December 1931. This trend was to continue
through the 1930s. For the first time, this study has disaggregated
Burma from the Indian trade statistics, which has shown that British
trade to India, prior to the slump was of greater magnitude than
suggested by traditional studies. This explains the aggressive
reaction of British exporters in the early 1930s to the threat posed
by the 1loss of trade to India. Removal of Burma from the trade
statistics also demonstrates more clearly the tendency of India
towards disengagement from world trade, especially its traditional
intra-Asian trade. This had major implications not only for the
Indian economy but for India’s partners within the Asian bloc, mostly

Java.

vi



Secondly, a study of the process of commercialisation within the
backward province of Bihar and Orissa has provided an addition to
earlier work on those provinces more highly integrated into the
global economy such as Bengal and the Pungjab. This has revealed the
importance of the extension of the road network in the establishment
of a provincial market and the continuation of the process of
commercialisation despite falling rural incomes and a reduction of
cash credit. The study of rural Bihar has shown also that by
reducing land values, the depression pushed investment from rural to
urban-industrial areas. Prior to the slump land wvalues were
increasing because of pressure on land created by a rapidly growing
population. The collapse of prices of agricultural produce from 1929
abruptly halted the rise in land values due to an increase in rent
defaults. Thus, the traditional investment in land became

unprofitable and new investment opportunities had to be found.

This new capital provided a basis for the rise during the slump
of import-substitution industries managed both by traditional
European and new Indian agencies. Much has been written about the
rise of indigenous business groups, but the early 1930s also
witnessed the advent of multinational companies such as Imperial
Chemicals and Dunlop anxious to establish plant within the shelter of
the high Indian tariff. The growing strength of the Indian
entrepreneurial classés was marked by increasing competition between
Indian firms, particularly notable in an east-west split of financial

interest groups.

The role of the Government of India has been assessed,



especially its relationship with the British authorities. The action
of the British Government during the Indian financial crisis of 1931
could be regarded as an attempt to re-impose imperial control over
India. However, it was for purely financial rather than political
reasons. This is seen in the economic results of the British action,
gold outflows from India which rendered the United Kingdom debtor and
the curtailment of British trade to India, which weakened the

economic rationale of a British presence in India and so paved the

way for decolonisation. The attempts by the Government of India to
deal with the crisis were ad hoc and unsatisfactory. There was no
major re-orientation of government policy. A comparision with the

Government of Argentina, rather than the usual one with Japan,
however, suggests that even if an independent Nationalist Government
had been in power during the depression the general underdevelopment
of the Indian economy would have constrained the abilities of the

authorities to promote a more rapid recovery.
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INTRODUCTION

The depression which shook the world economy in the late 1920s,
differed from earlier recessions both in its severity, longevity and
seemingly universal impact. Never before had the inter-dependence
of the diverse elements of the global economy been so clearly
demonstrated as in the rapid diffusion of the inter-war slump. The
patterns of world trade and finance which had developed during the
late nineteenth century had been disturbed by the dislocations of
the First World War, but not destroyed. The dominant core-periphery
relationships remained, particularly within the world’s colonial
empires, and such 1links facilitated the swift spread of the

depression.

Contemporary views on the nature of the slump emphasised a
world ‘over-production’ crisis in primary products, dating the onset
of the crisis to the mid-1920s when prices of agricultural produce
and raw materials began to decline from their inflated post-war
peaks.! Thus, contemporaries believed that the slump in the advanced
economies in 1929 aggravated an existing downturn in primary
producing economies. The ‘over-production’ crisis resulted partly
from the wartime expansion in primary produce and partly through the
spread of mechanisation and the dissemination of new techniques
during the 1920s. As a result, supply had outstripped demand,
leading to price reductions and a growing balance of trade problem
for primary producing nations which found it difficult to meet
interest payments on loans. This in turn increased pressure on the
London and New York Stock exchanges. The ‘over-production’ crisis

was exacerbated by the 1929 slump when the credit which had been



underpinning the expansion of production was halted abruptly and

sales of primary produce to the advanced economies declined rapidly.

The ‘over-production’ theory has to be linked to the conditions
of world markets to understand the nature of the supply and demand
disequilibrium, as attempted by Timoshenko and Rowe.? Trade routes
remained dominated by the core-periphery relationships evolved
during nineteenth century. Thus, primary producers were competing
in the same markets, principally those of Europe and North America.
Over-production, then, was primarily in goods destined for the
markets of the advanced economies, those markets increasingly being
closed to primary producers in the 1920s through the imposition of
tariff barriers. The formation of cartels and producers’
organisations and product restriction schemes helped to promote the
belief in an ;over—production’ crisis without tackling the

fundamental need to meet the changes in the demand structure.

In the wide and varied historiography prompted by the inter-war
depression, it has now generally been accepted that the severity of
the slump was the result of the combination of a crisis in the
westernised finance and credit markets and a crisis in agricultural
production in developing economies.3 The focus of this study is
British India, an economy which would have been open to both crises,
firstly as a primary producer and secondly as a colonial possession
of the British Empire. When this study was begun in 1982, the years
of the depression 1929 to 1936, were studied in Indian
historiography simply as an adjunct to the political problems

engendered by the Civil Disobedience Movement.t Thus, for example,



the no-rent and revenue campaign fostered by the Indian National
Congress could be linked to the difficulties in paying fixed burdens
due to the halving of cultivators’ incomes during the slump. Since
then, study of the economic and social impact of the inter-war
depression in India has become more commonplace. At first there was
a marked concentration in the historiography on imperial finance,
peasant protes§ and the rise of an indigenous industrial elite.5
Lately, however, there has been the first attempts to synthesise the
information gathered to establish the networks of communication in
the internal economy and the mechanism whereby an external crisis
was transmitted to'the internal economy. Such studies have suggested
that the key mechanism behind the spread of the depression was a
collapse of credit. The cultivation and marketing of agricultural
products in India depended upon the transmission of credit from
ports and urban areas through various intermediary
traders/moneylenders/landowners, finally providing the peasant
cultivator with the means to produce the crop for the next season,
and so the credit cycle would begin again. Bose's study of Bengal
and Bhattacharya’s work on the Punjab have shown that falling demand
and declining prices for agriculturgl produce during the slump were
accompanied by a collapse of the credit mechanisms between urban
areas and the mofussil. External credit agencies such as Marwari
traders withdrew their credit operations from rural areas to
concentrate upon investment in the urban-industrial sector, a
sensible profit maximising change in investment practices at a time
of falling land values and stagnant land market. This withdrawal of
external cash credit, 1left rural dwellers, both landowner and

tenant, without the means to pay their fixed burdens, ultimately



leading to the curtailment of expenditure or a return to forms of
credit in kind such as dadani, credit in the form of seeds for the

next crop.®

The aim of this study is to assess the tensions created between
the short-term stresses of the depression in 1929 to 1934 and the
long-term structural change which was occurring in the Indian
economy between the outbreak of the First World War and the award of
independence in 1947. There are two central themes. Firstly, the
changing colonial and imperial relationship between India and the
United Kingdom. Secondly, the extent to which the depression had an
impact on the process of commercialisation in India. It does not
pretend to represent a complete synthesis of all trends present in
India during the slump; there is still not sufficient data to do so.
Also the sheer scale of the Indian economy prevents a completely
comprehensive coverage and sectors such as indigenous banking and
retail are not covered. This study, however, fills in some crucial
gaps in the literature. Much of the recent work has been confined to
the provincial level and most scholars have concentrated on those
provinces most integrated into the international economy, most
notably Bengal and the Punjab.?” This study attempts to synthesise
the trends discussed elsewhere at provincial level into an analysis
of the impact of the slump at an All-India level. To do so, in
discussing agriculture, the focus is a study of the agrarian economy
of Bihar and Orissa. This tests theories based on studies of highly
commercialised provinces on the poorest and most densely populated
province of British India. As such, it provides an important

counter-balance to earlier research on Bengal and the Punjab.



It has proved less difficult to test the most recent theories
on the process of commercialisation of agrarian regions than some of
the earlier work conducted in the mid-1970s on aspects of finance
and trade. In the early 1980s many of the B and C proceedings of
the finance and economic departments were destroyed due to the delay
in completing the construction of the new National Archives of India
in New Delhi. Attempts to repair the omissions in a tour of
provincial archives in Northern India were thwarted by the
political difficulties during my period of field study in Spring
1984. The Punjab State Archives, for instance, were closed to
western scholars. Similarly, the Bihar State Archives were closed
for long periods due to a ministerial crisis in government.
Although, therefore, it was difficult to obtain access to local
archives in India, one consolation was the discovery of the under-
utilised Indian section of the National Library of Scotland which
contains a wide variety of official publications, settlement reports

and gazeteers of both Central and Provincial Governments in. India.

Within the confines of the above, this study will attempt to
assess the arguments about the nature of the impact of the
depression set against the back-ground of long-term structural
change in the Indian economy. Separate chapters will focus on
trade, finance, agriculture, industry and the labouring classes and
there will be a final overview. The study should then add both to
the understanding of the long-term development of the Indian economy
and add to the historiography of the impact of the slump on primary

producers.
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CHAPTER ONE

Changes in the Structure of Indian Foreign Trade during the Slump

The foreign trade sector was one of the key mechanisms through
which the international slump of the inter-war period was transmitted
to the Indian economy. India’s initial contact with the world crisis
came 1in the rapid decline in the price of its chief exports during
the 1929-30 season and the contraction in international credit.
Contemporary studies suggest that India was one of the first
economies to experience such price declines, which occurred before a
similar fall in the staple exports of advanced economies.! Both
official govérnment statistics and League of Nations data provide
evidence that the fall in Indian export values was relativély very
heavy, declining by two-thirds between 1929 and 1933 for agricultural
produce and raw materials.? Although prices began to rise once more
from 1935, the recovery was slow and unsteady so that by 1939 the
prices of India’s staple exports were still below 1914 1levels, far
less those of 1929.3 One result of this pattern of the early
decline in export values was a déterioration in the terms of trade,
since the value of goods imported from advanced economies did not
decline so severely. Thus, Indian trade would appear to have
experienced difficulties similar to those of other primary

producers.t Changes in the volume of Indian trade followed the



pattern of prices. The volume of Indian exports declined until 1936,
after which most staged a recovery, except for tea and hides and
skins. In the early 1930s, the volume of all imports into India was
reduced except caustic soda and raw cotton. However, few of the
former staples of India’s import trade recovered the volume of 1929-
30.

For India the depression was marked by the sudden fall in
prices and the difficulty in obtaining credit. A decline in trade
values helps to provide the parameters of the slump. The values of
Indian exports had been falling since the mid-1920s, but the crisis
of the depression was heralded by the first rapid reduction in export
values in 1929, before the American stock market slump, but at a time
when borrowing 1in international money markets was  becoming
increasingly difficult. As Table 1.1 (over) shows, the general index
number for Indian export prices stood at 135.0 in 1929 (1914 =100)
declining to 78.1 by 1931. Export prices then fell more slowly to
reach their lowest point in 1934, when the index stood at 73.1. The
slight recovery thereafter was affected by the 1937 recession in the
United States so that even in 1939 the index number for exports was
only 83.1. Import prices had been declining also ‘from 1925.
However, initially, prices of Indian imports were not affected by the
depression to any marked degree. A time-lag operated with the first
marked decline in import values being delayed until 1931-32. Between
1931 and 1934 the price of Indian imports declined from 143.8 to
107.0, so even at their depth, import values never fell below 1914
levels. The gap between the prices of exports and imports widened in
favour of the latter, turning the terms of trade against India for

the rest of the decade.



Table 1.1: Index Numbers of Import and Export Prices and Terms of
Trade (1914=100)

Imports Exports Terms of Trade
1925 185.0 145.6 78.7
1928 150.0 132.5 88.3
1929 149.1 135.0 90.5
1930 137.7 110.6 80.3
1931 143.8 78.1 54.3
1932 121.9 75.0 61.5
1933 112.2 73.7 65.2
1934 107.0 73.1 68.3
1935 107.0 80.0 74.7
1936 107.0 79.3 74.1
1937 126.3 83.1 65.7
1938 125.0 80.0 64.0
1939 119.5 83.1 69.5

Source: Index Numbers of Indian Prices 1861-1931 (Calcutta)
and annual supplements to 1940.
Recalculated from Base 1873 = 100.

Indian foreign trade was affected adversely by international
trends of the late 1920s and early 1930s, with serious implications
for the Indian economy as a whole. To assess this sdequately, some
estimate (however crude) must be made of the significance of foreign
trade for the Indian economy in general. Unfortunately, there is as
vyet no satisfactory set of calculations for Indian national income
between the wars which would permit accurate measurement of the
foreign trade/national income ratio over time. However, employing
official figures for the value of foreign trade in private
merchandise, less the value of Burmese foreign trade, together with
such estimates as exist, the following trends emerge. Rao’s estimate
of Rs 16,890 million for national income in 1931-32 suggests that
India’s foreign trade as a percentage of national income was 15.00

per cent in that year. This estimate, however, is for a single year

10



only. When Gowri’s series of estimates of national income between
1931-32 and 1937-38 is used, the proportion of foreign trade in
national income varies between 15.38 per cent in 1931-32 and 17.18
per cent in 1938-39.6 Both Rao’s estimate and the starting date for
Gowri’s series, though, is 1931-32, generally accepted as the year
marking the depth of the depression. While their data can be used,
therefore, to indicate the general level of importance of foreign
trade for the Indian economy, they cannot be employed for more

precise measurement of change through time.

More modern estimates are available for national domestic
product rather than national income. Although this omits the very
sector in which we are interested, it may still be useful to employ
the ratio of foreign trade to net domestic product as a guide to the
significance of the foreign trade sector for the Indian economy.
Maddison’s revised figures of 1985 provide a series from 1928 to
1939, figures which are lower than those of both Heston and
Sivasubramonian since Maddison is less optimistic of growth in the
agrarian sector.?” These figures suggest a ratio of foreign trade to
net domestic product which falls from 24.49 per cent in 1928 (net
product = Rs 23,638 mill.) to a low point of 10.80 per cent in 1933
(net product = Rs 24,788 mill.) with a recovery to only 12.11 per
cent in 1939 (net product = Rs 26,540 million). Thus the declining
share of foreign trade as a proportion of net product is set against
a rising trend in net product. Outwith the foreign trade sector

there were obviously other growth areas in the Indian economy.

At the onset of the depression foreign trade was clearly

11



significant for the Indian economy.® Trade had provided the initial
stimulus to much of India’s early industrialisation, notably jute,
cotton yarn and woollens. The foreign exchange acquired through the
export of India’s raw materials and agricultural produce went partly
to purchase technology for further development. Also, because India
was a colonial economy, trade surpluses were essential to meet its
sterling remittances to London. The profits of foreign trade were
also the essential lubricant of the Indian credit structure from port
traders through various middlemen to the producer. In all these ways
the foreign trade sector provided a mechanism for the transmission of
the depression into the Indian domestic economy and to the distress

and discontent which followed.

The literature on Indian trade during the 1930s dwells heavily
on the short-term impact of the depression, mainly in terms of
government policy responses which will be discussed in the following
chapter. The most widely commented aspect of the developments during
the 1930s has been the changing trade relationship between India and
Britain. In many ways, the events of the depression years have been
viewed as the last battleground between the Lancashire/Whitehall
alliance and India.® More important for Britain were the
implications of changes in the structure of India’s balance of
payments. It has been accepted generally that, prior to the First
World War, India played a major role in the pattern of settlements of
international trade. Britain is said to have used its large surplus
balances with India to settle a substantial proportion of deficits
with the rest of the advanced world.!?® India continued to fulfil

this role in a reduced capacity in the 1920s, but both Tomlinson and

12



Latham have argued that the changes wrought by the depression
dislocated this pattern, with major implications for both India and
Britain.!! An interesting line of debate has been suggested by Baker
and Chaudhuri, that the depression helped to promote the
disengagement of India from the international economy, most clearly
visible in the decline of intra-Asian trade in the 1930s. This

argument echoes a suggestion made by Ganguli in the 1950s.12

This chapter, then, will examine the extent to which the
structure of Indian foreign trade was altered as a result of the
depression. The changes in aggregate trade by both value and volume
will be considered as will the question of changes in the composition
of Indian trade. The relationship between India’s visible trade and
invisibles will be studied, particularly the problematical issue of
external credit. Finally the changes in the direction of Indian

trade will be considered.

Did the price falls which occurred between 1929 and 1933 lead
to a change in the commodity composition of Indian foreign trade as
the tefﬁs of trade turned against agricultural 'produce and raw
materials? Some primary producers, particularly in Africa, attempted
to increase and diversify their exports through government sponsored
campaigns to promote peasant production of new commercial crops.i3
Alternatively, several countries such as Australia and Brazil sought
to decrease their import spending to offset the reduced wvalue of
their exports and so preserve their balance of payments.!'4 In what
ways did Indian trade adjust to the price falls? Were import levels
reduced or was the massive export of gold after 1931 used to maintain
the volume of imports? Were the contemporary commentators correct in
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asserting that price-responsive cultivators could change their

production to the most profitable export crops?

The effect of the slump on India’s trade relations also must be
considered. Even in the 1920s Indian trade was dominated by those
routes established in the late nineteenth century. Particularly
crucial, of course, was the influence of India’s colonial master,
Britain. Up till the 1920s, Indian trade had been moulded by
treaties concluded on India’s behalf by the United Kingdom, though
not necessarily best suited to its developing needs. Were the
changes brought about by the depression sufficient to break the

historic patterns of Indian trade.?

1. Changes in Aggregate Trade by Value

Table 1.1 illustrated the differential reductions in the value
of India’s imports and exports which had caused the terms of trade to
turn against India, as had happened to most primary producing
economies. These changes in the terms of trade are reflected in the
differing experiences of the major commodities which India exported.
The price of both raw and manufactured jute had been declining since
the mid-1920s, reflecting the deep rooted problems of +the jute
industry. The decline accelerated between March 1929 and March 1930,
with the index number for raw jute prices falling from 106 to 72. By
March 1931 this figure was 45. Prices recovered slightly only to
fall again, the index reaching its low point of 38 in March 1938.15
The fall in the price of manufactured jute was equally as
catastrophic in the early stages of the depression, the index number

declining from 139 in March 1929 to 89 a year later. Since
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manufactured jute was used predominantly for packaging of
agricultural produce, this commodity immediately felt the impact of
the slump. However, the price fall slowed down after 1930-31 unlike
the fall in the price for raw jute, thus the gap between the prices
of both commodities widened increasingly in favour of manufactured

Jjute.

Raw cotton prices also fell from their high pre-depression
level: between March 1929 and March 1931, cotton prices declined
from 161 to 107 to 93. Again the price levels of manufactured cotton
did not decline to the same extent as those for raw cotton. Indeed,
unlike most commodities, the price of manufactured cottons never fell
below 1914 levels and recovery was steady from 1930. These cases
illustrate that even within India, the terms of trade were favouring
manufactured goods. Of course, this reflects the already diversified
base of Indian trade in 1929,unlike that of many other primary
producers) and helps to explain why the terms of trade against India
were not as poor as for other underdeveloped economies.lé® Not all
export commodities experienced the impact of the depression so
rapidly. Oilseed prices, for example, were maintained until 1930-31
when they halved.  This maintained the profitability of oilseed crops
against some other export crops whose prices had been reduced by two-
thirds. Tea prices, meanwhile, did not fall until 1931-32 when they
also halved, a signlof the ultimate weakness of international tea

restriction schemes.

Import values also declined although not to the same extent as
export values and again, at a later date. This is explained by the

fact that the composition of Indian import trade was predominantly in
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manufactured goods. Metal goods imports did not fall until 1931 when
they declined by one-third. Cotton piecegood prices did not decline
until 1933. Meanwhile, the import price of kerosene remained
remarkably static, falling by only one point on the index. This had
major implications for the Indian consumer - a staple item of the
domestic budget increasing in cost in real terms at a time of falling
incomes. Overall, while export values declined by 45 per cent
between September 1929 and 1931, the price of imports fell by only 17
per cent. However, as import values continued to decline by a
further 13 per cent to December 1934, the rate of decrease for
exports had slowed to a further 4.9 per cent fall. Thus,between 1929
and 1934 import prices fell generally by one-third compared to the

halving of export prices.

To what extent, then, did the structure of India’s foreign
trade adjust to these changes in price levels? Tables 1.2 illustrate
the changing wvalue of India’s foreign trade in private merchandise
between 1925-26 and 1938-39.17 1In these tables, the value of Burmese
foreign trade has been omitted to allow a more accurate long-term
assessment. (The official statistics included Burmese foreign trade
in the totals for British India until and including the 1936-37
season., Thereafter, with the separation of Burma from India, the
official statistics excluded Burmese trade). The figures in Table
1.2, both aggregate and in index form, estabiish the unstable nature
of 1India'’s trade even prior to the depression. The 1925-26 season
marked the peak year in the value of trade with a sharp fall in the
following season. By 1928-29, the value of Indian trade had nearly

recovered to 1925-26 levels. However, in the two following seasons,
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India was hit by the depression. This resulted in the index number
for Indian trade minus Burmese trade (1925-26 = 100) falling from
99.32 in 1928-29 to 92.16 in 1929-30, followed by the major decline
to 63.25 in 1930-31 and to 46.92 in 1931-32. There are signs of a
recovery from 1934 but the recovery of trade values of the late 1930s
is in terms of a return to the position of 1930-31, not the mid-1920s

or even 1929-30.

These trends are illustrated further by the patterns of India’s
export and import trades. Indian exports were declining in value
more or less from 1925-26 onwards, a trend which was accelerated with
the onset of the depression in 1929 (Table 1.2C). In 1929-30 the
index number for the value of Indian exports minus Burmese exports
{1925-26=100) was 82.71. This fell to'57.44 in 1930-31 and again to
34.54 in 1931-32. The recovery in the value of Indian exports was
very slow, again in terms of the level of 1930-31. It is noticeable
that the most positive recovery comes after the separation of Burma
which gave a vital boost to Indian exports of coal and cotton yarn.
Indian import values, on the other hand, (Tables 1.2E and 1.2F)
showed a rising trend until the onset of the depression in 1929.
Import values, however, never fell as far as those for exports, the
index number falling to 52.47 in 1933-34 (1925-26=100), and recovery
was more rapid. Again, import values increased after the separation
of Burma. Thus, overall in the down-turn to 1932-33, the Indian
position is only marginally altered by the removal of Burmese trade,
but in the up-swing to 1938-39 Indian figures improve markedly minus

Burma. This suggests that Indian foreign trade was more successful
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TABLE 1.2A:  TOTAL SEA-BORNE MERCHANDISE TRADE OF BRITISH INDIA

(Rs 1,000)

Total Private Indian Merchandise

Merchandise Trade Minus Burma
1925-26 6,11,50,47 5,40,14,12
1926-27 5,40,66,64 4,77,54,41
1927-28 5,78,52,78 5,10,87,91
1928-29 5,91,26,72 5,36,51,51
1929-30 5,58,72,93 4,97,82,29
1930-31 3,90,43,03 3,41,69,03
1931-32 2,86,91,86 2,53,47,49
1932-33 2,67,97,57 2,38,05,43
1933-34 2,66,02,51 2,40,02,54
1934-35 2,87,50,19 2,60,24,78
1935-36 2,98,81,30 2,67,88,71
1936-37 3,27,50,59 2,95,47,48
1937-38 3,62,99,12 3,62,99,12
1938-39 3,21,64,27 3,21,64,27
TABLE 1.2B: INDEX OF TOTAL TRADE OF BRITISH INDIA
Total Private Indian Merchandise Trade
Merchandise Minus Burma
(a) (b) (c) (d) (e)

1925-26 109.44 108.50 100.00
1926-27 96.76 95.92 88.41
1927-28 103.54 102.62 94.58
1928-29 105.82 107.77 99.32
1929-30 100.00 100.00 92.16
1930-31 69.87 67.76 68.63 63.25 66.66
1931-32 51.35 49.80 50.91 46.92 49.45
1932-33 47.96 46.51 47.81 44,07 46.44
1933-34 47.61 47.117 48.21 44.43 46.82
1934-35 51.45 49.90 52.27 48.18 50.77
1935-36 53.48 51.86 53.81 49.59 52.26
1936-37 58.61 56.84 59.35 54.70 57.64
1937-38 64.96 63.00 72.91 67.20 70.81
1938-39 57.56 55.82 64.60 59.54 62.74
¥ (a) 1929-30=100

(b) 1925-26/1929-30=100

{c) 1929-30=100

(d) 1925-26=100

(e)

1925-26/1929-30=100
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TABLE 1.2C: SEA-BORNE MERCHANDISE EXPORT TRADE OF BRITISH INDIA

(Rs 1,000)

Total Burmese Total Indian

Total Exports Exports Private Exports lLess

Priv. Merch. Merchandise Burmese Trade
1925-26 3,85,32,69 48,70,28 3,36,62,39
1926-27 3,09,44,56 39,76,05 2,69,68,51
1927-28 3,28,69,13 41,57,81 2,87,11,82
1928-29 3,37,96,12 33,70,86 3,04,25,26
1929-30 3,17,93,24 39,49,26 2,78,43,98
1930-31 2,25,63,66 32,27,92 1,93,35,74
1931-32 1,60,54,72 22,93,62 1,37,61,10
1932-33 1,35,49,14 19,21,82 1,16,27,32
1933-34 1,50,66,81 17,43,45 1,33,23,36
1934-35 1,55,21,54 17,41,62 1,37,79,92
1935-36 1,64,38,92 20,05,50 1,44,33,42
1936-37 2,02,36,54 21,18,28 1,81,18,26
1937-38 1,89,20,55 1,89,20,55
1938-39 1,69,21,52 1,69,21,52
TABLE 1.2D: INDEX OF SEA-BORNE MERCHANDISE EXPORT TRADE

Total Private Total Indian Exports

Merchandise Less Burma

(a) (b) (c) (d)

1925-26 121.19 120.89 100.00
1926-27 97.33 96.85 80.11
1927-28 103.38 103.11 85.52
1928-29 106.29 109.27 90.38
1929-30 100.00 100.00 82.71
1930-31 70.96 69.44 57.44 65.49
1931-32 50.49 49.42 40.87 46.61
1932-33 42.61 41.75 34.54 39.38
1933-34 47.38 47.85 39.57 45.12
1934-35 48,82 49.48 40.93 46 .67
1935-36 51.70 51.83 42.87 48.88
1936-37 63.65 65.07 53.82 61.37
1937-38 59.51 67.95 56.20 64.08
1938-39 53.22 60.77 50.26 57.31
Source: Calculated from Statistical Abstracts

¥ (a) 1929-30=100
(b) 1929-30=100
(c) 1925-26=100
(d) Average 1925-26/1929-30=100
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TABLE 1.2E: SEA-BORNE MERCHANDISE IMPORT TRADE OF BRITISH INDIA

(Rs 1,000)
Total Burmese Total Indian
Total Private Private Imports Less
Merchandise Merchandise Burmese Trade
1925-26 2,26,17,78 22,66,07 2,03,51,71
1926-27 2,31,22,08 23,36,18 2,07,85,90
1927~-28 2,49,83,65 26,07,56 2,23,76,09
1928-29 2,53,30,60 21,04,35 2,32,26,25
1929-30 2,40,79,69 21,41,38 2,19,38,31
1930-31 1,64,79,37 16,46,08 1,48,33,29
1931-32 1,26,37,14 10,50,45 1,15,88,69
1932-33 1,32,58,43 10,70,32 1,21,88,11
1933-34 1,15,35,70 8,56,52 1,06,79,18
1934-35 1,32,28,65 9,83,79 1,22,44,86
1935-36 1,34,42,32 10,87,09 1,23,55,23
1936-37 1,25,24,05 10,84,83 1,14,39,22
1937-38 1,73,78,57 1,73,78,57
1938-39 1,52,32,75 1,52,32,75
TABLE 1.2F: INDEX OF SEA-BORNE IMPORT TRADE
Total Private Total Indian Exports
Merchandise Less Burma
(a) (b) (c) (d)
1925-26 93.92 92.76 100.00
1926-27 96.02 94.62 102.13
1927-28 103.75 101.99 109.94
1928-29 105.19 105.87 114.12
1929-30 100.00 100.00 107.79
1930-31 68.43 67.61 72.88 68.24
1931-32 52.48 52.82 56.94 53.31
1932-33 55.06 55.55 59.88 56.07
1933-34 47.90 48.67 52.47 49.13
1934-35 54.93 55.81 60.16 56.33
1935-36 55.82 56.31 60.70 56.84
1936-37 52.01 52.14 56.20 52.62
1937-38 72.17 79.21 85.39 79.95
1938-39 63.25 69.43 74.84 70.08
Source: Calculated from figures in Statistical Abstracts, 1925-26 to
1938-39.
x (a) 1929-30=100
(b) 1929-30=100
(c) 1925-26=100

(d)

Average 1925-26/1929-30=100
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than that of Burma in the 1930s.

The role of Indo-Burmese trade is an important, but much over-
looked, topic. Most historians have simply made use of official
statistics without making allowances for the effect of the separation
or the nature of Indian trade before 1936. Before the separation,
Indo-Burmese trade was included in the statistics of coasting trade
and classed, therefore, as internal trade. The major trade between
India and Burma consisted of the exchange of manufactured cotton and
Jjute goods for rice and petroleum products. India was the largest
single market for Burmese goods and its share of total Burmese trade
increased form 39 per cent in 1913 to some 60 per cent in 1940.
India, however, provided Burma with a constant 50 per cent of
imports, 7 per cent of which was classified as re-exports of foreign
merchandise; mostly machinery and parts by the late 1930s.!8 Table
1.3 (over) illustrates India’s constant deficit to Burma in the
inter-war period, the deficit averaging Rs 17 crores.!® Between 1929
and 1931-32 the deficit was reduced due to a larger decline in
Burmese imports than Indian exports. However from 1932-33 the deficit
reached new depths as India imported increasing quantities of Burmese
rice. However, after the separation, when Burmese goods became
liable to Indian import duties, Burmese exports declined as Indian
imports rose and the Indian deficit was reduced once more to its pre-
depression level. These trends obviously had major implications for
India’s balance of payments after separation, when Burma was classed

as a foreign country for trade purposes.

2. Changes in Aggregate Trade by Volume

Having considered the changes in aggregate trade by value, it

21



TABLE 1.3: INDO-BURMESE MERCHANDISE TRADE (Rs 1,000)

Exports to Imports
Burma, from Burma Balance
1925-26 18,58,23 30,84,50 - 12,26,27
1928-29 17,36,74 34,38,41 - 17,01,67
1929-30 17,27,93 31,67,16 - 14,39,23
1930-31 14,12,69 24,40,17 - 10,27,48
1931-32 12,27,18 23,02,53 - 10,75,35
1932-33 9,68,94 27,07,10 - 17,48,16
1933-34 9,31,42 29,49,11 - 20,17,69
1934-35 10,60,64 33,31,53 - 22,70,89
1935-36 9,93,52 34,09,35 - 24,15,82
1936-37 10,93,28 34,91,75 - 23,98.47
1937-38 11,29,08 25,96,51 - 14,67,42
1938-39 11,10,22 24,34,91 - 13,24,69

Source: Calculated from Review of Trade of India (Calcutta, annual)
Statistical Abstract for British India in the years 1929-30
to 1938-39, BPP, Cmd 6333 of 1942, Table 252, pp.686-691.

is important to study the changes in volume. To what extent were
Indian exports curtailed by falling demand or were levels of exports
maintained despite falling prices? During the peak years of the
depression, 1930-31, the volume of most of India’s exports were
reduced with only a few exceptions.2? Oilcake exports, particularly
from groundnuts, increased by 50 per cent, mostly for export‘ to
continental Europe where they were consumed in the drive towards
agricultural self—sufficienoy. Luxury exports such as seedlac and
handwoven woollen carpets also increased, the latter by 100 per cent.

The vreduction in their price was obviously making them more
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competitive 1in foreign markets. Other commodities which increased
their volume during the depression included spices and basic grains
exported to the many areas of Indian migration, and tin and wolfram

ores which were exported to Germany and the Netherlands.

For other commodities, the years of the depression marked a
slump in foreign sales as can be seen in Table 1.4 (over). The jute
trade, for example, had been facing difficulties already in the late
1920s. Demand was being reduced through the use of grain elevators
and bulk transportation of agricultural produce. More importantly,
the purchasers of jute manufactures were increasingly disillusioned
by the monopoly control of India jute manufacturers and the high
prices they charged. This led to the search for substitutes in both
synthetic materials and natural fibres such as sisal, and even
cotton, for use as sacking and cordage. The impact of the depression
accelerated these trends. Since jute manufactures were used in the
transportation of agricultural produce there was no time lag in the
price falls as occurred with other manufactured goods. At the same
time, although raw jute exports declined in the early years of the
depression, they recovered in 1933 before exports of manufactured
Jjute. While the two traditional major customers for raw jute,
Britain and America, reduced their imports, new sources were
discovered, as mills were established in South and Central America to

substitute for imports of manufactured goods.

The volume of most Indian exports was reduced during the slump
because they were raw materials or agricultural produce. As the

depression hit advanced countries they reduced their production
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Table 1.4: Volume of Princival Exror:s from India

Cotton Cotton
Coal Raw Twist Piece-
& Coke Coffee Cotton & Yarn goods
(tons) (cwts) (tons) (1b 000) (yd 000)
1925-26 240,962 205,346 747,334 31,873 164,833
1926-27 645,020 149,775 572,038 41,513 197,401
1927-28 634,507 276,668 482,336 24,696 168,623
1928-29 641,266 197,629 664,718 24,319 149,219
1929-30 685,259 184,220 726,864 24,570 133,426
1930-31 428,170 292,889 701,069 23,473 97,715
1931-32 515,117 155,600 423,080 22,043 104,636
1932-33 452,073 173,177 364,852 15,108 66,442
1933-34 372,894 185,995 503,720 16,388 56,461
1934-35 308,689 140,963 623,276 12,789 57,693
1935-36 198,025 215,951 606,536 9,668 71,250
1936-37 249,526 210,629 762,133 12,137 101,636

1937-38 1,005,899 135,142 487,764 40,124 241,255
1938-39 1,321,193 184,800 482,658 37,960 - 176,992

Jute

Raw Gunny Jute Pig

Jute Bags Cloth Tea Iron

(tons) (No. 000) (yd mill.) (1b 000) (tons)
1925-26 647,154 425,083 1,461 325,733 -
1926-27 707,782 449,089 1,503 349,264 309,505
1927-28 891,907 463,139 1,552 361,614 393,249
1928-29 897,863 497,685 1,568 359,602 448,946
1929-30 806,884 522,291 1,651 376,169 568,813
1930-31 619,705 434,046 1,271 355,301 439,135
1931-32 586,618 388,532 1,021 340,910 350,868
1932-33 - 563,063 415,085 1,012 378,837 - 218,384
1933-34 748,168 401,644 1,053 317,816 377,514
1934-35 152,474 422,949 1,063 324,833 417,059
1935-36 771,324 458,900 1,218 312,706 538,153
1936-37 820,591 567,422 1,708 301,838 574,310
1937-38 747,258 612,260 1,643 334,225 629,203
1938-39 690,439 598,436 1,550 348,050 514,427

1. Excludes Burma

Sources: Calculated from .
Statistical Abstract for British India, 1919-20 to 1528-29,

BPP, Cmd 3882.of 1931
Statistical Abstract, 1926-27 to 1935-36, BPP, Cmd 5804 of

1938
Statistical Abstract, 1929-30 to 1938-39, BPP, Cmd 6333 of

1942
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levels and consequently their demand for raw materials. Thus, there
was a slight time lag between reduction in price and reduction in
volume of exports which generally occurred from 1930-31. Hence, the
decline in sales of undressed hides and skins, dyeing materials, raw
cotton, rubber, unhusked rice which was sold to Germany for starch
production, and most of India’s ore exports. Tea exports, a major
component of India’s foreign trade, was in a different category. The
various international agreements aimed at protecting the major tea
producers helped to keep the volume of tea exports relatively stable,

although they failed to maintain price levels.2!

From 1936 to 1939, Indian exports recovered in volume. The
major exceptions were dyeing substances which had been superceded by
synthetic dye production in Europe and America, spices and oils and
raw cotton hit by declining sales to Japan. Tea and rubber exports
also failed to return to the 1929 volumes, being restricted to the
quotas of their respective international agreements. For other
commodities the late 1930s marked a recovery with increased sales
above the 1929 volume. Even jute manufactures increased in volume as
sacking was once again required for expanding world trade in
agricultural produce. As we have seen, much of this increase in
export trade was simply a result of changing categories of statistics

after the separation of Burma.

The volume of Indian imports also decreased during the slump,
although it is more difficult to ascertain the direct effects of the
depression through the many factors influencing volume levels. The
change in volume of India’s principal imports are contained in Table

1.5 (over). The shrinking purchasing power of the Indian masses
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TABLE 1.5: VOLUME OF PRINCIPAL INDIAN IMPORTS

Cotton Cotton

Raw Twist& goods Sugar Caustic  Wood
Cotton Yarn yds. tons Cement Soda Pulp
tons 1b. (000) mill. (000) tons cwts cwts

1925-26 17,543 51,688 1,563 2,665 - - -

1926-27 45,676 49,424 1,787 2,256 99,349 160,834 307,172
1927-28 66,062 52,344 1,973 2,891 110,779 175,297 399,221
1928-29 28,882 43,766 1,936 2,092 125,988 173,643 445,558
1929-30 23,980 43,882 1,919 1,011 119,430 189,609 486,209
1930-31 58,464 29,140 830 1,003 109,740 231,901 454,316
1931-32 79,323 31,575 776 556 86,396 261,428 442,691
1932-33 84,758 45,103 1,225 402 80,342 284,529 312,819
1933-34 42,896 32,055 796 264 64,031 308,313 406,353
1934-35 60,564 34,022 944 223 65,966 377,633 390,123

1935-36 76,487 44,570 947 201 58,936 405,975 309,422

1936-37 64,988 28,520 764 23 47,696 424,013 220,944
1937-38 134,451 21,998 591 14 24,991 518,485 214,334
1938-39 96,374 36,459 647 36 15,913 501,134 276,862

Sources: Statistical Abstract for British India, 1919-20 to 1928-29,
BPP, Cmd 3882 of 1931.
Statistical Abstract 1926-27 to 1935-36, BPP Cmd 5804 of
1938 Table 262, pp. 838-859.
Statistical Abstract 1929-30 to 1938-39, BPP, Cmd 6333 of
1942, Table 255, pp.698-719.

which resulted from the decline in export prices reduced demand for
imports of consumer goods. Consumer goods of most varieties
declined in volume - from staples such as cotton piecegoods, boots
and shoes to more luxury items such as soaps, liquors and writing
paper. At the same, time imports of certain capital goods also

decreased} including cement, coal, railway equipment and rolling
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stock, machinery for metal-working, oil-crushing, mining, rice and
flour milling and for tea processing, metal goods and fuels. While
the impact of the depression can be traced in the reduced imports of
machinery and fuel, especially for agricultural processing
industries, the effect on other commodities is more subtle. For
instance, the causes of the changes in the volume of cotton
piecegoods are highly complex. Imports from Lancashire had been
declining steadily since before 1914, but received a slight boost in
1928-29 during the prolonged cotton strikes in Bombay. However,
Lancashire imports were affected further in the early 1930s from the
Swadeshi and boycott campaigns of the Nationalists.2z?2 At the same
time, the award of protection to the Indian mill industry was
strengthening the position of the up-country mills in the domestic
market against the Bombay enclave. Imports, however, began to creep
up again after 1931 with the reduction in the price of Japanese

exports because of the devaluation of the yen.23

To some extent, the volume of imports in the pre-depression
period were being affected already by government policy. In
particular, the mid-1920s marked a major change in the stores policy
of the Government of India with the adoption of the notion that
government contracts could be used to foster indigenous industrial
development. Fromv1924, tenders were place increasingly with Indian
rather than foreign or British firms. The impact of the depression
in reducing government expenditure also would have diminished the
number of tenders placed abroad. Through the early and mid-1930s,
the proportion of Indian firms gaining contracts from the Government

of India continued to increase. Equally, the policy of protection
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had been adopted before 1929, if in a restricted form. The effects
of the depression seem to have increased the opportunities for Indian
industries to receive protection under the stringent rules applied to
its award. Currency depreciation and dwindling income levels played
a major role in the reasons given for the award of protection during
the depression years, for example, to the cotton and sugar
industries. This spread of protection led to decreased imports of

sugar, matches, soap and certain types of paper and iron and steel.

The impact of the depression can also be traced in the
commodities whose imports rose. Currency depreciation made the price
of Japanese rice cheaper then either Indian or Burmese rice and so
imports increased, one factor in the demand for anti-exchange dumping
legislation to be aimed at Japan.24 The increase in most imports can
again be linked to the award of protection. In the cotton industry
more firms, especially in up-country districts, were increasing
production of finer counts of yarn which resulted in increased
importation of longer-staple cotton from America and East Africa.
Improvements in the finishing of Indian piecegoods raised the demand
for imported dyestuffs.25 Imports of cotton machinery, especially
weaving machinery increased, as manufacturers took the opportunities
of reduced prices to re-equip, often with secondhand  imported
machinery. The increase in sugar machinery imports is also easily
linked to the award of protection. Protection at a time of reduced
cost of imported machinery was a double bonus to entrepreneurs,
especially since imported machinery was not subject to the 25 per

cent general increase in customs duties imposed in the Emergency

Budget of 1931.
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3. Changes in the Composition of Indian Trade

We must now consider the implications of changes in the
aggregate trade of India on the composition of trade. Tables 1.6
and 1.7 provide evidence of whether or not the composition of Indian
trade was altered by the impact of the depression. These tables are
a revision of the work of Venkatasubbiah, the standard work on
changes in Indian trade in the inter-war period.26 Unfortunately,
Venkatasubbiah’s original calculations on changes in the composition
of Indian trade did not make allowances for Indo-Burmese trade. The
conclusions drawn by Venkatasubbiah, based on official statistics,
were that, at first glance, the composition of India’s export trade
remained remarkably stable with raw cotton, raw and manufactured
Jjute and tea remaining India’s principal exports. However, he
argued that the depression had appeared to have accelerated the
process whereby India exported more manufactured and semi-
manufactured goods and depended less on the export of raw materials
and agricultural produce. He based this on the rising trend of his
miscellaneous category which included processed oilseeds (in the

form of oils and cattle fodder) and exports of iron and steel goods.

In the revision of Venkatasubbiah’s work on the composition of
Indian exports, detailed in Table 1.6 (over), allowance has been made
for the trade between India and Burma. Indian coasting trade to
Burma has been included as exports from India, while Burmese foreign
. trade has been wholly excluded. The result of this revision is to
re-emphasise the stability of Indian exports. While the proportion
of raw cotton, raw and manufactured jute and tea to the value of

total export trade is increased in the revised series, there is no
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increase in the miscellaneous category highlighted by
Venkatasubbiah. There is actually a decrease on this miscellaneous
category between its average share of total export trade of 18.9 per
cent in 1919-20 to 1923-24 to only 15.4 per cent in the period 1935-
36 to 1939-40. Thus, despite the depression there is little
diversification of India's export trade in the inter-war period. Of
the three staple exports, raw cotton did experience a decline in
sales to foreign markets, principally Japan, in the late 1930s, but
it was still India’s single most valuable export. The experience of
the depression, therefore, seems to have consolidated the traditional
elements of India’s export trade. This has been a major criticism of
the performance of Indian trade during the depression.2? Many
economies sought to diversify their export base as a response to the
slump. However, it must be remembered that this occurred most
readily in those economies previously relying heavily on mono-
cultural exports. By 1929, in comparision, indeed by the outbreak of
World War One, the Indian export trade was already a highly
diversified mixture of raw materials and manufactured goods by the

standards of other primary producers.

Table 1.7 provides a similar revision to Venkatasubbiah’s
original conclusions on the changes in the composition of India’s
import trade. Again, without making allowance for Indo-Burmese
trade, Venkatasubbiah concluded that the Indian import trade
reflected the growing industrialisation during and after the slump.
He stressed the decline of cotton manufactures and sugar imports as
evidence of the rise of import-substitution industries within India.

Also he emphasised the growing importation of industrial machinery
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so that, by the end of the 1930s, the machinery category had
overtaken that of cotton manufactures to form India’s single largest
group of imports.

In the revision of Venkatasubbiah’s calculations, contained in
Table 1.7 (over), allowance has been made once more for Indo-Burmese
trade. In this table imports from Burma to India via the coasting
trade have been included, as have India re-exports of foreign
merchandise to Burma. Also,deducted have been direct sea-borne
imports into Burma. With Burma removed from the statistics it is
clear that the import of cotton piecegoods as a percentage of total
Indian imports was far larger in the pre-war period than earlier
assumed by Venkatasubbiah. This makes the reduction of cotton good
imports during the depression and post-depression periods even more
dramatic, and explains the near panic displayed by Manchester
millowners and cotton exporters at the changing nature of the Indian
market for their goods.28 Another major change is in the oils
category, reflecting India’s purchase of kerosene and petroleum from
Burma. Again, the greatest revision of Venkatasubbiah’s earlier work
concerns his miscellaneous category. The revised figures are markedly
higher than Venkatasubbiah’s in the last period, 1935-36 to 1939-40
but lower in the other periods. Thus, the development in the Indian
economy reflected by the increased demand for new categories of
imports, is much more marked than Venkatasubbiah’s original work
suggested. Venkatasubbiah argued that the greatest change in the
structure of the Indian import trade occurred during the depression,
but that demand for new products declined again during the Ilate

1930s. The revised figures, however, show a gradual long-term change
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in the structure of India’s import trade, a trend which accelerated
during the slump but which was at an even greater pace in the late
1830s. Between 1935-36 and 1939-40, the miscellaneous category
amounted to 55 per cent of all imports. Thus, there was a continual
increase in demand throughout the 1930s for new imports such as long
staple raw cotton from East Africa, electrical appliances, chemicals,

pharmaceuticals, motor vehicles and machinery and parts.

Overall, then, there were divergent trends in the composition
of India’s export and import trade. The depression consolidated the
traditional pattern of India’s export trade, reflecting the more
diversified nature of Indian exports prior to the slump in
comparision with other primary producers. In the import trade,
however, there was a new demand for increased machinery» and raw
materials for domestic consumer industries, with a corresponding
decline in the import of consumer goods such as cotton piecegoods
and sugar. This provides a further explanation of the stability of
India’s export trade. The development taking place during the 1930s

was based on consumer industries for home demand rather than for

export.

4. India’s Balance of Trade and Payments

Although, as we have seen, the volume of some of India’s
principal ekports began to recover after 1936, values failed to
return to 1929 levels. For instance, in 1929-30 India exported 522.2
million gunny bags valued at Rs 21.8 crores, whereas in 1938-39,
598.4 million bags were exported at a value of Rs 12.4 crores. The

position for raw material was similar. In 1929-30, 19,681 tons of raw
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cow hide were exported valued at Rs 2.18 crores, but the 19,417 tons
exported in 1936-37 earned only Rs 1.09 crores. Again, the 434,959
tons of raw hemp sent abroad in 1929-30 was valued at Rs 68,33 lakhs,
whereas the 816,312 tons exported in 1938-39 was valued at only Rs
71,98 lakhs.?? This decline in value disrupted the traditional Indian
pattern of large trade merchandise surplus. At first this was masked
by the official figures for the total visible balance of trade which
seemed to remain healthy despite the slump. However, a breakdown of
the balance of trade, to be found in Table 1.8 (over), reveals the
true picture. While India's merchandise balance never went into
deficit, the 1large surpluses dwindled away to only Rs 3,22 lakhs in
1932-33 when only re-exports of foreign merchandise maintained the
surplus. The merchandise surplus increased again from 1933 reaching
Rs 77,76 lakhs in 1936-37, but this was still slightly below the 1929
level and only half of the surpluses recorded in the mid-1920s.39 1In
the last two years before the war, +the surplus declined again with
rice and petroleum products being imported from the newly separated

Burma..

These poor merchandise balances were masked by the large scale
export of gold from 1931, again a reversal of the traditional Indian
patterns of being an importer of treasure. The wvalue and
distribution of these exports is given in Table 1.9 (over). The gold
exports were on private account, with the Government of India only
being involved in one year (1929-30) when it sold Rs 4 lakhs. It was

government silver reserves which were being exported in this period.

From 1931, gold bullion became India’s most important export

commodity, accounting for some 30 per cent of total export value
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between 1931-32 and 1934-35,

Table 1.8

Balance of Trade (Rs lakh)

although it declined after that date.

1929-30  1930-31 1931-32 1932-33  1933-34

Export of Indian

Merchandise (P) +3,10,80 +2,20,49 +1,55,89 +1,32,27 +1,47,25
Re-export of Foreign

Merchandise (P) +7,13 +5,15 +4,66 43,22 +3,42
Imports of Foreign

Merchandise (P) -2,38,95 -1,63,58 -1,25,72 -1,32,27 -1,15,00
Balance of Trade in

Merchandise (P) +78,98 +62,06 +34,83 +3,22 +35,67
Gold (Private) -14,22 -12,75 +57,98 +65,52 +57,05
Silver (Private) -11,89  -11,65  -2,59 73 -1
Currency Notes

(Private) -9 -3 +26 +14 +19
Total Visible

Balance of Trade 452,178 +37,63 +90,48 468,15 492,90
Purchase of Sterling

by Reserve Bank -20,39 -7,26 -53,04 -48,18 -59,97
Sales of Sterling

by Reserve Bank - +7,75 +18,98 - -
Transfers of Govt.

Securities -29 -8 +6 -13 -11
Interest Drafts on

India in respect

of Govt. of India

Securities -33 -83 -32 -32 -36
Balance of Remit- .

tances of Funds -21,01 +8 -34,32 -48,63 -60,44
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Table 1.8 (Contd.)

1934-35 1935-36  1936-37 1937-382 1938-397

Export of Indian
Merchandise (P) +1,51,67 +1,60,52 +1,96,12 +1,80,93 +1,62,79

Re-export of Foreign
Merchandise (P) +3,55 43,77 +6,24 +8,28 +6,42

Imports of Foreign ]
Merchandise (P) -1,31,80 -1,33,74 -1,24,60 -1,73,33 -1,51,79

Balance of Trade in

Merchandise (P) +23,42 +30,55 +77,76 +15,88 +17,42
Gold (Private) +52,54 +87,36 +27,85 +16,34 +13,06
Silver (Private) =37 -1,27 -13,59 -2,26 -1,75

Currency Notes
(Private) +37 +29 +24 +28 +58

Total Visible
Balance of Trade +75,96 466,93 492,26 +30,24 +29,31

Purchase of Sterling i
by Reserve Bank -42,82 -45,58b -70,87 -29,51 -32,64

Sales of Sterling
by Reserve Bank - -b - - -

Transfers of Govt.
Securities +32 -56 -18 -11 -8

Interest Drafts on
India in respect
of Govt. of India
Securities -28 -31 -29 -28 -28

Balance of Remit-
tances of Funds -49,98 -46,45 -41,34 -29,90 -33,00

Notes: + signifies net export and - signifies net import
a excludes Burma
b Figures in previous colums relate to sterling purchases and

transfers by Government.
Source: Statistical Abstract for British India from 1929-30 to
1938-39, BPP, Cmd 6333 of 1942, Table 164, p.758.
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Table 1.9

Value of Treasure Exported by Sea

1929-30 1930-31 1931-32 1932-33 1933-34
Rs 1,000 Rs 1,000 Rs 1,000 Rs 1,000 Rs 1,000

Gold
Un@ted.Kingdom - 49,01 48,10,59 39,24,79 44,23,41
United States - - 7,36,19 22,88,61 9,10,43
Total Private 99 49,34 60,78,25 66,84,09 58,15,30
Total Government 4 - - - -
Total Value 1,03 49,34 60,78,25 66,84,09 58,15,30
Total Quantity

(oz 000) 2 87 8,181 8,526 6,830
Silver
United Kingdom

(Govt.) 3,32,34 1,39,68 3,01,89 2,74,23 3,37,24
United Kingdom

(Private) - 18 36,58 75,04 69,18
Hong Kong

(Private) 79,78 1,68,22 1,00,82 - -
Total Private 1,47,36 1,81,33 1,82,60 90,03 79,79
Total Government 3,32,43 1,57,37 3,02,21 2,74,23 6,87,65
Total Value 4,79,79 3,38,70 4,84,81 3,64,26 7,17,44
Total Quantity

(oz 000) 34,796 30,689 43,540 32,947 57,861
Total Value Gold
and Silver Exports 4,80,82 3,88,04 65,63,06 70,48,35 65,32,74
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Table 1.9 (Contd.)

1934-35 1935-36 1936-37 1937-38 1938-39
Rs 1,000 Rs 1,000 Rs 1,000 Rs 1,000 Rs 1,000

Gold
Un%ted Kingdom 35,07,87 24,44,48 12,46,96 9,14,75 9,31,00
United States 17,02,05 12,48,73 16,66,20 7,10,69 3,71,22
Total Private 53,25,68 38,30,55 29,45,49 17,89,24 13,80,77
Total Government - - - - -
Total Value 53,25,68 38,30,55 29,45,49 17,89,24 13,80,77
Total Quantity

{oz 000) 5,775 4,123 3,183 1,938 1,436
Silver
United Kingdom

(Govt.) 5,77,84 3,84,25 - - 45,66
United Kingdom

(Private) 1,49,19 1,81,56 23,50 57,59 21,35
Hong Kong

(Private) 2,40,00 28,37 - - -
Total Private 4,07,91 3,18,85 28,47 74,49 28,31
Total Government 5,77,84 3,84,25 - 80,77 49,61
Total Value 9,85,75 17,03,10 28,47 1,55,19 77,92
Total Quantity

(oz 000) 68,262 48,321 2,144 8,365 6,006
Total Value Gold
and Silver Exports 63,11,43 45,33,65 29,79,96 19,44,43 14,58,69

Source: Statistical Abstract for British India in the years

1929-30 to 1938-39, BPP, Cmd 6333 of 1942, Table 263,

pp. 754-57.
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The reasons why the gold outflow occurred will be dealt with in
later chapters. At this point it is sufficient to say that large

profits could be made by the export of gold from India.

The major question to be asked of the gold flows is how were
the profits actually utilised? Between 1931 and 1939 the total value
of gold exports amounted to Rs 338.49 crores, which Shirras estimated
to be equivalent to 20 per cent of the internal stocks of gold.3!
Rothermund has argued that this was a disinvestment in India during
the years of the depression largely for the benefit of Britain.32
Indeed a League of Nations economist commented in 1932 that the gold
flows from India "were of material help in enabling the Bank [of
England] to pay off its foreign credit".33 In 1930 and 1931,
the officials in both India and Britain feared a flight from the
rupee. India’s credit was weakened through the conjunction of the
international depression and a period of constitutional uncertainty.
The gold exports restored the credit of India in international money
markets and were material in aiding the Government of India to meet
its remittances in London.3% Had the gold exports not occurred
India’s balance of trade would not have been sufficient to meet these
remittances, India would have been forced to default and a flight

from the rupee would have been unavoidable.

Gold exports probably helped to maintain the level of total
purchasing power available in India and could even have increased it.
While the impact of this in the internal sector will be dealt with in
later chapters, for our present purposes it should be noted that
within the structure of Indian imports there was an increased

proportion of machinery and parts. It is possible that some, at



least, of the profits from gold sales were being invested in Indian
industry, particularly since the new Indian industrial class was
evolving from the trading families, the Birlas and Thapars of the
north and the Chettiar families of Madras. Birla certainly was

involved in bullion export.

To concentrate solely on the visible balance of trade, however,
would give only a partial view of the nature of India’s external
financial relations. 1In many ways it is the patterns of the
invisible balances which are more enlightening. Information on these
trends, however, is very slight, and at best, estimates. The most
comprehensive survey of India’s balance of payments is still
Banerji’s work concluded in the early 1960s.35 The most recent
survey of India’s financial development by Goldsmith, a long-term
study from 1860-1977, concludes, after the briefest of discussions,
that there was a net outflow of capital of Rs 11/ million between
1930 and 18939 or 0.6 per cent of national product. Goldsmith,

however, provides little evidence for this conclusion.36

Banerji estimated that between 1921-22 to 1838-39 India had a
balance of payment deficit of Rs 217 crores, of which there was a
deficit of Rs 22,435 crores between 1921-22 and 1929-30 but a small
surplus of Rs 7.32 between 1930-31 to 1938-39.  However, this does
not show the nature of the impact of the depression. Indian trade
balances were essential for the sterling remittances of the
Government of India and for the lubrication of the internal credit
structure of the Indian economy through the purchase of sterling for

the finance of trade. If the depression brought a sharp reduction in
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the amount of capital entering India, both the external finances of
the Government of India and the internal credit structure would come
under attack which could provide a mechanism of transmission of the
world financial slump into the Indian economy. Both Tomlinson and
Rothermund have suggested that this was what occurred providing an
explanation for the deepening of the slump in the Indian economy in
1931 before the rupee crisis, but neither have provided evidence to

support such a suggestion.?”?

It is very difficult to obtain information on the flow of
capital in and out of India. In evidence to the Central Banking
Enquiry, the exchange banks which had the monopoly of the finance of
foreign trade, submitted a consolidated balance sheet for the year
ending 31st December 1929. Of total resources of Rs 88 crores, Rs 10
crores were in bills of exchange in transit to London and overseas,
Rs 26 crores in Government securities and Treasury Bills and Rs 46
crores in loans, cash credit, overdrafts and hundis. The figure of
Rs 10 crores 1is, as Banerji has put it, ‘The only indication
available of tﬁe magnitude of funds imported into India in the busy
season to finance the trade of India’ and of the relationship between
the funds the exchange banks put into overseas and internal trade.38
However, even as early as December 1929, these figures could have
been distorted by the depression. In particular, the Rs 26 crores
invested in éovernment securities and treasury bills could have
contained a proportion previouély used to finance trade. The
.Controller of Currency reported that in December 1923 the exchange
banks were investing in treasury bills attracted by the higher rate

of interest which was utilising some of the capital left free since
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it was no longer needed to finance trade.??

Contemporaries seemed to worry more about a withdrawal of funds
from India between 1929 and 1931 than the general squeeze on
international credit since between those dates Indian interest rates
were higher than those in the advanced capital markets which should
have attracted funds. Investors were being deterred both by the
economic position of India and the political difficulties. Between
1929 and 1931 there were widespread fears over the safety of foreign
investments in India under a new nationalist government after Nehru’s
call at the 1929 Congress for repudiation of debts and
nationalisation of foreign concerns.4? The importance of political
difficulties holding back short-term investment is seen in the early
part of 1931 during the lull created by the Gandhi-Irwin Pact. During
this time, Taylor, the Controller of Currency, estimated that some Rs
10 to Rs 15 crores were invested in short-term government treasury

bills from outside India.4!

The evidence for a withdrawal of funds is of a qualitative
rather than a quantitative nature. In 1930, for instance, the Indian
Trade Commissioner in London, H. Lindsay, reported to a meeting of
the Board of Trade Advisory Council that there had been some

‘was not

repatriation of funds, but in his estimation this
serious’ .42 The Reports of the Controller of Currency also referred
to repatriation of foreign investment between 1929 and 1931 as well
as speculative foreign investment by Indians themselves, but again
does not provide any estimates for these outflows.43 Kindersley, in

his series of surveys of British overseas investment, argued that

repayments to Britain increased from 1931 and were larger than new
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investment. However, there is no breakdown of the source of the
repayments so it is impossible to assess how much might have been

repatriation of investment from India.44

The important factor was the credit problem at governmental
level. Most of the sterling needed to meet the requirements of the
Secretary of State was sold to the Government of India by the
exchange banks during the busy season. However, as trade faltered,
there was less demand for finance in the busy season and sales of
sterling to the government stopped. Indeed the Government of India
was forced to sell sterling from November 1930.45 The Government of
India had to borrow on the London market at the high rates of 1929-31
and to remit through its currency reserves which meant contracting
currency within India. However, as we have seen, the contraction of
currency was simply mopping up the excess money in circulation due to
falling prices and reduced demand for Indian produce. Therefore, the
credit squeeze in rural areas must have been the result of a failure
of internal mechanisms for transferring money from urban to rural
areas, a process which will be discussed in later chapters. Outwith
the governmental sector, there is no adequate study of the financial
linkages between India and the outside world, so that the suggestion
that the depression was transmitted to India through a contraction of

international credit must remain speculative, if attractive.

5. The Direction of Indian Trade

The trends already detailed resulted in alterations to the
direction of Indian trade, figures for which can be found in

Table 1.10.46 Trade with Britain and its imperial possessions
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increased for a few years under the impetus of imperial preference.

Table 1.10

Percentage Shares in Indian Trade of Principal Countries (Value)

UK Germany USA Japan France
1919-20 32.2 0.2 11.6 10.5 3.0
1925-26 33.1 6.7 9.0 12.4 4.0
1928-29 31.2 8.2 9.7 8.9 3.9
1929-30 30.1 7.7 9.4 10.1 3.9
1930-31 29.3 6.9 9.3 12.0 3.6
1931-32 31.0 7.2 9.4 9.6 2.5
1932-33 32.3 7.2 3.9 13.0 3.8
1933-34 36.0 7.1 6.9 11.3 3.4
1935-36 34.8 7.4 8.5 14.8 2.9
1937-38 31.6 7.2 8.8 11.4 1.9

Belgium Nether- Canada Australia South

lands Africa
1919-20 1.6 0.4 0.3 1.0 0.3
1925-26 3.0 1.9 0.6 1.5 0.4
1928-29 3.5 2.3 0.9 2.7 0.5
1929-30 3.4 2.4 0.8 2.2 0.5
1930-31 3.2 2.6 0.8 1.8 0.6
1931-32 2.6 2.5 0.7 1.5 0.6
1932-33 2.8 2.2 0.7 1.9 0.5
1933-34 2.7 2.3 1.0 1.5 0.6
1935-36 2.7 1.7 0.9 1.4 0.6
1937-38 2.6 1.5 0.9 1.3 0.6

Source: Calculated from Table 264, pp.506-7 and Table 208, pp.518-
21 Statistical Abstract, 1919-20 to 1928-29, BPP OCmd,
3882 of 1931 Table 254, pp.634-97, and Table 256, pp.T720-"
25, Statistical Abstract 1929-30 to 1338-39, BPP, Cmd 6333

of 1942.

However, British exports quickly began to decline once more while

India increasingly sold more to Britain. Germany’s share of the
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Indian export trade recovered quickly from the slump based on the
export of dyestuffs for India’s cotton industry. India’s share of
the German market declined though from 1933 under the impetus of the
self-sufficiency campaign aimed at substituting foreign raw
materials. The two new trade conventions with Japan initially
increased Indian sales, particularly of raw cotton, to Japan but in
the long term the conventions benefited Japan as the exporter of
manufactured goods. Trade with India’s other major partner America,
fluctuated. High tariff barriers in America reduced Indian imports,

especially jute goods. At the same time, as India imported more long

stapled cotton from East Africa and Egypt, America’s share of

India’s import trade also declined.

These changes are seen in greater clarity when studied in terms
of the balance of trade. The merchandise balances are recorded in
Table 1.11 (over). The most striking changes are the reversal of the
traditional relations with Britain, Japan and Germany. The massive
gold flows dramatically changed the relationship with Britain ending
Britain’s traditional large surpluses with India. From 1936 India’s
balance with Britain became a surplus rather than a deficit as India
exported more to Britain while India increasingly became a less
attractive market for British goods. On the other hand, India’s
traditional surpluses with Germany and Japan became deficits. There
were similar patterns with the Strait Settlements and Egypt.
Elsewhere India’s trade surpluses were greatly reduced through the
slow recovery of export values. This had major implications for
India’s traditional role in the settlement of multilateral payments.

After the depression it was Britain’s surpluses with Malaya and
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Table 1.11: Balance of Merchandise Trade of India with Major Partners

United Kingdom
Canada

Australia

Union of South Africa
Ceylon

Hong Kong

Straits Settlements
Kenya. Colony

Egypt

USA

Japan

Germany

France

Italy

USSR

Java.

China

Burma

United Kingdom
Canada

Australia

Union of South Africa
Ceylon

Hong Kong

Straits Settlements
Kenya Colony

Egypt

USA

Japan

Germany

France

Italy

USSR

Java

China

Burma

Rs (1,000)
1925-26  1928-29  1929-30  1931-32
-39,59,75 -44,20,11 -36,54,75 -1,93,85
+81,92 -51,65 +49,46  +1,06,93
+6,09,84 -1,07,92 +19,25 +1,36,74
+2,39,95 +1,88,71 +1,64,34 +1,21,82
+12,98,47 +11,66,28 +10,95,40 +6,27,10
+2,00,90 +1,62,40 +2,20,53 +1,27,11
+4,15,43  +2,70,28  +1,74,01 +1,78,51
-1,42,54 -1,32,28 -2,03,29 -2,81,00
+4,33,66  +2,91,97  +3,44,48 +43,56
+24,41,99 +21,75,05 +18,46,67 +1,02,71
+38,46,80 +16,74,90 +8,68,17 +60, 31
+13,46,59 +16,48,73 +10,77,58 +8,05
+17,87,10 +12,99,19 +12,23,77 +5,46,36
+14,72,54  +7,72,81  +4,90,31 +1,91,64
+19,24 -59,96 -1,40,87 -2,52,42
-9,27,64 -11,81,63 -7,46,12 -3,16,82
+12,83,80 +5,12,07 +8,92,32 +5,01,10
Re (1,000)
1933-34  1935-36  1938-39
-37,81 -1,71,03  +9,02,28
+1,19,43  +1,24,17 +2,23,10
+1,96,64 +1,61,52 +56,02
+95,67  +1,25,19  +1,14,47
+4,61,88 +5,63,77 +3,91,59
+62,91 +7,94 +43,24
+58,17 +75  -2,09,09
-1,75,51 -2,82,55 -4,43,29
+47,66 -28,45 -96,39
+6,87,54 +7,98,03 +4,10,07
-2,89,22 +4,39 -82,34
+95,13 -2,83,86 -4,37,24
+5,86,43 +5,85,84  +4,79,04
+2,84,09 +1,51,66 -6,51
-1,55,77 -1,25,81 +17,67
-1,94,02 -1,38,20 +21,78
+2,30,84 +3,02 +73,54
- - -14,31,54

Sources: Statistical Abstract for British India from 1918-20 to

1928-29, BPP, Cmd 3882 of 1931, Table 204, pp.506-7, and

Table 208, pp.518-21.
Statistical Abstract for British India from 1929-30 to

1938-39, BPP, Cmd 6333 of 1942, Table 254, pp.694-97, and
Table 256, pp.720-25.
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Africa which helped to pay its deficits elsewhere, including India,
rather than its surpluses with India as formerly. The implications

of this will be considered more fully in the next chapter.

There were major changes in the structure of Indian foreign
trade during the 1930s, many resulting directly from the short-term
impact of the depression. The changes in both composition and
direction of foreign trade resulted in India gradually disengaging
from the international economy, a reversal of previous trends. As we
have seen this was a long-term trend begun during the First World War
and accelerated during the depression with the growing importance of
the home market. To this extent, contemporary economists like Thomas
and Anstey were correct to assert that Indian trade was less
vulnerable to the slump than many other primary producers. While
India shared the common experience of steep declines in export values
and a worsening of the terms of trade, the Indian economy was not as
dependent as some smaller countries upon the export sector or upon
one major export commodity. Thus, the composition of India’s export
trade remained relatively stable during the depression. Unlike other
primary producers, India’s export trade offered fewer opportunities
for diversification. Instead, diversification was occurring in the

internal economy with the expansion of the industrial sector.

This does not mean to say that the foreign trade sector was
unimportant and that the trade depression did not have serious
implications for the domestic economy of India. The steep decline of
export values resulted in a major reduction of income for both
cultivators and trading houses and consequently reduced purchasing

power. Was there, therefore, a shift in the patterns of investment
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from traditional channels of agriculture and trade into industry?
Changes in the composition of Indian imports hint that this was
occurring. The reduction of trade surpluses was of vital importance
to the central government, which was heavily dependent upon customs
duties and the maintenance of a favourable balance of trade to meet
its remittance obligations. If government revenue was reduced, this
would 1limit its abilities to make an effective response to the

challenges of the depression.

Ultimately, 1India’s trade structure could be affected by
changes in government policy. Many governments sought to manipulate
their trade policies to mitigate the effect of the depression.
Governments promoted tariffs, quota restrictions and new export crops
and marketing schemes to try to increase domestic income levels. How
far did the Government of India change its trade policies to protect
the domestic economy or was its position as a colonial authority a
constraint on its ability to respond? The nature of the government’s
responses and their effectiveness in mitigating the effects of the

slump in India’s trade will now be assessed.
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CHAPTER TWO

Trade and Tariff Policy in the 1930s

For many governments of developing nations, the depression was
marked by a period of experimentation in trade policy in the effort
to protect their economies from the worst impact of the slump. Such
experiments ranged from use of the tariff structure to promote
import-substitution industries to new marketing organisations and
techniques aimed at securing as great a share as possible of the
dwindling world markets in primary produce.! In India, the link
between the conditions of Indian trade and the health of the
Government of India’s budgetary position was the major factor
underlying policy decisions. The Central Government relied upon a
favourable balance of trade with which to meet its sterling
obligations in London. Thus trade policy during the depression was
dominated by the issues of the exchange rate and tariff levels,
including the question of imperial preference. There was no period
of bold experimentation in India at this time with only sporadic
attention to policies of quality control or the marketing of Indian
produce and proposals which might have necessitated large inputs of

government capital were shelved quickly.

Contemporaries were sharply divided in support of,or opposition
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to government trade policies. The pro-government stance adopted by
economists such as Coyajee, Anstey, Dey, Madan and Adarkar,
maintained that the manipulation of exchange policy and the adoption
of imperial preference had kept open India’s most important export
market, the United Kingdom, at a time of proliferating trade barriers
elsewhere in the world. They also argued that the Government of
India was justified in refusing demands for an embargo on the export
of gold from 1931 since such exports had re-established India’s
credit by restoring a favourable balance of trade.? On the other
hand, opponents of the govermment such as Vakil, Gadgil amd Munshi
demanded an end to the rupee-sterling 1link, allowing a full
devaluation of the rupee and increasing the competitiveness of Indian
exports. For them, Imperial preference invited retaliatory action by
non-empire countries especially those of Continental Europe thus
reducing both markets open to Indian goods and opportunities for the
conclusion of favourable bilateral trade agreements.? Balanced
between these extremes of opinion were a few economists such as P.
Ray and Thomas. Ray, for example, who criticised nationalists and
Indian businessmen for their continued agitation in support of the ls
44 exchange rate which prolonged the destablisation of business
conditions, was equally critical of the adoption of imperial
preference as harmful to long-term prospects for Indian trade.t
Similarly, while Thomas supported much of the government’s trade
policies, particularly the gold exports, he attacked fiercely the
lack of integration of such policies into a coherent development

strategy for the Indian economy.®

The views of Indian nationalists, that trade policy between the



wars was shaped by the United Kingdom for its own benefit rather than
that of India, gained some broad acceptance over the years. However,
it came under criticism from historians such as Tomlinson, Dewey and
Charlesworth. They argued that the impact of the First World War had
loosened the imperial bonds which tied India to Britain, culminating
in the Fiscal Autonomy Convention of 1923, which supposedly gave the
Government of India the right to regulate its own tariff policy, for
instance, in the appointment of a Tariff Board.s This view echoed
the work of the Canadian historian, Drummond, that the imperial
importance of 1India to Britain was eclipsed by that of +the White

Dominions in the inter-war period.?

Qualifications of these ideas have been expressed recently by
Rothermund and Chatterji, who have suggested that while there was
some diminution of imperial control in the war this was short-lived
and that Indian fiscal autonomy did not shift the balance of power
decisively.s In the inter-war period, according to this argument,
British authorities merely paid lip-service to fiscal autonomy while
seeking new ways of preserving the British hegemony of +the Indian
market. For such critics, the Ottawa Agreement with its adoption of
imperial preference was the successful climax to British attempts to

re-assert control over the Empire, and, within that, over India.

To some extent, these arguments can be tested by the use made
by the Government of India of its fiscal autonomy during the
depression. Did the Indian authorities join in the scramble to make
bilateral trade agreements which seemed to affect governments
throughout the world? The Canadian Government, for instance, seemed

to enter an almost frenzied period of trade bargaining during the
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1930s, concluding new agreements with the majority of its trade
partners from Great Britain and the United States to Paraguay and the
Honduras.” To what extent did the Government of India consider using
tariff policy to shield the domestic economy from the worst ravages
of the slump? Tariffs could have been used to block the importation
of cheaper foreign agricultural produce or as a stimulus to import-
substitution industries as occurred in Japan, Latin America and the

Dutch East Indies.

Of course, the major consideration for the Government of India
in determining its trade policy during the depression was the
possible consequences upon its budgetary position. Under the
constitution of 1920, the Government of India was forced to rely upon
customs gnd excise duty for one-third of its total revenue needs.l?®
Railway revenue provided the other major source for government funds,
but during the depression the Indian Railway Department as a whole
was rﬁnning at a loss.!! Nor during a depression would there be
much scope for increased income tax or excess profit tax.!2 Thus the
Government of India was forced back to customs increases to meet its
budgetary needs, but any dramatic reduction in imports would in turn

increase the serious constraints upon government resources.!?

Policy decisions of the Government of India also had
implications for areas outwith India’s national boundaries. The most
obvious example is in India’s imperial relationships, but the
disengagement by India from the international economy, noted in the
previous chapter)impinged on the fate of other developing economies.

For instance, the adoption of protection for the sugar industry wiped
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out imports of Javanese sugar, deepening the impact of the slump in
the Dutch East Indies.!4 Naturally, this was a two-way process.
Australia’s agreement to sell iron ore to Japan hit India's pig iron
exports. Did the policies of the Government of India invite
retaliatory action by other authorities, as the nationalists
suggested? If so, what were the implications for Indian trade in the

longer-term?

The discussion of the trade and tariff policy of the Government
of India during the slump, and the implication for long-term
developments in India’s trade will focus on three key areas. The
first two centre on aspects of tariff policy. Firstly, the
relationship between Delhi and Whitehall will be studied. Clearly,
the majer discussiqn here will focus on the adoption of imperial
preference, the impact this had on Delhi’s relations with the Indian
business commmity, and the effects on Indian trade. Secondly, trade
policy with the non-empire countries will be assessed,with emphasis
on the problems with Japan. 'hirdly, there will be an analysis of
policies adopted by the Indian Government to improve the country’s
trading position during the slump. Again, a crucial element in this
discussion is the varying response of Delhi to different sectors of

the Indian business and commercial communities.

Indian Tariff Policy Before 1929

To understand the changing structure of Indian tariffs which
resulted from the depression, it is necessary to sketch a brief
history of policy trends before 1929. Tariff policy had proved to be

one of the most contentious facets of India’s colonial history,
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provoking conflict not only between the Government of India and
nationalist groups, but also between Delhi and Whitehall. Broadly
speaking, until the First World War, with Whitehall governing tariff
policy, India was forced to accept a free trade doctrine not best
suited to its developing needs. Cotton duties proved the focus of
conflict. An increase in the cotton import duty seemed to provide a
reliable and simple method of raising extra revenue for the Indian
Government. However, such suggestions provoked protests from the
powerful Lancashire mill lobby for which India was the principal
market. Whitehall inevitably supported Lancashire, arguing that
increased cotton duties would prove protectionist, not fiscal, and
thus contrary to the free trade doctrine. By the mid-1890s, revenue
needs made the imposition of a cotton duty a necessity, however
London was able to impose a counterveiling excise duty on Indian
cloth. Thus, it seemed clear to Indian nationalists that London would
always place British needs before those of India, manipulating
tariffs to maintain British hegemony of the Indian market.!'5 Even in

1913, Britain supplied some 64 per cent of Indian imports.!S$

The First World War highlighted once more India’s strategic
importance within the British Empire. Meanwhile its dislocating
effect on trade reversed the traditional economic relations, pushing
Britain into deficit with India. These trends provided the
Governmen£ of India with greater political leverage against Whitehall
than was usual. Therefore, in return for a gift of £100 million to
the British Government, Delhi was able to increase cotton duties
without a corresponding rise in the counterveiling excise, thus

giving the Indian cotton industry an important measure of protection.
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During the war, Japan and America increased their share of the Indian
market from 2 per cent each to 12 per cent and 8 per cent
respectively.!?” The war forced Britain officials to realise that
British trade in India was now vulnerable. Thomas Ainscough, British
Trade Commissioner to India, produced a gloomy long-term view of
British trade prospects in India. He cited the dynamic practices of
Japanese and American firms; direct shipping routes; branch offices
in India; brighter advertising and packaging. Such firms had dealers
up-country negotiating directly with local traders and Japanese
cotton importers even had established their own ginning mills.
Besides this, the attitudes of British firms seemed almost arrogantly
conservative. Their only response was to demand government action
against ‘unfair competition’, and thus, in Ainscough’s words, ‘to go

on in the old, inefficient and haphazard way’.18

The impact of the war was to demonstrate that India’s tariff
policy could no longer be regulated from London. The 1918 Industrial
Commission recommegded that India be given control over its own trade
and tariff policy so that it could be used to promote economic
growth.l 9 This was re-iterated in the Montagu-Chelmsford Report of
1919,20 but was not embodied in the consequent constitutional

reforms.

Fiscal autonomy was not finally recognised until 1923, although
many British parliamentarians and business groups refused to accept
this because it was not embodied in a parliamentary statute.2! The
Secretary of State for India still retained the ultimate sanction of

veto should any fiscal proposal of the Government of India appear too
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controversial for Whitehall. However, from Montagu onwards, most
officials regarded the fiscal autonomy convention as abrogating their
right of interference. Thus, in 1930 the then Secretary of State,
Wedgewood Benn, protested about the proposed increase in cotton
duties in the forthcoming Indian Budget since he ‘deplored’ the
effect on Lancashire, but concluded that he was defenceless to act

against Indian fiscal autonomy.2?

At the same time, there was some recognition of the potential
use of tariff policy for the encouragement of industrial development.
Legislation permitted the Government of India to establish a Tariff
Board to consider applications by individual industries for tariff
protection. Industries for which protection was recommended would
have to fulfil a stringent set of criteria including ‘natural
advantages’ over foreign imports and the ability in time to dispense
with the need for government support.z3 In itself, this was an
important step away from a purely fiscal tariff. However, as usual
in any advancement towards Indian control of its own affairs, there
were qualifications. The recommendations of the Board were not
binding on Government and could be rejected in part or completely.
Above all, the Tariff Board was not a permanent body. Separate
boards were convened to consider the case of individual industries.
Thus industries had already gone through a selective governmental
process even before reaching the Board. The absence of a permanent
board as recommended by the Industrial Commission marked the absence
of a full-blooded commitment to a policy of protection by the

Government of India. Protection was merely another ad hoc solution

to individual pressures.z?
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Probably a more important aid to development than the attempted
use of tariff protection was the grant of free or lowered duty ‘given
regardless of revenue considerations on broad grounds of national
policy’. Such goods affected included machinery, drugs and
fertilisers.25

India’s tariff policy was adapted further in 1927 with the
introduction of ‘discriminating protection’.in the case of iron and
steel: that is the Tariff Board recommended Jower duty on imported
British Steel than on ‘foreign’ steel. The Tariff Board reasoned
that Indian industry was suffering more from cheap imported
continental steel than British imports. Although Wagle has pointed
out that this was a true reflection of the evidence provided by the
Tatas, India’s major steel producer, other Indian groups felt that
it was merely a method of allowing British firms to circumvent
India’s supposed fiscal autonomy. These suspicions were further
fuelled by the application of ‘discriminating protection’ to cotton
in 1930.27 Markovits has argued recently that the acceptance of
‘discriminating protection’ was a major factor dividing the Bombay

business community from its fellows elsewhere in India.28

Thus, at the beginning of the 1930s, the Government of India
regarded its policy as ‘a single—decker tariff consisting mainly of
purely revenue duties but containing certain duties in pursuance of
the policy of discriminating protection for Indian industry.’2? In
other words financial considerations remained paramount in trade
policy. Thus, for instance, for fiscal reasons, the Indian Government
imposed higher tariffs on certain categories of raw materials and

plant entering India than on the actual finished manufactures of the
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same kind.30

Changes In Tariff Structure During The Depression

During the early years of the depression, the Government of
India was obsessed with its budgetary position and the impending
financial crisis. Dwindling trade surpluses created major
difficulties for the Indian authorities both in meeting the
remittance obligations and maintaining the exchange rate of the
rupee. The tariff, therefore, was used in its traditional form,
almost purely for revenue purposes, with duties increasing steadily
from 1929, including the imposition of a 25 per cent surcharge in the
Emergency Budget of September 1931. In this, Delhi was encouraged by
Whitehall officials equally worried by the unsteady financial
position of India. Whitehall, in its turn, was obsessed by the fear
of a run on the rupee which might ultimately bring down sterling as
well. Since the British Government was also facing financial
difficulties, partly through the ever-dwindling surpluses with Africa
and Asia, the fear that India might default on its obligations was

very great.

The Government of India, therefore, was under constant
pressure from Whitehall to balance its budget and the correspondence
exchanged on budget proposals became increasingly voluminous and
acrimonious.3?! Once again, the traditional debates over India’s
tariff policy re-emerged. While the Indian Government wanted to
raise customs duties to protect ”iﬁiv revenue position, London argued

that it should be finding new sources of income. London constantly
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charged the Indian authorities with failing to take the budget
position seriously and favoured strengthening of Treasury control
over the Indian budget, particularly after promises in July 1931 that
Britain would support India’s credit.?2z Such moves provoked a sharp
response from the Indian Government.
‘While recognising that the Treasury are entitled to
full information, and gratefully welcoming helpful
suggestions and advice from them as from you, we trust
you will not press us to accept the declaration by His
Majesty’s Government as giving the Treasury any right to
dictate our policy for which we, with knowledge of local
conditions, must remain responsible. Continuous
interference with the wide discretion which you have
hitherto allowed wus would create an impossible
situation.’'33
One reason for this conflict was that while the duties were
imposed for revenue reasons, as the government struggled to meet its
commitments, the tariffs did have a protective element. This was
deplored by London, especially since it re-opened the controversy
over cotton duties, ‘which it was hoped had been disposed of by the
decision of 1927’ as one India Office official put it.34  Thus while
the Indian authorities proposed fresh customs duties, Whitehall
officials recommended retrenchment and increased income taxes, even
for the low paid.?5 Whitehall would approve only increased customs
duties on luxury goods or on the raw materials and machinery of

protected industries which they believed could meet the costs from

their ‘substantial protection’.3$6

Generally, though, in recognition of the need for the Indian
authorities to meet their remittances, Whitehall was forced to accept
increased: Indian custom duties. Beginning in 1929-30 duties were

increased on cotton piecegoods, silver, salt, sugar, liquors and
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spirits, spices, cigarettes, tobacco, fuels, motor vehicles,
artificial silks and yarns, cement and boots and shoes.3?7 In the 1931
Budget there was also a series of surcharges ranging from 2.5 to 25
per cent. Finally in the 1931 Emergency Budget there was a general
surcharge of 25 per cent, even on some articles previously on the
free list., such as drugs. The only exemptions were for raw cotton,
machinery and dyestuffs.?8  Whitehall disapproved of reliance on
customs duties to balance the Indian budget since it was felt the
burden was falling more on British producers than the Indian
consumer. Thus, Sir Cecil Kisch, Financial Adviser to the India
Office, complained late in 1931 that ‘purely political considerations
have, in my opinion, dominated the requirements of sound finance ...
The great mass of the Indian populace is not called upon to take

their proper part in rehabilitation.’3®

Such criticisms of the policy decisions of the Government of
India by Whitehall were grossly unfair, since British officials were
equally concerned with ‘political considerations’. Lancashire mill-
owners formed a formidable political lobby, the region accounting for
some 60 members of Parliament. Also recently, Capie has argued that
far from being the ad hoc response to the crisis that the 1932 Import
Duties Act is normally regarded, it was the culmination of a decade
of intense political pressure by the British iron and steel
manufacturers and associated traders.4? More crucially, the
British Government failed to appreciate the position of the
Government of India as a colonial authority or che.se. to ignore it.
If the British suthorities imposed duties or increased taxes, it

could declare that it had the mandate of the electorate to do so. The
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Government of 1India had no such mandate. At a time of growing
nationalist sentiment in India, every policy decision of the

government was scrutinised closely and criticised vociferously.

Thus, in deciding upon commercial ﬁolioy, the Government of
India was caught between pressure from Whitehall and pressure from
Indian nationalist opinion. Also, it had to contend with the force
of Europeans domiciled in India. Placed in the middle of all this,
it is easy to understand why government actions should be halting and
lacking in co-ordination. In this light, customs duties seemed to
be the simpler option. Customs duties increases, it was felt, would
provoke no major criticisms from the Indian business community.
However, during the depression,the Government of India did not simply
manipulate tariff policy to raise revenue. Its tariff policy
provoked controversy within India when it became embroiled in the

question of imperial preference.

The Role of Imperial Preference in the 1930s

The impact of the depression in reducing world markets,
resulted in a resurgence of interest in the idea of imperial
preference. From the late nineteenth century, there had been
advocates for a greater extension of inter-imperial trade as a
solution to growing competition to Britain in world markets. On the
other side, there were demands for imperial protection by the
Dominions of Canada and Australia which wanted a protected market in
Britain. These forces were strengthened in the 1920s with the
establishment of the Empire Industries Association and the Empire

Economic Union.4! India remained aloof from this mood; as late as
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1930 the representative of the Government of India informed the
Imperial Economic Conference that India had little or nothing to gain
from imperial preference.4? 1Indeed, the Indian authorities insisted
on its autonomy to pursue its own tariff policy and to ‘reserve
complete freedom to deal with each case as it arises’.43 A change in
British tariff policy, however, heralded a change in Indian policy

and provoked a new campaign of agitation against Delhi.

By the end of 1931, the pressure of the depression and the
consequent financial crisis, had forced Britain to abandon the gold
standard and its traditional free trade policy. There had been a
measure of informal preference for empire goods entering the British
market since 1919. However, in the Imports Duties Act of 1932,
Britain sought to formalise inter-imperial relations by demanding
trade negotiations with India and the Dominions and by exempting the
non-self governing colonies ‘unconditionally from all duties under
the Act’44 While the forthcoming Imperial Economic Conference was
being forced on Britain by Canada, British authorities hoped that
they could take the opportunity to secure agreements guaranteeing

their empire markets during the crisis.

Britain’s position was relayed to India through the Seéretary
of State, Sir Samuel Hoare, who stated that ‘continuance of exemption
of Dominions and India from any or all duties in whole or in part
will depend upon the character of benefits which Dominions and India
are prepared to offer in return at Ottawa’. Hoare concluded, ‘Your
Government will at once recognise that this completely revolutionises
the position as between India and the UK, and that it is now entirely

incorrect to say as has always been said in the past, that India has
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little to gain from Imperial Preference. After Ottawa the position
will be that India will stand to lose heavily if she does not come
come into the scheme of imperial preference to be worked out
there.’45 This is, of course, suggestive of Rothermund’s argument

about the re-assertion of imperial control.

Indian officials became concerned about the implications of
this change in British policy. Sir P. Ginwala, a past president of
the Indian Tariff Board, explained the possible serious repercussions
on India. Should Indian goods be liable to import duties in Britain,
they would be replaced by purchases from the non-self government
colonies, which ‘scattered over all parts of the world and having all
kinds of conditions and climates, ... are favourably situated for the
production of those very commodities in which the agricultural
population of India has a vital interest.’4¢ As over-production among
primary producers continued pushing down prices further and as world
markets contracted more rapidly in the early 1930s, this appeared to

be a serious threat.

If the conference at Ottawa was to be used only to provide a
short-term answer to the crisis of the depression, such arguments
would have been somewhat exaggerated. Had Britain turned to the
non-self governing colonies for replacements for Indian goods, it
would have added greatly to their price through increased production
costs, fréight and insurance charges and it would be unlikely to find
a single producer on the same scale as India.t7? Such were the
criticisms levelled at the scheme by Indian National Chambers of
Commerce, particularly those in Bombay and Calcutta.48 The leader

of the Indian Delegation at Ottawa, the Indian Trade Commissioner in
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of the Indian Delegation at Ottawa, the Indian Trade Commissioner in
London, Sir Atul Chatterjee, declared in his opening address that
‘the development of 1Indian foreign trade generally is one of the
primary interests.’49 Indian nationalists, though, believed that

this dimension had been forgotten.59

However, the Government of India could have been concerned more
by the long-term implications of the change in British trade policy.
Ad hoc trade agreements could establish principles for long-term
trade policy. If Britain was to turn permanently to the non-self
governing colonies, import duties on Indian goods would make them
progressively less competitive in the British market. As Ginwala,
also an Indian delegate at Ottawa, pointed out, there were enough
non-self governing colonies producing goods sufficiently similar to
those of India eventually to squeeze India out of the British

market.51

The Conference at Ottawa marked the first occasion on which
India was not represented by the Secretary of State, therefore the
composition of the delegation was vital to its eventual success.
Recently, Chatterji has argued that Hoare originally wished to invite
two of India’s leading businessmen, G.D. Birla and Sir P. Thakurdas,
to join the delegation.52 According to Markovits, Hoare hoped that
this could be an olive branch to the Indian business community and
help to wean their support away from Congress, support which had
seemed to have been diminishing by the end of the 1930 Civil
Disobedience Campaign.5? However, Hoare was forced to back down by
Willingdon who refused to accept Indian businessmen so closely

identified with the nationalist cause.54 Instead Indians regarded as
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loyal to the Indian authorities were chosen, such as Ginwala,
Chatterjee and Chetty as well as government officials such as
Schuster and Sir George Rainy, the Commerce Member. Naturally, this
was seen as a direct snub to the Indian business community and
criticism began before the Conference had been convened. In the
first instance, Indian business associations refused to co-operate

with fact-finding missions before the conference.55

Criticism of government policy was also ensured by the manner
in which the Assembly was informed of the Conference. While several
more enlightened members of the Indian Executive wished to allow the
Assembly the right to vote on attendance and so gain acceptance of
any forthcoming agreement, Willingdom argued it was not a good idea
to place such a resolution ‘at the fag end of the session’.
Eventually the Assembly was informed, in reply to a question, that
the Executive had agreed both on attendance and on composition of
the delegation. The placebo was that any agreement would be ‘duly be
placed before the Legislature for its approval’.56 Thus any
possible economic gains to be received from imperial preference were
drowvned in the wave of protest from Indian businessmen and

nationalist politicians.

As Birla explained to Sir Walter Layton, a reciprocal agreement
between Britain and India could have worked:

t... but the Ottawa Conference is foredoomed as far as
India is concerned. The Government have ignored to take
the Indian mercantile community with them. The result is
that the latter has created such a tremendous opposition
against the Ottawa Conference throughout the country that
whatever its conclusion, India is going to consider the
same. The mischief is already done ... I write this as
an Indian who has got a large stake in the country and
who wants to see permanent peace between the two
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countries established.’s?

The Government of India could have made its task easier by
explaining that few of the countries represented at the conference
expected to make massive gains from imperial preference, nor were
they expecting to be bound to inter-empire trade. The delegations
were merely looking for some guaranteed markets to tide their
countries through the worst of the depression and form a basis for
negotiating most-favoured nation agreements with their non-empire
partners on more favourable lines. This was made clear by the
opening remarks of the various delegations. Thus, Havenga for the
Union of South Africa declared:

*South Africa does not subscribe to the theory of a
self-contained and isolated British Empire. None of its
members, least of all the United Kingdom, can exist by
trade within the Commonwealth alone.’58
Drummond has argued that the negotations with the Indian

delegation were very low-key affairs, involving only minor British
officials,5? which he regards as a sign of the diminished importance
of India to Britain. However, prior to the conference, a British
representative had visited the Dominions gathering information on the
various topics for discussion. India had not been included in this
itinerary, but an invitation was sent to the Indian delegation to
come to London for ‘informal discussions’ and to travel to Canada
with the British delegation.®® This raised protests from the Boara
of Trade and the Dominions Office, insisting that this would be seen
by Dominion Governments as evidence that Britain and India had
concluded an agreement pre-empting the discussions at Ottawa.é!  The

protests were duly ignored and the Indian delegation arrived in
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London in July 1932, to be joined by the representatives from the
India Office. Britain was only too anxious to conclude an agreement
with India in the light of its increased tariff levels. The Indian
delegation had several meetings with Baldwin, Chamberlain and
Runciman and other leading British officials, as well as holding
discussions with representatives of several British industries.82 For
instance, members of the Manchester Chamber of Commerce proposed to
the delegation that India and Lancashire could divide the piecegood
trade in West Africa in an attempt to keep out Japanese
competition.63 The Indian delegation was equally willing to reach an
agreement with Britain to guarantee free entry for the majority of
Indian exports into the British market. There is no evidence to
support Drummond’s claims. Indeed, the pre-Conference bargaining
reflected how important India still was to Britain. Thus, the real
bargaining between India and Britain was concluded in London, leaving
the Indian delegation at Ottawa free to meet the representatives of
the other Dominions, an opportunity Indian delegates wanted to take

to the fullest.

During the Conference, the Indian delegation met
representatives from Canada, Australia, New Zealand, the Irish Free
State and Southern Rhodesia. Indirect negotiations were also
conducted with the Union of South Africa, a member of the New Zealand
delegation acting as mediator.64 Mostly these negotiations took the
form of an exchange of schedules and short discussions on a few major
commodities. The Indian delegation had been unprepared for the
intra-Dominion negotiations which took place but were not slow to

take advantage of them to develop Indian trade.65 At the same time
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they made it clear that these discussions were in no way binding,

they were just establishing a basis for future negotiations.

The agreement which the Indian and British delegations
concluded followed the lines discussed in London. India secured
free entry into Britain for raw jute, lac, myrabolams, broken rice,
mica and hemp and gained preferential treatment for 22 other goods
including tea, cotton and jute manufactures, leather, tobacco and
groundnuts. Britain also promised to secure for India any
preference which might be granted to the non-self governing colonies
and Protectorates. Further, an undertaking was made to attempt to
promote the wuse of Indian raw cotton by British manufacturers and
hence increase imports. In return, India guaranteed a ten per cent
margin of preference on 163 British imports including chemicals,
cement, drugs, electrical appliances and certain types of iron and

steel .66

Although this agreement was ratified subsequently by the Indian
legislature, the vote was close enough for the Viceroy to warn the
India Office that the motion could be defeated.6?7 By +then Indian
businessmen had joined with nationalist politicians in creating a
formidable opposition to the agreement. The Indian Government was
forced to appoint a Select Committee to study the agreement.S® Twelve
out of the 15 members of the committee accepted the provisions of the
agreement on condition that the Government should monitor any effect
on prices, make an annual report on the working of the agreement and
prepare a detailed report at the end of the first three years when
the Assembly could vote to terminate the agreement.6? Under these

conditions the Assembly ratified the treaty. However, Indian
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Nationalists remained firmly opposed to the policy of imperial
preference and claimed that the agreement was only ratified by the
votes of the government lobby,’® although as Markovits has
demonstrated, the Government won by gaining support of some moderate
Bombay businessmen, such as Mody and Jehangir who were already in
dispute with the Indian business commmity outwith Bombay over their

support in 1930 for discriminating protection.?!

Such criticisms were widespread among the Indian business
communities. The Committee of the Indian Merchants’ Chamber wrote to
the Government to complain that, ‘the agreement owes its origins not
to India’s needs and wishes but to those of the British ... it will
be forced on an unwilling people and it is not therefore 1likely to
promote any cordial relations between the two countries.’72 Indian
merchants stressed their fears of retaliation by non-Empire trading
partners and the effects of British imports on nascent Indian
industries.?3 The agreement was regarded as the culmination of
British efforts to subvert Indian fiscal autonomy, an attempt to
increase British imports when they could not be increased on their

own merits,even at a time of lower prices.74

As suggested earlier, the composition of the delegation and the
way in which the Assembly was informed of the decision, made any
agreement unacceptable to nationalist opinion. It was no surprise,
therefore, that the agreement was terminated at the earliest possible
moment in 1936. Although the annual reports were generally
favourable regarding the working of the agreement, Indian opinion

remained critical.?s The vote to terminate the agreement was made
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ever more likely when the constitutional reforms of 1935 gave
Congress the majority in the Assembly. The motion called upon the
Government of India to reach bilateral agreements ‘wherever and

whenever possible to bring about the expansion of the export trade of

India in those markets.'?6

Many historians, most recently Rothermund, have concluded the
agreement at Ottawa and the principle of imperial preference were
fundamentally detrimental to Indian trade.?’? British officials
believed that the agreement with India was ‘one of the outstanding
features of the Ottawa Conference’.’8  Before the conference even
the Indian Commerce Member, Sir George Rainy, believed that Britain
would have more to gain from preference than India.?? Such evidence
has led Rothermund to conclude that imperial preference was an
instrument of imperial policy designed to subjugate the trade of
India for the benefit of Britain. Whether this proved to be true,

shall now be considered.

A superficial glance at the Ottawa Agreement might certainly
lead to the conclusion that the agreement favoured Britain. On the
Indian side there was one page of preferences, while for Britain there
were some five pages of detailed preferences on 163 different goods.
However, on closer study it is revealed that while over 80 per cent
of 1India’s exports to Britain received preference, most of which
enjoyed free entry, preferences to Britain covered only 65 per cent
of its exports to India, none of which received free entry.®® Thus,
in terms of total trade between the two countries, Ottawa provided
more benefit for India. This was implicit in the nature of the trade

between Britain and India. India’'s exports to Britain were
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predominantly raw materials or semi-manufactures and so the British
Government, although it threatened to do so, could not impose customs

duties against such imports without incurring criticism from British

manufacturers.

By 1932, the Government of India had increased most of the
customs duties on British imports for revenue reasons, and in London
and Ottawa, the Indian delegation had persuaded the British
representatives that these duties could not be lowered. Preferences
granted to the United Kingdom came in the form of increased duties on
foreign goods, which was why critics feared the retaliation of non-
Empire trade partners. Since the main trading nations maintained
their share of the Indian import trade, the Government of India
received the benefit of existing duties on British goods and
increased duties on foreign goods,which generally maintained the
level of customs revenue despite falling volume of imports. In the
first full year of preferences, 1934, customs revenue increased by 5

lakhs.81

British preferred goods rose only slowly in proportion to its
total export trade to India, reaching 72 per cent by 1936. As
manufactured goods, a rise in general income and investment levels
was needed before such imports could have increased. In the first
year of the agreement, the rise in British exports receiving
preference in India was only 5.74 per cent. Indian goods receiving
preferences increased more rapidly thean its general trade. As raw
materials essential to many British industries, the lowered prices

brought about by the depression, allied to free entry, made Indian
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products more competitive than their foreign rivals. Thus, Indian
linseed was able to supplant the Argentinian product from the British
market .82 In the first year, preferred goods from India rose by

15.76 per cent and between 1935 and 1936 increased by 35.2 per

cent.83

Any hopes of British officials that Ottawa would change the
structure of trade with India were not fulfilled. From 1935
Britain’s share of Indian imports was declining again, until by 1938
it had declined to only 29.9 per cent or half of its share in 1913.84
The fundamental reason for this was that the agreements did not
include cotton or iron and steel. Both were omitted pending reports

by the Indian Tariff Board.

Iron and steel exports were covered by a  Supplementary
Agreement concluded in 1934. Again this agreement appeared to
provide greater benefit to India, thus being much criticised by
British manufacturers. To gain concessions, the Indian delegates
threatened to establish a new finishing mill in India which would add
to world over-production and finally eliminate British iron and steel
in the Indian market. This threat appalled British manufacturers and
the Board of Trade.85 Indian critics were amazed by this argument
since they were pressing for increased industrial capacity in all
sectors.86 However, the Tatas, India’s major iron and steel
producers, would have been as appalled as their British counterparts
for precisely the same reasons. It is perhaps surprising why
Britain was prepared to give so much away to India under the
Supplementary Agreement. The small preference for British iron and

steel goods did not compare with the guaranteed free entry for Indian-
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pig iron into the British market. Of course, the involvement of
preference made the agreement open to criticism by Indian
nationalists. India Office personnel were quick to warn Sir Horace
Wilson to conclude the agreement before the new constitution changed
the complexion of the Assembly.®?” The most probable explanation for
British generosity was the hope that India would prove equally
generous to British cotton piecegood exports. The Supplementary
Agreement brought immediate relief to the Tata Iron and Steel Company
and helped to offset the cuts in government purchases particularly of
rails. Indién exports of iron and steel doubled between 1934 and

1936 and continued to increase to the end of the decade.88

The most prolonged and contentious negotiations concerned
British piecegood exports +to India. Article 8 of the Ottawa
Agreement conferred upon the British Government the duty of promoting
the wuse of Indian raw cotton but no preference for piecegood exports
had been secured. Instead British manufacturers had faced steady
increases in customs duties on cotton, and while the 75 per cent duty
on non-Empire cotton goods afforded Britain a de facto preference
under the policy of ‘discriminating protection’, British piecegoods
could still not compete successfully against the markedly cheaper
Japanese goods flooding the Indian market. The Economic Advisory
Council had warned Lancashire cotton manufacturers of the Japanese
threat and that British traders had lost touch with the Indian
market .88 They did not heed such warnings and Blackett, a former
Indian Finance Member, commented that, ‘While Lancashire has been cut
into time and time again by Indian production and by protective

duties, Japan has managed all the time to compete successfully in
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spite of protection in India.’9e

Although the British Government always promoted the interests
of Lancashire, it remained curiously reluctant to negotiate a pact on
cotton duties with India. Despite much lobbying by Lancashire
before the Conference, cotton piecegoods were omitted. The dismay of
Lancashire was summed up by the British Home Secretary, Lord Samuel,
who declared that ‘the Indian agreement conferred some advantages,
but our cotton trade, the greatest British commercial interest in
India gained no advantage; Lancashire’s troubles are due largely to

India’s tariffs but their position was not helped at Ottawa.’'9!

The Indian Government was equally as reluctant to become
embroiled further in the cotton controversy and preferred to leave
negotiations to the industrialists themselves. Consequently, a trade
mission from Lancashire, headed by Sir William Clare-Lees, arrived in
India in early 1933 for discussions with representatives of the
Bombay Millowners’ Association, headed by Sir H.P. Mody. Originally
the Indian delegation had included representatives of millowners from
outwith Bombay but they refused to sign the agreement. An agreement
was reached whereby Lancashire admitted the right of the Indian mill
industry to protection and that serious efforts would be made to
increase the wuse of Indian cotton in British mills. In return,
Bombay millowners recognised that they needed less protection against
British imports than Japanese goods and guaranteed not to protest if
the Government of India removed the 25 per cent surcharge on British

goods, as soon as revenue considerations permitted.®?

Back in Lancashire an Indian Cotton Committee was formed which
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succeded to some extent in removing the traditional prejudices
against Indian cotton. Imports of Indian cotton did increase, as

can be seen from Table 2.1 below:

Table 2.1: Imports of Indian Raw Cotton into Britain (million 1b)

1928-29 72 1930-31 98 1932-33 49 1934-35 133
1929-30 73 1931-32 72 1933-34 92 1935-36 150
Source: Annual Reports of the Lancashire Indian Cotton Committee,

1934, 1935, 1936 in IOL, L/E/9/166, Colln. 16-126.

The Committee complained increasingly that India was not
keeping its side of the bargain.?3 While Lancashire continued to
receive a preference, the surcharge remained in force until 1937.
Despite the often virulent protests by the Lancashire lobby,
including numerous threats to use its political power to wreck the
tentative moves towards Indian constitutional reform,®4 the British
Government accepted Indian demands that the surcharge should remain
for revenue reasons. As the Secretary of State for India reminded
the Cabinet, the Indian Government had raised its tariff levels,
including those on cotton goods, ‘as a result of pressure from here
which we exerted because we took the view that it was of paramount
importance to maintain Indian credit by a balanced budget.’®5  Much
of the opposition from Lancashire was rooted in its  growing
frustration of the realisation that its political lobby was losing
its force on Whitehall at the moment that Bombay’'s political power
was growing. Before Ottawa, the Manchester Chamber of Commerce had

. .
complained; ... the millowners of India have exploited the political
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situation for their own private ends and that such a tendency is an
unhealthy element in the life of any state,.96

Markovits has argued that this acquiesance of Bombay
manufacturers, including the Tatas, to the tariff policy of the
Government of India aggravated the split in the ranks of Indian
businessmen in the early 1930s. As will be seen later, Bombay
manufacturers were affected more seriously by the slump than their
counterparts elsewhere in India. Therefore, they were willing to
enter into such arrangements as the Supplementary Agreement and the
Lees-Mody Pact in an effort to secure short-term gains. Markovits
believed that Bombay industrialists, therefore, played into the hands
of the Government of India whe was only too willing to support a
breakaway from the ranks of the Indian business community. Bombay
businessmen such as Mody and Jehangir continued to vote on the
government side in the Assembly throughout the depression and stopped
contributing to the funds of Congress, two major victories for
Willingdon. Indeed, the actions of Mody are in marked contrast to
Birla who resigned his seat at the Assembly to lead the vehement
criticisms of government tariff policy through such bodies as the

Federated Indian Chambers of Commerce and Industry.®?

It is clear from the tone of the trade negotiations between
India and Britain from 1936 until the signing of a new treaty in
1939, that Britain was unhappy with the previous agreement worked out
at Ottawa. The draft proposals for a new agreement asked for a
greatly increased range of goods to be covered by preference.®® The
Indian position proved more equivocal. While the Ottawa Agreement

had remained in force with the approval of the Legislature, the
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Indian Government had maintained that it was beneficial to Indian
trade. Willingdon slammed the termination vote as a purely pelitical
measure with no economic basis,?® yet once new negotiations were
under way, the Indian Government declared that it too was
dissatisfied with the Ottawa Agreement. It maintained:

'..: we have come to the conclusion that the advantage to

India as a result of preferences available has not been

as great as was anticipated ... Since the Ottawa

Agreement was made, certain arrangements have been

entered into by the United Kingdom with foreign countries

which directly or indirectly have adversely effected the

value of preferences given to India and the effect of

such agreements will require the most constant and

careful attention of the Government of India in the

future.’l 00

In these negotiations the tone adopted by the Government of
India proved far more forceful. Two aspects of British policy had
angered the Indian Government. Firstly, Britain no longer
automatically included India as a colony in any agreement it reached
with a non-Empire country. However, this was not made explicit
until 1935 by which time the British Government had made several
treaties which the Indian authorities believed had damaged Indian
trade to Britain.!®! Secondly, while the Supplementary Agreement had
accorded the right of British industrialists to put their case before
the Indian Tariff Board, the British Government refused to grant

India reciprocal rights before the British Import Duties Advisory

Council.l ez

The GCovernment of India also had the experience of protracted
negotiations with the other Dominions as a result of the Ottawa
Conference. In these negotiations, Indian representatives made it

very clear that ‘we are not prepared to admit specifically to the
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indirect benefit of preference, Empire countries which themselves do
not give preference to India.’'93 This was aimed specifically at
Australia and the Union of South Africa, since already in the 1920s
India had been granted non-reciprocal peferences by Canada, New
Zealand, the Irish Free State and Southern Rhodesia. These one-
sided preferences are ignored largely in the literature and throw a
different emphasis on India’s role in the Empire. All these
countries were in deficit to India, so the one-sided nature of the
preferences must be regarded as an attempt to find favour with the
Government of India. At Ottawa, the Indian delegation believed
that the time had come to make these preferences reciprocal. However,
just as the Government of India made it clear that it was not
prepared to grant preferences without reciprocity, it was equally
evident that it was quite prepared to be a beneficiary from such a

state of affairs.

The nature of the relations between the Dominion Governments
and Delhi can be seen in the negotiations with Canada.
The Indian delegation at Ottawa had emphasised specifically the
benefits of reciprocal arrangements with Canada, India’s largest
Dominion trade partner. The Government of India declared itself
‘most deeply interested’ in reaching agreement with Canada but
negotiations proved long and tedious.!%4  The excuses offered for
delay by the Government of India appeared endless - ratification of
the United Kingdom agreement by the Assembly; trade negotiations
with Britain and Japan; budget discussions in the Assembly; changing

administrations, and so on.!?5
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The negotiations with the three other countries giving India
preference followed a similar pattern. Having already been given
preference, the Government of India negotiated from a position of
strength, secure in the knowledge that for the Dominions, gaining
entry to the Indian market was more important than for India to be in
Dominion markets. The Indian prevarications and delays incensed the
Dominion governments. They all threatened to end preference and
impose punitive duties on Indian goods, but none did so.l9¢ These
negotiations were carried on mainly by cable, again showing the low
priority given to these negotiations by the Government of India. The
eagerness of the Dominions to seek new markets in India can be seen -
clearly in an example from the negotiations with New Zealand. During
the negotiations in London in August 1933, the Indian delegate
pointed out that the range of New Zealand imports to India was so
limited that there was very little scope for preference. However,
he did suggest that there was a large market for ghee in India and
there was a possibility that New Zealand could profitably turn its
surplus butter into ghee for export. Within two days a New Zealand
representative had called at the Indian Trade Commission for

information on the production of ghee.! 07

From this it can be seen that India, although having adopted a
measure of imperial preference, did not consider itself bound to
trade within the ‘imperial bloc’. Initially between 1933 and 1935
India did trade more with the Dominions, but this never covered more
than two or three per cent of its total trade.!?8 The negotiations
conducted with the Dominions, however, did provide the Government of

India with the opportunities to learn skills of negotiation,
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previously denied. It is then no surprise that in the negotiations
with Britain which were prolonged for three years, that the
Government of India provided much stronger opposition. There is much
truth in Drummond’s assertion that it would be difficult to assess
from the 1939 Indian British Trade Agreement which party was the

colonial underdog.! 09

The Indian nationalists., though; reserved their strongest
criticisms of imperial preference for its effects on non-empire trade
relations. They argued that Ottawa was followed by a period of more
rapid moves towards the restriction of world trade and that while
Britain was renewing trade relations with its non-empire partners on
bilateral lines, the Indian Government had remained ‘indifferent’ to
restrictions placed on Indian exports.11® In its 1935 Report, the
Committee of the Indian Merchants’ Chamber, Bombay, recorded 23
countries which had imposed quota 6r other licensing restrictions on
Indian imports.!!! How far was India’s trade relations with non-
empire countries damaged by the adoption of preference or were other

factors at work?

India’s Relations with Non-Empire Countries

After the United Kingdom, Japan was the second most important
trade partner of India. Indo-Japanese trade had been increasing
since the early twentieth century. For Japan, the depression and the
consequent devaluation of the yen provided an increased impetus for
imports into India of cheap cotton and artificial silk goods. Prior
to the depression, India had exported raw cotton and pig iron to

Japan. However, as a result of the continued link with sterling
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after the 1931 financial crisis, the rupee was not devalued to its
true level and so Indian raw cotton exports became less competitive
from 1933 when the dollar was devalued. Also, Japanese moves
towards the establishment of its own iron and steel industry led to
an agreement with Australia for the purchase of iron ore which

consequently decreased imports of Indian pig iron.

Thus, the Indian Government was placed in a difficult position
regarding negotiations with Japan. It was under pressure from the
Bombay Millowners’ Association to protect its members’ establishments
from  ‘unfair’ Japanese competition, claims defended in the
recommendations of the 1932 Special Tariff Enquiry.!!'? Yet, the
government was also aware of the need to protect exports to Japan of
raw cotton and so help the Indian cultivator.113 As a result of the
tariff enquiry, the duty on non-empire cotton goods was raised to 75
‘per cent but Japanese textiles still flooded Indian markets. At
this point, the Indian authorities sought advice from Whitehall,
after all Lancashire also felt threatened by Japanese competition.
Despite opposition from the Foreign Office, other British Government
departments advised abrogating the 1904 Indo-Japanese Trade
Convention, the most-favoured nation clause of which was preventing
effective anti-dumping legislation against Japan. This resulted in a
boycott of Indian cotton by the Osaka Spinners which proved so
serious for a while' that the British Cabinet even considered
guaranteeing purchase of Indian cotton during the 1933 season, a move
which the Government of India would not sanction.ll# However, the
boycott did not prove to be a long-term threat. More serious was

the devaluation of the dollar, which reduced the price of American
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cotton which was of better quality than Indian. Japanese spinners
turned to higher counts, and American cotton increasingly displaced

Indian imports.

Negotiations with Japan were begun at the same time as the
Lees-Mody discussions in early 1933.115 After much stalling on both
sides, agreements were reached in the autumn of 1933. A quota of
Japanese piecegoods and Indian raw cotton was fixed on a sliding
scale. To some extent the new agreement helped to cushion Indian
raw cotton exports against American cotton in the Japanese market.
During the depression the Japanese market became  increasingly
important for India. The percentage of Indian exports to Japan
against total exports increased from 10.2 per cent in 1930 to 15.7
per cent in 1937.116 Japan’'s share of Indian imports doubled to 17
per cent in the same period. In the long term, these moves resulted
in the Indian merchandise surplus with Japan being converted into a
deficit, éspecially after the separation of Burma ended the inclusion
of rice exports to Japan. Thus, while the agreement proved
advantageous in the short term in aiding India’s recovery from the
depression, in the longer run it failed to halt the decline of
India’s exports into Japan. Of course, partly this was for political
and not economic motives as Japan turned into its ever increasing
empire. If there had been no agreement, however, it is entirely
possible that the deficit with Japan would have been even greater

since American cotton would probably have forced Indian cotton out of

the Japanese market altogether.

With its other non-empire trade partners, the Government of

India did not make new treaties. Partly, this is because until the
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mid-1930s the position of India vis-a-vis British trade treaties with
non-empire countries was unclear.117? The Fiscal Autonomy Convention
of 1923 was supposed to give the Government of India control over its
tariff structure but it also left the Indian authorities unprotected
and unprepared to face the changing international trade conditions.
The British Government demanded that fiscal autonomy meant that India
would also be responsible for concluding its own trade treaties. No
longer would India be included automatically in agreements reached by
London on behalf of the colonies. However, since any agreement
concluded by India had to be signed in London, thus emphasising its
colonial status, the Indian authorities remained confused about the
use of British bargaining power and did not join in the wave of trade
treaties concluded during the 1820s, believing that India was still
covered by British agreements.!!8 India was left wvulnerable,
therefore, to the wave of restrictive trade practices which
accompanied the onset of the crisis. For instance, in 1928 the
Japanese Government imposed a ban on the import of Indian rice while
maintaining imports from Siam under the schedules of the 1924
Japanese-Siamese Trade Convention. The Indian authorities protested,
believing that Japan was prevented from the direct prohibition of
Indian goods under the most-favoured nation clauses of the 1904
Indian Japanese Ccnvention. However, it discovered that the non-

prohibition clauses referred solely to Indian nationals not Indian

products.119

Although publicly the Government of India maintained the
benefits imperial preference was bringing to Indian trade, privately

government officials were as worried as Indian Nationalists about
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possible retaliation. Sir Joseph Bhore, the Commerce Member, wrote:

‘... The most disturbing feature of our differential and

preferential arrangements with the United Kingdom is the

effect they have had on certain foreign countries,

notgb%y Italy, Belgium and Germany, which have very

definitely held out the threat that unless the diversion

of their trade to the United Kingdom which has resulted

from these arrangements is stopped, they will take

retaliatory action on our raw materials hitherto imported

by them. This is of course going to lead to a great deal

of difficulty with public opinion and the Legislature in

this country, apart from the actual effect on Indian

trade.’120

In terms of diverting India’s import trade to the United
Kingdom, the Ottawa Agreement proved short-lived. Most continental
countries recovered and increased their shares of the Indian import
trade. Germany’s share alone increased from 6.6 per cent in 1929 to
9.7 per cent in 1937. The only country with actual cause for
retaliation was the United States which did not recover its share of

the Indian market.12!

More important for India were changes in its export markets.
That there were restrictions placed against Indian goods is not
disputed. These ranged from prohibitions on manufactured jute goods
by Argentina and America to restrictions on imported Indian broken
rice by Austria and Italy.12? However, the impact of such
restrictions was very varied and the reasons for their imposition had
roots deeper than mere retaliation for Ottawa. India’s biggest loss
was in foodstuff exports to Continental Europe, particularly to
Germany, France and Italy. This can be accounted for by the
agricultural self-sufficiency plans of the two Fascist nations. The

position of France is more closely linked to the Ottawa agreements.
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The French Government viewed imperial preference as a coherent plan
to promote imperial trading for the benefit of the metropolis. As
such, the French Government introduced the principle in its own
imperial trade relations. Imperial preference benefitted France:
more than Britain in its trading relations with the Dominions and
India, since French colonies were far less developed and so in a more

strongly marked core-periphery relationship with France.!23

Indian raw material exports to the Continent fared better than
its foodstuff exports. Although the Four Year Plan of 1936 was
geared to reduce German dependence upon imported raw materials, it
imported more hides and ores from India. Meanwhile, India increased
its share of the Belgian and Dutch markets based on exports of ores
and oilseeds.124  While there may have been some scope for bilateral
agreements with European countries in the early 1930s, the political
uncertainty on the Continent from the mid-1930s increased moves
towards self-sufficiency established during the depression, and made
bilateral agreements increasingly difficult to negotiate. In this
light it is wrong to criticise the Indian Government for
concentrating its trade policy towards securing India’s two most
important markets, Britain and Japan. The Ottawa Agreement and the
1934 Indo-Japanese Convention succeeded in increasing India’s share

of these markets at a time of a general restriction of world trade.

Trade Policy in the 1930s

If there was justification for the use of tariff policy in terms of
imperial preference and treaty negotiations, there is little to

justify the halting attempts to use trade policy to protect Indian
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producers from the worst effects of the depression. Indian trade was
left to face the slump with little help from the restrictive or
supportive measures applied by other governments. Outwith the
limited application of tariff protection to aid certain industries,
the Government only reluctantly used customs duties to protect Indian
authorities, and intervened only where, as in industry, there was a

strong political lobby.

This is clearly illustrated in the contrasting fortunes of
Punjab wheat growers and Madras rice cultivators. The wheat
producing regions of India were the first to experience the sharp
price reductions which marked the onset of the depression. The bulk
of 1Indian wheat was produced in the Punjab, an area traditionally
loyal to the Government and, as such, in receipt of many benefits of
government expenditure particularly irrigation schemes and railways.
Thus, the Punjab wheat traders were in a good position to force the
Indian authorities to place duties on the cheap Australian wheat
imports which were depressing the local price. Within one year the
Government had responded with the required duty.!2% In contrast, the
Madras rice growers were facing competition from cheap imports of
Burmese rice. For five years the Government of India refused to
provide a protective duty arguing that Burma was still administered
from Delhi and so a duty would count as an internal tariff. In this,
the Indian authorities ignored the internal duties levied by local
municipalities and boards. It was only in 1934 when the situation in
Madras grew more serious with imports of Siamese rice and as the
Government of India became worried by the declining position of the

loyalist Justice Party that Madras rice cultivators finally received
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protection.! 26

In general, the Government of India’s trade policies were
halting and inadequate. Despite major agitation by both Indian and
European businessmen, there were no anti-dumping restrictions to
protect the home market. Nor did the Indian authorities use export
bounties to promote trade. There was no purchase of export crops or
government subsidised schemes for the warehousing of such crops to
maintain income levels for Indian cultivators. Despite pleas from
nationalists there was no government aid to build up an Indian
merchant marine. The Government of India resorted to direct
negotiations between Indian shipping owners like Walchand Hirachand

and the British companies for small concessions.

Instead of a broad programme for the support of Indian trade,
the Indian authorities placed their reliance on improved marketing of
Indian produce under the ‘Agmark’ symbol. However, this was not
attempted until 1935 when India was already pulling out of the
depression. During the worst years of the slump, apart from the
appointment of new Trade Commissioners in Hamburg, Rome, Mombassa and
Tokyo, little was done with the Government of India pleading
poverty. Credit should be given though to the late efforts to
promote more efficient marketing and to deter the adulteration
of Indian exports. Unfortunately once more, the Government of India
was doing too little, too late. It was not until 1939 that there was
a Weights and Measures Act to standardise units of measurement
throughout India and on the outbreak of the Second World War, India

only had 139 marketing stations throughout its length and breadth.!z?
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Conclusion

The impact of the depression must be set against the long-term
evolution of Indian trade and governmental tariff policy. Did the
depression loosen the imperial bond over Indian trade or was the
pretext of the slump used to tighten the imperial control by Britain?
Both these trends were at work in the early 1930s. Imperial
preference as such might have been regarded as an instrument for
regaining control over Indian trade for the benefit of Britain, a
method of circumventing India’s fiscal autonomy. However, it proved
to be a weak instrument. Preferential arrangements only temporarily
altered the pattern of Indian trade. The impact of the depression
itself proved more long-lasting than preference. India shared in the
pattern of primary producing countries, which experienced worsening
terms of trade against those for advanced economies. Its trade
with the nations of Continental Europe suffered less from retaliation
for Ottawa than from the self-sufficiency solutions which these

economies followed to escape from the depression.

The most crucial omission was in terms of negotiations with
other nations. The Government of India maintained the attitude that
it alone could not help Indian trade to recover from the depression.
The depression was a factor outwith its control and only
international co-operation would provide a solution to the problems
created by the slump.128 Nationalist opinion believed that the
Indian Government could have negotiated bilateral trade treaties to
maintain its share of world markets. The Indian authorities were
unused to such negotiations. They did not realise that fiscal

autonomy gave them the responsibility for securing trade treaties. It
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was not until the depression that this question of responsibility was
faced. Possibly the refusal of the British Government in the 1930s
to use its bargaining power on behalf of India was the final attempt
to bring Indian trade back into inter-imperial lines. Did the
British authorities gamble on the naivety of the Government of India
to force it to renounce fiscal autonomy and so return to the shelter
of the metropolis? Instead the Government of India stumbled forward
and concentrated on maintaining its links with the two major Indian
export markets, Britain and Japan. The Government of India retained
its fiscal autonomy and continued to allow the development of Indian
trade beyond imperial limitations. Indian trade was too developed
for the British authorities to retain control over it, although they
tried to do so by demanding the right to veto any Indian trade
agreements and insisting that agreements should be signed in London.
Ultimately, of course, Whitehall was able to preserve the rupee-
sterling link which exposed Indian exports to a greater impact of the
depression. However, Indian trade could not be controlled from
Whitehall. In the long-term, by 1939 India had progressed away
from a simple core-periphery relationship and the depression helped

in the evolution of this new relationship.
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CHAPTER THREE

Public Finance and Currency Issues

For the Government of India, the most pressing consequence of
the slump was the deepening financial crisis which it faced. The
origing of the problem pre-dated the depression of 1929, with the
first half of the 1920s having been spent searching for an effective
financial and currency policy. These efforts culminated in the
Report of the Royal Commission on Indian Currency and Finance in 1926
which recommended a 1s 6d rupee exchange rate against sterling.
However, as the agricultural prices upon which India depended so
heavily began to decline, this exchange rate proved difficult to
maintain and from 1927-28 the Government of India was forced to adopt
a policy of contracting the note issue, which had a deflationary

effect on the Indian economy.

Such was the situation when the events of the international

crisis further impinged on the Indian economy. Between 1929 and

1931, the budgetary position of the Government of India worsened, as
trade problems reduced customs revenue and railway receipts slumped

and the strain of maintaining a 1s 6d rupee exchange rate became ever

more acute.
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The Government of India had several policy options open to it
to tackle the crisis and ease its burden. Customs revenue could be
bolstered by higher import duties which, if carefully imposed, could
have protective effects for domestic production. This would allow
the emergence of import substituting industries and a growing
domestic market for agricultural produce. Alternatively, currency
devaluation could make Indian exports cheaper and more competitive in
foreign markets, at least in the short-term, which would allow the
same volume of imports to be maintained and hence the existing level
of customs revenue from pre-depression duties. More radically, the
Indian authorities could have abandoned the tenets of orthodox
finance and used its budgetary powers to boost the economy through
deficit financing of public works paid by increased borrowing. The
latter two policies, for example, were followed by the Japanese
Government under its Finance Minister, Takahashi, enabling Japan to
make a full economic recovery by 1936. Takahashi’s increased
borrowing raised the internal national debt of Japan from 4,480
million yen in March 1931 to 8,520 million yen in March 1936.%! This

compares with India, as can be seen in Table 3.1 below.

Table 3.1

Indian State Debt (Rs million)

1918-19 6837.8 1931-32 10510.5
1926-27 9409.2 1932-33 10274.2
1927-28 8873.4 1933-34 10216.1
1928-29 9214.2 1934-35 10203.5
1829-30 9715.2 1935-36 9667.3
1930-31 10120.4 1936-37 9515.5

Source: N.R.F. Charlesworth, ‘Government Finance in British Ihdia’,
Modern Asian Studies 19, 3, 1985, p 531, Table 3.
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While the Government of India did increase its borrowing levels
until 19831-32, this was only to meet the shortfall in ordinary
revenues and was used to maintain the rupee exchange rate.
Thereafter, as the Government’s budgetary position improved,
borrowing was reduced once again. Therefore, throughout the 1930s,
the Indian authorities adhered to strict financial orthodoxy and so

lost the opportunity to reflate the economy.

This policy decision has been declared conservative both by
contemporary and modern historians. The Indian economist,
P.J. Thomas, constantly attacked the central authorities for failing
to implement broad public work schemes to raise purchasing power and,
hence, internal demand.? Kumar has argued that it was the
inelasticity of sources of public finance which restricted the
Government of India’s policy options.? Most commentators, however,
focus upon the role of the British Government in influencing the
policy decisions of the Indian authorities. Rothermund argued that
Whitehall forced an unnecessarily high exchange rate upon India for
British needs which pushed the Government of India into a
deflationary policy which exacerbated the effects of the depression.?
Both Drummond and Tomlinson accept the aggressiveness of the
imposition of the rupee-sterling link on India in 1931 and that
fiscal autonomy had not deprived Britain of the ultimate control over
the Government of India’s policies. However, they stress the role of
India within the imperial economy, and British fears that India and
other colonial authorities might default on their obligations,
leaving the British taxpayer to bear the burden.® What is clear is

that the exchange rate was a focal point for the relationship between
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India and Britain and that, therefore, the rupee crisis of 1931 was a

pivotal point in the development of official policy in response to

the depression.

This chapter will discuss the reasons why the policy options of
the Government of India during the slump were limited to orthodox
measures. To what extent was India prevented from following the
Japanese response of competitive devaluation and deficit finance,
through its continuing relations with, and governance by, the United
Kingdom? The key to this relationship was the issue of the sterling-
rupee exchange rate, the main focus in the first part of the chapter.
The constraints which the defence of the sterling-rupee exchange
imposed on Central Government policy during the 1930s will then be
discussed. Finally, the limitations placed on Provincial Governments

to respond to the depression will also be assessed.

The issue of the sterling-rupee exchange rate, particularly
during the 1931 crisis, aroused considerable debate in the late
1970s. Unfortunately, since then many of the original papers in
India which provided the evidence for the protaginists in the debate,
have been destroyed.¢ Therefore, this discussion on the exchange
rate controversy does not pretend to provide a full analysis of
earlier theories. It is, however, important to re-iterate briefly
the main arguments to illustrate the nature, of the contemporary

political controversy aroused by Whitehall’s intervention in Indian

currency policy.
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Central Public Finance and Currency Issues

The financial pressures upon the Government of India pre-dated
the 1929 slump, as had the rupee ratio controversy. In 1927, the 1s
6d exchange rate was accepted as a statutory obligation by the
Government of India. The majority report of the Hilton-Young
Commission had recommended this rate as the one the exchange had
stabilised at, thus minimalising the necessity of government
interference. However, a Minority Report by the eminent Indian
businessman, Sir P. Thakurdas, had favoured a lower exchange rate of
1s 4d, echoing the demands of his fellow business associates.? It
was argued that a devaluation of the rupee would increase the
competitiveness of Indian exports and that the anticipated increase
in trade related earnings would raise demand in the internal economy.
The 1s 6d exchange rate was regarded as favouring the interests of
Britain, making British imports cheaper in the Indian market and
giving a premium to remittances to London by European managing
agencies. Thus, the rupee exchange rate was the focus for political
controversy between the Government of India_and Indian businessmen, a

controversy which had not disappeared by 1929 and the first impact of

the slump.

Between 1927 and 1929 it seemed that the 1ls 6d exchange rate
could be maintained but there were many signs of stress. The
exchange had been fixed on the assumption of a continued balance of
payments surplus, but by 1929 this was dwindling and the Government of
India was finding it difficult to purchase sufficient sterling to

meet the current expenditure of the Secretary of State for India in
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London. In 1930-31, these obligations amounted to £22 million, but
the Indian Government was able to purchase only £5.4 million to meet
remittances.® The other options open to the Government, then, were
to ship gold or silver from its reserves in India for sale in
London, remit through the currency reserves or raise short-term loans
in India through the sale of government stocks. The latter course
meant that the Government of India was competing in the Indian money
market against the business community, thus limiting investment
opportunities in other sectors of the economy. To remit through the
currency reserves also had a deflationary effect since the Government
either had to draw on its balances in the Imperial Bank which cut the
credit available for other concerns or through the sale of Treasury
Bills which tended to increase the interest rates. The Government of
India was certain only that it did not want to ship gold, although

it did send some silver for sale in London.?

It was clear by 1931 that the continued decline in India’s
export values was becoming a serious constraint upon its ability to
meet its international obligations. In 1931 the Government of India
had to find £32 million to meet the current expenses of the Secretary
of State for India. There was also the burden of sterling loans due
to mature in 1932, one of £15 million and one of £7 million. In the
early part of 1931 the Government of India further reduced the
currency in circulation and tried to secure a sterling loan on the
London market. The loan failed, further damaging Indian credit and
increasing the withdrawal of capital from India. The Government of
India was forced, therefore, back to using its reserves to make

sterling remittances to London. It had two currency reserves - the
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Paper Currency Reserve (PCR) which held coin and bullion to back
paper money in India and the Gold Standard Reserve (GSR), the
function of which was to hold gold or sterling securities to support
the ratio. The GSR consisted of £2 million in gold and £38 million
in sterling securities held in London. Before 1931, the PCR also
held some éterling securities in London. When sufficient foreign
exchange could not be purchased on the open market to make sterling
remittances, currency would be contracted in India to allow sterling
in the PCR to be transferred to the Treasury. However, in early 1931
the London securities of the PCR were exhausted so the GSR was used,
the 1level of the reserve being maintained by transferring gold from
the PCR to the GSR in India. By September 1931, £23 million of gold
had been transferred so that the total gold reserves in India
amounted to £31 million, while in London, the GSR contained £2

million in gold and £9 million in sterling securities.l0

The key areas of debate concerning the currency policy of the
Government of India in the 1930s are the level of the exchange rate
itself and the reasons for the manipulation of the Indian exchange
rate: whether or not Whitehall authorities were aware that such
intervention would result in the gold exports which followed. In
1930, the controversy over the rate of the rupee-sterling exchange
which had been continuing since 1926 was renewed with the conjunction
of the economic crisis of the slump and the pdlitical crisis of
India’s constitutional future. Indian businessmen united with the
Congress Party to call for the devaluation of the rupee to ls 4d.1!
In this they were now joined by many expatriate businessmen and the

Governors of the Imperial Bank including Osborne Smith.!?2
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By 1930 there was also a ground swell of official support for
devaluation to reduce Indian export prices and make exports more
competitive in world markets. Official pressure was led by the
Finance Member himself, Sir George Schuster. Schuster had been
appointed in September 1928 after a career as Financial Secretary to
the Government of Sudan, between 1922 and 1927 and financial advisor
to the Colonial Office. He had also acted as Chairman of the
Advisory Committee on East African Loans in 1926. Thus, Schuster
came to India with an impressive financial background and was a fresh
face on the Indian scene, coming neither from the ranks of the Indian
Civil Service nor the British Treasury, as had his predecessor, Sir
Basil Blackett. Schuster’s willingness to seek new solutions to
India’s economic problems gained him many friends and enormous
respect among the Indian business community.!3 Apart from these
links with the Indian community, there was another potential source
of conflict between Schuster and Whitehall. The territory of the
Sudan was under the control of the Foreign Office which had been
content to give Schuster comparative freedom of action as Financial
Secretary.! 4 Therefore, Sir George must have felt seriously
constrained by the tedious process of government in India, with the
ever-present need to have policies vetted by the India Office. In
September 1930, for instance, Schuster had written to London that,
while he recognised that maintenance of the exchange rate was
important, "our responsibilities as Government of India are not
confined to this one end and we must keep our sense of proportion,
India must come first and the Treasury last".l5 Schuster’s

relationship with Sir Samuel Hoare, Secretary of State for India in
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the National Government of 1931, was particularly strained. On more
than one occasion, Hoare felt the need to remind Sir George, "It is
HMG...who are responsible to Parliament for the government of India"

and that he, Schuster, was "responsible to HMG".l 6

Schuster first proposed the devaluation of the rupee during the
Round Table Conference in November, 1930. In this he had the support
of Sir Malcolm Hailey, the Governor of the United Provinces, and
Denning, a leading official of the Office of the Controller of
Currency.!” Such an idea, however, was unthinkable for the financial
experts of the India Office and the British Treasury, who believed
that it would be impossible to hold a devalued rupee at 1s 4d and
that it would fall to its bullion value of 8d. This would be a
disastrous blow not only to Indian credit but also to Britain, which
was held responsible in international eyes for India’s finances.
Thus, it was believed, the fall of the rupee would bring sterling
down also.!8 The financial experts sternly warned Schuster that "the
only expedient course is to use every means in our power to maintain
the existing ratio, that is, we should use the resources to the
extent required, borrow in London as needed to strengthen the
position and apply in India a vigorous policy of currency control."!®

No one in London was willing to allow India to stray from the path of

financial orthodoxy.

The fear in Whitehall that a devaluation of the rupee would
bring down sterling was the key to its intervention in the currency
policy of the Government of India in September 1931. For two years

as the Indian exchange position weakened and private capital was
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remitted from India, Whitehall attempted to influence the Indian
authorities to pursue rigidly orthodox financial solutions of
balancing the budget, raising taxes, reducing expenditure,

contracting currency and raising the bank rate.20

However, the Government of India’s currency policy, in
operation since 1927, had reached its limits by the summer of 1931.
The maintenance of the rupee exchange at 1s 6d necessitated heavy
contractions of currency amounting to some Rs 10 crores by the end of
1928. To contract the currency, the Government of India had
increased heavily its short term borrowing through the issue of
Treasury Bills, which in turn had raised interest rates in India to a
high 1level. The interest rate of the Imperial Bank had risen from
5.67 at the beginning of 1928 to 8 per cent by mid-1931 in contrast
to the Bank of England rate of 4!/ per cent.2! The Government of
India was also forced to reduce its balance with the Imperial Bank
which, allied to the high interest rates, caused further deflationary
pressures during the depth of the depression. In addition, the
lowered prices of the depression years meant that larger sums of
surplus gold were coming on to the market. Despite withdrawing Rs 40
crores in 1929-30, notes in circulation only fell by Rs 6 crores.
Similarly, between March 1930 and August 1931 a further Rs 58 crores
were withdrawn, but circulation declined by only Rs 17 crores. In
effect, during the period 1929-1931 the reduction of currency in
circulation by the Government of India was only a holding operation -
not a vigorous policy to improve the remittance position. The sale
of Treasury Bills also raised the interest rates at which the

Government of India could borrow. The public debt of the government
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rose from Rs 9,214.2 million in 1928-29 to Rs 10,510.5 million in
1831-32, mostly through short-term borrowing at high rates.z2 On
the positive side, the Government of India hoped a higher basic rate
might attract short term foreign capital and stem its remittance.
Taylor, the Controller of Currency estimated that high rates had
attracted between Rs 10 to 15 crores of short term foreign investment
in Treasury Bills since 1927 but the rate of investment fluctuated
and such capital was quickly repatriated if rates fell.23 Such
short term investment, therefore, could not provide a long-term basis

for meeting remittances to London.

As the financial position of the Government of India weakened
further in 1931, Schuster embarked on an even more radical proposal.
If Whitehall insisted upon the maintenance of a 1s 6d exchange it
should be prepared to provide credit of £50 million or even £100
million for the Government of India.24 In this proposal, Schuster
was aware of the political repercussions in India if the Government
of India was seen to exhaust its reserves propping up an unpopular
exchange rate. Instead of the drawing credit, India received a vague
promise that the British Government was prepared to help the
Government of India meet its financial obligations during the period
of uncertainty over India’s constitutional future.25 This pleased no
one, creating political storms in both Britain and India. Lancashire
led the protests in Britain.26 The statement did not renew the
confidence of businessmen and investors in the ability of the
Government of India to control its finances and it did not silence
the rumours about imminent devaluation. Far from alleviating the

situation the statement was regarded as fresh evidence of the

112



weakness of the Indian authorities. In British eyes this economic
weakness further compounded what had been regarded as the political

weakness of the Gandhi-Irwin pact of the spring.z?

The fears that a devaluation of the rupee could endanger
sterling were not groundless since sterling itself was decidedly weak
in September 1931, despite several credits from the United States and
France. Suspicion of international investors of the abilities of a
Labour Administration to balance its budget were fuelled by the
forecast of the May Committee in early August of a deficit of some
£120 million.28 Not even the vigorous retrenchment of the first
budget of the new National Government allayed fears of British
investors. Thus, there was a rush to remit investment back to France
after reports in the French press on the Invergordon unrest over pay

cuts,.z29

It was against this background of instability of sterling that
Whitehall ensured that there could be no competitive devaluation of
the rupee. The fear that an uncontrolled devaluation of the rupee
would lead to an equally precipate decline in sterling provides the
only explanation for the abrupt and heavy-handed intervention by
Whitehall in Indian currency policy in September 1931. Thus, while
the decision to abandon the gold standard had been made on the 18th
September, no prior warning was given to the Indian authorities.3®
Instead, it was through Reuters rather than the India Office that the
Government of India were made aware of the decision on the morning of
the 2lst September.3! This led to a very public difference of
opinion on currency policy between Delhi and Whitehall, raising

protests in India against a re-imposition of imperial control on
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India’s policy. While Schuster ended the Government'’s obligations to
convert rupees into gold or sterling, thereby devaluing the rupee,
Hoare was announcing in London that the rupee would remain linked to
sterling at the former rate of 1s 6d.32 Despite three days of
acrimonious debate, including a second threat of resignation by the
Viceroy and the Executive Council (the first on the 12th September
had been on the issue of army pay cuts), Schuster was umable to
persuade Whitehall to sever the rupee-sterling link and initiate a
bold new era of Indian finance and currency policy by devaluing the
rupee.3? It was only a secret assurance that the British Government
would not allow the Indian reserves to be exhausted in the
maintenance of the ls 6d rupee exchange, that allowed Schuster to

accept Whitehall policy.34

The devaluation controversy was still acute when a second
political storm arose in India over the massive export of
gold which followed. Between 1932 and 1937 gold worth some Rs 3,000
million was exported. Shenoy argued at the time that the British
Government had engineered the situation to produce the gold exports
which it then used to meet its external obligations.35  This claim
was repeated in the late 1970s, by Bridge, while Rothermund modified
it to argue that,while the British authorities did not deliberately
engineer the gold exports, it gladly accepted the benefits and failed

to end the exports of gold which should have remained in India for

productive investment.36

There is no evidence for the nationalist view that the British

Government deliberately engineered the gold exports. From mid-1931,
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the India Office had been exerting pressure on the Government of
India to ship some £4 or £5 million worth of gold to bolster the gold
standard reserve in London, but this was vigorously resisted.?? The
rupee was linked to sterling to prevent a precipitous devaluation
which might have affected sterling. Both Indian and British
officials were surprised at the amount of gold coming on to the
market after September 1931 and few believed that it could continue
at such a rate for long. In November 1931, Schuster reported that
the rupee-sterling exchange had strengthened and enough sterling had
been purchased to meet current remittances. However this was ‘based
almost entirely on exceptionally large gold exports, and it is too
early yet to say the position is firmly restored with assured
prospects of regular remittances’.?8 Treasury officials remained
concerned about India’s financial position until the end of the year.
With the prospect of meeting the loans which matured in 1932, they
felt no confidence in Schuster’s ability to maintain remittances.
Even if there were new surplus balances created by the gold exports,
the Treasury feared that Schuster, unless carefully controlled,
might be tempted to expand the currency or devalue the

rupee further.3?

The gold exports did help to solve the problem of maintaining
the rupee at 1s 6d. By restoring the balance of trade surpluses, the
gold exports allowed the Government of India to resume sterling
purchases and so meet remittances in the traditional manner. The
Government of India was able to replenish its reserves; £13.7
million was added to the Gold Standard Reserve in London.4® The

credit of India was restored in the city and the Government of India
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was able to convert its loans to lower interest rates. One sign of
the improvement was that the value of Government of India 3.5 per

cent sterling stock which had fallen to 48.5 in September 1931 had

risen again to 89 by March 1933.41

However, while the sterling-rupee link put a premium on Indian
gold it over-valued the rupee in world terms, thus delaying the
recovery of Indian exports. While the rupee was devalued, it was only
to the level of sterling. The needs of Britain as an industrial
economy, though, were different to primary-producing India which
required a greater level of depreciation to raise agricultural prices
and so the income level of the bulk of its population. Initially,
Indian exports received a short-term boost in economies remaining on
the gold standard, but as market forces pushed more and more
countries off gold, Indian exports became less competitive in price.
The most obvious comparison is with Japan whose currency was devalued
three months after the rupee. The most serious blow, however, was
the devaluation of the American dollar in 1933. Prices of the better
quality American cotton fell, pushing Indian cotton from its major
market, Japan, despite a new trade convention. India had been
prevented from devaluing its currency because of its colonial
relationship. The rupee remained linked to sterling at the old rate
of 1s 6d,firstly to ease the devaluation of sterling and secondly, to

allow continued sterling remittances to London.

The Central Budget, 1929-36: The Maintenance of Financial Orthodoxy

Embedded in the rupee crisis was the issue of the maintenance

of the balanced budget. Orthodox finance demanded that cuts in
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revenue had to be balanced by cuts in expenditure. However, this
would reduce the ability of a government to respond to the crisis.
Having given way over the rupee-sterling link, to what extent did the
Government of India follow orthodox financing,as pushed by Whitehall,

in its budget?

From Table 3.2 (over) it is clear that the budgetary position
of the Government of India was under stress from the mid-1920s, even
before the depression struck. As revenue decreased, expenditure was
increasing until 1930-31. One cause of the reduction in revenue came
in 1927 when Sir Basil Blackett abolished the payments by the
provincial governments to the central authorities. This payment had
been imposed under the Meston Award to compensate the Government of
India for some of its revenue now ‘transferred’ to the local
authorities, notably land revenue receipts. However, by 1927, Blackett
believed that the revenue position of the central authorities was
sufficiently strong to help its provincial counterparts by abolishing
the payments. At a time of falling world prices for agricultural
prices, though, the anticipated long-term security of central
authority finances did not materialise and the blow to trade during
the depression further weakened the financial position of the
Government of India. In both 1930-31 and 1931-32,the budget was
running at a deficit of some Rs 11 crores, and Schuster had to
persuade the Whitehall authorities to consider the Indian budgets as
a single unit until 1933,when he predicted the budget would be
balanced again.42 This did occur and the position gradually

strengthened until the end of the decade, but the massive surpluses

of the pre-war years were over.

117



Table 3.2

Central Government Revenue and Expenditure {Rs 000)

Total Revenue Total Expenditure Charged Surplus or

Against Revenue Deficit
1925-26 1,33,17,30 1,29,86,12 +3,31,18
1926-27 1,31,65,45 1,31,65,47 -2
1927-28 1,27,22,78 1,27,22,78 -
1928-29 1,28,97,02 1,29,28,56 -31,54
1929-30 1,32,68,55 1,32,41,71 +26,84
1930-31 1,24,59,58 1,36,18,01 -11,58,43
1931-32 1,21,64,66 1,33,39,39 -11,74,73
1932-33 1,25,43,70 1,23,58,51 +1,85,19
1933-34 1,19,37,30 1,19,37,31 -1
1934-35 1,22,12,40 1,21,76,40 +36,00
1935-36 1,21,07,26 1,21,07,26 -

Source: Statistical Abstract, 1919-20 to 1928-29, BFP,
Cmd 3882 of 1931, Table 62, pp.139-150.

Statistical Abstract, 1929-30 to 1938-39, BFP,
Cmd 6333 of 1942, Table 113, pp.296-311.

A breakdown of the principal sources of revenue can be found in
Table 3.3 (over) with a proportional breakdown in Table 3.4 (over).
Between 1929-30 and 1935-36, the total revenue of the Government of
India declined by Rs 11.61 crores or just over 10 per cent. Customs
revenue fell in the short-term by Rs 5 crores in the 1930-31 season
alone, but rose once more from 1932-33, after the Emergency Budget of
September 1931 imposed a surcharge of 25 per cent on all customs

duties. Specific duties were also raised: duties on artificial silk
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imports rose from 20 per cent to 40 per cent; on silk yarn from 10 to
15 per cent and on sugar from Rs 6-12-0 per cwt to Rs 7-4-0.
Increased duties were imposed on boots and shoes, camphor and
electric bulbs. At the same time, the earlier government policy of
free entry for goods required by industry was altered to include
duties of 10 per cent on machinery and chemical dyes and of 5 annas
per lb on raw cotton. These measures ensured the rise in importance
of customs duties.4? By 1932-33 customs duties accounted for over 40

per cent of total revenues, compared to 29 per cent in 1921-22.

The increase in customs duties, however, was offset by a
decline in railway receipts of Rs 7 crores between 1930-31 and 1935-
36. The inelasticity of sources of revenue open to the Government
of India is illustrated by the relatively moderate increase in
revenue from income tax of only Rs 2 crores between 1927-28 and 1935~
36, brought about by reducing the threshold for payment from Rs 2,000
per annum to Rs 1,000.44 1In an agrarian economy with such a low
national income as India, the scope for the levy of income tax was
limited. Even in those sections of the Indian community who might
have been called upon to face increased taxes, the Government of
India proceeded only cautiously in the early 1930s, not wishing to
provide any further grievance which might push the propertied classes
into the arms of Congress.45 Meanwhile, for middle income groups,
increased taxes simply reduced their purchasing power. This affected
government officials,particularly on top of their salary reductions.
In Bihar, Captain Hall, Superintendent Engineer at Ranchi, believed:
twe did not believe even in our most depressed moments that the

Government of India would not be able to pay their permanent servants



their contracted salaries, and their announcement of a 10 per cent
cut concurrently with increased income tax was a severe and
unexpected blow. We were still expected to maintain our normal
standard of living and with no say in the matter of accommodation, we

had no means of economising and no alternative but to run further

into debt.’46

The most interesting aspect illustrated in Table 3.4 is that
the major change in the structure of Government of India revenue came
in the pre-depression period. In 1921-22 customs and excise, railway
receipts and income tax provided 59.8 per cent of total revenue, a
proportion which had risen to 80.4 per cent in 1928-29. The changes
in revenue levels during the depression are set against a period of
long-term structural change in which the revenue base of the
Government of India was becoming increasingly restricted. During
the slump, there were few new opportunities for the raising of
revenue so that by 1935-36 customs and excise, railway receipts and
income tax provided 85.5 per cent of total revenue. Thus, the crisis
of the depression intensified the difficulties of the Government of

India of finding new sources of revenue in a predominantly agrarian

economy .

Thus, the depression occurred against a background of long-term
financial weakness in the revenues of the Government of India. The
battle to balance the Indian budget placed enormous strains on
relations between Delhi and Whitehall. Unlike its Labour
predecessor, the National Government of 1931 never felt constrained
by the fiscal autonomy convention. The new Secretary of State for

India, Sir Samuel Hoare, believed that the nature of the crisis
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invested final control of the Indian budget in Whitehall. As such
7

he felt Jjustified in criticising almost every budgetary proposal

between 1931 and 1934, when Schuster was replaced by Sir James Grigg

whose orthodox view found favour in London.47?

Table 3.4

Proportional Breakdown of Government of India Revénue

1921-22  1925-26  1928-29  1929-30 1930-31

Customs 29.86 35.87 38.21 38.64 37.56
Excise 0.46 0.31 0.23 0.41 0.37
Customs/Excise 30.33 36.18 38.44 39.05 31.91
Railways 13.19 25.83 29.06 28.00 31.41
Income Tax 16.26 11.90 12.95 12.59 12.84
Land Revenue 0.28 0.28 0.29 0.28 0.27

1931-32  1932-33  1933-34 1934-35  1935-36

Customs 38.17  41.41  39.50  43.13  44.69
Excise 0.42 0.33 0.33 0.33 0.32
Customs/Excise 38.59  41.74  39.83  43.46  45.01
Railways 27.63  26.60  27.67  26.50  26.41
Income Tax 14.37 1432 14.3¢  14.36  14.10
Land Revenue 0.27 0.14 0.14 0.17 0.21

Source: Calculated from
Statistical Abstract 1919-20 to 1928-29, BPP,

Cmd. 3882 of 1931, Table 61, pp.131-135.
Statistical Abstract 1923-30 to 1938-33, BPP,
Cmd 6333 of 1942, Table 112, pp.284-287.
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One of Schuster’s principal financial headaches, apart from the
ever-constant strain of meeting the home charges, was the cost of
‘nation-building’ projects begun in the early 1920s such as the Sind
Barrage irrigation scheme, new railway construction and the new
capital at Dehli. He summarised the position clearly in 1930:

‘...a great many irrigation and other projects were

s?arted and carried out at a capital expenditure based on

high post war prices and on the strength of calculations

as regards profits and taxable capacity also based on

high post war prices. The economic foundation of many of

those projects may be knocked away.’48

In this he was proved correct; with irrigation and railway

receipts declining in the 1930s,many projects were classed as

‘unproductive’ .49

Administration costs continued to rise despite the slump, partly
the consequence of the series of enquiries instigated by the Labour
Administration in London. Therefore, the Government of India had to
finance the Royal Commission on Labour, the Central Banking Inquiry
Commission and the endless committees considering India’s
constitutional future. In addition,there was the cost of the Tariff
Board inquiries and new commitments such as the Indian Central Cotton
Committee and the Indian Council for Agricultural Research. Measures
to aid the Indian economy needed finance,which could not be met under
the rigid tenets of orthodox budgeting. Financial pressures were
exacerbated by the need to combat the civil disobedience movements,

although the greatest costs here were borne by Provincial

Governments.

The principal items of central expenditure are contained in
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Table 3.5 (below). In the first two years of the slump total

expenditure rose by some Rs 3 crores, mostly accounted for by the

Table 3.5

Principal Items of Expenditure (Rs crores)

Defence Police Law & General Educ. Public Civil Agric. Debt
Justice Admin. Health Works Charges

1926 56.0 12.4 8.3 12.8 12.1 7.1 13.8 2.4 18.7
1927 54.8 12.2 8.5 12.9  12.7 6.3 14.1 2.6 18.5
1928 55.1 12.7 8.6 13.1  13.2 6.7 13.4 2.8 18.5
1929 55.1 13.1 8.8 13.9 13.6 7.2 13.0 3.1 19.4
1930 54.3 13.6° 9.0 14.1 13.8 6.7 12.8 3.1 20.2
1931 51.8 13.4 8.1 13.7 12.8 6.3 8.7 2.7 23.0
1932 46.7 12.9 7.6 12.6 11.8 5.4 7.6 2.4 22.3
1933 44.2 12.9 7.8 12.0 12.0 5.5 7.7 2.5 16.1
1934 44.3 12.7 7.7 12.1  12.1 5.6 10.0 2.6 16.4
1935 45.0 12.9 7.9 12.5 12.3 5.7 10.4 2.8 17.1

1936 45.5 13.0 8.0 13.1  12.6 6.2 8.8 3.1 15.5

Source: P.J. Thomas, The Growth of Federal Finance, (Madras, 1939),
Table 6, p.502.

increase in general administration, police and justice and rising
debt charges. Thereafter, at Whitehall’s insistence, the Government
of India pruned its expenditure drastically; some Rs 27 crores were
cut between 1931 and 1933 as a result of recommendations of
Retrenchment Committees. The major costs came in defence
expenditure, primarily through salary cuts, and the reduction in

interest rates helped to reduce the burden of debt charges. A
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further reduction of Rs 5 crores came in cuts in civil works
expenditure, with increases in 1934 and 1935 the response to the
natural disasters of the earthquakes in Bihar. Other retrenchment
measures included I.C.S. salary cuts, from the Viceroy downwards, the
shelving of development projects, reduction of railway expenditure to
basic maintenance of existing stock, staff cuts and a reduction in
government contracts. Since the government was the largest single
employer of labour and many firms, including the Tata Iron and Steel
Company, had depended upon Government orders, these cuts had serious

depressing effects on the domestic economy.

Thus the Government of India pursued orthodox responses to the
financial crisis. Even when the crisis eased with the massive gold
exports after devaluation, there was little change in policy. The
merchandise balance surplus created by the gold flows Was used to
reduce the public debt through loan conversions to lower rates of
interest. By 1936, the Government of India had only one loan above
4.5 per cent compared to 4 in 1930 and servicing of the debt had been
reduced by Rs 7.5 crores in the same period.5° The continued gold
flows from 1931 were criticised regularly by Indian nationalists who
argued that the gold should be purchased by the Government of India
to provide reserves enabling the creation of a central bank. The
Government only briefly considered banning gold exports in October
1931 when it was feared that exports were deflecting investment from
Treasury Bills, another sign that no-one realised the extent to which
the gold exports would ease the remittance situation. However,
despite impassioned pleas by such prominent elder statesmen of

Congress as M.M. Malaviya, bullion dealers continued to export gold
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refusing to miss the opportunity of quick profits. Such were the
double standards that while FICCI did not fail to pass a resolution
condemning the Indian authorities for allowing gold exports, the
Committee would not permit a resolution to be tabled at its general
meeting condemning Indian bullion traders who participated in the
trade.5? In short, the gold exports became yet one more weapon in the
propaganda war between nationalists and government, but while the
trade was legal, who could refuse the profit even for the good of
Swaraj. It is interesting to speculate how many of such bullion
dealers still contributed funds to Congress during the second Civil

Disobedience Campaign.

The Government of India, then, did not spend its way out of the
crisis, wunlike, for example, the Governments of Brazil or Japan.
There was no investment in large scale public works or even
widespread small local schemes for agricultural improvement such as
tube-well construction, as suggested by Thomas.53 Interest rates
were cut from November 1931 until they reached 3.5 per cent in 1933,
despite protests from Whitehall which feared Schuster was courting
inflation.54 This certainly helped to encourage investment in India
but even here there was criticism of government action, that cheap
money was encouraging speculation.’5 The Government of India pursued
such orthodox financial policies partly as a result of pressure from
Whitehall, but also because it had no alternative policy. Certainly
it is difficult to imagine Whitehall allowing a colonial underling to
pursue deficit financing, but even Sir George Schuster failed to
provide a coherent alternative to orthodoxy. From his experiences in

northern Africa he knew only too well of the dangers of restriction
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schemes and he was too good a financier to want to fritter away
government resources on unsound schemes. Above all, he was vitally
aware of India’s background of underdevelopment. Hence his desire to
initiate an economic survey which would recommend a coherent
development strategy at an All-India level. Faced with the
indifference of his ministerial colleagues and outright suspicion by
provincial officials, Schuster’s plans camé to naught.56 He was
forced to respond in an ad hoc way to the most pressing problems as
they emerged. However, by voicing unorthodox proposals, no matter
how tentatively, he aroused a violent distrust in Whitehall. Drummond
has suggested that Schuster’s views helped to crystalise Treasury
belief that not even British officials could be entrusted to control
Indian finance and, thus, strengthened the demand for financial
safeguards in the new constitution:‘'Sir George had embraced all the
heresies - unbalanced budgets, floating exchange rates, deliberate
depreciation, management of the price level and the money supply. He

had been willing to gamble Indian credit and to risk a sterling

default by unbalancing the budget and floating the rupee.’s7?

London officials were determined that Schuster’s replacement
should be someone they could trust. Hoare originally suggested Sir
Cecil Kisch, Financial Advisor to the India Office, one of Schuster’s
sternest critics.58 Willingdon declared such an appointment would
be a ‘colossal mistake’ and insisted on retaining Schuster at least
long enough to guide the Reserve Bank Bill through the Assembly.
Willingdon told Hoare, ‘whatever may be the opinion of him at home,
[Schuster] has the confidence of the Indian people to a very marked

degree’.59 This was probably the most damming recommendation that

127



could have been made to Whitehall about the abilities of an Indian
Finance Member. In his last budget, armed now with & small surplus,
Schuster made a small beginning in renewing development expenditure.
Half of the revenue from jute export duties was awarded to the Jute
producing provinces and small sums were granted for a  rural

development fund and the development of broadcasting and civil

aviation.6o

While London failed to gain the appointment of Kisch as
successor to Schuster, no fault could be found with the orthodoxy of
Sir James Grigg. Under Grigg the Indian authorities continued to
prune the budget and while he did continué to fund development
projects, the sums involved were meagre: Rs 1,00 1lakh for
agricultural development in 1935-36 and Rs 2,81 1lakhs in the
following year. Members of the govermment found it difficult +to
persuade Grigg to finance development projects: Fazl-i-Hussain
declared him to be ‘terribly stingy and miserly... he absolutely
refuses to increase any capital expenditure’.61 Instead, Grigg’s
main policy objective was to replenish the Indian reserves in London
and to reduce the public debt. With Grigg in control of Indian
finances, tension, in this area at least, was relieved between India
and Whitehall at a critical stage in the progress of the
constitutional reforms. Suddenly the acrimonious debates over
financial safeguards were at an end: remittance policy and British

investments in India were in safe hands.®?

Provincial Finance During The Crisis

The financial problems facing the Provincial Governments

during the depression have attracted relatively little attention in
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the literature. Apart from two major contemporary works by Thomas,
in recent years there have been studies of the United Provinces by
Mishra and two general surveys by Kumar and Charlesworth.63 Yet it
was  the Provincial Governments which were entrusted with the
responsibility for the development of the economy. Probably studies
into provincial finance have been curtailed by difficulties in
obtaining access to official papers.64 So once again research is
thrown back on an over-reliance of official publications of
individual local governments. It is vital, though, to survey their
financial difficulties. For the bulk of the population of India, it
would be remission or suspension of land revenue and water rates by

the local authorities which would provide the most immediate relief.

When the depression struck, the provincial governments of India
were still in their infancy - having been created only in 1920.
Under the principle of dyarchy, the responsibilities for local
agricultural, industrial and infrastructural development were
‘transferred’ to the provincial authorities. The reasons for the
adoption of dyarchy have been much debated,but the general conclusion
seems to be that it was a format designed to control the level of
power devolved to Indians.85 1In this, Charlesworth has highlighted
the control of central authorities over the ability of provincial
government to contract loans.66 The finances of the new provincial
governments were based on the awards of the Meston Committee, which
basically allocated to them the proceeds of land and water revenue,
forest revenue, local excise and stamp duties. Thus, the burden of
providing revenue for local government fell upon the rural population

rather than the urban dwellers, as reflected in Table 3.6 over.
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The Méstod_awards, therefore, left the Provincial Governments
dependent upon agricultural incomes. The effect of the Permanent
Settlement is clear on the revenues of Bengal and Bihar and Orissa.
The former depended heavily on stamp duty and the latter on liquor
licenses to replace their inelastic land revenue receipts. The
Government of the Punjab gained over a third of its revenue from
water duties, reflecting the provinces premier role in irrigation
development. The Government of the United Provinces was most
dependent solely upon land revenue, over 50 per cent in this case. It
would seem, then, that the revenue needs of +the Provincial
Governments were based on sources most likely to be reduced in a
depression.

Table 3.6

Relative Importance of Principal Heads of Revenue to Total Revenue

Total Percent-
Revenue age Land Irri- Excise Stamps Regis- Forest

Av.1925-35 Revenue gation tration
(Rs 000) to Total
Revenue
Madras 16,81,57